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STÔ IARY

T his stu d y  d e a ls  w ith  the im pact o f  the fo u r - f o ld  in c r e a se  of 

w orld o i l  p r ic e s  during 1973/74  on th e  d ev e lo p in g  c o u n tr ie s ,  ta k in g  

th e developm ents in  In d ia , P a k is ta n  and Kenya in  1974 and 1975 as 

exam ples, A rev iew  o f  the l i t e r a t u r e  p e r ta in in g  to the r e la t io n s h ip  

"between o i l  consum ption and economic developm ent su pp orts the h yp otheses  

th a t ( l )  w ith  rap id  economic grow th, in v o lv in g  s tr u c tu r a l changes in  

th e  economy, o i l  consum ption ten d s to  grow f a s t e r  than ag g reg a te  

o u tp u t, and (2 )  o i l  demand i s  determ ined more by the l e v e l  of econom ic 

a c t i v i t y  than by changes in  th e  p r ic e  o f  o i l .  Furtherm ore, the la r g e  

sudden r i s e  in  th e  c o s t  o f  o i l  was superim posed on an a lr ea d y  e x is t in g  

balance o f  payments d e f i c i t  in  In d ia , P ak istan  and Kenya, whose 

export p o t e n t ia l  was fu r th e r  d e tr im e n ta lly  a f f e c t e d  by the sev ere  

w orld r e c e s s io n  during 197 4 /7 5 . The r e le v a n t data  fo r  t h i s  study  

were o b ta in ed  p r im a r ily  from o f f i c i a l  so u rces  and p u b lic a t io n s  of 

in te r n a t io n a l  in s t i t u t i o n s .

For each  o f  the th ree  c o u n tr ie s , the p a tte r n  and tren d s  o f  

consumption and im ports o f o i l  a s w e l l  as o th er  so u rces o f  en ergy  are  

an a lysed  by means o f r a t io ,  c o r r e la t io n  and r e g r e s s io n  a n a ly s e s .

The e f f e c t s  on th e  term s o f t r a d e ,  income t r a n s f e r ,  and e x te r n a l  

b a lan ces  a re  a s s e s s e d , and th e  o i l- in d u c e d  changes in  economic a c t i v i t y  

in  the  r e s t  o f  th e  w orld a re  examined in  r e l a t i o n  to  t h e i r  e f f e c t s  

on the growth and v a r i a b i l i t y  of the ex p o rt p o te n t ia l  of th e se  

c o u n tr ie s ,  and th e  consequences on t h e i r  fo re ig n  exchange r e s e r v e s .

The s ig n if ic a n c e  o f o i l  in  t o t a l  energy consum ption v a r ie s  among 

th e  th re e  c o u n tr ie s ,  r e f l e c t i n g  th e  g en era l s i t u a t io n  in  o th e r  low-income



d ev e lo p in g  c o u n tr ie s .  In  I n d ia , a c o a l-o r ie n ta te d  economy, i t  

amounted to  25 per cen t in  1973, whereas in  P ak istan  i t  was 42 per  

c en t; o n ly  in  Kenya was i t  predom inant, a t 92 p er  cen t o f  t o t a l  

energy consum ption, W hile Kenya has to im port a l l  o f  her o i l ,  the  

im ports o f  crude and r e f in e d  o i l  in to  P ak istan  and In d ia  accounted  

fo r  91 and 71 per c e n t , r e s p e c t iv e ly ,  o f  th e ir  consum ption in  1973, 

r e f l e c t in g  the g e n e r a l, heavy r e l ia n c e  on o i l  im ports o f  the low -  

income c o u n tr ie s .

During 1973-1975, w h ile  the a b so lu te  amount o f  energy consum ption  

in cr ea se d  in  a l l  th e  th ree  d o u n tr ie s , the share o f o i l  in  th e  t o t a l  

d e c lin e d  to  about 23 per cen t in  In d ia  and 40 per cent in  P a k is ta n , 

co u n ter-b a lan ced  by a r i s e  of ind igenous n o n -o i l  f u e l s ,  whereas in  

Kenya the share o f  o i l  a c t u a l ly  in cr ea se d  to  93 per cen t due to  

a b so lu te  d e c l in e  in  im ported coal*

The e f f e c t s  of the r i s e  in  o i l  p r ic e s  on the term s o f  tr a d e ,  

o i l  c o s t s  and income tr a n s fe r s  were s u b s ta n t ia l .  D e te r io r a t io n  of 

the commodity terms o f  trade was sharp, d e c l in in g  during 1973-75  

from 107 to  70 fo r  In d ia , from 108 to 73 fo r  P a k is ta n , and from 

86 to  72 fo r  Kenya (w ith  1970 -  lOO). By 1975, the in c r e a se  in  n et  

o i l  import b i l l s  had r is e n  th ree  and a h a lf  tim es fo r  In d ia , four  

tim es fo r  P a k ista n  and fou r and a quarter tim es fo r  Kenya, The 

r e s u lt in g  income tr a n s fe r  pre-em pted a la r g e  p ro p o rtio n  o f the  

r e a l i s e d  grow th, e s p e c ia l ly  in  the case  o f Kenya.

The d e te r io r a t io n  in  th e  current account o f  th e ba lance of 

payments and the w idening o f thq^oreign  exchange gap were la r g e r  

than can be a t tr ib u te d  s o l e l y  to the r i s e  o f  th e p r ic e  o f  o i l ,
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because changes in  im port c o n tr o l p o l i c i e s  and n o n -o i l  d e f i c i t s  a ls o  

p layed  a c r u c ia l  r o l e .  Market share a n a ly s is  shows th a t  d ecre a se s  in  

export e a r n in g s , caused by the o i l - r e la t e d  r e c e s s io n  in  the OECD 

m arket, a f f e c t e d  P ak istan  and Kenya more s e v e r e ly  than In d ia , To 

some e x te n t ,  th e se  adverse a f f e c t s  were m it ig a te d , ex cep t in  th e  ca se  

o f  Kenya, through a d d it io n a l a c c e ss  to  th e  OPEC market whose demand 

fo r  im ports w^s g r e a t ly  b oosted  by the sudden and la r g e  in c r e a s e s  

of o i l  reven u e,

A lth o u ^  th e  p o s t - 1973 e v e n ts  in  In d ia , P ak istan  and Kenya were 

d if f e r e n t  in  some im portant r e s p e c t s ,  th ey  do su g g e st  th a t  th e se  

th ree  c o u n tr ie s ,  and the low -incom e c o u n tr ie s  as a w hole, had v ery  

l im ite d  m a n oeu vrab ility  in  the fa ce  o f the o i l  c r i s i s ,  because o f  

th e ir  need to  secu re th e ir  minimum o i l  requirem ents on the one hand, 

and the u n d er ly in g  v u ln e r a b i l i t y  of th e ir  e x te r n a l b a la n ces  on th e  

o th er .



CHAPTER I  

INTRODUCTION

The r a d ic a l  changes in  th e w orld o i l  market in  th e l a s t  q u arter o f  

1973 had in tro d u ced  changes in  th e  w orld economy as a w hole. The 

u n i la t e r a l  d e c is io n  o f  th e  o i l - e x p o r t in g  c o u n tr ie s  to  r a i s e  th e  p o sted  

p r ic e s  o f  crude petroleum  to  fo u r - fo ld  th e  l e v e l s  which p r e v a ile d  b efore  

October 1973 e n t a i le d  tr a n s fe r s  o f  incomes on th e  cu rren t accou n ts o f  

th e balance o f  payments from th e  o il - im p o r t in g  c o u n tr ie s  to  th e  members 

o f  OPEC (th e  O rg a n isa tio n  o f  th e  Petroleum  E xp ortin g  C o u n tr ie s ) , The 

e f f e c t s  on th e  in d u s t r ia l  c o u n tr ie s  d id  n o t become in t o le r a b le  burdens 

as t h e ir  s tr e n g th  and r e s i l i e n c e  made i t  p o s s ib le  fo r  t h e ir  econom ies  

to  a d ju st and absorb th e  e f f e c t s  o f  th e  im m ediate shock . M oreover, th ey  

cou ld  m it ig a te  th e  e f f e c t s  o f  th e r i s e  in  o i l  p r ic e s  w ith in  the framework 

o f  th e  econom ic and f in a n c ia l  c o -o p era tio n  and co -o rd in a tio n * o n  th e  one 

hand among th em selv es  and, on th e  o th er  hand, w ith  OPEC.^^^

As fa r  as d ev e lo p in g  c o u n tr ie s  were concerned , a lth ou gh  th e o i l  

p r ic e  in c r e a se s  h i t  t h e ir  econom ies harder than th e developed  c o u n tr ie s ,  

th e  p o o rest among them r e c e iv e d  s p e c ia l  a t te n t io n  from n a t io n a l and 

in te r n a t io n a l in s t i t u t io n s  as w e ll  as from th e  econ om ists concerned w ith  

economic developm ent in  the Third World. There was a w idespread consensus  

th a t the low -incom e group w ith  per c a p ita  income o f  l e s s  than ^200 per  

annum were h i t  harder by the o i l  p r ic e  in c r e a se s  than any group among the 

o il- im p o r t in g  d ev e lo p in g  c o u n tr ie s .

( l )  See J . T um lir, "Oil Payments and O il Debt, and the Problem of
A djustm ents" , in  T.M, R ybczynski ( e d . ) ,  The Economics o f O il C r is is .  
Trade P o l ic y  R esearch C enter, London, 1976, pp. 39-61 ; K.Parmanfarnnian,
A. G utow ski and S. O kita e t  a l , ,  "How Can the World A fford  OPEC O il?" . 
Foreign  A f f a ir s * V o l. 53» No, 2 (Januaiy 1 9 7 5 ), pp. 201-22; G.A. Pollack, 
"Are th e O il Payments D e f ic i t s  M anageable?". E ssays on I n te r n a t io n a l  
F inan ce , No. 111, P r in ce to n  U n iv e r s ity , P r in ceto n  N .J . ,  1975.



1. The S itu a t io n  in  the Low-Income D evelop ing  C ountries
tlie.

With the advent of^ o i l  c r i s i s ,  s e v e r a l s tu d ie s  were i n i t i a t e d  by

v a r io u s  n a t io n a l and in te r n a t io n a l  b o d ies  to  a s s e s s  th e  im pact on

d ev e lo p in g  c o u n tr ie s  o f  the developm ents in  o i l  and commodité p r ic e s  in

order to  p rov id e urgent r e l i e f  fo r  the most s e r io u s ly  a f f e c t e d  co u n tr ies*

A ccord in g ly , a f f e c t e d  c o u n tr ie s  were l i s t e d  on the b a s is  o f  v a r io u s

c r i t e r ia  which were t r a d i t io n a l ly  used  as in d ic a to r s  o f  the s ta g e  o f
tKe

economic developm ent and income l e v e l s ,  the perform ance o f^ exp ort s e c to r ,  

th e l e v e l  and burden o f  in te r n a t io n a l  in d eb ted n ess , the dependence on 

co n c e ss io n a l c a p it a l  in f lo w s , fo r e ig n  exchange r e s e r v e s ,  the p o s it io n  o f  

the o v e r a l l  ba lan ce o f  payments and the e s tim a te d  a d d it io n a l c o s t s  o f  

o i l  im ports*

A ccording to  the " S p ec ia l Programme" in corp ora ted  in to  the "Programme 

o f  A ction  on the E stab lish m en t o f  a New I n te r n a t io n a l Economic Order" to  

study the problem  o f  raw m a te r ia ls  and developm ent, the S ecre ta ry  G eneral 

o f  the U nited  N ation s id e n t i f i e d  in  August 1974 t h ir t y  two c o u n tr ie s  as  

the most s e r io u s ly  a f f e c t e d .  These in c lu d ed  tw enty  s i x  low income 

c o u n tr ie s  w ith  per c a p ita  incom e, ^200 or l e s s .  What i s  more, from another  

n in e  c o u n tr ie s  which were added in  A p r il 1975, seven  were co n sid ered  very  

p o o r .(^ )

C onsidering  the c o u n tr ie s  in  urgent need o f  c o n c e ss io n a l a id  among 

d evelop in g  c o u n tr ie s  whose e x tr a  o i l  b i l l s  exceeded  ^1 m il l io n  in  1974,

( 2 )th e  M in istry  o f  O verseas Development in  U.K.  ̂ concluded  th a t "most 

co u n tr ie s  on th e  U nited  N ation s o r ig in a l  l i s t  o f  tw enty f i v e  l e a s t  

developed  c o u n tr ie s  were c e r ta in  to be in c lu d ed  in  any in t e r n a t io n a l ly

( 1 ) M.J, W illia m s, Development O o-oneration -  E f fo r t s  and P o l i c i e s  o f  the 
Members o f the Development A ss is ta n c e  Committee (PAO). 1974 Review,
OECD, P a r is ,  1975, pp. 57.

( 2 ) Memorandum subm itted  on b eh a lf o f the M in istr y  o f O verseas Developm ent; 
’’ The Impact o f  O il P r ic e  R ise  on D evelop ing  C ountries and the Im p lic a t io n s

fo r  B r i t i s h  O verseas Development P o l ic y " , in  B r i t i s h  Government, The O il 
c r i s i s  and Third World Development; Im p lic a tio n s  fo r  U n ited  K in g d o m  pohcy, 
Report from the S e le c t  Committee on O verseas Developm ent, V o l. I ,  S e ss io n  
1974, H .M .S.O ., London, 1974, pp* 1 -8 .
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agreed  l i s t  o f  th e  most s e r io u s ly  a f f e c t e d  among the o il- im p o r t in g  

developifti^ c o u n tr ie s ’. The T able o f  C oun tries subm itted  by th e  M in istry  

to  the U .K ."P arliam entary S e le c t  Committee on O verseas Aid and Development" 

was used by R. Jolly^^^ who d e te c te d  tw enty one c o u n tr ie s  as th e  (MSA) by 

u s in g , in t e r  a l i a ,  the g a in s  from trad e as a d e c is iv e  c r i t e r io n .  He 

found th a t a t l e a s t  fo u r te e n  c o u n tr ie s  from t h i s  ta b le  were co n sid ered

( 2 )v ery  poor a cco rd in g  to  the 1973 World Bank’s Country C la s s i f i c a t io n .

( 3 )F in a l ly ,  F . E l l i s '  ' ranked th e d ev e lo p in g  c o u n tr ie s  a ccord in g  to  a

rough assessm en t o f  the e x te n t  to  which th ey  were a f f e c t e d  by the e v e n ts

in  o i l  and commodi-ty m arkets by u s in g , in t e r  a l i a ,  th e  a d d it io n a l  o i l

c o s t s ,  as a p ro p o rtio n  o f t o t a l  import b i l l s ,  a s  the m ost im portant in d ex .

He found th a t among the e ig h te e n  c o u n tr ie s  in  u rgen t need  fo r  s p e c ia l

a s s i s ta n c e ,  th e r e  were th ir te e n  c o u n tr ie s  which came from th e  low-incom e

(4 )group. *

As a r e s u l t ,  the above-m entioned  s tu d ie s  id e n t i f i e d  th o se  c o u n tr ie s  

s e r io u s ly  a f f e c t e d  by o i l  c r i s i s  not o n ly  on th e  b a s is  o f the a d d it io n a l  

o i l  c o s t s  but a ls o  accord in g  to  t h e ir  c a p a c ity  to  meet such b i l l s ;  a 

m atter w hich depended on t h e ir  income l e v e l s  and g a in s from tr a d e . Thus,

R. J o l l y  d e f in e d  th e  MSAs as fo l lo w s ;

"O il im porters h a rd est h i t  are th e c o u n tr ie s  o f  m iddle  
and low er per c a p ita  income w ith o u t major o f f s e t t i n g  
tra d e  g a in s  or m il i ta r y  a s s is ta n c e "  ( 5 )

However, t h i s  does n ot mean th a t o i l  p r ic e s  are r e sp o n s ib le  fo r  the  

p o verty  o f  the low income groups. The cheap o i l  in  the p a s t  has n o t  

ach ieved  c o n s id e r a b le  economic growth nor has th e new ex p en siv e  o i l  today

( 1) See R, J o l l y ,  " A ssessing  the Economic Impact on D evelop in g  C ountries and 
Some P o l ic y  S u g g e s tio n s" , in  F .E l l i s  ( e d . ) ,  O il and D evelopm ent, I n s t i t u t e  
o f  Development S tu d ie s  B u l le t in ,  V o l. 6, No. 2 , U n iv e r s ity  o f  S u ssex , 
B righ ton , October 1974, pp. 97 -108 .

( 2 ) I b id , Table 2 , p . 101.
( 3 ) See P. E l l i s ,  " S t a t i s t i c a l  Background", in  F. E l l i s  ( e d . ) ,  O il and 

D evelopm ent, I n s t i t u t e  o f  Development S tu d ie s  B u l le t in ,  V o l. 6 , No. 2, 
U n iv e r s ity  o f  S u ssex , B r ig h to n , October 1974, pp. 16 -45 .

4 ) I b id , pp. 3 9 -4 0 .
5 ) J o l l y ,  o p .c i t . ,  p . 9 9 .
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con sid ered  th e  o n ly  b a r r ie r  w hich would h in d er the econom ic developm ent 

o f  th ese  c o u n tr ie s .  They are n e ith e r  major consumers o f  energy nor 

la r g e  im porters o f o i l .  These c o u n tr ie s  are sim ply  very  poor so th a t  

t h e ir  f r a g i l e  econom ic s tr u c tu r e s  are v u ln era b le  to  any e x te r n a l shock* 

A ccording to  the World Bank R ep o r t^ ^ \ the low -incom e group c o n s is te d  o f  

34 c o u n tr ie s  whose per c a p ita  GNP was 0250 or l e s s  in  1976 d o l la r .  Their 

p o p u la tion  in  1976 amounted to  1 .2  b i l l i o n s  w hich accounted  fo r  58 per cent 

o f  th e Third World p o p u la tio n  (th e  p o p u la tion  o f low and m iddle income 

group) and 30 per cent o f the world p o p u la tio n . In the same y e a r , th e ir  

GNP in  market p r ic e s  amounted to 0145 b i l l i o n s  which accounted  fo r  14 per

( 2 )cen t o f Third W orld's GNP and 2 per cent o f  the World GNP, Their low  

income per c a p ita  and narrow economic base were the r e s u l t s  o f a long-term  

s lu g g is h  econom ic growth combined w ith  r e l a t i v e l y  rap id  growth r a te s  of 

p o p u la tio n . During 1960-70, th e  growth r a te  o f  GDp amounted to  3 .6  per  

cen t per annum, slow in g  down to 2 .9  per cent per annum during 1970-76 , 

whereas GDP o f the m iddle-incom e group grew by 5 .7  and 6 ,0  per cen t per

( 3 )annum during th e se  two p e r io d s . '   ̂ The average annual growth o f  GNP per 

c a p ita  o f  the low -incom e group amounted to  o n ly  0 .9  per cen t w h ile  th a t  

o f the m iddle-incom e group amounted to  2 .8  per cent*^^^ A ccording to  DAO 

Review, o n e -h a lf  o f  th ese  c o u n tr ie s  recorded  growth r a te s  o f  GNP per c a p ita  

during 1960-72 , o f l e s s  than 1 per cent per annum or even n e g a tiv e ;  about 

o n e -th ir d  record ed  growth r a t e s  between 1 and 3 per cen t per annum; w hile
( 5 )

on ly  o n e-sev en th  recorded  growth r a te s  a t  3 -4  per cen t per annum*

The lon g -term  low growth r a te s  o f  income have been a s s o c ia te d  w ith  

a tendency tow ards low sa v in g  r a te s  which are h o ld in g  down t h e ir  c a p a c ity  

to  make p ro d u ctiv e  in vestm en ts  and h in d erin g  fu r th e r , in  tu rn , the growth

( 1) The World Bank, World Bank R eport, 1978, The World Bank, Washington,D.C., 
1978, Annex,

( 2) C a lcu la ted  from World Bank, 1978 World Bank A t la s ,  The World Bank, 
W ashington, D .C ., 1978,

( 3 ) The World Bank, World Bank R eport, 1978, o o . c i t .  Table 2, pp. 7 8 -9 .
(4 ) I b id , Table 1, pp. 7 6 -7 .
( 5 ) M.J. W illia m s, Development C o-operation  -  E f fo r t s  and p o l i c i e s  of th e

members o f  the Development A ss is ta n c e  Committee ( DAC) , 1975 Review,
OECD, P a r is ,  1976, Table I I I - 1 , p . 53.
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o f  incom e. In  1975, both  g r o ss  dom estic sa v in g s  and in vestm en ts  accounted  

fo r  15 .6  and 19.1 per cent o f  GDP, r e s p e c t iv e ly ,  compared w ith  22.1 and

2 6 .4  per cent in  the case  of m iddle-incom e group. M oreover, i t  was 

found th a t in  1972 o n e -h a lf  o f  the low-income c o u n tr ie s  had sa v in g  r a t io s  

o f  l e s s  than 10 per cent o f  GNP and about f o u r - f i f t h s  cou ld  o n ly  save

10-15 per cen t o f  GNPs.  ̂ The P resid en t o f the World Bank drew a 

p ic tu r e  of th e  g en era l s i t u a t io n  o f the econom ies o f low -incom e d evelop in g

( 3 )c o u n tr ie s  in  h is  1975 "Address to th e Board o f  Governors" when he 

p o in ted  ou t th a t  GDP per c a p ita  was ex p ected  to grow a t  1 .2  per cen t  

per annum du rin g  1976-80, on th e b a s is  of o p t im is t ic  assum ptions about 

c a p ita l  in flo w  to  th e low -incom e group from a l l  so u rces" , a growth r a te  

which was s t i l l  l e s s  than o n e -h a lf  GDP per c a p ita  growth r a te  in  the 

m iddle-incom e group.

In g e n e r a l, the low -incom e group i s  c h a r a c te r ise d  by a low l e v e l  

o f  in d u s t r ia l i s a t io n ,  labour p r o d u c tiv ity  and l i t e r a c y ;  s c a r c i t y  o f  

s k i l l e d  manpower, an underdeveloped in fr a s tr u c tu r e , predominance of 

s u b s is te n c e  o f  p rod u ction  and dependence on a v ery  narrow range o f  

primary com m odities. In  1976, w h ile  a g r ic u ltu r e  accounted  fo r  45 per  

cen t o f GDP, in d u str y  on ly  rep resen ted  19 per c e n t , compared w ith  21 

and 32 per cen t r e s p e c t iv e ly  in  the m iddle-incom e group.

M oreover, export s e c to r s  have f a i l e d  to  serv e  as an en g in e of growth.

The average annual growth r a te  o f  e x p o r ts , w hich amounted to  3 .6  per cent 

during 1960-70 , d e c lin e d  to  - 0 .4  per cent during 1970-76 , compared w ith

(5 )5 .2  and 3 .8  per cen t r e s p e c t iv e ly ,  in  th e case o f  the m iddle income group. ^

( 1 ) The World Bank, World Bank R eport, 1978, on . c i t . , Table 8 ,  p . 6.
( 2 ) W illiam s, 1975 Review, o n .c i t . , Table Ï Ï I - 2 .  p . 53.
( 3 ) HacNamara, Address to  th e  Board of G overnors. The World Bank, 

W ashington, D .C ., Septanber 1 s t ,  1975, Table 1, p. 5 .
( 4 ) World Bank, World Bank R e p o r t ,1978, o n .c i t . . Annex, Table 3» pp. 8 0 -1 .
( 5 ) I b id , annex, Table 6, pp. 8 6 -7 .
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M oreover, 94 per cen t o f  low -incom e grou p 's exp ort earn in g s in  1975

came from prim ary com m odities and 6 per cen t from m anufactures, compared 

w ith  82 and 17 per c e n t , r e s p e c t iv e ly ,  in  the m iddle-incom e c o u n tr ie s ,  

Furtherm ore, term s o f  trad e d e c lin e d  by 0 .2  per cen t per annum during 1960-75»  

compared w ith  in c r e a se s  o f  1 ,9  per cen t in  the term s o f  trad e o f th e  m id d le-

( 2 )income group. '

D esp ite  t h e ir  low l e v e l s  o f energy consum ption, which are a s so c ia te d
t]ie.

w ith  low l e v e l s  o f  incom e, th e  energy consumption of^ low -incom e group has 

grown very  f a s t ,  even f a s t e r  than n a t io n a l ou tp ut; a phenomenon which  

c h a r a c te r is e s  d evelop in g  c o u n tr ie s  which are p roceed in g  a lon g  the path  of 

economic developm ent. During the p er io d  1960^70, w h ile  GNP o f  the

low income c o u n tr ie s  (0101-0200 per c a p ita )  was growing a t  5 .2  per cen t per  

annum, energy consumption grew a t  8 ,0  per cen t per annum. In  th e case  o f  

th e h igh  income c o u n tr ie s , the growth o f GNP had p a r a lle le d  the growth o f  

energy consum ption during the same p e r i o d . H .  R ichardson p o in ted  out 

th a t U .S . and Europe w i l l  ex p er ien ce  d e c e le r a t io n  in  th e ir  energy  

consumption during th e n ex t d ecad e, w h ile  the poor c o u n tr ie s  w i l l  a c c e le r a te

( 5 )t h e ir  growth r a te s  o f energy consum ption. T h erefore , to  the e x te n t  th a t  

the poor c o u n tr ie s  depend on petroleum  to  gen era te  n a t io n a l ou tp u t, th ey  

would fa c e  the dilemma o f  secu r in g  the minimum requirem ents of o i l  im ports  

and the c a p a c ity  to  pay fo r  them.

I t  can be concluded from the above-m entioned d is c u s s io n s  th a t  the 

low-incom e c o u n tr ie s  had not a ch ieved  a h igh  economic growth m ainly fo r  

s tr u c tu r a l r e a so n s . C onsequently , o i l  p r ic e  in c r e a s e s  would m erely  be

( 1) I b id , Annex, Table 7 ,  pp. 8^-9
( 2 ) I b id , Table 16, p . 10.
( 3 ) For d e ta i le d  d is c u s s io n  o f  the consumption of o i l  in  d ev e lo p in g  

c o u n tr ie s ,  see  M. Tanzer, The P o l i t i c a l  Bconomv o f I n te r n a t io n a l  
O il In d u stry  and the U nderdeveloped C o u n tr ie s . Temple Sm ith,
London 19°?D, Chapter 9 . This p o in t w i l l  be d isc u sse d  in  Chapter I I I ,

( 4 ) T, K r is te n se n , Develoument in  R ich and Poor C ou n tries: A G eneral
Theory w ith  S t a t i s t i c a l  A n a ly ses, P raeger, New York, 1974, Table
5 -1 2 , p. 60 .

( 5 ) H.W, R ichardson , Economic A sp ects o f the Energy C r i s i s , D.C, Heath 
& C o., New York, 1973, p . 12.
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an a d d it io n a l elem ent to th e ir  lon g-term  in te r n a l and e x te r n a l d is 

eq u ilib r iu m , r a th e r  than a prim ary cause*

2 . The E f f e c t s  o f O il P r ic e  In c r e a se s  -  An O u tlin e

The e f f e c t s  on the a v a i l a b i l i t y  o f fo r e ig n  exchange have been

co n sid ered  to  be c r u c ia l  fo r  any assessm ent o f  th e  consequences of o i l

p r ic e  in c r e a se s  on the econom ies o f  the poor c o u n tr ie s .  Such consequences

are b a s ic a l ly  d er iv ed  from the impact of o i l  c r i s i s  on the im portant

item s o f the b a lan ce o f  paym ents. This approach i s  based on the v ery

w id e ly  h e ld  v iew  th a t the c r i t i c a l  b o tt le n e c k  r e s t r i c t in g  the c a p a c ity  o f

d evelop in g  c o u n tr ie s  to im port, in v e s t  and to g en era te  economic growth i s
t \ \C

the sh ortage o f  fo r e ig n  exchange. The i n t e l l e c t u a l  r o o ts  of^ " fo re ig n  

exchange c o n str a in t"  d o c tr in e  stem from the e x p e r ie n c e s  o f m ost d evelop in g  

c o u n tr ie s  and the fo cu s  o f developm ent c i r c l e s ,

The key e f f e c t  o f  the r i s e  in  o i l  p r ic e s  i s  the new o i l - r e l a t e d  d e f i c i t  

on th e  current account o f  the balance o f payments which i s  p r im a r ily  

a ttr ib u te d  to  th e  a d d it io n a l c o s t s  o f o i l  im p orts. I t  seems th a t the 

term " o i l - d e f i c i t "  i s  used  broad ly  to  d escr ib e  th e  d e f i c i t  on th e  current 

accounts o f  the o il- im p o r t in g  c o u n tr ie s ,  as a group, w ith  the OPEC c o u n tr ie s .  

In h is  model fo r  a l lo c a t in g  the current account d e f i c i t s  among OECD 

c o u n tr ie s , John W illiam son d e fin ed  o i l  d e f i c i t s ,  a lg e b r a ic a l ly ,  as the  

d if fe r e n c e s  between changes in  o i l  im ports in to  OECD and the changes in

( 2 )th e ir  ex p o rts  to  OPEC.' '  On the o th er  hand, a d d it io n a l c o s t s  o f o i l  

im ports o f  an in d iv id u a l o il- im p o r t in g  country can be con sid ered  as i t s  

o i l - d e f i c i t  b efo re  making any a llow ance fo r  the in c r e a se s  in  i t s  export to

( 1) See H. Chenery and A. S tr o u t , "Foreign A ss is ta n c e  and Economic 
Developm ent", American Economic Review . V o l. 56, No. 4 (September 1966), 
pp. 679-733 .

( 2 ) J . W illiam son , "The I n te r n a t io n a l F in a n c ia l System "^in E.R. F ried  and 
C.L. S ch u ltze  ( e d s . ) .  H igher O il P r ic e s  and the World Economy -  The 
Adjustment Problem . Brookings I n s t i t u t io n s ,  W ashington, D .C ,, 19 7 5 ,p .212.
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OPEC c o u n tr ie s ,  Sperry Lee^^^ d e fin e d  the in crem en ta l o i l  d e f i c i t  fo r  a 

country as " th at component o f  i t s  p resen t cu rren t account d e f i c i t  

a t tr ib u ta b le  to  th e sudden o i l  p r ic e  in c r e a se s  o f 1973/1974" . The 

e f f e c t  o f  such d e f i c i t  on the ba lance o f payments i S  - d e scr ib ed  by 

C rockett^^) and R ip le y  as the " o i l  im pact e f f e c t " ,  by Corden^^^ as  

the " prim ary-current-account d e f i c i t "  and by MacBean^^^ as the " d irec t  

e f f e c t " .  Throughout the s tu d y , the term " d ir e c t  e f f e c t "  w i l l  be u sed  

to  d e sc r ib e  th e  e f f e c t  o f the a d d it io n a l c o s t s  o f o i l  im ports on the  

cu rren t account o f  th e  b a lan ce  o f  paym ents. W hile such e f f e c t  i s  

regarded , e x t e r n a l ly ,  as a permanent adverse change in  terms o f  tr a d e , 

i t  can be co n s id e r e d , in t e r n a l ly ,  as an e x c i s e  ta x  which in v o lv e s  a 

tr a n s fe r  o f  r e a l  r e so u rce s  away from an o il - im p o r t in g  ccu n try  to  OPEC 

members. T his means th a t a d iv e r s io n  of s ig n i f i c a n t  p ro p o rtio n s  o f  

income would stream  out o f  the immediate consum ption and in v estm en t, 

both p u b lic  and p r iv a te .

Each o il - im p o r t in g  country in cu rred  o i l - r e l a t e d  income tr a n s fe r s  

whose r e la t iv e  s i z e  depended on the combined e f f e c t s  of v a r io u s  fa c to r s  

such as the s ta g e  o f  econom ic developm ent, the s tr u c tu r e  o f  the economy 

and the p a tte r n  o f  econom ic grow th, the a v a i l a b i l i t y  o f  in d igen ou s sou rces  

o f energy o th e r  than p etro leum , the dependence on o i l  as a sou rce of 

energy and the changes in  the o i l - in t e n s iv e n e s s  o f the economy, and 

th e degree o f  the r e l ia n c e  on o i l  im ports to  s a t i s f y  dom estic consum ption.

O il d e f i c i t ,  as d e fin ed  above, may be v a l id  in  d e s c r ib in g  the  

c o l l e c t i v e  d e f i c i t  o f the o il - im p o r t in g  c o u n tr ie s  as a group, v i s - a - v i s  

the o i l  e x p o r te r s  s in c e  the d e f i c i t  o f the form er i s  the cou n terp art o f

(1 ) S, Lee, H igher O il P r ic e s ;  Worldwide F in a n c ia l Im p lic a tio n s  -  A 
P o lic y  S ta tem en t, B r it ish -N o r th  America Committee, London, October 
1975, p . 6,

( 2 ) A.D. C rock ett and D. R ip le y , "Sharing the O il D e f ic i t " ,  IMF S t a f f  
P a p ers . V o l. 22 ( l9 7 5 ) ,  p . 285.

( 3 ) W.M. Corden, " Im p lica tio n s  o f the O il P r ic e  R ise"  Journal o f World 
Trade Law, V o l. 8jN o. 2 (M arch/A pril 1974>)^p. 136.

( 4 ) A .I .  MacBean, "Trade P ro sp ects  fo r  D evelop ing  C ountries a f t e r  the R ise  
in  O il P r ic e s " , in  T.M. R ybczynski ( e d , ) ,  The Economics o f  O il C r i s i s , 
Trade R esearch  C enter, M acM illan, London, 1975, p. 74 .



9.

th e  su rp lu s accum ulated on th e cu rren t account o f  the l a t t e r .  However, 

i t s  v a l i d i t y  i s  waning when i t  i s  u sed  to  d e sc r ib e  the d e f i c i t  o f  an 

in d iv id u a l o il- im p o r t in g  cou n try . In t h is  c a s e , the e f f e c t  on the  

balance o f  payments i s  n ot l im it e d  to o i l  d e f i c i t  c re a ted  in  the f i r s t

in s ta n c e  by th e a d d it io n a l o i l  c o s t s ,  but i s  exten d ed  to  in c lu d e  th e

e f f e c t  o f the r e p e r c u ss io n s  r e s u l t in g  from the impact o f  o i l  c r i s i s  on 

th e  world economy as a w hole. W hile the r i s e  in  o i l  p r ic e s  p a r t ly  induced  

c o n tr a c tio n s  o f  econom ic a c t i v i t y  and income in  th e  in d u s t r ia l  c o u n tr ie s ,  

i t  boosted  income in  the o i l - e x p o r t in g  co u n tr ies»  The tra n sm issio n  of 

such an im pact to  d evelop in g  c o u n tr ie s ,  through tr a d e , gen erated  what are  

c a l le d  the " in d ir e c t  e f f e c t s " ,

Izzo  and Spaventet^^^ d is t in g u is h e d  between two n o tio n s  o f o i l  

d e f i c i t s :  a narrow and a broad one. A ccording to  th e ir  v iew , the narrow  

o i l  d e f i c i t  i s  o n ly  con fin ed  to  the a d d it io n a l c o s t s  o f o i l  im p orts. In  

c o n tr a s t , th e  broad one i s  extended  to  a llow  fo r  the d e te r io r a t io n  o f  

current accou n ts caused by the f a l l  o f ex p o rts  when some o il- im p o r t in g  

c o u n tr ie s  a ccep ted  th e  d e f la t io n a r y  e f f e c t s  o f  o i l  p r ic e s ,  induced  

fu r th er  co n tra c tio n a r y  e f f e c t s  in  an attem pt to  p r o te c t  t h e ir  b a lan ces  

of payment or to  ach ieve  a su rp lu s on the cu rren t account o f the balance

o f  payments to  pay fo r  th e ir  o i l  im ports.

The w orld b ia s  towards d e f la t io n  had been in t e n s i f i e d  due to  the 

f a c t  th a t a l l  th e  o il-n m p o rtin g  c o u n tr ie s  had ex p er ien ced  m assive s h i f t s  

in  th e ir  trad e b a la n ces , occu rr in g  in  a sudden and ra p id  manner. Such 

circu m stan ces in cr ea se d  the p o s s i b i l i t i e s  o f  pursu ing in c o n s is t e n t  and 

co m p etitiv e  p o l i c i e s  which cou ld  r e s u l t  in  c o n f l i c t in g  and u n co-ord in ated  

o b je c t iv e s  among the in d iv id u a l c o u n tr ie s . By 1974, most o f  the in d u s tr ia l

( l )  L, Izzo  and L. Spaventu, "Some In te rn a l and E xtern a l E f f e c t s  o f
the R ise  in  the P r ice  o f O il" , Banca N azionale Pe.l L.avoro. V o l. 27, 
No. 108 (March 1974), pp. 19-20 .
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c o u n tr ie s  had adopted new im port r e s t r i c t io n s  or m easures to  a r t i f i c i a l l y  

s t im u la te  exp ort though th ey  committed th em selves on May 50 , 1974» to  a 

s t a n d s t i l l  p led ge which was fu r th e r  renewed on May 29, 1975#^^^ The danger 

o f  such p o l i c i e s  was s e r io u s ly  con sid ered  by the Committee o f Twenty in  

January 1974 whose Rome Communique reco g n ised  the i n e v i t a b i l i t y  o f  la r g e  

cu rren t-a cco u n t d e f i c i t s  and th ey  agreed th a t in  managing th e ir

in te r n a t io n a l paym ents, c o u n tr ie s  must not adopt p o l i c i e s  w hich would 

m erely  aggravate  the problems o f  o th er  c o u n tr ie s" . The Committee 

p a r t ic u la r ly  s tr e s s e d  the im portance o f a v o id in g  "C om petitive d e p r e c ia t io n

( 2 )and the e s c a la t io n  o f  r e s t r i c t io n s  on trade paym ents."

The im portance o f  such e f f e c t  on d ev e lo p in g  c o u n tr ie s  stem s from 

th e  f a c t  th a t the in d u s tr ia l  c o u n tr ie s  -  th e  members o f  the O rgan isa tion  

fo r  Economic C o-operation  and Development (OECD) -  rep re se n t the p r in c ip a l  

market fo r  t h e ir  e x p o r ts , acco u n tin g  fo r  about 70 per cen t o f  th e

d evelop in g  c o u n tr ie s '  e x p o r ts . Thus, the d e c l in e  or even  the s low in g  down

o f economic a c t i v i t y  in  OECD area  le a d s  to  a weakening o f  the exp ort  

m arket, d e te r io r a t io n  o f  the term s o f  trade and co n sid era b le  l o s s e s  in  

fo r e ig n  exchange ea rn in g s . The World Bank estim a ted  th a t each  one per 

cen t red u ctio n  in  CNP growth r a te s  o f  OECD c o u n tr ie s  would induce 

r ed u ctio n s  o f 1 .5  per cen t in  the growth r a te s  o f  exp ort volume of

d evelop in g  c o u n tr ie s  and d e te r io r a t io n s  o f  0 .2  per cen t in  th e ir  term s o f

( 3 )tr a d e . R. Green p ortrayed  the s i tu a t io n  o f  th e  poor c o u n tr ie s  as 

fo llo w s :

1 ) P o llu c k , ''Are the O il-Paym ents D e f ic i t s  M anageable?, o n . c i f *, . p p .1 8 -9 .
2 ) Quoted from T.D. W i l le t t ,  The O il-T ra n sfer  Problem and I n te r n a t io n a l  

Economic S t a b i l i t y .  E ssays in  In te r n a t io n a l F inance, No. 115» I n te r n a t io n a l
Finance S e c t io n , P r in ceto n  U n iv e r s ity , P r in c e to n , N .J . ,  1975, p . 16.

( 5 ) W. Tims, "The D evelop ing C oun tries" , in  E.R. F r ied  and C.L. S ch u ltze  ( e d s j .  
Higher O il P r ic e s  and the World Economy -  The Adjustment Problem .
Brookings I n s t i t u t io n ,  W ashington D .C ., 1975, pp. 186-7 .
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"For th e  p o o rest d ev e lo p in g  c o u n tr ie s , o i l  p r ic e  in c r e a s e s  
were n o t , by and la r g e ,  the s in g le  most s e r io u s  exogenous 
blow to t h e ir  econom ies over the p e r io d , . . . .  but the  
s e v e r i t y  o f th e ir  problem r e la t e s  more to  th e  g en era l s t a t e  
o f  t h e ir  commodity ex p o r ts  than to o i l  p r ic e s  taken  
s e p a r a te ly ."  ( l )

A ga in st the e f f e c t s  o f the o i l - r e la t e d  r e c e s s io n  in^OECD a rea , the  

d ev e lo p in g  c o u n tr ie s  cou ld  expand th e ir  ex p o rts  to  the OPEC market which  

was b oosted  by th e  new ly acq u ired  spending power gen erated  from th e  la r g e  

r i s e  in  o i l  reven u e. Exports to  OPEC were tr e a te d  by F r ied  and S ch u ltze  

as the p o s i t iv e  exogenous v a r ia b le  in  th e ir  model to  e s t im a te  the " in i t ia l

( 2 )shock e f f e c t s "  o f  th e  r i s e  in  o i l  p r ic e s  on the in d u s tr ia l  c o u n tr ie s .  

N e v e r th e le s s , the d ev e lo p in g  c o u n tr ie s  cou ld  not s ig n i f i c a n t l y  expand 

t h e ir  ex p o rts  to  OPEC c o u n tr ie s  owing to th e l e t t e r ' s  s p e c ia l  p a ttern  

o f  im ports and th e  m arginal p r o p e n s it ie s  to spend on d i f f e r e n t  goods and 

s e r v ic e s  s in c e  t h e ir  im ports from the n o n -o i l  d ev e lo p in g  c o u n tr ie s  during  

1975-75 on ly  averaged 15 per cent o f  t o t a l  im p orts.

However, i t  i s  n o t ex p ected  th a t  d ev e lo p in g  c o u n tr ie s '  exp ort  

earn in gs from OPEC market cou ld  e i th e r  compensate the d e c l in e  o f  th e ir  

ex p o rts  to  OECD market or a ch iev e  a balance o f  th e current account w ith  

OPEC c o u n tr ie s .  They cou ld  sim p ly  m odify the f i n a l  e f f e c t s  ra th e r  than 

c o r r e c t  them. I t  i s  a ls o  ex p ected  th a t d ev e lo p in g  c o u n tr ie s  which can 

expand th e ir  ex p o rts  to  OPEC are th ose  which have a c c e ss  to  OPEC markets 

through t r a d it io n a l  r e la t io n s ,  h i s t o r i c a l ,  c u ltu r a l  and r e l ig io u s .

The n e t e f f e c t s  o f the s la ck en ed  world demand on the ex p o rt earn ings  

o f  an in d iv id u a l d ev e lo p in g  country depenc^ on the s tr u c tu r e  o f  e x p o r ts .

( 1 ) R.H. Green, "Petroleum P r ic e s  and A frican  Development: Retrenchment
or R eassessm ent?", I n te r n a t io n a l J o u rn a l, V o l. 50 , No. 5 ( l9 7 5 ) , p . 592.

( 2 ) E.R, F r ied  and C.L. S c h u ltz e , "Overview", in  E.R. F r ied  and C .L .S ch u ltze , 
(eds«), H igher O il P r ic e s  and the World Sconomv -  The Adjustm ent Problem . 
Brookings I n s t i t u t io n ,  W ashington, D .C ., 1975, pp« 1 2 -4 .

( 5 ) C a lcu la ted  from IMF, D ir e c t io n  o f  Trade, 1970-76, Annual. No. 12, IMF,
1977, pp. 22- 27 .
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th e  d if f e r e n t  incom es and p r ic e  e l a s t i c i t i e s  o f th e  demand fo r  v a r io u s  

commodity groups, the n e t  demand curve fa c in g  each  in d iv id u a l cou n try , 

th e  dom estic su pp ly  c o n d it io n s  o f  e x p o r ta b le s  and the movements o f  

commodity p r ic e s  in  the in te r n a t io n a l m arkets.

Both d ir e c t  and in d ir e c t  e f f e c t s  o f the r i s e  in  o i l  p r ic e s  were 

superim posed on an e x i s t in g  b a lan ce o f payments problon a t tr ib u te d  to  

the in f la t e d  v a lu e  of im ports caused by the world i n f l a t i o n  which  

p e r s is te d  during th e  1974/75 r e c e s s io n .  E xtern a l d e f i c i t s  were fin a n ced  

by running dotm r e se r v e s  accum ulated during th e 1973 boom and drawn 

from IMF f a c i l i t i e s .  R eserve d r a in s , red u cing  r e se r v e  h o ld in g s ,  

undermined the c r e d itw o r th in e ss  both  in s id e  and o u ts id e  the Fund, and 

th rea ten ed  the l i q u i d i t y  p o s i t io n .

3 . The S e le c t io n  o f  the C ou n tries  Under Study

I t  i s  not in ten d ed  to  use e i th e r  one s p e c i f i c  country or th e e n t ir e

low-incom e group to stu d y  the e f f e c t s  o f th e o i l  p r ic e  in c r e a se s  on t h e ir
beeh

econom ies. R ather, r e p r e s e n ta t iv e  number of c o u n tr ie s  s e le c t e d .

These c o u n tr ie s  are In d ia , P a k ista n  and Kenya, The th ree  c o u n tr ie s  are  

chosen to  r ep re se n t c o l l e c t i v e l y  the low-incom e c o u n tr ie s  in  terms o f  

the p r in c ip a l economic c h a r a c te r is t ic s  such as p o p u la tio n , GNP, consumption  

and im ports o f  petroleum  and the in te r n a t io n a l trade flo w s as shown in  

Table 1—1.

The th ree  c o u n tr ie s  are s e le c t e d  so as to s a t i s f y  a number o f
tUt of

c o n d it io n s . F i r s t l y ,  as a t h e s i s  devoted to^ study^the e f f e c t s  o f  o i l  p r ic e  

in c r e a se s , the c o u n tr ie s  are c h o s e n t h e i r  consumption and im ports of 

o i l  are c o l l e c t i v e l y  and in d iv id u a l ly  s ig n i f ic a n t  in  a b so lu te  as w e ll  as 

r e la t iv e  term s. Consumption and im ports of o i l  o f the th ree  c o u n tr ie s
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accou n t, c o l l e c t i v e l y ,  fo r  about 75 and 69 per cen t o f the t o t a l  group, 

r e s p e c t iv e ly .  O il consumption o f I n d ia , P a k ista n  and Kenya accounts fo r  

about 60, 11 and 4 per c e n t , r e s p e c t iv e ly ,  o f the t o t a l  group, and th e ir  

im ports r e p r e se n t  about 48 , 12 and 9 per cen t o f  t o t a l  im ports o f  the  

group, r e s p e c t iv e ly .

Table 1-1

JTw {JLIJ.CI vJ.Uii «
Trade Flows

VJINX^ # w U I iw L l I i l i J  LiJLv./ii a l l U .  J e lU U v X  U 5 w X  xK
o f  In d ia . P a k is ta n , Kenya and the

3 V J-tJUiU,
Non-OPEC

cuiu oxuuciJ.
1 Low-Income

D evelop ing  C oun tries in  1976

( 1)
P o p u la tio n  

( in  ,
m i l l io n s )

GNP a t(^ )  
Market 
P r ic e s  ( in  
M illio n s

Petroleum  Crude 
^ d  Products (l^) 
( in  m il l io n  
m etr ic  to n s)

I n te r n a t io n a l Tradi^^ 
Flows ( in  m il l io n s  
o f U .S . 0)

o f U .S . / ) Consumption Inp̂ ĉ ^ Exports
f . o . b .

Im ports
c . i . f .

In d ia 620.4 87850 18,516 15.866 5916 6533
P ak istan 7 1 . 3 1 3 1 5 0 3.345 3 . 9 5 0 1145 2213
Kenya 15 .8 5460 1,265 2 .876 793 975

T o ta l 7 0 5 .5 104460 2 5 . 1 2 4 22 ,692 7852 9719

The Group 1080.5 154850 5 1 . 0 1 9 32.778 15806 18575

Sample as 
fo  o f  the 

Group
65.5 67.5 74 .5 6 9 .2 56.9 52.9

Source: ( 1 ) World Bank, 1978 World Bank A tla s ., op. c i t . .  p . 8 .

3) U nited  N a tio n s, World Energy S u n n lie s . 1972-76, S e r ie s  J , No. 21,
U .N ., New York, 1978. Table 10, pp. 8 8 -100 .

( 4 ) I b id . , Table 6 , pp. 58-67; Table 10, pp. 8 8 -100 .
( 5 ) I n te r n a t io n a l Monetary Fund, D ir e c t io n  o f tra d e . 1970 -76 .

Annual, No. 12, I .M .F .,  W ash ington ,D .C ., 1977, pp. 4 -7 .

N ote: (a ) The Low-income d ev e lo p in g  c o u n tr ie s  c o n s is t  of 54 c o u n tr ie s ,
accord in g  to the World Bank c l a s s i f i c a t i o n ,  w ith  GNP per c a p ita  
o f  0250 or below  in  1976. In d o n esia , as an o i l - e x p o r t in g  
country i s  ex c lu d ed .

(b ) Consumption and im ports of o i l  c o n s is t  o f energy petroleum
p ro d u cts. Data on o i l  im ports are g r o ss .
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S econ d ly , th e  th ree  c o u n tr ie s  s e le c t e d  come in to  l i n e  w ith  the  

consensus o f  th e n a t io n a l and in te r n a t io n a l in s t i t u t io n s  as w e ll  as the  

agreement among econom ists as to  the s p e c i f ic a t io n  and d e f in i t io n  o f  the  

most s e r io u s ly  a f f e c t e d  c o u n tr ie s ,  as d iscu sse d  above.

F in a l ly ,  the th ree  c o u n tr ie s  are s e le c te d  in  such a way as to  

r e f l e c t  d iv e r s i f ie d  ca ses  among the low-income group which cou ld  in f lu e n c e  

the impact o f  o i l  p r ic e s  in c r e a se s  and m odify t h e ir  f i n a l  outcome. 

T h erefore , the c o u n tr ie s  came to  d i f f e r  in  the s i z e  o f  t h e ir  econom ies, 

t h e ir  economic s tr u c tu r e s ,  the shape o f t h e ir  energy s e c to r s  and t h e ir  

e x te r n a l p o s it io n s  and p a r t ic ip a t io n  in  in te r n a t io n a l tr a d e . For 

exam ple, d e s p ite  the f a c t  th a t th ese  th ree  co u n tr ie s  are the la r g e s t

o il- im p o r te r s  among the group, the e f f e c t s  o f o i l  p r ic e  in c r e a se s  on 

t h e ir  econom ies would va ry , depending on a number o f  fa c to r s  such as 

the r e la t iv e  im portance o f o i l  in  the p a ttern  o f energy consum ption, 

the a v a i l a b i l i t y  o f in d igen ou s sou rces o f energy , the degree o f  dependence 

on im ported o i l  and th e o i l - i n t e n s i t y  o f  the p a ttern  o f  economic growth.

4* The P lan  o f  the Study

In  a d d it io n  to  t h is  in tro d u cto ry  ch ap ter , th e  study c o n s is t s  o f  

s i x  o th er  c h a p te r s . Chapter I I  examines the r e la t iv e  im portance o f  o i l

in  the econom ies o f  In d ia , P ak istan  and Kenya w ith in  the co n tex t o f  a

rev iew  o f the p a tte r n  and trend  o f  energy consumption during the p er io d  

1960- 75• During th a t p er io d , the degree o f  dependence on im ports o f  

petroleum  crude and r e f in e d  o i l  products iS . exam ined. Throughout the  

a n a ly s is ,  a comparison i s  made between each o f  the th ree  c o u n tr ie s  and 

the gen era l s i t u a t io n  in  the o th er  low-income c o u n tr ie s , and a; s p e c ia l  

a t te n t io n  i s  d ir e o te d to  exam ining the e f f e c t s  o f  the r i s e  in  o i l  p r ic e s
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on the changes o f  im ports and consumption o f  o i l  and the r e a c t io n  of 

the consumption o f n o n -o i l  in d igen ou s f u e l s  during 1974 and 1975,

Chapter I I I  in v e s t ig a t e s  th e  a s s o c ia t io n  between o i l  consumption  

and economic growth in  In d ia , P a k ista n  and Kenya during the p er io d  

1960-75 , em phasising  the im pact of the p a ttern  o f s e c to r a l  growth on 

th e changes in  o i l - i n t e n s i t y  o f  the economy and, in  tu rn , on the  

consumption o f  o i l .  I t  a ls o  t r i e s  to  e s t im a te  a dynamic m odel o f  the  

demand fo r  o i l  in  In d ia , P a k ista n  and Kenya to  id e n t i f y  v a r ia b le s  

determ ining o i l  demand in  the low income c o u n tr ie s  in  g e n e r a l.

Chapter IV i s  devoted  to s tu d y in g  the d ir e c t  e f f e c t s  o f the r i s e  

in  o i l  p r ic e s  on In d ia , P a k ista n  and Kenya in  1974 and 1975. I t  

exam ines th e changes in  the o i l  import b i l l s  and e s t im a te s  the a d d it io n a l  

o i l  c o s t s  whose e f f e c t s  on terms o f  tra d e , income tr a n s fe r ,  cu rrent  

account and re so u rce  gap are a s se s se d  w ith in  the co n tex t o f  an a n a ly s is  

o f the o v e r a l l  e x te r n a l b a la n ces  o f the th ree  c o u n tr ie s .

Chapter V p rov id es  th e o r e t ic a l  background fo r  the in d ir e c t  e f f e c t s  

o f the r i s e  in  o i l  p r ic e s  on d ev e lo p in g  c o u n tr ie s .  Through a rev iew  o f  

the changes in  the world economy during the f i r s t  h a lf  o f the 1970s, th is  

chapter e s t a b l is h e s  the l in k  between o i l  c r i s i s  and v a r ia t io n s  in  th e l e v e l s  

o f  economic a c t i v i t y  and incom es in  the v a r io u s economic reg io n s  o f  the 

world and the channels th r o u ^  which such v a r ia t io n s  are tra n sm itted  to  

d evelop in g  c o u n tr ie s  through exp ort s e c to r s .  I t  em phasises th e  

c h a r a c t e r is t ic s  o f the e x te r n a l demand and i t s  e f f e c t s  on p r ic e s ,  volume 

and export ea rn in g s  o f d ev e lo p in g  c o u n tr ie s .

Chapter VI i s  devoted to  a s s e s s in g  the e f f e c t s  o f  o il - in d u c e d  

changes in  w orld economy on the export earn in g s o f In d ia , P a k ista n  and
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Kenya and th e  im p lic a t io n s  fo r  t h e ir  e x te r n a l b a la n ces  and t h e ir  c a p a c ity  

to  fin a n ce  a d d it io n a l payments fo r  o i l  im ports in  1974 and 1975. This 

in v o lv e s  an a n a ly s is  o f  the changes in  p r ic e ,  volume and ex p o rt earn in gs  

by the main commodity group and by exp ort market and the im p lic a t io n s  

fo r  trade b a la n ces  w ith  the econom ic reg io n s  o f  the w orld  and the  

c a p a c ity  o f  ex p o r ts  to  f in a n c e  the a d d it io n a l o i l  c o s t s .  T h is chapter  

a ls o  exam ines the p o s it io n  o f  fo r e ig n  exchange r e s e r v e s ,  t h e ir  adequacy 

and th e ir  s u f f i c ie n c y  to meet o i l  paym ents.

In  Chapter V II we w i l l  attem pt to sum up the r e s u l t s  ach ieved  

from t h is  e x e r c is e .

5 . The Sources o f the Data

The r e le v a n t  data  fo r  t h i s  study are o b ta in ed  p r im a r ily  from 

o f f i c i a l  p u b l ic a t io n s  p u b lish ed  by the governments o f  I n d ia , P ak ista n  

and Kenya and from the p u b lic a t io n s  of v a r io u s in te r n a t io n a l  o r g a n is a t io n s ,  

p a r t ic u la r ly  the U nited  N ation s (UN), In te r n a t io n a l Monetary Fund (IMF), 

World Bank, the O rgan isa tion  fo r  Economic C o-op eration  and Development 

(CEOD) and the O rgan isa tion  o f  Petroleum  E xporting  C oun tries (OPEO).

The a n a ly s is  c a r r ie d  throughout the study and th e  c o n c lu s io n s  

reached must be co n sid ered  w ith in  the l im it a t io n s  imposed by the degree  

o f c o n s is te n c y  and accuracy o f  the a v a ila b le  data  and th e ir  com p a ra b ility  

w ith in  each country and among the th ree  c o u n tr ie s . In  g e n e r a l, some 

problems a r i s e  from the d if f e r e n t  ways in  which data have been com piled  

in  the th ree  c o u n tr ie s ,  the sco p es  and p er io d s  which are covered  and in  

th e l e v e l s  o f a g g reg a tio n . In  a d d itio n  to  the la c k  o f some data  in  the 

req u ired  d e t a i l s ,  sudden changes in  dom estic c o n d it io n s  fo r  p o l i t i c a l  

and econom ic rea so n s  d is tu rb  the c o m p a tib il ity  o f  the d a ta , p a r t ic u la r ly  

in  P a k ista n . F in a l ly ,  s in c e  the study s ta r te d  in  1975, s h o r t ly  a f t e r  the
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o i l  c r i s i s  had occu rred , u p -to -d a te  d a ta , a t  th a t  tim e , c o n s is te d  

e i th e r  o f  p r o v is io n a l  e s t im a te s  or had n o t y e t  been p u b lish ed , and thus 

had to  be r e v is e d  a t  a la t e r  d a te .

The th ree  c o u n tr ie s  were a ls o  found to  be com p ilin g  th e ir  data  

on the b a s is  o f  d if f e r e n t  f in a n c ia l  y ears and computing the in d ic e s  of 

v a r io u s  econom ic v a r ia b le s  a cco rd in g  to  d i f f e r e n t  base y e a r s . For the  

sake o f  m eaningfu l com parisons among the th ree  c o u n tr ie s ,  even  though  

i t  may s l i g h t l y  u p set th e  data accu racy , the stud y  . hacf to  a d ju st  

a l l  the req u ired  data o f  the th ree  c o u n tr ie s  fo r  the ca len dar y ears  

and to  move a l l  th e  base y ea rs  to 1970 as an u n if ie d  base y e a r . In  

th e case  o f  K e n y a ,  data  on in te r n a t io n a l tra d e , which wej?*g com piled  

d i f f e r e n t ly  a ccord in g  to the requ irem ents of the E ast A fr ican  Community, 

to  be reo rg a n ised  fo r  the purposes o f  the com parison w ith  

th o se  o f  both  In d ia  and P a k is ta n .

N e v e r th e le s s , th ere  are s t i l l  some oth er problem s which cou ld  n ot  

be so lv e d . Data on the consum ption o f r e f in e d  o i l  p ro d u cts , taken  from 

the U nited  N ation s p u b l ic a t io n s ,  are not rep o rted  in  the r e le v a n t  d e t a i l s ,  

and th o se  on the supply  o f  crude o i l  and a lso  on consumption of o i l  are  

recorded  as "apparent", and thus th ey  are n ot a d ju sted  fo r  th e se  changes 

in  s to c k s , whose data ax'€ not a v a i la b le .

P ak istan  d a ta , cover in g  the p er iod  1960-71 , r ep re se n t a l l  P ak istan  

(West and E ast W ings) ,  w h ile  data cover in g  th e p er io d  1972-75 , on ly  

r e p r e se n t West P ak istan  a f te r  Bangladesh was sep ara ted  in  1970. The data  

are a d ju sted  to make, a t  b e s t ,  the data fo r  the p er io d  1970-75 r e p r e se n ta t iv e  

o f West P a k is ta n . M oreover, s in c e  the data o f  the th ree  c o u n tr ie s  are 

converted  from n a t io n a l c u r r e n c ie s  to  U .S . d o l la r s ,  the la r g e  v a r ia t io n s
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in  exchange r a t e s ,  p a r t ic u la r ly  th o se  o f P a k is ta n , during th e  f i r s t  

h a lf  o f  th e  1970s a f f e c t s  the com p a ra b ility  o f  the data  and th e  a n a ly s is .  

F in a l ly ,  in  th e case  o f  Kenya, data fo r  the p e r io d  1960 -65 , ex ce p t  

th o se  on energy  and o i l , n o t  a v a ila b le ,  s in c e  o f f i c i a l  p u b lic a t io n s  

show o n ly  the p ost-in d ep en d en ce  d a ta .
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CHAPTER I I

THE .IMPORTANCE. OF PETROLEUM IN THE PATTERN OF 

COMMERCIAL ENERGY CONSUMPTION

The p a tte r n  o f  energy consum ption in  a country  i s  u s u a l ly  geared  

to  v a r io u s  fa c to r s  which govern i t s  energy p o l ic y .  In d igen ous sou rces  

o f  energy should  he favou red , a g a in s t  fo r e ig n  so u r c e s , in  order -tiaat 

a c o u n tr y 's  n a tu r a l re so u r c e s  should  be f u l l y  u t i l i s e d .  Such a p o lic y ,  

b e in g  in te g r a te d  in to  economic developm ent programmes, has made energy  

consum ption b ia se d  in  favou r o f  dom estic f u e l s .  N o n e th e le s s , petroleum , 

a s a fo r e ig n  f u e l ,  has been a most e x c e p tio n a l c a s e .  Whether p a r ty ly  

or t o t a l l y  im ported , th e  u se  o f  petroleum  has e s c a la te d  p a r t ic u la r ly  in  

c o u n tr ie s  la c k in g  energy r e s o u r c e s .

The u se  o f  petroleum  has spread and i t s  demand has alw ays been met 

s in c e  the in te r n a t io n a l  o i l  in d u str y  made i t  a v a ila b le  to  any part o f  

th e Third World. The s o p h is t ic a te d  s tr u c tu r e  o f  the in d u str y , combined 

w ith  i t s  huge f in a n c ia l ,  m anagerial and te c h n ic a l r e so u rce s  has alw ays 

been ready to  in v e s t  in  th e  o p era tio n s  o f  p rod u ction , r e f in e r y ,  tran s

p o r ta t io n  and m arketing w herever the market i s  lo c a te d  and w hatever i t s  

size»^^^ M oreover, the p h y s ic a l c h a r a c t e r is t ic s  o f  o i l  and the f l e x i b i l i t y  

o f  i t s  u se s  r e p r e se n t s ig n i f ic a n t  advantages over o th e r  energy sou rces  

as i t  i s  c le a n e r  and more con ven ien t to u s e . O il has supp lanted  co a l in  

tr a n sp o r ta t io n  and r e s id e n t ia l  u se s  and has made in road s in to  e l e c t r i c

( l )  P .R . O d e ll, O il and World Power: Background to  th e O il C r i s i s ,
5ra E d ., Penguin Books, 1974, p p .145-46#
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power generators a s  w e ll  a s  to  numerous in d u s tr ie s  where i t  i s  used  

as a b a s ic  f e e d s t o c k ,'  ' The expansion  o f  a g r ic u ltu r e  im p lie s  an 

e x te n s iv e  u se  o f  m e c h a n is a t io n ,f e r t i l iz e r s  and p e s t ic id e s  which are  

la r g e ly  o i l - i n t e n s i v e  p ro d u cts. A lso , the gradual and con tin u ou s  

movement o f  p o p u la tio n  from the ru ra l to  the urban s e c t o r ,  in v o lv in g  

changes in  l i f e - s t y l e , h a s  induced  not o n ly  a s h i f t  towards the  

consumption o f  petroleum  products but a ls o  a r i s e  in  th e  l e v e l  o f  i t s  

consum ption owing to  th e  in c r e a se  o f  incom e,

a
A d d it io n a lly ,  o i l  has been^cheap source o f  energy and i t s  p r ic e  

d e c lin e d  from th e  end o f  the Korean War u n t i l  the 3a te  1960s r e la t iv e  

to  th e p r ic e s  o f  o th e r  f u e l s  and p roduction  f a c t o r s .  The e f f e c t s  o f  

p r ic e  movements on o i l  consum ption w i l l  be d isc u sse d  in  d e t a i l  in  

chapter th r e e ,

1 , The R e la t iv e  Im portance o f  Petroleum  in  th e P a tter n  

o f  Energy Consumption

In  ord er to  in d ic a te  the r e l a t iv e  im portance o f  petroleum  in  the  

p a tte r n  o f  energy consum ption. Table 2 -1  shows the sh ares o f  o i l ,  c o a l ,  

n a tu ra l gas and primary e l e c t r i c i t y  in  t o t a l  energy consum ption in  In d ia , 

P a k ista n  and Kenya fo r  s e le c t e d  y ea rs  during the 1960s and fo r  the  

p eriod  1970—75* The growth tren d s o f  the consumption o f  each source as  

w e ll  a s  o f  t o t a l  energy during th e same p eriod  fo r  each o f  the th ree  c o u n tr ie s  

are shown in  Table 2 -2 ,

(1’) Tanzer, op , c i t . , pp. 107-17,
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Energy consum ption i s  shown h ere by the source o f  prim ary energy  

ra th er  than by th e  source o f  f in a l  consumption# The d if fe r e n c e  between  

th e  two approaches l i e s  in  th e  b a s ic  c l a s s i f i c a t i o n  o f  energy sou rces  

accord in g  to  w hether th ey  are o f  primary or  secondary o r ig in ,  and 

a r i s e s  m ain ly  from the trea tm en t o f  e l e c t r i c i t y  when produced or  

e x tr a c te d  d i r e c t l y ,  e . g .  e l e c t r i c i t y  where gen erated  through th e  

h a rn ess in g  o f  f a l l i n g  w ater o f  stream s and r iv e r s ,  i s  o f  primary o r ig in .

I t  i s  o f  secondary o r ig in  when produced by means o f  an oth er f u e l ,  e , g .  

e l e c t r i c i t y  g en era ted  by therm al s t a t io n s  u t i l i z i n g  o i l  or c o a l .  In  

t h i s  c a s e , th e  amounts o f  co a l and o i l  shown are th o se  which are  used  

d ir e c t ly  f o r  energy consum ption and not th o se  which are con verted  in to  

e l e c t r i c i t y .  Indeed , th e  primary c l a s s i f i c a t i o n  which i s  fo llo w e d ,  

here , p erm its th e  f u l l  r e p r e se n ta t io n  o f  each energy source whether i t  

i s  d ir e c t ly  consumed or in d ir e c t ly  con verted  in to  another form o f  en ergy .

The data  o f  P a k ista n  p r io r  to  1970 are r e la te d  to  th e  whole o f  

P a k ista n  in c lu d in g  Bangladesh ( th e  E ast and West W ings), w h ile  d a ta , 

co v er in g  the p er io d  1970-75 , are r e la te d  to  West P a k ista n  o n ly . For th e  

y ea rs  1970 and 1971, an attem p t i s  made to  p resen t data o f  consumption  

o f  o i l  and energy fo r  West P a k is ta n , For th a t purpose, data o f  consumption  

o f  o i l  and energy o f  Bangladesh fo r  th e  y ea rs  1972 and 1973 are con sid ered  

as approxim ates fo r  h er  consum ption during 1970 and 1971 and they  are  

deducted from the t o t a l  consumption o f  a l l  P a k is ta n ,

The In d ian  economy, which i s  c h a ra c te r ize d  by a v ery  d iv e r s i f ie d  

p a ttern  o f  energy consum ption, has a h igh  a p p e t ite  a s  an energy consumer.

As a c o a l-o r ie n ta te d  economy, In d ia  i s  not a heavy u ser  o f  o i l  which

provided  o n ly  about 15 per cen t o f  h er  t o t a l  energy consumption a t  the
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b eg in n in g  o f  th e  l a s t  decade. N e v e r th e le s s , th e  most s t r ik in g  fe a tu r e  

o f  the In d ian  ecohomy i s  th e  a c c e le r a te d  growth o f  o i l  consum ption  

which . . more than doubled b y  1970 and i t s  share amounted to  22 per cen t  

o f  t o t a l  energy con su m p tion .ln  1973, th e  share o f  o i l  in cr ea se d  to  25 

per cen t and i t s  consum ption in c r e a se d  to  3 tim es th e I960 l e v e l ,  though  

t o t a l  energy consum ption o n ly  in cr ea se d  to  1 .8  t im e s . In  1975, i t s  

share d e c lin e d  to  23 per c e n t , though the consumption con tin u ed  to  

in c r e a se  to 3*2 tim es fo llo w in g  the sm all d e c lin e  in  1974o

L osing  ground to o i l ,  th e  share o f  c o a l ,  which accou n ted  fo r  83 

per c e n t  in  I9 6 0 , con tin u ed  to  d e c lin e  throughout the 1 9 6 0 's  and reach ed  

i t s  lo w est p o in t  o f  70 per cen t in  1973* During th a t p e r io d , w h ile  

t o t a l  energy consum ption in c r e a se d  to  1 .8  tim es th e I960 l e v e l ,  c o a l  

consumption o n ly  in c r e a se d  to  1 .5  t im e s . By 1975, th e  share o f  co a l  

ro se  to  75 per cen t a s  i t s  consum ption had in cr ea se d  ra th er  q u ick ly  

amounting to  1 .9  tim es the l e v e l  o f  I9 6 0 , th o u ^  t h i s  was s t i l l  slow er  

than t o t a l  energy consum ption which in cr ea se d  to  2 ,2  tim es th e I960 le v e l ,

N e v e r th e le s s , c o a l h o ld s  a s tro n g  p o s it io n  in  th e  In d ian  economy 

and p rov id es fo r  most o f  the energy requirem ents o f  th e  key economic 

s e c t o r s .  Of th e 78 m il l io n  ton s o f  co a l consumed in  In d ia  in  1973"74* 

l 6 .7  per cen t were u sed  in  r a ilw a y s , 3 «2 per cen t in  c o l l i e r i e s ,  2 6 ,9  

per cen t in  therm al power s t a t io n s ,  1 8 ,8  per cen t in  s t e e l  in d u str y  

and coke o ven s, 30*9 per cen t in  in d u str y , o th er  than ir o n  and s t e e l ,  

a g r ic u ltu r e ,  commercial and governm ent, and 3*5 per cen t in  preparing  

s o f t  coke.^^)

( l )  C a lc u la te d  from P,D . H enderson, In d ia  -  The Energy S e c to r ,World 
Bank, Oxford U n iv e rs ity  P re s s ,  London, 1975, T ablé 15 , p'.39*
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Table 2-1
The P a tte r n s  o f  Commercial Energy, Consumption o f  I n d ia ,

P a k ista n  and Kenya, 1 9 6 0 -7 5 .
( in  p ercen tage  sh a r e s)

I960 1965 1968 1970 1971 1972 1975 1974 1975

In d ia

Petroleum 1 5 .5 1 7 .1 2 0 .4 2 2 ,1 24 .1 2 4 .8 25 .5 2 5 .5 2 2 ,7

Coal 8 2 ,9 8 0 ,4 7 6 .5 7 5 .7 71 .6 71 .1 7 0 .4 7 2 .5 7 5 .0

N atural Gas - 0 .2 0 ,6 0 .7 0 .7 0 .8 0 ,7 0 .8 0 .9

Primary E le c t r ic i t y 1 ,8 2 .3 2 .7 5 .5 5 .5 5 .5 5 .6 5 .2 5 .4

P ak istan

Petroleum 52 .4 51 .1 5 2 .5 4 8 .5 4 7 .7 4 5 .4 4 1 .7 4 1 .5 5 9 .9

Coal 5 2 .4 2 1 .0 1 4 .5 1 1 .8 10 .6 8 .5 7 .5 6 .9 6 .6

N atural Gas 1 3 .8 25 .1 2 8 ,8 56 .5 57 .5 4 1 .7 4 6 .0 4 6 . 2 , 4 8 .3

Primary E le c tr ic ity 1 .4 2 .8 5 .2 5 .2 4 .2 4 .4 5 .0 5 .4 5 .2

Kenya

Petroleum 91 .8 9 1 .4 9 2 .5 9 0 .0 90 .4 92 .3 9 1 .5 9 2 ,6 95 .2

Coal 6 .1 4 .6 5 .1 5 .4 4 .9 2 .5 5 .8 5 .0 2 .0

N atural Gas - - - - - - — -

Primary e l e c t r i c i t y  2 ,1 4 .0 4 .4 4 .6 4 .7 5 .2 4 .7 4 .4 4 .8

Source; From I960  to  1975 i s  c a lc u la te d  from U nited  N a tio n s ,
World Energy S u p p lie s , 1950-1974 Se r ie s  J , N o .l9 ,U .N .,
New York, 1976, Table 2 , p p .12 -1 2 3 . From 1974 i'o 1975 i s  c a lc u l 
a ted  from . U nited  N a tio n s , World Energy S u p p l ie s ,1972-1976 , 
S e r ie s  J , No. 21 , U .N ., New York, Table 2 , p p .6 -3 5 .
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Table 2-2

Trends o f  th e Consumption o f  Commercial Energy o f  In d ia ,P a k is ta n  
and Kenya, 1 9 6 0 -7 5 . I960 = 100

1965 1968 1970 1971 1972 1975 1974 1975

In d ia

Petroleum 154 204 232 266 286 301 294 523

Coal 151 159 140 145 149 152 165 188

N atural Gas 4900 13050 16250 19025 21175 20475 23875 30400

Primary E le c t r i c i t y 194 264 555 572 561 400 583 457

Sontump?io§^ 156 152 158 167 174 180 189 215
P a k ista n

Petroleum 150 202 154 142 159 154 160 160

Coal 99 94 72 41 49 44 45 43

N atural Gas 279 414 455 595 558 647 676 755

Primary E le c t r i c i t y 521 458 459 521 588 701 790 790

Total energy  
Consumption 154 198 172 149 184 194 202 210

Kenya
Petroleum 102 115 127 140 159 158 190 202

Goal 128 95 195 191 95 165 156 107

N atural Gas - - - - - - - -

Primary E le c t r i c i t y 120 145 173 195 210 218 245 280

Total Energy 
Consumption 104 116 151 144 140 160 191 221

Source; C a lcu la ted  from data  shown in  fo o tn o te  o f  Table 2 -1 .
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P rod u ction  and consum ption f ig u r e s  o f  co a l in  1973/74  o f  about 

78 m il l io n  ton s mean th a t  the s i z e  o f  I n d ia 's  co a l r e s e r v e s  would be 

adequate fo r  betw een 350 and 4OO y ea rs  n ot a llo w in g  fo r  p o te n t ia l  

r e se r v e s  and fu r th e r  e x p lo r a t io n s . A ccording to  sstim ates  p u b lish ed  by 

the " G eo lo g ica l Survey o f  I n d i a " , i t  was e stim a ted  th a t  t o t a l  

r e se r v e s  o f  a l l  ty p es  o f  c o a l are now put ak some 81 b i l l i o n  to n s o f  

which j u s t  over o n e-q u a rter  comes in to  the ca teg o ry  o f  proved r e se r v e s  .

Out o f  the proved r e s e r v e s  o f  some 21 b i l l i o n  to n s , about 42 per cen t  

c o n s is t  o f  cok in g  and 58 per cen t o f  non-cok ing coa l*  The share o f  non

cok in g  c o a l in  o th e r  r e se r v e s  , both in d ic a te d  and in fe r r e d ,e x c e e d s  80 

per c e n t , so th a t a l l  forms o f  r e ser v e  cok ing c o a l account fo r  about on e-  

q u arter and n on -cok in g  c o a l f o r  th r e e -q u a r te r s . In  so f a r  as i t  become 

w orthw hile to  mine co a l a t  g r e a te r  depth than th o se  depths upon which  

these es t im a tes  were b u i l t ,  th e se  f ig u r e s  g iv e  a somewhat c o n serv a tiv e  

p ic tu r e .

However, th e  low cu rren t r a te  o f  co a l p rod u ction  in  In d ia  r e f l e c t s  

the unfavourable c o n d it io n s  under which reserv e  d e p o s it s  are formed and 

th e problems o f  w orking and m arketing co a l which have d iscou raged  i t s  

u s e s .  A la r g e  p ro p o rtio n  o f  co a l r e se r v e s  is  o f  in f e r io r  v a r ie ty  w ith  

l im ite d  u s e s .  The f ig u r e s  r e fe r r in g  to  a l l  forms o f  c o a l in c lu d e  co a l 

w ith  such a h igh  co n ten t o f  ash  and m oisture th a t so fa r  i t  has not been  

g e n e r a lly  worked. Out o f  th e t o t a l  o f  12 b i l l i o n  ton s o f  the proved  

r e se r v e s  o f  n on -cok in g  co a l o n ly  about th r e e -q u a r te r s  can be a ss ig n ed  to  grad es  

w ith  an ash co n ten t o f  l e s s  than 40 per cent which has norm ally been the  

maximum a cc e p ta b le  f ig u r e .  M oreoever, not a l l  i t s  s i t u  r e s e r v e s ,  even o f  

a cce p ta b le  q u a lit y ,  can be a c tu a lly  worked. As fa r  a s  cok ing c o a l i s

( 1 ) Henderson, o p .c i t . .  pp. 7 -1 2 .
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concerned , the r e se r v e  p o s it io n  appears ra th er  l e s s  fa vou rab le  s in c e  

th e r e se r v e s  o f  th e  prime cok ing c o a l ,  ' a c r i t i c a l  f a c t o r  w ith  which  

the o th er  cok in g  c o a l must be b lended  fo r  m e ta llu r g ic a l u s e , rep resen ted  

a sm all p ro p o r tio n . Furtherm ore, seams tend to be v e iy  th ic k , some tim es  

ex ceed in g  45 m eters .

On th e  o th er  hand, the c o a l d e p o s its  o f  In d ia  are d is tr ib u te d  very  

un even ly  betw een d i f f e r e n t  r e g io n s  o f  the cou n try . Most are co n cen tra ted  

in  the e a s te r n  p art o f  th e  cou n try . There are no c o a l f i e l d s  in  the  

northw est r e g io n s , nor in  the w e s t, excep t fo r  the sm all f i e l d s  in  the  

e a s te r n  p art o f  M aharashtra , and the l i g n i t e  d e p o s its  o f  N e y v e li in  

Tamil Nadu, T h erefore , su p p ly in g  co a l to  th ese  reg io n s  in v o lv e s  h i^ i  

tra n sp o r t c o s t s  and produces co n s id era b le  s tr a in s  on th e ra ilw ay  netw ork.

N atural gas i s  h a rd ly  co n sid ered  a com p etitor to  o i l ,  d e s p ite  th e  

la r g e  in c r e a se s  in  i t s  consum ption. The share o f ^ s  in c r e a se d  from 0 ,2  

per cen t in  1965 to  0 .7  per cen t in  197^, but was s t i l l  under 1 ,0  per c e n t  

in  1975* The n a tu ra l gas in d u str y  i s  s t i l l  in  i t s  in fa n cy  as the amount 

d isco v ere d  so fa r  i s  n o t very  la r g e .  Moreover, in  v iew  o f  th e lo n g  

d is ta n c e  betw een th e  producing areas and the market in  C a lc u tta , the  

c o n str u c tio n  o f  p ip e l in e  i s  s t i l l  econ om ica lly  u n a t tr a c t iv e .  I t  i s  

e stim a ted , th e r e fo r e , th a t  40 per cen t o f  output i s  f la r e d  because o f  th e  

absence o f  lo c a l  demanda

Only a anall p art o f  the t o t a l  p rod u ction  i s  now consumed by the te a  

p la n ta tio n s  and lo c a l  in d u s tr ie s  around the N hhorkatiya gas f i e l d .  A lso  

part o f  the p rod u ction  i s  used  by th e  Namrup f e r t i l i z e r  p la n t ,  the Assam

( l )  See Henderson, o p .c i t . Table 4 , ' P . l 6 ,
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S ta te  E l e c t r i c i t y  Board, the Assam Gas Company, and the Assam O il 

Company. The ou tp ut from G ujart and Ankleswar gas f i e l d s ,  which are near  

the m arket, i s  c a r r ie d  through p ip e l in e s  to  th e  U tta r ta n  therm al power 

s t a t io n s  and th e  S ta te  F e r t i l i z e r  C orporation  a s  w e ll  a s  to  Baroda.

Gas from Comhy i s  a ls o  c a r r ie d  to  th e  Dhuwaran power s t a t io n .

Consumption o f  e l e c t r i c i t y  g en era ted  from w ater r e so u rce s  and n u c lea r  

power has in c r e a se d  more than fo u r  and a h a l f  tim es during  the p eriod  

1960- 7 5 . However, th e  share o f  e l e c t r i c i t y  i s  r e l a t i v e l y  sm a ll, amounting 

to  3 .5  per cen t o f  t o t a l  energy consum ption. E le c t r i c i t y  a c t s  as both  

a com p etitor  and consumer o f  o i l  at' th e same tim e . The growth o f  

e l e c t r i c i t y  consum ption may reduce th e consum ption o f  k erosen e a s  an 

i l lu m in a n t , and d ie s e l  and fu rn a ce -o il as in d u s tr ia l  fueüe. On th e o th e r  

hand, th e  u se  o f  e l e c t r i c i t y  i s  a ls o  exp ected  to  in c r e a se  th e demand fo r  

o i l  as in p u t in to  e l e c t r i c  g e n e r a to r s .

As a r e s u l t ,  d e s p ite  the f a c t  th a t In d ia  i s  a l i g h t  o i l  user, o i l  

consum ption has grown f a s t ,  even f a s t e r  than t o t a l  energy consum ption.

T his became a m atter  o f  concern even  b efo re  the o i l  c r i s i s  when the  

"Fuel P o l ic y  Committee o f  1970" fo r e c a s t  r i s in g  o i l  product requ irem ents  

to  34 m il l io n  ton s by 1 9 7 8 /7 9 , an in c r e a se  o f  n e a r ly  50 per cen t over  

p resen t consum ption l e v e l s  in  a space o f  f iv e  y e a r s . T h i s  cre a ted  

a d i f f i c u l t  s i t u a t io n  a f t e r  1973 which le d  the a u th o r ita t iv e  "1975 

Energy Committee Survey" to  ex p ress  s e r io u s  doubts about p ro v id in g  more 

petroleum  im p orts.

( 1 ) The Econom ist I n t e l l ig e n c e  U n it , O il and economic grow th, 
QER S p e c ia l ,  N o .15 , The Econom ist I n te l l ig e n c e  U n it L td .,  
London, 1974, pp. 2 3 -3 1 ,
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Like In d ia , P a k is ta n  has a d iv e r s i f ie d  p a tte r n  o f  en ergy , 

consum ption, but l e s s  a p p e t ite  f o r  o i l  consum ption. The p o s it io n  o f  

o i l  w ith in  th e  p a tte r n  o f  energy consum ption has been th rea ten ed  by 

th e in c r e a se d  r o le  p layed  by th e in d igen ou s n a tu ra l gas in  th e  economy.

The share o f  o i l  consum ption d e c lin e d  from 52 per cen t in  I960  to  

49 per cen t in  1970 s in c e  th e in c r e a se s  i n  i t s  consum ption during th a t  

p er io d  amounted to  54 p er c e n t ,  whereas the in c r e a se s  in  t o t a l  energy  

consum ption wa.s 72 per c e n t .  By 1973, the share o f  o i l  in  t o t a l  

energy consum ption d e c lin e d  fu r th e r  to  about 42 per c e n t ,  s in c e  i t s  

consum ption f lu c tu a te d ,  w h ile  th e in c r e a se s  in  t o t a l  energy consumption  

amounted to  94 per c e n t .  By 1975, the share o f  o i l  d e c lin e d  to  40 per  

c e n t , though th e  consum ption amounted to  1 .6  tim es th e I 96O l e v e l .  

However, in  t h i s  y e a r , t o t a l  energy consum ption, r i s i n g  f a s t e r  than o i l ,  

amounted to  2 .1  tim es th e I 96O l e v e l .  In  1 9 7 4 /7 5 , petroleum  provided  40 

per cen t o f  th e energy used  in  a g r ic u ltu r e ,  16 per cen t in  in d u str y , 55 

per cen t in  dom estic  and com m ercial and alm ost a l l  th e  energy requirem ents  

o f  t r a n s p o r t . ^

A long w ith  o i l ,  th e  share o f  c o a l d e c lin e d  d r a m a tic a lly  from $2 per  

cen t in  I 96O to  12 per cen t in  1970 and fu r th e r  to  7 per cen t in  1973• 

During th a t  p e r io d , c o a l consum ption d e c lin e d  a b s o lu te ly  by 56 per c e n t ,  

compared w ith  th e  I 96O l e v e l .  By 1975, the share d e c lin e d  to  ju s t  under 

7 per cen t and the d e c lin e  in  i t s  consumption amounted to  57 per cen t  

o f  th e i 960 l e v e l .  Goal produced in  P a k is ta n , b e in g  o f  in f e r io r  q u a lity ,  

i s  m ostly  used  in ^ b r ic k -k iln s  in d u str y . Moreover, the d e c l in e  in  i t s  

r e la t iv e  im portance i s  p a r t ly  a t t r ib u ta b le  to th e low l e v e l  o f  p rod u ction

( 1 ) Government o f  P a k is ta n , Annual P la n , 1 975 -76 , P lann ing  Commission, 
K arach i, J u ly  1975, P* 214*
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and the s t a t i c  a v a i l a b i l i t y  o f  c o a l due to  "the absence o f  a  compre

h en s iv e  o p e r a tio n a l p lan  d e a lin g  w ith  p rod u ction  and transportationV ^^^

The d e c lin e  in  th e  r e l a t i v e  im portance o f  b o th  o i l  and co a l has

accom panied a  marked change in  P a k is ta n 's  p a t te r n  o f  energy  consum ption

through w hich n a tu ra l gas has emerged as  the most im portant f u e l  in

th e  economy. The share o f  gas in c r e a se d  from j u s t  under I 4 per c e n t  in

i 960 to  over  3 6  per cen t in  1970 and i t s  consum ption in c r e a se d  4 tim es

during th a t  p e r io d , w hereas t o t a l  energy consum ption o n ly  in cr ea se d

by 72 p e r  c e n t .  The sh are  o f  gas ro se  to  46 p e r  c e n t in  1975 and f u r th e r

to  about 48 per cen t in  1975 when i t s  consumption in c r e a se d  to  7*4 tim es

the l e v e l  o f  I 96O, w hereas t o t a l  energy consum ption was l i t t l e  more than

d oub led . N a tu ra l gas s a t i s f i e s  th e  energy  req u irem en ts  o f  th e  en erg y -

in te n s iv e  s e c to r s  o f  the economy. Gas p rov id es 4 I  per cen t o f  th e

energy req u irem en ts o f  th e in d u s tr ia l  s e c to r  and 11 per cen t o f  th e  needs
( 2 )

o f  the dom estic and commercial sector©  Of th e 104» 478 m il l io n  cu b ic  

f e e t s o f  gas consumed betw een J u ly  1975 and March 1976, 51 per cen t was 

consumed by the power s e c t o r ,  I 7 per cen t by cement in d u s tr y , 15 per  

cen t by f e r t i l i z e r  p la n ts ,  50 per cen t by gen era l in d u s t r ie s ,  3 per cen t  

by com m ercial sec to r ; and 5 per c e n t  by dom estic users»^^^

The grow ing dom estic  m arket has been a pow erfu l in c e n t iv e  to  r a i s e  

th e  dom estic  p ro d u c tio n  o f  n a tu r a l  gas and to  sea rc h  f o r  a d d i t io n a l

( 1 ) Government o f  P a k is ta n , Annual f l a n ,  1975-76, o p .c i t ., p .215.

(2 )  Ib id , p . 214 .

( 3 ) Government o f  P a k is ta n , P a k is ta n  Economie Survey, 1 9 7 6 -7 7 , 
Finance D iv is io n , Economic A d v iso r 's  Wing, Government o f  
P a k is ta n , Islam abad, 1977» Table 1 1 .5 , p . 168©
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r e se r v e s  in  new a rea s  o f  the cou n try . N atural gas r e se r v e s  have been  

lo c a te d  a t  13 d i f f e r e n t  p la c e s  and the t o t a l  reserves, are e stim a ted  

a t  1 6 .74  t r i l l i o n  e f t ,  among which Sui and Mari are the o ld e s t  and 

la r g e s t  o f  the s ix  gas f i e l d s  under p r o d u c t i o n * S u i  gas f i e l d ' s  

reco v era b le  r e s e r v e s  were estim a ted  o r ig in a l ly  a t  8 .6 2  t r i l l i o n  e f t ,  

and i t s  ou tp u t, s in c e  e n te r in g  p rod u ction  in  1955» has exceeded  one 

t r i l l i o n  e f t .  I t s  19 w e l ls  are now producing more than 400 m il l io n  e f t  

a day. The second most im portant f i e l d  i s  Mari d isco v ere d  in  1957*

I t s  reco v era b le  r e se r v e s  were o r ig in a l ly  estim a ted  a t  3*94 t r i l l i o n  e f t  

and the p rod u ction  i s  now averag in g  more than 50 m il l io n  o f t  a day.

B e s id e s , gas i s  a ls o  produced from B hulian  and Meyal o i l  f i e l d s  in  a s s o c ia t io n  

w ith  o i l .  The r e s e r v e s  o f  D hulian are e stim a ted  a t  O .I5 t r i l l i o n  e f t  

and th a t  o f  Meyal a t  O .I9 t r i l l i o n  e f t .  The r a te  o f  p rod u ction  i s  approx

im a te ly  40 m il l io n  o f t  per day.

A d d it io n a lly ,  a fu r th e r  e ig h t  f i e l d s  have been e s ta b lis h e d  and are

thought to  c o n ta in  rec o v era b le  r e se r v e s  o f  some 4 t r i l l i o n  o f t .  These

f i e l d s  are; K ather, S a r i S in g , Hundi, Uch, Khairpur, M azarani, Zin and

Kandhort. In  September 1974, th e governm ent’ s O il and Gas Development

C orporation  rep orted  a new commercial f in d  a t  Radho, Khan d is t r ic t ,w h ic h

( 2 )t e s t e d  4 m il l io n  e f t  per day©' '

A long w ith  n a tu ra l g a s , th e  consumption o f  e l e c t r i c i t y  has in crea sed  

j u s t  under e ig h t  t im e s , r a i s in g  i t s  share from o n ly  I . 4  per cen t to  ju s t  

over 5 per cen t in  1975* P art o f  th a t consumption i s  su p p lied  by n u clea r  

e l e c t r i c i t y  which was in trod u ced  in  1971.

( 1 ) Government o f  P a k is ta n , P a k ista n  B a sic  F a c t s ,1975 -76 , 14th  E d ., 
Economic A d v iso ry 's  Wing, M in istry  o f  Finance,Governm ent o f  
P a k is ta n , Islam ab ad ,1 9 7 7 ,Table 9 .4 ,p .9 8 .

( 2 ) Petroleum  E conom ist, V o l.4 2 , N o .5 (May 1975^^.185»



Kenya i s  a  s t r ik in g  example o f  a poor country which i s  n ot 

w e ll  endowed w ith  n a tu r a l energy r e so u r c e s . A lthough Kenya la c k s  v a s t  

d e p o s its  o f  c o a l ,  r e s e r v e s  o f  o i l  and n a tu ra l gas o r  s i t e s  f o r  g ig a n t ic  

h y d r o -e le c tr ic  developm ents, i t  i s  w itn e s s in g  today a f a i r l y  s tea d y  

r i s e  o f  h er  energy  consum ption. Of a l l  the so u rces  o f  energy  u l i l i z e d  

in  Kenya, p etro leum , w ith  i t s  v e r s a t i l e  u s e , assumes a preponderant 

r o le ,  a cco u n tin g  fo r  more than 90 per cen t o f  t o t a l  energy consum ption. 

The share o f  o i l  in  t o t a l  energy consum ption f lu c tu a te d  s l i g h t l y  around  

90 per cen t during th e  I960 s .  During th a t p e r io d , o i l  consum ption  

in c r e a se d  by 27 per cen t which was sm a ller  than t o t a l  energy consum ption  

which ro se  by 31 per c e n t .  By 1973» th e  share o f  o i l  accounted  f 01 ju s t  

under 92 per cen t and i t s  consum ption in cr ea se d  by 58 per c e n t ,  compared 

w ith  the i 960 l e v e l ,  which came in  l i n e  w ith  th e  in c r e a se  in  t o t a l  

energy, consum ption. By 1975, o i l  accounted  fo r  ju s t  ov er  93 per c e n t  o f  

t o t a l  energy consum ption and i t s  consum ption had doubled ov er  th e whole 

p er io d , though i t  was l e s s  than t o t a l  energy consum ption which in cr ea se d  

by 2 .2  tim es i t s  o r ig in a l  amount.

Coal i s  n ot produced d o m e s t ic a lly  and the q u a n t it ie s  req u ired  must 

be im ported from abroad. M oreover, c o a l i s  n ot co n sid ered  by any means 

as a com p etitor  to  o i l  s in c e  i t s  u se s  are not o f  p a r t ic u la r  s ig n if ic a n c e  

in  Kenya. I t s  share d e c lin e d  from 6 per cen t in  I 96O to  j u s t  over 5 pen 

cen t in  1970 and fu r th e r  to  2 per c e n t in  1975* Im ports o f  c o a l and, 

in  tu rn , i t s  consum ption f lu c tu a te d  w id e ly  from 41*3 thousand ton s in  

i 960 to  6 6 .7  thousand to n s  in  1974* T h erefore , th e  in c r e a se  o f  c o a l  

consum ption, by 1975, amounted to  7 per cen t above I960 l e v e l .  I t  i s  

m ostly  used  by th e  E ast A fr ica n  Railway C orporation  a s  w e l l  as in  a 

l im ite d  number o f  in d u s tr ia l  p r o c e s s e s .
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E l e c t r i c i t y  i s  by f a r  the o n ly  source o f  commercial primary 

energy w hich i s  p r e s e n t ly  produced in  Kenya. I t  can be co n sid ered  as  

a  p o s s ib le  com p etitor  to  o i l  in s p i t e  o f  i t s  sm all share in  energy  

consum ption. The share o f  e l e c t r i c i t y  in cr ea se d  from 2 per cen t in  

i 960 to  j u s t  over  4 per c e n t in  1970; and th e in c r e a se  in  consum ption  

amounted to  73 per c en t o f  the I 96O l e v e l .  In  1975, a lth ou gh  the share  

o f  e l e c t r i c i t y  was s t i l l  j u s t  under 5 per c e n t , i t s  consum ption in cr ea se d  

to  280 per c e n t , w hereas t o t a l  energy consumption in c r e a se d  to  221 per  

cen t over  th e  p er iod  1960-75•

B eing p r a c t ic a l ly  th e  s o le  source o f  d o m e stic a lly  produced
(* )

commercial form o f  en ergy , Kenya le a d s  the community in  the dom estic  

u se  o f  e l e c t r i c i t y  which make up some 2 1 .6  per cen t o f  i t s  t o t a l  

consumption in  1972, w hereas in d u s tr ia l  and commercial s e c to r s  to g e th e r  

accounted  f o r  77*3 per cen t o f  th e  t o t a l  in  the same year.^^^ Among 

th e in d u s tr ia l  u se r s  o f  e l e c t r i c  energy a re; th e  t e x t i l e  in d u str y , the  

food  in d u s t r ie s ,  th e  sa w -m illin g  and plywood in d u s t r ie s ,  th e n o n -m e ta llic  

m ineral products in d u s t r ie s ,  the b a s ic  m etal in d u s tr ie s  and the manu

fa c tu r in g  o f  b a s ic  in d u s t r ia l  chem icals*

N o n e th e le ss , p art o f  K enya's consumption o f  e l e c t r i c i t y  i s  su p p lied

by Uganda through th e i n t e r - s t a t e s  trad e o f  the E ast A fr ican  Community.

In  1974, Kenya im ported about 27 per cen t o f  i t s  t o t a l  consumption o f

e l e c t r i c  energy which rep resen ted  j u s t  over $0 per cen t o f  Uganda’ s
(2 )g ro ss  e l e c t r i c  power p r o d u c tio n .'  ̂ In  f a c t ,  Kenya has reduced the

( 1 ) E ast A fr ica n  Community, Energy balance in  EAC, 1966 -72 ,
Economic and S t a t i s t i c a l  Review , E ast A fr ic a  S t a t i s t i c a l  Department, 
No. 50 ( March 1974), N a ir o b i ,p .x x i i i .

( 2 ) C a lcu la ted  from R epublic o f  Kenya, S t a t i s t i c a l  a b s tr a c t . 1974, 
S t a t i s t i c a l  D iv is io n ,  I-îin istry  o f  P lanning and Developm ent,
N a ir o b i,1975*
~T\\e. E a st  Aflacah Com
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heavy r e l ia n c e  on im ported e l e c t r i c i t y  which accounted  fo r  about 

33 per cen t o f  t o t a l  e l e c t r i c i t y  consumption in  1972. Kenya . 

recorded  the most s ig n i f ic a n t  s t r id e s  among the c o u n tr ie s  o f  E ast 

A fr ic a  in  augm enting i t s  in s t a l l e d  c a p a c ity  o f  therm al power which was

more than doubled during 1966- 72 .

The above-m entioned  a n a ly s is  o f  the r e la t iv e  im portance o f  

petroleum  in  In d ia , P a k ista n  and Kenya, a r i s in g  from th e rev iew  o f  p a tte r n s  

and tren d s o f  com m ercial energy consumption shown in  Tables 2 -1  and 2s-2,
a. vliol<L

r e s p e c t iv e ly ,  can be compared w ith  the low -  income d ev e lo p in g  c o u n tr ie s  ^

whose p a tte r n  and trend o f  energy consum ption during the p er io d  1960-74  

are shown in  Table 2-3* In  th e low-incom e d ev e lo p in g  c o u n tr ie s ,  in  

a g g reg a te , o i l  i s  s t i l l  a secondary source o f  en ergy . Between I960  

and 1973» th e share o f  o i l  in  t o t a l  energy consumption in c r e a se d  from 32

to  42 per cen t and i t s  consum ption in crea sed  by I 50 per cen t which i s

la r g e r  than the in c r e a se  in  t o t a l  energy consum ption, which amounted to

93 per c e n t .  In  com parison w ith  the l o w - , In d ia  i s  n ot a

heavy u ser  o f  o i l ,  though i t s  o i l  consum ption grew f a s t e r  than th e r e s t  

o f  the group.

P a k is ta n 's  share o f  o i l  consum ption remained the same as in  the low -

income group, but i t s  r e la t iv e  im portance showed a con tin u ou s d e c lin e

s in c e  the consum ption o f  P a k ista n  grew more s lo w ly  than th e  group as a

w hole; whereas the tren d  o f  t o t a l  energy consum ption remained in  l in e

w ith  the group. Kenya came as the h e a v ie s t  u se r  o f  o i l  not o n ly  among

the o th er  c o u n tr ie s  but a ls o  in  r e la t io n  to  the low income c o u n tr ie s ,  

though the in c r e a se  in  i t s  consumption o f  both o i l  and t o t a l  energy

lagged  behind the tren d  o f  the low-incom e group©

( 1 ) E ast A fr ica n  Community, Energy balance in  EAC. 1966-72. o p .-c it .ip .x x ll ,
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Table 2-3

The P a tte r n  and Trend o f  Commercial Energy Consumption o f  th e Low-»Income 
Group o f  th e  Non-OPEC D evelop in g  G a u n tr ies , 1960-74

I960 1965 1968 1970 1971 1972 1973 1974

The P a t te r n  o f  Consumption

P etro leum 3 2 .4 3 3 .8 37 .3 4 1 .4 4 0 .9 4 2 .4 4 1 .9 3 9 .8

Coal 6 5 .0 6 1 .7 51 .1 51 .9 5 2 .2 50 .1 5 0 .0 51 .7

N a tu ra l Gas 1 .0 2 .2 3 .0 3 .5 3 .6 4 .3 4 .9 5 .1

P rim ary  E l e c t r i c i t y 1 .6 2 .3 2 .6 3 .2 3 .3 3 .2 3 .2 3 .7

The Trend o f  Consumption

P etro leum 100 142 190 221 227 241 250 245

Coal 100 129 144 138 143 141 149 158

N a tu ra l Gas 100 297 494 610 638 783 914 1009

Prim ary  E l e c t r i c i t y 100 188 251 325 346 351 371 397

T o ta l Energy Consumption 100 136 164 172 179 184 193 198

Source: C a lcu la ted  from A. L am bertin i, Energy and Petroleum  in  Non-OPEC
D evelop in g  C o u n tr ies , 1974-1980 , World Bank S t a f f  Working paper, 
No. 229, World Bank, February, 197^ ,Table 1 ,p .$ .



The p a tte r n  o f  energy consumption o f  the low-incom e c o u n tr ie s  came 

v ery  c lo s e  to  th a t o f I n d ia , though, i t  d id  change in  a way w hich more or  

l e s s  resem bled the changes in  th e  th ree  c o u n tr ie s .  As in  the case  o f  

In d ia , c o a l i s  th e s in g le  la r g e s t  source o f  energy in  the low -incom e  

c o u n tr ie s  and accounted  fo r  65 per cen t o f t o t a l  energy consum ption in  

I960, Because o f th e  slow  growth o f  coa l consum ption, i t s  share d e c lin e d  

to  50 per cen t in  1973. In  the low -incom e c o u n tr ie s ,  a s  in  th e  th ree  

c o u n tr ie s , co a l has l o s t  ground as a source o f en ergy , p a r t ic u la r ly  rto 

o i l  in  In d ia  and Kenya, and tO' gas in  P a k is ta n ,

The resp o n se  o f o i l  consum ption in  the low -incom e c o u n tr ie s  to  the  

h igh  p r ic e  o f  o i l  was s im ila r  to In d ia  where o i l  consumption d e c lin e d  

a b s o lu te ly  in  1974, whereas consumption in  both P a k ista n  and Kenya continued  

to  in c r e a se , though the th ree  c o u n tr ie s  as w e ll  as the low -incom e group, in  

a g g reg a te , ex p er ien ced  in c r e a se s  in  th e ir  t o t a l  energy consum ption.

The l e v e l s  of o i l  and energy consumption in  In d ia , P a k ista n  and Kenya 

can be compared on f&r CcipitEL b a s is . T his i s  g e n e r a lly  reco g n ised  as an

in d ic a to r  fo r  in te r n a t io n a l com parisons. Table 2 -4  shows, fo r  In d ia , P ak istan  

and Kenya, per c a p ita  consum ption o f  petroleum  products and commercial energy  

in  i 960 , 1970 and 1975, ex p ressed  in  kilogrammes o f c o a l e q u iv a le n t , and the 

average annual growth r a te s  of th ese  per c a p ita s  during th e  p er io d s  1960-70  

and 1970- 7 5 .

In d ia  i s  r e l a t i v e l y  the h igh est: e n e r g y - in te n s iv e  economy among the th ree  

c o u n tr ie s , though i t  i s  th e l ig h te s .t  u ser  of o i l .  In  term s o f co a l e q u iv a le n t ,  

per c a p ita  energy consum ption, which was 142 kg in  I960 , in c r e a se d  to  181 kg 

in  1970 and fu r th e r  to 221 kg in  1975. Per c a p ita  o i l  consumption amounted 

o n ly  to  22 kg o f c o a l e q u iv a le n t  in  I960 and in c r e a se d  to  41 kg in  1970 and 

to  53 kg in  1975,
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Table 2 -4

Per C anita Gonaum'otion o f Petroleum  P roducts and Commercial Bneræv 
in  1960. 1970 and 1975, and t h e ir  Average Annual Growth R a te sIa)
during 1960-75 in  In d ia . P a k ista n  and Kenya.

(p er c a p ita  consum ption ex p ressed  in  kilogram m es o f  c o a l e q u iv a le n t)

In d ia P a k ista n Kenya

Petroleum
nroducts

Commercial
Energy

Petroleum
nroducts

Commercial
energy

Petroleum  Commercial 
nroducts energy

Per c a n ita  
Consumntion 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 2 .5 4 .0 4 .9 —1 .0 —0 « 6

1970-75 5 .3 4.1 9 .5 1 3 .3 5 .8 5 .2

Source: Compiled and c a lc u la te d  fo r  the y ea rs  I960 and 1970 from U nited
N a tio n s , World Energy S u p p lie s , 1950-1974 , o n .c i t . . Table 2,
p p .12-123 , Table 10, pp. 280-335 and fo r  th e year  1975 from 
U n ited  N a tio n s , World Energy S u p p lie s , 1972-1976, o n .c i t . .
Table 2 , pp. 6 -3 5 , Table 10, pp. 88 -1 0 0 .

t,------
N ote: (a )  Average annual growth r a te  (r )  = \ I P t -  1, where Po i s  th e

consumption in  year 0 and Pt i s  th eV P o  consum ption in  
year t .

(b ) Per C apita Consumption o f petroleum  p rod u cts i s  converted  to  
c o a l e q u iv a le n t by u sin g  con version  fa c to r s  p rov id ed  by 
U n ited  N a tio n s, World Energy S u p p lie s , 1972-1976 , o n .c i t . . 
F igure I I ,  p . x x i i .



37

Though P a k ista n  i s  the sm a ller  consumer o f  energy r e l a t i v e  to  

In d ia , i t s  consum ption o f  o i l  ex ceed s In d ia . Between 1970 and 1975, 

i t s  energy consum ption per c a p ita  in cr ea se d  from 98 kg to  183 kg 

and o i l  consum ption from 49 kg to  77 kg. W hile Kenya i s  th e h e a v ie s t  

o i l  consumer among the sam ple, i t  i s  the s m a lle s t  consumer in  terms o f  

t o t a l  energy# p e r  c a p ita  o i l  consum ption, which amounted to  139 kg 

in  I960 , d ecreased  to  126 kg in  1970, and reco v ered  a t  167 kg in  1975.

Per c a p ita  energy consumption d e c lin e d  from 142 kg in  I960 to  135 kg 

in  1970, hut in c r e a se d  to  174 kg in  1975.

The com parison between In d ia , P ak istan  and Kenya on the b a s is  o f  

th e  long-term  growth trend in d ic a te s  th a t w h ile  per c a p ita  o i l  

consumption has grown f a s t e r  than per c a p ita  commercial energy consumption  

in  In d ia  and Kenya, i t  has la g g ed  behind in  th e  case  o f  P a k is ta n , During 

the p er io d  1960 -70 , per c a p ita  o i l  consumption in  In d ia  was grow ing a t

6 .4  per cent per annum which was more than tw ice  as f a s t  a s  per c a p ita  

consumption o f  en ergy . A lthough p er  c a p ita  o i l  consumption growth slowed 

cfov\/n to  5 ,5  per cen t per annum during 1970-1975, i t  s t i l l  grew 

f a s t e r  than p er c a p ita  consumption o f energy which was growing a t  4.1 per 

cen t per annum. Growing a t  4 .0  per cen t per annum during 1960-70 , per 

c a p ita  o i l  consum ption in  P a k ista n  was slow er than per c a p ita  energy  

consumption which was growing a t  4 .9  per cent p er annum. Even when the  

growth o f  o i l  consumption doubled during 1960-75 to  9 .5  per cen t per  

annum, the growth o f  energy consumption t r ip le d  to  1 3 .3  per cent per 

annum during th e  same p er io d . In  the case o f  Kenya, s in c e  o i l  dom inates 

the p a ttern  o f energy consum ption, growth r a te s  o f p er  c a p ita  energy  

consumption r e f l e c t e d ,  more or l e s s ,  the trend o f o i l  consum ption.

During the p er io d  1960-70, per c a p ita  energy consum ption, which d ec lin ed
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by 0 .6  per cen tp er  annum, rem ained in  l i n e  w ith  per c a p ita  o i l  consumption  

which d e c lin e d  by 1 .0  per cen t per annum during th e  same p e r io d . During 

1970-75 , w h ile  per c a p ita  o i l  consum ption had grown a t 5 .8  per cen t per  

annum, per c a p ita  energy consum ption had grown s l i g h t l y  s low er a t  5 .2  

per cen t per annum.

In the sh o r t-r u n , i t  seems th a t  the a v a i l a b i l i t y  o f  in d ig en o u s non

o i l  so u rces  o f  energy had h e lp ed  to  ea se  the adjustm ent o f  t h e ir  econom ies 

during 1974 and 1975, in  the fa c e  o f  the October 1973 o i l  p r ic e  

in c r e a s e s ,  where ' th ere  was a lon g-term  p ro cess  o f  a d ap tin g  the

te c h n o lo g ie s  u sed  in  the d if f e r e n t  s e c to r s  fo r  in d igen ou s f u e l s .  Table

2 .5  shows the y e a r - to -y e a r  changes in  the consum ption o f  petroleum  and 

o th er  com m ercial e n e r g ie s  during the p er io d  1970-^75. F o llo w in g  th e la r g e  

in c r e a se  in  I n d ia 's  consum ption of o i l  in  the e a r ly  1970s, o i l  consumption  

was h a lte d  a t  5.1 per cen t in  1973, b efo re  i t  a b s o lu te ly  d e c lin e d  by 2 .2  

per cen t in  1974, though i t  reco v ered  again  a t  9 .7  per cen t in  1975. 

N o n -o il e n e r g ie s  had responded imme d ia t e ly  as th e ir  consum ption had 

in cr ea se d  by 8 .1  per cen t in  1974, and 1 4 .4  per cen t in  1975. Consumption 

o f  c o a l had in c r e a se d  by 8 .6  per cen t in  1974 and 1 4 .0  per c en t in  1975. 

These recorded  in c r e a se s  had n o t happened b e fo r e . Indeed , In d ian  economy 

had m erely  r e a c te d  by a c c e le r a t in g  th e  sw itch  to c o a l ,  a p o l ic y  which  

had p r e v io u s ly  been d ecided .^  ^̂

A d d it io n a lly ,  fo llo w in g  th e  3 .3  a b so lu te  d e c l in e  in  1973, consumption

o f  n a tu ra l gas had in cr ea se d  by 16 .6  per cen t in  1974 and fu r th e r  by 27 .3
fnmary

per cen t in  1975. Consumption o f ^ e l e c t r i c i t y had in c r e a se d  by 10 .7  p er  

c e n t in  1973 which was fo llo w e d  by a d e c lin e  o f  4 .1  per cen t in  1974, 

but recovered  aga in  in  1975 a t  19 .2  per c e n t .

( l )  The Econom ist I n t e l l ig e n c e  U n it , op. c i t . . p . 24.



Table 2-5

The Y ear-to-Y ear Changes in  the Consumption o f  P etroleum  P ro d u cts . G oal. 
N atural Gas and Primary E l e c t r i c i t y  i n  In d ia . P a k ista n  and Kenya. 1970-75.

( in  p erce n ta g e s)
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Petroleum
p rod u cts

Other Commercial E n erg ies

T o ta l Goal N atura l 
Gas

Primary

In d ia

1970/71 14.7 2 .6 2 .3 17,1 5 ,6

1971/72 7 .6 3 .7 3 .9 1 1 .3 - 3 ,0

1972/73 5.1 2 .2 1 .9 -  3 .3 10.7

1973/74 -  2 .2 8 .1 8 .6 16.6 —4.1

1974/75 9o7 1 4 .4 14 .0 2 7 .3 19 ,2

P a k ista n

1970/71 -  7 .3 —18.4 -4 3 .5 12 .7 18.7

1971/72 12o0 3 4 .7 19.0 4 1 .4 1 2 .8

1972/73 - 3 .3 12,1 —10.3 15 .9 1 5 .2

1973/74 3 .7 4 .4 -  1.1 4 .5 16 .7

1974/75 -0 .1 6 .8 -  0 .5 8 .7 0 .0

Kenya

1970/71 10 .2 5 .3 -  1 ,3 - 13.0

1971/72 - 0 .8 - 2 2 .5 - 5 1 .2 - 7 ,7

1972/73 13 .4 27 .4 7 7 .5 - 3 ,6

1973/74 2 0 .7 3 ,8 -  5 ,6 - 11 .5

1974/75 6 .0 - 3 .7 -3 1 .3 " 15.5

Source: C a lcu la ted  from data  so u rces m entioned in  fo o tn o te o f  Table 2*1.
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The 3 .5  per cen t d e c lin e  in  o i l  consumption in  P ak istan  in  1973 

was com pensated by 12.1 per c en t r i s e  in  the consum ption o f o th er  

so u rces  o f en ergy  which i s  m a in ly  a t tr ib u te d  to th e 15 .9  per cen t  

in c r e a se s  in  th e  consumption o f  n a tu r a l g as . In  1974, o i l  consumption  

in cr ea se d  by 3 .7  per cen t which was accompanied by 4 .4  per cen t  

in c r e a s e s  in  o th e r  energy consum ption which b a s i c a l l y  came from the

4 .5  per cen t in c r e a s e s  in  gas consum ption. In  th a t year e l e c t r i c i t y  

consumption con tin u ed  to in c r e a se  a t  16 .7  per c e n t . In  1975, o i l  

consumption s l i g h t l y  d e c lin e d  0.1 per cen t which was compensated  

by an in c r e a se  o f  th e  consum ption o f  o th er  so u rces  o f  energy by 6 .8  per  

cen t which came from the 8 .7  per cen t in c r e a se s  in  the consum ption o f  

n a tu r a l g a s . In  g e n e r a l, during the f i r s t  h a lf  o f  the 1970s, the 

d e c lin e  o f  c o a l consumption was accompanied by a g rea t in c r e a se  in  gas 

consumption which s ta r te d  by the 4 1 .4  per cen t in  1972. However, 

consumption o f  gas does depend n o t  on ly  on the market demand but a ls o  

on the c a p a c ity  o f the p ip e l in e s  tra n sm ittin g  gas from the producing  

f i e l d s  to  consuming a r e a s . The e x i s t in g  p ip e l in e  i s  u n ab le  to  m eet the  

pace o f  growing demand o f in d u s t r ia l ,  com m ercial and d om estic  consumers 

in  areas such as P u n j a b , T h e  second p ip e l in e  o f 305 m ile s  was 

r e c e n t ly  com pleted , in  1976, con n ectin g  the new d isco v ere d  f i e l d s  and 

ca rry in g  gas from th e a d  ‘f i e l d  to  K arachi.

U nlike In d ia  and P a k is ta n , Kenyan economy i s  il l-e n d o w e d  w ith  

n a tu ra l r e so u r c e s  o f en ergy , even e l e c t r i c i t y ,  which i s  p a r t ly  im ported  

from Uganda, T h erefo re , in c r e a s e s  in  n o n -o il  energy consum ption must 

come from e l e c t r i c i t y  which in c r e a se d  by 11 ,5  per c en t in  1974 and 15.5

( l )  Government o f  P a k is ta n , P a k ista n  Economic Survey, 1 9 7 6 -7 7 , o n .c i t . , p. 169.
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p er cen t in  1 9 7 5 ,s in c e  c o a l consum ption had con tin u ed  to  d e c l in e  

th r o u ^ o u t  th e se  two y e a r s . However, o i l  consum ption, which in cr ea se d  

by 13 . 4  per cen t in  1973, had a c c e le r a te d  a t  2 0 .7  p er  cen t in  1974, 

but h a lte d  a t  6 .0  per cen t in  1975.

2 . The P a tter n  and Growth o f  the Consumption o f  Petroleum  P roducts

Consumption p a tte r n s  o f  petroleum  p rod u cts are in f lu e n c e d  not  

o n ly  by a c o u n tr y 's  s ta g e  o f  econom ic developm ent but a ls o  by the way in  

which petroleum  i s  m ostly  u sed . Demand fo r  o i l  s t a r t s  to  r i s e  when a 

s o c ie t y  em erges from an immobile s u b s is te n c e  le v e l - t y p e  economy and 

moves towards m o d ern isa tio n . P eop le  moving from r u r a l a rea s  to  the

crowded slum s o f  the em erging urban c e n tr e s  tend to  r e p la c e  th e non

commercial energy  by k eros3n es o r , a t a l a t e r  s ta g e ,  by e l e c t r i c i t y  fo r  

l i g h t in g  and cook in g . As the economy becomes more dynamic, th e  movements 

o f  goods and p eo p le  in v o lv e s  the expansion  o f tr a n sp o r ta t io n s  which are  

h ig h ly  o i l - i n t e n s i v e .  A d d it io n a lly ,  in d u s tr ie s  e s ta b lis h e d  to  make use of 

a co u n try 's  re so u r c e s  c r e a te  a com p lete ly  new demand fo r  f u e l  o i l s *  

T h erefore, th e  p a tte r n  o f  consum ption of petroleum  p rod u cts seems to  

be co n cen tra ted  on th ese  p rod u cts which are c l o s e l y  lin k e d  w ith  e s s e n t ia l  

u se s  in  the household  s e c to r  and in  the econom ic a c t i v i t i e s  o f the 

p rod u ctive  s e c t o r s .  Table 2 -6 , c la s s i f y in g  energy petroleum  p rod u cts  

in to  fou r main groups: l i q u i f i e d  petroleum  g a s e s ,  g a s o l in e s ,  k erosen es  

and f u e l  o i l s ,  shows the p a tte r n  o f  consumption in  1960, 1970 and 1975, 

and the average annual growth r a te s  during the p e r io d s  1960-70 and 1970-75  

fo r  In d ia , P a k ista n  and Kenya.

Consumption o f  petroleum  in  In d ia  i s  dominated by th e f u e l  o i l s ,  

the share o f which had in c r e a se d  from 5 3 .6  p ercen t in  196O to  6 2 .2  

per cen t in  1970 and fu r th e r  to  7 1 .6  per cen t in  1975. The u se  o f  heavy 

o i l  in  the in d u s tr ia l  s e c to r  was m otivated  by the narrow p r ic e  d i f f e r e n t i a l
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during the 1960s and e a r ly  1970s between c o a l and o i l ,  i n  v iew  o f the  

in f e r io r  q u a lity  o f  the In d ian  c o a l ,  on the one hand, and the f a c t  th a t  

furnace o i l  i s  50 per cen t more e f f i c i e n t . ^  O il can s a t i s f y ,  on the 

oth er  hand, th e energy req u irem en ts o f  the in d u s tr ie s  lo c a te d  in  Western 

In d ia  where c o a l s u p p lie s  are u s u a l ly  d isru p ted  by the sh orta g e  of 

ra ilw a y  wagons* The h igh  c o r r e la t io n ,  o f  0 ,8 6 ,  between the in d u s tr ia l  

prod u ction  in d ex  and furnace o i l  i l l u s t r a t e s  the s tr e n g th  o f  the

( 2 )r e la t io n s h ip ,   ̂ The le a d in g  consumers o f f u e l  o i l s  are: power

g en era tio n  (2 5 ,9 ^ ) ,  t e x t i l e s ( l 0 .5 ^ ) ,  tra n sp o r t (lO .O ^ ), and iro n  and 

s t e e l  ( 8 . 3^ ) .  Consumption o f  f u e l  o i l  ■ grew , f a s t e r  than t o t a l  

petroleum  consum ption. During 1960-70 , f u e l  o i l s  were growing a t  10 .9  

per cent per annum w h ile  the annual growth r a te  o f t o t a l  o i l  consumption  

was 8 .8  per c e n t .  I t  con tin u ed  to grow a t  9 .1  per cen t per annum during  

1970-75 when t o t a l  o i l  consum ption was growing a t 6 ,9  per cen t per 

annum.

The r e l a t iv e  im portance o f g a s o lin e s  i s  d e c l in in g  as lon g  as the  

h igh  p r io r i t y  g iv en  to  p u b lic  tra n sp o r t a t  the expense o f p r iv a te  tra n sp o rt  

in  n a t io n a l p lan s w i l l  not be r ev e rsed . The r e l a t i v e l y  m odest growth of 

2 .9  per cen t per annum during 1960-70 le d  to  th e d e c l in e  o f i t s  share  

from 14 .6  per cen t in  I960 to  12 .0  per cen t in  1970; and even to 6 .2  per 

c en t in  1975 when the consumption d e c e le r a te d  a t 0*9 per cen t per annum 

during 1970-75 . G a so lin es  had l o s t  ground to th e  h i ^  speed d ie s e l  

(m iddle d i s t i l l a t e s )  ,th e  demand o f which had in c r e a se d  because o f  the  

rap id  growth o f  th e d ie s a l iz e d  tru ck s and b uses fo r  lo n g -d is ta n c e  

t r a f f i c  ro a d s, the d ie s e l i z a t io n  o f ra ilw a y  lo c o m o tiv e s , power g en era tors  

and ir r ig a t io n  pumps.

( 1) B, Das.gupta, The O il In d u stry  in  In d ia  -  Some Economic A sn e c ts .
Frank G%ss & G o.L td ., London, 1971, p. 104.

( 2) Henderson, o n .c i t . . pp. 5 3 -4 .
( 3 ) D asgupta, op . c i t . ,  p . 103.
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Table 2-6
(a)The P a tter n s  and Average Annual Growth R a te s '" ' o f  the Consumption o f  

Energy Petroleum  P roducts o f  I n d ia . P ak istan  and Kenya. 1960 -75 .

( in  thousand m e tr ic  ton s and p erce n ta g e s)

L iq u if ie d
Petroleum  G a so lin es  

Gases

F u el O il 
K erosenes ( d i s t i l l a t e s  & 

r e s id u a ls )
T ota l

In d ia
io fo io

P a ttern  in ; /  \ - -

I960 l ( ° ) — 879 14 .6 1918 3 1 .8 3232 5 3 ,6 6040

1970 178 1 .2 1165 12 .0 3602 2 4 .6 9112 6 2 .2 14057

1975 320 1 .6 1217 6 .2 4040 2 0 .6 14081 7 1 .6 19658

Growth R ates  
during:

1960-70 3 6 .2 2 .9 6 .9 10 .9 8 .8

1970-75 1 2 .4 0 ,9 2 .3 9,1 6 .9
(b )

P a k ista n

P a ttern  in :

I960 - - 232 11 .0 295 14 .0 1577 7 5 .0 2104

1970 - - 385 1 1 .8 710 2 1 .8 2157 6 6 .4 3252

1975 3 0.1 327 9 .8 715 2 1 .4 2300 6 8 .7 5345

Growth R ates  
during:

1960-69 - 3 .5 " 14.3 4 .7 6 .7

1970-75 - - 3 .2 0.1 1 ,3 0 .6

Kenya

P a ttern  in : (d)
I960 1 0.1 121 1 7 .2 65 9 .2 517 7 3 .5 704
1970 6 0 .7 170 19 .3 214 2 4 .2 492 5 5 .8 882

1975 15 1.1 255 18.1 241 17.1 899 6 3 .7 1410

Growth R ates  
during:

1960-70 2 9 .2 3 .5 12.7 - 0 .5 2 .3

1970-75 20.1 8 .4 2 .4 1 2 .8 9 ,8



44

Source; C a lcu la ted  fo r  the p e r io d  1960-70 from U n ited  N a tio n s , World
Energy S u p p lie s , 1950-1974, o n .c i t . . l i q u i f i e d  petroleum  g a se s ,  
TaYle 1 1 ,  pp. 336-74; g a s o l in e s .  T able 12, pp. 375-429;
K erosen es, Table 13, pp . 430-84; F u el o i l s .  T able 14, pp. 485-540; 
and fo r  th e  p er io d  1970-75 from U n ited  N a tio n s , World Energy 
S u p p lie s , 1972-1976 , o p . c i t . . l i q u i f i e d  p etroleum  g a s e s .
Table 11, pp. 101-9; g a s o l in e s ,  Table 12, pp. 110-21; K erosenes, 
Table 15, pp. 122-33; F u el o i l s .  Table 14, pp. 134-47 .

N ote: (a )  Average annual growth r a te  (r )  = /p ^  , where Po

i s  the consum ption in  year (O) and P  ̂ i s  the consum ption in  
year ( t )

(b ) Growth r a te s  o f  P a k ista n  fo r  th e  p er io d  1960-69 cover the  
whole o f P a k is ta n , in c lu d in g  B angladesh , w h ile  th o se  fo r
th e p er io d  1970-75 r e f e r  to  th e  area  now com p rising  the
form er West P a k is ta n .

( c )  Consumption o f  l i q u i f i e d  petroleum  g a se s  in  1961

(d) Consumption o f  l i q u i f i e d  petroleum  g a se s  in  1963.

K erosenes c o n s t itu te d  justufider o n e -th ir d  o f  t o t a l  consum ption of 

petroleum  p rod u cts in  I960. In  a d d it io n  to  i t s  u se s  in  hou sehold  l ig h t in g  

and cook in g , k ero sen es  were i l l e g a l l y  used  u n t i l  1973 in  v e h ic le s  to  

supplem ent h igh  speed d ie s e l  o i l ,  the p r ic e s  o f  w hich were h ig h er  than  

k erosen es owing to  the d i f f e r e n t i a l  duty r a t e s . T h e  m oderate annual 

growth o f 6 .5  per cen t le d  to  the d e c l in e  o f  i t s  share to  2 4 .6  per cent 

in  1970. As th e growth o f i t s  consumption slow ed down to  2 .3  per cen t  

per annum during 1970-75 , i t s  share had d e c lin e d  fu r th e r  to  2 0 .6  per cent 

in  1975. In  v iew  o f  the new demand fo r  k ero sen es as an a v ia t io n  f u e l ,  

th e  slowdown o f  i t s  consum ption can be a t tr ib u te d  to the h ousehold  s e c to r  

w hich i s  in c r e a s in g ly  dependent on e l e c t r i c i t y  p a r t ic u la r ly  fo r  l ig h t in g .

Consumption p a tte r n s  in  P a k ista n  a r e , la r g e ly ,  s im ila r  to  th o se  o f  

In d ia  in  the sen se  th a t f u e l  o i l s  were predominant in  the e a r ly  1960s.

( l )  Henderson, o n .c i t . . p . 53.
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However, the share o f  f u e l  o i l s  had d e c lin e d  from 75 per cen t in  1960 

to  6 6 .4  per cen t in  1969 as th e ir  consumption had grown a t  4 .7  per cen t  

p er annum w hich was slow er than th a t o f  t o t a l  consum ption (6 .7  per cen t  

per annum) du rin g  1960-69 . Most o f th ese  in c r e a se s  had been gen erated  

from the consum ption o f  d i s t i l l a t e s  in  roads and r a ilw a y s  tr a n s p o r ts ,  

s in c e  n a tu ra l gas had rep la ced  furnace o i l s  and o th er  heavy d i s t i l l a t e s  

in  in d u s tr ia l  u s e s .  The share o f  f u e l  o i l  had in c r e a se d  to  6 8 .7  in  

1975, and a l t h o u ^  i t  grew s lo w ly  a t 1 .3  per cen t per annum during  

1970-75 t h is  was f a s t e r  than t o t a l  consumption during the same p er io d  

(0*6 per cen t per a n n u m ) .^

G a so lin es  which had grown s lo w ly  a t 3 .5  per cen t per annum during  

1960*69 had kept th e ir  share co n sta n t a t  about 11 .0  per cen t u n t i l  1970. 

However, t h e ir  share had d e c lin e d  to  9 .8  per cent in  1975 as th e  consumption  

had d e c lin e d  a n n u a lly  a t  3 .2  per c en t. The share o f k ero sen es had 

in crea sed  from 14 .0  per cen t in  I960 to  2 1 .8  per cen t in  1970 as the 

consumption had grown q u ick ly  a t  14 .3  per cen t per annum during 1960-69; 

d e c lin in g  s l i g h t l y  to  2 1 .4  per cen t in  1975 as consumption grew s lo w ly  a t  

0.1 per cen t per annum during 1 9 7 0 -/5 .

K enya's p a tte r n  o f petroleum  consumption i s  s l i g h t l y  d if f e r e n t  from 

both  In d ia  and P a k ista n  fo r  rea so n s a t tr ib u ta b le  to  i t s  r e c e n t  independence 

and economic tran sfo rm a tio n . N o n e th e le ss , f u e l  o i l s  had dominated the  

consumption p a tte r n , r e p r e se n tin g  7 3 .5  per cent o f  t o t a l  consumption in  

I960 . I t s  share had d ec lin e d  to  5 5 .8  per cent in  1970 as the consumption 

had d ecreased  a n n u a lly  a t 0 .5  per cent during 1960-^70 w h ile  t o t a l  

consumption had grown s lo w ly  a t  2 ,3  per cen t per annum. I t  q u ic k ly  in cr ea se d

( 1) Data on 1970 and 1971 are n o t r e l ia b le  because of the d isr u p tio n  o f  
the economy during the C iv i l  War.



46

a t  12 .8  per cen t per annum which even was f a s t e r  than the in c r e a se  o f  

t o t a l  consumption ( 9 .8  per cen t per annum) during 1970r75, r a i s in g  i t s  

share to  6 3 .7  per cen t in  1975. This can he a t tr ib u te d  to the in te n s iv e  

u se s  o f  f u e l  o i l s  in  the in d u s t r ia l  s e c to r ,  road tr a n sp o r t  and r a ilw a y s .

The source o f  growth o f  petroleum  consumption during the e a r ly  

p eriod  in  Kenya came from k er o se n e s , the consum ption o f which had been  

induced by th e movements o f  p o p u la tio n  from r u r a l to urban a r e a s . The 

1 2 .7  per cen t annual in c r e a s e s  in  i t s  consumption during 1960-70 had 

r a is e d  i t s  share from 9 .2  per c en t in  I960 to  2 4 .2  per cen t in  1970. 

K erosenes had found stro n g  co m p etitio n  from e l e c t r i c i t y .  T his had le d  to  

a decrease in  i t s  share to  17.1 per cent in  1975 as the consumption had

o n ly  grown a t  2 .4  per cen t per annum during 1970-75 .

G aso lin e  consum ption in  Kenya i s  r e l a t i v e l y  more im portant than in  

both In d ia  and P a k is ta n , a m atter  which could  be a t tr ib u te d  to d if fe r e n c e s  

in  income d is t r ib u t io n ,  on the one hand, and the in c r e a se s  in  t o u r is t  

a c t iv i t y  and fo r e ig n  businessm en, on the o th e r . I t s  share had in cr ea se d  

from 1 7 .2  per cen t in  I960 to  19 .5  per cen t in  1970 as i t s  consumption  

had grown a t  3 .5  per cen t per annum which was f a s t e r  than th a t o f t o t a l  

petroleum  consum ption. However, i t s  share had d e c lin e d  s l i g h t l y  to  18.1

per cen t in  1975 as i t s  consum ption, growing a t  8 .4  per cen t per annum

during 1970-75 , had in cr ea se d  more s lo w ly  than th a t o f  th e  t o t a l  petroleum  

consumption ( 9 .8  per cen t per annum).

The above-m entioned d is c u s s io n s  have in d ic a te d  th a t f u e l  o i l s  

( d i s t i l l a t e s  and r e s id u a ls )  and k erosen es had dom inated the consumption  

p a ttern  o f petroleum  products in  th e th ree  c o u n tr ie s  during 1960-75 . The 

im portance o f  f u e l  o i l s  stems from th e ir  l in k  w ith  economic a c t i v i t i e s  o f  

p rod u ctive  s e c to r s  ( in d u str y  and p u b lic  tr a n s p o r ta t io n ) .  In c r e a se s  in  the
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consumption o f  k ero sen es  had been induced by the movements o f p o p u la tio n s  

from s u b s is ta n c e  s e c to r s  to  urban c e n tr e s;  as k ero sen es  are e s s e n t ia l  in  

u ses  o f cook ing and l i g h t in g .  F u el o i l s  may f in d  co m p etitio n  from co a l  

in  In d ia  and gas in  P a k ista n  w ith in  the in d u s t r ia l  s e c to r s  o n ly . A lso , 

though k ero sen es  f in d  co m p etitio n  from e l e c t r i c i t y  in  household  u s e s ,  

th ey  have been in  demand fo r  o th er  r e l a t iv e l y  new u se s  such  as  a v ia t io n .

The sh ares o f  g a s o l in e s  are n o t o n ly  sm all but a ls o  d e c l in in g ,  excep t  

th a t i s ,  in  Kenya.

In  v iew  o f  the l in k  betw een th e p a ttern  o f  petroleum  consum ption and 

econom ic a c t i v i t i e s  in  th e  th r e e  c o u n tr ie s ,  the re sp o n se s  o f consumption  

o f  products to  th e p ost-O ctob er  1 9 7 3 's  o i l  p r ic e  in c r e a s e s  are an a lysed  

in  Table 2-7  w hich shows the y e a r - to -y e a r  changes in  consum ption by 

products during 1970-75 . The immediate shock in  1975 the In d ian  

economy Wo.s r e f l e c t e d  in  the 11 .6  per cen t d e c l in e s  in  k ero sen es  

consumption below  th e p rev io u s y ea r , le a v in g  f u e l  o i l s  growth a t  1 2 .5  per 

c e n t ,  though th e growth o f t o t a l  consumption had slow ed down to  5 .4  

per cen t r e l a t iv e  to the p rev io u s y ea r . In  P a k is ta n , the 3 .4  per cen t  

d e c l in e  in  t o t a l  consumption had m ain ly  o r ig in a te d  from th e la r g e  d e c lin e  

o f  2 1 ,8  per cen t in  g a s o lin e  consum ption, s in c e  f u e l  o i l  had o n ly  d e c lin e d  

by 1 .4  per cen t and k ero sen es  had s l i g h t l y  in c r e a se d  by 0 .7  per c e n t .

In  Kenya, the 1 3 .2  per cen t in c r e a s e s  in  t o t a l  consum ption had o r ig in a te d  

from the in c r e a s e s  in  consum ption o f both k ero sen es  and f u e l  o i l s ,  w h ile  

g a s o lin e s  were d e c l in in g  by 6 .6  per c e n t .

In 1974, the 1 .9  per cen t d e c lin e  in  t o t a l  consum ption o f  o i l  in  

In d ia  had been com^osctf the la r g e  d e c l in e s  o f  21 .7  per cen t and 17.9  

per cen t in  g a s o l in e s  and k ero sen es  r e s p e c t iv e ly ,  a s f u e l  o i l  had continued  

to  in c r e a se  a t  5 .7  per c e n t . Like In d ia , the 3 .8  per cen t in c r e a s e s  in  

t o t a l  consum ption in  P ak istan  came b a s ic a l ly  from the 5 .9  per cent in c r e a se s
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Table 2-7
The Y ear-to-Y ear Changes in  the Consumption o f  Energy Petroleum  Products  
o f  In d ia . P a k ista n  and Kenya. 1970-75 . (a)

( in  p ercen ta g es)

C ountry/item 1970/71 1971/72 1972/73 1973/74 1974/75

In d ia

L iq u if ie d  petroleum  g a ses 9 .6 14 .6 14.1 7 .3 15.1

G a so lin es 27.1 5 .9 4 .3 - 2 1 .7 -  5.1

K erosenes 12 .0 11 .7 —11.6 - 17 .9 23 .5

F u el O ils  ( D i s t i l l a t e s  and 
R e s id u a ls ) 1 4 .2 6 .0 12 .3 5 .7 7 .5

T ota l products 14.6 7 .6 5 .4 -  1 .9 9 .6

P ak ista n

L iq u if ie d  petroleum  g a ses — - - - -

G a so lin es 0 .5 6 .8 —2 1 .8 1 .9 0 .3

K erosenes 27 .3 2 1 .2 0 .7 - 1 .7 1 .4

F uel O ils  ( D i s t i l l a t e s  and 
R es id u a ls ) -2 2 .1 3 4 .3 — 1 .4 + 5 .9 -  0 .7

T o ta l products -  7 .6 12 .9 -  3 .4 3 .8 — 0.1

Kenya

L iq u if ie d  petroleum  g a ses 50 .0 11.1 10 .0 2 7 .3 7.1

G a so lin es 10 .0 12 .8 — 6 .6 32 .5 - 2 .3

K erosenes 35 .0 2 .9 4 9 .7 1 0 .8 - 9 .7

F uel O ils  ( D i s t i l l a t e s  and 
R e s id u a ls ) 31.1 -  6 .5 7.1 20 .6 14 .7

T ota l products 10 .8 -  1 .0 13 .2 20 .7 6 .3

Source: C a lcu la ted  from data m entioned in  fo o tn o te  of Table 2-6 , 
N ote.; (a) D ata  do tact include non-c.ndjrgy pe-txô Uum jvoducts.
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in  f u e l  o i l s ,  w h ile  k ero sen es  had d e c lin e d  s l i g h t l y  by 1 ,7  per cen t  

and g a s o l in e s ,  s t i l l  a t  low l e v e l ,  had in c r e a se d  s l i g h t l y  by 1 .9  per  

c e n t . In  Kenya, the 2 0 .7  per cen t in  t o t a l  consum ption had been  

Composed q{,' the 2 0 .6  per cen t in c r e a se s  in  f u e l  o i l s  and th e  3 2 .5  per 

c en t recovery  in  g a s o l in e  consum ption, though the in c r e a s e s  in  k ero sen es  

had h a lte d  a t 1 0 .8  per c e n t .

In 1975, the 9*6 per cen t recovery  i n  t o t a l  consum ption in  In d ia  

came b a s ic a l ly  from the in c r e a s e s  in  consum ption o f  both f u e l  o i l s  and 

k ero sen es by 7 .5  per cen t and 23 .5  per cen t r e s p e c t iv e ly ,  s in c e  g a so lin e  

had con tin u ed  i t s  d e c lin e  a t  5.1 per c e n t . The s l i ^ t  d e c l in e  o f  0 .1  

per cen t o f P a k is ta n 's  t o t a l  consumption came from a sm a ll d e c lin e  in  

f u e l  o i l s  and s l i g h t  in c r e a se s  in  both  k ero sen es  and g a s o l in e s .

K enya's attem pt to  slow  down the in c r e a se s  in  t o t a l  consum ption had 

r e s u lte d  in  c u t t in g  th e  consumption of both g a s o l in e s  and k ero sen es  by 

2 .3  per cen t and 9 .7  per cen t r e s p e c t iv e ly ,  w h ile  m a in ta in in g  the  

in c r e a se s  o f  f u e l  o i l s  consum ption a t  14 .7  per cen t w hich was h ig h er  than  

th a t  o f  t o t a l  o i l  consumption (6 .3  per c e n t ) .

As a r e s u l t ,  in  th e ir  a ttem pt to  reduce t h e ir  petroleum  consumption

in  the fa c e  o f  o i l  p r ic e  in c r e a s e s ,  the c o u n tr ie s  " g e n e r a lly  t r ie d  

to  m ain ta in  th e  l e v e l  o f  consum ption o f p rod u cts lin k e d  to  p ro d u ctiv e  

s e c to r s  a t  the expense o f p rod u cts  r e la te d  m ain ly  to p r iv a te  u s e s .

3 . The Degree o f  Dependence on Petroleum  Im ports

The in te r n a t io n a l  petroleum  in d u str y  i s  a good example o f  the  

stro n g  departure from the fr e e  com p etition  on which in te r n a t io n a l  trade  

th eo ry  has been b ased . As an in te r n a t io n a l  c a r t e l ,  the O rgan isa tion  o f
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th e  Petroleum  E x p o rtin g  C ou n tries (OPBC) has c o n tr o lle d  o i l  su pp ly  and 

d ecid ed  the p r ic e s  u n i la t e r a l ly .  T h erefore , th e  c o n d it io n s  o f  th e  world  

o i l  market would impose on th e  o il - im p o r t in g  d ev e lo p in g  c o u n tr ie s  se r io u s  

problem s, depending on the e x te n t  to  w hich a country  r e l i e s  on petroleum  

im ports. M oreover, the non-OPEC d ev e lo p in g  c o u n tr ie s  are in  a v u ln era b le  

p o s i t io n ,  h av in g  no in f lu e n c e  on the c o n d it io n s  o f o i l  su p p ly , because of  

th e ir  ra th er  weak le v era g e  in  th e  in te r n a t io n a l economy. Even i f  the 

fu tu r e  supp ly  o f  crude petroleum  i s  assu red  -  which i s  by no means c e r ta in  -  

the r e c e n t  in c r e a se s  in  crude o i l  p r ic e s  have th rea ten ed  to p la y  havoc w ith  

th e  d ev e lo p in g  c o u n tr ie s ’ fo r e ig n  exchange r e s e r v e s  and to je o p a r d ise  

t h e ir  in d u s t r ia l  developm ents.

In d ia  and P a k ista n  can cover p art o f th e ir  o i l  req u irem en ts from 

th e ind igenous p rod u ction  o f crude o i l ,  w h ile  Kenya, where o i l  has not  

y e t  been d isc o v e r e d  w ith in  her b ou n d aries, has to  im port a l l  her o i l  

req u irem en ts.

The r e l ia n c e  on the im ports o f petroleum  p rod u cts depends on the 

e x te n t  to  w hich a country has developed  i t s  o i l  r e f in e r y  in d u str y  and where 

th e  dom estic p rod u ction  o f p rod u cts i s  s u b s t itu te d  fo r  im p orts. The o i l  

r e f in e r ie s  of In d ia , P ak istan  and Kenya were b u i l t  a s w holly-ow ned  

s u b s id ia r ie s  o f  th e  in te r n a t io n a l  o i l  com panies. The s i t u a t io n  surrounding  

th e c o n s tr u c t io n  o f  th e se  r e f i n e r i e s ,  a s a case  o f  m u lt i-n a t io n a l  

in v estm en ts , had many p o in ts  in  common where in v estm en ts  in  sm a ll,  

m a rk et-o r ien ta te d  r e f in e r ie s  . _ were used  as a m ark et-d efen ce s tr a te g y

by the "major" o i l  companies and a m ark et-en try  s tr a te g y  by th e "newcomers" 

or " independents" , ^ ^

( 1 ) For d e t a i le d  d is c u s s io n s  con cern in g  the e s t a b l is h in g  o f o i l  r e f in e r ie s
in  In d ia , P ak istan  and Kenya, see  D asgupta, o n .c i t . . Chapter 9; E .P en ro se , 
The Large In te r n a t io n a l Firms in  D evelop ing  C oun tries -  The I n te r n a t io n a l  
Petroleum  In d u str y , A lle n  and Unwin, London, 1968, Chapter 8;
B. Herman, "A Case o f  M u lt in a tio n a l O lig o p o ly  in  Poor C ou n tries: O il 
R e fin in g  Investm ent in  E ast A fr ica " , Journal o f  Development Econom ics.
V o l. 2 , Ho. 2 (1 9 7 5 ), pp. 121-43 .
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Among the v a r io u s  reason s fo r  which the o il - im p o r t in g  d ev e lo p in g  

c o u n tr ie s  have been p r e ss in g  the o i l  companies to  e s t a b l is h  d om estic  

o i l  r e f in e r y  in d u s tr ie s  i s  to save fo r e ig n  exchange which i s  rou gh ly  equal 

to  the d if f e r e n c e  between th e  c o s t s  o f  im p orting  petroleum  p rod u cts and 

th e  c o s t s  o f  crude o i l  fo r  producing the same amounts o f  p ro d u cts , n e t  

o f  p r o f i t ,  r em itta n c e  and o th er  fo r e ig n  exchange c o s t s  o f r e f in in g .

However, e v id e n c e ,a r is in g  from the e x p e r ie n c e s  o f  v a r io u s  d ev e lo p in g  

c o u n tr ie s ,  in d ic a t e s  th a t  the im pact of the o i l  r e f in e r y  in d u str y  on th e ir  

b alance o f payments i s  l i k e l y  to be unfavourable inasmuch as the in t e r 

n a t io n a l o i l  com panies f i x  the p r ic e s  o f r e f in e d  p rod u cts a t  a h ig h  

l e v e l  and rem it la r g e  p ro p o rtio n s  o f  the r e a l i s e d  p r o f i t s  abroad.

Studying th e fo r e ig n  p r iv a te  investm ent in  the o i l  r e f in e r y  in d u str y  

in  Kenya, Herman^ concluded  th a t  w e ll  over o n e -th ir d  o f  the va lu e  added 

in  r e f in in g  would be e x c e s s  p r o f i t ,  and the p r ic e s  and output p a ttern  

would r e s u l t  in  an u n n ecessary  a f t e r  ta x  tr a n s fe r  from Kenya to  the 

r e f in e r y  owners abroad. He e s tim a te d  th a t ,  under 1969 c o n d it io n s , about 

^ 5 .7  m il l io n  were e x c e s s  p r o f i t s  which e n t a i le d  an u n n ecessary  a f t e r  tax  

tr a n s fe r  o f about ^3*4 m il l io n  per yea r  abroad. He a t tr ib u te d  th e  

d e c is io n  o f  the Kenyan government to a cq u ire : ' 50 p er cen t of the share

h o ld in g  in  1971 to  a r e c o g n it io n  o f  the u nfavourable impact of the fo r e ig n  

r e f in e r y  o p e r a tio n s  on th e  b a lan ce o f paym ents.

A sse ss in g  th e impact o f  fo r e ig n  p r iv a te  in vestm en t in  the o i l

( 2 )in d u stry  on the ba lance o f payments o f  In d ia , V e d a v a lli  e s t im a te d  th at 

th e n e g a tiv e  e f f e c t s  o f r e f in e r y  a c t iv i t y  amounted to ^ 2 .2  m il l io n  between  

1955 and 1970 and the n e g a tiv e  im pact o f fo r e ig n  in vestm en t in  the m arketing

( 1) Herman, o n .c i t . . pp. 135-43 .
( 2 ) R. V e d a v a ll i ,  P r iv a te  F o re ig n  Investm ent and Economic Development -  A 

Case Study o f Petroleum  in  In d ia . Cambridge U n iv e r s ity  P r e s s ,  London,1976,
pp. 158-60 .
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s e c to r  amounted to ^ 26 .6  m il l io n  during 1954-70 . The unfavourable im pact 

o f  th e  o p e r a t io n s  o f  fo r e ig n  in vestm en t on the b a lan ce o f payments were 

caused  by th e  h ig h er  p r ic e s  charged by the o i l  com panies; a c a se  which  

was found in  b o th  India^^^ and P a k is ta n .

T herefore the dom estic  o i l  r e f in e r y  in d u str y  can c o n tr ib u te  to  the  

sa v in g  o f  fo r e ig n  exchange o n ly  when i t  i s  o p e r a tin g  under th e c o n tr o l  

o f  the cou n try . T his would g iv e  the country the o p p o rtu n ity  to  buy 

crude o i l  and p rod u cts from the in te r n a t io n a l market a t  p r ic e s  which  

are l e s s  than th o se  f ix e d  by the m u lt in a t io n a ls .  This would a ls o  enable  

th e d ev e lo p in g  c o u n tr ie s  to d iv e r s i f y  the so u rces  of crude o i l  and the  

u se o f  the r e c e n t ly  growing governm ent-to-governm ent d ea ls  w ith  OPEC 

c o u n tr ie s .

The degree o f  dependence o f  In d ia , P a k ista n  and Kenya on petroleum  

im ports w i l l  be a n a lysed  w ith  r e s p e c t  to  the im ports o f  b o th  crude o i l  

and r e f in e d  - o i l  products as w e l l  a s the o v e r a l l  dependence on petroleum  

im ports which w i l l  be compared, fo r  each cou n try , w ith  the g en era l r e la n c e  

o f  the low -incom e d ev e lo p in g  c o u n tr ie s  on o i l  im p orts. T h is in v o lv e s  the  

c a lc u la t io n  o f th ree  r a t io s  a s  fo llo w s

( i )  The d egree o f dependence on the im ports o f  crude o i l  i s  

m easured by the r a t io  o f  crude im ports to  the r e f in e r y  

throughput which i s  d e fin ed  as the p r o cessed  crude o i l ,  

w hether i t  i s  im ported or produced d o m e s t ic a lly .

( i i )  The degree o f  dependence on the im ports o f  petroleum  

p rod u cts which i s  measured by the r a t io  o f im ports o f  

r e f in e d  products to  net consumption o f p ro d u cts .

1) I b id . T ab les 4 .5  and 4 .6 ,  p .78; Table 4 .7 ,  p .79 .
2 ) O il and Gas J o u r n a l. 28 June 1965, p . 45.
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P rod u cts are d e fin ed  h ere as the energy petroleum  

p ro d u cts, i . e .  e x c lu d in g  the non-energy prod u cts  

such  as lu b r ic a n ts  and g r e a s e s . Consumption i s  d e fin ed  

as th e  n e t  in lan d  consumption o f  p ro d u cts , ex c lu d in g  

e x p o r ts , bunkers and r e f in e r y  f u e l s  and l o s s e s .

( i i i )  The degree o f  the o v e r a l l  dependence on petroleum  

im ports i s  measured by the r a t io  of a l l  im ports o f  

crude o i l  and products to  the t o t a l  a v a i l a b i l i t y  w hich  

i s  d e fin e d  as th e  r e f in e r y  th r o u tp u t  p lu s  the im ports  

o f  petroleum  p ro d u cts.

Table 2 -8  shows, fo r  I n d ia , P ak istan  and Kenya, the degree o f  

t h e ir  dependence on the im ports of o'rude o i l  and r e f in e d  o i l  prod u cts  

as w e ll  as th e  o v e r a l l  dependence which i s  compared to  the g en era l 

r e l ia n c e  o f th e  low-incom e d ev e lo p in g  c o u n tr ie s  on petroleum  im ports  

during the p er io d  1960-75. The r e l ia n c e  of In d ia  and P ak istan  on 

im ports o f crude i s  f a i r l y  h ig h , amounting to  66 and 89 per c e n t ,  

r e s p e c t iv e ly ,  o f  t o t a l  r e f in e r y  throughput in  1973, whereas a l l  K enya's 

requ irem ents o f  crude are im ported . The dependence on crude im ports  

has v a r ie d  depending m ainly on the changes in  th e  l e v e l s  o f dom estic  

output o f crude, but a ls o  on the changes in  dom estic consum ption of o i l  

p rod u cts. The 1960s marked a red u ctio n  in  the dependence o f  In d ia  on 

the im ports o f crude when the dom estic output o f  crude o i l  grew fa s t e r  

than o i l  consum ption. In  1969, im ports of crude accounted  fo r  61 per 

cen t o f t o t a l  throughput when dom estic p rod u ction  amounted to  6 .723  

m ill io n  to n s , whereas crude im ports reached 10 .702  m il l io n  to n s . While 

dom estic p rod u ction  lagged  behind consumption in  the e a r ly  1970s, th e  

dependence on im ported crude in cr ea se d  and amounted to  66 per c e n t .
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Table 2-8

The Degree o f Dependence on the Importa o f Petroleum  Crude and Products  
and the O v era ll Dependence o f  In d ia . P a k is ta n . Kenya and th e Low-income 
Group o f  the Non-OPEC D evelon ing  C ou n tries. 1960 -75 .

( in  p erce n ta g e s)

I960 1965 1968 1970 1971 1972 1973 1974 1975

The Dependence on / ^\ 
Im ports o f  petroleum  
Crude :

In d ia 94 70 65 63 65 63 66 70 67

P ak istan — 82 86 86 86 88 89 88 89

Kenya - 100 100 100 100 100 100 100 100

The Dependence on 
Im ports o f  petroleum  
p roducts ( 2) :  In d ia 23 20 4 7 10 16 17 13 14

P ak istan 98 28 36 11 27 16 19 21 21

Kenya 119 5 22 20 12 21 11 15 17

The O vera ll Dependence 
on crude and products^2)

In d ia 95 75 66 65 68 68 71 74 71

P ak istan 86 86 90 88 89 90 90 90 91

Kenya 100 100 100 100 100 100 100 100 100

Non-OPEC Low-income 
Group o f LDCs ( 3 ) 92 84 79 79 79 79 80 80 —

Source: (1 ) C a lcu la ted  fo r  the p eriod  1960-70 from U nited  N a tio n s , World
Energy S u p p lie s , 1950-1974, o p .c i t . , Table 6 , pp. 192-227 , and
fo r  the p eriod  1970-75 from U nited  N a tio n , World Energy S u p p lie s ,
1972-1976, o p .c i t . , Table 6, pp. 58 -7 6 .

( 2 ) C a lcu la ted  from data  m entioned in  fo o tn o te  o f Table 2 -6 .
( 5 ) C a lcu la ted  from L am bertin i, o p . c i t . . Table 4 , p . 7 .
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In  1974, th e  dependence on crude im ports in c r e a se d  to  70 per cen t  

w hich has been th e  h ig h e s t  l e v e l  to  d a te . During t h i s  y e a r , im ports 

o f  crude in c r e a se d  g r e a t ly  to  14 .629  m il l io n  to n s  to  com pensate the c u t-  

down in  product im p orts, whereas crude output o n ly  r e g is t e r e d  7 .4 9 0  m il l io n  

to n s . In  1975, the dependence on crude im ports d ecreased  to  67 p er  cen t 

*siS ■ the r i s e  in  output o f  crude from the new d is c o v e r ie s  was matched 

by sm all d e c r e a se s  in  crude im ports*

The d egree o f  dependence o f  P a k ista n  on crude im ports in c r e a se d  

throughout the 1960s and amounted to 86 per c e n t .  In  1 9 7 0 , • w h ile

crude im ports amounted to  3 .0 4 3  m i l l io n  to n s , dom estic  p ro d u ctio n  recorded  

0 .469  m il l io n  ton s o f  crude. By 1973, im ports o f  crude accounted  fo r  

89 per cen t o f  r e f in e r y  throughput m ainly because o f  the s ta g n a t io n  o f  

d isc o v e r y  a c t i v i t y  and the a b so lu te  d e c l in e  in  th e l e v e l  o f dom estic  

p rod u ction  o f  crude. In  th a t y ea r , im ports o f  crude d e c lin e d  to  2 .302  

m il l io n  ton s because o f  the sep a r a tio n  o f  B angladesh , though th ey  were 

matched by th e  r i s e  in  im ports o f  p rod u cts, but dom estic  p rod u ction  of 

crude d e c lin e d  to  0 .347  m i l l io n  to n s . By 1975, w h ile  crude im ports  

in cr ea se d  to  2.871 m il l io n  to n s , dom estic output in c r e a se d  s l i g h t l y  to  

0 .2 8 8  m il l io n  to n s  which fo llo w e d  the low  l e v e l  o f  0 .279  m i l l io n  tons  

in  1974.

The dependence on product im ports d im in ish ed  g ra d u a lly  as the  

dom estic r e f i n e r ie s  were e s ta b lis h e d  and th e ir  c a p a c i t ie s  have been 

in c r e a se d . The dependence o f  In d ia  on product im ports d ecreased  from 

23 per cen t in  I960 to  i t s  lo w e st p o in t  o f  4 per cen t in  1968; and 

in crea sed  aga in  to  14 per cen t in  1975. U n t i l  I9 6 0 , P a k ista n  was 

im porting alm ost a l l  i t s  requ irem ents o f  p rod u cts (9 8 ^ ). Im ports of 

p roducts in  t o t a l  consumption had d e c lin e d  to  11 per cen t in  1970; but
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in cr ea se d  a ga in  to  21 per cen t in  1975. The h i ^  dependence o f  Kenya 

on im ports o f  p rod u cts b efore th e e s t a b l is h in g  o f i t s  r e f in e r y  in  1964 

can be ex p la in e d  by the f a c t  th a t  im ports were o b ta in ed  not o n ly  fo r  th e  

Kenyan market but a ls o  fo r  E ast A frican  c o u n tr ie s  (Tanzania and Uganda). 

T h erea fte r , the dependence on im ports d ecreased  to  5 per cen t in  1965, 

in c r e a s in g  aga in  to  17 per c en t in  1975.

The f a c t  th a t  In d ia , P a k ista n  and Kenya acq u ired  th e ir  dom estic  

r e f in e r ie s  does n o t le a d  a u to m a tic a lly  to  s e l f - a i f f ic ie n q y in  o i l  p rod u cts. 

They s t i l l  im port ra th er  a sm a ll p a r t o f  th e ir  requ irem ents o f  products  

when r e f in e r y  c a p a c ity  f a l l s  sh o rt from s a t i s f y in g  dom estic  demand.

However, even  i f  a country has ach ieved  t h e o r e t i c a l ly  s u f f i c i e n t  c a p a c ity ,  

i t s  r e f in e r ie s  may not be a b le  to  supply the q u a n t i t ie s  o f each  p a r t ic u la r  

product which i s  com patible w ith  the p a tte r n  o f  dom estic demand. The 

dom estic r e f i n e r i e s  are l i k e l y  to  produce su rp lu se s  in  some products and 

d e f i c i t s  in  o th e r s .  This i s  the problem o f  "product-im balance" between  

r e f in e r y  output and the consum ption p a ttern  w hich u s u a l ly  i s  co rr ec ted  

through in te r n a t io n a l  trade in  petroleum  p ro d u cts.

The degree o f dependence o f In d ia , P a k ista n  and Kenya on o i l  im ports 

v a r ie s ,  th o u g h -it  r e f l e c t s , i n  g e n e r a l,th e  heavy r e l ia n c e  o f  the o th er  

low-incom e d ev e lo p in g  c o u n tr ie s  on o i l  im p orts. In  1974, w h ile  the low - 

income group depended on im ports fo r  80 per cen t o f t h e ir  o i l  n eed s, the  

h igh er income c o u n tr ie s  im ported 56 per cent o f  th e ir  o i l  requ irem ents;  

the middle income group im ported about h a l f  t h e ir  o i l  r e q u ir e m e n t s ,^

In  g e n e r a l, In d ia  i s  l e s s  dependent on o i l  im ports than th e  low-incom e 

c o u n tr ie s ,  in  a g g reg a te , w h ile  P a k is ta n 's  r e l ia n c e  on im ports i s  h ig h er .

As in  th e  case  o f  In d ia , the dependence o f the low-incom e group on im ports

(1 ) L am bertin i, o n .c i t . , p . 10.
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d e c lin e d  during the 1960s from 92 in  I960 to 79 per c e n t^ in  1972: because  

o f  the la r g e  in c r e a se  in  crude o i l  p rod u ction  which was a ch ie v ed  in  1968 

and con tin u ed  in to  the e a r ly  1970s. I f  th e se  c o u n tr ie s  are to  in c r e a se  

t h e ir  p ro d u ction  c a p a c ity  from i t s  current l e v e l ,  in v estm en ts  are  req u ired  

to  f in a n c e  p ro d u ctio n  in c r e a se s  in  r e l a t i v e l y  new areas and to  a r r e s t  

prod u ction  d e c l in e s  in  o ld e r  producing a r e a s .

In In d ia  and P a k is ta n , as w e ll  a s the low -incom e d ev e lo p in g  c o u n tr ie s ,  

th e dependence on o i l  im ports s ta r te d  to  in c r e a se  by th e  e a r ly  1970s as  

consumption had grown f a s t e r  than dom estic p ro d u ctio n .

4 . The D e v e lo m e n ts  in  the D om estic P rod u ction  o f  Petroleum  Crude

Growth tren d s  between petroleum  crude p rod u ction  and im ports in  the  

th ree  c o u n tr ie s  during 1960-75 are shown in  T able 2 -9 . I n d ia ’ s p rod u ction  

o f  crude was grow ing a t 51.1 p ercen t per annum during 1960-70 , w h ile  im ports  

grew o n ly  a t  7 .4  per cen t per annum. T his p ic tu r e  had changed during 1970-75  

when p ro d u ctio n , growing a t  4 .0  per cen t per annum, had lagged  behind crude 

im ports which had grown a n n u a lly  a t 4 .5  p e r c e n t.

In P a k is ta n , the 4 5 .8  per cen t average annual groifth  r a te  o f  crude

im ports was o n ly  matched by 4 .4  per cen t per annum in c r e a se s  in  production

during 1960-70 . The case  was even worse during 1970-75 when im ports grew

a t  0 .6  per cen t per annum w h ile  the crude p rod u ction  d e c lin e d  by - 6 .5  per

c e n t  per annum, Kenya which has not y e t  d isco v ere d  petroleum  ex p er ien ced  a

f a s t  growth r a te  o f crude im ports reach in g  5 8 .9  per cen t per annum during

1960-70 and s low in g  down to  5.1  per cen t per annum during 1970-75 .

/ o f
The la g g in g  behind p rod u ction  could  be ex p la in e d  by the f a c t  th a t the 

producing w e lls  in  both In d ia  and P ak istan  were a l l  d isco v ere d  in  the e a r ly  

1950s and 1960s; th ere  has been no s ig n i f ic a n t  a d d it io n  to  t h e ir  number 

in  the p a s t  10 y e a r s . Most o f th e  r e c e n t  d is c o v e r ie s  are m a rg in a l, and 

re p r e se n t sm a ll accum ulations o f o i l .  S in ce the a d d it io n  to  proved am.
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Table 2-9

The Average Annual Growth R ates o f  P roduction  and Im ports of Crude 
Petroleum  in  I n d ia . P ak istan  and Kenya. 1960-75 .

Petroleum  Crude P roduction Petroleum  Crude Im ports

1960-70 1970-75 1960-70 1970-75

In d ia 31.1 4 .0 7 ,4 4 .5

P ak istan 4 .4 - 6 .5 4 3 .8 0 .6

Kenya - - 3 8 .9 5.1

Source ; C a lcu la ted  from th e source ( l ) ,  fo o tn o te  o f Table 2 -8  by u s in g  
the form ula r  (th e  average annual growth r a te )

t  (------
r= (PJ

in d ic a te d  r e s e r v e s  have been sm a ll, th e current l e v e l s  o f  proved r e se r v e s  

would go down a p p rec ia b ly  under the p ressu r es  o f in cr ea se d  p rod u ction .

Table 2 -10  shows th e v in ta g e  com position  o f  crude p rod u ction  and y ie ld  

per w e ll in  m id -1974 in  In d ia  and P a k is ta n . 43 p ercen t of the

Indian  p rod u ction  o f  crude has been produced from f ie ld s  d isco v ere d  b efore  

1955, 49 per cen t from f i e l d s  d isco v ered  between 1955 and 1965, and 8 per 

cen t from f i e l d s  d isco v ered  s in c e  1965. P ak istan  has a r e l a t iv e  advantage 

s in c e  43 per cen t o f i t s  dom estic  crude comes from f i e l d s  d isco v ere d  a f t e r  

1965. However, more than one h a lf  o f  i t s  p rod u ction  s t i l l  comes from 

o ld er  f i e l d s .

The efïita on f i e l d  v in ta g e  on w e ll  p r o d u c t iv ity  in d ic a te s  th a t  

p r o d u c t iv ity  in  f i e l d s  d isco v ere d  s in c e  1955 and 1965 was s ig n i f i c a n t l y  h igh er



Table 2-10

In d ia  and P a k is ta n ; T in tage  Q om uosition of Crude O il P rod u ction  and 
Y ie ld  per W ell -  mid 1974.

(b/,d and

F ie ld s D iscovered

B efore 1955 Prom
to

1955
1965

From 1965 
Onwards

T o ta l

t / d . $ b /d fc  .. . _ b /d - ....... 5̂  . b /d  ^

In d ia

production^  ̂^ 67 ,7 4 2 43 7 6 ,7 7 8 49 11 ,480 8 156,000 100

y ie ld  per
w e ll:^ / 6 8 ,8 - 167 .3 - 112 ,5 - 120.&*^ -

P a k ista n

production^  ̂ ^ 4 ,0 0 6 57 - — 3 ,0 5 7 43 7 ,0 6 3  100

y ie ld  per / \ 
w ell^ ^ / 3 3 3 .8 — - 164 ,3 - 518.^ *) -

Source : ( 1 ) L am bartin i, op . c i t . .  Table 11, p. 22,

(2 )  I b id . Table 12, p . 23 . 

(*) A verages

than in  o ld e r  f i e l d s  in  In d ia . Only in  P a k ista n  are th e  o ld e r  f i e l d s

more p ro d u ctiv e  than the newer on es. C onsequently , I n d ia 's  d e c lin e  r a te s  

had in c r e a se d  from 2 .3  per cen t in  1965 to  6.1 per cent in  1974 s in c e  th e  

in c r e a se s  o f p rod u ction  from 23 m il l io n  b a r r e ls  in  1965 to

(*)

d e c l in e  r a te  i s  the r a te  a t  which w e ll  y ie ld  d e c l in e s  due to l o s s  
o f  r e s e r v o ir  p r e ssu r e s  and w e l l  in te r fe r e n c e .  The p r o d u c tio n /r e se r v e s  r a t io  
has u s u a l ly  been adopted as a proxy to  the d e c l in e  r a te  of the country as a 
w hole. The r a t io ,  in  th e  l i m i t ,  i s  equal to the d e c lin e  r a te ,  A f a l l  in  
th e d ec lin e  r a te  means th a t known r e se r v e s  have in c r e a se d  f a s t e r  than th e  
r a te  o f o f f t a k e .
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56 m il l io n  b a r r e ls  in  1974 bad been matched by d e c l in e s  o f  r e s e r v e s
CD

from 1000 to  926 m il l io n  b a r r e ls .  P a k is ta n 's  d e c l in e  r a te s  had d ecreased  

from 1 4 .8  per c e n t  in  1965 to  1 0 .0  per cen t in  1975 as th e 3 m il l io n  

b a r r e ls  in c r e a se s  in  r e s e r v e s  had been matched by 1 m i l l io n  b a r r e ls  

d e c l in e s  in  p ro d u ctio n  during th a t  period* However, d e s p ite  the  

improvement in  P a k is ta n 's  d e c l in e  r a t e s ,  th ey  are  s t i l l  h ig h e r  than  

th e  o th er  producing a r e a s .

There have been many rea so n s behind the s ta g n a tio n  o f  dom estic  

p rod u ction  o f crude in  the d ev e lo p in g  c o u n tr ie s .  F i r s t l y ,  d e c l in in g  

in te r n a t io n a l crude p r ic e s  during the 1960s, a cco rd in g  to  L am ertin i, 

has a f f e c t e d  th e  expansion  o f  crude production  in  c o u n tr ie s  where 

p rod u ction  was o n ly  geared  to  th e  dom estic m arket, and where o p era tio n s  

were sta te -o w n ed . P r ic e s  of crude and p ro d u cts , d o m e s t ic a lly  produced, 

were o fte n  h e ld  a t  u n p r o f ita b le  l e v e l s ,  d isco u ra g in g  in v estm en ts  and 

e x p lo r a tio n  in  newer, more r i s k y  a r e a s . The f a l l i n g  p r o f i t a b i l i t y  

discou raged  th e developm ent of sm a lle r  p r o sp ec ts  in  known areas*  

C onsequently , the number o f  s u c c e s s fu l  ex p lo r a to r y  w e l l s  d r i l l e d  

r e l a t iv e  to  t o t a l  d r i l l i n g  (th e  su ccess  r a t io )  d e c lin e d , le a d in g  -  

to g e th e r  w ith  the s ta g n a tio n  o f  ex p lo r a to r y  e f f o r t  -  to  the s ta g n a tio n  

or d e c l in e  o f r e s e r v e s  and d e c l in e  in  y ie ld *

S eco n d ly , the d e c lin e  in  th e  p r o f i t a b i l i t y  of crude o i l  o p era tio n s  

had reduced the investm ent funds th a t the in d u str y  cou ld  g en era te  to  

fin a n ce  i t s  exp an sion  in  non-OPEC d ev e lo p in g  c o u n tr ie s .  I n c r e a s in ^ y ,

(1 )  L am bertin i, o n .c i t . . Table 13, p . 24,

(2 )  I b id . ,  p . 21.



the in d u str y  responded to  th e  grow ing demand f o r  p etroleum , during  

th e 1960 's  by expanding r e f in e r y  c a p a c i t ie s  to  p ro cess  im ported crude.

Hence, in v estm en ts  in  r e f in in g  fu r th e r  r e s t r i c t e d  . . the

a v a i l a b i l i t y  o f  c a p it a l  fo r  crude o i l  p rod u ction  o p e r a tio n .

T h ird ly , i t  may be added th a t the a v a i l a b i l i t y  o f  p le n ty  of 

lo w -c o s t  o i l  from the t r a d it io n a l  producing a rea s  such as  the M iddle 

E ast and V en ezu ela  r e s u lte d  in  in s ig n i f i c a n t  e f f o r t s  from the m u lt i

n a t io n a ls  to  ex p lo r e  and produce o i l  in  the non-OPEC d ev e lo p in g  

c o u n tr ie s . The a c t i v i t i e s  o f  the o i l  companies in  such m arkets were 

l im ite d  to  the e s t a b l is h in g  o f  f a c i l i t i e s  to accommodate th e  ’ crude 

produced in  th e t r a d it io n a l  p rod u ctiv e  a rea s . T h erefore , the a c t i v i t i e s  

o f the o i l  com panies had n o t exceeded  the r e f in in g  o f  t h e ir  crude 

and m arketing and d is t r ib u t in g  the p ro d u cts.

F in a l ly ,  th e in te r n a t io n a l o i l  companies had not o n ly  r e fr a in e d  

from sea rch in g  fo r  o i l  in  th e  new areas in  the non-OPEC d evelop in g  co u n tr ie s  

but a ls o  used  th e ir  power to  b lock  the governments o f d ev e lo p in g  co u n tr ie s  

from u ndertak ing such a c t i v i t i e s  th em selv es . The in te r n a t io n a l  o i l  

companies used  th e  power o f  t h e ir  home governments and th e ir  in f lu e n c e  

in  World o r g a n isa tio n s  such as the In te r n a t io n a l Monetary Fund and the 

World Bank to  p ressu re  the governments o f the non-OPEC d evelop in g  c o u n tr ie s  

not to use p u b lic  funds to undertake in d igen ou s o i l  e x p lo r a tio n s*   ̂ ^

The nom inal argument used by th e s e  " a id -g iv in g "  fo r e ig n  in s t i t u t io n s  was 

th a t "aid money" should  n o t be d iv e r te d  to o i l  e x p lo r a tio n  or b u ild in g  

government r e f in e r ie s  because the in te r n a t io n a l o i l  companies had the  

v a s t  p o o ls  o f  c a p ita l  and ex p er ien ce  needed fo r  t h is  ta sk , M* Tanzer 

argued th a t the " rea l aim o f  th e se  fo r e ig n  a g e n c ie s  was to support the

(1 ) M, Tanzer, The Energy C r is is :  World S tru g g le  fo r  Power and W ealth. 
Monthly Review P r e ss , London, 1974» P* 108.
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in te r n a t io n a l o i l  companies in  th e ir  p ro fit-m a k in g  a c t i v i t i e s * ^

5 . C onclusion

T his ch ap ter  review ed the r e la t iv e  im portance o f  o i l  in  the  

p a ttern  o f  en ergy  consumption in  In d ia , P a k ista n  and Kenya during the  

p eriod  1960-75 and the e x te n t  to  which th ese  c o u n tr ie s  depend on o i l  

im ports to  s a t i s f y  dom estic consum ption. The s ig n i f ic a n c e  o f  o i l  in  

t o t a l  energy consum ption v a r ie s  among In d ia , P a k ista n  and Kenya, though  

i t  remains in  l i n e  w ith  the g en era l trend in  o th er  low -incom e d ev e lo p in g  

c o u n tr ie s . D uring the p er io d  1 9 ^ - 7 3 ,  o i l  consumption in c r e a se d  by 2 .5  

tim es in  th e low -incom e c o u n tr ie s ,  w h ile  in  I n d ia , P a k ista n  and Kenya, 

i t  in cr ea se d  by 3 .0 ,  1 .5  and 1 ,6  t im es , r e s p e c t iv e ly .  B ut, w h ile  during  

th e  same p e r io d , the share o f  o i l  in  t o t a l  en ergy  consumption d e c lin e d  

in  P a k ista n , a g a s -o r ie n ta te d  economy, from 52 to  42 per c e n t ,  i t  

in crea sed  in  I n d ia , a c o a l-o r ie n ta te d  economy, from 15 to  25 per c e n t ,  

r e f l e c t in g  th e g en era l s i t u a t io n  in  the low -incom e c o u n tr ie s ,  whose o i l  

share in c r e a se d  from 32 to 42 per cen t during th a t p er io d . In  g e n e r a l, 

th e  p a ttern s  and tren d s of o i l  consumption in  th e  th ree  c o u n tr ie s  are  

dominated by such products which are r e la te d  to  the consumption o f the 

p rod u ctive  s e c to r s  ra th er  than to  f i n a l  consum ers, in d ic a t in g  the c lo s e  

l in k  between o i l  consumption and economic a c t i v i t y .

The degree o f dependence on petroleum  im p o rts , which i s  dominated 

by crude o i l ,  v a r ie s  among the th ree  c o u n tr ie s , though i t  r e f l e c t s  the 

heavy r e l ia n c e  on o i l  im ports o f the low-incom e c o u n tr ie s .  T h is dependence 

i s  governed by the l e v e l  o f  dom estic  output of crude o i l ,  whose growth i s  

determ ined by th e  e f f o r t s  to  add new o i l  r e se r v e s  by d ev e lo p in g  the 

e x i s t in g  f i e l d s  and e x p lo r in g  new on es. Kenya has to  import a l l  her

( l )  Ib id , p. 109.



o i l  req u irem en ts; P a k is ta n 's  im ports o f  o i l  and r e f in e d  o i l  p ro d u cts , 

as p ercen ta g es  o f  o i l  consum ption, in c r e a se d  from 86 per cen t in. 1960 

to  90 per cen t in  1973, w h ile  th ey  d ecreased  from 95 to  71 per cen t in  

the case o f  In d ia  which came in  l i n e  w ith  o th er  low -incom e c o u n tr ie s  

whose im ports a ls o  decreased  from 92 to  81 per cent*

With regard  to the sh o r t-te r m , the a v a i l a b i l i t y  o f n o n -o i l  in d igen ou s  

so u rces o f  energy in  In d ia  and P ak istan  helped  in  m it ig a t in g  the immediate 

adjustm ent o f  o i l  consumption during 1973-75. W hile the a b so lu te  amount 

o f  energy consum ption in c r e a se d  in  the th ree  c o u n tr ie s , the share of o i l  

in  the t o t a l  d e c lin e d  to  about 23 per cen t in  In d ia  and 40 per cent in  

P a k is ta n , cou n ter-b a la n ced  by a r i s e  in  c o a l consumption in  th e former 

and gas consum ption in  the l a t t e r  country , whereas in  Kenya th e share of 

o i l  a c tu a lly  in c r e a se d  to 93 per c e n t , due to the a b so lu te  d e c l in e  in  

im ported c o a l .  The a b so lu te  d e c l in e  in  the consum ption of o i l  was 

n o t ic e a b le  in  In d ia  in  1974 ( l . 9  per cen t) but s l i g h t  in  P a k ista n  in  1975

(O .l per c e n t ) ,  whereas o i l  consumption in  Kenya o n ly  slow ed down a t 6*3

per cen t during 1975. The e f f o r t s  made to  a d ju st  o i l  consum ption in  the

th ree  c o u n tr ie s  were g e n e r a lly  d ir e c te d  on p roducts r e la t e d  to  household

consumption in  an attem pt to  m ainta in  consum ption l e v e l s  o f  prod u cts which  

are used in  p ro d u ctiv e  s e c t o r s .  By 1975, the share o f o i l  im ports in  t o t a l  

o i l  consumption in  In d ia  rem ained a t  71 per cen t because of the r i s e  in  

dom estic p rod u ction  o f crude o i l ,  whereas i t  in c r e a se d  to 91 per cent in  

P ak istan  m ain ly  because of the a b so lu te  d e c lin e  in  the in d igen ou s  

p rod u ction  o f crude.
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GHAPTER I I I  

PETROLE#! CONSUMPTION AED ECONOMIC GROWTH

H is t o r ic a l ly ,  in  the d eveloped  and d ev e lo p in g  c o u n tr ie s ,  th ere  has 

been a c lo s e  r e la t io n s h ip  betw een economic growth and energy consum ption. 

Such a r e la t io n s h ip  has been drawn from the lon g-term  h i s t o r i c a l  record  

o f  the in d u s t r ia l i s e d  c o u n tr ie s ,  th e  s im i la r i t y  over decades o f  ex p er ien ces  

o f  d if f e r e n t  c o u n tr ie s  and the c r o s s - s e c t io n a l  s tu d ie s  o f c o u n tr ie s  o f  

d if f e r e n t  s ta g e s  o f econom ic developm ent. The a s s o c ia t io n  betw een changes 

in  energy consum ption and r e a l  econom ic growth i s  summarised by th e  term

( 1  )"energy e l a s t i c i t y " .

10 The A ss o c ia t io n  between Energy Consumption and Economic Growth in  

D evelop ing  C ou n tries

The most s t r ik in g  fe a tu r e  o f  the poor c o u n tr ie s  i s  th a t t h e ir

econom ic, s o c i a l ,  and p o l i t i c a l  changes, which u s u a l ly  accompany the

economic developm ent p r o c e s s , would le a d  in e v i t a b ly  to  a p er io d  when

energy consum ption grows f a s t e r  than n a t io n a l ou tp u t. Such a tren d  would

be r e in fo r c e d  by the accep ted  te n e t  in. econom ic f a i t h  o f the c lo s e

r e la t io n s h ip  between economic growth and in d u s t r ia l i s a t io n .  Furtherm ore,

in d u s t r ia l i s a t io n  may in v o lv e  s e c to r a l  s h i f t s  in  favour o f  e n e r g y - in te n s iv e

in d u s tr ie s  and a co n cen tra tio n  o f  p rod u ction  and ex p en d itu re  towards

e n e r g y - in te n s iv e  p rod u cts. D esp ite  the dominance o f t r a d i t io n a l  sou rces

o f  energy in  LDCs, an e a r ly  stud y  o f  the U nited  N ation s showed a v ery  h igh

p o s i t iv e  c o r r e la t io n  between per c a p ita  income and per c a p ita  commercial

( 2 )energy consum ption.

(1 ) $ee V. Sm il and T. Kua, "European Energy E la s t i c i e s " ,  Energy/- P o l ic y . Vol*4, 
N o,2 (June 1976), pp. 171-74; F.G. Adam and P. M iovic, "On R e la t iv e  F u el 
E ff ic ie n c y  and the Output E l a s t i c i t y  of Energy Consumption in  Western 
Europe", The Journal o f I n d u s tr ia l  E conom ics. V o l. 16, No. 1 (N o v e m b e r  1968)  ̂
pp. 4 1 -5 6 .

( 2 ) U nited  N a tio n s , T echniques o f  uetroleum  developm ent. U.N. New York, 1964, 
pp. 1-29o
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The ra p id  in c r e a se s  in  energy consum ption today in  LDCs i s  n o t a 

new phenomenon as th o se  c o u n tr ie s  which were d ev e lo p in g  d u rin g  the  

n in e te e n th  cen tu ry  went through e x a c t ly  the same p r o c e s s .  Darm stadter 

found th a t betw een 1890 and 1920, energy consum ption in  the U .S . in cr ea se d  

o n e -a n d -a -h a lf  tim es as f a s t  a s  GNP, w h ile  betw een 1920 and 1965, i t  grew 

more s lo w ly ; o n ly  th r e e -q u a r te r s  o f the r a te  o f GNP. The p r e - 1920's  

f a s t e r  growth r a te s  r e f l e c t e d  p r im a r ily  the ra p id  growth o f m anufacturing.^   ̂^

When a cou n try  i s  m oving s t e a d i ly  towards a h ig h er  degree o f  

e n e r g y - in te n s iv e n e s s  in  p ro d u ctio n , then the s p e c i f i c  energy co n ten ts  o f  

in crem en ta l ou tput w i l l  be h i ^ e r  than the average fo r  a l l  ou tp ut from  

which i t  s t a r t e d .  M oreover, much o f the used  energy  would n o t gen era te  

immediate ou tput s in c e  a t y p ic a l ly  poor country d ev o tes  a la r g e  amount o f  

i t s  r e so u rce s  to e s ta b l is h in g  the in fr a s tr u c tu r e  and s tr u c tu r a l  o u t le t s .

When th e country reach es the. s t a t e  o f  maximum energy dependence, i t s  

energy c o - e f f i c i e n t  tends to  f a l l  as th e  energy in p u ts  in c r e a se  l e s s  than  

the r e s u l t in g  r i s e s  in  o u tp u t.

(  2 )L.G. Brookes t e s t e d  the h y p o th e s is  th a t ,  "as a country moves 

through the v a r io u s  s ta g e s  o f i t s  econom ic developm ent from p r im it iv e  

su b s is ta n c e  a g r ic u ltu r e  to th e  u lt im a te  s t a t e  o f  f u l l  e n e r g y -dependent 

p ro d u ctio n , i t s  u s e fu l  energy e l a s t i c i t y  s t e a d i ly  f a l l s  from a h ig h  

v a lu e  ten d in g  >a s y m p t o t ic a l ly ' to  one". His f in d in g s  in d ic a te d  th a t the  

s lo p e  o f th e  w hole group of c o u n tr ie s ,  developed  and d e v e lo p in g , s ta r te d  

a t some v a lu e  above one and moved c lo s e r  to one as th ey  moved up the 

curve o f in d u s t r ia l  developm ent. He found th a t the s lo p e  o f  d evelop in g  

c o u n tr ie s  was always s teep er  than the correspond ing  s lo p e  o f  developed  

c o u n tr ie s .

( 1) J . D arm stadter, "Energy", in  R.G, Ridker ( e d , ) .  P o p u la tio n . R esources and 
the Environm ent. Commission on P op u la tion  Growth and the American F u tu re , 
V ol. 3 , U .S . Government P r in t in g  O ff ic e , W ashington, D .C ., 1972, p p .105-49

( 2 ) L.G. B rookes, "More on the Output E l a s t i c i t y  o f  Energy Consumption", The 
Journal o f  I n d u s tr ia l  Econom ics, V ol. 21, No. 1 (November 1 9 7 2 ) ,p p .8 7 -9 0 .
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The r a p id  r i s e  in  energy  consum ption and the  h ig h  energy  e l a s t i c i t y  

in  the d ev e lo p in g  c o u n tr ie s  can be a t t r i b u t e d  to  th e  f a c t  th a t  la rg e  

p ro p o r tio n s  o f energy in p u ts  a re  so t i g h t l y  l in k e d  w ith  the  e s s e n t i a l  

u ses  in  househo ld  s e c to r  ba t  ̂ p a r t i c u l a r l y ,  p ro d u c tiv e  s e c to r s ,  i . e .  

in d u s try ,  a g r ic u l tu r e  and p u b lic  t r a n s p o r ts ,  w hereas in  th e  advanced 

c o u n tr ie s ,  a c o n s id e ra b le  p ro p o r tio n  of energy  consum ption i s  u sed  in  

p e rso n a l s e r v ic e s  and com fort fu n c t io n s ,  i . e . ,  a i r  c o n d itio n in g , 

h e a tin g  and p r iv a te  t r a n s p o r t .  A ccording to  Hudson and Jo rg en so n ,^^^  

energy  u ses  can be s p l i t  in to  two broad  c a te g o r ie s :  d i s c r e t io n a r y  u ses  

and p ro cess  u s e s . D is c re t io n a ry  u ses  in c lu d e  energy in p u ts  fo r  p e rso n a l 

and p r iv a te  u se s  such as h e a t in g , c o a lin g  and autom obile  t r a v e l ,  w hile  

p ro cess  u ses  cover f u e l  in p u ts  fo r  h e a tin g  m a te r ia ls ,  d r iv in g  m achinery 

and tu rn in g  e l e c t r i c  g e n e ra to r s .  D is c re tio n a ry  u se s  a re ,  ty p ic a l ly ,  

c h a r a c te r is e d  by g re a te r  f l e x i b i l i t y  than  p ro c e ss  u se s . F i r s t l y ,  

th e  a s s o c ia te d  c a p i t a l  s to ck  in  d is c r e t io n a r y  u ses  i s  g e n e ra l ly  le s s  

d u rab le  and e a s ie r  to  re p la c e  w ith  more energy  e f f i c i e n t  c a p i t a l .

Secondly , d is c r e t io n a r y  u ses  a re  in p u ts  to  th e  g e n e ra tio n  of p sy c h o lo g ic a lly  

r a th e r  than  te c h n ic a l ly  perfo rm ance, e .g .  d e s i r e d  m ile s  d riv e n  r a th e r  

th an  energy  in p u ts  re q u ire d  p e r ton  o f a lu m in ia  to  be sm elted , so th a t  

the  le v e l  o f use  w ith in  th e  e x is t in g  c a p i t a l  s to c k  can be more r e a d i ly  

v a r ie d .  G iven t h i s  c a te g o r iz a t io n ,  we would ex p ec t to  f in d  a low r a t i o  

o f  d is c r e t io n a r y  to  p ro cess  u se  in  m anufactu ring  and an even low er r a t i o  

in  e l e c t r i c  g e n e ra tio n , w hereas th e  r a t i o  i s  h ig h  in  p e rso n a l u se s .

A d d it io n a l ly ,  energy e l a s t i c i t i e s  in  d ev e lo p in g  c o u n tr ie s  have 

in c re a se d  even more due to  i n s t i t u t i o n a l  re a so n s . Most of th e se  c o u n tr ie s  

have n o t shown p re fe re n c e s  f o r  energy e f f ic ie n c y  and en v ironm en ta l

( l )  E.A. Hudson and D.w, Jo rg en so n , "Tax P o lic y  and Energy C o n se rv a tio n " , 
in  D.W. Jo rgenson  ( e d . ) ,  Econom etric S tu d ie s  o f U .S. Energy P o l ic y , 
N orth  H olland  P u b lish in g  C o., Amsterdam, 1976, p. 65.
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r e g u la tio n s  w hich have le d  to a red u ctio n  in  th e  energy-incom e r e la t io n 

sh ip  in  th e advanced c o u n tr ie s .

In  v iew  o f  the s tr e n g th  o f  the energy-incom e r e la t io n s h ip  in  

d ev e lo p in g  c o u n tr ie s ,  the id e a , a r i s in g  during the 1973 changes in  the  

energy m arket, th a t  energy co n serv a tio n  does n o t a f f e c t  econom ic grow th, 

i s  q u e s t io n a b le . Richardson^^  ̂ argued th a t m easures to promote energy  

co n serv a tio n  can be im plem ented o n ly  a t  the expense o f econom ic growth  

and the r i s k  o f  d is tu r b in g  th e growth o f th e economy. C r i t i c i z in g  the

( 2 )energy p r o je c t  o f  the Ford Foundation , Burnham p o in ted  out th a t  the  

id ea  th a t g r e a t ly  reduced energy u sages  w i l l  n ot s e r io u s ly  a f f e c t  the 

economic w e llb e in g  would m is le a d  the n a tio n .

Table 3-1 shows th e  average annual growth r a te  o f GDP, and the 

consumption o f  t o t a l  energy and o i l  o f In d ia , P a k is ta n  and Kenya fo r  

the p er io d s 1960-70 and 1970-75 . In  In d ia  t o t a l  energy consum ption, 

w h ile  growing f a s t e r  than GDP, lagged  behind o i l  consum ption. During 

196C-7O, w h ile  GDP grew a n n u a lly  a t 3 .6  per c e n t ,  o i l  consum ption grew 

a t  8 .8  per cen t per annum, tw ice  as f a s t  as the growth o f  energy  

consum ption, %'fhen the growth of GDP slow ed down to  o n ly  1 .8  per cen t  

per annum d u rin g  1970-75 , the growth o f  energy consum ption a c c e le r a te d  

a t 6 ,3  per cen t per annum. During th a t p e r io d , o i l  consum ption, \é iich  

had h a lte d  to  6 .9  per cent per annum, was s t i l l  grow ing f a s t e r  than 

t o t a l  energy consum ption.

( 1) R ichardson , on. c i t . , p . 4,

( 2 ) Energy P o lic y  P ro jec t o f  the Ford Foundation . A Time to  Choose -  
American Energy F u tu re . B a ll in g e r  p u b lish in g  C o., Cambridge, M ass., 
1974, p . 362.
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Table 3-1

(a )The Average Annual Growth R ates o f  GDP and the Consumption o f  O il 
and Energy in  I n d ia . P a k ista n  and Kenya fo r  the p er io d s  1960-70 and 
19_70_-73.

GDP ^^) ( 2 )T o ta l enerev O il(^ )

1960-70 1970-75 1960-70 1970-75 1960-70 191QnZ5

In d ia 3«6 4.7 6,3 8 .8 6.9

P ak istan 5 . 4 W 2 . 4 ( 5 ) 7 .s (^ ) 4o0 6 .7^^) 0*7

Kenya 4,6 1 .7 (° ) 8*9 i . q( ° ) 9o7

Source: ( l )  U n ited  N a tio n s, Yearbook o f  N a tio n a l A ccounts S t a t i s t i c s .  1976».

In te r n a t io n a l T a b les , V o l. 2 , U .N ., New York, 1977, Table 4A, 

pp. 124—231 *

( 2 ) C a lcu la ted  from d ata  shown by fo o tn o te  o f  Table 2 -1 , Chapter I I .

( 3 ) C a lcu la ted  from country pages in  In te r n a t io n a l Monetary Fund, 

In te r n a t io n a l F in a n c ia l S t a t i s t i c s , V o l. 31 , No. 5 May 1978),

N ote: (a ) Average annual growth r a te  (r )  = ^ /p t~  .
. Y Po

(b) Growth r a t e s  o f a l l  P a k ista n , in c lu d in g  B angladesh, cover the  

p er io d  1960-69.

(c )  Growth r a te s  o f  GDP of Kenya covers the p er io d  1964-70 fo r  

which the data i s  o n ly  a v a ila b le .  Growth r a te s  o f  o i l  and 

energy consumption are shorn fo r  the same p er io d  fo r  the  

purpose o f  c o n s is te n c y .
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The same p a ttern  o f  growth rep ea ted  i t s e l f  in  P a k is ta n . W hile 

GDP was growing a t  5*4 per cent per annum during I96O 7 O, energy  

consumption was growing a n n u a lly  a t 7*8 per cen t w hich i s  s l i g h t l y  f a s t e r  

than the growth o f o i l  consum ption (6 .7  per c e n t ) .  If/hen GDP growth 

slow ed dovm to  2 .4  per cen t per annum during 1970-75 , t o t a l  energy  

consumption grew a t 4*0 per cen t per annum, hut o i l  consumption  

stagn ated  a t 0 .7  per cen t per annum.

Consumption o f  energy and o i l  lagged  behind  th e growth o f  GDP in  

Kenya during the p er iod  1964"70; the y ea rs  which fo llo w e d  d ir e c t ly  the 

independence o f  th e cou n try . During th a t p e r io d , w h ile  energy and 

o i l  consumption grew a t 1 .7  and 1 .0  per c e n t , r e s p e c t iv e ly  per annum,

GDP grew a t 6 ,9  per cen t per annum. However, such a p a tte r n  changed 

d ra m a tica lly  during the exp an sion  o f  in d u s t r ia l  a c t i v i t i e s  in  the m id- 

1970s, Hence, o i l  consumption grew an n u ally  a t 9 .7  per c e n t , tw ice  as 

f a s t  as GDP; and t o t a l  energy consumption grew s l i g h t l y  slow er a t 8 ,9  

per cen t per annum.

Rough e s t im a te s ^ )o f  the income e l a s t i c i t y  o f the demand fo r  both 

t o t a l  energy and o i l  can be o b ta in ed  by d iv id in g  the growth r a te s  o f  both  

energy and o i l  consumption by the growth r a te s  o f  GDP over a g iven  p er io d .

The num erical v a lu e s  would, th en , g iv e  the p ercen tage changes in  both

( 1 )energy and o i l  consumption fo r  each  1 .0  per cen t changes in  GDP as fo llo w s :

(■^)Pormally, the income e l a s t i c i t y  o f demand fo r  energy can be exp ressed  a s:

e = o Y _ d lo g  B. where E i s  the consumption o f  energy and Y i s  
dY E -  d lo g  Y

income.

( 1) C a lcu la ted  from Table 3 -1 .
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E l a s t i c i t y  o f T otal Energy E l a s t i c i t y  o f  O il

1960-70 1970-75.......... - 1960-70 1970-75

In d ia 1.31 3 .5 0 2 .4 4 3 .8 3

P ak istan 1 .4 4 1.67 1 .2 4 0 .29

Kenya 0 .2 5 1.93 0 .1 4 2.11

I t  seems th a t in d iv id u a l c o u n tr ie s ,  because o f  t h e ir  unique economic

s t r u c tu r e ,  a re  locked  in to  a p a r t i c u l a r  p a t te r n  of energy consum ption in

g en era tin g  n a t io n a l income. However, t h is  r e la t io n s h ip  i s  n ot immutable;

i t  h o ld s  w e ll  over a p eriod  o f  tim e, changing s lo w ly  as s tr u c tu r a l changes

p roceed . For any g iven  changes in  I n d ia 's  n a t io n a l ou tp u t, changes in

energy and o i l  consumption would be n o t o n ly  la r g e r  than P a k ista n  and

Kenya bu t would a lso  a c c e le r a te  f a s t e r .  M oreover, the  computed

e l a s t i c i t i e s  fo r  a u j f'a.kista.n t  tkiG l a s t  decade , a re  g re a te r
than
/ one. I n d ia 's  income e l a s t i c i t y  o f demand fo r  energy in cr ea se d  from 1.31 

during 1960-70 to  3 .5 0  du rin g  1970-75. M oreover, o i l  e l a s t i c i t y  which  

was over 2 during  1960-70 in c r e a se d  by n e a r ly  50 per c e n t , rea ch in g  3 .83  

during 1970-75.

P a k is ta n 's  economy has l e s s  a p p e t ite  fo r  energy and in  p a r t ic u la r  

fo r  o i l  than I n d ia . Between 1960-69 and 1970-75 , income e l a s t i c i t y  

of the demand o f energy in c r e a se d  s l i g h t l y  from 1 . 44  to  1 . 67 ,  w hile  

o i l  e l a s t i c i t y  d e c lin e d  sh a rp ly  from 1.24 to o n ly  0 . 2 9 .  In  c o n tr a s t ,

Kenya has ex p er ien ced  la r g e  changes in  i t s  o i l  and energy e l a s t i c i t i e s *  

Demand fo r  energy and o i l  w ith  r e sp e c t  to income during 1964^70 was 

in e l a s t i c .  During 1970«*75, th e  e l a s t i c i t i e s  o f  energy and o i l  became 

1,93 and 2.11 r e s p e c t iv e ly .



71.

2o The E f f e c t  o f the P a ttern  o f  Economie Growth on P etroleum  Qonsum-ption

In c r e a se s  in  o i l  consum ption would accompany a growth in  n a t io n a l  

output as th e  co u n try 's  p rod u ction  p o s s i b i l i t i e s  curve s h i f t s  outwards 

over a p er io d  o f  tim e w hether i t  i s  caused by te c h n o lo g ic a l  p r o g r e ss , 

c a p ita l  accum ulation  or a d d it io n s  to o th er fa c t o r s  o f  p ro d u ctio n . However, 

the in c r e a s e s  in  o i l  consum ption depend not o n ly  on the o v e r a l l  growth o f  

the economy but a ls o  on the degree to  which o i l  i s  u sed  in  the economy.

T his i s  in f lu e n c e d  by the growth o f  v a r io u s  economic s e c to r s  and the  

com p osition  o f  n a t io n a l o u tp u t. When the o i l - i n t e n s i v e  s e c to r s  are th e  

main source o f  econom ic grow th, th e economy would ex p er ien ce  an a c c e le r a t io n  

in  o i l  consum ption.

The P a tter n  o f Economic Growth

A f a s t  r i s e  in  the consum ption o f  energy and, in  p a r t ic u la r ,  

petroleum  in  d ev e lo p in g  c o u n tr ie s ,  can be p a r t ly  induced by s tr u c tu r a l  

changes in  the p a ttern  of econom ic growth when th e se  c o u n tr ie s  are  

embarking upon econom ic developm ent programmes in v o lv in g  a g r e a t  emphasis 

on o i l  and e n e r g y - in te n s iv e  s e c t o r s ,  as a source o f grow th. T h eo r ies , 

e x p la in in g  econom ic developm ent in  d ev e lo p in g  c o u n tr ie s ,  are based  on an 

e s s e n t ia l  d i s t in c t io n  between subsasbence and modern s e c t o r s .  The

( 2 )d i s t in c t io n  '  between th ese  two s e c t o r s ,  which i s  based on the d if fe r e n c e  

in  c a p ita l  in t e n s i t y  and t e c h n ic a l  advance, im p lie s ,  by d e f in i t i o n ,  

th a t the in d u s t r ia l  s e c to r  i s  more o i l  and e n e r g y - in te n s iv e  than the 

a g r ic u ltu r a l s e c to r .

( 1) See J.G . P e i and G, R a n is , "Agrarian, Dualism and Economic Developm ent",
in  I .  Adelman and E. Thorebecke (ed s.), The Theor /̂- and D esign  of Economic
D evelopm ent. The John Hopkins P r e ss , B a ltim ore , 1966, pp. 3 -4 1 .

( 2 ) The d i s t in c t io n  between the two s e c to r s  can be found in  D. Colman and
P. N ixon , Economics o f Changes in  Less D eveloped C o u n tr ies . P h il ip  Allen, 
London 1978, p. 29*.
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E conom ists m ain ta in  th a t the fo r tu n es  o f  a g r ic u ltu r e  and in d u stry  

are c lo s e ly  in terw oven  in  th a t  the expansion  o f  in d u str y  depends to  a 

la r g e  e x te n t  on improvements in  a g r ic u ltu r a l p r o d u c t iv ity  whose growth 

depends on adequate su p p lie s  o f  in d u s tr ia l  o u t p u t , B a r a n , ^ ^ )  arguing  

th a t  th ere  can be no q u estio n  as to  whether developm ent should  proceed  

from in d u s t r ia l i s a t io n  or from the improvement o f a g r ic u ltu r e ,  concluded  

th a t developm ent can take p la ce  on ly  by sim ultaneous e f f o r t s  in  both  

d ir e c t io n s .  The em phasis on th e r e la t io n s h ip  between th e se  two s e c to r s  

came as an e x te n s io n  o f  the balanced  growth d o c tr in e  which r e f e r s  to  

the path  o f economic developm ent and the p a tte r n  of in vestm en t  

n e c e ssa r y  to keep the d if f e r e n t  s e c to r s  o f  the economy in  ba lan ce so 

th a t no la c k  o f developm ent in  one se c to r  impedes developm ent in  another.

However, i t  seems th a t economic developm ent s t r a t e g ie s  in  most 

d evelop in g  c o u n tr ie s  have appeared to advocate the d ev e lo p in g  o f an 

in d u s tr ia l  s e c to r  ra th er  f a s t e r  than an a g r ic u ltu r a l  s e c to r .  There i s  a 

good d ea l o f th e o r e t ic a l  and em p ir ica l ev idenoepto  in d ic a te  th a t  th e  

p a tte r n  o f developm ent a cro ss  c o u n tr ie s  has shown a s h i f t  o f r e so u rces

( 3 )from the a g r ic u ltu r a l to the in d u s tr ia l  s e c to r ,  T h ir lw a ll a t tr ib u te d  

the broad developm ent o f  the in d u s t r ia l  s e c to r  to  the manner in  which  

demand changes as income grows. The m ost n o t ic e a b le  demand s h i f t  i s  

th e rap id  r i s e  in  the demand fo r  c a p ita l  and consumer durable goods and 

a s h i f t  away from food , beverages and t e x t i l e s .  By a n a ly s in g  the  

h is t o r ic a l  p a tte r n  of in d u s t r ia l  growth and trad e  fo r  c r o s s - s e c t io n a l

1) See A .P. T h ir lw a ll,  Growth andD evelonm ent -  With S p e c ia l R eference to  
D evelop ing Econom ies, 2nd E d ,, MacM illan, London, 1978, p . 170; R,B, 
S u t c l i f f e ,  In du stry  and Underdevelopm ent, A dd isson-W esley , New York, 
1971, p. 72 .

2 ) P.A. Baran, The P o l i t i c a l  Economy of Growth, M onthly Review P r e ss ,  
London, 1975, pp. 282 -3 .

3 ) See T h ir lw a ll ,  o p .c i t . ,  p . 42 ,
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data o f  f i f t y - o n e  c o u n tr ie s . Chenery(^) reached  the co n c lu s io n  th a t  

the reso u rce  s h i f t s  cu t o f a g r ic u ltu r e  are Uoccui-ed* - as p a rt o f the 

development p r o cess  as measured hy r i s i n g  per c a p ita  incom e. He 

found th a t th e  e l a s t i c i t y  o f  the a g r ic u ltu r a l  s e c to r  tdLth r e s p e c t  to  

income i s  l e s s  than 0 .3 ,  w h ile  fo r  in d u str y  i t  i s  over 1 .3  and fo r  

s e r v ic e  i t  i s  approxim ately  1 ,0 .

I t  has been n o t ic e d  th a t the a p p lic a t io n  o f "big-push" and "balanced  

growth" th e o r ie s  have been in te r p r e te d  in  a way which u n d erestim ate  the 

r o le  o f  the a g r ic u ltu r a l  s e c to r  in  favour o f heavy in d u str y . M ahalanobis^^) 

tw o -se c to r  m odel, p rov id in g  p a r t o f  the b a s ic  r a t io n a le  fo r  the Indian  

P lann ing  C om m ission's D raft o f  th e  Second F ive-Y ear Plan o f  I n d ia ,  

con cen tra ted  on the expansion  o f  th e c a p a c i t ie s  o f  both  the consumer and 

c a p ita l  goods in d u s t r ie s .  Such development s tr a te g y  in  In d ia  was 

c r i t i c i z e d  by Colman and Nixon who argued th a t i t  r e s u lte d  in  a r e la t iv e  

n e g le c t  of the a g r ic u ltu r a l  s e c to r  which le d  to  the problem  o f food  

supp ly .

M oreover, the expansion  o f  the in d u s tr ia l  s e c to r  has been favoured  

by the ad vocates o f unbalanced growth d o c tr in e  which r e c o g n ise s  the  

e x is te n c e  o f  i n t e r - in d u str y  lin k a g e s , l im ite d  reso u rce  a v a i l a b i l i t y  and

( 3 )la r g e  lumps o f  in d iv i s ib l e  in v estm en ts . T h ir lw a ll'   ̂ argued th a t the

g rea t backwardànd forward lin k a g e s  between m anufactuning a c t i v i t i e s ,

s tren g th en in g  the cum ulative n atu re o f  developm ent, were another pow erful

reason  fo r  in d u s t r ia l i s a t io n .  Such lin k a g es  have enhanced, in  S tr e e te n 's^ ^ )  

v iew , the o p p o rtu n ity  fo r  s u c c e s s fu l  investm ent d e c is io n s ,  s in c e

( 1 ) H, B. Chenery, "Patterns o f  I n d u s tr ia l  Gr0w th" ,American  Economic R eview , 
V ol. 5 0 , No. 4 , (September 1966), p , 634»

(2 )S ee P.O. M a h a la n o b isT h e  Approach o f  O p eration al R esearch to P lann ing in  
India?' Sankhva; The Indian  Journal o f S t a t i s t i c s .V o l .1 6 .Part 1 & 2 (1955)

(3 )T h ir lw a l l ,  o n .c i t . . p. 184,
(4 )P . S tr e e te n , "unbalanced Growth", Oxford Economic P apers. V o l. 11, No. 2 

(June 1939), pp. 175-84 .
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sim u ltan eou s in vestm en ts  in  a s e r ie s  o f in d u s t r ie s ,  in  harmony w ith  the 

p a ttern  o f consum er's demand and d if f e r e n t  in d u s tr ie s '  demand for  each  

o th e r 's  p ro d u cts, i s  req u ired .

Furtherm ore, a rap id  growth o f  th e  consumption o f  o i l  and energy

has been induced  through the expansion  o f the s e r v ic e  s e c to r  and the

changes in  the p a ttern  o f  i t s  a c t i v i t y  during p er io d s  o f  econom ic developm ent, 

( 1 )Bauer and Yamey drew a t t e n t io n  to  the f a i r l y  la r g e  s e r v ic e  se c to r  in  

d evelop in g  c o u n tr ie s .  They n o t ic e d  th a t econom ic developm ent has 

accompanied a d e c lin e  in  th e t r a d it io n a l  s e r v ic e s  o f  p r e - in d u s tr ia l  tim es  

and a r i s e  in  th o se  s e r v ic e s  which are a s so c ia te d  w ith  the growth o f

( 2 )m anufacturing. A d d it io n a lly ,  K atouzian  ̂ found th a t new s e r v ic e  

a c t i v i t i e s ,  l in k in g  the growth o f  l e i s u r e  and h ig h  mass consum ption, 

tend  to  have a very  h igh  income e l a s t i c i t y  o f  demand*

The a s s o c ia t io n  between energy consumption and s e r v ic e  a c t i v i t i e s

in c r e a se s  as the l e v e l  o f  economic developm ent o f  a d ev e lo p in g  country
( 3 )

r i s e s .  Adam and M iovic concluded  th a t n on -indust r i a l  output tends

to  keep energy consumption h ig h , when they found th a t ,  fo r  w estern

European c o u n tr ie s ,th e  energy c o - e f f i c i e n t  w ith  r e sp e c t  to GDP was h igher

than th&t r e la t e d  to  in d u s t r ia l  ou tp u t. M oreover, th e h ig h e s t  u s e fu l

energy consum ption per u n it  o f output can be found in  the U nited  S ta te s
(*)

where s e r v ic e s  account fo r  about o n e -h a lf  o f i t s  GDP.

( 1) P. Bauer and B, Yamey, "Economic P rogress and O ccupational D is tr ib u t io n " ,  
Economic J o u rn a l. V o l. 61 (December 1931), pp. 7 4 3 -5 0 .

( 2 ) See H.A. K atouzian, "The Development of the S e r v ic e  S e c to r :  NewApprmch", 
Oxford Economic P ap ers, V o l. 22 , No. 3 (November 1970), pp. 373-81 .

( 3 ) Adam and M iovic, o p .c i t . ,  Table iv ,  p. 45 .

C*) In  1975, the w h o lesa le  and r e t a i l  tra d e , and o th er s e r v ic e s  accounted for 
18 and 39 per cen t r e s p e c t iv e ly ,  o f GDP o f the U nited  S t a t e s .



75,

For In d ia , P ak istan  and Kenya, Table 3 -2  shows the s e c to r a l  

com position  o f GDP in  1960, 1970 and 1975, and the average annual growth  

r a te s  o f GDP by the k in d  o f  economic a c t i v i t y  which took  p la c e  during  

the p er io d s  1960-70 and 1970-75 .

During 1960-70 , the share o f  the a g r ic u ltu r a l  s e c to r  in  GDP 

d ecreased  from 47 to 43 per cen t in  In d ia , from 45 to  32 per cen t in  

P a k ista n , and from 38 to  31 per cen t in  Kenya. By m id -1970s, w h ile  

such a share rem ained co n sta n t in  In d ia , i t  d ecreased  to  31 and 27 per 

cen t in  P a k ista n  and Kenya, r e s p e c t iv e ly .  On the o th er  hand, the share 

o f in d u s t r ia l  a c t i v i t i e s ,  du rin g  1960-70, in cr ea se d  from 13 to  17 per  

cen t in  P ak istan  and from 12 to  13 per cen t in  Kenya, whereas i t  remained  

co n stan t qt 15 per cen t in  In d ia . By 1975, i t  in c r e a se d  to  16 per cen t in  

In d ia , d e c lin e d  to 16 per cen t in  P ak istan  and d id  n o t change in  Kenya.

In a l l  the th ree  c o u n tr ie s  the share o f the s e r v ic e  s e c to r  in crea sed  

during the p er io d  1960-75. The share o f  w h o lesa le  and r e t a i l  trade  

in crea sed  from 9 to  11 per cen t in  In d ia  and from 9 to  10 per cent in  

Kenya, w h ile  i t  remained unchanged a t  13 per cen t in  P a k is ta n . While 

th e share o f  tra n sp o rt d ecreased  from 5 to  4 per cent in  I n d ia , and 

from 7 to  5 per cen t in  Kenya, i t  remained unchanged a t  6 .0  per cent 

in  P a k ista n . Other s e r v ic e s  in c r e a se d  from 20 to  29 per cen t in  P ak istan  

and from 23 to  27 per cen t in  Kenya, but d ecreased  from 15 to  13 per 

cen t in  In d ia .

During t h is  tim e, in d u s tr ia l  and s e r v ic e  a c t i v i t i e s  grew f a s t e r

than not o n ly  a g r ic u ltu r a l s e c to r s  but a lso  GDP as a w hole. During the

period  1960-70 , I n d u s tr ia l ,  tr a n sp o r t , w h o lesa le  and r e t a i l  tr a d e , and 
iw Indio,

others^w ere growing a t  5 .1 ,  5 .3 ,  4 .4  and 4 .5  per cen t per annum, r e s p e c t iv e ly ,  

which were f a s t e r  than the a g r ic u ltu r a l s e c to r ,  which was growing a t 1 .9
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Table 3-2
(1)The S e c to r a l C o m p o sitio n '' o f  GDP in  1960, 1970 and 1975, and th e  Average

( 2 )Annual Growth R ates '  o f  GDP by the k ind  o f econom ic a c t i v i t y  during the  

p er io d s 1960-70 and 1970-75 in  In d ia , P ak istan  and Kenya. ( in  p ercen ta g es)

A gri
c u l
tu re

Indus
t r i a l
A c t iv 
i t i e s

C onstruc
t io n

Whole
s a le  &  

R e ta il  
Trade

Trans
p ort &  
Commun
ic a t io n

Others GDp(^)

In d ia

C om position: I960 47 15 4 9 5 15 95
1970 43 15 5 10 5 14 92
1974 43 16 4 11 4 13 91

Growth: 1960-70 1 .9 5.1 6 .6 4 .4 5 .3 4 .5 3 .6
1970-74 - 0 .7 3 .2 - 0 .6 2 .2 2 .3 4 .5 1 .4

P ak istan

C om position: I960 45 13 3 13 6 20 100
1970 32 17 4 13 6 18 90

( 3 ) 1975 31 16 5 13 6 29 100

Growth: 1960-70 5 .0 9o4 9.1 7 .3 8 .0 6 .0 (4 )5 .2
1970-75 2.1 3 .6 10.1 5 .5 6.1 5 .7 2 ,4

Kenya

C om position: 1964 38 12 4 9 7 23 93
1970 31 13 5 8 7 26 90
1975 27 13 5 10 5 27 87

Growth: 1964-70 5 .9 7 .4 8 .0 4 .7 8 .8 8 .9 6 .9
1970-75 3 .0 8 .3 3 .2 0 .6 2 .5 8 .5 4 .6

Source: (1 ) U n ited  N a tio n s , Yearbook o f N a tio n a l A ccounts S t a t i s t i c s ,  1977, 
o n .c i t . , Table 3 , pp. 47-123 .

2 ) I b id , Table 4A, pp. 124-231.
3 ) U n ited  N a tio n s, Monthly b u l le t in  o f s t a t i s t i c s .  V o l. 32 , No. 12 

(December 1978),  ̂ Table 6 5 , pp. 208-15 .
( 4 ) C a lcu la ted  from In te r n a t io n a l M onetary Fund, I n te r n a t io n a l  

F in a n c ia l S t a t i s t i c s . V o l. 30 , No-9 (September 1977)*

N ote: (a ) The p ercen tage d is t r ib u t io n s  o f  GDP by k ind of econom ic a c t iv i t y
do n o t add to  100 per cen t because import d u t ie s  are not in c lu d ed , 
in  most c a s e s ,  in  th e  rep orted  in d u s tr ia l  a c t i v i t i e s .
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per cen t per annum and even  f a s t e r  than the economy as a w hole which  

had grown a t 3 .6  per cen t per annum during t h is  period* During 1970-75, 

w h ile  a g r ic u ltu r a l  output d e c l in e d , a b s o lu te ly ,  by 0*7 per cen t per annum 

in d u s t r ia l ,  tr a n sp o r t, w h o lesa le  and r e t a i l  tr a d e , and o th e r s , grew 

a n n u a lly , a t 3 .2 ,  2 .3 ,  2*2 and 4 .5  per cen t per annum, which were 

f a s t e r  than the GDP which grew a t  1 .4  per cent per annum during th a t  

period*

In P a k is ta n , in d u s tr ia l  and tra n sp o rt s e c to r s  grew, during 1960-70 , 

a t  9o4 and 8*0 per cen t per annum, whereas the a g r ic u ltu r a l  s e c to r  grew 

a t 5*0 per cen t per annum which was s l i g h t l y  slow er than GDP, growing a t  

5 .2  per cent per annum. During th a t p er io d , w h o le sa le  and r e t a i l  trade  

and oth er a c t i v i t i e s  recorded  h ig h  growth, amounting to  7*3 and 6*0 per  

cen t per annum r e s p e c t iv e ly .  S im ila r ly ,  w h ile  the in d u s t r ia l  and tra n sp o r t  

s e c to r s  grew a t 3*6 and 6*1 per cent per annum r e s p e c t iv e ly ,  during  

1970-75, the annual growth r a t e s  o f a g r ic u ltu r a l  output and GDP amounted 

to  2.1 and 2 ,4  per cen t r e s p e c t iv e ly .

The same p a t te rn  o f  economic grow th re p e a te d  i t s e l f  in  Kenya where 

bo th  in d u s t r i a l  and t r a n s p o r t  s e c to r s  grew a t  7 .4  and 8 ,8  p e r cen t p e r 

annum, r e s p e c t iv e ly ,  d u rin g  1964-70, which was f a s t e r  th an  the a g r i c u l tu r a l  

s e c to r  and the  economy as a whole which grew a t  5 ,9  and 6*9 per c en t p e r 

annum. D uring 1970-75, in d u s t r i a l  p ro d u c tio n  grew even f a s t e r  a t  8*3 p e r 

cen t p e r annum w hile  the growth of th e  a g r i c u l tu r a l  ou tp u t slow ed down 

a t  3 .0  per c e n t p e r annum, and the growth o f the  economy as a whole sjc'WcA 

to  4 .6  p e r cen t p e r annum.

S e c to r a l Growth and the R equirem ents of O il Inputs

The above-m entioned a n a ly s is  in d ic a te s  th a t the p a tte r n  o f economic 

growth which has accompanied the econom ic developm ent p r o cess  showed a
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stro n g  em phasis on the developm ent o f in d u s t r ia l ,  tra n sp o r t and s e r v ic e s  

s e c to r s  a t  th e  expense o f  the a g r ic u ltu r a l  s e c t o r .  A g r ic u ltu r a l ou tput, 

c o n s t itu t in g  a la r g e  p rop ortion  o f  n a t io n a l output o f  a t y p ic a l  d ev e lo p in g  

country , e x h ib i t s  low er o i l  requ irem ents per u n it  o f  output because o f  

both the la b o u r - in te n s iv e  ch a ra cter  o f the p rod u ction  tech n iq u es  and 

th e  predominance o f non-com m ercial sou rces o f  energy . On the o th er  hand, 

in d u s tr ia l  and tra n sp o r t s e c t o r s ,  by th e ir  d e f in i t io n s  i n  term s o f c a p i t a l -  

in t e n s i t y  and p rod u ction  te c h n iq u e s , tend to  be heavy u se r s  o f  o i l .

A sim p le c o r r e la t io n  a n a ly s is  i s  c a r r ie d  out to  t e s t  the d ir e c t io n  

and the s tr e n g th  o f the r e la t io n s h ip  between the econom ic a c t i v i t y  and 

the consumption of o i l  in  I n d ia , P ak istan  and Kenya, For th e  whole 

economy, in  each  cou n try , per c a p ita  GDP a t 1970 p r ic e s  i s  c o r r e la te d  

w ith  per c a p ita  g ro ss  in lan d  consumption of energy petroleum  products in  

b a r r e ls  o f crude o i l  e q u iv a le n t .  For both  in d u s tr ia l  and tra n sp o r t s e c t o r s ,  

per c a p ita  in d u s t r ia l  prod u ction  and per c a p ita  tra n sp o r t a c t i v i t y ,  

r e s p e c t iv e ly ,  in  1970 p r ic e s  are c o r r e la te d  w ith  p er c a p ita  consumption  

o f  f u e l  o i l s  in  b a rre ls  o f crude o i l  e q u iv a le n t . The s p e c i f i c a t io n  o f  

th e  v a r ia b le s  i s  d isc u sse d  in  s e c t io n  5 of th is  ch ap ter , and the sou rces  

o f  the data are shorn in  Appendix 1 ,

Table 3 -3  shows the c o r r e la t io n  c o - e f f i c i e n t s  between per c a p ita  

petroleum  consumption and per c a p ita  economic a c t i v i t i e s  o f  the economy 

as a whole and o f both the in d u s tr ia l  and tra n sp o r t s e c to r s  o f  In d ia ,

P ak istan  and Kenya, The c o r r e la t io n  c o - e f f i c i e n t  between o i l  consumption 

and economic a c t i v i t y  o f tra n sp o r t se c to r  in  In d ia  (0 ,9 4 )  i s  h igh er than 

the c o r r e la t io n  between o i l  consumption and in d u s t r ia l  a c t i v i t y  (o ,9 2 )  

because o f the im portance o f o i l  a s th e  main source of energy fo r  the  

former s e c to r .  And the a s s o c ia t io n  between o i l  consumption and the a c t i v i t i e s  

o f  th ese  two s e c to r s  i s  g r e a te r  than in  the case  of the economy as a whole
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Table 3"3

C o rre la tio n  C o e f f ic ie n t s (^ ) betw een Per Capita Petroleum  Consumption 

and Per C apita Eoonomio A c t iv i t i e s  in  In d ia , P ak istan  and Kenya

C o rre la tio n  C o - e f f ic ie n t s  between Per C apita O il 
Consumption and Per Capita o f:

GDP (b ) I n d u s tr ia l  Output (c )  T ransport A c t iv i ty  (c )

In d ia  (d) 0 .8 5 0 .9 2 0 .9 4

P ak istan  (e ) 0 .9 9 0 .95 0 .9 7

Kenya ( f ) -0 .4 5 —0 .4 4 -0 .6 8

Source: The s p e c i f i c a t io n  o f the v a r ia b le s  i s  d isc u sse d  in  s e c t io n  5 o f

t h is  chapter and the so u rces o f  the data are shown in  Appendix 1 .

N ote: (a ) C o rre la tio n  c o - e f f i c i e n t s  o f  In d ia  and P ak istan  are

s ig n i f ic a n t  a t 0 .0 0 1  l e v e l  w h ile  th ose  o f  Kenya are

in s ig n i f i c a n t  a t 0 .0 5  l e v e l .

(b ) Per c a p ita  g ro ss  in la n d  consumption o f  petroleum  products  

i s  used*

(c )  Per c a p ita  consumption o f  f u e l  o i l s  ( d i s t i l l a t e s  and 

r e s id u a ls )  i s  u sed .

(d) 14 o b se r v a tio n s ,

( e )  15 o b se r v a tio n s ,

( f )  12 o b se r v a tio n s .
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(C .85) s in c e  n a t io n a l output i s  dominated by th e  a g r ic u ltu r a l  output which  

i s  l e s s  o i l - in t e n s i v e  r e l a t i v e  to  the o th er two se c to rs*

In the case  o f  P a k is ta n , th e  c o r r e la t io n  c o - e f f i c i e n t s  between o i l  

consumption and the a c t i v i t i e s  o f both  the in d u s t r ia l  and the tra n sp o r t  

s e c to r s ,  though th ey  are h igh  a t  0 .9 5  and 0 .9 7  r e s p e c t iv e ly ,  are lower  

than the c o r r e la t io n  w ith  GDP ( 0 .9 9 ) .  This can be ex p la in e d , in  the 

case of the in d u s t r ia l  s e c t o r ,  by the gradual s h i f t  from o i l  to  gas in  

in d u s tr ia l  u s e s .  For the economy as a w hole , consumption o f K erosenes, 

in  the hou sehold  and commercial s e c t o r s ,  accou n ts fo r  55 per cent o f  

t o t a l  energy consumed in  th o se  s e c t o r s .

In the ca se  o f  Kenya, a l l  the c o - e f f i c i e n t s  are in s ig n i f i c a n t  and 

th ey  in d ic a te  the n e g a tiv e  s ig n .  The u n s a t is fa c to r y  r e s u l t s  o f  Kenya 

may be e x p la in e d  by th e  in accu racy  o f  the d a ta , s in c e  r e f in e r y  throughput 

and the consum ption o f  p roducts are not a d ju sted  fo r  changes in  the sto ck s  

which may be very  im portant in  the case o f  Kenya owing to the outward 

o r ie n ta t io n  o f i t s  r e f in e r y .

In f a c t ,  c o r r e la t io n  c o - e f f i c i e n t s  may be u s e fu l  in  in d ic a t in g  both  

th e d ir e c t io n  and the s tr e n g th  o f  the r e la t io n s h ip  between o i l  consumption  

and economic a c t i v i t y .  However, they cannot g iv e  a c le a r  in te r p r e ta t io n  

o f  such a r e la t io n s h ip .  T h erefo re , a sim ple r e g r e s s io n  a n a ly s is  i s  ca rr ied  

out to in d ic a te  the e x te n t  to  which the l e v e l  of econom ic a c t iv i t y  in  the  

econom ies o f In d ia , P ak istan  and Kenya vark sw ith  v a r ia t io n s  in  o i l  inputs*

For the economy as a w hole, in  each  country , per c a p ita  GDP a t  1970 

p r ic e s  i s  r e g r e sse d  on per c a p ita  g ro ss  in land  consumption o f energy  

petroleum  p ro d u cts. For both in d u s tr ia l  and tra n sp o r t s e c to r s ,  per c a p ita  

in d u s tr ia l  p rod u ction  and per c a p ita  tra n sp o r t a c t i v i t y ,  r e s p e c t iv e ly ,  a t  

1970 p r ic e s  are r e g r e sse d  on per c a p ita  consumption o f f u e l  o i l s  ( d i s t i l l a t e s  

and r e s id u a ls ) .
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We use a fu n c tio n  in  th e  fo llo w in g  form:

R  = "  <

where Y = per c a p ita  GDP, in d u s t r ia l  p rod u ction  or tr a n sp o r t  a c t i v i t y  

in  n a t io n a l currency a t  1970 p r ic e s  

C = per c a p ita  consum ption o f petroleum  p rod u cts in  b a r r e ls  o f  

crude o i l  e q u iv a le n t  

b = p ercen ta g e  changes in  per c a p ita  econom ic a c t i v i t y  fo r  each

one p er cen t change in  per c a p ita  o i l  consum ption in  e l a s t i c i t y  

form  

a = c o n sta n t

The fu n c t io n  i s  transform ed  in to  a lo g - l in e a r  eq u a tio n  as fo l lo w s ;

lo g  Y  ̂ = Log a +  b lo g  

The fu n c tio n  i s  e s t im a ted  by the standard  l in e a r  r e g r e s s io n  tech n iq u es  

fo r  In d ia , P a k is ta n  and Kenya* The s p e c i f i c a t io n  o f  the v a r ia b le s  i s  

d isc u sse d  in  S e c t io n  5 o f t h is  chapter and the so u rces  o f  the data are 

shown in  Appendix 1 *

Table 3 -4  shows th e  e l a s t i c i t i e s  o f  per GDP, in d u s tr ia l  p rod u ction ,

and tra n sp o r t a c t i v i t y  w ith  r e s p e c t  to  per c a p ita  o i l  consum ption in  ^

In d ia , P a k ista n  and Kenya. V/hen p er c a p ita  GDP i s  r e g r e sse d  on p a rb o il

consum ption, the exp lan atory  power o f  the r e s u l t in g  r e g r e s s io n s ,  in d ic a te d

by th e ir  c o e f f i c i e n t s  o f  d eterm in ation  (R^), i s  very  h ig h  in  the case o f

In d ia  and P a k is ta n , e x p la in in g  about 73 and 98 per c e n t , r e s p e c t iv e ly ,  o f
2

the t o t a l  v a r ia t io n s  in  GDP per cap ita s*  Only K enya's r e g r e s s io n  has R o f  

20 per cent ( i . e . ,  e x p la in s  about 20 per cent o f the v a r ia t io n s  in  GDP per 

c a p it a . )  The eq u a tio n s  o f both  In d ia  and P ak istan  have o v e r a l l  P -v a lu e s



Table 5-4.

The E l a s t i c i t i e s  o f the L evels  o f  Economic A c t iv i t i e s  w ith  r e s u e c t  to  
O il Consumption in  In d ia . P a k ista n  and Kenya.

Country/Economic 
A c t iv it y  V a ria b le  

Log

C onstant 
lo g  a

O il Consump
t io n  

v a r ia b le

Log c (^ )

F - S t a t i s t i c D.F

Per c a n ita  GDP

In d ia 6 .8043 0 .1622
(5 .6 3 2 1 )

0 .7255 31 .720 15

P ak istan 7 .2 1 6 5 0 .5503
(2 5 .9 0 0 5 )

0 .9810 670 .838 14

Kenya 3 .5956 -0 .5 6 6 6  
(1 .5 9 0 6 )

0 .2019 2.5301 11

P er c a n ita  I n d u s tr ia l  
n roduction

In d ia 5 .0515 0.1891
(8 .5 2 9 0 )

0 .8584 72 .745 13

P ak istan 6 .5767 1.2146
(1 1 .1 5 3 8 )

0 .9054 124.407 14

Kenya 1 .3844 —0 . 4961 
(1 .6 3 8 9 )

0 .2117 1.6389 11

Per c a n ita  T ransnort 
a c t i v i t y

In d ia 3 .8 8 3 8 0.2010
( 14. 4945)

0 .9460 210.092 15

P ak istan 4 .9489 0 .6999
(1 3 .3 8 7 3 )

0 .9324 179.219 14

Kenya 0 .7934 - 0.4419
(3 .0 6 2 7 )

0 .4840 9 .3 8 0 11

Source: The s p e c i f i c a t io n  o f the v a r ia b le s  i s  d isc u sse d  in  t h i s  chapter
(S e c t io n  5) and the so u rces o f  data are shorn in  Appendix 1,

Note: (a ) The v a lu e s  o f  t - s t a t i s t i c s  are shorn in  p a ren th eses  below the
correspond ing c o - e f f i c i e n t s .  A ll  the c o - e f f i c i e n t s  are  
s ig n i f ic a n t  a t 0 .001 l e v e l  excep t th o se  o f  Kenya.
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which show th a t  the independent v a r ia b le  i s  s ig n i f i c a n t  in  e x p la in in g  th e

v a r ia t io n s  in  GDP per c a p ita ;  and the f i t s  o f  th e e q u a tio n s , in  g e n e r a l,

are very  good. Except fo r  Kenya, the e stim a ted  c o - e f f i c i e n t s  o f

the independent v a r ia b le  ( o i l  consumption) fo r  In d ia  and P a k ista n  are

s t a t i s t i c a l l y  s ig n i f i c a n t  a t  0,001 l e v e l ,  a s shown by the t - t e s t  g iv en  in

p a ren th eses . For Kenya, the e s tim a ted  c o - e f f i c i e n t  o f  o i l  consumption

i s  not d if f e r e n t  from zero a t  0 .0 5  l e v e l  and the F -va lu e  o f the o v e r a l l

eq u ation  i s  in s ig n i f i c a n t .  These odd r e s u l t s  o f  Kenya may be caused by

data in a ccu ra cy , due to  the absence o f  data on s to c k  ch an ges, and the

problem of t im e - s e r ie s  a n a ly s is  as w e ll  as th e  sm all numbers o f  o b serv a -  

( 1 )t io n s ,   ̂ The s i z e  o f the c o e f f i c i e n t s  show th a t  fo r  ev er y  one p er  

cen t change in  per c a p ita  o i l  consum ption, the changes in  I n d ia 's  per  

c a p ita  GDP (0*16 per c e n t)  i s  sm aller than th a t o f  P a k ista n  (0 .5 5  per  

c e n t ) ,  in d ic a t in g  th a t  the In d ian  economy i s  more o i l - i n t e n s i v e  than  

th a t o f P a k is ta n ,

When per c a p ita  in d u s tr ia l  production  i s  r e g r e sse d  on per c a p ita  

o i l  consumption measured in  b a r r e ls  o f  crude o i l  e q u iv a le n t  o f f u e l  

o i l  ( d i s t i l l a t e s  and heavy o i l s )  which are u sed  in  in d u str y , the ex p lan atory  

power o f  th e  eq u a tio n  (R^) in c r e a se d  fo r  I n d ia , e x p la in in g  about 86 per 

cen t of the v a r ia t io n s  in  in d u s t r ia l  p rod u ction , and both  t -v a lu e  and 

F -va lu e  ro se  even more. For ev er y  one per cen t change in  o i l  consum ption, 

in d u s tr ia l  p rod u ction  changed by 0 .1 9  per c e n t , in d ic a t in g  th a t the 

in d u s tr ia l  s e c to r  i s  s l i g h t l y  l e s s  o i l - in t e n s i v e  than th e economy as a 

whole owing to i t s  heavy r e l ia n c e  on c o a l .  For P a k is ta n , the power o f  

the eq u a tio n  in  e x p la in in g  th e  v a r ia t io n s  in  in d u s tr ia l  p rod u ction  (R^)droppsd

(1 ) G. Kouris and C. R obinson, "BEG Demand fo r  Im ported Crude O il ,  1956-1985", 
Energy P o l ic y ,  V o l. 5 , No, 2 (june 1977), Table 2 , p , 132. Kouris and 
Robinson found th a t  th e income e l a s t i c i t i e s  of the demand fo r  o i l ,  
c a lc u la te d  from t im e - s e r ie s  d a ta , are n e g a t iv e  in  some country-members 
o f EEC.
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to  91 per cen t and the v a lu e s  o f  both  ( t )  and (f ) ,  though th ey  are  

h ig h ly  s i g n i f i c a n t ,  d ecrea sed . For ev ery  one per cen t change in  o i l  

consumption in  P a k is ta n , in d u s t r ia l  production  changes by 1,21 per 

c e n t , in d ic a t in g  th a t  the in d u s t r ia l  s e c to r ,  r e ly in g  h e a v ily  on 

n a tu ra l g a s , i s  n o t on ly  l e s s  o i l - in t e n s i v e  than the economy as a whole 

but a lso  than the in d u s tr ia l  s e c to r  in  In d ia , The Kenya eq u a tio n  i s  

s t a t i s t i c a l l y  in s ig n i f i c a n t  and g iv e s  o p p o site  sign#

By r e g r e s s in g  per c a p ita  tra n sp o r t a c t i v i t y  on per c a p ita  o i l  

consum ption, th e  v a lu e  o f (R^) in cr ea se d  to 95 per cent fo r  In d ia  and 

93 per cen t fo r  P ak istan  and the s t a t i s t i c a l  v a lu e s  o f  ( t )  and (p) fo r  

both In d ia  and P a k ista n  r o se  even  more. U n exp ected ly , the tr a n sp o r t  

c o - e f f i c i e n t  (0 ,2 0  per c en t)  i s  s l i g h t l y  h ig h er  than  th a t  of

in d u s tr ia l  s e c to r  in  In d ia  -  l e s s  o i l - in t e n s i v e  -  can be e x p la in e d  

by the f a c t  th a t  tra n sp o r t a c t i v i t y  i s  v ery  s e n s i t iv e  to  th e a v a i l a b i l i t y  

o f o p e r a tio n a l m a te r ia ls  such as spare p a r ts .  The tra n sp o r t se c to r  in  

P ak istan  (0 ,7 0  per cen t) i s  more o i l  in te n s iv e  than the in d u s t r ia l  s e c to r ,  

though i t  i s  l e s s  than GDP which in c lu d e s  la r g e  p ro p o rtio n s  generated  from 

oth er  s e r v ic e s .

In g e n e r a l, th e Indian  economy i s  more o i l  in te n s iv e  than  P a k ista n ,

In  comparison w ith  the economy as a whole, the o i l - i n t e n s i t y  o f both  

th e in d u s tr ia l  and the tra n sp o r t s e c to r s  in  In d ia  and P a k ista n  i s  l e s s  

than the GDPs because o f the r e l ia n c e  o f in d u s t r ia l  p rod u ction  on co a l  

in  In d ia , and on gas in  P a k is ta n , Moreover, the tra n sp o r t s e c to r  tends  

to  be more o i l - in t e n s i v e  than th e  in d u s tr ia l  s e c to r  in  P a k ista n .



85.

3 . An A n a ly s is  o f  the Changes in  O il Consumption

As m entioned above, the e x te n t  to which o i l  i s  u sed  in  th e  

economy depends on the growth r a te s  o f  d if f e r e n t  economic s e c to r s  and 

the com p osition  o f  n a t io n a l o u tp u t. The r e la t io n s h ip  between o i l  

consumption and n a t io n a l output can be summarised by " O il-ou tp u t ra tio "  

or " O il- in te n s ity " ,

O i l - I n t e n s i t v

O i l - in t e n s i t y  can be d e f in e d , fo r  the purpose of the r e se a r c h , 

as m etr ic  ton s o f  petroleum  crude e q u iv a le n t per thousand US d o lla r s  of 

r e a l  g ro ss  d om estic  product. In other words, i t  i s  the average p ro p en s ity  

o f  the economy to  consume o i l  w ith  r e sp e c t  to  r e a l  GDP, Such a r a t io  

i s  a sim ple analogy a t  the aggregate  l e v e l  o f the m ic r o - c o e f f ic ie n t  o f  

each in d iv id u a l in d u stry  or product which measure t o t a l  o i l  in p u t per  

u n it  o f  v a lu e  added or g ro ss  ou tp u t. Such an o i l  r a t io  i s  a so r t  o f  

w eighted  average o f  a l l  sectora ,\ c o - e f f i c i e n t s  which c o n s is t  o f a wide 

c o l le c t io n  o f  heterogeneous a c t i v i t i e s ,  producing a d iv e r s i t y  of goods 

and s e r v ic e s .  Each country has i t s  own unique o i l - c o e f f i c i e n t s  and 

aggregate  o i l  r a t io  which depend, not on ly  on the com p osition  o f th e  

economic s e c to r  and the s tr u c tu r e  o f the economy as a w hole, but a lso  

on the r e la t iv e  im portance o f  petroleum  in  th e p a ttern  o f  energy  

consum ption.

Table 3 -5  shows o i l - i n t e n s i t i e s  o f  In d ia , P a k is ta n , Kenya and the 

low-incom e d ev e lo p in g  c o u n tr ie s  in  s e le c te d  y ears  during the 1960s and 

during 1970-75 . O i l - in t e n s i t y  i s  exp ressed  as th e  consum ption o f  

petroleum  p rod u cts in  m etr ic  tons o f crude o i l  e q u iv a le n t  per thousand
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S ource: ( l )  Gross in la n d  consum ption o f p etro leu m , exp ressed  in

m il l io n  m etr ic  to n s o f  crude e q u iv a le n t ,  i s  d e f in e d  as eq u a l 

' crude o i l  throughput -  v a r ia t io n s  in  s to c k s  o f crude 

-  n e t  im ports o f  petroleum  p rod u cts ( Im p orts-E xp orts-  

B unkers), Data on crude o i l  and products fo r  the p eriod  

1960-73 are taken  from U .N ,, World Bnergy S u p p lie s ,

1950-1974. o n .c i t . . Table 6 ,  p p .192-227; Table 11, 

pp. 336-74; Table 12, pp. 375-429; Table 13, pp, 430-84;

Table 14, pp. 485-540; For the p er io d  1974-75 , data  are  

taken  from U .N ., World Energy S u p p lie s , 1972-1976 , o n .c i t . . 

Table 6 , pp. 58-67; Table 11, pp. 101-9; Table 12, p p .110-21; 

Table 13, pp. 122-33; Table 14, pp. 134 -47 . Data on GDP 

are o b ta in ed  from U .K ., Yearbook o f  N a tio n a l A ccounts 

S t a t i s t i c s .  1977. V o l. 1, U .K ., New York, 1978.

I m p l ic i t  p r ic e  d e f la to r  index numbers o f GDP are taken  

from U.N., Yearbook o f  N ation a l A ccounts S t a t i s t i c s ,  1977,

V o l. 2, o n .c i t . . Table 8A. Average exchange r a te s  fo r  

the p er iod  1960-75 are computed from I n te r n a t io n a l Monetary 

Fund, I n te r n a t io n a l F in a n c ia l S t a t i s t i c s .  V o l. 31 , No. 5 

(May 1978^, C onversion fa c to r s  betw een petroleum  products  

and crude o i l  are ob ta ined  from OECD, Energy P ro sp ects  to 1985, 

OECD, P a r is , 1974, Table 2A-2, p . 4 .

( 2 ) C a lcu la ted  from L am bertin i, o p .c i t . ,  Table 1, p .5 ;  Table 2 , p .4 .

Consumption o f  o i l  i s  con verted  from thousand b /d  to m e tr ic  tons per 

year on th e  base o f a ton  o f  crude o i l  i s  eq u al 7 .3  b a r r e ls  and the 

ca len dar year i s  365 days.
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1970 U .S. d o l la r s  o f GDP. The GDPs o f In d ia , P a k ista n  and Kenya are  

converted  in to  U .S . d o lla r s  by u s in g  the average exchange r a t e s  fo r  

th e  p er io d  1960-75 to  in su re  th a t  the o i l - i n t e n s i t y  does n o t r e f l e c t  

changes o f  GDP a t tr ib u ta b le  to exchange r a te  v a r ia t io n s ,  p a r t ic u la r ly ,  

during the f i r s t  h a lf  o f  th e  1970s.

I n d ia ’ s o i l - i n t e n s i t y ,  w hich s ta r te d  from the low l e v e l  of 0 .168

in  I960, reached  0 .3 6 4  in  1975; an in c r e a se  o f  117 per cen t during

th a t p er io d . In  c o n tr a s t ,  P a k is ta n 's  o i l - i n t e n s i t y ,  which was 0.271 in

I960 , reached  0 .4 2 5  in  1975, reco rd in g  an in c r e a se  o f 57 per c e n t .

Kenya has th e  h ig h e s t  o i l - i n t e n s i t y  among the th ree  c o u n tr ie s ,  amounting
only

to  0 .6 6 2  in  1965. However, i t^ in c r e a se d  to 0 .7 0 7  in  1975, reco rd in g  a 

sm all in c r e a se  o f  7 per cent over the p er io d  1965-75 .

In com parison w ith  the low-incom e group o f  the non-OPEG d evelop in g  

c o u n tr ie s , i t  appears th a t w h ile  In d ia  s ta r te d  in  I960 w ith  the same 

o i l - i n t e n s i t y  as the group, the o i l - i n t e n s i t y  o f  the In d ia n  economy ro se  

l e s s  than th a t o f  the low -incom e group. During the p er iod  1960-73 , 

w h ile  the o i l - i n t e n s i t y  o f In d ia  in cr ea se d  by 113 per c e n t , th a t o f the  

low-incom e group in cr ea se d  by 150 per c e n t . O i l - in t e n s i t y  o f P a k is ta n ,

which was la r g e r  than th a t  of the group in  I960 , ro se  by o n ly  55 per

cen t which i s  about o n e -th ir d  o f  the in c r e a se  in  th e o i l - i n t e n s i t y  

o f the low -incom e group. As o i l  i s  the main source o f  i t s  energy  

req u irem en ts, the Kenyan economy has the h ig h e s t  o i l - i n t e n s i t y  r e la t iv e  

to  both In d ia  and P ak istan  as w e ll  as the w hole group. However, during  

the period  1965-73 , K enya's o i l - i n t e n s i t y  f e l l  by 20 per c e n t .

The sh ort-term  e f f e c t s  o f  the r i s e  in  o i l  p r ic e s  were r e f l e c t e d  in

th e changes o f o i l - i n t e n s i t i e s  o f the low-incom e group, In d ia  and P ak istan

during 1973-75 . O i l - in t e n s i t y  o f  th e  low-income group d e c lin e d  from
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0 ,4 2 8  m etr ic  ton s o f  crude o i l  eq u iv a le n t/th o u sa n d  U .S . ^ o f GDP in

1972 to  0 . 4 2 4  m etr ic  tons o f  crude o i l  e q u iv a le n t/th o u sa n d  U .S . ^  in

1973 and fu r th e r  to  0 .407  m e tr ic  ton s of crude o i l  eq u iv a le n t/th o u sa n d  

U .S. ^ in  1974. In  In d ia , o i l - i n t e n s i t y  d ecreased  from 0 .3 6 3  m etr ic  

ton s o f crude o i l  in  1972 to  0 .3 5 8  m etric  tons in  1973 and fu r th e r  to  

0 .3 5 3  m etr ic  to n s in  1974, b efo re  i t  in c r e a se d  aga in  to  0 ,3 6 4  m etr ic  

tons in  1975. O i l - in t e n s i t y  o f  P ak istan  d ecreased  from 0 ,4 5 4  m etric  

ton s o f  crude o i l  eq u iv a len t/th o u sa n d  U .S . /  in  1972 to  0 ,4 1 9  m etr ic  ton s  

in  1973. I t  in c r e a se d  again  to 0 .426  m etr ic  ton s in  1974 and remained

a t th a t l e v e l  in  1975. In. th e  ca se  o f Kenya, o i l - i n t e n s i t y  f e l l  from 

0 ,566  m etr ic  ton s in  1972 to  0 .5 2 8  m etr ic  ton s in  1973 b efo re  i t  

g r e a t ly  in c r e a se d  to  0 .6 1 8  m etr ic  ton s in  1974 and fu r th e r  to 0 ,707  

m etr ic  ton s in  1975,

In  g e n e r a l, a lth ou gh  the Indian  economy i s  l e s s  dependent on 

petroleum  than both P a k ista n  and Kenya, i t  has a h ig h  a p p e t ite  fo r  

o i l  consum ption. On the o th er  hand, d e s p ite  the heavy r e l ia n c e  of 

Kenya on o i l ,  i t s  demand i s  growing more s lo w ly  than the case  of In d ia  

and P a k ista n . D esp ite  the r e l a t i v e l y  h igh  o i l - i n t e n s i t y  o f P a k ista n , 

i t s  o i l  consum ption has h a lte d  owing to the gradual s h i f t  in  the  

in d u s tr ia l  s e c to r  from o i l  to  n a tu r a l g as .

An A n a ly s is  o f  the Changes in  O il Consumption

The above-m entioned d is c u s s io n s  have concluded th a t in c r e a se s  

in  o i l  consumption are n o t on ly  to  in c r e a s e s  in  n a t io n a l output

but a lso  to  the r i s e  in  o i l - i n t e n s i t y  of the economy as a whole which 

i s  induced by the so r t  o f  em phasis o f the p a ttern  o f  econom ic growth.

To an a lyse  th e  e f f e c t s  o f both  the n a t io n a l output and the o i l - i n t e n s i t y  

on the in c r e a s e s  in  consum ption, changes in  o i l  consumption can be
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( 1 )•separated  in to  th ree  c o n s t itu e n t  e lem en ts: ^

F ir s t  -  th e r e  are the in c r e a s e s  th a t -to., r i s i n g  output

by i t s e l f ,  ta k in g  no account o f  the changes in  o i l - in t e n s i t y *

Second -  th ere  are the e f f e c t s  of th e changes in  o i l - i n t e n s i t y  

in  i t s e l f ,  ta k in g  no account o f  the changes in  o u tp u t.

Third -  th e  in c r e a se s  o f  o i l  consumption th a t  arose  from the  

changes in  o i l - i n t e n s i t y  w ith  r e s p e c t  to  the in c r e a s e s  in  o u tp u t, and 

which th e r e fo r e  take account o f  both  output changes and changes in  

o i l - i n t e n s i t y .

A lg e b r a ic a lly  t h is  d i s t in c t io n  may be ex p ressed  as fo l lo w s :

Let and Y  ̂ be GDP in  "kwo p e r io d s  r e s p e c t iv e ly ,  and and 

the correspon d in g  consumption o f o i l .  The o i l - i n t e n s i t y  0 i s  g iven  

by: 0̂  = 0_ /̂Y  ̂ and 0^ = ^ 2/ ^ 2 ' change i h  output

(Yg -  Ŷ  ) ,  a O the change in  o i l  consumption (C^ -  0 ^ ), and aO be 

the change in  o i l - i n t e n s i t y  (O^ -  0 , ) .

Thus, = Ô Ŷ  ( 1 )

Og = OgYg = ( 0  ̂ + AO) (Ŷ  + aY ) ( 2 )

r: Ô Ŷ  + 0̂  A Y + ÀO'/j + a O A Y

su b tr a c t in g  ( l ) from ( 2 ) y ie ld s  the fo llo w in g  eq u ation

A G = 0̂  aY  + aO Ŷ  + aO aY ( 3 )

( 1) This approach  was used  by Henderson in  ana.lysing  th e  changes in
t o t a l  energy  consum ption in  In d ia . See H enderson, o n .c i t .. n n .33-4,
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The th ree  item s on th e  r ig h t-h a n d  s id e  o f  eq u a tio n  (3 )  correspond  

to  th e th ree  e lem en ts which e x p la in  the in c r e a se s  in  o i l  consum ption  

advanced above. Such elem en ts are c a lo u la te J  in  Table 3 -6  which shows 

an ^rtalysis o f  the in c r e a se s  in  o i l  consum ption in  In d ia , P a k is ta n  and 

Kenya during th e p er io d s  I 96O-7O and 1970-75*

C le a r ly  th e  in c r e a s e s  o f  o i l  consum ption in  In d ia  are a t tr ib u te d  

more to  th e  r i s e  in  o i l - i n t e n s i t y  than to  the in c r e a se s  o f  n a t io n a l  

o u tp u t. Out o f  th e  11 .499  m il l io n  to n s in c r e a se s  in  o i l  consum ption  

during I 96O-7O, 47 and 23 per cen t are a t tr ib u te d  to  th e  r i s e  in  th e  o i l -  

in t e n s i t y  o f  both  the o r ig in a l  and in crem en ta l output r e s p e c t iv e ly .  Only 

30 per cen t o f  such in c r e a se s  were f o r  in c r e a s in g  output w ith ou t in c r e a s in g  

o i l - i n t e n s i t y .  During 1970-75 , 68 and 6 per c e n t  o f  the in c r e a se s  in  c i 1 

consum ption ( 6 . 23I  m il l io n  to n s )  were a scr ib ed  to  th e  r i s e  in  the in t e n s i t y  

o f  th e o r ig in a l  and in crem en ta l output r e s p e c t iv e ly ,  w h ile  26 per c e n t  was 

used  in  g e n e r a tin g  a d d it io n a l output w ith  the o r ig in a l  in t e n s i t y .

In  P a k is ta n , 81 per cen t o f  the in c r e a se  in  o i l  consum ption (1 .7 4 6  m il l io n  

to n s) during  I 96O-6 9 , was used  in  th e  in crem en ta l ou tp ut w ith ou t changes 

in  the o i l - i n t e n s i t y ,  w h ile  19 per cen t r e s u lte d  from th e  r i s e  in  o i l  in t e n s i t y  

o f  both o r ig in a l  and in crem en ta l o u tp u t. During 1970-75» the p rop ortion  o f  

th e in c r e a se s  in  o i l  consum ption a t tr ib u te d  to  the r i s e  in  o i l - i n t e n s i t y  

d im in ished  to o n ly  8 per c e n t , s in c e  92 per c e n t had been used  in  g en era tin g  

a d d it io n a l output w ith ou t a r i s e  in  o i l  in t e n s i t y .

The s l i g h t  in c r e a s e s  in  o i l  consumption in  Kenya (0 .0 2 9  m il l io n  to n s)  

during I 964- 7O can be ex p la in ed  by the d e c lin e  in  o i l  in t e n s i t y  o f  th e  economy. 

In crea ses  in  o i l  consum ption devoted  to  th e  in crem en ta l output were a t  th e  

expense o f  the d e c lin e  o f  the o i l - i n t e n s i t y  o f  both th e  o r ig in a l  and in crem en ta l 

o u tp u t. However, during 1970-75, o n e -h a lf  o f  the in c r e a se s  o f  o i l  consump

t io n  ( 0 .593  m il l io n  to n s)  were caused by the r i s e  o f  th e  o i l - i n t e n s i t y  o f  

the ou tp u t, w h ile  the rem aining h a l f  was caused by th e in c r e a se s  in  output 

r e g a r d le s s  o f  the in f lu e n c e  o f  o i l - i n t e n s i t y .
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Table 3-6

An A n a ly sis  o f  th e  Changes o f  O il Consumption during the p eriod s  
1960-70 and 1970-73 fo r  In d ia , P a k ista n  and Kenya. Q u a n tit ie s  in  
m ill io n  m etr ic  ton s o f  crude o i l  eq u iv a le n t)

Increases of oil consumption arising from:
0 , a Y a OY. A 0 AY a C

4
io io io io

India
1960-70 3 .448 30 5 .577 47 2 .674 25 11.499 100
1970-75 1.695 26 4 .1 5 6 68 0 .382 6 6 .251 100

Pakistan^^)
1960-69 1 .412 81 0 .206 12 0 .128 7 1 .746  100
1970-75 0 .421 92 0 .031 7 0 .0 0 4 1 0 .456  100

Kenya(^)
1964-70 0 .898 3096 - 0 .432 -1490 -0 .4 5 7 -1507 0 .029  100
1970-75 0 .3 0 4 51 0 .217 57 0 .072 12 0 .595  100

Source: Based on Table 3-5*

N ote: (a ) The p eriod  I 96O-69 r e fe r s  to a l l  P a k is ta n , in c lu d in g
B angladesh , w h ile  the p eriod  1970-75 r e f e r s  to  V est 
P a k ista n  o n ly .

(b ) There i s  no a v a ila b le  data on GDP a t co n stan t p r ic e s  
fo r  Kenya b efore I 964 ,

As a r e s u l t ,  the p a ttern  o f  economic growth in  In d ia  le d  to  a 

rap id  growth o f  o i l  consumption through the r i s e  in  the o i l - i n t e n s i t y  o f  

the economy, d e s p ite  the f a c t  th a t In d ia  i s  a c o a l-o r ie n ta te d  economy.

Such in f lu e n c e  i s  in s ig n i f i c a n t  and gra d u a lly  d im in ished  in  P ak istan  which  

i s  in c r e a s in g ly  dependant on n a tu ra l g a s . In Kenya, o i l  in t e n s i t y ,  which  

decreased  throughout the I 96OS, s ta r te d  to  in c r e a se  in  the e a r ly  1970s 

and induced f a s t  r i s e s  in  o i l  consumption in  the f i r s t  h a lf  o f  the 1970s.
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4 -  The P r ic e  E f f e c t s  on O il Consumption

A rap id  r i s e  in  consum ption o f  o i l  b e fo re  1975 had n ot only- 

been induced by th e  p a tte r n  o f  economic growth but a ls o  because o i l  

had become th e cheape s t  source o f  en ergy , s in ce  i t s  p r ic e s  had 

d e c lin e d  r e l a t iv e  to  the p r ic e s  o f  o th e r  goods and s e r v ic e s .  A d d itio n a lly #  

the government p o l ic y  o f  p r ic in g  o i l  made demand fo r  o i l  in e l a s t i c  

w ith  r e s p e c t  to  p r ic e  ch an ges.

The Movements o f  P r ic e  o f  Crude and Products

S t a t i s t i c s  on p o sted  p r i c e s ^ a s  shown in  Table 3 - 7 , in d ic a te

th a t p r ic e s  o f  crude and p roducts had d e c lin e d  during the p eriod

196l'r70 by 1 0 .4  and per c e n t ,  r e s p e c t iv e ly ,  b e fo r e  th ey  in crea sed

trem endously in  1974* By u s in g  the in d ex  o f  w h o lesa le  p r ic e s  o f  a l l

com m odities which are in te r n a t io n a l ly  trad ed , a s  a d e f la t o r ,  the r e a l

p r ic e s  o f  crude and p roducts had d e c lin e d , during the same p er io d ,
( 2 )

by 2 3 .5  and 2 1 .3  per c e n t , r e s p e c t iv e ly .  I» Oweiss^ '  found th a t  the  

p r ic e s  o f  crude had d e c lin e d  by 45 and 68 per c e n t , when the p osted  

p r ic e s  were d e f la te d  by b o th  th e  U .S . w h o lesa le  p r ic e  in d ex  o f  a l l  

com m odities and the GKP d e f la to r  o f  I 7 European c o u n tr ie s ,  r e s p e c t iv e ly .

He a ls o  found th a t i f  the p r ic e s  o f  crude had been g r a d u a lly  in cr ea se d  a t  

the compound r a te  o f  in f la t i o n  in  the European c o u n tr ie s , the 1975 p r ic e  

would have been U .S .^ 10.24  per b a r r e l .

( 1 ) For h i s t o r i c a l  background on the p osted  p r ic e s .  See M.A. Adelman, 
the World Petroleum  M arket, John Hopkins U n iv e r s ity  P r e ss ,B a lt im o r e , 
1972 , Chapter 6 , 7 .

( 2 ) I .  O w eias,"D ecid ing on a p r ic e " . M iddle B ast I n te r n a t io n a l , N o.44 
(February 1 9 7 5 ) , p .1 2 ,



Table 3-7
The Trends o f  Current and R eal V alues o f  the P osted  P r ic e s  o f  Crude p j i  
and O il P rod u cts , 1 961 -75 .

( 1970 = 1 0 0 (a ) )

54

Current P r ic e s R eal P r ic e s (3 )

Crude ̂  ̂  ̂ Products Crude P roducts

1961 111 .6 10 8 .5 150 .7 1 2 7 .0

1962 109 .1 107 .6 130 .5 1 2 8 .7

1963 108 .3 1 0 6 .0 1 22 .1 1 19 .5

1964 102 .5 9 9 .4 1 0 8 .0 104 .7

1965 102 .5 102 .5 11 0 .0 1 1 0 .0

1966 102 .5 9 9 .6 106 .8 1 0 3 .8

1967 102 .5 99 .5 114 .0 110 .7

1968 10 0 .0 1 00 .1 112 .1 112 .2

1969 9 8 .3 9 8 .7 101 .9 102.3

1970 1 0 0 .0 1 0 0 .0 10 0 .0 1 0 0 .0

1971 127.3 111.1 135-0 117 .8

1972 146 .3 115 .5 136 .3 107 .5

1975 208 .3 158 .1 155 .3 95 .1

1974 752 .1 4 4 2 .2 354 .4 2 08 .4

1975 8 2 6 .4 4 7 5 .2 4 7 4 .4 272.7

Source: ( l )  IMP, I n te r n a t io n a l F in a n c ia l S t a t i s t i c s ,V o l .3 1 ,N o.5
(May 1978),p . 75 .
( 2 ) O rg a n isa tio n  o f  the Petroluem  E xporting  C o u n tr ies ,

Annual S t a t i s t i c a l  B u lle t in ^ 1975, S t a t i s t i c a l  U n it ,
OPEC,June 1 9 7 6 ,Table 9 5 ,p . l3 6 .
R eal p r ic e s  are computed by d e f la t in g  the cu rren t p r ic e s  
by th e in d ex  numbers o f  the w h o lesa le  p r ic e s  o f  a l l  
com m odities in  in te r n a t io n a l trade ob ta in ed  from source
( 1 )

N ote: (a )  A ll  the base y ea rs  are moved to  1970 fo r  the purpose o f  com parison.

( 3 )
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Table 3 -8  shows th e  tren d s o f  u n it  v a lu e  o f  im ported crude o i l

and th e  average w h o le sa le  p r ic e s  o f  a l l  petroleum  products during

the p eriod  1961-74 fo r  In d ia , P a k ista n  and Kenya. P r ic e s  are exp ressed

in  r e a l  v a lu e s  by d e f la t in g  the u n it  va lu e  o f  im ported crude by

th e im p l ic i t  p r ic e  d e f la t o r  in d ex  number o f  in d u s t r ia l  p rod u ctio n ,

and th e average w h o le sa le  p r ic e  o f  petroleum  products by th e g en era l

w h o lesa le  p r ic e  in d ex  number. In  g e n e r a l, both  u n it  v a lu e s  o f

im ported crude and w h o le sa le  p r ic e s  o f  products had exp er ien ced  d e c lin e

in  r e a l  term s during I 96I - 7O, b e fo re  th ey  in cr ea se d  g r e a t ly  by the mid- 
of crude oil

1970s .  U n it value^ d e c lin e d  by 20 ,25  and I 5 per c e n t  in  In d ia , P a k ista n  

Kenya r e s p e c t iv e ly .  By 1974» u n it  v a lu e s  in cr ea se d  to  4 9 0 and 689 

and 378 per cen t r e s p e c t iv e ly .  D if fe r e n c e s  in  changes o f  u n it  v a lu e  

among the th ree  c o u n tr ie s  are a t tr ib u te d  to  v a r ia t io n s  in  exchange  

r a t e s ,  accuracy  in  reco rd in g  im port data  and o i l  supp ly  c o n tr a c ts .

The d e c lin e  o f  th e  u n it  v a lu e s  o f  both  P ak istan  and Kenya and the

moderate in c r e a se  in  th e  u n it  v a lu e  o f  In d ia  in  1971 are ex p la in ed  by

the d ev a lu a tio n  o f  th e U .S . d o l la r  in  th a t y ea r . The sharp in c r e a se  in

P a k is ta n 's  u n it  v a lu e  to  450per c en t in  1972 was caused by the more than

50 per cen t d ev a lu a tio n  o f  i t s  Rupee. The in c r e a se  o f  u n it  v a lu e s  o f  

Kenya in  1975 and 1974, were r e l a t i v e l y  moderate which can be a t tr ib u te d  

to  th e  "armlength" tr a n s a c t io n s , in v o lv in g  d isco u n t e lem en ts, s in c e  i t s  

r e f in e r y  i s  m a rk et-o r ien ta te d  and p a r t ly  owned by m u lt in a t io n a ls .

N e v e r th e le s s , the u n it  v a lu e  o f  im ported crude cou ld  r e f l e c t  the  

c o n d it io n s  p r e v a i l in g  in  the world m arket, compared w ith  th e w h o lesa le  

p r ic e s  which are dominated by e x c is e  ta x e s  imposed by n a t io n a l govern

ments p a r t ic u la r ly  in  In d ia  and P a k is ta n . The w h o lesa le  p r ic e  o f  

petroleum  products showed f lu c tu a t io n s  during I 96I - 7O, though i t  was
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Table 3-8

P r ic e s o f  A ll  Petroleum  P roducts a t  1970 P r ic e s  in In d ia ,P a k is ta n  and

Kenya, 1961- 7 4 .

1970 = 100

U nit Value o f  Crude O il 
Im ports ( 1 )

Average W holesale P r ic e  o f  
Petroleum  P roducts (2 )

In d ia P a k ista n Kenya In d ia P a k ista n Kenya

1961 125 .1 1 3 5 .7 « 100 .1 90 .4 -

1962 126 .6 1 3 0 .6 - 106 .7 92 .3 —

1963 1 10 .6 8 5 .4 114 .4 120 .8 9 5 .0 98 .9

1964 107 .3 9 4 .4 115 .4 113 .0 8 9 .0 102 .1

1965 10 0 .5 9 1 .5 113 .0 10 1 ,4 90 .9 103 .9

1966 6 9 .7 9 7 .3 107 .8 98 .1 95 .2 104.1

1967 93 .6 129.3 104 .2 91 .3 9806 102 .2

1968 12 1 .8 107 .1 105 .2 95 .9 9 6 .3 10 1 .0

1969 109 .5 9 4 .2 9 9 .0 97 .8 97 .7 10 2 ,0

1970 1 0 0 ,0 1 0 0 .0 1 0 0 .0 10 0 ,0 1 0 0 .0 1 0 0 .0

1971 123 .7 90 .1 9 9 .0 105 .8 111 .1 101 .8

1972 123 .3 4 3 0 .1 107.2 102 .7 1 0 2 .8 96 .4

1973 171 .6 4 2 6 .7 113.2 104 .8 105 .4 103 .5

1974 4 8 9 .5 688 .9 3 7 8 .0 135 .0 90 .1 296 .6

Source: ( l )  U n it v a lu e  o f  im ported crude o i l  are computed from

U nited  N a tio n s, Yearbook o f  In te r n a t io n a l Trade S t a t i s t i c s , 

U .N ., New York, is s u e s ;  1963-1975? and d e f la te d  by the im p lic i t  

p r ic e  d e f la to r  in d ex  numbers o f  in d u s tr ia l  p rod u ction  ob ta in ed  

from U .N .. Yearbook M ation al Account S t a t i s t i c s ,  1977 ,^0 1 . 2 ,

Op.c i t . , Table 88@



97

Source (2 )  W holesale p r ic e s  o f  petroleum  p roducts in  In d ia  fo r  

the p eriod  I 96I - 7I  are taken  from Government o f  In d ia ,  

S t a t i s t i c a l  A b s tr a c ts , C en tra l S t a t i s t i c  O rg a n isa tio n ,

New D e lh i,  i s s u e s :  1965 ,1968 ,1969  and 1972; and p r ic e s

f o r  th e  p er io d  1972-74 are taken from Henderson, o p .c i t . .

Table 50» p . 66 . W holesale p r ic e s  o f  petroleum  products  

o f  P a k is ta n  fo r  the p er iod  I 96I -7 2  are o b ta in ed  from  

Government o f  P a k is ta n , 25 y ea rs  o f  P a k ista n  in  S t a t i s t i c s ,  

1947-72; M in istr y  o f  F in an ce , P lann ing and Developm ent,

K arach i, 1 9 7 5 ,Table 1 7 * 0 9 ,P*347; Table 1 7 -1 1 ,p . 565; and th e  

p r ic e s  f o r  the p eriod  1975-1974 are taken from Government o f  

P a k is ta n , P a k ista n  S t a t i s t i c a l  Yearbook 19 7 5 -7 6 , M in istry  

o f  F inan ce , P lann ing  and P r o v in c ia l C o -o rd in a tio n , K arachi, 

1976 , Table 1 6 .5 ,p .202; Table 1 6 .7 ,p .203 . For Kenya, 

r e t a i l  p r ic e s  o f  p e tr o l (g a s o l in e )  are ob ta in ed  from R epublic  

o f  Kenya, S t a t i s t i c a l  A b str a c t , M in istry  o f  Economic P lann ing  

and Developm ent, N a iro b i, i s s u e s :  1968 ,1969 ,1971  and 1975.

G eneral W holesale P r ic e  Index number fo r  In d ia  are taken  f  rom 

Government o f  In d ia , M onthly Absiract o f  S t a t i s t i c s ,C en tra l 

S t a t i s t i c a l  O rg a n isa tio n , New D e lh i, i s s u e s :  V o l . 2 5 ,N o.10> 

(October 1972)) V o l. 29 , N o.lO (O ctober 1976)» For P a k is ta n , 

Government o f  P a k is ta n , 25 y ea rs  o f  P a k ista n  in  S t a t i s t i c s , 

o p . c i t .JTable I 7 . 0 1 ,p . 314; Table 1 7 .0 2 ,p .524; Government o f  

P a k is ta n ,P a k ista n  S t a t i s t i c a l  Yearbook, 1 9 7 5 -7 6 ; o p .c i t . .  Table 

1 6 . 1 , p .1 76 ; Table 1 6 .2 ,p . 179. K enya's index numbers o f  consumer 

p r ic e s  are tak en  from I .M .F .. In te r n a t io n a l F in a n c ia l S t a t i s t i c s . 

Op.c i t . ,
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dominated by a d e c l in in g  tren d . I t  in cr ea se d  in  In d ia  by 53 per c e n t  

during 1970*75 which was sm a ller  than in  unit va lu e  (389*5 per cent)©

In  P a k is ta n , w h o le sa le  p r ic e s ,  though th ey  were f lu c t u a t in g ,  d id  r i s e  

s lo w ly  during  1 9 6 1 -7 0 . During 1 970 -74 , th ey  in c r e a se d , r e f l e c t in g  

th e  w orld p r ic e ,  but a t  a low r a t e .  In  Kenya, r e t a i l  p r ic e  o f  g a s o lin e  

showed a la r g e  in c r e a se  in  1974 , r e f l e c t in g  th e in c r e a se s  in  crude, 

s in c e  d o m e s t ic a lly  r e f in e d  o i l  products paid  the same e x c is e  ta x  as 

the t a r i f f  pa id  by im p orts.

Government P r ic e  P o l i c i e s  o f  Petroleum  Crude and Products

In  most c o u n tr ie s ,  government ta x e s  and d u t ie s  on th e consumption  

o f  petroleum  products fo f  m a s iz e a b le  part o f  the p r ic e s  o f  cer ta in  

p rod u cts, p a r t ic u la r ly  g a s o lin e s  and k erosen es . T h erefore , s e l l i n g  

p r ic e s  are co n s id era b ly  a f f e c t e d  by changes in  ta x e s  ra th e r  than by 

changes in  th e u n it  c o s t  o f  r e f in in g  which depend b a s ic a l ly  on the c o s t  

o f  im ported cru d e. C onsequently , a  r e l a t iv e l y  la r g e  in c r e a se  in  the 

p r ic e  o f  crude i s  l i k e l y  to  le a d  to a p r o p o r tio n a lly  sm a lle r  change 

in  the w h o lesa le  p r ic e  o f  p ro d u cts, and to  a s t i l l  sm a lle r  change in  

th e ir  r e t a i l  p r ic e s ,  le a d in g  to in e l a s t i c  demand fo r  products w ith  

r e sp e c t  to  changes in  crude p r ic e s .

P r ic e  o f  products had a ls o  been in f lu e n c e d  by th e in te r v e n t io n  

o f  governm ents, where p art o f  cruAe was d o m e s tic a lly  produced ,as  

in  the case  o f  In d ia  and P a k is ta n , to  keep the p r ic e  o f  crude w e ll  

under the cu rren t p r ic e s  in  the w orld m arket. F ix in g  th e  dom estic  

crude a t  low p r ic e s  in  In d ia  was aimed to  reduce the average c o s t s  to 

dom estic r e f i n e r i e s ,  so as to  keep th e p r ic e s  o f  r e f in e d  o i l  products
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from in cr ea sin g *  For in s ta n c e , a lth ou gh  the In d ian  crude was r a ise d  

in  August 1975 to  ^2 .4 8  per b a r r e l ,  ag a in  to  ^3*58 a t  th e  b eg in n in g  

o f  November 1973, and fu r th e r  to  ^4*58 per b a r r e l in  August 1974, i t  

was s t i l l  w e ll  under o n e -h a lf  o f  th e cu rrent world p r ic e  which was a t  

l e a s t  0  1 1 . 30( 1 )

Table 3^9 shows the p rop o rtio n s o f  e x -r e f in e r y  p r ic e s  and e x c is e  

d u t ie s  in  th e  e x -s to r a g e  p r ic e s  fo r  s e le c t e d  products in  In d ia  

betw een June 1 , 1970 and September 18,1974* E x c ise  d u t ie s  on g a s o lin e  

have been an im portant elem ent in  s e l l i n g  p r ic e s ,  a cco u n tin g  f o r  83

Table 3 -9

In d ia : E x-R efin ery  P r ic e s  and E x c ise  D u ties  as P ercen ta g es  o f  Ex-

Storage P o in t P r ic e s  f o r  S e le c te d  P rod u cts, June 1 ,1970-Septem ber 1 8 ,1 9 7 4 ,

( in  p ercen ta g es)

June 1

1970

, A p r il 1,

1972

November 30

1973

. S ep tem -- 
her 18
1974

Motor S p ir i t ;  E x -r e f in e r y  p r ic e 10 11 13 19

E x c ise  d u t ie s 83 82 73 72

K erosene: E x -r e f in e r y  p r ic e 31 28 40 71

E x c ise  d u t ie s 60 61 61 47

High Speed D ie s e l  O il:  E x -r e f in e r y 18 18 23 56p r ic e

E x c ise  d u t ie s 74 72 69 46

Furnace O il:  E x -r e f in e r y  p r ic e 32 32 40 42

E x c ise  d u t ie s 54 46 43 17

Source: C a lcu la ted  from Henderson, , Table 30,P*66

( 1 ) Henderson, o p . c i t *.pp*64-7*
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per cen t in  1970 and reduced to  'J2 per cen t o f  th e  ex"Stor5f;ge p o in t  

p r ic e s  in  1974* In  l i n e  w ith  th e  r e c e n t  in c r e a se s  in  o i l  p r ic e s ,  the  

d u t ie s  on g a s o lin e  was doubled to  over E s .2 per l i t r e  which put the  

r e t a i l  p r ic e  a t  E s. 3*25. In  v iew  o f  w id e-spread  u se  o f  K erosene 

among the p o p u la tio n , e x c is e  ta x  on k ero sen e , which i s  low er than  

g a s o l in e ,  accounted  f o r  60 per cen t o f  e x -s to r a g e  p r ic e s ,  d ecre a sin g  

to  47 pen cen t in  1974. D esp ite  the 30 per cen t in c r e a se s  in  th e duty  

on k ero sen e , in  November 1973» i t  seems th a t  i t s  p r ic e s  were not 

in c r e a se d  s i g n i f i c a n t l y .  There i s  an elem ent o f  u n d er-recovery  in  th e  

s e l l i n g  p r ic e  s in c e  th e  sum o f  e x -r e f in e r y  p r ic e  and e x c is e  ta x  exceed s  

th e  e x -s to r a g e  p o in t p r ic e .  T his a ls o  had appeared in  th e  ca se  o f  h igh  

speed d ie s e l  o i l  whose e x c is e  d u t ie s  had d ecreased  from 74 per cen t in

1970 to  46 per cen t in  1974 due to  th e in c r e a se  o f  crude c o s t s  which 

r a is e d  th e share o f  e x -r e f in e r y  p r ic e  from 18 p ercen t to  56 p ercen t  

during the same p e r io d .

P a k ista n  a ls o  put heavy d u t ie s  on g a s o lin e s  and has made d u t ie s  

on k erosen e and f u e l  o i l  even h e a v ie r  than In d ia  as shown in  Table 3-10*  

D u ties  on g a s o lin e  which accounted  f o r  7 0 .5  per cen t o f  r e t a i l  p r ic e  i n

1971 had reached  8 6 .8  per cen t in  1975* D u ties  on k ero sen e , which had 

accounted fo r  47 per cen t in  1971» d e c lin e d  to  29 .9  per cen t in  1973, b efo re  

th ey  in c r e a se d  sh arp ly  to  6 1 .1  per cen t in  1974 and fu r th e r  to  77*8 per  

cen t in  1975* D u ties  on f u e l  o i l s ,  which were r e l a t iv e l y  sm all in  1971 

( 29 .7  per c e n t)  in c r e a se d  to  71*4 per cen t in  1975*
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Table 3-10

o f  R e ta il  P r ic e s ,  J u ly  3 1 ,1 9 7 1 -J u ly  31,1975.

( i n  p ercen tage)

J u ly  31
1971

J u ly  3 1 ,
1972

J u ly  31 ,
1973

J u ly  31 ,
1974

J u ly  31 ,
1975

Motor g a s o lin e  
(r e g u la r ) 7 0 .5 7 4 .7 7 3 .8 8 4 .7 8 6 .8

Motor g a s o lin e  

(premium)
61 .2 6 7 .3 68 .2 8 1 .7 66 .3

H ousehold kerosene 4 6 .9 3 2 .9 2 9 .9 6 1 .1 77 .8

Bunker 'C  f u e l  o i l 2 9 .7 na 20 .7 4 7 .0 71 .4

Source; C a lcu la ted  from O rgan isa tion  o f  the Petroleum  E xporting  
C o u n tr ies , o p ,c i t . , Table 9 5 ,p .136*

In Kenya, d u t ie s  on r e f in e d  products were l e s s  than In d ia  

and P a k is ta n , s in c e  p roducts o n ly  paid  an e x c is e  tax  which i s  e q u iv a le n t  

to  t a r i f f  paid  by i m p o r t s . I m p o r t s  d u t ie s  on petroleum  are c a la u lte d

( 2 )as p ercen ta g es  o f  r e ta in e d  im ports as fo llow s:'*  ^

( 1 ) E ast A fr ica n  Common S e r v ic e s  O rga n isa tio n , Annual Trade Report
o f  Tanzania, Uganda and Kenya, E ast A fr ica n  Customs and E x c is e s ,  
Commissioner o f  Customs and E x c is e s ,  M ombassa,1965,P«39*

( 2 ) C a lcu la ted  from R epublic o f  Kenya, S t a t i s t i c a l  A b str a c t, o p .p i t .̂
i s s u e s ;  1966, 1970 and 1974*



102

1964 1966 1968 1970 1971 1972 1973

62 53 75 81 58 26 12

Import d u t ie s  d e c lin e d  from 62 per cen t in  I 964 to  58 per cen t in  

1972 and fu r th e r  to  12 per cen t in  1973, in d ic a t in g  th a t such d u tie s  

had d e c lin e d  in  the fa c e  o f  the in c r e a se d  va lu e  o f  o i l  im ports in  th e  

e a r ly  1970s.

The P r ice  E l a s t i c i t y  o f  the Demand fo r  Petroleum

Models o f  aggregate  demand fo r  o i l  and energy have tended , 

in v a r ia b ly , to  use th e h i s t o r i c a l  energy-GNP and com position  o f  energy  

use r e la t io n s h ip s  fo r  t h e ir  demand f o r e c a s t s . T h e i r  u n d erly in g  

assum ptions, th en , are th a t p r ic e  e l a s t i c i t y  o f demand i s  very  low and 

th a t fu tu r e  p r ic e  tren d s w i l l  r e f l e c t  h i s t o r ic a l  o n es . But such d e v e l

opments as the new found s tr e n g th  o f  the o i l  p ro d u cter 's  C artel make 

th e se  assum ptions in a p p ro p r ia te . Moreover, th e se  s tu d ie s  cou ld  not 

in d ic a te  the r e a c t io n  o f  the consumers o f  energy to  p r ic e  changes.

U n til the o i l  c r i s i s  in  1 9 7 5 /7 4 , very  l i t t l e  re sea r ch  had been  

done on the p r ic e  e l a s t i c i t y  o f  demand fo r  energy and o i l ,  p a r t ic u la r ly ,  

o u ts id e  the U nited  S ta te s  and probably none in  d ev e lo p in g  cou n tr ies*  

However, a number o f  s tu d ie s  on p r ic e  e l a s t i c i t y  in  both  developed  and

( 1 ) See J . D arm stadter, Energy in  the World Economy, The John Hopkins 
U n iv e r s ity  P r e ss , B a ltim ore , 1971; S. H. Schurr e t  a l . .  Middle 
E ast O il and the W estern W orld, American E ls e v ie r ,  New York, 1971; 
J . D arm stadter, "Energy Consumption: Trends and P a tter n s" , in
S.H . Schurr ( e d . ) ,  Energy, Economic Growth and the Environm ent4 
John Hopkins U n iv e r s ity  P r e ss , B a ltim ore , 1972, Appendix/
OECD, O il;  The P resen t S itu a t io n  and Future P r o sp e c ts , OECD, P a r is ,
1975.
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d ev e lo p in g  c o u n tr ie s  had been spurred by the upheaval in  th e  w orld

o i l  m arket. S tudying th e immediate resp o n ses  o f  o i l  consumers in

the v a r io u s  economic r e g io n s  o f  the w orld , Yager and S te in b e r g ,

fa ced  w ith  th e  problem o f  e s t im a t in g  sh ort-term  p r ic e  e l a s t i c i t y ,

in co rp o ra ted , a r b i t r a r i ly ,  in to  t h e ir  eq u ation  a v e r y  low  e l a s t i c i t y  o f

- 0 ,03  per yea r  in  e s t im a tin g  energy and o i l  consum ption during 1975-78 .
( 2 )

M eanwhile, Kennedy' '  found s ig n i f ic a n t  p r ic e  e l a s t i c i t i e s  o f  demand 

fo r  g a s o l in e ,  k ero sen e , d i s t i l l a t e s  and f u e l  o i l  in  th e in d u s tr ia l  

c o u n tr ie s .  A d d it io n a lly ,  K ouris and R o b i n s o n , o n l y  found a  

s ig n i f ic a n t  p r ic e  e l a s t i c i t y  o f  demand fo r  o i l  when th ey  poo led  tim es  

s e r i e s -  c r o ss  s e c t io n  d ata  fo r  EEC c o u n tr ie s , whereas most o f  t h e ir  

e s t im a te s  from t im e - s e r ie s  data  fo r  the in d iv id u a l c o u n tr ie s  were 

in c o n s is t e n t  and in s ig n i f i c a n t .

In  f a c t ,  p r ic e  e l a s t i c i t y  o f  the demand fo r  o i l  in  th e  developed  

c o u n tr ie s  i s  a t t r ib u ta b le  to  the h igh  degree o f  s u b s t i t u t a b i l i t y ,  

compounded by th e e f f e c t s  o f  consum er’ s p r e fe r e n c e s , among com peting  

sou rces o f  en ergy , changing te c h n o lo g ie s  and th e environm ental 

r e g u la t io n s .  The absence o f  most o f  th ese  fa c to r s  in  the poor c o u n tr ie s ,  

in  a d d it io n  to th e  c h a r a c t e r is t ic s  o f  the p a ttern  o f  both  economic 

growth and o i l  consum ption, would le a v e  o i l  p r ic e  a s  a weak determ inant 

o f  th e demand fo r  oil©  Demand fo r  o i l  in  d ev e lo p in g  c o u n tr ie s  i s  

u s u a lly  s tu d ie d  fo r  th e se  c o u n tr ie s  in  aggregate  w ith in  the co n tex t o f

( 1 ) J .A . Yager and E .B . S te in b erg , "Trends in  th e I n te r n a t io n a l O il 
Market" in  E .R , F ried  and C.L. S ch u ltze  ( e d s . ) , H igher O il 
P r ic e s  and th e  World Economy#., The Adjustment Problem ,
B rookings I n s t i t u t i o n ,  W ashington, D .C .,1 9 7 5 , p .248*

( 2 ) M.Kennedy, "A World O il Model" in  D.W. Jorgenson  ( e d . ) , Econom etric  
S tu d ie s  o f  U .S . Energy P o l ic y ,N orth-H olland  P u b lish in g  Company, 
Amsterdam,1 9 7 6 ,p p .132-4*

( 3 ) K ouris and R obinson, o p .c i t . , p .132 .
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(1)
m odels o f  w orld o i l  market or  fo r  the v a r io u s  groups among them.

E stim a tin g  demand eq u a tio n s fo r  d ev e lo p in g  c o u n tr ie s  c l a s s i f i e d  by

( 2 )incom e-group, L am bertin i '  ̂ found a very  low p r ic e  e l a s t i c i t y  o f

demand fo r  o i l  in  the h igh  and m iddle income groups, B jy

lie
assum ing p r ic e  e l a s t i c i t y  fo r  th e  low-incom e g r o u p ,a p p a r e n t ly  cou ld  

not f in d  a s ig n i f i c a n t  e s tim a te  fo r  th a t group. The medium-term p r ic e  

e l a s t i c i t i e s  o f  demand fo r  o i l  have been e s t im a te d  a s  - 0 .1 0  in  the  

h ig h er  income c o u n tr ie s ,  -O .3  in  the m iddle income group; and -O .I 5 

in  th e  low er income group. The sh ort-term  p r ic e  e l a s t i c i t i e s  o f  the 

th ree  groups amounted to  - 0 .6 0 ,  -0 .1 0 9  and -O.O5 r e s p e c t iv e ly .

The low e l a s t i c i t y  o f  demand fo r  o i l  in  th e low -incom e

d ev e lo p in g  c o u n tr ie s  can be a t tr ib u te d  to  two f a c t o r s ;  th e  p a ttern  o f  

o i l  demand and th e  e x te r n a l b a lan ce p o s i t io n .

The p a tte r n  and tren d  o f  o i l  consumption in  th e se  c o u n tr ie s  are 

dom inated by th o se  prod u cts which are r e la te d  to th e e s s e n t ia l  u ses  

in  the household  s e c to r  (k ero sen e) and to  th e  l e v e l  o f  economic a c t i v i t i e s  

o f  the p rod u ctiv e  s e c to r s  ( f u e l  o i l s ) .  Lam bertini e s tim a ted  th a t ,  when 

the consum ption o f  kerosene (p r im a r ily  a household  f u e l )  i s  in c lu d ed , 

the share o f  o i l  in  en d -u ses w ith  very  lim ite d  s u b s t i tu t io n  p o s s i b i l i t i e s  

can be estim a ted  a t  58 per cen t o f  o i l  consumption o f  th e  low-incom e  

group, whereas i t  i s  estim a ted  a t  52 per cen t o f  the consum ption o f  

th e h igh  income group. A lso , w h ile  road tr a n sp o r ta t io n  accou n ts fo r  

31 per cen t o f  o i l  consum ption in  the low income group, i t  accounts

( 1 ) • Yager and S te in b e r g , o p .c i t . y Table 7 - 9 ,p .260.
( 2 ) L am bertin i, o p .c i t . , p .28.
( 3 ) I b i d . , Appendix I I ,p p .1 0 -2 ,
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fo r  50 per cen t in  the m iddle income c o u n tr ie s .

N o n e th e le ss , d e s p ite  th e  e s s e n t ia l  u se s  o f  o i l  in  th e  household  

s e c to r ,  i t s  share in  t o t a l  energy consum ption i s  r e l a t i v e l y  sm a ll,  

a s  was d isc u sse d  in  ch ap ter  2 (S e c t io n  2 ) .  The sh ares  o f  products  

r e la te d  to  the in d u s tr ia l  and p u b lic  tra n sp o r t s e c to r s  dominated  

the p a tte r n s  o f  consum ption o f  energy petroleum  p ro d u cts . In  f a c t ,  

th ere  i s  no e m p ir ica l ev id en ce  on the resp on se o f  th e  demand o f  th e  

v a r io u s  s e c to r s  to changes o f  p r ic e s  o f  o i l  and energy products in  

the d e v e lo p in g  c o u n tr ie s .  Most o f  th e  r e la te d  s tu d ie s  were ca rr ied  

out in  the U n ited  S t a t e s .

Whenever p r ic e  e la s t ic it ie s  have been d e te c te d , th ey  are u s u a lly  

found in  th e  demand o f  the r e s id e n t ia l  s e c to r  ra th er  than  in  th e  

in d u s t r ia l ,  tra n sp o r t and s e r v ic e  s e c to r s  in  the U nited  S t a t e s ,

V erleger p resen ted  r e s u l t s  f o r  th e  household  and com m ercial s e c to r s  

to g e th e r , in d ic a t in g  th a t  the n u l l  h y p o th e s is  o f  a zero  p r ic e  e l a s t i c i t y  

was n ot supported  fo r  th e demand fo r  e l e c t r i c i t y ,  petroleum  products  

and n a tu ra l g a s . He found a p r ic e  e l a s t i c i t y  in  the short-term , o f  

- 0 .5 5  fo r  th e demand fo r  petroleum  p roducts in  th e se  two s e c to r s  to g e th e r .  

However, in  a model u s in g  the share o f  o i l  g en era tin g  r e la t iv e  to  th e  

g en era tin g  c a p a c ity  o f  the e l e c t r i c  u t i l i t i e s  s e c to r ,  V er leg er  found  

th a t  th e  share o f  o i l  r e la t iv e  to  the c a p a c ity  g e n e r a tio n  i s  i n e l a s t i c

( 1 ) P.K. V er leg er  J r .," A n  Econom etric A n a ly s is  o f  the R e la tio n sh ip
Between Macro-Economic A c t iv i t i e s  and the U .S . Energy Consumption" 
in  M. S ea r l ( e d . ) .  Energy M odelling  -  A rt, S c ie n c es  and P r a c t ic e , 
R esources fo r  the F u tu re, W ashington, D.C. ,  1 9 7 4 ,P*86,
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to  changes o f  the p r ic e  o f  o i l  and a ls o  i n e l a s t i c  to  th e  changes in  o i l  

p r ic e s  r e l a t iv e  to  the changes in  th e  p r ic e s  o f  o th e r  f u e l s .

(2 )These r e s u l t s  compare fa v ou rab ly  w ith  th o se  o f  Houthakker and T aylor' * 

who, in  a model e s tim a ted  fo r  a d if f e r e n t  purpose, a ls o  r e j e c t e d  the  

assum ption o f  zero  p r ic e  e l a s t i c i t i e s  in  the U .S . household  s e c to r .

(3 )V erleger^  ̂ found th a t  th e  demand fo r  en ergy , in  g e n e r a l, when 

ev a lu a ted  a t  th e  n a t io n a l l e v e l ,  i s  p r ic e  s e n s i t iv e  in  the household  

s e c to r  but n ot in  the tr a n sp o r ta t io n  s e c to r .  He in d ic a te d  th a t the  

t e s t  o f  th e  h y p o th e s is  o f  the zero  p r ic e  e l a s t i c i t y  in  th e  in d u s tr ia l  

s e c to r  i s  more d i f f i c u l t  due to  th e la r g e r  array o f  energy p ro d u cts, 

the dominance o f  a few in d u s tr ie s  in  t o t a l  demand, and th e  la c k  o f  

adequate p r ic e  d a ta . Houthakker, V er leg er  and Sheehan found a 

s ig n i f ic a n t  sh o rt-term  p r ic e  e l a s t i c i t y  o f  0 .075  fo r  the demand fo r  

g a s o lin e  when th ey  f i t t e d  a lo g a r ith m ic  flow  adjustm ent model o f  the  

demand fo r  g a s o lin e  in  48 S ta te s  and the D is t r ic t  o f  Columbia. When the  

s t a t e s  were grouped on th e b a s is  o f  per cen t o f  u r b a n isa t io n , th ey  found  

th a t ,  fo r  th e l e a s t  u rban ized  s t a t e s ,  th e p r ic e  e l a s t i c i t y  turned out 

to  be p o s i t iv e  which g e n e r a lly  does not f i t  in  w ith  the o th er  s ta t e  

g r o u p s .'  ̂ Such p o s i t iv e  e l a s t i c i t y  was a t tr ib u te d  to  the p o s s i b i l i t y

(1 )  I b i d . , Table 6 , p . 97 .

(2 )  H .S . Houthakker and L.D. T ay lor , Consumer Demand in  the U nited
S ta te s ;  A nalyses and P r o je c t io n s , Harvard U n iv e r s ity  P r e ss ,  
Cambridge, M ass., 1970,PP*90“ 95*

( 3 ) P.K. V er le g e r , Jr.^ "The R e la tio n sh ip  Between Energy Demand and
Economic A c t iv ity " , in  M.S. MacrakiP ( e d . ) , Energy Demand,
C onservation  and I n s t i t u t io n a l  Problem s, The MIT Press,C am bridge,
M ass,1974 , p . 35 .

( 4 ) H .S . H outhakker,P .K . V er leg er  J r . and D .P. Sheehan,"Ityinamic 
Demand A n a ly s is  fo r  G aso line and R e s id e n t ia l E le c t r ic i t y " ,  American 
Journal o f  A g r ic u ltu r a l Econom ics, V o l . 3 6 ,^ 0 .2 (May 1974) ,P*415 .

( 5) I b i d . , Table 2 ,p .4 l6 .



107

o f  u s in g  g a s o lin e  fo r  a g r ic u ltu r a l  purposes in  the l e a s t  u rb an ised  

s t a t e s .  S im ila r ly , the p o s i t iv e  p r ic e  c o e f f i c i e n t  o f  th e  demand fo r  

e l e c t r i c i t y  in  th e  r e s id e n t ia l  s e c t o r  o f  th e  l e a s t  u rb an ised  s t a t e s  

was a t tr ib u te d  to  th e  problem o f  c l a s s i f y i n g  a g r ic u ltu r a l  e s ta b lish m en ts  

in  the r e s id e n t ia l  o r  commercial category,^^^

A d d itio n a l ev id en ce  on the low p r ic e  e l a s t i c i t y  o f  th e  demand

fo r  o i l  in  th e commercial s e c to r  emerges from the stud y  o f  Hudson 

and J o r g e n s o n ^ w h o  found th a t ,  fo r  a g iv en  in c r e a se  in  th e p r ic e s

o f  en ergy , th e  r e la t iv e  cu t back in  energy use in  f i n a l  demand i s

g r e a te r  than in  in term e d ia te  u s e s .  They a ls o  found th a t  a lth ou gh

the f in a l  usera o f  energy may be more resp o n siv e  to  p r ic e  in c r e a se

than b u s in e ss  u s e r s ,  th e share volume o f  energy absorbed in  prod u ction

i s  more im portant than th a t comes from f in a l  u s e r s .  They e s tim a te d

th a t ,  fo r  a g iv e n  in c r e a se  in  energy p r ic e s ,  f in a l  demand would be

reduced by 1 0 .6  p er cen t compared to  5 .6  per cen t f a l l  in  in term ed ia te

demand©

The r o le  o f  o i l  p r ic e s  a s  a  determ inant o f  demand i s  exp ected  

to  be even weaker when o i l  i s  con sid ered  as an im ported commodity.

Models o f  tr a d in g  behaviour o f  d ev e lo p in g  c o u n tr ie s  th a t have been  

c a r r ie d  ou t by Gheneiy and S trou t gave the ev id en ce th a t  im port flo w s  

are determ ined n o t so much by changes in  th e ir  r e l a t iv e  p r ic e s  a s  by 

changes in  th e a v a i l a b i l i t y  o f  fo r e ig n  exchange. The stud y  o f  M.Khan^^^

( l )  I b i d . , Table 5 , p .416 .
(21 Hudson and Jorgenson , Op.c i t . , p . 65-5*
(3 ) Chenery and S tr o u t , o p .c i t . , p p .682-95*
(4 )  M..Khan, "Import and Export Demand in  D evelop ing C oun tries" , 

IMF, S t a f f  P a p ers , v o l . 21: (November 1974),PP*690-92©
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showed th e im portance o f  im port c o n tr o l in  d eterm in in g  the im ports 

in  the sh o rt-ru n  in  f i f t e e n  d ev e lo p in g  c o u n tr ie s .  The r o le  o f  fo r e ig n  

exchange in  determ in in g  im ports in to  d ev e lo p in g  c o u n tr ie s  was 

em phasized in  a model b u i l t  by V. H em phill,

C onsequently , th e  l e v e l  o f  o i l  im p orts, in  view  o f  th e  b a lan ce  

o f  payments problem , even  b efo re  the o i l  c r i s i s ,  i s  no lo n g er  

determ ined by th e need to  meet th e p ro je c te d  l e v e l  o f  d o m e s tic ' demand 

accord in g  to  the p r e v a i l in g  p r ic e s .  In  o th er  words, the l e v e l  o f  

o i l  im ports i s  determ ined by what a country can a f fo r d  w ith  r e sp e c t  

to  i t s  e x te r n a l eq u ilib r iu m  and th e  need to  m ain ta in  a reason ab le  l e v e l  

o f  o th er  n o n -o il  imports©

As a r e s u l t ,  d is c u s s io n s  on th e e f f e c t  o f  o i l  p r ic e s  concluded  

th a t th e  ra p id  growth o f  o i l  consum ption had been p a r t ly  induced by 

the d e c lin e  in  i t s  r e l a t iv e  p r ic e s  which had been k ep t, furtherm ore, 

in s e n s i t iv e  to  demand changes by government p r ic e  p o l i c i e s .  Moreover, 

o i l  p r ic e s  are exp ected  to  be a weak determ inant o f  demand, p a r t ic u la r ly ,  

in  poor c o u n tr ie s  because o f  the nature o f  s e c to r a l demand, l im ite d  

p o s s i b i l i t i e s  o f  co n serv a tio n  and e x te r n a l payments p o s i t io n ,

5 -  A Dynamic Model o f  th e  Demand fo r  O il

The resea rch  w i l l  e s t im a te  an o i l  demand fu n c tio n  fo r  each o f  the  

c o u n tr ie s  in  order to  a c h ie v e  th e fo llo w in g  two o b j e c t iv e s :

F i r s t l y ,  to  t e s t  the h y p o th e s is  th a t o i l  demand i s  determ ined

( l )  W.L. H em phill, "The E f fe c t  o f  F oreign  Exchange R ece ip ts  on Imports 
o f  L ess D eveloped C oun tries" , IMF S ta f f  P ap ers, V o l .21 
(November 1974)pp*638-48©
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more by the l e v e l  o f  economic a c t i v i t y  than by changes in  th e  p r ic e  

o f  o i l ;  and

S econ d ly» to  e s t im a te  the a d d it io n a l c o s t s  o f  im ported o i l  

during 1974 and 1975 on the b a s is  o f  c e r ta in  assum ptions which w i l l  

be d isc u sse d  in  Chapter 4*

T h e o r e tic a l Background

The estim a ted  o i l  demand fu n c t io n  w i l l  be based on a dynamic 

flow  adjustm ent m odel, in  which demand fo r  o i l  depends on income 

and p r ic e s ,  and th e e f f e c t s  o f  th e se  fa c to r s  are spread over tim e . 

The model has been s u c c e s s f u l ly  u sed  by K e n n e d y ^ i n  e s t im a tin g

the demand fo r  o i l  p rod u cts in  th e  in d u s tr ia l  c o u n tr ie s  (OECD), and

( 3)

( 2 ^by L am bertin i' ' f o r  non- OPEC d ev e lo p in g  c o u n tr ie s  by income group.

A more r e c e n t a p p lic a t io n  o f  the model was done by K ouris and Robinson  

fo r  stu d y in g  o i l  demand in  EEC a r e a . A d e s c r ip t io n  o f  th e  model and i t s  

s t a t i s t i c a l  p r o p e r t ie s  in  the c o n tex t o f  the g en era l d is t r ib u t io n  la g  

problem i s  found in  G r ilich es* ^ ^ )

Three t h e o r e t ic a l  i s s u e s  w i l l  be d iscu sse d  b e fo re  the e x p o s it io n  

o f  the fu n c t io n a l form o f  th e  m odel, nam ely, the sh o rt-term  adjustm ent, 

f u e l  co m p etit io n , and th e problem o f  sim ultaneous e q u a tio n  b ias*

(1 ) Kennedy, o p .c i t .jP p .l29-34o
(2 )  L am bertin i, o p .c i t^Appendix I I ,
(3 ) K ouris and R obinson, o p .c it^ p p .131-33»
(4 ;  S ee . Z. G r il ic h e s ,  " D istr ib u te d  la g :  A s u r v e y ."Economet r ic a

V o l,3 5 , K o .l (January I 967).pp .l6*-49o
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The demand fo r  o i l  i s  a d er iv ed  demand, th e prim ary one b e in g  

fo r  the o il-co n su m in g  im plem ents.^ '  A ccord in g ly , the demand fo r  

o i l  i s  complementary and d er iv ed  from the accum ulation  o f  o i l - u s in g  

s to c k . This concept was i n i t i a l l y  a p p lied  by F ish er  and Kaysen in  

the demand fo r  e l e c t r i c i t y  and la t e r  used  by B a le s tr a  in  r e la t io n  to  

the demand fo r  n a tu ra l gas,^^^ Hence, i t  i s  le g it im a te  to  extend  t h is  

concept to  the demand f o r  o i l  a s  w e l l .

T h erefore , i t  can be a s se r te d  th a t th ere  i s  a  t e c h n ic a l  r e la t io n 

sh ip  betw een th e demand fo r  o i l  and th e  s to ck  o f  d u ra b les , where o i l  

demand depends on th e sto ck  o f  o i l - u s in g  a p p lia n ces  and i t s  r a te  o f

u t i l i z a t i o n .  The s to ck  o f  a p p lia n c e s  ex p resses  lo n g -  run behaviour  
u

and i t  i s  mainly^ fu n c t io n  o f  consumer p re fer en ces  and a stream  o f  

cu rrent and p a st incom es. In  any tim e p er io d , o n ly  a p art o f  the  

e n t ir e  s to ck  w i l l  be in  u se; e i th e r  because some u n it s  are id le  or  

o p era te  below  c a p a c ity . What r a te  o f  u t i l i s a t i o n  i s  a ch ieved  depends 

on th e g en era l s t a t e  o f  economic a c t i v i t y  and th e  l e v e l  o f  o i l  p r ic e s  

r e la t iv e  to  th e  p r ic e s  o f  o th er  f u e l s  and th o se  o f  th e r e s t  o f  goods 

and s e r v ic e s .

T h erefore , a change e i th e r  in  the s to ck  o f  o il-co n su m in g  a p p lia n ces  

or in  the r a te  a t  which a g iv e n  sto ck  i s  used  w i l l  cause a change in  

o i l  consum ption. Thu^ i t  i s  a p p ro p r ia te , in  s p e c ify in g  an o i l  demand 

m odel, to  b u ild  in  a s to c k  adjustm ent p ro cess  which w i l l  take in to  

account not o n ly  the in f lu e n c e  o f  cu rrent p r ic e s  but a ls o  the e f f e c t  o f

(* )  The demand fo r  non-energy petroleum  products (n ap hth a ,b itum in , 
l u b r i c a n t s . , . ,  e t c . )  i s  a primary one s in c e  such p roducts are  
used  d ir e c t ly  in  p ro d u ctio n . In  t h is  stu d y , th e se  p rod u cts are 
excluded  and, h ence, a l l  o i l  consumption i s  regarded  d er iv ed ,

( l )  See F.M. F ish er  and G. K aysen ,The Demand fo r  E l e c t r i c i t y  in  the  
U nited  S ta te s ,  C on tr ib u tion  to Economic A n a ly s is  -  A Study in  
E conom etrics, H orth-H olland P u b lish in g  C o., Amsterdam,1962;

P . B a le s t r a ,The Demand fo r  N atural Gas in  the U nited  S ta te s ,C o n tr ib u tio n  
to  Economic A n a ly s is  -  A Dynamic Approach fo r  the R e s id e n t ia l and 
and Commercial M arket,N orth-H oliand P u b lish in g  C o ,, Amsterdam,1967.



Ill
p r ic e  e x p e c ta t io n s . I t  was h ig h ly  l i k e l y  t h a t ,  in  both  th e  r e c e n t  

and more d is ta n t  p a s t ,  consumers formed e x p e c ta t io n s  about the  

movements o f  f u e l  p r ic e s  which have in f lu e n c e d  t h e ir  purch asin g  

b eh av iou r.

We can d is t in g u is h  betw een a c tu a l s to ck  and d e s ir e d  s to c k , as  

i s  u su a l in  durab le goods m odels. D if fe r e n c e s  between th e  two induce 

consumers to  move tow ards th e  d e s ir e d  s to c k , the l e v e l  o f  which i s  a 

fu n c t io n , c e t e r i s  p a r ib u s , o f  e x p e c ta t io n s  about o i l  p r ic e s .  I f ,  

fo r  exam ple, o i l  p r ic e s  are exp ected  to  in c r e a se  r e la t iv e  to  o th er  

fu e l  p r ic e s  in  th e fu tu r e , then  consumers w i l l  d e s ir e  a s to ck  o f  

a p p lia n ces  i which a llo w s  the u se  o f  cheaper f u e l s .  The la g  adjustm ent 

i s  a t t r ib u ta b le  in  g en era l to  two fa c to r s ;  ( l )  an u n w illin g n e ss  o f  

consumers to  v iew  p r ic e  and income change as permanent u n t i l  th ey  

have con tin u ed  fo r  some tim e, and (2 )  an e x i s t in g  sto ck  o f  equipment, 

which u ses  s p e c i f i c  forms o f  energy a t  a s p e c i f i c  e f f ic ie n c y ,  can not 

be rep la ced  im m ediately  d e la y in g  the response o f  in term ed ia te  

consum ers. The fa m il ia r  s to ck  adjustm ent p r in c ip le  a p p lie d  to  o i l  

demand i s

-  ° t - i =  - ° t - D
*

where G = d e s ir e d  demand fo r  o i l  p ro d u cts,

G = a c tu a l demand fo r  o i l  products©

= th e  degree o f  adjustm ent p ro cess  l ) .

Such th a t^ ^ = l, im p lie s  th a t consumers a d ju st the a c tu a l to th e  

d e s ir e d  s to ck  co m p lete ly  w ith in  the tim e p eriod  used  in  th e  a n a ly s is .  

A ccord in g ly , th e  o b je c t iv e  o f  the model i s  to  dem onstrate both the 

p r ic e  e x p e c ta t io n s  e f f e c t s  and the stock  o f  a p p lia n ces  a f f e c t  by a 

dynamic form u la tio n  which assumes th a t changes in  o i l  demand are
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p a r t ia l ly  a d ju sted  over  tim e a t th e  r a te  determ ined by th e  v a lu e  

o f

C om petition  from o th er  f u e l s  is exp ressed  by th e  r e a l  p r ic e  o f  

c o a l .  For the g r e a te r  part o f  th e  e s t im a tio n  p er io d , c o a l was th e  

main com p etitor  to  o i l  in  In d ia  and Kenya. N atural gas has become 

a stro n g  com p etitor  in  in d u s t r ia l  u se s  in  P a k ista n  and, to  a  l e s s e r  

e x te n t ,  in  I n d ia . T his would cause some b ia s  in  th e  c a lc u la te d  

o i l  p r ic e  e l a s t i c i t y  to  th e  e x te n t  th a t gas p r ic e s  would move d i f f e r e n t ly  

from th o se  o f  c o a l .  However, th ere  i s  not s u f f i c i e n t  gas p r ic e  

in form ation  to  c a lc u la te  a com prehensive s e r ie s  o f  gas p r ic e s .

The c o n d it io n s  p r e v a i l in g  in  the energy m arket, in  g e n e r a l, and 

in  the o i l  m arket, in  p a r t ic u la r ,  su g g est th a t p r ic e s  are n o t la r g e ly  

formed as  a p art o f  th e  sim ultaneous in te r a c t io n  o f  su pp ly  and demand, 

and th e id e n t i f i c a t io n  problem can  a d eq u a te ly , th e r e fo r e , be d e lt  w ith in  

th e co n tex t o f  one eq u ation  m odel. T his i s  ex p la in ed  by two reason s;  

F ir s t ,  th e  supply  o f  o i l  appears to  be very  e l a s t i c  during the p eriod  

under study so th a t the q u a n t it ie s  consumed ought to  b e lo n g  to  th e  

demand cu rve. K o u r i s ^ p o i n t e d  out th a t "the su p p lie s  o f  most f u e ls  

are not known a t  any g iv e n  tim e but what the ex p er ien ce  shows i s  th a t  

th ey  are alw ays more p le n t i f u l  than they  are thought to  be" . Second, 

the p r ic e  v a r ia b le  can n ot be tr e a te d  as endogenous, meaning th a t th ere  

i s  no two-way c a u sa tio n  betw een p r ic e  and q u a n tity . P r ic e s  o f  o i l  are  

exogen ou sly  g iv e n  and not formed as part o f  a s im u ltan eou s in te r a c t io n ,  

between supp ly  and demand, s in c e  they  are u s u a lly  ad m in istered  by

( l )  G .K ouris,"The D eterm inants o f  Energy Demand in  EEC Area", 
Energy P o l ic y ,Y'-ol.4 , N o. 4 (December 1 9 7 é),p .3 4 6 o



113

monopoly powers such a s  governm ents, m u lt in a t io n a ls  or o il-p r o d u c in g  

c o u n tr ie s .  In  any c a s e , s t a t e  in te r v e n t io n , through ta x a t io n  or  

s u b s id ie s  h e lp s  to  determ ine p r ic e  l e v e l .

The Model

The resea r ch  assum es the fo llo w in g  demand fu n c t io n ;

0 * t  = ^ + ̂ 3 + &4 Fc + (2 )

where = p er c a p ita  d e s ir e d  demand fo r  petroleum  p roducts in

b a r r e l o f  crude e q u iv a le n t  

= per c a p ita  GDP in  n a t io n a l currency a t  1970 p r ic e s ,

= p r ic e  per ton  o f  im ported crude in  n a t io n a l currency  

a t  1970 p r ic e s .

= p r ic e  per ton  o f  c o a l in  n a t io n a l currency a t  1970 p r ic e s ,

= a s to c h a s t ic  term w ith  independent v a lu e s  and zero mean.

E quations ( l )  and ( 2 ) g iv e  r i s e  to  eq u ation  ( 3 ) which s p e c i f i e s  the  

a c tu a l demand,

° t  X®’3 ^0  X  Pç + (1 -  X .)  (3 )

Sin ce th e fu n c t io n  w i l l  be transform ed in to  lo g a r ith m s, th e

sto ck  adjustm ent mechanism i s  assumed to be transform ed to ;

0. c* X
( ) .  ( _ 2 _  ) ( 4 )



114

which im p lie s  th a t  i t  i s  th e  s to ck  r a t io  ra th er  than th e  s to c k  

d if fe r e n c e  which i s  a d ju sted  in  each  p e r io d . Assuming a l l  v a r ia b le s  

are l in e a r  in  lo g a r ith m s, eq u ation  ( 3 ) can be w r it te n  in  a lo gar ith m s  

form as fo l lo w s :

In  G:̂  =>s.ina^ + In + " \a ^  In  +

+ b  - X )  In (5)

Where a l l  param eters are in te r p r e te d  as con sta n t e l a s t i c i t y  ty p e .

( s g )  and (a^) are lon g -term  income and p r ic e  e la s t ic i t & a o f  demand, 

and ( X a^) and ( the sh o rt-term  e l a s t i c i t i e s .

The advantage o f  th e  model i s  i t s  s im p lic i ty  and th e ea se  o f  

in te r p r e ta t io n  o f  i t s  param eters. A lso , i t  was b u i l t  to  n e a r ly  capture  

th e  id ea  o f  lagged  adjustm ent o f  consum ption to  economic f a c to r s ;  an 

im portant fa c to r  which must reco g n ized  on th e  demand s id e .  I t s  

s im p l ic i t y ,  how ever, le a d s  to some d isa d v a n ta g es. A ll adjustm ents to  

changed c ircu m stan ces must fo llo w  the same p a tte r n , w hether th e se  changes 

occur r e g u la r ly  (su ch  as income growth) or are sudden and unexpected  (such  

as rec en t OPEC p r ic e  in c r e a s e s ) .  Another c o n s id e r a tio n  i s  th a t  the  

la r g e s t  p o r t io n  o f  th e  resp on se to  any changed exogenous v a r ia b le  occurs  

in  th e f i r s t  p er io d , w ith  su cceed in g  resp on ses d im in ish in g  in  m agnitude. 

This does n ot a llo w  fo r  th e  e x is te n c e  o f  g e s ta t io n  la g  in  p lan n in g  fo r  

the c o n s tr u c tio n  o f  new type o f  equipm ents.

F in a l ly ,  th e  re sea r ch  ta k es  th e g lo b a l approach assum ing th a t  

the re sp o n se s  o f  a l l  u se r s  o f  o i l  products to  changes in  econom ic v a r ia b le s  

can be captured  on one demand curve fo r  the economy as a w hole. I t  would 

be f r u i t f u l  i f  th e  o i l  u se r s  are broken down in to  the v a r io u s  demand
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s e c to r s  ( r e s id e n t ia l ,  in d u s t r ia l ,  a g r ic u ltu r a l ,  tr a n sp o r ta t io n  and 

pow er), d is t in g u is h in g  d i f f e r e n t  p a ttern s  o f  demand. However, th e  

data  req u ired  to  serv e  such s o r t  o f  a n a ly s is  are u n a v a ila b le  fo r  the  

c o u n tr ie s  under c o n s id e r a t io n .

S p e c if ic a t io n  o f  V a r ia b le s

The dependent v a r ia b le  i s  o i l  consum ption. The independent 

v a r ia b le s  in c lu d e , in  a d d it io n  to  th e  b a s ic  v a r ia b le s  o f  income and 

p r ic e ,  th e  lagged  v a r ia b le  o f  o i l  consum ption and th e p r ic e  o f  c o a l .

Petroleum  Consumption V a r ia b le s  (Ct )

The demand fo r  petroleum  in  t h is  study i s  l im ite d  to  the en ergy-  

petroleum  p ro d u cts, i . e .  i t  ex c lu d es  the non-energy petroleum  products  

such as lu b r ic a n t s ,  g r e a s e s , bitum en, naphtha, . . . .  e t c .  There i s  no 

d ir e c t  d e l iv e r y  o f  crude to  in term ed ia te  s e c to r s  and f i n a l  consumers 

whose demand d er iv ed  o n ly  from petroleum  p ro d u cts. Crude petroleum  

both  im ported and in d igen ou s ( i f  i t  e x i s t s )  i s  d e liv e r e d  d ir e c t ly  

to  dom estic  r e f in e r ie s  a s  s o - c a l l e d  "throughput". In lan d  consum ption  

c o n s is t s  o f  the output o f  dom estic  r e f in e r ie s  o f  products p lu s  "net 

im ports o f  p ro d u cts, ex c lu d in g  ex p o rts  and bunkers. Such consumption  

i s  n e t ra th e r  than g r o s s , s in c e  i t  does n o t in c lu d e  the demand o f  

r e f in e r ie s  th em se lv es , co v er in g  f u e l  b o i le r s  and lo s s e s ,  which i s  

co n sid ered  a p art o f  the over a l l  demand.

( l )  L am bertin i, o p . c i t * Appendix I I ,  p . 11 . For com puting g ro ss
in la n d  consum ption o f  the d if f e r e n t  income groups o f  d ev e lo p in g  
c o u n tr ie s ,  Lam bertini assumed th a t the r e f in e r y  f u e l  and lo s s  
fa c to r s  account fo r  5 per cen t o f  consumption o f  petroleum  in  the  
low er and m iddle income groups and 7 per cen t in  the h ig h er  income 
group©
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Taking in to  c o n s id e r a t io n  r e f in e r y  f u e l  b o i le r s  and lo s s e s ,  

g ro ss  in la n d  consum ption o f  petroleum  i s  d e fin ed  a s  equal crude th r o u ^ -  

put -  v a r ia t io n s  in  s to c k s  o f  crude -  n e t im ports o f  petroleum  

products (im p orts -  ex p o rts  -  b u n k ers). Petroleum  products c o n s is t  o f  

l i q u i f i e d  petroleum  g a s e s ,  g a s o l in e s ,  k ero sen es , heavy d i s t i l l a t e s  

and r e s id u a ls .  A ll  q u a n t i t ie s  are converted  in to  crude o i l  e q u iv a le n t ,  

by u s in g  th e r e le v a n t  co n v ersio n  f a c t o r s ,  and exp ressed  in  terms o f  

b a r r e ls  per c a p ita  by d iv id in g  by p o p u la tio n .

In  a d d it io n  to  t h i s  b a s ic  dependent v a r ia b le  in  th e  model, an 

o th er  o i l  consum ption v a r ia b le  i s  d er iv ed  which i s  exp ressed  as per  

c a p ita  consum ption o f  f u e l  o i l s ,  c o n s is t in g  o f  m iddle d i s t i l l a t e s  and 

heavy f u e l  o i l s .  T his i s  j u s t i f i e d  by the f a c t  th a t  consum ption o f  

household  s e c to r ,  c o n s is t in g  m ain ly  o f  g a s o lin e s  and k ero sen es  and 

accou n tin g  fo r  o n ly  a sm all p rop ortion  o f  t o t a l  consum ption, i s  devoted  

to  e s s e n t ia l  u s e s .  T his may weaken th e  response o f  o v e r a l l  demand f o r  

changes in  economic a c t i v i t y  and probably the resp on se to  p r ic e  changes. 

T his v a r ia b le  i s  s p e c i f i e d ,  r e p r e se n tin g  the demand o f  in term ed ia te  

s e c to r s ,  p a r t ic u la r ly  in d u s tr ia l  and tr a n sp o r t, on th e  b a s is  o f  i t s  

im portance r e la t iv e  to  o v e r a l l  demand.

Income V a r ia b le s  (Y t)

Per c a p ita  GDP in  n a t io n a l currency a t  1970 p r ic e s  i s  s p e c if ie d  

to  be the b a s ic  income v a r ia b le .  A lte r n a t iv e ly ,  per c a p ita  o f  both  

in d u s tr ia l  p rod u ction  and tra n sp o r t a c t i v i t y  in  n a t io n a l currency a t  

1970 p r ic e s ,  are used  as income v a r ia b le s  owing to  t h e ir  h igh  dependence 

on o i l  in p u ts  r e la t iv e  to  the whole economy. T his i s  j u s t i f i e d  on the  

grounds th a t the tra n sp o r t s e c to r  i s  t e c h n ic a l ly  dependent on o i l  and 

the in d u s tr ia l  s e c to r ,  in c lu d in g  power g en era to r s , d e r iv e s ,  p a r t ia l ly
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or t o t a l l y ,  i t s  energy requirem ents from o i l*  M oreover, in d u s t r ia l 

i s a t io n ,  tr a n sp o r ta t io n  and u r b a n iza tio n  are in te r r e la t e d  so th a t  

they  have induced s h i f t s  from t r a d it io n a l  energy towards petroleum  

products w h ile  p o p u la tio n  has moved from the ru ra l areas to  the new 

urban and in d u s t r ia l  c e n te r s .

The e x c lu s io n  o f  a g r ic u ltu r a l  o u tp u t, though i t  r e p r e se n ts  a 

la r g e  p rop ortion  o f  n a t io n a l o u tp u t, in  s p e c ify in g  th e  a l t e r n a t iv e  

income v a r ia b le s  stem s from the b e l i e f  th a t changes in  a g r ic u ltu r a l  

output d;o n o t induce la r g e  changes in  o i l  demand. On th e one hand, 

a la r g e  p rop o rtio n  o f  a g r ic u ltu r a l  a c t i v i t y  as w e ll  a s  th e  ru ra l s t y le  o f  

l i f e  depend on the v a r io u s  sou rces  o f  non-com m ercial energy* On the  

o th er  h a n d ,y ie ld s  o f  a g r ic u ltu r a l  p rod u ction , w h ile  depending on the  

v a r ia t io n s  in  the u se  o f  v a r io u s  in p u ts  in c lu d in g  petroleum  p rod u cts, 

are la r g e ly  in f lu e n c e d  by n a tu ra l h azard s,

GDP, in d u s tr ia l  prod u ction  and tra n sp o rt a c t i v i t y  are d e f la te d  

by th e  im p l ic i t  p r ic e  d e f la to r  in d ex  numbers o f  GDP and th o se  o f  th e  

correspon d in g  s e c to r s  and are then  d iv id ed  by p o p u la tio n .

P r ic e  V a r ia b le s  (p )

In view  o f  th e  c o n c lu s io n  reached th a t o i l  p r ic e s  are u n lik e ly  

to  be a pow erfu l determ inant o f  demand, th ree  s e t s  o f  p r ic e s  are  

prepared fo r  u s e , a l t e r n a t iv e ly ,  in  an attem pt to  d e te c t  m eaningful 

p r ic e  e l a s t i c i t i e s  ; ( i )  u n it  v a lu e  o f  im ported crude o i l  in  n a tio n a l 

currency per ton  ( c . i . f . ) , ( 2 )  p osted  p r ic e s  o f  Saudi crude (3 4 °> f* o .b .

Has lu n ara) in  U .S . ^ per b a r r e l ,  and ( 3 ) the average w h o lesa le  

p r ic e s  o f  a l l  p roducts in  n a t io n a l currency per to n . E x p ressin g  a l l
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p r ic e s  in  r e a l  term s, th e  f i r s t  and second p r ic e s  are d e f la te d  hy 

the im p l ic i t  p r ic e  d e f la to r  in d ex  numbers o f  in d u s tr ia l  p rod u ction  

and th e th ir d  by th e g en era l w h o lesa le  p r ic e  index numbers a t  1970 

p r iceso

C om petition  from o th e r  f u e l s  i s  exp ressed  by th e r e a l  p r ic e s  o f  

c o a l .  For In d ia  and P a k is ta n , the average w h o lesa le  p r ic e s  o f  a l l  

k in d s o f  c o a l in  n a t io n a l currency per ton  are d e f la te d  by th e  g en era l 

w h o lesa le  in d ex  numbers a t  1970 p r ic e s .  In  th e absence o f  w h o lesa le  

p r ic e s  o f  c o a l in  Kenya, the u n it  v a lu e s  o f  im ported c o a l in  n a t io n a l  

currency per to n  are u sed  and d e f la te d  by the im p l ic i t  p r ic e  d e f la to r  

index numbers o f  in d u s tr ia l  p ro d u ctio n .

The data used  in  t h i s  e s tim a te  and i t s  sou rces are shown in  Appendix 1 , 

A p p lic a tio n  o f  th e  Model

The m odel, a s  s p e c i f ie d  in  eq u ation  (5 )»  i s  a p p lie d  to  In d ia  fo r  

the 14 year  p er io d  1961-74» to  P a k is ta n  fo r  the 15 y ea r  p er io d  1960-74  

and to  Kenya fo r  th e 12 y ea r  p er io d  1963-74* The f i r s t  o b serv a tio n  

was l o s t  due to  th e  in tr o d u c t io n  o f  the lagged  v a r ia b le  f o r  each country, 

The v a lu e  o f  t - s t a t i s t i c s  are in  p aren th eses  under th e  c o e f f i c i e n t s .

In d ia

In  = 3*0021 + 5*7582 In  -  0 .0208  In  

(1 .5 8 4 4 )  (4 .3 1 1 6 )  (0 .0 8 8 9 )

-0 .8 9 8 1  In  -  0 .0 0 5  In  G (5 a )

(1 .7 8 7 3 )  (0 .0 0 5 3 )

= 0 .8528  F = 9 .9649 B .w . = 2 .2528

S .E . = 0 .1446 No. o f  o b serv a tio n s  = 13
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Pakistan

In  0^ = -5 .6 8 3 5  + 1 .3296  In  -  O.O56O In

(11. 7326) ( 5 . 1055) (0.9808  )

+ 0.0386  In  p  -  0 .0 9 1  In  C ,  (57 )

( 6. 7418) ( 1 . 039)

= 0.9762  P = 92.4418 D.W. = 1.8882

S .E . -  0 . 08499 No. o f  o b serv a tio n s  = 14

Kenya

In  = - 0 ,2651  -  0 .2075  In  Y  ̂ + 0.02064 In  P^

(0 .2 0 9 1 )  ( 0 .  6730) (2 .0 8 8 4 )

+ 0 . 085 In  P -  0 .1968  In  C. ,  ( 5c )C t—1 '

( 0 . 7573) (1 .3 2 3 6 )

R  ̂ = 0 .9094  P = 15 .0510  D.W. = 2 .2529

S .E . = 0 ,0987  No. o f  o b serv a tio n s  = 11

2
R v a lu e s  o f  the above-m entioned eq u ation s ; judge the power

o f  th e th eo ry  in  u s in g  the independent v a r ia b le s  in  e x p la in in g  the  

demand fo r  o i l  i . e .  th e goodness o f  f i t  o f  th e  r e g r e s s io n  l i n e .  As a 

p rop ortion  o f  t o t a l  v a r ia t io n s  in  o i l  consum ption, eq u ation  ( 5a) 

e x p la in s  83 per cen t fo r  In d ia , eq u ation  (5b ) e x p la in s  98 per cen t fo r  

P a k ista n  and eq u a tio n  (5 o ) e x p la in s  91 per cen t fo r  Kenya. Judging  

from P - ta b le s ,  F -v a lu e s  are h ig h ly  s ig n i f i c a n t ,  f o r  a l l  c o u n tr ie s ,  a t  

1%  l e v e l .

Except fo r  Kenya, the e l a s t i c i t i e s  o f  in co m e-v a r ia b le  ( ïj .)»  as  

one cou ld  exp ect on a p r io r i  r e a so n s , are the most prom inent ones in  

the model which are m a n ifested  in  both th e ir  s iz e s  and th e s t a t i s t i c a l  

s ig n i f ic a n c e .  The income e l a s t i c i t i e s  o f  both In d ia  and P a k ista n  are 

3 .7 6  and 1 .3 3  r e s p e c t iv e ly  and are s ig n i f ic a n t  a t  V/o l e v e l ,  a s  shown 

by the r e s p e c t iv e  t - v a lu e s .  T heir p o s it iv e  sigÆ in d ic a te  th a t  o i l  

consum ption v a r ie s  in  the same d ir e c t io n  w ith  income which i s  in  accordance
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w ith  economic th e o r y . I t  i s  a ls o  n o t ic e a b le  th a t I n d ia 's  income e l a s t i c i t y

i s  la r g e r  than th a t  o f  P a k is ta n . T his i s  n ot because P a k is ta n  has a

more mature economy than In d ia  s in c e  both  c o u n tr ie s  have co n cen tra ted

in  the la t e  y ea rs  on a ra p id  in d u s t r ia l  grow th. I t  i s  most probably

because o f  th e  in c r e a se d  dependence o f  P a k is ta n 's  in d u s t r ia l  s e c to r
in î idfus tri'ai

on n a tu ra l g a s , though th e share o f  o i l  in  t o t a l  energy u se^ in  both  

c o u n tr ie s  i s  about 16 per cent*^^^ For Kenya, th e  income e l a s t i c i t y  

has n ot o n ly  h e ld  the o p p o s ite  s ig n  but i s  a ls o  n o t d i f f e r e n t  from  

zero  a t  5% l e v e l .

The e l a s t i c i t i e s  o f  o i l  p r ic e s  (P o ) , f o r  a l l  th e  th ree  c o u n tr ie s ,  

are n ever d i f f e r e n t  from zero  a t  5% l e v e l .  In th e  ca se  o f  In d ia  and 

P a k is ta n , p r ic e  e l a s t i c i t y  assum es th e  r ig h t  s ig n  (n e g a t iv e )  w h ile  

K enya's h o ld s  th e  wrong s ig n ( p o s i t i v e ) .  A lthough th e model has  

id e n t i f i e d  a demand r e la t io n s h ip ,  i t  can n ot ap p a ren tly  unscrumbl e  any 

m eaningfu l p r ic e  e l a s t i c i t y .  Not s u r p r is in g ly ,  the same r e s u l t  was

r 2")rep orted  by K ouris and Robinson'- ' fo r  F rance, Denmark and B elg ium / 

Luxemburg in  t h e ir  t im e - s e r ie s  a n a ly se s  o f  the in d iv id u a l members o f  

EEC. M oreover, Kouris^^^ found th a t  p r ic e  e l a s t i c i t y  o f  demand fo r  

energy was p o s i t i v e l y  in s ig n i f i c a n t  in  West Germany, Belgium/Luxemburg 

and U.K. and n e g a t iv e , but in s ig n i f i c a n t ,  in  N eth er la n d s, France and 

Denmark,

One reason  may be th a t  the p r ic e s  have been s t ic k y  and have not 

v a r ie d  s ig n i f i c a n t l y  during th e p eriod  under stu d y . Another i s  the

(1 )  The share o f  In d ia  i s  c a lc u la te d  from Henderson, o p .c i t . , Table 9 , 
p .30; and th a t  o f  P a k is ta n  i s  taken from Government o f  P a k is ta n , 
Annual P lan; 1 9 7 5 -7 6 , P lan n in g  Commission, Government o f  P a k ista n , 
K arach i, J u ly , 1975»P*214»

(2 )  K ouris and R obinson, o p .c i t . , Table 2 ,p .132.
(3 )  K o u r is ,o p ,c it^ ;  Table 1 ,p .3 4 6 .
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absence o f  o th e r  exp la n a to ry  v a r ia b le s  which in f lu e n c e  consum ption  

v ia  o i l  im p orts, i . e .  the a v a i l a b i l i t y  o f  fo r e ig n  exchange and 

im port c o n tr o l r e g u la t io n s .  I t  i s  probable th a t f lu c tu a t io n  in  fo r e ig n  

exchange, caused  b a s ic a l ly  by th e i n s t a b i l i t y  o f  exp ort ea rn in g s , may 

lea d  to  a downward s h i f t  in  th e  o i l  demand cu rve, when fo r e ig n  exchange 

i s  c o n str a in e d , and to  an upward s h i f t ,  when i t  i s  a v a ila b le ,r e g a r d le s s  

o f  th e  movements o f  o i l  p r ic e s .  M oreover, consum ption o f  o i l  may be 

in f lu e n c e d  by the q u a n t ita t iv e  r e s t r i c t io n s  which are im portant fa c to r s  

in  d eterm in in g  im ports  ̂ ' in  d ev e lo p in g  c o u n tr ie s .

However, p r ic e  e l a s t i c i t y  i s  ex p ected , on a p r io r i  c o n s id e r a t io n s ,  

to  be low in  th e  lo n g -ru n  and even  low er in  the sh o r t-ru n , s in c e  

p e r s is t e n t  d if f e r e n c e s  among f u e l  p r ic e s ,  in  the lo n g -ru n , would 

le a d  to  a s u b s t i t u t io n  on th e reform ation  o f  th e  c a p it a l  s tr u c tu r e ,  

fa v o u r in g  cheap f u e l s .

P a k ista n  i s  th e  o n ly  country where the e l a s t i c i t y  o f  c o a l p r ic e  

(P^) i s  s i g n i f i c a n t l y  p o s i t iv e  a t  1%  l e v e l ,  in d ic a t in g  th a t  c o a l com petes 

w ith  o i l  acco rd in g  to  demand th eo ry . However, the low e l a s t i c i t y  o f

0 .0 4  in d ic a te s  th a t c o a l has in e l a s t i c  e f f e c t  on o i l  consum ption.

Such low e l a s t i c i t y  can be ex p la in ed  by th e f a c t  th a t c o a l i s  rep laced  

more by gas than by o i l ,  s in c e  the c o r r e la t io n  c o - e f f i c i e n t  between  

the consumption o f  c o a l and th a t o f  both o i l  and gas are -0 ,2 1  and - 0 ,2 8  

r e s p e c t iv e ly .  The p r ic e  e l a s t i c i t y  o f  c o a l in  both  In d ia  and Kenya 

i s  not d i f f e r e n t  from z e r o , assum ing the o p p o site  s ig n  in  the form er.

For a l l  c o u n tr ie s ,  th e c o - e f f i c i e n t  o f  the lagged  v a r ia b le  (C^

( 1) Khan, o p .c i t . ,p.691<
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i s  n ot d i f f e r e n t  from zero  and assume the wrong s ig n  ( n e g a t iv e ) ,  though 

i t  i s  in c lu d ed  in  th e  model to  improve the f i t .

Such in c o n s is t e n t  r e s u l t s  are p a r t ly  a t tr ib u ta b le  to  th e  sm all

number o f  o b se r v a t io n s , but m o stly  to  the problem o f  m u lt i - c o l l in e a r i t y

which u s u a lly  happen in  tim e s e r ie s  d a ta . There i s  ev id en ce  o f  m u lt i-

c o l l in e a r i t y  fo r  a l l  th e  independent v a r ia b le s ,  r e fe r r in g  to  the

c o n d it io n  o f  such v a r ia b le s  are n o n -s to c h a s t ic ,  and so th ey  b e lon g  to

the sample and n ot to  th e p o p u la tio n . For in s ta n c e , in c r e a se s  in  o i l

consum ption in  recen t y ea rs  have been p o s i t iv e ly  a s s o c ia te d  w ith  the

r i s e  in  r e a l  income and th e f a l l  in  r e a l p r ic e s ,  le a d in g  to  some am biguity

in  in te r p r e t in g  the d a ta . T his am bigu ity  w i l l  be r e f l e c t e d  in  r e l a t iv e l y

h ig h  standard er r o r s  o f  the e s t im a te s  o f  the e l a s t i c i t i e s  o f  both

(Y^) and ( l ^ ) .  There i s  a c le a r  symptom o f  c o l l in e a r i t y  between o i l

p r ic e  and incom e, p a r t ic u la r ly  in  Kenya, which to be in v e r s e ly  c o r r e la te d .

(xY. » P ) fo r  In d ia , P a k ista n  and Kenya are -O .4 I» - 0 .0 8  and -O .6O t  0

r e s p e c t iv e ly .  S im ila r ly , th ere  i s  a s tro n g  degree o f  c o l l in e a r i t y  between  

the p r ic e s  o f  both o i l  and co a l which tend  to  be in v e r s e ly  c o r r e la te d  

(ip^ ,P ^ =  0 .1 7  , - 0 .7 8  and -O .92)

A lso , c o l l in e a r i t y  e x i s t s  betw een the lagged  v a r ia b le  (C^ ^) and 

income (Y^) which tends to  be p o s i t iv e l y  c o r r e la te d  in  In d ia  and 

in v e r s e ly  c o r r e la te d  in  P a k ista n  and Kenya (^yt' Gt-1^ ~ O .I3 , - 0 .8 4  

and -O .62 ) ,  le a d in g  to  h igh  standard erro rs  o f  income c o e f f i c i e n t .

I t  would a ls o  le a d  the income e l a s t i c i t y  to  be very  h igh  and s ig n i f ic a n t  

w h ile  the e l a s t i c i t y  o f  the lagged  v a r ia b le  to be very  low and in s ig 

n i f ic a n t ,  i . e .  low t - r a t i o .  A measure o f  c o l l in e a r i t y  i s  g iv en  by the

2
v a lu e s  o f  sim ple r  betw een th e  independent v a r ia b le s  as fo l lo w s :
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% '  ^ ° t - l

In d ia 0 ,1 7 0 .2 0 0 , '02 0 . 03

P ak istan 0 .01 0 .1 4 0 .7 0 0 .6 0

Kenya 0 .3 6 0 .51 0 .3 8 0 .8 5

M oreover, th e in c lu s io n  o f  a lagged  dependent v a r ia b le  in  the r ig h t -  

hand s id e  o f  th e  eq u a tio n , c r e a t in g  a d is tr ib u te d  la g  b ia s ,  ten d s to  

e x p la in  too much, "forcing th e r e s t  o f  the v a r ia b le s  to  e x p la in  too  

l i t t l e  o f  the movement o f  the independent v a r ia b le s .

Another s t a t i s t i c a l  problem w hich r e s u l t s  from the n a tu ra l 

ord erin g  o f  o b se r v a tio n s  in  t im e -s e r ie s  a n a ly s is  i s  the s e r ia l  

c o r r e la t io n ,  D-W s t a t i s t i c s  in d ic a te  no s e r ia l  c o r r e la t io n  in  th e  

eq u ation s o f  both  In d ia  and Kenya, w h ile , in  the P a k is ta n 's  eq u a tio n , 

the t e s t  i s  in c o n c lu s iv e ,  in d ic a t in g  n e ith e r  p o s i t iv e  nor no a u to c o r r e la t io n .

In  f a c t ,  both m u l t i - c o l l in e a r i t y  and a d is tr ib u te d  la g  b ia s  tend  

to  d im in ish  when th ey  are tr e a te d  ad eq u ately  by in c r e a s in g  both  the

v a r i a b i l i t y  and sample s i z e . '  In  com parison w ith  t im e - s e r ie s  a n a ly s is ,  

K ouris and R ob in son ^ ^ \ and K o u r i s ^ h im se lf ,fo u n d  th a t s e r ia l  c o r r e la t io n  

and m u lt i - c o l l in e a r i t y  are n ot norm ally  a s e r io u s  is s u e  in  a pooled  

c r o s s - s e c t io n  and t im e -s e r io u s  a n a ly s is  which s t a t i s t i c a l l y  y ie ld s  more 

r e l ia b le  income and p r ic e  e l a s t i c i t i e s  o f  demand f o r  o i l  and energy.

(1)lS.M alinvaud, ' S t a t i s t i c a l  Methods o f  E conom etrics,N orth -E ollan d  
P u b lish in g  C o ., Amsterdam, I 966 ,C hapter I 4 .

( 2 )  Kouris and R obinson, o p .c it^ p . l 3 2 -
( 3) K o u r is ,o p .c i t . , Table 3>P*348 and Table 5>P»352*
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In  v iew  o f  th e  in s ig n i f i c a n t  r e s u l t s  o f  o i l  p r ic e  e l a s t i c i t y ,  a 

f a i r  amount o f  ex p er im en ta tio n  was c a r r ie d  out through th e  replacem ent 

o f  u n it  v a lu e  o f  im ported crude o i l  by both th e p osted  p r ic e s  and 

the average w h o le sa le  p r ic e s  o f  products a t  1970 p r ic e s .  A d d it io n a lly ,  

in  view  o f  th e complex demand phenomenon, some m o d if ic a tio n s  are  

in trod u ced  in to  the model on th e  ground th a t a la r g e  p ro p o rtio n  o f  

product consum ption, c o n s is t in g  o f  heavy d i s t i l l a t e s  and f u e l  o i l s ,  

i s  lin k e d  w ith  the econom ic a c t i v i t i e s  o f  in d u s tr ia l  and tra n sp o r t  

s e c t o r s .  Hence, both  per c a p it a l  in d u s tr ia l  p rod u ction  and tra n sp o r t

a t io n  are used  a s  income v a r ia b le s  and per c a p ita  o i l  consumption ex c lu d in g  

g a s o lin e  and kerosene^ as dependent v a r ia b le .  However, such attem pts  

d id  not change the r e s u l t s  which turned out to  be worse in  some c a se s  

as shown in  Appendix 1 .

The P r e d ic t iv e  Power o f  th e  Model

D esp ite  th e  shortcom ings caused by the t im e - s e r ie s  a n a ly s is  and 

data  problem s, an attem pt i s  made to  t e s t  the p r e d ic t iv e  power o f  

th e model during  the p er io d  1970-74 which had showed th e  o u ts e t  o f  

the change in  o i l  market in  1971 and the o i l  c r i s i s  in  1973-74• As a 

c o n d it io n a l f o r e c a s t ,  th e  known v a lu e s  o f  incom e, p r ic e  and lagged  

v a r ia b le s  are in trod u ced  in to  eq u a tio n  (5 a ) fo r  In d ia  and (5b ) fo r  

P a k is ta n , and the estim a ted  o i l  consum ption, then i s  compared w ith  the  

a c tu a l v a lu e s ,  in  term s o f  m il l io n  m etric  ton s o f  crude o i l  e q u iv a le n t ,

.  -.n (1 )as fo l lo w s ;

(1_) Kenya i s  excluded  owing to  the in c o n s is t e n c ie s  o f  th e  r e s u l t s  o f  
eq u ation  (5 c ) ,
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In d ia P a k ista n

A ctu a l E stim ated E rrors^ A ctual E stim ated Errors%

1970 18 .430 18 .991 + 3 .0 3 .353 3 .277 - 2 .3

1971 20 .585 20 .448 —0*7 3 .297 3 .1 8 1 - 3 .5

1972 22 .465 20 .183 - 1 0 .2 3 .642 3 .386 - 7 .0

1973 23.393 23 .347 - 0 .2 3-583 3 .913 +9 .2

1974 23 .019 20 .879 - 9 .3 3 .782 3 .907 +3 .3

The d if f e r e n c e s  betw een th e  a c tu a l and estim a ted  o i l  consum ption  

in  In d ia  in d ic a te  th a t  th e  model i s  u n d e r p r e d ic t ib le , though the  

r e s u l t s  seem to be c o r r e c t  in  th e  g en era l magnitude ex ce p t in  1972 and 

1974* lu  the ca se  o f  Pak istan^  th e model u n d erp red icted  the consum ption  

during 1970- 7 2 , and o v e r p r e d ic te d  th a t o f  1973 -74 , producing la r g e  

d if fe r e n c e s  in  th e  y a rs  1972 and 1973#

There are some f a c t o r s  which have in f lu e n c e d  th e  p r e d ic t iv e  power 

o f  the m odel. In  a d d it io n  to  i t s  in s ig n i f i c a n t  p r ic e  e l a s t i c i t i e s ,  

th e s p e c i f i c a t io n s  o f  th e model im ply co n sta n t e l a s t i c i t y ,  i . e .  an 

average e l a s t i c i t y  fo r  the e n t ir e  p er io d , which cou ld  n ot capture  

changes in  o i l  consum ption induced by v a r io u s  f a c t o r s ,  making e l a s t i c i t i e s

vary a lo n g  th e demand cu rv e . For in s ta n c e  income e l a s t i c i t y  cou ld  not 

capture in c r e a se s  in  o i l  consum ption in  P a k ista n  in  th e e a r ly  1970s  

which c o in c id e d  w ith  the y ea rs  o f  the r e c o n s tr u c t io n  o f  th e economy 

a f t e r  th e c i v i l  war.
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M oreover, c o n sta n t e l a s t i c i t i e s  have f a i l e d  to  dem onstrate th e

e f f e c t s  o f  in t e r - f u e l  s u b s t i t u t io n  r e s u lt in g  in  th e expanding use o f

in d igen ou s f u e l s  in  In d ia  and P a k ista n  in  th e  f i r s t  h a l f  o f  th e  1970s.

Consumption o f  c o a l in  In d ia  in c r e a se d  by 8 .1  per cen t in  1974 and

1 4 ,4  per cen t in  1975; an in c r e a se  which had n ot happened b e fo r e .

A lso , consum ption o f  gas in  P a k ista n  in cr ea se d  by I 5 per c e n t in  1973,

5 per cen t in  1974 and 9 per cen t in  1975* F in a l ly ,  th e  c a lc u la te d

e l a s t i c i t i e s  cou ld  n o t capture changes in  o i l  consumption induced by

f a c to r s  which la y  o u ts id e  th e c o n tr o l o f  market f o r c e s .  D esp ite  the

la r g e  o i l  p r ic e  in c r e a s e s ,  th e c a p a c ity  o f  In d ia  and P a k ista n  to  im port

o i l  was m ain ta ined  by fo r e ig n  exchange made a v a ila b le  through IMF o i l

f a c i l i t y , a n d  the u n req u ited  t r a n s f e r s .  In  the case  o f  In d ia ,

la r g e  q u a n t i t ie s  o f  p etroleum , crude and p rod u cts, were im ported from

the S o v ie t  Union and M iddle E astern  OPEC c o u n tr ie s , in  the co n tex t o f

b i la t e r a l  agreem ents, in v o lv in g  d isco u n ted  p r ic e s ,  d e fe r r e d  payments and

( 2 )b a r ter  tra d e* ' *

As a r e s u l t ,  th e  model e x p la in s  to  a h igh  degree a good d ea l o f  the
2

v a r ia t io n  in  o i l  consum ption, a s  in d ic a te d  by R v a lu e , and confirm s  

the h y p o th e s is  th a t  income i s  the most prominent v a r ia b le  in  determ ining  

o i l  demand. The model g iv e s  r e s u l t s  which perm it n e ith e r  the acceptan ce  

nor the r e j e c t io n  o f  th e  p r ic e  a s  a determ inant o f  o i l  demand, th u s, 

not answ ering th e  r e le v a n t  q u estio n  o f  what w i l l  happen i f  p r ic e s  change. 

M oreover, th e  n e g a tiv e  and in s ig n i f i c a n t  lagged  v a r ia b le  in d ic a te s  th a t  

o i l  consum ption does n o t dem onstrate a d e f in i t e  adjustm ent fo r  income 

changes and p r ic e  e x p e c ta t io n s . I t  seems th a t th ere  i s  an o th er  fo r c e ,  

working on the demand s id e ,  which i s  not in clu d ed  in  the m odel. I t  i s  

probably r e la t e d  to  the a v a i l a b i l i t y  o f  fo r e ig n  exchange which determ ines  

'the c a p a c ity  to  im port o i l .

11 See Chapter V I ,S e c t io n  2 . 
2) See Chapter IT , S e c t io n  1.
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6. Conclusion

The a n a ly s is  o f  the r e la t io n s h ip  between o i l  consum ption and 

economic growth showed th a t o i l  consumption grew f a s t e r  than th e  aggregate  

ou tp u t, p a r t ic u la r ly  in  In d ia  and Kenya; a phenomenon which has g e n e r a lly  

been observed  in  d evelop in g  c o u n tr ie s  p a ssin g  through a p eriod  o f rap id  

in d u s t r ia l i s a t io n  which in v o lv e s  s tr u c tu r a l changes fa v o u r in g  the 

e n e r g y - in te n s iv e  s e c to r s .  The c lo s e  l in k  between per c a p ita  o i l  

consumption and per c a p ita  GDP, in d u s tr ia l  output and tra n sp o r t  

a c t i v i t y  was in d ic a te d  by a sim ple c o r r e la t io n  a n a ly s is  whose co

e f f i c i e n t s  amounted to  0 .8 5 , 0 .92  and 0 .9 4 ,  r e s p e c t iv e ly ,  fo r  In d ia ,  

and 0 .9 9 ,  0 .95  and 0.97  r e s p e c t iv e ly ,  fo r  P a k is ta n , w hereas, in  the 

case o f Kenya, the r e s u l t s  are in c o n s is t e n t  because o f  the in a ccu ra cy  

o f data and th e sm all number o f o b se r v a tio n s . M oreover, a sim ple  

r e g r e s s io n  a n a ly s is  in d ic a te s  th a t ,  fo r  a g iv en  economic grow th, o i l  

requirem ents fo r  th e Indian  economy are r e l a t i v e l y  h igh er than th o se  

fo r  P a k is ta n , and that in  both  c o u n tr ie s  the requ irem ents fo r  th e  

economy as a w hole, u n ex p ected ly , are h i ^ e r  than th o se  fo r  b oth  

in d u s tr ia l  and tra n sp o rt s e c t o r s .

The im pact o f the p a tte r n  o f  economic growth on o i l  u s e , exp ressed  

by o i l - i n t e n s i t y ,  and thus on th e growth o f o i l  consumption v a r ie s  

among In d ia , P a k ista n  and  ̂Kenya, While the In d ian  economy, on the  

one extrem e, i s  the lo w est o i l - i n t e n s i v e ,  the Kenyan economy, on the 

oth er  extrem e, i s  the h ig h e s t ;  P ak istan  i s  found between the two 

extrem es. N e v e r th e le ss , during  the p eriod  1960-75, w hile the o i l -  

in t e n s i t y  o f In d ia  in c r e a se d  by 117 per cent which remained in  l in e  

w ith  the trend of the low -incom e d evelop ing  c o u n tr ie s  whose o i l - i n t e n s i t y  

in cr ea se d  by 111 per c e n t , i t  in c r e a se d  by 57 per cen t in  P ak istan
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and f lu c tu a te d  w id e ly  around 7 per cent in  Kenya. During th e p er io d  

1970-75, the r i s e  in  o i l - i n t e n s i t y  accounted fo r  7 4 , 8 and 49 per 

cen t o f  the in c r e a s e s  o f o i l  consumption o f  In d ia , P a k ista n  and 

Kenya, r e s p e c t iv e ly ,  w h ile  the r e s t  i s  a t t r ib u ta b le  to  the r i s e s  in  

GDPs.

Rapid in c r e a s e  o f o i l  consumption has not on ly  been induced  

by the p a tte r n  o f economic growth but a lso  fo s te r e d  by the d e c lin e  

in  the world p r ic e s  o f o i l  r e la t iv e  to the p r ic e s  of o th er  goods 

and s e r v ic e s  traded  in te r n a t io n a l ly .  Government p r ic in g  p o l ic y ,  

p a r t ic u la r ly  in  In d ia , tended to f i x  the p r ic e s  o f the d om estic  production  

o f  crude below  the world p r ic e  in  order to reduce th e r i s e  o f dom estic  

p r ic e s  o f  o i l  p ro d u cts, which fu r th e r  were d e c l in in g  r e la t iv e  to  the  

gen era l p r ic e  l e v e l s .  Furtherm ore, s in c e  the p r ic e s  o f products  

c o n s is t s  o f  a s iz e a b le  p rop o rtio n  o f ta x es  and d u t ie s ,  t h e ir  changes 

r e f l e c t  changes in  tax  l e v e l s  ra th er  than the movements o f  the p r ic e  o f  

crude o i l ,  and thus th ey  f a i l e d  to dampen dom estic  demand.

A dynamic model o f  the demand fo r  o i l  i s  e s tim a ted  o n ly  fo r  

In d ia  and P a k is ta n , w h ile  i t s  equation  could  n o t be f i t t e d  fo r  Kenya 

whose in c o n s is t e n t  r e s u l t s  may be a ttr ib u te d  to the in accuracy  of 

d a ta , the sinall number o f o b se r v a t io n s , and t im e - s e r ie s  problem s. The 

income v a r ia b le  proved , as one would exp ect on a p r io r i  r e a so n s , to  

be predominant in  d eterm in in g  the demand fo r  o i l  in  the low-income 

d evelop in g  c o u n tr ie s ,  as i t s  e l a s t i c i t y  i s  prom inent, in  both i t s  s iz e  

and s t a t i s t i c a l  s ig n ifa n c e ,  amounting to  3 .8  fo r  Ind ia  and 1 .3  fo r  

P a k ista n . D esp ite  some ex p er im en ta tio n , the model cou ld  n o t unscramble 

any s ig n i f ic a n t  p r ic e  e l a s t i c i t y ,  though i t  in d ic a te s  the r ig h t  s ig n .
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and thus i t  p erm its  n e ith e r  the acceptan ce nor the r e j e c t io n  of the  

p r ic e  as a determ inant o f  o i l  demand. A lthough th e m odel dem onstrated  

a h igh  ex p la n a to ry  power in  e x p la in in g  a good d e a l o f  v a r ia t io n s  in  

o i l  consum ption, i t  cou ld  n ot answer th e  r e le v a n t  q u estio n  o f  what 

w i l l  happen in  th e se  c o u n tr ie s  i f  o i l  p r ic e s  change.
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CHAPTER IV

THE EFFECTS OF THE ADDITIONAL OIL COSTS 
ON THE EXTERNAL BALANCE

THE DIRECT EFFECTS

As a consequence o f  o i l  p r ic e  in c r e a s e s ,  th e o i l  im porters must

o f f e r  more than b efo re  in  retu rn  fo r  the o i l  th ey  im port, r e f l e c t in g

the in f la t e d  o i l  im port b i l l s *  The a d d it io n a l o i l  c o s t s ,  r e s u lt in g

from the w orsening o f  t h e ir  terms o f  tra d e , mean th a t a tr a n s fe r  o f

r e a l  income from th e  o il - im p o r t in g  c o u n tr ie s  to  th e  o i l - e x p o r te r s  had

occu rred . Apart from the e f f e c t  o f  income tr a n s fe r  on economic growth,

each o f  the th ree  c o u n tr ie s  under study faced  the problem o f  the e f f e c t

o f  such tr a n s fe r  on th e  ba lan ce o f  paym ents. For a t y p ic a l ly  poor

cou n try , th e  a d d it io n a l exp en d itu res  on o i l  im ports can tr a n s fe r  a

p o te n t ia l  fo r e ig n  exchange gap to  an "acute" one or aggravate  an "acute
( 1 )

fo r e ig n  exchange gap" a lrea d y  e x i s t i n g .  T his i s  th e  " d ir e c t e f f e c t " .

1 . O il Im ports during 1970-75

In  g e n e r a l, im ports o f  petroleum  in to  d ev e lo p in g  c o u n tr ie s  and 

th e ir  p a tte r n s  o f  in te r n a t io n a l  trade in  petroleum  p roducts have been  

geared to  th e s tr a te g y  o f  in vestm en t on which dom estic r e f in e r ie s  have 

been b u i l t .  Im ports have been con cen trated  in  crude o i l  which i s  

p rocessed  in  dom estic  r e f i n e r i e s ,  s a t i s f y in g  in la n d  consum ption o f  p ro d u cts. 

N e v e r th e le ss , products are im ported to  c o r r e c t  product im b alan ces, 

to  make up fo r  a sudden sh o rt f a l l  in  r e f in in g  c a p a c i t ie s  and to  provide  

the dom estic market w ith  non-energy petroleum  products which cou ld  not

(1 ) These concep ts  o f  fo r e ig n  exchange gap w i l l  be d iscu ssed  on pp .143-4,
pp. 160-2
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be produced d o m e s t ic a lly  such as lu b r ic a n ts ,  g r e a se s  . . . .  e t c .  In  

1975, th e c o s t s  o f  im ported crude accounted  f o r ,  a s  p erce n ta g e s  o f  t o t a l  

petroleum  im p orts , 8 4 , 67 and 92 per cen t in  In d ia , P a k is ta n  and Kenya 

r e s p e c t iv e ly .

On th e  o th er  hand, when dom estic r e f in e r ie s  are b u i l t  on th e b a s is  

o f  sm a ll c a p a c i t i e s ,  o n ly  s a t i s f y in g  dom estic  demand, a s  w ith  th e  ca se  

o f  In d ia  and P a k is ta n , petroleum  e x p o r ts , which re p r e se n t product su r

p lu s e s ,  account fo r  a sm all p ro p o rtio n  o f  both petroleum  im ports and 

t o t a l  ex p o rts  o f  goods and com m odities. In  1975, product ex p orts  

accounted  fo r  0 .5  and 1 .1  per cen t o f  th e  t o t a l  exp ort v a lu e  o f  In d ia  

and P a k ista n  r e s p e c t iv e ly ;  and 1 .4  and 2 .9  per cen t o f  t h e ir  t o t a l  v a lu e  

o f  petroleum  im p o rts .

U n lik e In d ia  and P a k is ta n , Kenya's r e f in e r y  was b u i l t  on th e b a s is  

o f  " outw ard -m ark et-orientation"  to  serv e  not o n ly  th e  dom estic  market 

but a ls o  th e e n t ir e  market o f  the r e s t  o f  East A fr ic a , o th er  neighbouring  

c o u n tr ie s  and th e sm all is la n d s  o f  th e  Indian  Ocean. The im p lic a t io n  

o f  such a s tr a te g y  fo r  in te r n a t io n a l  trad e i s  th a t K enya's ex p orts  o f  

petroleum  products rep resen ted  59 per cen t o f  the v a lu e  o f  t o t a l  p e t r o l 

eum im ports and 22 per cen t o f  th e  v a lu e  o f  t o t a l  ex p o r ts  in  1975.

Thus, u nderstand ing  th e  d if f e r e n c e s  in  th e p a tte r n s  o f  in te r n a t io n a l  

trade in  petroleum  among th e th ree  c o u n tr ie s  h e lp s  in  c a lc u la t in g  the  

im port volum es, movements in  p r ic e s  and th e n e t o i l  im port b i l l s  in  

1974 and 1975.

( l )  C a lcu la ted  from U nited  N a tio n s, Year Book o f  I n te r n a t io n a l Trade 
S t a t i s t i c s .  1976, U .N ., New York, 1977*
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Import Volumes and P r ic e  Movements

Table 4 .1  shows th e  n e t im ports o f  petroleum  crude and products

and th e movements in  t h e ir  p r ic e s ,  in  terms o f  both U .S . ^ and 

in d ex  numbers in  In d ia , P a k ista n  and Kenya during 1 9 7 0-75 .

Quantum and u n it  v a lu e  in d ex  numbers rep resen t t o t a l  im ports o f  crude

and p ro d u cts, and are ad ju sted  in  the ca se  o f  In d ia  and P a k ista n  fo r  the  

ca len d ar y ea r . Im ports o f  products are expressed  as th e  n et -  

d if fe r e n c e  betw een ex p o rts  and im p orts. Net im ports o f  crude in to  

Kenya are exp ressed  as the d if f e r e n c e  between t o t a l  im port o f  crude and 

ex p o rts  o f  p roducts in  term s o f  crude e q u iv a le n t . Methods o f  ca lc u 

la t io n s  and com p ilin g  the d ata  are d isc u sse d  in  Appendix 2 .

U nit v a lu e s  o f  im ported crude in to  In d ia  ro se  from ^3*20 per  

b a r r e l in  1973 to  ^ 1 1 .00  in  1974 and fu r th e r  to  ^ 11 .69  p er b a r r e l in  

1975. For th e  p ro d u cts, the p r ic e  per ton in crea sed  from ^ 35.22  in  

1973 to  ^ 96 .34  in  1974 and ^102 .89  in  1975. Index numbers o f  u n it  

v a lu e  o f  crude and p ro d u cts, to g e th e r , ro se  from 133*7 per cen t in  1973 

to  39 6 .6  per cen t in  1974 and fu r th e r  to  48 9 .2  per c en t in  1975.

N e v e r th e le s s , im ports o f  crude in cr ea se d  from 1 3 .293  m il l io n  tons  

in  1973 to  14 .629  m il l io n  ton s in  1974; an in c r e a se  which amounted to  

10 per cen t o f  1973's  im p orts. However, im ports o f  crude d ec lin e d  to  

14 .006  m il l io n  ton s in  1975 owing to the in c r e a se  in  dom estic production  

o f  crude in  th a t y e a r .

In f a c t ,  the e f f e c t s  o f  o i l  c r i s i s  were r e f le c t e d  in  th e "net" 

im ports o f  products which decreased  from 3*371 m il l io n  ton s in  1973 

to 2 .715  m il l io n  ton s in  1974 and to  2 .085  m il l io n  ton s in  1975; a 

l e v e l  which was low er than th o se  o f  1973 and 1974. Quantum index  

numbers o f  im ported crude and products d ec lin ed  by 55 and 22 per cen t  

in  1974 and 1975 r e s p e c t iv e ly .



Table 4-1

Volumes and U nit V alues o f  Net Im ports o f  Petroleum  in to  I n d ia . 
P s k i8ta n , and Kenva. 19 7 0 -7 5 (&/

Volume o f  Net Imports 
In  M illio n  M etric  
Tons o f:

U nit Value o f  Imports 
In Current U .S . ^

(3) per: (4)
/p \ Index^ B arre l Ton o f  Index

Crude P roducts Number o f  crude Products Number

In d ia

1970 11.157 0 .5 9 4 100 .0 1 .5 4 12 .15 100 .0

1971 12 .662 1 .5 5 4 2 01 .3 2 ,0 2 35 .75 8 2 .3

1972 12 .282 3.133 233.3 2 .1 3 23 .31 6 6 .1

1973 13.293 3 .3 7 1 301 .4 3 .2 0 3 5 .22 133.7

1974 14 .629 2 .715 2 46 .4 11 .00 96 .34 396 .6

1975 14 .006 2 .085 224 .6 11 .69 102 .89 489*2

P ak ista n

1970 3 .073 0 .1 5 3 10 0 .0 • 1 .9 9 3 5 .4 6 1 0 0 .0

1971 3 .0 0 7 0 ,4 2 1 8 2 .3 1 .8 6 25 .22 114 .1

1972 2 .953 0 .283 108 .3 1 .65 24 .09 21 9 .1

1973 2 .649 0 .2 5 6 1 3 0 .7 3 .92 35 .2 8 4 8 2 ,9

1974 2 .550 0 .4 9 8 124.9 8 .7 1 108 .10 1016 ,9

1975 2 .822 0 .4 7 5 143 .9 11 .47 160.12 1432.6

Kenva

1970 0 .755 0 ,1 7 9 10 0 .0 1 .9 2 36 .87 10 0 .0

1971 0 ,9 6 3 0.115 114 .0 1 .93 34 .78 101 .0

1972 0 .9 6 1 0 .2 0 6 122 .0 2 .2 4 36 .92 114 .0

1973 1 .148 0 .1 2 1 124 .0 2 .5 3 47 .55 126 .7

1974 1.287 0 .2 0 1 134.7 9 .1 6 8 5 .66 41 2 .4

1975 1.543 0 .0 4 6 120 .8 11 .43 102 .11 522 .9



Source: ( l )  I n d ia 's  im ports o f  crude o i l  are taken from U.N.^
World E^iergy S u p p l ie s , i s s u e s :  No. 19 , 21 , o o . c i t . ,  ( s e e  fo o tn o te  1,
Table 2 - 8 ) .  P a k ista n  im ports are taken from Government o f  P a k is ta n , 
Economic Survey, 1 9 7 3 -7 6 , o n .c i t . . S t a t i s t i c a l  Appendix, Table 18, 
p .4 3 . K enya's im ports o f  crude o i l ,  which i s  d e fin ed  as th e  d i f f e r 
ence between t o t a l  im ports o f  crude and th e ex p orts  o f  petroleum  
p ro d u cts, are c a lc u la te d  from R epublic o f Kenya, S t a t i s t i c a l  A b s tr a c t , 
i s s u e s :  1974, o n .c i t . T able 6 3 (a ) ,  p . 71; Table 5 9 (b ) ,  p . 64; S t a t i s 
t i c a l  A b s tr a c t , 1975, o n .c i t . Table 6 2 (b ) , p . 69; T able 6 3 (b ) , p .71 .

( 2 ) Net im ports o f  petroleum  p roducts o f  In d ia  and P ak istan  
are taken  from U .N .,W orld Energy S u p p lie s , i s s u e s  19 , 2 1 , o n .c i t . .
( s e e  fo o tn o te  Table 2 - 6 ) . For Kenya p roducts im ports are taken from 
R epublic o f  Kenya, S t a t i s t i c a l  A b s tr a c t , is s u e  1974, o n .c i t . Table 
6 3 (b );  i s s u e  1975 , o n .c i t . . Table 63( b ) .

( 3 ) Quantum and u n it  v a lu e  in d ex  numbers o f  o i l  im ports o f  
In d ia  are taken  from Government o f  In d ia , M onthly A b s tr a c t  o f  S t a t i s t i c s . 
V ol. 50,[J'.o. 10 , O ctober 1977, o n .c i t . . Table 2 .6 ,  p . 52; Table 2 .7 ,
p . 54; Government o f  In d ia , S t a t i s t i c a l  A b stra c t. 1972 , o n .c i t . ,
Table 8 5 , p . 224 . Data o f  P a k ista n  are ob ta in ed  from Government o f  
P a k is ta n , P a k ista n  S t a t i s t i c a l  Yearbook, 1 9 7 5 -7 6 , o n .c i t . . Table 1 7 .7 ,  
p . 239; Table 1 7 .8 ,  p . 241. K enya's data  are taken from R epublic o f  
Kenya, S t a t i s t i c a l  A b s tr a c t , is s u e  1974, o n .c i t . . Table 7 0 (b ) ,  p .81; 
i s s u e  1975 , o n .c i t . . Table 7 3 , p . 91; Table 74 , p . 92*

( 4 ) U nit v a lu e s  o f  crude o i l  and o i l  p rod u cts are computed
by d iv id in g  th e v a lu e  o f  im ports o f  crude and p roducts by the q u a n t it ie s  
o f  the im ports o f  crude ( fo o tn o te  l )  and products ( fo o tn o te  2 ) ,  
r e s p e c t iv e ly .  The v a lu e  o f  the im ports o f  crude o i l  and o i l  product 
o f  In d ia  are ob ta in ed  from U .N ., Yearbook o f  I n te r n a t io n a l  Trade 
S t a t i s t i c s . i s s u e s :  1970-75 . Data o f  P ak ista n  are taken from Govern
ment o f  P a k is ta n , P a k ista n  S t a t i s t i c a l  Y earbook, 1 9 7 5 -7 6 , o n .c i t . .
Table 1 7 .5 , p p .222-33; Government o f  P ^ i s t a n ,  25 "Years o f  P a k ista n  in  
S t a t i s t i c s , o n .c i t . . Table 1 8 .0 6 , p p .4 0 8 -9 . Data o f  Kenya are taken  
from R epublic o f  Kenya, S t a t i s t i c a l  A b str a c t , is s u e  1974, o n .c i t . .
Table 3 6 (a ) ;  i s s u e  1975. o n .c i t . .  Table 3 6 (a ) .

N ote: (a ) For n o te s  on th e methods o f  co m p ila tio n  o f  d ata  and the
c a lc u la t io n s ,  se e  Appendix 2 .



In d ia  cou ld  o n ly  m ain ta in  reaso n a b le  l e v e l s  o f  petroleum  im ports  

through b i l a t e r a l  agreem ents, i . e . ,  governm ent-to-governm ent d ir e c t  

d e a ls  during  1974 and 1975. S p e c ia l f in a n c in g  term s were n e g o t ia te d ,  

fo r  c e r ta in  im ports o f  crude, by th e Government o f  In d ia  w ith  Iran  and 

Ira q , as a p a rt o f  th e  b i la t e r a l  agreem ents co v er in g  tr a d e , investm ent 

and f in a n c ia l  arrangem ents. A ccord in g ly , In d ia  was su p p lied  w ith  2 .4  

m il l io n  ton s from Iran  and 2 .8  m il l io n  ton s from Ira q . As th e s e l l i n g  

p r ic e s  were estim a ted  to  be ^ 11 .00  and ^ 10 .86  per b a r r e l ,  i t  was apparent 

th a t th ere  was no c o n c e s s io n a l elem ent in  th e p r ic e s .  In  both c a s e s ,  

however, i t  appears th a t o n ly  p art o f  the p r ic e  would be payable in  ca sh , 

amounting to  ^ 3 .5 0  and ^ 5 .86  per b a r r e l in  the ca se  o f  Iran  and Iraq  

r e s p e c t iv e ly .  T his im p lie s  th a t the amounts th a t were su b je c t  to  de

ferr ed  payments were ^ 7 .5 0  in  the c a se  o f  Iran  and ^5*00 in  th e ca se  

o f  Iraq.^^^ I t  was a is o  rep orted  th a t In d ia  ob ta in ed  1 .0  m il l io n
( 2 )

ton s from Abu D habi, M oreover, in  th e c o n tex t o f  a 15 year tr e a ty

o f  econom ic, s c i e n t i f i c  and te c h n o lo g ic a l  c o -o p e r a tio n  w ith  the S o v ie t  

U nion, In d ia  ob ta in ed  th ree  m il l io n  ton s o f  crude and 1 .5  m il l io n  tons

( 3 )o f  k erosen e during 1974. I t  was th e f i r s t  tim e crude has been the

su b je c t  o f  trad e agreement between the two c o u n tr ie s  because o f  the  

r e lu c ta n c e  o f  th e  o i l  companies in  th e p a st to  accommodate R ussian  crude. 

Such im ports took  p la c e  w ith in  b a rter  arrangem ents which have enabled  

In d ia  to  pay in  in c o n v e r t ib le  currency through e x p o r ts .

( 1 ) Henderson, o n .c i t . . p . 113.

( 2 ) Petroleum  E conom ist. V o l. 43 , No. 1 (January 1976j^ p . 73 .

( 3 ) Petroleum  E conom ist. V o l. 41 , No. 1 (January 1974)^ p . 15.



The u n it  v a lu e  o f  im ported crude in to  P a k ista n  r o se  from ^ 3«92 

per b a r r e l in  1973 to  ^ 8 .7 1  in  1974 and fu r th e r  to  ^11*47 per b a rre l 

in  1975* The p r ic e  per ton  o f  products in cr ea se d  from ^35*28 in  1973 

to  ^ 108 .10  in  1974 and to  ^160 .12  in  1975. U nit v a lu e  in d ex  numbers 

o f  a l l  petroleum  im ports in cr ea se d  by 534 per cen t in  1974 and 416 per  

cen t in  1975. The sharp in c r e a se s  in  u n it  v a lu e  are a t t r ib u ta b le  to  

th e  1972*8 la r g e  d e v a lu a tio n  o f  th e  P a k is ta n i ru p ee. Im ports o f  crude 

d ecreased  by 0 .0 9 9  m i l l io n  ton s in  1974 below 1 9 7 3 's l e v e l ,  though th ey  

in cr ea se d  in  1975 by 0 .2 7 0  m il l io n  ton s over 1974, even h ig h er  than 1973. 

However, th e d e c l in e  in  im ports o f  crude in  1974 was compensated by an 

in c r e a se  in  th e n e t im port o f  products from 0 .2 5 6  m il l io n  tons in  1973 

to  0 .4 9 8  m il l io n  ton s in  1974, d ecre a s in g  s l i g h t l y  to  0 .4 7 5  m il l io n  

ton s in  1975. The quantum in d ex  o f  o i l  im ports d e c lin e d  by 6 per cen t  

in  1974, but in cr ea se d  by 19 per cen t in  1975.

The u n it  v a lu e  o f  im ported crude in to  Kenya in c r e a se d  from ^ 2 .53  peib  

b a r r e l in  1973 to  ^ 9 .1 6  in  1974 and to  ^ 11.43  per b a r r e l in  1975.

A lso , th e  p r ic e  per ton  o f  p roducts ro se  from ^47.55  in  1973 to  ^85.66

and ^ 102 .11  in  1974 and 1975 r e s p e c t iv e ly .  T his added an in c r e a se  o f

286 per cen t to  th e u n it  v a lu e  in d ex  number in  1974 and a fu r th er

111 per cen t in  1975. Net crude im port in c r e a se d , p r o g r e s s iv e ly ,  from

1 .1 4 8  m il l io n  ton s in  1973 to  1 .287  m il l io n  ton s in  1974 and to  1 .543  m il l io n

ton s in  1975. Import o f  p ro d u cts, which n ea r ly  doubled to  0 .2 0 1  m il l io n

ton s in  1974, d e c lin e d  sh arp ly  to  on ly  0 .0 4 6  m il l io n  ton s in  1975.

Hence, the quantum in d ex  o f  t o t a l  im p orts, which had in c r e a se d  by 10 

per cen t in  1974, d e c lin e d  by another 14 per cen t in  1975.



Net O il Import B i l l s

Table 4 -2  shows th e  n e t o i l  im port b i l l s  which are c a lc u la te d  as 

equal to  the v a lu e  o f  im ported crude, p lu s  the n et v a lu e  o f  im ported  

en ergy-p etro leu m  products and the v a lu e  o f  im ported non-energy petroleum  

p ro d u cts. Data o f  P a k is ta n  and Kenya are converted  from n a t io n a l  

currency to  U .S . 0  by u s in g  th e  cu rren t exchange r a t e .  Data o f  P a k ista n  

are a d ju sted  to  ca len d ar y e a r s . Methods o f  com p ilin g  th e  d a ta , and 

c a lc u la t in g  th e  im port b i l l s  are shown in  Appendix 2 .

I n d ia 's  n et o i l  im port b i l l s  in  1974 amounted, in  cu rren t U .S . ^ 

to  ^1426 m il l io n  ^an in c r e a se  o f  as much as th ree  and a h a l f  tim es th e  

1973 f ig u r e .  The ^1024 m il l io n  in c r e a se  o r ig in a te d  from the ^864 

m illio n , in c r e a se  in  crude o i l  b i l l s  (85^) and th e ^160 m il l io n  r i s e  

in  product b i l l s  ( l5 ^ ) .  In  1975, the d e c lin e  in  im ported petroleum  

led  to the d ecrea se  o f  n et b i l l s  to  ^1397 m il lio n . , though th ey  s t i l l  

amounted to  ju s t  under th ree  and a h a l f  tim es th e f ig u r e  o f  1973. The 

^28 m il l io n  d ecre a se s  in  1975 n e t o i l  b i l l s  o r ig in a te d  from the ^48 

m il l io n  d e c l in e  in  product b i l l s ,  s in c e  the c o s t  o f  im ported crude 

in cr ea se d  by ^20 m il l io n  .

P a k is ta n 's  n e t o i l  im port b i l l s  in  1974 amounted to  ^232 m il l io n  

which eq u a lle d  2 .8  tim es th a t o f  1973* D esp ite  th e 4 per cen t d e c l in e  

in  the volume o f  im ported c r u d e , ' i t s  v a lu e  in cr ea se d  by 114 per cen t  

which rep resen ted  about 57 per cen t o f  the ^149 m il l io n  in c r e a se s  in  

the b i l l s .  Hence, about a h a l f  o f  th e in c r e a se s  came from th e  r i s e  

in  im ported products which were n e a r ly  doubled . In  1975, n et o i l  

im port b i l l s  in cr ea se d  to  ^344 m il l io n  which i s  n ea r ly  50 per cen t  

h igh er  than 1974 and amounted to ju s t  over four tim es th e 1973 f ig u r e .

The 10 per cen t in c r e a se s  in  im ported crude added ^74 m il l io n s  which 

accounted fo r  46 per cen t o f  th e in c r e a se s  o f  crude b i l l s .  Moreover,



Table 4-2

Net O il Import B i l l s  o f  In d ia ,  
( in  m il l io n  o f  cu rren t U .S .

P a k ista n  and Kenya. 1970-75 (a )

( 1 )

Net
Crude
Im norts

( 2 )
Net
Energy
Product
Im norts

( 3 )
Net
Non-Energy
Product
Im norts

( 4 )
Net O il
Import
B i l l s
i l+ 2 + 2 )_

( 5 )

Changes over the  
n rev io u s  year

In d ia

1970 125 .748 1 .7 8 0 22.285 149 .831

%

1971 186.566 55.735 11 .397 253.716 +103.885 +69 .3
1972 190.727 62 .365 - 253.092 -0 .6 2 1 - 0 .2

1973 311.015 90 .361 - 401 .376 +148.284 + 58 .6

1974 1174.797 250 .706 - 1425.503 +1024.127 +255 .2

1975 1194.913 202 .583 - 1397.497 -2 8 .0 0 6 - 2 .0

P a k ista n

1970 44 .551 8 ,195 4 .2 6 7 57.013 - -

1971 40 .822 14.555 2 .120 57 .497 + 0 .4 8 4 + 0 .8

1972 35 .484 4 .3 6 4 1 .283 41 .131 -1 6 .3 6 6 -2 8 ,5

1973 75 .713 7 .7 8 3 - 8 3 .496 +42,365 +103 .0

1974 162 ,194 70 .290 - 232 .484 + 148 .988 + 178 .4
1975 236,243 107 .934 - 344 .177 + 111.693 + 48 .0

Kenya

1970 10 .563 6 .599 2 .231 19.393 - —

1971 13 .581 4 .0 0 0 6 .010 23 .591 +4 .198 + 21 .6
1972 15.706 7 .6 0 5 7 .930 31.241 +7 .65 +3 2 .4
1973 21 .199 5 .753 8 .0 6 8 35 .020 +3 .779 + 12 .1
1974 8 6 .017 17 .217 21 .369 124.603 + 89.583 + 255 .8
1975 128.757 4 .697 16 .355 149.809 +25.206 +20 .2

Source: See fo o tn o te  ( 3 ) o f  Table 4 -1 .

Note: (a ) For n o tes  on th e methods o f  co m p ila tio n  o f  data  and
c a lc u la t io n s ,  se e  Appendix 2 .



d e s p ite  th e 5 per cen t d e c l in e  in  th e  im ported p ro d u cts, t h e ir  v a lu e  

in cr ea se d  by 54 per c e n t .

K enya's n et o i l  im port b i l l s  in  1974 ro se  to  ^125 m il l io n  which 

amounted to  j u s t  over th ree  and a h a l f  tim es th e f ig u r e  o f  1973,

65 per cen t o f  th e  ^90 m il l io n  in c r e a se  in  n et b i l l s  came from th e crude

011 b i l l s  and the rem aining from th e in c r e a se  in  p rod u cts b i l l s .  The

12 per cen t in c r e a se s  in  the volume o f im ported crude and 66 per cen t  

in c r e a se s  in  th e volume o f  im ported products le d  to  in c r e a s e s  o f  t h e ir  

v a lu e s  by 505 and 191 per cen t r e s p e c t iv e ly .  In  1975, th e  n et o i l  

import b i l l s  ro se  fu r th e r  to  ^150 m il l io n  which was e q u iv a le n t to  4 .3  

tim es th a t o f  1973, and 20 per cen t h ig h er  than th a t  o f  1974. The ^25 

m il l io n  in c r e a se s  in  such b i l l s  over 1974 came from th e  ^43 m il l io n  

in c r e a se s  in  th e c o s t s  o f  crude, whose im ports volume in cr ea se d  by 20 

per c e n t , w h ile  the product b i l l s  d ec lin e d  by ^13 m il l io n  as the im ported  

q u a n tity  decreased  by 77 per c e n t .

2 . The A d d itio n a l C osts o f  O il Imnorts in  1974 and 1975

The o i l  p r ic e  in c r e a s e s ,  as r e f le c t e d  in  the r i s e  in  u n it  v a lu es  

o f  both crude and p ro d u cts, meant th a t each o il - im p o r t in g  cou n try , 

in cu rr in g  a d d it io n a l o i l  c o s t s ,  had to  pay more than b efo re  fo r  the o i l  

i t  im ported. These a d d it io n a l c o s t s  vary among c o u n tr ie s ,  depending  

not on ly  on the changes in  o i l  p r ic e s  but a lso  on changes in  o i l  im ports 

induced by v a r ia t io n s  in  the pace o f  economic grow th. Hence, th ere  

are two d if f e r e n t  a d d it io n a l o i l  b i l l s  fo r  each country: ( l )  the b i l l s

which were a c tu a l ly  naid and ( 2 ) th e  b i l l s  which might be paid had th e  

normal trend o f economic growth resumed i t s  pace w ith ou t in te r r u p tio n  

and i f  the pre-O ctober 1973 's  p r ic e s  were p r e v a il in g .
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The A c tu a lly  P aid  A d d itio n a l O il C osts

The a c tu a l ly  pa id  a d d it io n a l o i l  c o s t s  in  1974 and 1975 are d e fin ed

as th e  d if f e r e n c e s  betw een th e a c tu a l payments fo r  o i l  im port b i l l s

accord in g  to  th e  new h igh  l e v e l  o f  o i l  p r ic e s  and th e  e s t im a te s  o f  such  

b i l l s  had th e pre-O ctober -1973*s p r ic e s  o f  o i l  con tin u ed  throughout 

th e se  two y e a r s . The pre-O ctober 1973’ s p r ic e s  o f  crude and products  

as quoted in  September 1973 are shown in  Table 4 -3 .

The pre-O ctober 1973 p r ic e  o f  crude o i l  i s  assumed ^ 2 .75  per b a r r e l

which was used by F ried  and S ch u ltze  fo r  a s im ila r  stu d y  conducted by 

th e Brookings I n s t i t u t i o n .  The p r ic e s  per ton  o f  the main petroleum  

products are ^ 54 .828  fo r  g a s o l in e s ,  ^45.346 fo r  k ero sen es  and ^26.610  

fo r  d i s t i l l a t e s  and r e s id u a ls .  These p r ic e s  are c a lc u la te d  as the  

average p r ic e s  per ton  o f  a l l  brands and grades o f the th ree  main 

product groups as quoted in  September 1973 by the la r g e  in te r n a t io n a l  

r e f in e r ie s *

S in ce  such p r ic e s  are quoted on the b asis o f  F .O .B ., th ey  are con

v er ted  in to  O .I .F . by u s in g  th e F .O .B ./c .I .F .  fa c to r  fo r  each country  

c a lc u la te d  from the IMF^^  ̂ In te r n a t io n a l F in a n c ia l S t a t i s t i c  by 

d iv id in g  im ports O .I .F . by im ports F .O .B .

Table 4 -3

Pre-O ctober 1973*s P r ic e s  o f  Petroleum  Crude and P roducts  
( in  cu rren t U .S .

Fuel U nit P r ic e

ti)--------Petroleum  crude b a r r e l 2 .7 5

G aso lin es  in c lu d in g  naphtha ton^^^ 54*828^^^

K erosenes ton^^^ 46.346^^^

D i s t i l l a t e s  and r e s id u a l f u e l  o i l s  ton^^^ 26.610^^^

( l )  IMF, I n te r n a t io n a l F in a n c ia l S t a t i s t i c s .  V ol. 31 , No. 5 ; (May 1978)*



Source: (l) Pried and Schultze, "Overview", on.cit.. p.10.
( 2 ) Petroleum  P re ss  S e r v ic e . V o l. 4 0 , No. 9 (Septem ber 1973), 

p p .3 5 8 -9 . Such products c o n s is t  o f  7 products which in c lu d e  32 d if f e r e n t  
brands and g ra d es , produced by f iv e  in te r n a t io n a l  r e f i n e r i e s .  T heir  
p r ic e s  are quoted as p osted  exp ort p r ic e s  fo r  bulk cargo shipment in  
U .S . c e n ts  per g a l lo n .

( 3 ) P r ic e s  are con verted  from U .S . c e n ts  per g a l lo n  to  U .S . ^  
per ton by u s in g  co n v ers io n  fa c to r s  in  OECD, O il S t a t i s t i c s . OECD,
P a r is ,  1975, p p .7 -8 .

These fa c to r s  fo r  In d ia , P a k ista n  and Kenya are 1 .1 2 0 , 1 .097  

and 1 .150  r e s p e c t iv e ly .  Moreover, th e p r ic e s  o f  crude o i l  and o i l  

products are a d ju sted  to  the r i s e  in  th e  world g en era l p r ic e  l e v e l ,  

assum ing th a t  the 9 .6  per cen t in c r e a s e s  in  the world consumer p r ic e s  

during 1973 would co n tin u e  throughout 1974 and 1975. F in a l ly ,  the  

p r ic e s  o f  crude o i l  are exp ressed  per ton  on the b a s is  th a t a ton  i s  

eq u iv a le n t to  7 .3  b a r r e ls .  Taking a l l  such fa c to r s  in to  c o n s id e r a tio n  

and assum ing th a t OPEC had not in cr ea se d  i t s  p r ic e s  u n i la t e r a l ly ,  the  

im port p r ic e s  o f  In d ia , P a k ista n  and Kenya per ton  o f  crude o i l ,  gaso 

l i n e s ,  k e r o se n e s , and d i s t i l l a t e s  and r e s id u a ls  in  cu rren t U .S . ^ 

on C .I .F .  base during 1974 and 1975 would be as fo l lo w s :

In d ia P a k ista n Kenya

1974 1975_ . 1974 _ . 1975 .1 9 7 4 1975

Crude o i l 22 .484 24.642 22 .022 24 .136 23 .086 25.303

G a so lin es  in c lu d in g  
naphta 67.302 73 .764 65 .920 7 2 .249 69.105 7 5 .739

K erosenes 56 .891 62 .352 55.722 61 .072 58 .414 64 .022

D i s t i l l a t e s  and r e s i 
dual f u e l  o i l s 32 .664 35 .800 31.994 35 .065 33 .539 36 .759

The a p p lic a t io n  o f  such p r ic e s  to the a c tu a l volume o f  n e t im ports  

o f  crude o i l  and products in  1974 and 1975 in  Table 4 -1  r e s u l t s  in  the  

n et o i l  im port b i l l s  in  th e se  two y e a r s , had pre-O ctober 1973 's  p r ic e s

con tin u ed  in  1974 and 1975, as shown in  Table ( l )  o f  Appendix 3 . ( l )

( 1 ) For d e ta i le d  c a lc u la t io n s  o f  the a d d it io n a l o i l  c o s t s ,  see  
Appendix 5»
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The d if f e r e n c e s  betw een such e s t im a te s  and th e a c tu a l payments f o r  o i l  

im p orts, in d ic a te d  in  Table 4 -2 ,  r e s u lt  in  the a c t u a l ly  p a id  a d d it io n a l  

o i l  c o s t s  which are shown in  Table 4 -4  fo r  In d ia , P a k is ta n  and Kenya 

in  cu rren t " U .S . ^ in  1974 and 1975#

Table 4 -4

The A c tu a lly  P aid  A d d itio n a l O il C osts  in  1974 and 1975 

f o r  I n d ia , P a k is ta n  and Kenya.

( in  m il l io n s  o f  cu rren t U .S .# )

A ctu a l A d d itio n a l B i l l s  o f :

T ota l Crude and
Crude P roducts P roducts

% o f  ^  o f  %  o f
#  A ct. # A ct. #  A ct.

B i l l s B i l l s B i l l s

In d ia

1974 845 .879 7 2 .0 142.132 5 6 .7 988 .011 69 .3

1975 849 .777 7 1 .1 95.705 4 7 .2 945 .482 6 7 .7
P a k ista n

1974 106 .038 6 5 .4 51.949 7 3 .9 157 .987 6 8 .0

1975 168 .131 71 .2 88 .789 82 ,3 256 .920 7 4 .6

Kenya

1974 56.305 6 5 .5 6 .957 4 0 .4 63.262 6 1 .2

1975 8 9 .714 6 9 .7 2 .098 4 4 .7 91 .812 68 08

Source: Based on Table 4 -2  and Table 1 o f  Appendix 3#

F ig u res  in  Table 4 -4  in d ic a te  th a t  the a c tu a l a d d it io n a l b i l l s  

accou n ted , in  g e n e r a l, fo r  ju s t  over tw o -th ird s  o f  th e  n e t  o i l  b i l l s  

p aid  by each o f  th e th r e e  c o u n tr ie s  in  1974 and 1975* In d ia  p a id  

#988 m il l io n  in  1974 and #945 m il l io n  in  1975 which accounted  fo r  69 and 

68 per cen t o f  th e  n et o i l  b i l l s  r e s p e c t iv e ly .  Crude im ports added 

#846 m il l io n  in  1974 and #850 m il l io n  in  1975 which rep resen ted  j u s t  

over 70 per c e n t  o f  b i l l s  o f  crude in  th e se  two y e a r s . Im ports o f  

products brought about a d d it io n a l c o s t s  o f  #142 m il l io n  in  1974 and 

#96 m illio n , in  1975 which accounted  f o r  56 .7  and 47*2 per c e n t ,  

r e s p e c t iv e ly ,  o f  th e  a c tu a l b i l l s  o f  th e im ported p ro d u cts.
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The in c r e a se s  in  P a k is ta n ’ s o i l  h i l l s  amounted to  #158 m il l io n s  

in  1974 and #257 m il l io n  in  1975 which rep resen ted  68 and 7 4 .6  per cen t  

o f  th e  a c tu a l b i l l s  r e s p e c t iv e ly .  Crude c o s t  P a k ista n  a d d it io n a l #106 

m il l io n  in  1974 and #168 m il l io n  in  1975 which made up 6 5 .4  and 7 1 .2  

per cen t o f  the a c tu a l ex p en d itu res  on crude im p orts. Im ports o f  

products added #52 m il l io n  in  1974 and #89 m il l io n  in  1975, accou n tin g  

fo r  between th r e e -q u a r te r s  and f o u r - f i f t h s  o f  the payments fo r  p ro d u cts.

The a d d it io n a l o i l  c o s t s  o f  Kenya amounted to  #65 m i l l i o n . in  1974 

and #92 m illio n :  in  1975, e x p la in in g  6 1 .2  and 6 8 .8  p er cen t o f  th e a c tu a l  

c o s t s  paid  r e s p e c t iv e ly .  Crude added #56 m illio n , in  1974 and #90 m il lio n  

in  1975, r e p r e se n tin g  6 1 .2  and 6 8 .6  per c e n t , r e s p e c t iv e ly ,  o f  the n et  

o i l  b i l l s  o f  crude. Im ports o f  products added #7 m illio n , in  1974 and 

#2 m illio n - to  th e  a d d it io n a l o i l  b i l l s ,  accou n tin g  fo r  j u s t  over two- 

f i f t h s  o f  th e  a c tu a l c o s t s  o f  products and tak in g  no account o f  th e c o s t s  

o f  non-energy o i l  p rod u cts.

The A d d itio n a l O il C osts Com patible w ith  In te r n a l E qu ilibrium

A d d itio n a l o i l  c o s t s  c a lc u la te d  above are based on th e  a c tu a l  

q u a n t it ie s  o f  im ported crude and p ro d u cts. A ctual im p orts , whose c o s t s  

were in d ic a te d  on the a ccou n tin g  b a lan ce o f  paym ents, were probably  

d ecided  on th e  ground o f a l im ite d  a v a i l a b i l i t y  o f  fo r e ig n  exchange 

and the c o n d it io n s  o f  e x te r n a l b a la n c e s . T h erefore, th ey  were n o t, 

n e c e s s a r i ly ,  a r e f l e c t io n  o f  the minimum requirem ents o f  o i l  im ports, 

appearing on th e programme b alan ce o f  paym ents, which are needed to  s u s ta in  

the in te r n a l  eq u ilib r iu m . The i n a b i l i t y  to  secu re  such minimum r e 

quirem ents o f  o i l ,  which d e fin ed  as an o p e r a tio n a l im port, would c r e a te  

a fa c to r -p r o p o r t io n s  problem , le a d in g  to  the d e c l in e  o f  th e e x i s t in g  

c a p a c ity  u t i l i z a t i o n  and th e d etrim ent o f  c a p a c ity  growth.



The c o s t s  o f  o i l  im ports which are needed to  m a in ta in  c a p a c ity  

u t i l i z a t i o n  and growth can o n ly  be r e f le c t e d  on the programme b alan ce  

o f  paym ents, d e s p ite  the pursuance o f  an optimum b a lan ce  o f  payments 

p o l ic y ,  when o i l  im ports are d e fin ed  as what i s  req u ired  fo r  in te r n a l  

b a la n ce . None o f  th e  exp en d itu re  s h i f t e r s  and a d ju s te r s  th a t  are p art  

o f  th e co n v en tio n a l b a lan ce  o f  payments th eory  are e f f e c t i v e  in  reducing  

the r e s u lt in g  la r g e  d e f i c i t s  w ith ou t d is tu r b in g  the in t e r n a l  balance  

in  favour o f  th e e x te r n a l b a la n ce . Such d e f i c i t s  are d e fin ed  by Machlup 

"as an e x c e ss  o f  d o l la r  amounts needed or d e s ir e d  fo r  some s p e c if ie d  

purposes over th e d o l la r  amounts exp ected  to become a v a ila b le  from 

reg u la r  s our c e s " . Al s o ,  P indl^-^^ estim a ted  the fo r e ig n  exchange gap 

as th e  " fo re ig n  exchange req u ired  a t the eq u ilib r iu m  p o in t  w ith ou t any 

c o n s tr a in ts  on trad e" .

However, the p r a c t ic e s  in  most d ev e lo p in g  c o u n tr ie s  are to  h id e  

b alan ce o f  payments d e f i c i t s  by v a r io u s  k inds o f  com m ercial p o l ic y  

c o n tr o ls  which aim to  reduce im p orts. Thus, a c tu a l im ports o f p etroleum , 

as th ey  e x i s t  on the b a lan ce o f  paym ents, are o n ly  s u ita b le  fo r  e x te r n a l  

payments c o n s id e r a t io n s , s u b s t i t u t in g  e x te r n a l eq u ilib r iu m  fo r  in te r n a l  

eq u ilib r iu m .

Thus, th e  a d d it io n a l c o s t s  o f  o i l  com patib le w ith  in t e r n a l  e q u i l i 

brium i s  d e fin ed  as th e  d if f e r e n c e  between the a c tu a l n e t  o i l  import 

b i l l s  in  1974 and 1975 ~ w ith  the world economy in  r e c e s s io n  and w ith

thû
(1 ) F. Machlup, "Three Concepts of^B alance o f  Payments and the So- 

c a l le d  D o lla r  Shortage" , The Economic J o u rn a l. V o l. 60 , No. 237 
(March 1 9 5 0 ) , p p .5 5 -6 0 .

( 2 ) R. F in d l^ , "The F oreign  Exchange Gap and Growth in  D evelop ing  
C ou n tries" , in  J . Bhagwati e t  al» (eds*), Trade. Balance o f  
Payments and Growth. N orth-H olland P u b lish in g  C o ,, A msterdam, 
1971, p p .175-78 .



o i l  p r ic e s  a t  t h e ir  new l e v e l s  -  and th e  e s t im a tio n  o f  what may have 

been exp ected  to  occur in  th e  pre-O ctober 1973's  econom ic environment 

under th e assum ption o f  c o n tin u a tio n  o f  1973's  economic growth and o i l  

p r ic e s  throughout 1974 and 1975. Because o f  th e  in c o n s is t e n t  r e s u l t s  

o f  Kenya when i t s  eq u a tio n  was e s tim a ted , o n ly  the eq u a tio n s  o f  Ind ia  

and P a k ista n  w i l l  be used to  e s t im a te  t h e ir  consum ption and im ports o f  

o i l  during  1974 and 1975 under th e  fo llo w in g  assum ptions:

( i )  The growth o f  per c a p ita  GDP in  n a t io n a l c u r r e n c ie s  a t  1970 

p r ic e s  in  In d ia  and P a k is ta n  throughout 1974 and 1975 had kept pace 

w ith  1973’ s growth r a t e ,  nam ely, 3 .0  and 3 .7  per cen t per annum in  

In d ia  and P a k ista n  r e s p e c t iv e ly .

( i i )  pre-O ctober 1973 's  o i l  p r ic e  i s  # 2 .7 5  per b a r r e l o f  crude in  
aiisT

1974 d o lla r ^ th e  r e a l  p r ic e s  o f  co a l remained unchanged.

These two assum ptions are computed in  Table 2 o f  Appendix 3*

Equation (5a) fo r  In d ia  and eq u ation  (5b) fo r  P a k is ta n  (ch ap ter  I I I ,  

pp.118-9) are used to  c a lc u la te  t h e ir  g ro ss  in la n d  consum ption o f  p e t

roleum during 1974 and 1975 under the assum ptions m entioned above. 

Petroleum  im ports fo r  each country  are computed as r e s id u a ls  by d ed u ctin g  

th e a c tu a l dom estic  p rod u ction  from th e  estim a ted  consum ption in  term s 

o f  crude o i l  e q u iv a le n t , making no a llow an ce fo r  changes in  th e  s to c k s .  

T ota l petroleum  im ports a re , th en , d isa g g reg a ted  in to  im ports o f  crude 

and the im ports o f  products on the b a s is  o f  th e  a c tu a l p a tte r n s  o f  

petroleum  im ports which were p r e v a il in g  in  both  In d ia  and P a k ista n  in  

1974 and 1975. M oreover, im ports o f  petroleum  products are converted  

from crude o i l  e q u iv a le n t to  the e q u iv a le n t o f  g a s o l in e s ;  k erosen es  

and d i s t i l l a t e s  and r e s id u a ls  by u s in g  the r e le v a n t  co n v ersio n  f a c to r s .  

Consumption, p rod u ction  and im ports o f  petroleum  crude and products o f  

In d ia  and P a k ista n  during 1974 and 1975 on th e assum ption o f  pre-O ctober



1973 's  o i l  p r ic e s  and economic growth are shown in  T able 3 , Appendix 3*

Table 4 -5  reproduces im ports o f  petroleum  crude and p roducts in  

m il l io n  m etr ic  tone in to  In d ia  and P a k ista n  in  1974 and 1975 under the  

assum ption o f  1973’ s economic c o n d it io n s . A cco rd in g ly , n e t o i l  im ports

Table 4 -5

E stim ated  Im ports o f  Petroleum  Crude and Products o f  In d ia  and 
P ak istan  in  1974 and 1975 Under the Assum ptions o f  1 9 7 3 's 
Economic C on d ition s  
( in  m il l io n  m e t r i c t o n s )

In d ia  
1974 1975

P a k ista n
1974 1975

Im norts o f  Crude 16 .100 19 .126 3 .2 8 7 3 .6 6 7

Im norts o f  nroducts

G a so lin es 0 .0 0 8 0 .0 1 9 0 .0 3 6 0 .031

K erosenes 0 .8 5 4 1 .602 0 .0 7 4 0 .075

D i s t i l l a t e s  and r e s id u a ls 2 .107 1 .237 . 0 .5 3 2 0 .5 1 1

T ota l 19 .069 21,984. . 3 .929 4 .2 8 4

Source: Table 3 o f  Appendix 3*

{ l io f  crude and products in to  In d ia  would have in cr ea se d  from 16 .664  

m il l io n  ton s in  1973 to  19*069 m il l io n  ton s in  1974, or by 1 4 .4  per c e n t ,  

and r is e n  fu r th e r  by 1 5 .3  per cen t in  1975 to  reach  21 .984  m il l io n  to n s ,  

though th e a c tu a l im ports in cr ea se d  by 4 .1  per cen t in  1974 and d e c lin e d  

by 7 .2  per cen t in  1975. P a k is ta n 's  im ports would have in crea sed  from
( 2 )

2 .905  m il l io n  ton s in  1973 to  3*929 m il l io n  ton s in  1974, or by 

35 .2  per c e n t , and r is e n  fu r th er  by 9 .0  per cen t in  1975 to  reach  a 

l e v e l  o f  4 .2 8 4  m il l io n  to n s , though th e a c tu a l im ports in crea sed  by 

4 .9  and 8 .2  per cen t r e s p e c t iv e ly  in  th ese  two y e a r s .

( 1 ) See Table 4 -1 .

( 2 ) See Table 4 -1 .
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F in a l ly ,  such im ports o f  petroleum  crude and p rod u cts are m u lt i

p l ie d  by th e correspon d in g  p r ic e s  o f  crude and prod u cts in d ic a te d  in  

p .141 to  e s tim a te  n e t o i l  im port b i l l s  com patib le to  in t e r n a l  e q u i l i 

brium which are shown in  T able 4 o f  Appendix 3* The d if f e r e n c e s  between  

such e s t im a te s  and the a c tu a l payments fo r  o i l  im p orts , as in d ic a te d  

in  Table 4 -2 ,  rep re se n t th e  a d d it io n a l o i l  c o s t s  com p atib le  w ith  in te r n a l  

eq u ilib r iu m  in  In d ia  and P a k ista n  during 1974 and 1975, as shown in  

Table 4 -6 .  C le a r ly , th e  e s t im a te s  o f  Table 4 -6  are low er than th o se  o f

Table 4 -6

The A d d itio n a l O il C osts Com patible w ith  In te r n a l E q u ilibriu m  o f  In d ia  
and P a k ista n  in  1974 and 1975

A d d itio n a l
Crude

fo o f  
A ct.

# B i l l s

B i l l s  o f :  
Products

. .

fo o f  
A ct. 
B i l l s

T o ta l

i  .

%  o f
A c t .  
B i l l s

In d ia

1974 812 .805 6 9 .2 132.760 5 3 .0 945.565 6 6 .3

1975 7 23 .610 60 .6 57.008 2 8 .1 780 .618 5 5 .9

P a k ista n

1974 8 9 .8 0 8 5 5 .4 46 .773 6 6 .5 136.581 5 8 .7

1975 147.736 62 .5 83 .196 7 7 .1 230.932 6 7 .1

Source: Based on T able 4 -2  and Table 4 o f  Appendix 3 .

Table 4 -4  s in c e  th e  a c tu a l petroleum  im ports in  1974 and 1975 are l e s s  

than what In d ia  and P a k ista n  would have im ported during th e se  two years  

to  s u s ta in  h igh er  economic grow th. In f a c t , 66 and 59 per cent o f  the  

a c tu a l o i l  b i l l s  paid  in  1974 by both In d ia  and P a k is ta n , r e s p e c t iv e ly ,  

rep resen ted  e x c e ss e s  over what might o th erw ise  have been p a id . In 

1975, a d d it io n a l o i l  b i l l s  o f  In d ia  would have d ecreased  to about 

56 per cen t o f  the a c tu a l b i l l s  because o f  the d ecrea se  o f  im port volum e, 

w h ile  th o se  o f  P a k ista n  would have in crea sed  to  67 per cen t as a r e s u lt  

o f  th e r i s i n g  l e v e l  o f  i t s  o i l  im p orts.



3* The E f fe c t s  on th e  Terms o f  Trade and Income T ran sfer

The Terms o f  Trade E f fe c t s

The r i s e  in  o i l  p r ic e s  means th a t an o il- im p o r t in g  country  would

have to  p art w ith  more o f  i t s  output than b efo re  i f  i t  wants to im port

a u n it  o f  p etroleum , r e s u l t in g  in  unfavourable e f f e c t s  on th e  co u n try 's  

terms o f  tr a d e . A n y. w orsening o f  th e  terms o f  trad e w i l l  s h i f t  

income away and reduce th e  c a p a c ity  to  im port, r e ta r d in g  the economic 

developm ent p r o c e s s , p a r t ic u la r ly  where fo r e ig n  trad e g e n e r a te s  a 

r e l a t iv e l y  la r g e  p ro p o rtio n  o f  n a t io n a l incom e.

Among th e  s e v e r a l m easures o f  th e terms o f  tr a d e , two are r e le v a n t  

fo r  p rese n tin g  the changes in  the r e la t io n s h ip  between commodity ex p o rts  

and t o t a l  im ports as w e ll  a s petroleum  im p orts, nam ely, commodity and 

income term s o f  tr a d e . The commodity terms o f  trad e o f  t o t a l  exp orts  

versu s  both t o t a l  im ports and petroleum  im ports are c a lc u la te d  in  order  

to  measure th e changes o f  the purchasing power o f  u n it  o f  ex p o rts  in  

terms o f  such im p orts. A d d it io n a lly , i t  i s  e q u a lly  im portant to  have 

a n o tio n  o f  the income terms o f  trad e or what may be c a l le d  th e  c a p a c ity  

to  im p orts. I t  i s  notew orthy th a t  a co u n try 's  income terms o f  trade  

might improve a t  the same tim e as i t s  commodity terms o f  trad e d e te r io r a te  

when th e  volume o f  i t s  exp orts  in c r e a se s  s u f f i c i e n t l y  to  cause a r i s e  

in  the in d ex  o f  income terms o f  tr a d e .

For In d ia , P a k ista n  and Kenya, Table 4 -7  shows th e movements o f  the  

commodity and income terms o f  trad e during 1970-75 as w e ll  as the  

commodity terms o f  trad e  o f  t o t a l  commodity exp orts  v ersu s  petroleum  

im ports during the same p e r io d . The in d ic e s  o f  In d ia  and P a k ista n  have 

been a d ju sted  fo r  the ca len d ar y ears  and the v a r io u s  base y ea rs  o f  the  

th ree c o u n tr ie s  are moved to  1970.



Table 4-7

The G eneral Comm odity and Income Terms o f  Trade and th e  
Commodity Terms o f  Trade between Petroleum  Im norts and 
T ota l E xp orts, 1971-75

1971 1972 1973 1974 1975 ..

Commodity Terms o f  Trade 

In d ia 1 10 .4 119.4 1 0 6 .9 7 9 .6 7 0 .3

P ak istan 90 .5 9 3 .4 107 .9 9 2 .8 7 2 .6

Kenya 8 7 .4 8 6 .6 8 6 .0 7 4 .3 7 2 .3

Income Terms o f  Trade

In d ia 111 .9 131.6 124 .9 9 8 .5 95 .3

P ak istan 117 .1 1 58 .1 190 .4 152 .2 1 28 .9

Kenya 8 5 .2 8 6 .9 99oO 8 2 .6 7 1 .2

O il- r e la te d  Terms o f  Trade

In d ia 124 .2 168 .2 9 9 .1 4 1 .6 3 7 .6

P ak istan 100 .0 8 8 .6 7 1 .2 40 .3 27 .7

Kenya 95 .2 93 .7 9 5 .7 3 9 .9 3 6 .1

Source; C a lcu la ted  from Government o f  In d ia , Monthly A b stract o f  
S t a t i s t i c s . V o l. 30 , No. 10 (O ctober 1 9 7 7 ) ,Table 26 , p p .52-53; Table 
27, p . 55; Government o f  P a k is ta n , S t a t i s t i c a l  Yearbook, 1976, 
o p .c ib . Table 1 7 .7 , p p .239-240; Table 1 7 .8 , p p .241-42; R epublic o f  
Kenya, S t a t i s t i c a l  A b s tr a c t , o n .c i t -. is s u e  1975, T ables ? 0 (a ) and 70(b )  
p .8 1 , is s u e  1976, Table 73 , p . 91; Table 74 , p . 92.

P a k is ta n ’ s commodity terms o f  trade continued  to  in c r e a se  from

93 .4  per cen t in  1972 to  107 .9  per cen t in  1973 owing to  the s ig n i f ic a n t  

in c r e a se s  o f  the p r ic e s  o f  i t s  exp orts  during 1973 boom. The 

commodity terms o f  trad e o f In d ia  d e te r io r a te d  by about 13 per cen t as 

the p r ic e s  o f  i t s  exp ortehad n ot in cr ea se d  s u f f i c i e n t l y  to  meet th e  

in c r e a se s  in  the p r ic e  o f i t s  im p orts. In the ca se  o f  Kenya, the p r ic e



o f  i t s  ex p o rts  had lagged  behind th o se  o f  im ports s in c e  1971* The 

d r a s t ic  d e c l in e  in  the terms o f  trad e occurred in  1974 as th e  in d ic e s  

d e c lin e d  to  80 per c en t in  In d ia , 93 per cen t in  P a k ista n  and 74 per  

cen t in  Kenya. The d e te r io r a t io n  o f  th e  in d ic e s  o f  P a k is ta n  was l e s s  

than th a t o f  both  In d ia  and Kenya as th e  p r ic e s  o f  i t s  ex p o rts  recorded  

la r g e  in c r e a s e s  during th a t y ea r . By th e 1975 r e c e s s io n ,  th e  terms 

o f  trad e o f  the th ree  c o u n tr ie s  had d e c lin e d  fu r th e r  to  70 , 73 and 72 

per cen t r e s p e c t iv e ly .

Much o f  th e  d e c l in e  in  th e  commodity terms o f  tra d e  can be a t t r i 

buted to  th e  o i l  p r ic e s  which began r i s in g  s t e a d i ly  in  the e a r ly  1970s 

and quadrupled by 1974, as in d ic a te d  by the commodity term s o f  trad e

o f  t o t a l  ex p o rts  v e r su s  o i l  im p orts. When th e p o sted  p r ic e  was r a ise d

to  # 5 .1 1 9  per b a r r e l in  O ctober 1973, the in d ic e s  d e c lin e d  from 168 

per cen t in  1972 to  99 per cen t in  1973 in  In d ia , and from 88 to  71 

per cen t in  P a k is ta n . In  the ca se  o f  Kenya th e in d ex  in cr ea se d  from 

94 per c en t in  1972 to 96 per cen t in  1973. Such an in c r e a se  may be 

a ttr ib u te d  to  th e  o p era tio n s  o f  Kenyan r e f in e r y ,  as an outward-m arket- 

o r ie n ta te d  r e f in e r y  whose o i l  requ irem ents are su p p lied  through arm- 

le n g th  t r a n s a c t io n s ,s in c e  th e r e f in e r y  i s  p a r t ly  ovmed by m u lt in a t io n a ls .  

However, th e  d r a s t ic  d e c l in e  in  the in d ic e s  took  p la c e  in  1974 when 

p osted  p r ic e s  were r a is e d  to  # 1 1 .6 5 1 , d e te r io r a t in g  th e in d ex  to 42 

fo r  In d ia , 40 per c en t fo r  P a k ista n  and to  40 fo r  Kenya. Moreover, 

the e f f e c t  o f  th e  1975 's  10 per cen t in c r e a se  in  th e p osted  p r ic e  le d

to  a fu r th e r  d e c l in e  o f  th e  in d ex  to 38 , 28 and 36 per cen t fo r  In d ia ,

P ak istan  and Kenya, r e s p e c t iv e ly .  The d e te r io r a t io n s  o f  such in d ic e s  

in d ic a te  th a t a g iv en  volume o f export w i l l  exchange a sm a ller  volume 

o f  o i l  im ports than form erly  took  p la c e .



The u n favourable o i l - r e la t e d  e f f e c t s  on th e  commodity terms o f  

trad e co n tr ib u ted  to  th e  d e te r io r a t io n  o f  the im port c a p a c i t ie s  o f  th e  

th ree  c o u n tr ie s  which were fu r th e r  d e te r io r a te d  by th e e f f e c t s  o f  the  

m id-197 0 s world r e c e s s io n  on the volumes o f  t h e ir  e x p o r ts . The in d ex  

o f  income terms o f  trad e  o f  In d ia , which in cr ea se d  from 112 to  132 per  

cen t during 1 9 7 1 /7 2 , d e c lin e d  to  125 per cen t in  1973 and fu r th e r  to  

99 per cen t in  1974 and to  95 per c en t in  1975. The P a k ista n  in d ex , 

which in cr ea se d  from 158 per cen t in  1972 to  190 per cen t in  1973, 

d e c lin e d  to  152 per cen t in  1974, owing to the 7 .1  per cen t d e c l in e s  

in  th e quantum in d ex  o f  e x p o r ts , and fu r th e r  to  1 2 .9  per cen t in  1975, 

d e s p ite  th e volume reco v ery  by 8 .2  per c e n t . S im ila r ly ,  K enya's in d ex  

d e c lin e d  from 99 per cen t in  1973 to  83 per cen t in  1974 and fu r th e r  to  

71 per cen t in  1975, because o f  the d e c l in e  o f  exp ort volume by 3 .4  and

1 1 .4  per cen t in  th e se  two y e a r s , r e s p e c t iv e ly .

The income tr a n s fe r  e f f e c t s

T h e o r e t ic a lly ,  i f  each o il - im p o r t in g  country u se s  i t s  currency , 

or borrows th e currency o f  o th er  cou n try , to  pay fo r  th e  o i l  i t  im p orts, 

o i l  payments o n ly  in v o lv e  f in a n c ia l  tr a n s fe r s  from th e  o il - im p o r t in g  to  

the o i l - e x p o r t in g  c o u n tr ie s .  Real tr a n s fe r s  occur when th e  o il -e x p o r te r s  

u se such purchasing  power to  acq u ire  goods and s e r v ic e s  from the r e s t  

o f  the w o r l d . P r a c t i c a l l y ,  th e  payments fo r  th e  a d d it io n a l o i l  b i l l s ,

( 1) For d is c u s s io n  on the t h e o r e t ic a l  background o f  the tr a n s fe r  problem, 
se e  R.E. Caves and R.W, J on es, World Trade and Paym ents. L i t t l e  
Brown & Co, B oston , 1973, p p .455-66; R.W. J o n es , "The T ransfer  
Problem R e v is ite d " , Economica. V ol. 37 , No. I 46 (May 1 9 7 0 p p .178-84; 
M.O. C lem ent, R.L. P f i s t e r  and K .J . R oth w ell, T h e o r e t ic a l I s s u e s  in  
I n te r n a t io n a l E conom ics. C onstab le & Co, London, 1967, p p .141-50 .
For d is c u s s io n s  on the o i l - r e la t e d  tr a n s fe r  problem , see  
H. Chenery, " R econstru cting  the World Economy", F oreign  A f f a ir s .
V o l. 53 , No. 2 - (January 1 9 7 5 ) ,p p .250-58; W i l le t t ,  o n .c i t . . pp.
4- 20 .



132

in  th e ca se  o f  a t y p ic a l  o il - im p o r t in g  d ev e lo p in g  co u n try , in v o lv e  the  

s h i f t  o f  the same v a lu e  o f  r e a l  reso u rce s  from dom estic u ses  to  in c r e a se  

exp orts  fo r  a cq u ir in g  in te r n a t io n a l ly  recogn ized  means o f  paym ents, 

i . e .  fo r e ig n  exchange. V iew ing the a d d it io n a l o i l  b i l l s  as an in t e r 

n a t io n a l e x c is e  ta x  imposed by the OPEC c o u n tr ie s , each o il- im p o r t in g  

country was worse o f f  in  w e lfa re  terms than b e fo r e , s in c e  i t  had to  

surrender a p art o f  i t s  r e a l  income eq u iv a le n t to  th e  a d d it io n a l  

o i l  b i l l s ,  r e s u lt in g  from the unfavourable e f f e c t s  o f  th e  r i s e  in  o i l  

p r ic e s  on i t s  terms o f  tr a d e .

Table 4 -8  shows th e  annual income tr a n s fe r s  and th e  foregone 

economic grow th, as p ercen ta g es o f  GNP, r e s u lt in g  from the a d d it io n a l

Table 4 -8

The E f fe c t s  o f  O il-R e la te d  Income T ran sfers on GNP Growth in  
In d ia . P ak ista n  and Kenva during 1974 and 1975 
( in  p ercen ta g es)

Annual Income 
T ransfer

ForegohCi. 
Economic Growth

1974 1975 1974 1975

A ctu al A d d itio n a l O il B i l l s

In d ia 1 .22 1 .1 2 1 .2 7 1 .07
P ak istan 2 .0 4 2 .5 7 2 .3 9 3 .0 3
Kenya 2 .4 8 3 .0 4 2 .6 2 3 .2 9

A d d itio n a l O il B i l l s  Comnatible 
w ith  I n te r n a l E au ilibrium

In d ia 1 .1 7 0 .9 2 1 .22 0 .8 8
P ak istan 1 .76 2 .3 1 2 .0 7 2 .7 2

Source: A d d itio n a l o i l  b i l l s  both a c tu a l and com patib le w ith  in te r n a l
eq u ilib r iu m  are ob ta ined  from T ables 4 -4  and 4 -6  r e s p e c t iv e ly .
GNP in  n a t io n a l currency a t market p r ic e s ,  a d ju sted  fo r  the  
ca len dar y ea r , and exchange r a te s  are taken from IMP, In te r n a t io n a l  
F in a n c ia l S t a t i s t i c s . V ol. 31 , No. 5 (May 1978),



o i l  c o s t s ,  both  a c tu a l and com patib le w ith  in te r n a l  eq u ilib r iu m , during  

1974 and 1975o Annual income tr a n s fe r  i s  d e fin ed  as the a d d it io n a l

o i l  b i l l s  exp ressed  as a p ercen tage  o f  GNP o f  the same jaar, w h ile  

th e fo r e g o in g  economic growth i s  c a lc u la te d  as th e a d d it io n a l  b i l l s  o f  

th e cu rren t yea r  exp ressed  as a p ercen ta g e  o f  GNP o f  th e  p rev io u s  year  

a f t e r  th e  form er i s  a d ju sted  to  th e  in f la t i o n  r a te  9 .6  per c e n t , which  

p r e v a ile d  in  1973*

Annual t r a n s fe r s  during 1974 caused by o i l  p r ic e  in c r e a se #  as 

p ercen ta g es  o f  GNP, were running a t  the order o f  1 .2  per cen t fo r  

In d ia , 2 .0  per cen t fo r  P a k is ta n , and 2 .5  per cen t fo r  Kenya. In  

1975, income tr a n s fe r  d ecreased  s l i g h t l y  to  1 .1  per c en t fo r  

In d ia , but in c r e a se d  to  2 .6  and 3 .0  per cen t fo r  P a k is ta n  and Kenya, 

r e s p e c t iv e ly ,  owing to  th e  r i s e  in  o i l  im ports during  th a t  y ea r .

The r e s u l t  o f  t h i s  on e-tim e c o s t s  in c r e a se  was th e  red u ctio n  o f  

GNP o f  In d ia , P a k ista n  and Kenya in  1974 by 1 .3» 2 .4  and 2 .5  per cen t  

and in  1975 by 1 .1 ,  3 .0  and 3 .3  per cen t r e s p e c t iv e ly .  Moreover, 

both annual income tr a n s fe r s  and fo r e g o in g  economic growth f a l l  s l i g h t l y  

when im ports o f petroleum  com patib le w ith  in te r n a l b a lan ce are taken  

in to  accou n t.

R eductions o f  incom es o f  the th ree  c o u n tr ie s  in  th e range o f  

1-3 per cen t may appear to  be sm all when th ey  are compared w ith  th ose  

o f  the in d u s t r ia l  c o u n tr ie s  -  4 per cen t in  I t a ly  and 5 per cen t in  

B e l g i u m . H o w e v e r ,  such income lo s s e s  become a m atter o f  concern  

because o f  t h e ir  d is r u p t iv e  e f f e c t s  on econom ies which are con sid ered

( 1 ) W il le t t ,  o n .c i t . . p . 3 .



very  poor. Taking in to  account th a t th e  average annual growth r a te s  

o f  GDPs in  In d ia , P a k ista n  and Kenya during the two y ea rs  between 1973

( l )  ( i ) ( 2 )
and 1975 were 1 .9 ,  2 .3 ,  and 2 .0  per cen t r e s p e c t iv e ly ,  a c o r r e s 

ponding average o f  fo r e g o in g  economic growth o f  1 .2 ,  2 .7  and 3 .0  per 

cen t means th a t annual income tr a n s fe r  had pre-em pted any r e a l iz e d  

economic growth p a r t ic u la r ly  in  Kenya, and to  a l e s s e r  e x te n t  in  In d ia  

and P a k is ta n .

Furtherm ore, such income tr a n s fe r s  are con sid ered  e x c e p t io n a lly  

la r g e  when th ey  are view ed in  the l i g h t  o f  the p a st ex p er ien ces  o f  tr a n s -

(3 )f e r  problem s. For in s ta n c e , Machlup  ̂ has c a lc u la te d  th a t the f in a n 

c i a l  tr a n s fe r  a s so c ia te d  w ith  German rep a ra tio n s  a f t e r  th e F ir s t  World 

War rep resen ted  3 .5  per cen t o f  n a t io n a l income in  t h e ir  peak ( 1924) 

and averaged o n ly  2 .5  per cen t fo r  the e n t ir e  p eriod  1924-1932. He 

a ls o  found th a t the r a t io  o f  U .S . fo r e ig n  payments to  n a t io n a l income 

over the p er iod  o f  Marshal P lan , was running a t the order o f  3 .0  per  

cen t which i s  s l ijg h t ly  oyer^ P ak istan ’ s income t r a n s fe r ,  but below th a t  

o f  Kenya in  1975.

The m agnitudes o f  income tr a n s fe r s  and lo s s e s  o f  economic growth 

vary among th e  sample c o u n tr ie s ,  depending on the e x te n t  to  which a 

country i s  a u ser  and im porter o f  o i l  as w e ll as th e  a v a i l a b i l i t y  o f  

in d igen ou s energy reso u rce s  o th er  than o i l .  A t the one extrem e.

( 1 ) C a lcu la ted  from I .M .F ., In te r n a t io n a l F in a n c ia l S t a t i s t i c s , o n .c i t . . 
p . 199 , p .305.

1976
\ 2 . )  U .N ., Yearbook o f  N a tio n a l A ccounts S t a t i s t i c s ,  0 0 . c i t . .  Table 4A,

p . 134 .

(3 ) F. Machlup, " In te r n a tio n a l Payments, Debts and Gold", p art f i v e ,
in  F. Machlup, C a p ita l Movements and the T ransfer Problem . S cr ib n er , 
1964, p p .368-447 .



the s i z e  o f  income tr a n s fe r  from In d ia  had been lim ite d  by i t s  p o s it io n

as a l i g h t  u ser  o f  o i l  which p ro v id es  ju s t  under one q u arter  o f  energy

requirem ents during the 1970s, im porting  about 70 per c e n t o f  i t s  o i l  

n eed s, and d e r iv in g  j u s t  over 70 per cen t o f  i t s  energy u se  from dom estic  

coal*  On th e  o th er  extrem e, Kenya ob ta in ed  more than 90 per cen t o f  i t s  

energy u ses  from o i l  which i s  t o t a l l y  im ported owing to  the absence o f  

in d igen ou s sou rce o f  en ergy . The P a k ista n  economy can be found between  

the two ex trem es, where 40 per cen t o f  energy u ses  are ob ta in ed  from 

o i l ,  90 per cen t o f  which are im ported . Moreover, in d igen ou s gas has 

g r a d u a lly  become an im portant source o f  energy, p ro v id in g  ju s t  under 

one h a l f  o f  i t s  req u irem en ts.

4 . The E f fe c t s  on the E xtern a l B alances

The Adjustment for nil Deficit - A Theoretical Background

The e f f e c t s  o f  th e d e te r io r a t io n  o f  the terms o f  trad e on th e  balance

o f  payments and the p o l ic y  o p tio n s  a v a ila b le  fo r  adjustm ent in  the poor

c o u n tr ie s  can be c l a r i f i e d  in  terms o f  a sim ple diagram which appeared

in  an e a r ly  a r t i c l e  o f  Corden^^^ and was used la t e r  fo r  a s im ila r
( 2 )

purpose. H is a n a ly s is  seem s, more or l e s s ,  s u ita b le  fo r  an o i l -

im porting  d ev e lo p in g  cou n try . However, the scope o f  adjustm ent 

and p o lic y  o p tio n s  are d i f f e r e n t  in  the ca se  o f  d ev e lo p in g  c o u n tr ie s .

( 1 ) See W.M. Corden,"The Geometric R ep resen ta tion  o f  P o l i c i e s  to  A tta in  
In te r n a l and E xtern a l B alance", Review o f  Economic S tu d ie s . V ol.
28, No. 75 (1 9 6 0 /6 1 ) , p p .1 -2 2 .

t \ Oil
( 2 ) W.M. Corden, "The E f fe c t s  o f  th e^ P rice  R ise  on the I n te r n a t io n a l  

Economy", in  M.J. A r t is  and A.R. Nobay (ed s.). E ssays in  Economic 
A n a ly s is . The P roceed in gs o f  the A sso c ia t io n  o f  U n iv e r s ity  
Teachers o f  Econom ics, S h e f f ie ld ,  1975, Cambridge U n iv e r s ity  
P r e ss , 1976, Appendix 2 , p p .142-47-



s in c e  d e f i c i t s  caused by the a d d it io n a l o i l  c o s t  can c r e a te  a 

p o t e n t ia l  fo r e ig n  exchange gap or transform  an a lr ea d y  e x is t in g  gap to  

an a cu te  one, making the co n v en tio n a l th eory  o f  b a lan ce o f  payments not 

a u to m a tic a lly  a p p lic a b le .

F igure l ( a )  shows th e  e f f e c t s  o f  d e te r io r a t io n s  o f  the terms o f  

trad e  on the ba lance o f  paym ents, assum ing co n sta n t money ex p en d itu re .

Home-produced
goods

P

F

H

H

H

0
im ports

F igure l^ a ^The E f fe c t s  o f  D e te r io r a t io n  in  the Terms o f  Trade on the  
Balance o f  Trade

The v e r t i c a l  a x is  shows the q u a n tity  o f  home-produced goods and the  

h o r iz o n ta l a x is  shows th e  q u a n tity  o f  im ports. Given th e fo r e ig n  

p r ic e  o f  im ports and th e exchange r a te  and the average money p r ic e  o f  

home-produced goods, the p r ic e s  o f  both  ex p orts  and im ports are f ix e d ;  

and th e  i n i t i a l  dom estic  p r ic e  r a t io  between the two c a te g o r ie s  o f goods 

i s  g iv en  by th e  s lo p e  (FG). I n i t i a l  money exp en d itu re (incom e) i s  g iv en  

by ( o p) in  term s o f home-produced goods and the chosen demand p o s it io n  

i s  a t the p o in t (k ) , and the r ig h t  q u a n tity  o f  home-produced goods fo r  

in te r n a l ba lance i s  (OH), The q u a n tity  o f  ex p o rts  (PH) i s  equal to  

im ports (OZ) a t  the g iv en  p r ic e  r a t io .  The l e v e l  o f  r e a l  exp en d itu re  

(a b so rp tio n ) i s  in d ic a te d  by the in d if fe r e n c e  curve through (z )  and (OY^



i s  the incom e-consiunption l i n e .

The r i s e  in  im port p r ic e s  has ■' s h if t e d  the o p p o rtu n ity  l in e  to  (FG). 

There has been a f a l l  in  r e a l  ab so rp tio n  p resen ted  by th e  movement from 

the in d if f e r e n c e  curve through (k) to  th a t through L on (OY) l in e ;  

and th e  d e f la t io n a r y  im pact reduces th e demand fo r  home-produced goods 

from ( oh) to  (OH); and th e  demand fo r  im ports f a l l s  by (ZZ). Measured 

in  term s o f  home-produced goods or e x p o r ts , the v a lu e  o f  im port has r is e n  

from (PH) to  (PH ), le a d in g  to  a b a lan ce o f  payments d e f i c i t  equal to  ( hh) 

which i s  c r e a te d , in  th e f i r s t  p la c e , by the r i s e  in  o i l  p r ic e s .

This s i t u a t io n  i s  o n ly  su s ta in a b le  i f  exp en d itu re (OP) i s  kept 

above the low er l e v e l  o f  income by amount equal (HH) which must be fin an ced  

through borrow ing, c r e d i t  c r e a t io n  or running down b a la n c e s . This 

ca se  im p lie s  a thorou gh ly  n on -n eu tra l monetary p o lic y  which i s  needed  

to  keep money exp en d itu re c o n sta n t .

I f  government p o l ic y  tends to  cure in te r n a l d e f la t io n a r y  d is 

eq u ilib r iu m , r e s to r in g  f u l l y  employment, e f f e c t i v e  demand can be in c r e a se d ,  

accord in g  to  the K eynesian th eo ry , to  OP through m easures which s t im u la te  

dom estic exp en d itu re to  eq u ilib r iu m  l e v e l  a t ( e ) .  Export in c r e a se s  

are n ecessa ry  c o n d it io n s  to  prevent e x te r n a l im balance, r e s u lt in g  from 

a r i s e  in  dom estic  exp en d itu re and incom e. However, ex p o rts  cannot be 

stim u la ted  beyond t h e ir  maximum which i s  determ ined by both dom estic  

supply of ex p o rta b les  and th e c o n d itio n s  o f  e x te r n a l demand. The 

v a lu e  o f  im ports in cr ea se d  by (LE) and the b a lan ce o f  payments d e f i c i t ,  

b ein g  la r g e r  than b e fo r e , in cr ea se d  from (HH) to  (P P ). Such a d e f i c i t  

needs to  be f in a n ced , as r i s e s  in  consumption and in vestm en t cannot be 

en gin eered  w ith ou t a d d it io n a l o p era tio n a l and investm en t im p orts.



I f  government p o lic y  aims to  cure the d e f i c i t  by d e f la t in g  th e  

economy through sa v in g  in c r e a s e s ,  exp en d itu re w i l l  be reduced to  th e  

p o in t (m) • Import volume would d ecrea se  to  (HR) and th e  demand fo r  

home-produced goods would f a l l  to  (OH), in c r e a s in g  th e  unemployment. 

However, the r i s e  in  the ex -a n te  p ro p en sity  to  save would induce  

a la r g e  e x te r n a l im balance, as the in p u t im ports req u ired  to  u t i l i z e  

such sa v in g s  are n ot matched by an in c r e a se  in  fo r e ig n  exchange ea rn in g s , 

assum ing th e pursuance o f  optimum exp en d itu re p o l i c i e s  a t  th e  o u t s e t .

A lt e r n a t iv e ly ,  i f  the government could  not borrow to  accommodate 

the b a lan ce o f  payments d e f i c i t s ,  d e v a lu a tio n , combined w ith  exp en d itu re  

ad ju stem ent, may be used to  s h i f t  demand away from fo r e ig n  to dom estic  

goods through changes in  th e ir  r e la t iv e  p r ic e s ,  r e s to r in g ,  s im u ltan eou sly , 

in te r n a l  and e x te r n a l b a la n ces . Money income d er iv ed  from expend iture  

on dom estic goods would remain co n sta n t w h ile  income d er iv ed  from ex p o rts  

would r i s e  because o f  th e  in c r e a se  in  p r o f i t s  and wages in  export 

in d u s t r ie s ,  le a d in g  to  a r i s e  in  the nominal money su p p ly . However, 

th e u s e fu ln e s s  o f  d ev a lu a tio n  fo r  a t y p ic a l  d evelop in g  country i s  lim ite d  

by th e  weak resp o n ses  o f  dom estic supply  and by i t s  im pact on the l e v e l  

o f  economic a c t i v i t y  and p r ic e  l e v e l .

R eview ing some ex p er ien ces  o f  . d ev a lu a tio n s  in  d evelop in g

c o u n tr ie s ,  R.N. C o o p e r ^ c o n c lu d e d  th a t the r e c e ss io n a r y  te n d e n c ie s ,  

which fr e q u e n t ly  accompany d e v a lu a tio n , t r ig g e r  a r i s e  in  the dom estic

( l )  R.N. Cooper, "An assessm en t o f  currency d ev a lu a tio n  in  d evelop in g  
c o u n tr ie s" , in  G. Ranis (ed*), Government and Economic Developm ent. 
Y ale U n iv e r s ity  P r e s s , New Haven, 1971, p p .48 7 -9 2 .
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p r ic e s  o f  tra d ea b le  good s, a tendency which may be aggravated  by o v e r ly  

r e s t r i c t i v e  f i s c a l  and monetary p o l i c i e s .  M oreover, th e  e f f e c t iv e n e s s  

o f  d e v a lu a tio n s  i s  l im ite d  by th e weak resp on se o f  d om estic  su p p ly .

The f a i lu r e  o f  dom estic  su pp ly  to  respond q u ick ly  to  h ig h ly  u n sta b le  

r e la t iv e  p r ic e s  caused by m assive d ev a lu a tio n  ex p la in ed  the p a in fu l  

e x p er ien ce  o f  d e v a lu a tio n  in  A rg en tin e .

Furtherm ore, th e  s id e  e f f e c t s  o f  d ev a lu a tio n  on d e v e lo p in g  c o u n tr ie s
( 2 )

which r e c e iv e  fo r e ig n  a id  have been exp lored  by Cooper who found out 

th a t d e v a lu a tio n  can low er a ggrega te  demand, a c t in g  e s s e n t i a l l y  as an 

e x c is e  ta x , a t l e a s t ,  in  th e sh o r t-ru n .

In  f a c t ,  the r o le  a ss ig n ed  to  d ev a lu a tio n  in  th e co n v e n tio n a l th eory  

cou ld  not be p layed  e f f i c i e n t l y  in  d ev e lo p in g  c o u n tr ie s  because o f  th e  

e x is te n c e  o f  fo r e ig n  exchange gap which a r is e s  from th e  very  ch a ra cte r 

i s t i c  o f  th e  cu rves o f  su pp ly  o f  and demand fo r  fo r e ig n  exchange. The

demand curve fo r  fo r e ig n  exchange in  a t y p ic a l  d ev e lo p in g  country can

( 3 )be drawn s im ila r  to  th a t curve d escr ib ed  by Hart and Kenen.

I t  i s  composed o f  two e lem en ts: demand fo r  non -in pu t im p orts,

showing th e g en era l c h a r a c t e r is t ic s  o f  th e  fa m il ia r  demand cu rve, and th e  

dem and,for in p u t im p orts , needed fo r  an in te r n a l b a lan ce which i s  in 

e l a s t i c ,  e x h ib it in g  no in t e r s e c t io n  w ith  th e supp ly  cu rv e . Indeed an 

in c r e a se  in  im ports in  th e form o f e s s e n t ia l  in p u t w i l l  not lead  to  a 

f a l l  in  income and e f f e c t i v e  demand, but i t  w i l l  e x e r t  a p o s i t iv e  le v e r 

age e f f e c t  on dom estic  incom e, p a r t ic u la r ly ,  i f  th ere  i s  la c k  o f

( 1 ) See C .F. D ia z-A leja n d ra , Exchange Rate D eva lu a tion  in  a Semi-  
I n d u s tr ia l iz e d  C ountry. Cambridge, M ass., M .I.T . P r e s s , 1965.

( 2 ) R.N. Cooper, "D evaluation  and A ggregate Demand in  A id -R eceiv in g  
C ou n tries" , in  J , BhagW ati e t  al» (eds*), Trade. Balance o f  Payments 
and Growth. N orth-H olland P u b lish in g  C o., Amsterdam, 1971, F igure  
1 6 .3 , p .365; p p .3 67 -75 .

( 3 ) A.G. Hart and P.B-. ^^enen. Money. Debt and Economic A c t iv i t y . 3rd gd ,, 
Englewood G liffj , 1961, p p .3 16 -18 . A lso , the c h a r a c t e r is t ic s  o f  
supply and demand curves o f  fo r e ig n  exchange are quoted in  S .B . L inder, 
Trade and Trade P o l ic y  fo r  Developm ent. P a l l  M all P r e ss , London,
1 9 6 7 .  p p . 80- 1 .



o p e r a tio n a l im ports and u n d e r u n tiliz e d  c a p a c ity . On th e  o th er  hand, 

supply  o f  fo r e ig n  exchange w i l l  reach  i t s  maximum l e v e l  when the fo r e ig n  

demand curve fo r  the c o u n tr y 's  exp ort has u n ita r y  e l a s t i c i t y  so th a t  

s u c c e s s iv e  d e v a lu a tio n s  w i l l  r e s u l t  in  d ecrea ses  in  exp ort earn in gs as 

th e  supp ly  curve o f  fo r e ig n  exchange become backward s lo p in g .

Taking in to  c o n s id e r a tio n  th e in f la t io n a r y  s p r ia l  during 1974 /75 , 

d ev a lu a tio n  would be even more harm ful i f  the r e a l  p r ic e  r i g id i t y  ca se  

r e in fo r c e d  i t s e l f ,  le a d in g  to  the r i s e  in  not on ly  th e dom estic p r ic e  

o f  im ports but a ls o  the money p r ic e s  o f  home-produced good s.

Thus, p r ic e s  o f  home-produced goods r i s e  in  th e same p ro p o rtio n  as the  

p r ic e s  o f  im p orts, so th a t the r e la t iv e  p r ic e  r a t io  does not change and 

the economy s ta y s  on th e incom e-consum ption l in e  (OY), as shown in  

F igure 1 ( b ) .

Home-produced
goods

F

S

H

E '—\

0 im ports

F igure 1 ( b ) : The E f fe c t  o f a D e te r io r a t io n  in  the Terms o f  Trade on 
the B alance o f  Trade

I f  the ba lance o f  payments i s  to  be brought in to  eq u ilib r iu m , 

exp en d itu re measured In terms o f  home produced goods has to  f a l l  to  (OS), 

b r in g in g  the eq u ilib r iu m  (s), and cau sin g  the demand to f a l l  sh ort o f  

f u l l  employment by (R S). The q u a n tity  o f  im ports has been reduced
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to  (hr) a s  req u ir ed . I f  th ere  i s  government commitment to  f u l l  

employment, th e economy must go hack to  ( k) and exp en d itu re s ta y  a t  (OF) 

and the demand fo r  home produced goods remain a t  (OH) and th e demand fo r  

im ports a t (OZ). The b a lan ce o f  payments d e f i c i t s ,  b e in g  la r g e r  than  

in  the F igure 1 ( a ) ,  amounts to  (RK) measured in  terms o f  im p orts,

A t y p ic a l  o il - im p o r t in g  d ev e lo p in g  country  can keep i t s  r e a l  a b sorp tion  

co n sta n t i f  the minimum o i l  requirem ents are m aintained  and the la r g e  

e x te r n a l d e f i c i t s  can be f in a n ced .

In f a c t ,  o i l - r e la t e d  d e f i c i t s  cannot be view ed in  i s o la t i o n  from

the broad p ictu re- o f  e x te r n a l balance and the way through which i t  i s

red ressed  in  d ev e lo p in g  c o u n tr ie s . Most d ev e lo p in g  c o u n tr ie s  are

g e n e r a lly  exposed , even b efo re  the o i l  c r i s i s ,  to  the fo r e ig n  exchange

gap which i s  gen erated  by the sim ultaneous in te r a c t io n  o f  both  an export

maximum and im port minimum, making th e  e x te r n a l b a la n ces  move back and

fo r th  between " p o te n t ia l” and "acute" gap accord in g  to  the c ircu m stan ces

in  which a country a c tu a l ly  f in d s  i t s e l f . T h e  p r a c t ic e  in  most o f

th e se  c o u n tr ie s ,  owing to  the in e f f i c i e n c y  o f  adjustm ent p r o c e ss , i s  to

r e d re ss  e x te r n a l b a la n c e s , h id in g  la r g e  d e f i c i t s ,  a t  h ig h  c o s t s  o f

reducing dom estic exp en d itu re through th e  im posing o f  r e s t r i c t iv e

import c o n tr o l p o l i c i e s  aimed to  cu t im ports. Summarising the a d ju s t -
( 2 )

ment p ro cess  in  d ev e lo p in g  c o u n tr ie s , Paul S tr e e te n  p o in ted  out th a t  

the "adjustm ent p ro cess  i s  l i k e l y  to work more s lo w ly  in  LHCs, and i f

i t  speeds up, more p a in f u l ly " ,   " In d u str ia l u n d e r u t i l iz a t io n  or

s ta g n a tio n  caused by im port r e s t r i c t io n s  or d e f la t io n  d isr u p t economic 

developm ent and can i n f l e c t  c o n s id era b le  damage."

( 1 ) L inder, o n . c i t , . p p ,4 0 -4 8 ,

( 2 ) P. S tr e e te n , " In te r n a tio n a l Monetary Reform and the L e ss -
D eveloped C ou n tries" , Banca N azion ale D el Lavora. V ol. 20 , No. 81 
(June 1967) ,  p . 161,



C onsequently , o i l - d e f i c i t s  m erely added to t h e ir  lon g-term  e x te r n a l  

d is e q u i^ ib r ia , w orsening t h e ir  ba lance o f  payments p o s it io n s  even 

fu r th e r . Hence, o i l  d e f i c i t s  would induce e i th e r  a p o te n t ia l  fo r e ig n  

exchange gap or transform  one a lrea d y  e x is t in g  to  an a cu te  fo r e ig n  

exchange gap which i s  d e fin ed  by L i n d e r ^ g s  "the d if f e r e n c e  between  

the need o f  fo r e ig n  exchange fo r  input im ports and th e  amount o f  fo r e ig n  

exchange a v a ila b le  fo r  such im ports from cu rren t account tr a n sa c tio n s  

and autonomous c a p it a l  movement, assum ing the pursuance o f  optimum 

exp en d itu re p o l i c i e s  and com m ercial p o l i c i e s  form ulated  on the b a s is  o f  

co n v en tio n a l th eory" . W hatever, th e changes in  exchange r a te s  and 

exp en d itu re p o l i c i e s ,  fo r e ig n  exchange earn in gs cannot be in crea sed  

beyond the export maximum, and fo r e ig n  exchange requirem ents could  not  

be reduced below  th e  im port minimum. E xtern al b a lan ce can on ly  be 

brought about by h id in g  the acu te  gap by v a r io u s k inds o f  commercial 

p o lic y  c o n tr o l ,  reducing the volume o f  both o i l  and n o n -o i l  im p orts.

Thus, b a lan ce o f  payments would in d ic a te  e x te r n a l b a la n ce , but a t the  

expense o f  in te r n a l  b a la n ce .

The E xtern a l B alances During 1970/75

The o i l  p r ic e  in c r e a se s  had not happened in  a vacuum, but 

accompanied by o th er  major even ts  in  the in te r n a t io n a l economy -  worldwide 

in f la t i o n  and r e c e s s io n  -  which had been r e f le c t e d  on th e e x te r n a l b a lan ces  

o f  In d ia , P ak istan  and Kenya. Developm ents in  both cu rren t and c a p it a l  

accou n ts as w e ll as th e  o v e r a l l  b a lan ces o f  payments o f  the th ree  c o u n tr ie s  

during 1970-75 are shown in  Table 4-9* Such developm ents are exp la in ed  

in  the l i g h t  o f  the changes in  volumes and p r ic e s  o f  both exp orts  and 

im ports during the same p eriod  which are shown in  Table 4 -1 0 .

( l )  L inder, o n .c i t . . p .4 5 .



Table 4-9

( in  m il l io n s  o f  cu rren t U .S . (a j

(1 )

Trade
B alance

(2 )

Net S erv ice  
and
Investm ent
Income

(3)
Net P r iv a te  
and
Government
U nrequited
T ransfer

(4 )

Current
Account
(1+2+3)

( 5 )
Net sh o rt  
and
long-term
c a p it a l
flo w s

(6 )

B alance of 
Payments

(4 + 5 )

In d ia

1970 -1 3 1 .0 -4 9 3 .0 + 232 .0 -3 9 2 .0 +560 .0 + 168 .0

1971 -3 7 3 .1 -5 3 5 .6 +267 .8 - 640 .9 +663 .0 + 22 .1
1972 + 68 .4 -5 0 2 .7 + 281,2 - 153 .1 +23 .9 - 129 .2

1973 -1 9 5 .5 -6 0 8 .0 -2 6 8 .2 -5 3 5 .3 + 426 .8 -1 0 8 ,5
1974 -6 2 5 .4 -4 9 0 .7 +2316.2 +1200,2 -1 2 2 0 .6 -2 0 .5
1975 -2 7 0 .8 -4 6 7 .5 +609.5 -1 2 8 .8 +490 .5 + 361 .7

P ak istan

1970 -5 3 8 .0 -2 4 8 .0 +119 .0 -6 6 7 .0 +549 .0 -1 1 8 .0

1971 -4 1 9 .5 -2 4 1 .7 +179.5 -4 8 1 .4 +430 .3 -5 1 .2
1972 -2 3 3 .4 -1 8 1 .3 + 173.7 - 241 .0 - 230 .2 —1 0 .8

1973 -1 0 2 .5 -1 5 7 .4 +189.5 - 7 0 .4 +261 .1 +190.7
1974 -8 8 8 .7 -2 7 0 .6 + 241.7 - 917.6 +772 .1 - I 45 .5
1975 -1 1 5 8 .3 -2 9 6 .3 + 403.1 - 1051.5 + 836.6 -2 1 4 .9

Kenva

1970 -8 6 .3 + 11 .7 +25.6 - 4 9 .0 +94 .3 +45 .3
1971 -1 8 5 .0 + 14 .9 +58 .3 -1 1 1 .8 + 41 .2 -7 0 .6
1972 -1 1 6 .8 +10 .6 +38 .1 -6 8 .1 +91 .9 +23 .8

1973 —7 4 .9 -8 1 .1 + 29 .9 -1 2 6 .1 + 147.7 +21 .6
1974 -3 1 6 .9 -2 2 .4 +31 .4 - 307 .9 +219 .6 - 88 .3
1975 -2 2 3 .7 -5 4 .9 + 44.2 - 234 .3 + 180.9 - 53 .4

Source: In te r n a t io n a l Monetary Fund, Balance o f  Payments Yearbook.
V ol. 29 (December 1978).,

N o te :(a )  Data con verted  from SDRs to  U .S . /  by r a te s  provided  by the  
same so u rce .



Table 4-10

The Y ear-to -Y ear Changes in  Quantum and U nit Value Index  
Numbers o f  E xports and Im ports o f  In d ia . P a k ista n  and 
Kenya. 1971-75

1970 = 100^̂ ^
In d ia  

Q P

P a k ista n  

Q P

Kenya 

Q P

Exnorts

1971 - 1 .5 + 1 .8 + 36.5 + 2 0 .8 - 2 .5 —3 .8

1972 + 1 2 .0 + 11 .3 + 36.5 + 34 .3 + 2 .9 + 10 .6

1973 +4* 6 + 24 .5 -2 3 .3 + 155 .7 + 14 .7 +14*4

1974 + 7 .4 + 34 .9 + 0 .4 - 2 7 .4 - 3 .9 + 43 .3

1975 + 13 .0 + 13 .2 + 24 .2 + 1 .0 - 2 .7 + 24 .1

Im norts

1971 + 28 .4 - 9 .5 - 8 .7 + 30 .2 + 17.6 + 10 .1

1972 - 7 .4 + 3 .9 + 48 .1 + 108 .1 - 1 2 .9 + 13 .2

1973 + 18 .4 + 39 .8 +30.4 + 106 .4 - 4 .7 + 17 .6

1974 - 1 7 .2 + 98 .3 + 14 .7 + 168 .7 + 7 .0 + 80 .4

1975 - 1 .2 + 39 .9 + 6 .6 - 2 6 .6 -2 1 .2 + 39.6

Source: See Source o f  Table 4-7

Note: ( a) Base y ea rs  are moved to  1970 fo r  the th ree  c o u n tr ie s , and
data o f  In d ia  and P ak istan  are a d ju sted  to  the ca len d ar year,

I n d ia 's  current account had co n tin u ed , s in c e  1970, to  be in  d e f i c i t  

which o r ig in a te d  from both  trad e and in v i s i b l e  b a la n c e s , which amounted 

to  ^535 m illio n , in  1973. Such a d e f i c i t  had not been determ ined by 

changes in  ex p o rts  as much as by th o se  changes in  im p orts. The o v e r a l l  

balance o f  payments turned out from a su rp lu s o f  / l 6 8  m il l io n  in  1970 

to  a d e f i c i t  o f  / l 0 8  m il l io n  in  1973. By the in c r e a s e s  o f  o i l  p r ic e  

in  1974, cu rren t accou n ts came under p ressu re  owing to  the la r g e  in cr ea se s
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in  u n it  v a lu e  o f  im ports by 98 per cen t compared to  35 per cen t r i s e s  

in  u n it  v a lu e  o f  e x p o r ts , le a d in g  to  a d e f i c i t  o f  / Hl6 m il l io n  on 

both trad e and i n v i s i b l e  b a lan ce which i s  39 per cen t h ig h er  than th o se  

o f  1973. However, cu rren t accounts turned out to  have a la r g e  su rp lu s  

o f  ^1200 m il l io n  which can be a t tr ib u te d  to  th ree  rea so n s: f i r s t l y ,

demand fo r  im ports had been p a r t ly  reduced by the restrictive f i s c a l  and 

monetary p o l i c i e s  in s t i t u t e d  in  1974 and continued  throughout 1975 to  

a l l e v i a t e  th e in f la t io n a r y  p r e s s u r e s . S u c h  p o l i c i e s  le d  to  the  

a b so lu te  d e c l in e  in  r e a l  in vestm en t and l e f t  th e  economy w ith ou t any 

r e a ly  growth in  i t s  GDP. S econ d ly , la r g e  p a rts  o f  th e  trad e d e f i c i t  

had been hidden by the 17 per cen t red u ctio n  in  im port volum e. T h ird ly , 

the d e f i c i t  had been absorbed by the ^2316 m il l io n  o f  u n req u ited  tr a n s

f e r s ;  87 per cen t o f  which rep resen ted  g ra n t, p a r t ic u la r ly  from th e  

U nited  S ta te s ,  and the rem aining were rem itted  from In d ian s abroad.

In  th a t y ea r , the o v e r a l l  b a lan ce o f  payments showed a d e f i c i t  o f  ^20 

m il l io n  which r e s u lte d  from la r g e  c a p ita l  o u tflo w s when the government 

repaid  i t s  o b l ig a t io n s .  In 1975, d e f i c i t  on trad e and in v i s i b l e  b a la n ces  

had been reduced to  ^738 m i l l io n  which i s  50 per cen t sm a ller  than th a t  

o f  1974, though cu rren t accou n ts turned out to  be in  d e f i c i t  o f  ^129 

m ill io n  . In th a t y ea r , the d e c l in e  in  trad e d e f i c i t  was caused by th e  

1 .0  per cen t d ecre a se s  in  im port volume and the 1 3 .0  per cen t in c r e a se s  

in  export volum e. The ^362 m il l io n  su rp lu s r e a l is e d  on the o v e r a l l  

balance o f  payments were a t tr ib u te d  to the ^491 m il l io n  o f  n e t  c a p ita l  

in f lo w s .

( l )  Government o f  In d ia , Economic Survey. 19 7 4 -7 5 . Economic 
Ministry of Finance^ New Delhi , If/S , j?. i ,  4 .



U nlik e In d ia , a gradual l ib e r a l i z a t io n  o f  im port regim e, which was 
in JPa.k3bt4.h

in trod u ced  in  1972, has co n tin u ed , d e s p ite  the p r e ssu r e s  on the b a lan ce  

o f  payments caused by th e  d e s ir e  to  m ain ta in  both a h ig h  l e v e l  o f  

developm ent spending on investm en t a c t i v i t y ,  p a r t ic u la r ly ,  in  the p u b lic  

s e c to r ,  and o f  su p p lie s  o f  e s s e n t ia l  raw m a ter ia l fo r  dom estic  

in d u s tr y .(^ )  The d e f i c i t  on cu rrent account had con tin u ed  s in c e  1970, 

though i t  d ecreased  s ig n i f i c a n t l y  from /6 6 7  m il l io n  in  1970 to ^70 

m il l io n  in  1973* During th a t year th e d e f i c i t  on trad e  ba lance  

d ecreased  to  l e s s  than o n e -h a lf  o f  th e  p rev iou s y ea r , accompanied by 

another s l ig h t  d e c l in e  in  the d e f i c i t  on the s e r v ic e  b a la n ce . The 

h igh  u n it  v a lu e  r e a l i s a t io n  o f  export more than compensated the d e c lin e  

in  export volume caused by c o n s tr a in ts  on dom estic s u p p lie s  and exceeded , 

even more, the r i s e  in  u n it  v a lu e  o f  im p orts. M oreover, the ^261 m i l l i a i  

n et c a p it a l  in f lo w s  turned out the ba lance o f  payments to a su rp lu s o f  

/ 19I  m il l io n .  T his p ic tu r e  changed d r a s t ic a l ly  in  1974 when the d e f i c i t  

on trad e b a lan ce  in c r e a se d  to  /8 8 9  m il l io n  , a ccou n tin g  fo r  e ig h t  tim es  

the 1973 f ig u r e  and^ th e  s e r v ic e  balanced  in cr ea se d  to  #271 m il l io n  which 

i s  70 per cen t h ig h e r , r e s u lt in g  in  a d e f i c i t  on th e cu rren t account 

which amounted to  ^918 m il l io n  or 13 tim es th a t o f  1973, d e s p ite  the  

in c r e a se s  in  u n req u ited  tr a n s fe r s  to ^242 m il l io n .  Such a la r g e  d e f i c i t  

caused by the slack en ed  e x te r n a l demand and d e c lin e  o f  export p r ic e s  

By 2:7 per c e n t , on th e one hand, and th e continued  r i s e  in  both p r ic e  

and volume o f  im port by 169 and 15 per cen t r e s p e c t iv e ly .  Although  

c a p it a l  in f lo w s  amounted to ^772 m i l l io n ,  accou n tin g  fo r  th ree  tim es  

th a t o f  1973, th e  o v e r a l l  ba lance o f  payments showed a d e f i c i t  o f  / 1 4 6  

m il l io n .  In  1975 th e d e f i c i t  on trad e balance in c r e a se d  to  / l l 5 8

( 1 ) Government o f  P a k is ta n , P ak istan  B asic  F a c ts . 1 9 7 5 -7 6 . o p .c i t . . 
p . 142.



m il l io n  , which was 30 per cen t h ig h er  than 1974* T his was caused  

m ainly hy the 7 per cen t in c r e a se  in  im port volum e^although the u n it  

v a lu e  d ecreased  by 27 per c e n t . I t  was apparent th a t such a moderate 

r i s e  in  im ports had n u l l i f i e d  th e  e f f e c t  o f  th e  24 per cen t in c r e a se  in  

exp ort volume whose p r ic e  had o n ly  r is e n  by 1 .0  per c e n t .  During th a t  

y ea r , th e  cu rrent account d e te r io r a te d  to  ^1052 m i l l io n  , d e s p ite  the  

in c r e a se s  o f  u n req u ited  tr a n s fe r  to  ^403 m i l l io n  , which was g r e a te r  

than th e /S 3 7  m il l io n  n e t c a p it a l  flo w s could  accommodate. T his led  

to  an o v e r a l l  d e f i c i t  o f  ^215 m i l l io n  •

A lso , th e  d e te r io r a t io n  in  K enya's balance o f  payments p o s it io n  

was not a temporary phenomenon caused by o i l  c r i s i s  but a s ig n  o f  more 

permanent d is e q u ilib r iu m . F o llow in g  th e 1971's  b a lan ce o f  payments 

c r i s i s ,  m easures were taken to  improve the cu rrent account such as the  

in tr o d u c tio n  o f  a range o f  im port c o n tr o ls ,  the r e s t r i c t io n  on dom estic  

c r e d it  and th e cu rta ilm en t o f  government e xpe ndi t ur e . During the  

course o f  1973, th e se  m easures dampened down im ports and, a s s i s t e d  by 

a good export perform ance, helped  to make the b a lan ce o f  payments p o s i t i a i  

much s tr o n g e r . During th a t y ea r , trad e d e f i c i t  d ecreased  to  i t s  lo w est  

l e v e l  o f  ^75 m il l io n  , though i t  was matched by a la r g e  d e f i c i t  on the  

i n v i s i b l e  b a la n ce . However, the o v e r a l l  b a lan ce o f  payments showed 

a su rp lu s o f  ^22 m il l io n  which was crea ted  by la r g e  n et c a p ita l  flow s  

o f  / l 4 8  m il l io n  . Such improvements led  to  the r e la x a t io n  o f  

import c o n tr o ls  and c r e d it  r e s t r i c t io n s  which r e s u lte d  in  th e in c r e a se  

o f  im port volume in  1974 by 7 per cen t; m eanwhile, export volume 

d e c lin e d  by 4 .0  per c e n t . Taking in to  account th a t u n it  va lu e  o f  im ports

( l )  J* Burrows, Kenva: In to  the Second Decade. Report o f  The World
Bank's M ission  to  Kenya, John Hopkins U n iv e r s ity  P r e ss , B a ltim ore, 
1975, p p .240-50 .



XDO

ro se  as much as tw ice  th a t o f  e x p o r ts , trad e d e f i c i t ,  d e te r io r a t in g  

four tim es th a t o f  1973, amounted to  ^317 m i l l io n  , r e s u l t in g  in  a 

cu rrent account d e f i c i t  o f  ^308 m il l io n  . In  s p i t e  o f  th e  ^220 

m illio n , n et c a p it a l  in f lo w , th e  o v e r a l l  ba lance turned out to  be a 

d e f i c i t  amounting to  ^88 m i l l i o n ' .  The d e te r io r a t io n  o f  b a lan ce of 

payments le d  to  th e r e - im p o s it io n  o f  r e s t r i c t i v e  p o l ic y  in  1975 which 

r e s u lte d  in  the d ecrea se  o f  th e  d e f i c i t  on the trade b a lan ce  to  ^224 

m il l io n  T, a t tr ib u te d  to  the d e c l in e  o f  import volume by 21 per c e n t , thoiJgh 

export volume a ls o  d e c lin e d  by 3 per c e n t .  D e f ic i t  on the current account 

was reduced to  ^234 m il l io n  and th e o v e r a l l  d e f i c i t  f e l l  to  ^53 m il l io n ,  

though the . n et c a p it a l  in f lo w s  amounted to  ^181 m il l io n .

The E f fe c t s  on Current Account and R esource Gan

Table 4 -11  shows th e  ex ten t to  which a d d it io n a l o i l  c o s t s  a f fe c te d  

both th e cu rren t account and the resou rce  gap o f  the th ree  c o u n tr ie s  

during 1974/75* R esource gap i s  c a lc u la te d  as equal cu rren t account 

ex c lu d in g  f in a n c ia l  s e r v ic e s ,  i . e .  trade b a la n ce , n e t  n o n -f in a n c ia l  

s e r v ic e s  and p r iv a te  u n req u ited  t r a n s f e r s . A d j u s t e d  cu rrent account 

and resou rce  gap in d ic a te  the s t a t e  o f  e x te r n a l ba lan ce on the b a s is  

o f  pre-O ctober 1973's  o i l  p r ic e s  by adding up a c tu a l a d d it io n a l o i l  

c o s t s  to  them. The a cu te  cu rrent account and the reso u rce  gap in d ic a te  

what e x te r n a l b a lan ce would o th erw ise  be i f  o i l  was im ported in  th e  

q u a n t it ie s  req u ired  to  m ain ta in  th e  1973’ s economic growth throughout 

1974 and 1975, r e g a r d le s s  o f  th e  changes in  the p r ic e s ,  i . e .  o i l  p r ic e s

( l )  For the method o f  c a lc u la t in g  th e resou rce  gap, se e  C.F. D ia s-  
Al&endro, "Some A sp ects o f  the B r a z ilia n  E xperience w ith  Foreign  
Aid", in  J . Bhagwati e t  al* (eds*). Trade, Balance o f  Payments and 
Growth. N orth-H olland P u b lish in g  Co. ,  Amsterdam, 1971, p .446 .



Table 4-11

The E f fe c t s  o f  th e A d d itio n a l O il C osts on the Current 
A ccounts and Resource Cans o f  In d ia . P a k ista n  and 
Kenya in  1974 and 1975 
( in  m il l io n s  o f  cu rrent U .S .

A ctual
A d d itio n a l Current Account Resource Gan
O il ( s 
C o sts^ ^

( 2 )
Actual^ / Adjusted^^^ Acute^^) ( 2 )Actual^ / (a ) ("b) A djusted Acute

In d ia

1973 -5 3 5 .3 - 227 .7

+379.4^^) - 762 .0  

 ̂ + 9 9 8 . - 675.5

1974 98 8 .0 +1200 .2 + 2188.2 +1046.8 —60 8 .6  

+ 53.4^ °1975 945 .5 -1 2 8 .8 + 816.7 -6 5 7 .5

P ak istan

1973 - 7 0 .4 - 3 6 .9
1974 15 8 .0 - 917 .6 - 759 .6 -9 6 3 .5 -9 0 0 .7 - 742 .7  -  946.<

1975 256 .9 - 1051.5 -7 9 4 .6 - 113.1 -1 0 5 1 .5 —974.6  —1115..

Kenva

1973 —12 6 .1 - 5 0 .1

1974 63 .3 - 307 .9 - 244.6 - -2 4 0 .2 —176 .9  —
1975 91 .8 - 234 .3 - 142.5 - -1 8 4 .7 —9 2 .9  —

Source; ( l )  Table 4 -4 .

( 2 ) Computed from I n te r n a t io n a l Monetary Fund, Balance o f  
Payments Yearbook, o n .c i t .

Note: (a ) The a d ju sted  current account and reso u rce  gap are th e a c tu a l
cu rrent account and reso u rce  gap ex c lu d in g  the a c t u a l ly  paid  a d d it io n a l  
o i l  c o s t s .  They are c a lc u la te d  by adding the a c tu a l a d d it io n a l c o s t s  
to  both the a c tu a l cu rren t account and the a c tu a l reso u rce  gap.

(b) The acu te  cu rren t account and resou rce  gap rep resen t cu rrent  
account and reso u rce  gap which cou ld  r e s u lt  i f  In d ia  and P ak istan  im port 
petroleum  in  q u a n t it ie s  com patib le w ith  in te r n a l eq u ilib r iu m . They are  
c a lc u la te d  by adding to  th e  a c tu a l cu rrent account and resou rce  gap the  
d if fe r e n c e s  between th e  v a lu e  petroleum  im ports in  1974 and 1975 (Table  
4- 2 ) and the v a lu e  o f  im ported petroleum  com patib le w ith  in te r n a l  
eq u ilib r iu m  (T able 4 -5 )  which i s  valued  a t  th e  p r e v a il in g  p r ic e s  in  
1974 and 1975 (T able 4 - l ) .

(c )  The p o s i t iv e  s ig n  in d ic a te s  "surplus gap".



are i n e l a s t i c .  They are c a lc u la te d  hy adding to  th e a c tu a l current 

account and reso u rce  gap the d if f e r e n c e  between what th e  n et o i l  im port 

b i l l s  would be -  q u a n tity  o f  o i l  im ports o f  Table 4 -5  m u lt ip lie d  by 

a c tu a l o i l  p r ic e  o f  Table 4 -1  -  and th e a c tu a l n et o i l  im port b i l l s  in  

Table 4 -2 .

In  th e  absence o f  o i l  p r ic e  in c r e a s e s ,  su rp lu s on I n d ia ’s current
and d e f i c i t  o f

account may in c r e a se  to  ^2188 m il l io n  in  1974 t h ^ / l 2 9  m il l io n s  in  1975 . 

may be turned ou t to  a su rp lu s o f  ^817 m il l io n  . M oreover, the resou rce  

gap, which in cr ea se d  from ^228 m il l io n  in  1973 to  ^608 m illio n , in  1974, 

could  be transform ed in to  a reso u rce  su rp lu s o f  ^379 m il lio n , ; and the  

1975'8  reso u rce  su rp lu s o f  ^53 m il l io n  may in c r e a se  to  ^999 m illio n . • 

A pparently , the e f f e c t s  o f  a d d it io n a l o i l  c o s t s  on th e e x te r n a l balance  

had been exaggerated  due to  the f a c t  th a t balance o f  payments was improved 

s ig n i f i c a n t l y  through a la r g e  red u ctio n  in  n o n -o il  im p orts.

In  com parison w ith  e x te r n a l b a lan ce o f  1973, the d e te r io r a t io n  o f  

the a d ju sted  cu rrent account and reso u rce  gap o f  both P a k ista n  and Kenya 

during 1974 and 1975, in  the absence o f  a d d it io n a l o i l  c o s t s ,a r e  very  

sharp and are gen erated  from n o n -o i l  d e f i c i t s ,  in d ic a t in g  th a t d e f i c i t s  

on b alan ce o f  payments are la r g e r  than can be a t tr ib u te d  to  o i l  a lo n e .

By n e u tr a l iz in g  th e e f f e c t s  o f  a d d it io n a l o i l  c o s t s  in  1974 and 1975, 

the d e f i c i t s  on P a k is ta n ’ s cu rren t accounts would in c r e a s e ,  n o n e th e le s s , 

to  / 76O and ^795 m i l l io n ,  r e s p e c t iv e ly ,  which i s  more than ten  tim es  

the 1973's  d e f i c i t .  A lso , the resou rce gap would in c r e a se  to  ^743 

m ill io n s  in  1974 and ^975 m il l io n  in  1975 which i s  more than 20 and 26 

tim es th a t o f  1973 r e s p e c t iv e ly .  S im ila r ly ,  the a d ju sted  cu rrent 

account o f  Kenya in  1974 in cr ea se d  as much as tw ice  th a t in  1973, 

and in  1975 i t  am ounted.to / l 4 3  m illio n , which i s  s t i l l  h ig h er . In  

com parison w ith  1973’ s resou rce  gap, th ose  o f 1974 and 1975 in crea sed  

as much as 3 and 2 tim es r e s p e c t iv e ly .



The p r e ssu r e s  on th e b a lan ce o f  payments o r ig in a te d  from th e r i s e

in  th e  p r ic e s  o f  both  o i l  and n o n -o i l  im ports le d  to  th e  cu t dotm o f

im p orts, h id in g  an a cu te  cu rren t account d e f i c i t  and la r g e  resou rce gap,

in  an attem pt to  reduce th e  e x te r n a l im b alan ces. I f  In d ia  had im ported

o i l  a t  the l e v e l  req u ired  to  s u s ta in  the 1973 's  economic growth the su r -  
1

p lu s  on 197 4 's  cu rren t account would have d ecreased  from ^1200 to  ^1047 

m il l io n  and the resou rce  gap widen from ^609 to  ^ 7 6 2  m il l io n  . A lso ,  

both th e  d e f i c i t  on cu rren t account and th e resou rce  gap in  1975 may 

in c r e a se  by 529 m i l l io n  . S im ila r ly , c u t t in g  down o i l  im ports in to  

P a k ista n  in  1974 reduced both  th e  current account d e f i c i t  and the resource  

gap by ^46 m il l io n  ; o th erw ise  th ey  would have reached  ^964 and ^947 

m illio n ;  r e s p e c t iv e ly .  A lso , fo r  the same reason , both  th e  current 

account d e f i c i t  and th e  resou rce  gap would have in c r e a se d  from / l0 5 2  

to  /1 1 1 3  m il l io n  in  1975#

5# C onclusion

An assessm en t o f  the im m ediate consequences o f  th e  r i s e  in  o i l  

p r ic e s  on th e econom ies o f  In d ia , P a k ista n  and Kenya in  1974 and 1975 

showed th a t the d ir e c t  e f f e c t s  on t h e ir  o i l  im port c o s t s ,  terms o f  tr a d e , 

income tr a n s fe r s  and e x te r n a l b a la n ces  were s u b s t a n t ia l .  In com parison  

w ith  1973, th e sudden and la r g e  r i s e  in  the u n it  v a lu e  o f  petroleum  

im p orts, crude and r e f in e d  p ro d u cts, le d  to  a la r g e  in c r e a se  in  the  

n et o i l  im port b i l l s  which had r ise n ^  by 1975, th ree  and a h a lf  tim es  

fo r  In d ia , fou r tim es fo r  P a k ista n  and four and a q u arter  tim es fo r  

Kenya. I t  i s  e stim a ted  th a t about 69 , 68 and 61 per cen t o f the a c tu a l  

n et o i l  im port b i l l s  paid  in  1974 by In d ia , P ak istan  and Kenya, 

r e s p e c t iv e ly ,  rep re se n t e x c e ss  exp en d itu re over and above what would



oth erw ise  have been paid  had th e pre-O ctober 1973's  l e v e l  o f  o i l  p r ic e s  

continued  throughout 1974 and 1975 a f t e r  they  were a d ju sted  fo r  the pre

v a i l in g  world i n f la t i o n  and tra n sp o rt c o s t s .  And in  1975, th e  a d d itio n a l  

o i l  c o s t s  would have f a l l e n  s l i g h t l y  to  68 per cen t fo r  In d ia , w h ile  

th ey  would have r is e n  to  75 and 69 per cen t fo r  P a k ista n  and Kenya 

r e s p e c t iv e ly .  Even i f  the 1973 economic growth had con tin u ed  throughout 

1974 and 1975, the r e s u lt in g  a d d it io n a l o i l  c o s t s  fo r  both  In d ia  and 

P ak istan  would have accounted fo r  between o n e -h a lf  and tw o -th ir d s  o f  

what was a c tu a lly  p a id .

The d e te r io r a t io n  o f  commodity terms o f  trad e was sharp , d e c lin in g  

during 1973-75 from 107 to  70 fo r  In d ia , from 108 to  73 fo r  P a k ista n , 

and from 86 to  72 fo r  Kenya (w ith  1970 = lOO). Much o f  t h i s  d e te r io r 

a t io n  i s  a scr ib ed  to  th e  la r g e  r i s e  in  the u n it  v a lu e  o f  im port o f  

petroleum  as th e commodity terms o f  trad e o f  t o t a l  commodity exp orts  

v ersu s petroleum  im ports a lon e d e c lin e d  from 99 to  37 fo r  In d ia , from 

71 to  28 fo r  P a k ista n  and from 96 to  36 fo r  Kenya. The m agnitude o f  the  

r i s e  in  o i l  p r ic e s^  combined w ith  th e slackened  demand in  export m arkets, 

made i t  d i f f i c u l t  to  improve th e  income terms o f  tr a d e , which a lso  sharply  

d e te r io r a te d .

The r e s u lt in g  income tr a n s fe r  was s u b s ta n t ia l  when viewed in  r e la t io n  

to  the perform ance o f  the econom ies o f  the th ree  c o u n tr ie s .  I t  pre

empted a la r g e  p rop o rtio n  o f  the r e a l iz e d  economic growth e s p e c ia l ly  

in  the ca se  o f  Kenya, s in c e  th e r e la t iv e  s i z e  o f  income tr a n s fe r  from 

In d ia , and to  some ex te n t P a k is ta n , was co n ta in ed , s in c e  they  are r e l a t iv e l y  

sm a ller  u sers  and im porters o f  o i l  as w e ll  as both p o s s e s s in g  in d igen ou s  

energy so u r c e s . The foregotie economic growth fo r  In d ia , P ak istan  and 

Kenya in  1974 amounted to  1 . 3 ,  2 . 4  and 2 . 6  per cen t o f  GNP r e s p e c t iv e ly ,



and in  1975 i t  amounted to  1 .3 ,  3 .0  and 3*3 per cen t o f  th e  GNPs o f  th e

th ree  c o u n tr ie s ,  r e s p e c t iv e ly ,  whereas the recorded average annual growth  
1 9 7 1 - 7 5

r a te  o f  GDP during  ̂ amounted to  1 .9  per cen t fo r  In d ia , 2 .3  per cen t  

fo r  P a k ista n  and 2 .0  per cen t fo r  Kenya.

The im p lic a t io n s  o f  such  tr a n s fe r s  fo r  the b a lan ce o f  payments 

can be seen  in  the l i g h t  o f  the v u ln era b le  p o s it io n  o f  the e x te r n a l  

balance o f  a t y p ic a l  poor country  which i s  perm anently exposed to  fo r e ig n  

exchange gaps em erging from s tr u c tu r a l d ise q u ilib r iu m  which stem s from 

the s im u ltan eou s e x is t e n c e  o f  maximum exp orts  and minimum im p orts. 

T h e o r e tic a l a n a ly s is  o f  the o i l  s i t u a t io n  i l lu s t r a t e d  d iagram m atica lly , 

con clud es th a t the weak and i n e f f i c i e n t  adjustm ent p r o c e ss  and l im ite d  

p o lic y  o p tio n s  a v a ila b le  in  th e  n o n -o i l  d ev e lo p in g  c o u n tr ie s  to  a t ta in  

e x te r n a l b a lan ce would le a v e  im port r e s t r i c t io n  p o lic y  and low income 

growth as the on ly  a l t e r n a t iv e  fo r  r e d r e ss in g  e x te r n a l b a lan ces in  th e  

absence o f  s u f f i c i e n t  e x te r n a l f in a n c e .

The d e te r io r a t io n  in  the cu rren t account o f  th e  b a lan ce o f  payments 

and the w idening o f  th e  fo r e ig n  exchange gap were la r g e r  than can be 

a ttr ib u te d  s o l e l y  to  the a d d it io n a l o i l  c o s t s  in  th e  th ree  c o u n tr ie s ,  

where la r g e  n o n -o il  d e f i c i t s  and changes in  import c o n tr o l and dom estic  

exp en d itu re p o l i c i e s  a ls o  p layed  a c r u c ia l  r o le .  The o v e r -c a u tio u s  

use o f  im port c o n tr o l and a n t i - in f la t io n a r y  p o l i c i e s  by In d ia , coupled  

w ith  la r g e  u n requ ited  t r a n s fe r s ,  h id  a la r g e  d e f i c i t  on the cu rren t  

account which showed a com fortab le p o s it io n  in  1974 and led  to  a su rp lu s  

on the o v e r a l l  balance o f  payments in  1975. On the o th er  hand, trad e  

l ib e r a l i z a t io n  p o l ic y  in  P a k ista n  and r e la x a t io n  o f  im port r e s t r i c t io n s  

in  Kenya r e s u lte d  in  a r i s e  in  the d e f i c i t  on t h e ir  cu rren t accounts  

in  1974 which changed th e  o v e r a l l  balance o f  payments in to  d e f i c i t s .
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In 1975, w h ile  Kenya cu t her im port volume d r a s t ic a l ly  in  an attem pt to  

reduce th e  p r e ssu r e s  on th e  cu rrent accou n t, P a k ista n  con tin u ed  to  fin an ce  

her in cr ea se d  im ports by la r g e  u n req u ited  tr a n s fe r s  and th e  in c r e a se  

o f  lon g-term  c a p it a l  f lo w s .

C onsequently , d e s p ite  the la r g e  in c r e a se s  in  th e  v a lu e  o f  o i l  

im p orts, th e  e x c lu s io n  o f  th e  a d d it io n a l o i l  c o s t s  would not le a v e  th e  

cu rren t account and reso u rce  gap, p a r t ic u la r ly  in  P a k ista n  and Kenya 

in  1974 and 1975, in  a p o s it io n  b e t te r  than th a t o f  1973, u n le s s  a l l  

im ports had  ̂ cu t down d r a s t i c a l ly .  Though they  are a d ju sted  fo r  the  

a d d it io n a l o i l  c o s t s ,  d e f i c i t  on cu rrent account in c r e a se d  about 10-11  

tim es in  P a k ista n  and 1 -2  tim es in  Kenya, whereas I n d ia 's  cu rrent account 

improved and was in  su r p lu s . A lso , w h ile  th e  reso u rce  gap widened about 

20-26 tim es in  P a k ista n  and 2 -4  tim es in  Kenya, I n d ia 's  reso u rce  gap was 

c lo se d  by 1975.

N e v e r th e le ss , the improved current account and c lo se d  resou rce  gap 

in  In d ia  h id e  a la r g e  d e f i c i t  by c u t t in g  down o i l  im ports which was 

a ls o  fo llo w ed  in  P a k ista n  to co n ta in  i t s  d e f i c i t .  By u s in g  the o i l  

demand model d isc u sse d  above, i t  was found th a t the cu rrent account 

d e f i c i t  and the reso u rce  gap would have become la r g e r  had In d ia  and 

P a k ista n  im ported petroleum  in  the q u a n t it ie s  req u ired  to  m ain tain  1973 

economic growth in  1974 and 1975*



175
CHAPTER V

THE OIL-INDUCED CHANGES IN THE WORLD ECONOMY AND 

THEIR TRANSMISSIONS TO DEVELOPING COUNTRIES;

THE INDIRECT EFFECTS

The f i r s t  h a l f  o f  th e  1 9 7 0 s , which co in c id ed  w ith  th e  la r g e  r i s e  

in  o i l  p r ic e s ,  w itn e sse d  o th er  major ev en ts  in  the world economy which  

were in f lu e n c e d  hy o i l  c r i s i s ;  sharp f lu c tu a t io n s  in  th e l e v e l  o f  

economic a c t i v i t i e s ,  s tr o n g  w orld-w ide in f la t i o n  and s tr a in s  on the  

in te r n a t io n a l f in a n c ia l  system . O il p r ic e  in c r e a se s  p a r t ic ip a te d ,  

in t e n s iv e ly ,  in  th e changes o f  the economic a c t i v i t i e s  and incom es o f  two 

o f  the main econom ic a rea s  o f  th e  w orld , namely, the o i l - r e l a t e d  r e c e s s io n  

in  th e OECD area  and th e  o i l - r e la t e d  boom in  the OPEC a rea .

N e ith er  the e f f e c t s  o f  h ig h er  o i l  p r ic e s  on th e w orld  economy, nor 

the a ssessm en t o f  such e f f e c t s  are among the main purposes o f  a study  

which i s  b a s ic a l ly  devoted  to  the poor c o u n tr ie s . N e v e r th e le s s , changes 

in  the world.econom y induced , p a r t ly  or  t o t a l l y ,  by h ig h er  o i l  p r ic e s  

can n ot be ig n o red , s in c e  o i l  p r ic e s  have in flu e n c e d  v a r ia b le s  which are  

exogenous to  d ev e lo p in g  c o u n tr ie s , and th ese  e f f e c t s  are  con sid ered  as  

im portant a s  th e  a d d it io n a l o i l  c o s t s  th em se lv es . The tra n sm issio n

o f  such e f f e c t s ,  through trad e and payments, to  d e v e lo p in g  c o u n tr ie s ,  

rep re se n t what are c a l le d  the " in d ir e c t  e f f e c t s " .  I t  i s  r e le v a n t here  

to  quote W alter Tim s’ words as fo l lo w s ;

"An assessm en t o f  the consequences o f  the h ig h er  p r ic e s  
o f  o i l  on d ev e lo p in g  c o u n tr ie s  and o f  the scope f  or 
p o s s ib le  p o l ic y  resp on se can not be made in d ep en d en tly  \
from s im ila r  assessm en t fo r  the o th er  re g io n s  o f  the w o r l d © ^

( l )  Tims, o p .c i t . ,p . l 6 9 .
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1, The Fluctuations in World Economy During 1970-75

Historically, in almost all industrial countries, since the time 

they began to industrialize or come into contact with each other the 
path of economic growth has beenPUUctuated by fluctuations in income 
and employment. The relation, between the forces making for growth and 
those making for fluctuations has become one of the most important 
issues in the business cycle theory. The developing countries, including 
the oil-exporters, not being participants in such cycles, have only 

received the ultimate effects through the cycle repercussions on their 
economies. Pinto and Knakal argued that the "center-periphery" term, 
illustrating the relationship between developed and developing countries, 

was principally inspired by the unequal role played by the two segments 
in the world’s periodic fluctuations; the former play an "active" role, 
while the role of the latter is "passive" or "reflexive".

The f i r s t  h a l f  o f  th e  Second Development Decade was a p er iod  o f  marked 

economic i n s t a b i l i t y  p a r t ic u la r ly  in  th e  developed  market econom ies 

which are rep resen ted  by the members o f  the O rgan isa tion  fo r  Economic 

C o-op eration  and Development (oECD) as  shown in  Table 5-1  which m easures 

the d egree o f  v a r i a b i l i t y  o f  economic v a r ia b le s  by the d if fe r e n c e  between  

lo w est and h ig h e s t  average annual growth during th e p eriod  1971-75  

compared w ith  the p er iod  1966 -70 . The v a r ia b i l i t y  o f  GDP growth in  OECD 

anounted to  7 .7  per cen t during 1971"75 which i s  co n sid ered  h igh  r e la t iv e

---------------------------------- System
( l )  A -P into and J .  Knakal, "The C enter-periphery^ 20 Y ears L ater" , in  

L.E. Di Marco (ed .)_, In te r n a t io n a l Economics and Developm ent* 
Academic P r e ss , New York, 1 9 7 2 ,p .97.
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to  v a r ia t io n  o f  2 .7  per cen t during 1966-70» though th e average annual 

growth r a te  during 1971"75 was 2 .8  per c e n t .  The c e n t r a l ly  planned  

c o u n tr ie s  (CPCs) had e x h ib ite d  more economic s t a b i l i t y  a s  th e  v a r i a b i l i t y  

o f  GDP during 1966-70  ( $ . 0  per c e n t)  and 1971-75 (3*9 per c e n t)  are  

sm all r e l a t iv e  to  th e  average annual growth r a te s  during  th ese  two 

p er io d s  which amounted to  7 .4  and 6 .2  per cen t per annum, r e s p e c t iv e ly .  

In  d ev e lo p in g  c o u n tr ie s  (LDCs), v a r i a b i l i t y  o f  GDP i s  a ls o  sm all 

amounted to  2 .4  per cen t during I 966- 7O and 2 .5  per cen t during  1971-75»  

w hereas th e average annual growth o f  GDP during th e se  two p er io d s  

amounted to  5*8 and 5 .5  per c en t r e s p e c t iv e ly .  The low v a r i a b i l i t y  

o f  GDP in  d ev e lo p in g  c o u n tr ie s  i s  n ot an in d ic a to r  o f  economic s t a b i l i t y ,  

but due to  the weak le v e r a g e  o f  dom estic  e f f e c t i v e  demand on income©

However, th e  v a r i a b i l i t y  o f  ex p o rts  and im ports was s ig n i f i c a n t l y  

h ig h er  than th a t o f  GDP, in d ic a t in g  the sharpness o f  th e  up and down

swings during th e quenquinnium 1971-75 e s p e c ia l ly  in  th e  fo r e ig n  trade  

o f  both developed  and d ev e lo p in g  c o u n tr ie s .  The h igh  v a r i a b i l i t y  o f  

both ex p o rts  and im ports o f  OECD, amounting to  2 7 .2  and 4 2 .0  per cen t  

r e s p e c t iv e ly ,  was matched by an even h ig h er  v a r i a b i l i t y  o f  th o se  o f  

d ev e lo p in g  c o u n tr ie s  whose ex p o rts  and im ports v a r ied  by 45*1 and 57 .4  

per cen t r e s p e c t iv e ly .  I t  can be concluded th a t la r g e  v a r ia t io n s  in  

exp ort earn in gs o f  th e d ev e lo p in g  c o u n tr ie s , which are a s s o c ia te d  w ith  

v a r ia t io n s  o f  income and economic a c t i v i t y  in  OEÔD, have determ ined  

the import c a p a c ity . I n te r n a t io n a l trade o f  c e n t r a l ly  planned c o u n tr ie s ,  

though a f f e c t e d  by the c o n d it io n s  o f  world economy, had e x h ib ite d  l e s s  

i n s t a b i l i t y  owing to  trad e p o l i c i e s  among s o c i a l i s t  c o u n tr ie s .
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Table 5-1
The World Economy; F lu c tu a tio n  in  Growth R ates o f  Income and Trade 
by Economic R egion During 1966—70 and 1971-75

( i n  p erce n ta g e s)

1966-1970 1971"75

Item /R egion

Average 
Annual 
Rate o f  
In crea se

D iffe r e n c e  
Between  
Lowest and 
H igh est  
Annual Growth 
R ates

Average 
Annual 
Rate o f  
In crea se

D iffe r e n c e  
Between  
Lowest and 
H igh est  
Annual Growth 
R a tes .

Gross D om estic Product

OECD 4 . 6 2 .7 2 . 8 7 .7

CPCs 7 .4 3 . 0 6 .2 3 .9

LDCs 5 .8 2 .4 5 .5 2 .5

Export Value in  SDRs

OECD 12 .0 9 .9 16 .8 27.2

CPCs 9 .1 5 .2 15 .4 14 .7

LDCs 8 .6 9 .9 11 .2 4 5 .1

Import Value in  SDRs

OECD 1 1 .8 10 .3 17.2 4 2 . 0

CPCs 9 .0 9 .5 17 .8 17 .6

LDCs 8 .7 9 .2 24.1 57 .4

Source; U n ited  N a tio n s , World Economic Survey 1975 ~ F lu c tu a tio n s  and 
Development in  the World Economy, U .N ., New York, 1 9 7 6 ,Table 1, 
p p .4 2 -4 5 .
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The im pact o f  th e 1 9 7 0 s b u s in e ss  c y c le  on w orld income i s  

in d ic a te d  in  Table 5-2  which shows the y e a r - to -y e a r  changes o f  GDP 

growth during th e p er io d  1970/75  o f  the fo u r  economic re g io n s  o f  the  

w orld; OECD, OPEC, LDCs and CPCs. The w orld GDP in c r e a se d  by 4*4 

per cen t in  1971» fo llo w in g  the 1970’ s r e c e s s io n ,  a c c e le r a te d  a t  6 .6  

per cen t in  1975» d e c e le r a te d  a t  1 .9  per cen t in  1974 b e fo r e  i t  

sta g n a ted  a t  0 .2  in  1975. Changes in  th e world economic growth are  

determ ined by th e  s t a t e  o f  economic a c t i v i t y  in  OECD which i s  the most 

dominant a rea . R ecovering  from 1970 r e c e s s io n ,  OECD area  a s  a whole 

was grow ing a t  3 .8  per cen t in  1971 and continued  an a c c e le r a te d  growth 

which peaked a t  5*9 per cen t in  1973 b efo re  i t  l e v e l l e d  o f f  a t  the end 

o f  the same y e a r . Then, th ere  was a v ir tu a l  c e s s a t io n  o f  growth o f  GDP 

which d e c e le r a te d  th ro u g h o u t.1974 a t  0 .3  per c e n t , b e fo re  i t  a b s o lu te ly  

d e c lin e d  in  1975 by 1 .7  per cen t below 1974 l e v e l .

Table 5-2

The World Economy; The Y ear- to  -Y ear Changes o f  GDP a t  C onstant 
P r ic e s  by Economic R egion , 1971 -75 .

( i n  p ercen ta g es)

Region
Average Annual
1971-75 1971

Changes Prom th e P reced in g  Year

1972 1973 1974 1975

OECD 2 ,8 3 .8 5 .6 5 .9 0 ,3 - 1 .7

OPEC ( 2) 7 .0 6 .7 8 .5 8 .9 7 .0 4 .8

LDCs (2 ) 5 .0 5 .1 5 .0 6 .3 4 .9 4 .0

CPCs ( 3 ) 6 .2 6 .1 5 .0 8 .8 6 ,2 4 .9

World ( 1 ) 5 .7 4 .4 5 .5 6 .6 1 .9 0 .2

Source: ( l ) Ü .N ., World Economic Survey 1975» o p .c it^ T a b le  3» p .4 5 .

(3 )  I b id . ,  Table 36 , p .86 .



180

GDP growth o f  th e  o i l  ex p o rters  during 1971-75 was th e  h i p e s t  

among the w orld r e g io n s , reco rd in g  7 .0  per cen t per annum, though i t  

fo llo w ed  a s im ila r  phase to  th a t o f  th e  OECD. GDP, which in cr ea se d  by 

6 .7  per c e n t  in  1971» a c c e le r a te d  a t  8 .9  per cen t in  1975 and then  -  

under the e f f e c t  o f  the r e d u c t io n  in  o i l  demand induced by both  th e  

r i s e  o f  o i l  p r ic e s  and th e  OECD r e c e s s io n  -  in c r e a se d  a t  o n ly  7 .0  

per cen t in  1974 and s ta r te d  to  d e c e le r a te  a t  4 .8  per cen t in  1975. The 

o il- im p o r t in g  d ev e lo p in g  c o u n tr ie s  (LDCs) ach ieved  j u s t  over 6 .0  per  

cen t in  th e  wake o f  th e  1973 upsw ing, a growth r a te  which was s e t  a s  a 

ta r g e t  in  th e In te r n a t io n a l Development S tr a te g y , However, the  

e f f e c t  o f  the subsequent r e c e s s io n  in  OECD reduced t h i s  f ig u r e  to  4 .9  par 

cen t in  1974 and fu r th e r  to  4 .0  per cen t in  1975.

D esp ite  th e  f a c t  th a t  r e c e s s io n  and in f la t i o n  in  th e  w orld economy 

have n o t been w ith ou t e f f e c t  on th e c e n t r a l ly  planned c o u n tr ie s ,  th ey  

dem onstrated a rem arkable r e s i l e n c e ,  as the growth o f  t h e ir  n et  

m a ter ia l product (n a t io n a l ou tp u t) during 1971/75 was 6 .2  per cen t per  

annum, reached i t s  peak in  1973 when t h e ir  econom ies were growing a t  8 .8  

per c e n t .  During 1974, growth slow ed down a t  6 .3  per c e n t ,  d e c e le r a te d  

fu r th e r  to  4 .9  per c e n t  in  1975» though i t  was h ig h er  than  th ose  o f  

the o th er  r e g io n s .

2 -  The Impact o f  O il P r ic e  In c r e a se s  on the World Economy

The c o n tr a c tio n a r y  phase o f  th e  b u s in e ss  c y c le  du rin g  th e f i r s t  

h a lf  o f  the 1 9 7 0 ® » d i f f e r in g  from th ose  o f  the p ost-w ar p e r io d , can  b e  

c a te g o r iz e d , accord in g  to  a r e c e n t  d is t in c t io n  made by S ir  John Hicks^^^

( l )  J .H ic k s , "Real and Monetary F actors in  Economic F lu c tu a tio n s" ,
S c o t t is h  Journal o f  P o l i t i c a l  Economy, V o l. 21 , N o .3 , (November 19 7 4 ), 
p p .206-7©
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as a tru e  econom ic c y c le ,  r a th e r  than a s t a t i s t i c a l l y  d e fin e d  one.

The s e v e r i ty  o f  th e  1974/75 re c e s s io n ,  b e in g  r e f l e c te d  in  th e  a b so lu te  

d e c lin e  in  th e  w orld  le v e l  o f  economic a c t i v i t y ,  i s  a t t r i b u t e d  to  

th e  in te r n a t io n a l  sy n c h ro n iz a tio n  o f  th e  cchi.ra.C'tion in  th e  w orld 

economy combined w ith  th e  dilemma o f  unemployment and i n f l a t i o n  o r  

what i s  c a l le d  " s t a g f l a t i o n " .  Much o f  t h i s  re c e s s io n  can be a t t r i b u t e d  to  

th e  e f f e c t s  o f  o i l  p r ic e  in c re a s e s  on th e  w orld economy, though th e  

d e f la t io n a r y  p o l ic ie s  pursued  by in d iv id u a l  c o u n tr ie s  had ag g rav a ted  

such e f f e c t s .

The D e fla t io n a r y  E f f e c t s

The most im portant e f f e c t  o f  h ig h er  o i l  p r ic e s  on the world  

economy was the d e c l in e  in  aggregate  demand, s in c e  a d d it io n a l o i l  c o s t s  

can be co n sid ered  as an e x c is e  ta x  imposed by th e  members o f  OPEC on the  

o il- im p o r t in g  c o u n tr ie s .  Thus, consumers pa id  more fo r  o i l  and o th er  

energy sou rces and had l e s s  to  spend on o th er  p rod u cts; and s a le s  

l o s t  by in d u s tr ie s  have not been o f f s e t  by the in c r e a se  in  the exp ort to  

0B3C s in c e  th ey  can o n ly  absorb a sm all p o rtio n  o f  t h e ir  in cr ea se d  o i l  

incom e. There was n o t ,  m oreover, a sharp r i s e  in  dom estic energy  

in vestm en t -  a t  l e a s t  n o t i n i t i a l l y .  C onsequently , s a l e s ,  o u tp u t, and 

employment were reduced  in  the consumer goods in d u s t r ie s .  T o ta l demand 

and output f e l l  not o n ly  by th e amount o f  the i n i t i a l  l o s s ,  but s t i l l  

fu r th e r  through th e ty p ic a l  c y c l i c a l  p ro cess  in  which th e  i n i t i a l  re d u c tio n  

in  employment and income was the cause o f  s t i l l  fu r th e r  d e c l in e s  in  

demand, output and jo b s . M oreover, the lo s s  o f  output and income in  

each country tended to be s e l f - r e in f o r c in g ,  s in c e  each country  p rov id es  

an export market fo r  the o th e r . In  a d d it io n  to  such an aggrega te
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p ic tu r e  o f  the d e f la t io n a r y  im pact on th e w orld economy as a w hole, 

o i l  p r ic e  in c r e a se s  were o p e r a tin g , w ith  d if f e r e n t  e f f e c t s ,  on th e  

l e v e l  o f  in d iv id u a l c o u n tr ie s*  This caused th e w orld economy to  he 

pushed in to  sev ere  r e c e s s io n .

A nalysin g  th e primary lo s s  caused by h ig h er  o i l  p r ic e s ,  Corden^^^ 

p o in ted  ou t th a t the f a l l  in  th e  absoriptioir o f  th e  economy o f  a ty p ic a l  

o il- im p o r t in g  cou n try  caused  by the a d d it io n a l o i l  c o s t s  would be 

aggravated  by th e re d u c tio n  in  the q u a n t it ie s  o f  im ports o f  both  o i l  

and o i l - i n t e n s i v e  goods a s  w e ll  a s the r i s e  in  the c o s t  o f  o i l - s u b s t i t u t e s  

stim u la ted  by th e  in c r e a se d  o i l  p r ic e s .  In  a d d it io n  to  th e  macro

employment cre a ted  by th e s h i f t  o f  demand away from home produced goods,
( 2 )Goiden  ̂  ̂ argued th a t the s h i f t  o f  demand away from o i l - in t e n s i v e  

goods would ca u se , in  th e sh o r t-ru n , a micro-unemployment a t tr ib u ta b le  

to  im m ob ility  o f  la b o u r , which cou ld  not be so lv ed  by the in te r n a l macj-o- 

economic policies and would thus r e s u l t  in  a fu r th e r  f a l l  in  output and 

ex p en d itu re .

Thus, assum ing th a t  income i s  i n i t i a l l y  equal to  ex p en d itu re , the  

e f f e c t  o f  o i l  p r ic e  in c r e a se s  appears d e f la t io n a r y  as t o t a l  r e a l  

exp en d itu re has to  f a l l #  M oreover, r e a l wages need to  f a l l  in  order  

to  m ain ta in  f u l l  employment, assum ing th a t any squeeze on p r o f i t s  and 

in vestm en t was n ot s u f f i c i e n t  to  absorb the req u ired  r e a l  exp en d itu re  

f a l l ,  through the r i s e  in  p r ic e  l e v e l  combined w ith  c o n sta n t money wages 

or making th e  r i s e  in  wages much slow er than p r ic e s*  However, p r ic e s  

would not f a l l  in  r e a l  term s in  resp on se to  the r e d u c t io n  in  demand as

( 1 ) Corden, The E f f e c t s  o f  the O il P r ic e  R ise on the In te r n a t io n a l  
Economy, o p .c i t . , p p .1 30 -32 ,

( 2 ) I b i d . , p p .138- 9 .
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firm s would attem pt to  r e s to r e  p r o f i t s  by r a is in g  prices^^^ and wage 

earn ers would tr y  to  r e s to r e  t h e ir  r e a l  income by demanding h ig h er  

money w ages, in d u c in g , even  more, p r ie e-wage s p ir a l s .  Assuming th a t  

dom estic  exp en d itu re  i s  kep t co n sta n t to  c o n tr o l i n f l a t i o n ,  t h i s  would 

r e s u l t  in  in c r e a se d  unemployment which would r i s e  even more when 

t ig h te n e d  f i s c a l  and m onetary p o l ic y  was a p p lie d .

T he-Jjafla t ionary.. E f f e c t  s,

The sharp in c r e a se s  in  th e  p r ic e  o f  crude o i l  was p assed  to  the  

g en era l p r ic e  l e v e l s  through th e r i s e  in  th e p r ic e s  o f  g a s o l in e s ,  

h e a t in g  o i l s ,  e l e c t r i c i t y  and p e tro ch em ica ls , and s t im u la te d  the p r ic e s  

o f  d o m e s t ic a lly  produced f u e l s .  Wage in c r e a se s  a c c e le r a te d  in  resp on se  

to  th e  h igh  l e v e l  o f  g en era l p r ic e s ,  r e s u l t in g  in  a d d it io n a l p r ic e  

r i s e s  in  areas o u ts id e  th e  energy in d u s t r ie s .  T his gave a s u b s ta n t ia l  

th r u st  to  c o s t-p u sh  in f la t i o n  which added to  an a lr ea d y  h ig h  r a te  o f  

world in f la t io n *

V arious s tu d ie s  have been c a r r ie d  ou t in  order to  e s t im a te  the  

e x te n t  to  which ag g reg a te  p r ic e  in c r e a se s  are a s c r ib a b le  to  h ig h er  o i l  

p r ic e s .

( l )  For d e ta i le d  d is c u s s io n s  on the phenomenon o f  r i s i n g  p r ic e s
during a p er io d  o f  a r e c e s s io n ,  se e  G.C. Means, "Sim ultaneous 
I n f la t io n  and Unemployment: A C hallenge to  T h eory  and P o lic y " ,
in  G - Heans e t  a l . ( e d s . ) ,  The R oots o f  I n f la t io n  -  
The I n te r n a t io n a l C r i s i s . Burn F rank line & Co. ,  New Y ork ,1975, 
p p .1 -3 2 ; J.M . B la ir ," A d m in is tr a t iv e  P r ic e s ;  A Phenomenon in  
Search  f o r  a T h eory" , American Economic Review, V o l .49 . N o.2 
(May 1959), p p .4 5 1 -5 0 .
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S o r tin g  ou t th e  im pact o f  o i l  p r ic e  in c r e a se s  on th e econom ic v a r ia b le s  

in  th e American economy, George Perry u s in g  th e  F edera l R eserve

Board Econom etric M odel, e stim a ted  th a t th e d e f la to r  o f  both  consump

t io n  and GNP and th e com pensation per man-hour in cr ea se d  by 3*55» 1 .3 0  

and 4*40 per c e n t , r e s p e c t iv e ly ,  by the fo u rth  q u arter  o f  1974* The 

a p p lic a t io n  o f  th e  M itchigan  Econom etric Model produced in c r e a se s  o f  

2 .6 0  and 3*40 per cen t in  GRP d e f la to r  and com pensation per man-hour

( 2 )r e s p e c t iv e ly *  ' ' By u s in g  an in p u t-o u tp u t model f o r  the Japanese  

economy, T. Watanabe found th a t  a  r i s e  o f  o i l  p r ic e s  from ^3 

to  ^9 per b a r r e l ,  when i t  p assed  through in to  product p r ic e s  on an 

a b so lu te  b a s is  w ith ou t making up fo r  fu r th e r  in d ir e c t  e f f e c t s  through  

the w age-p rice  s p i r a l ,  cou ld  r a is e  the w h o lesa le  p r ic e  in d ex  by 6 .6  per  

c en t in  1974 , 7*4 per c e n t in  1975 a^d by 7*6 per cen t in  1976 over  the

l e v e l  i t  would o th erw ise  have rea c h e d .

The e f f e c t s  o f  o i l  p r ic e  in c r e a se s  on dom estic p r ic e  l e v e l s  would 

be tra n sm itted  to  th e  r e l a t iv e  p r ic e s  o f  goods and com m odities traded  

in t e r n a t io n a l ly ,  B a sey i provided  some estim ates o f  th e  in c r e a se s  in  th e  

d e f la to r  o f  commodity ex p o rts  fo r  some w estern  European c o u n tr ie s .

On the b a s is  o f  the m echanical in p u t-o u tp u t tra n sm iss io n , he found th a t  

the d e f la to r s  o f  commodity exp orts  would in c r e a se  by 1 , 6 ,  and 6 , 0  and 3 .6  

per cen t fo r  West Germany, Belgium  and France r e s p e c t iv e ly ,  A lso ,

( 1) G.L, P erry , "The U nited  S ta te s " , in  E.R, F ried  and G.L, S c h u ltz e ,(e d s ,) ,  
H igher O il P r ic e s  and the World Economy -  The Adjustm ent Problem,
The B rookings I n s t i t u t e ,  W ashington, D.G.^ 1975, Table 2 -8 , pp ,96-7*  
I b id ,  Table 2 -9 , p p .9 6 -7 .

( 3 ) T, Watanabe, "Japan", in  E.R,  F r ied  and G,L,  S ch u ltze  (ed s,).
H igher O il P r ic e s  and the World Economy -  The Adjustment Problem,
The B rookings I n s t i t u t e ,  W ashington, B. C. ,  1975, Table 4 -6 , p.léO g

( 4 ) G, B aseV i, "Western Europe", in  E.R,  F ried  and G.L.  S c h u ltz e , (eds.)^ 
H igher O il P r ic e s  and the World Economy -  The Adjustment Problem s,
The B rookings I n s t i t u t io n ,  W ashington, B. C. ,  1975, p . 120®
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th e  u n it  v a lu e  o f  manufactured im ports in to  w estern  Europe a s  a whole 

would in c r e a se  by 19*2, 7 .6  and 4*8 per cen t in  1974, 1975 and 1976, 

when o i l  p r ic e  in c r e a s e s  were taken in to  accou n t. O th erw ise, th e  

in c r e a se s  would o n ly  amount to  1 2 .7 ,  6 .2  and 3*8 per cen t r e s p e c t iv e ly .

The P o licy -In d u ce d  E f f e c t s

As a r e s u l t  o f  o i l - r e l a t e d  d e f i c i t s ,  th e  ba lan ce o f  payments o f

most o il- im p o r t in g  c o u n tr ie s  were m oving, s im u lta n eo u s ly , in to  m assive

d e f i c i t s  which w ere d escr ib ed  by th e Managing D ir e c to r  o f  th e  IMF a s

a " sta g g er in g  d isq u ilib r iu m  in  th e  g lo b a l balance o f  payments ...............

th a t w i l l  p la ce  s t r a in s  on the m onetary system  fa r  in  e x c e ss  o f  any
/ 2 ̂

th a t  have been ex p er ien ced  s in c e  the warl*  ̂ '  Few c o u n tr ie s  cou ld  p a r t ly  

o f f s e t  t h e ir  d e f i c i t s  through a t t r a c t in g  OFEC's in v e s ta b le  funds and 

in c r e a s in g  ex p o rts  to  t h e ir  m arket, w h ile  most o f  them cou ld  n ot b r in g  

about th e se  o f f s e t t i n g  f a c t o r s ,  in  a w orld w ith  d i f f e r e n t  r a te s  o f  

i n f la t i o n ,  p r ic e  r i g i d i t y  and o f  ba lance o f  payments and exchange ra te  

t a r g e t s .  Over the above, the s tr u c tu r a l d is e q u i l ib r ia  o f  o th er  c o u n tr ie s ,  

which change in d ep en d en tly  from changes in  e f f e c t i v e  demand and th e  

s t a t e  o f  th e  economy, were fe d  during  the expansion  o f  e a r ly  1970 by 

what L etich e  c a l le d  " in f la t io n a r y  transm issiori^^^ . L osin g  r e s e r v e s ,  

which are the t r a d it io n a l  b u i l t - i n  s t a b i l i z e r s ,  most OECD c o u n tr ie s  

came under p r essu r es  to  3sscue t h e ir  ba lance o f  payments by r e s o r t in g  to

(1 )  G .BaseV i, "Western Europe", in  E.R.  F ried  and C.L.  S ch u ltze  ( e d s .) ,  
/H igher O il P r ic e s  and the World Economy -  The Adjustment Problem  
The B rookings I n s t i t u t io n ,  W ashington, B. C. ,  1 9 7 5 ,P*H9*

( 2 ) Quoted from G.A.  P o lla c k , "The Economic Consequences o f  the  
Energy C r is i s ,  F oreign  A f f a ir s , V o l .32,  H o.5 (A p r il 1974) ,P *452 .

( 3 ) J.M. L e tic h e , "Lessons o f  th e  O il C r is is " , L loyds Bank Review,
No. 124 ( 1 9 7 7 ) , P .3 2 .
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immediate government p o l i c i e s  which w ere p r e v io u s ly  used  to  co r r e c t  

in te r n a l ra th e r  than e x te r n a l im b alan ces.

On th e  o th e r  hand, th e  p r ic e - r a is in g  e f f e c t  o f  th e  o i l  c r i s i s ,  

fo llo w e d  hard on an a lr ea d y  a c c e le r a t in g  in f la t i o n ,  a t tr a c te d  fa r  

more a t t e n t io n  from th e  p o licy -m ak ers in  th e  in d u s tr ia l  c o u n tr ie s  than  

d id  i t s  d e p r e ss in g  e f f e c t s  on a ggrega te  demand. R eview ing th e p o l i c i e s  

o f  a ggrega te  demand management in  th e  OECD area  during 1 9 7 4 /7 5 , D asevi^^) 

in d ic a te d  th a t  m onetary p o lic y  fa r  from b e in g  re la x ed  in  order to  o f f s e t  

th e demand and reduce the e f f e c t  o f  o i l  p r ic e s ,  was t ig h te n e d  in  an 

e f f o r t  to  m oderate t h e ir  in f la t io n a r y  im pact. T his t ig h te n in g  was 

p a r t ic u la r ly  e v id e n t in  the U. S.  and Japan,- but i t  was a ls o  ob served , 

to  a  l e s s e r  e x te n t ,  in  W estern Europe. By the end o f  1 9 7 4 , the  

sharp f a l l  in  ag g reg a te  demand, though i t  a c ted  to  moderate in f la t i o n ,  

r e s u lte d  in  the w orst r e c e s s io n  in  t h ir t y  y e a r s . Hence, r e c e s s io n  was 

not an in e v i t a b le  consequence o f  o i l  c r i s i s ,  ra th er  i t  was d e l ib e r a t e ly  

d esign ed  by governm ents to  ze s tra in  wage in f la t i o n  and m ain ta in  ex ter n a l  

b a la n c e s ,

The ad op tion  o f  K eynesian rem ed ies, which were r e le v a n t  as n a t io n a l  

p o lic y  in  the 1 930s, cou ld  n ot so lv e  the problems o f  world economy in  

th e 1970s where fo r e ig n  tra d e  in  a w orld o f  trad e l i b e r a l i z a t io n  and  

d if f e r in g  r a te s  o f  i n f la t i o n  would a f f e c t  employment. On the one hand,
a (5 )

accord in g  to  h y p o th e t ic a l example expounded n u m erica lly  by McLeod^

(1 )  B a eev i, o p ,c i t . , p p .12 8 -3 1 .
( 2 ) W.M. Corden and P . Oppenheimer, B a sic  Im p lic a t io n s  fo r  the  

R ise in  O il P r ic e s , S t a f f  Paper No. 6 , Trade P o l ic y  R esearch  
C enter, London, August 1974,PP*6-7*

( 3 ) A.N.  McLeod, The E s s e n t ia l  C ond ition s fo r  I n te r n a t io n a l  
Economic S t a b i l i t y /  Banca N azion ale Del Lavoro, V o l .28 , N0 . I I 3 
(June 1 9 7 5 ) ,p p .l7 9 -8 3 o
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p o l i c i e s  which were pursued, presum ably, to  s t im u la te  th e  dom estic  

economy, b u t, b a s ic a l ly ,  to  b r in g  about an e x te r n a l b a lan ce a t  th e  

expense o f  o th er  c o u n tr ie s  during  a p eriod  o f  s t a g f la t io n ,  would lea d  

a t  th e end o f  a compound sequence o f  the fo r e ig n  trad e  m u lt ip l ie r  

to  a r e c e s s io n  o f  th e  whole system . On the o th er  hand, a r i s e  in  the  

l e v e l  o f  dom estic  exp en d itu re fo r  r e f la t in g  an economy which i s  

v u ln era b le  to  in f la t i o n  may r a i s e  i t s  p r ic e  l e v e l  r e l a t iv e  to  o th er  

c o u n tr ie s  and weaken i t s  in te r n a t io n a l c o m p e tit iv e n e ss , r e s u l t in g  in  a 

r i s e  in  unemployment o f  the e x te r n a l b a la n ce .A

In  view  o f  the im portance o f  the e f f e c t s  o f  th e  changes in  income

o f  OECD area  on th e  w orld economy as a whole and on d ev e lo p in g  c o u n tr ie s ,

in  p a r t ic u la r ,  r e s u l t s  o f  a  study c a r r ie d  out the B rookings I n s t i t u t io n

to  i s o la t e  the e f f e c t s  o f  o i l  p r ic e  in c r e a se s  on th e th ree  main economic

reg io n s  -  U .S .,  W estern Europe and Japan -  which c o n s t i t u t e  OECD area  

are p resen ted . The r e g io n a l s tu d ie s  were based on an o v e r a l l  framework 

which d is t in g u is h e s ,  among o th er  th in g s ,  th ree  major so u rces  o f  shock  o r  

economic im pact o f  h ig h er  o i l  p rices^ ^ ^ ; ( l )  the a d d it io n a l o i l  c o s t s  

o f  im ported o i l ,  (2 )  th e  in c r e a se s  in  ex p o rts  from OECD to  OPEC 

c o u n tr ie s  and ( 3 ) th e  r ed u ctio n  in  OECD, ex p o rts  to  the n o n -o i l  d ev e lo p in g  

c o u n tr ie s  whose im ports w i l l  have to be reduced; as the w orld r e c e s s io n  

a d v e r se ly  a f f e c t e d  t h e ir  exp ort e a r n in g s . These th ree  fa c to r s  c o n s t itu te  

th e magnitude o f  the i n i t i a l  d ep ress in g  in f lu e n c e  o f  th e  r i s e  in  o i l  

p r ic e s  on th e aggregate  demand. W hile the f i r s t  and th ir d  fa c to r  

d epressed  demand, the second provided  an o f f s e t t in g  s t im u la n t to demand. 

The im pact o f  th e  th ree  so u rces was e stim a ted  to  be the d if fe r e n c e  

between two p r o je c t io n s ;  F i r s t l y ,  what might have been exp ected  to

( 1 ) F ried  and S ch u ltz , "Overview", o p .c it^ p p .6 -2 6 .
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occur in  th e  pre-O ctober 1973 environm ent, under th e assum ption  o f  

a  c o n tin u a tio n  o f  econom ic growth a t  more or l e s s  tren d  r a te s  and w ith  

o i l  p r ic e s  a t  0 2*75 per b a r r e l ,  and, second , what m ight be p r o je c te d

in  m id-1975 w ith  th e  w orld economy in  r e c e s s io n  and w ith  o i l  p r ic e s  

a t  0 1 0 .0  per b a r r e l .  The im pact o f  th e se  th ree  f a c to r s  on aggregate  

demand, c a lc u la te d  a s  p ercen ta g es  o f  GNP, during  t h e ir  in i t ia l  shock in  

1974 in  U .S .,  W estern Europe and Japan appear a s  fo llow s^^^

Country or  

Region

In c r e a se s  in  
O il Import

In c r e a se s  in  Export L oss o f  E xports m + i 
to  O il-E x p o r tin g  to  O il-Im p o rtin g  ^

B i l l s C oun tries LDGs

U nited  S ta te s -  1 .0 3 + 0 .1 8
UO

-  0 .03  -  1*74

W estern Europe -  2 .2 8 + 0 .3 5 ^ 0 .0 3  — 1 .9 6

Japan -  2 .6 7 + 0 .4 9 — 0 .0 6  — 2 .2 4

(.♦) the in payments to cTomestic, o il pl'oJucei-s,

Such i n i t i a l  d e p r e ss in g  e f f e c t s  were tr a n s la te d  in to  the u lt im a te  

e f f e c t s  on GNP by u s in g  v a r io u s  econom etric m odels fo r  each economic 

r e g io n . The r e la t io n  betw een the i n i t i a l  and u lt im a te  e f f e c t  on GNP 

i s  c a l le d  th e im pact m u lt ip l ie r  which i s  exp ressed  a s  the percen tage

(1 )  P r ied  and S c h u ltz , "Overview". o p .c i t . ,  p,f9>
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change in  GNP per 1 p er cen t i n i t i a l  shock, George BaseVi^^^ took  

the i n i t i a l  shock o f  th e  p eriod  1974-76 fo r  U .S .,  W estern Europe and 

Japan, by u s in g  th e m u lt ip l ie r  tech n iq u e , in  ord er to  e s t im a te  the  

u lt im a te  e f f e c t s  as th e  r e d u c t io n  in  GNP from the growth p a th . His

( 2 )r e s u l t s  were as f o l l o w s ; '  ^

Year U nited  S ta te s W estern Europe Japan

1974 - 1 .2 —2 ,6 6 -3 * 4

1975 —1 .8 - 2 .8 9 —4*2

1976 —2 .7 - 2 .8 2 —4*0

1977 —1 * 7 - 1 .8 1 - 3 .2

For th e U nited  S ta te s ,  th e  e f f e c t  reached i t s  h ig h e s t  l e v e l  o f  2 .7  per 

cen t o f  GNP in  1976 and then  d ecreased  to  I .7  per c en t in  1977* In  

g e n e r a l, th e  e f f e c t s  on b oth  W estern Europe and Japan are stronger than  

on the U nited  S ta te s  because o f  t h e ir  la r g e r  dependence on o i l  im p orts.

3* The T ransm ission  o f  World Economic F lu c tu a tio n s  to  D evelop ing

C oun tries -  T h e o r e tic a l Background

The ch an n els through which economic f lu c tu a t io n s  in  developed  

c o u n tr ie s  are tra n sm itted  to  d ev e lo p in g  c o u n tr ie s  can be view ed in  the  

l i g h t  o f  the in te r r e la t io n s h ip  betw een them which was d escr ib ed  by the

( 1 ) B aseV i, o p .c i t . , p p .l0 6 -1 3 .
( 2 ) I b i d . , Table 3*3» p . l l 2 - p . l l l .
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c e n te r -p e r ip h e r y  system  which o r ig in a te d  la r g e ly  in  EGLA (The Economic 

Commission o f  L a tin  America) and was con ta in ed  in  th e strands o f  

thought o f  M arxist p e r s p e c t iv e s .  The b a s is  on w hich th e  system  has 

been op erated  may be co n ce iv ed  o f  as a c ir c u la r  p ro cess  b in d in g  two 

f lo w s;  th e  c e n te r -o r ie n te d  primary in f lo w  and the p e r ip h e r y -o r ie n te d  

in d u s t r ia l  goods in f lo w . A d d it io n a lly ,  c a p ita l  in f lo w  moves a lon g  

t h is  co n n ectio n  m ain ly  in c r e a s in g  th e d ev e lo p in g  co u n tr ies*  exp ort and 

im port c a p a c ity , perform ing a dual r o le ;  to  supplem ent and enhance 

th e supply  o f  dom estic  sa v in g s  fo r  f in a n c in g  th e req u ired  l e v e l  o f  

in vestm en t and to  f i l l  th e  gap betw een the req u ired  im ports and th e  

earn in gs . i t  d e r iv e s  from e x p o r ts . In so fa r  a s  the c e n te r  has expanded 

i t s  im ports and c a p it a l  f lo w s , i t  p ro v id es  reso u rces  which have enabled  

th e  p er ip h ery  to  pay fo r  i t s  im ports and in v estm en t.

T h erefore , the economic dependence o f  d ev e lo p in g  c o u n tr ie s  on 

developed  c o u n tr ie s  has made the form er extrem ely  v u ln era b le  to v a r ia t io n s  

in  the economic a c t i v i t y  o f  th e  l a t t e r ;  whether such v a r ia t io n s  are 

gen erated  s im u lta n eo u sly  from normal c y c l i c a l  f lu c tu a t io n s  or induced  

by government p o l i c i e s  fo r  the purposes o f  s t a b i l i z in g  dom estic  economy 

or r e d r e ss in g  b a lan ce o f  payments d ise q u ilib r iu m . H ence, a f a l l  in  

exp en d itu re and incom e,induced  p a r t ly  by the d e f la t io n a r y  im pact o f  

o i l  p r ic e s  and p a r t ly  by a n t i - in f la t io n a r y  p o l i c i e s ,  would cause  

r ed u c tio n  in  im ports which are p a r t ly  the cou n terp art o f  d ev e lo p in g  

co u n tr ies*  e x p o r ts . V iew ing the b a lan ce o f  payments as a  r e f l e c t io n  o f  

th e r e la t io n s h ip  betw een a ggrega te  income and exp en d itu re  ra th er  than  

j u s t  an account o f  a co u n try ’ s d eb ts and c r e d it s  in  i t s  r e la t io n  w ith  

th e r e s t  o f  the w orld , v a r ia t io n s  in  income and ex p en d itu re , inducing  

changes in  the d i f f e r e n t  item s on the ba lance o f  paym ents, w i l l  be
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tra n sm itted  to  i t s  tr a d in g  p a r tn e r s . The e f f e c t s  o f  th e  tr a n sm iss io n

p ro cess  on th e  r e s t  o f  th e  w orld depend not o n ly  on th e  s tr e n g th  o f

the fo r c e s  u sed  to  induce changes but a ls o  on the s i z e  o f  th e a c t iv e

c o u n tr ie s  in  term s o f  t h e ir  econom ic v a r i a b l e s . T a k i n g  in to  account

the f a c t  th a t  OECD, which i s  co n sid ered  the major econom ic and

f in a n c ia l  power in  the w orld , had exp er ien ced  a s tro n g  adjustm ent p r o c e ss ,

th e  f u l l  burden o f  th e  r e c e s s io n  f e l l  on th e  poor c o u n tr ie s ,  L etich e

p o in ted  ou t th a t  " th e n o n -o i l  producing LDGs, and p a r t ic u la r ly  the

p o o rest o f  th e poor, were h i t  in  th e rec en t r e c e s s io n  harder th an  

( 2 )anyone e l s e ," '  '

The p r in c ip a l ch an n els  through which economic f lu c tu a t io n s  are  

tra n sm itted  to  d e v e lo p in g  c o u n tr ie s  are fo r e ig n  trad e and c a p ita l  f lo w s .  

The a n a ly s is ,  h e r e , i s  l im ite d  to  tra n sm iss io n  through th e  e x p o r ts .

The T ransm ission  Through E xports

E xports o f  goods and s e r v ic e s  o f  d evelop in g  c o u n tr ie s  are the 

p rin cip a l channel through which changes in  economic a c t i v i t i e s  in  

developed  c o u n tr ie s  would be tra n sm itted  to  th e  form er. However, most 

o f  th e  r e la t e d  l i t e r a t u r e  a t t r ib u t e s  changes in  export perform ances o f  

LDGs to  fa c to r s  r e la te d  m ainly to  supp ly  ra th er  than demand. I t  i s  

fr e q u e n tly  a s s e r te d  th a t  th e  su p p ly -p r ic e  e l a s t i c i t y  o f  ex p o r ta b le s  in  

LDGs i s  low e i t h e r  because o f  in s t i t u t io n a l  r i g i d i t i e s  in  the case  o f  

r u r a l e x p o r ta b le s  o r  the d i f f i c u l t i e s  o f  en try  and q u a lity  in  th e ca se  

o f  n o n - tr a d it io n a l m anufactured good s.

(1 ) R.&. M undell, I n te r n a t io n a l Econom ics, M acM illan,London,1 9 6 3 ,p p .192-95*
( 2 ) L e t ic h e , o p ,c i t . ,  p . 34*
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Cohen and S i s iftr  showed th a t ,  d e s p ite  the most ra p id  growth

r a te  a t  w hich com m odities were b e in g  im ported by in d u s tr ia l  c o u n tr ie s ,

d ev e lo p in g  c o u n tr ie s  exp er ien ced  th e la r g e s t  lo s s e s  in  p o t e n t ia l  e x p o r ts .

They took th e  f a i lu r e  o f  LDCs to  m ain ta in  t h e ir  market sh a res  as

prima f a c ie  ev id en ce  th a t  low growth r a te s  o f  LDCs ex p o rts  were due

p r im a r ily  to  th e  dom estic  supply  problem s, o f te n  induced  by in c o r r e c t

p o l i c i e s ,  r a th e r  than a la c k  o f  e x te r n a l demand. Not o n ly  th e  lon g-term

performances o f  ex p o rts  are a t tr ib u te d  to  su p p ly , but a ls o  th e

( 2 )sh ort-term  f lu c t u a t io n s .  MacBean ' '  found th a t  th e  ca u ses  o f  a cu te  

exp ort f lu c tu a t io n s  la y  w ith  dom estic  fa c to r s  -  in c lu d in g  w eather, p e s t s ,  

p o l i t i c a l  tu rm oil and economic er r o r s  -  ra th er  than s h i f t s  in  world  

demand.

On th e  o th e r  hand, i t  i s  argued th a t  economic f lu c tu a t io n s  in  

LDGs are seldom due to  any e x c e ss  or d e f ic ie n c y  o f  dom estic  e f f e c t i v e  

demand, and when th ey  happen, a s  was contended by Kane s , i t

i s  m ainly b ecause o f  th e  b u s in e ss  c y c le  o r ig in a te d  in  the in d u s tr ia l  

c o u n tr ie s .  Sc.a mmell^'^^ a ls o  le n t  credence to t h i s  p o in t when he 

argued th a t  th e  b a lan ce  o f  payments d ise q u ilib r iu m  r e s u l t in g  from  

dom estic c y c l i c a l  f lu c tu a t io n s  can not la r g e ly  be r e la te d  to  d e v e lo p in g  

c o u n tr ie s  which are much more v u ln era b le  to e x te r n a l c o n d it io n s .

(1 )  B . I .  Cohen and D.G. S is l& r , "Exports o f  D evelop in g  C oun tries in  
th e 1960s" , Review o f  Economic and S t a t i s t i c s , V o l .53 , No. 4 
(November 1 9 7 1 )»PP*358"60

( 2) A.MacBean, Export I n s t a b i l i t y  and Economic Developm ent, A lle n  &
Unwin, London, I 966 ,p p .339-41*

( 3 ) S . K an esath asan ," Export I n s t a b i l i t y  and C o n tr a c y c lic a l F is c a l  
P o lic y  in  Underdeveloped Export Economies; A Case Studv o f  
C eylon s in c e  1948", IMF S t a f f  P a c e r s . V o l .7 ( l9 5 9 / l9 6 o ) ,p p .4 6 -7 *

( 4 ) W.M. Sc.stunmell, I n te r n a t io n a l Trade and Paym ents, McMillan P re ss  L td .,  
London, 1974 ,p ,287*
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L ,E , Di Marco moved the argument fu r th e r , by : l in k in g  th e l e v e l

o f  economic a c t i v i t y  in  the in d u s tr ia l  c o u n tr ie s  w ith  e x p o r ts ,

d ise q u ilib r iu m  and w e lfa r e  in  d ev e lo p in g  c o u n tr ie s ,  when he s a id ,* # , . , .

every  tim e th ere  i s  a c y c l i c a l  c o n tr a c tio n  in  the in d u s t r ia l  œ n te r ,

theim port c o - e f f i c i e n t  d e c l in e s ,  thus c r e a t in g  a la r g e  d ise q u ilib r iu m

in  th e p er ip h er y ...............  The p ic tu r e  i s  o b v io u s ly  q u ite  d i f f e r e n t  when

th ere  i s  f u l l  employment in  th e  c e n te r , which i s  a s i t u a t io n  which

g en era te s  a s o r t  o f  economic w e lfa r e  in  the peripheryj* Furtherm ore,

(2 )P in to  and Knakal '  ̂ c la im ed  th a t  th e  c e n te r  im ports depends b a s ic a l ly  

on th e r a te  o f  i t s  dom estic economic a c t i v i t y ,  n ot on i t s  term s o f  

trad e w ith  th e  p er ip h er y .

In  g e n e r a l, econ om ists  tended to  de-em phasize the in f lu e n c e  o f  

in te r n a t io n a l economic f lu c tu a t io n s  in  e x p la in in g  changes in  LDCs 

ex p o rts  owing to  th e  f a c t  th a t  w orld economy s in c e  the Second World War 

. up to  th e  l a t e  1960s has shown rem arkable s t a b i l i t y  s in c e  such  

f lu c tu a t io n s  have n o t happened in  u n iso n , and, i t  may b e added, were 

e i th e r  a m ild  k in d , by th em se lv es , or under the e f f e c t  o f  s u c c e s s fu l  

in s t i t u t io n a l  arrangem ents and demand management p o l i c i e s .  However, 

the dram atic e v e n ts  in  th e w orld economy in  the f i r s t  h a l f  o f  the 1970s -  

sharp b u s in e ss  c y c le ,  w orld wide i n f la t i o n  in  the o il - im p o r t in g  c o u n tr ie s  

and boom in  th e o il- im p o r t in g  c o u n tr ie s “have been a stren u ou s t e s t  

through which th e  economic p o l i c i e s  o f  the in d u s tr ia l  c o u n tr ie s  have

not y e t  s u c c e s s f u l ly  p a ssed . In  such c ircu m sta n ces, e x te r n a l demand

(1 )  L .E , D i Marco, "The E v o lu tio n  o f  P r e b isc h ’ s Economic Thought", 
in  L .E . Di M a rc o (ed .) , In te r n a t io n a l Economics and Development 
Academic P r e ss , New York, 1972, p .8-

( 2 ) P in to  and Knakal, o p .c i t . ,  p .9g-
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f a c to r s  in  th e  sh o rt run would p la y  an im portant r o le  in  tr a n sm itt in g  

the r e p e r c u ss io n  o f  th e  w orld b u s in e ss  c y c le  to  d e v e lo p in g  co u n tr ies#

Table 5“ 5 shows th e  y e a r - to -y e a r  changes in  th e  w orld im ports 

by economic r e g io n  from th e  non-OPEC d ev e lo p in g  c o u n tr ie s  during  

1971-75» ex p ressed  in  1970 p r ic e s*  The p a tte r n  o f  im port changes shows, 

in  g e n e r a l, a c le a r  b u s in e ss  c y c le  which e x h ib ite d  sharp f lu c tu a t io n s ,  

p a r t ic u la r ly ,  in  OECD’ s im ports from LDCs, In  1971» OECD im ports  

d e c lin e d  a b s o lu te ly  by 3*5 per c e n t  below 1970 l e v e l  owing to  the 1970 

r e c e s s io n .  As the area  was r ec o v er in g  in  1972, im ports in cr ea se d  by 

8 .6  per c e n t  in  th a t y ea r  and peaked in  1975 by in c r e a se s  o f  18 .2  

per c e n t .  In  1974» im ports d e c e le r a te d  a t  1 .9  per cen t b e fo re  th ey  

d e c lin e d  a b s o lu te ly  by 1 3 .3  per c e n t  in  1975 below  1974 l e v e l .  The same 

c y c l i c a l  p a tte r n s  were dem onstrated in  the im ports o f  th e  n o n -o il  d ev e lo p in g  

c o u n tr ie s  among th em se lv es , in d ic a t in g  th e  c lo s e  l in k  betw een up and down 

sw ings in  both  developed  and d ev e lo p in g  c o u n tr ie s .  The im ports o f  o i l  

im porting  d e v e lo p in g  c o u n tr ie s  in c r e a se d  by 9*7 per cen t in  1972 and 

peaked a t  1 2 .9  per cen t in  1973* In  resp on se to the downswings in  OECD, 

th e ir  im ports l e v e l l e d  o f f  in  1974 b e fo re  th ey  d e c lin e d  by 8 .8  per c e n t  

in  1975 below  the p rev io u s  y e a r . In  c o n tr a s t , th e  im ports o f  OfEC 

c o u n tr ie s  from the r e s t  o f  d ev e lo p in g  c o u n tr ie s  in c r e a se d , p r o g r e s s iv e ly ,  

by 5*2 per cen t in  1971» 2 6 .3  per cen t in  1972 and peaked in  1973 a t  30*0 

per c e n t . In  1974» t h e ir  im ports d e c e le r a te d  a t  1 1 .6  p er c e n t  and ro se  

aga in  in  1975 a t  1 9 .5  per c e n t .

Im ports o f  c e n t r a l ly  planned c o u n tr ie s  from  n o n -o il  d ev e lo p in g  

c o u n tr ie s  a t  co n sta n t p r ic e s  may be in a ccu ra te  s in c e  t h e ir  im ports in  

cu rrent d o l la r s  are d e f la te d  by the w orld index o f  th e  u n it  va lu e  o f
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im ports b ecau se o f  th e  u n a v a i la b i l i t y  o f  th e  correspon d in g  in d ex  fo r  th a t  

r e g io n . As t h e ir  econom ies are l e s s  s e n s i t iv e  to  f lu c tu a t io n s  and 

i n f la t i o n  in  market econom ies, t h e ir  im ports in c r e a se d  by 1 1 .3  per cen t  

in  1972, l e v e l l e d  o f f  in  1973 and in c r e a se d  by 1 6 .1  per cen t in  1974 

when the im ports o f  th e  o th e r  r e g io n  s ta r te d  to  slow  down. However, 

t h e ir  im ports retu rn ed  back to  1973 l e v e l  when th ey  d e c lin e d  a b s o lu te ly  

by 1 6 .1  per cen t in  1975*

Table 5-3
The World Economy; The Year-to-Year Changes in Imports from the Non-

( in  p ercen tage changes)

1971 1972 1973 1974 1975

OECD -3*5 8 .6 1 8 .2 1*9 - 13 .3

OPEC 5*2 26 .3 3 0 .0 1 1 .6 19 .5

LDCs 7*4 9o7 12 .9 0 .8 — 8 .8

—0 .1 1 1 .3 0 ,0 1 6 .1 - 1 6 .1

The World 0 .3 9*0 17*1 2 .9 -  1 1 .8

Source; Data o f  im ports o f  th e  fo u r  economic r e g io n s  in  cu rren t U ,S .0  
are taken  from In te r n a t io n a l Monetary Fund, D ir e c t io n  o f  Trade, 
1970- 76 ,  Annual, N o .l2 ,1977»P P *28-31 , 36-7* Im ports o f  each  
r e g io n  in  cu rren t U .S . 0 are d e f la te d  by th e  correspond ing  
index o f  u n it  v a lu e  o f  im ports taken from In te r n a t io n a l Monetary 
Fund, I n te r n a t io n a l F in a n c ia l S t a t i s t i c s , V o l .3 1 ,N o .3 (May 1978),

N ote; (a )  Im ports o f  the C e n tr a lly  planned c o u n tr ie s  from d ev e lo p in g  
c o u n tr ie s  are d e f la te d  by th e w orld in d ex  o f  u n it  v a lu e  o f  
im ports because o f  the absence o f  th e  correspon d in g  in d ex  fo r  th a t  
r e g io n .
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The C h a r a c te r is t ic s  o f  th e Demand fo r  D evelop ing C o u n tr ies' E xports

D esp ite  th e  f a c t  th a t ex p o rts  o f  d ev e lo p in g  c o u n tr ie s  in c lu d e  an 

in cr ea se d  p ro p o rtio n  o f  m anufactured goods w h ile  th o se  o f  developed  

c o u n tr ie s  c o n s is t  to  a co n s id e r a b le  e x te n t  o f  primary p ro d u cts, trad e  

f lo w s  betw een both s id e s  are t r a d i t io n a l ly  an a lysed  on th e  b a s is  th a t  

th e  firmer are e x p o r ter s  o f  prim ary products and th e l a t t e r  o f  

m anufactured good s.

A ccording to  th e  t r a d it io n a l  v iew  p r ic e  and income e l a s t i c i t y  

o f  supp ly  o f  and demand fo r  prim ary products are such th a t  v a r ia t io n s  

in  the l e v e l  o f  econom ic a c t i v i t i e s  in  the in d u s tr ia l  c o u n tr ie s  cause  

g r e a te r  v a r ia t io n s  in  the p r ic e  o f  such com m odities and in  export 

ea r n in g s . The major rea so n  fo r  t h i s  l i e s  in  th e  sh o rt-ru n  i n f l e x i b i l i t y  

o f  both  th e  ou tput and demand o f  primary products in  t h e ir  r e la t io n  to  

p r ic e  ch an ges, compared w ith  m anufactured goods. In  g e n e r a l, the la ck  

o f  sh o rt-ru n  resp on se  o f  ex p o rts  o f  a g r ic u ltu r a l products i s  a t tr ib u te d  

to  the le n g th y  p eriod  req u ired  to  b r in g  about a s ig n i f i c a n t  adjustm ent 

in  th e p rod u ction  which i s  u s u a lly  la g g in g  behind market f o r c e s .  In  

the ca se  o f  m in e r a ls , a lth ou gh  th e  supply resp on se i s  g e n e r a l ly  h ig h er  

than a g r ic u ltu r a l p ro d u cts, i t  i s  u n lik e ly  to  be s u b s t a n t ia l ly  g r e a te r ,  

C onsequently , th e  more i n e l a s t i c  supply and demand are w ith  r e sp e c t  to  

p r ic e s ,  the g r e a te r  w i l l  tend to  be the induced v a r ia t io n s  in  p r ic e s ,  

and the sm a lle r  th o se  in  q u a n t i t ie s  demanded. M oreover, the g r e a te r  

the departure o f  p r ic e  e l a s t i c i t y  o f  demand from u n ity ,  the more

(1 )  MacBean, Export I n s t a b i l i t y  and Economic D evelopm ent, o p .c i t . , 
pp. 23- 25 .
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pronounced are the price variations and the effects on export receipts 

of a shift in supply of primary products. Supply shifts will produce 
offsetting changes in both volume and price, but they usually lead 

to changes in export value in a direction opposite to those of the 
underlying shift in demand. In the case of the exports of manufactured 
goods, since the responses of both supply and demand for price changes 

are higher than those of primary products, changes in export values, 
therefore, generate from variations in volume more than from price.

h )Pinto and Knakal ' argued that a fall in the relative price of 
imports into developed countries from developing countries, caused by 
reductions in imports demand attributable to decrease in national 

income, does not seem to cause imports to rise again. They claimed that 
this fall in price is simply a means of enabling the developed countries 
to acquire their imports with a small proportion of their money income. 
This was confirmed by Da done and Di Marco '  ̂ when they asserted that 
the prices of manufactured goods decrease less than those of primary 

products during the contraction phase of the business cycle.Particularly^ 
in view of the low elasticity demand for primary products, the greater 
decline in their prices can be explained by the sharp volatility of 
imports over exports of industrial countries during short-term business 
cycles. P.G. Adam^^^ found that ^  great deal of fluctuations in the 

trade balance of OECD is more ascribed to variations in demand for 
imports than in their exports; since imports, being more sensitive to 
domestic activity, move sharply, with close timing, in response to 
economic fluctuations.

( 1 ) - P in to  and K nakal,o p .c i t . , p p .98-90*
( 2 ) A,A. Da d on e and L .E . Di Marco, "The Impact o f  P fe b is o h 's  Id eas on

Modern Economic A n a ly s is ” in  L .E . Di Marco ( e d . ) /  I n te r n a t io n a l  
Economics and D evelopm ent, Academic P r e ss , New York, 1972,p*19o

( 5 ) E.G. Adam, An Econom etric A n a ly s is  o f  I n te r n a t io n a l Trade -  An
I n te r r e la te d  E xp la n a tio n  o f  Im ports and E xports o f  OECD C o u n tr ie s , 
OECD , P a r is ,  1 9 6 9 ,p p .1 7 -9 ,4 5 -9 @
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A nimber o f  s tu d ie s  have been devoted  to  a s se s s if^  > dependence o f  

the ex p o rts  o f  d ev e lo p in g  c o u n tr ie s  upon th e economic a c t i v i t i e s  in  

the developed  c o u n tr ie s  during th e  p ost-w ar p er io d . W ithin th e co n tex t  

o f  th e w orld trad e model o f  th e  I .M .P ., R. Rhomberg^^^ e stim a ted  both

p r ic e  and income e l a s t i c i t i e s  o f  the demand fo r  im ports in to  th e  U nited  

S ta te s  and W estern Europe, during th e  p eriod  1953-65 , from th e  r e s t  o f  

th e  w orld which c o n s i s t s  la r g e ly  o f  d ev e lo p in g  c o u n tr ie s .  He rep orted  

o n ly  a p r ic e  e l a s t i c i t y  fo r  th e U nited  S ta te s  o f  - 0 .4  s in c e  th a t  o f  

W estern Europe was found u nreasonably  low . Income e l a s t i c i t i e s  f o r  both  

reg io n s  were found la r g e r ,  am ounting to  1 .4  and 0 .9  r e s p e c t iv e ly .  In  

com parison w ith  an e a r l i e r  a p p lic a t io n  o f  th e  o r ig in a l  model by 

R. Rhombery and L* B o isso n n e a u lt '  ̂ f o r  the p eriod  1946-62 , i t  i s  

n o tic e d  th a t  w h ile  income e l a s t i c i t i e s  in c r e a se d , p r ic e  e l a s t i c i t i e s  

f e l l  fu r th e r .

Furtherm ore, Rhomberg a tta ch ed  p a r t ic u la r  in t e r e s t  to  the q u estio n  

o f  the sep a ra te  e f f e c t s  o f  y e a r - to -y e a r  changes in  econom ic a c t i v i t i e s  

in  OECD c o u n tr ie s  on th e  q u a n t i t ie s ,  p r ic e s  and v a lu es  o f  t h e ir  im ports  

from d ev e lo p in g  c o u n tr ie s ,  and to  the comparison o f  th e  r e s u l t s  w ith  th e  

correspond ing r e sp o n s iv e n e ss  o f  t h e ir  im ports from in d u s tr ia l  c o u n tr ie s  

among th em se lv es . The resp on se p a tte r n  o f  t o t a l  m erchandise exp orts  

as w e ll  a s the ex p o rts  o f  commodity c a te g o r ie s  from d ev e lo p in g  to  

OECD c o u n tr ie s  are e stim a ted  in  the form o f  e l a s t i c i t y  c o - e f f i c i e n t s  as  

f o l l o w s ( C o - e f f i c i e n t s  w ith  an a s t e r is k  (* )  are s ig n i f ic a n t  a t  5% 

l e v e l ;  o th e r s  are n o t^ *

(1)RjR.Rhomberg, "T ransm ission o f  B u sin ess  F lu c tu a tio n s  from Developed
to  D evelop ing  C ou n tries" , HIF S t a f f  P apers, V o l. 15 (1988; Table 2 , p .7* 

(2j R.R. Rhomberg and L. B o isso n n e a u lt , " E ffec ts  o f  Income and P r ic e  
Changes CLn th e U .S . B alance o f  Payments", II4F S t a f f  P a p ers,
V o l. n  (1 9 8 4 ; , Table 1 , p .66 .

(3)Rhomberg, o p .c i t . .  Table 3 , p.lO *



199

Value Quantum U nit Value

T o ta l m erchandise exp o rt (SITC 0 -9 ) 0 .4 8 0 . 37* 0 .0 8

Food and beverage (SITC 0 -1 ) —0*41 0 .3 9 - 0 .7 9

Raw m a te r ia l,  e x c lu d in g  f u e l  (SITC 2 ,4 ) 1 . 56* 0 . 59* I 0O5*

M anufactures (SITC 5 -9 ) 2 . 03* 0 .3 5 1 .6 6

Such r e s u l t s  support th e  view  th a t  th e  exp ort ea rn in g s from t o t a l  

m erchandise ex p o rts  in  LDCs are r e sp o n s iv e  to  changes in  economic a c t i v i t y  

in  developed  c o u n tr ie s .  The estim a ted  e l a s t i c i t y  o f  quantum i s  n ot  

h igh  ( 0 . 57 ) ,  though i t  i s  much h ig h er  than the u n it  v a lu e  e l a s t i c i t y  

which i s  a lm ost n e g l i g ib l e .  For th e  commodity group, i t  i s  found th a t  

th e  d ev e lo p in g  c o u n tr ie s*  exp ort proceeds from raw m a te r ia l are  

s tr o n g ly  re sp o n s iv e  to  economic a c t i v i t y  in  in d u s tr ia l  c o u n tr ie s ,  and 

th a t such r e sp o n s iv e n e ss  i s  g en era te d , to  a g r e a te r  e x te n t ,  from  p r ic e  

ra th e r  than  volume v a r ia t io n s .  U n exp ected ly , th ere  i s  a  s im ila r  

in d ic a t io n  fo r  m anufactured goods whose p r ic e  e l a s t i c i t y  i s  the h i p e s t  

one, whereas the e l a s t i c i t y  c o - e f f i c i e n t  f o r  the volume i s  sm a lle r  and 

s t a t i s t i c a l l y  u n c e r ta in . The resp on se  o f  q u a n tity  o f  food  i s  very  weak 

and th e p r ic e  appears to  be in v e r s e ly  r e la te d ;  a r e s u l t  which was 

e x p ecte d .

R ec e n tly , numerous s tu d ie s  have in v e s t ig a te d ,  c r i t i c a l l y ,  th e  prop 

o f  dom estic fa c to r s  on exp ort su p p ly , c la im in g  th a t where a market fo r  

com m ercial a g r ic u ltu r e  ex ists,L D G s farm ers w i l l  respond to  changes im  

r e la t iv e  p r ic e s .  N ow sh irvan i' s survey o f  th a t  l i t e r a t u r e  noted  th a t  

h ig h er  p r ic e s  w i l l  m o tiva te  the spread o f  the m arkets, so th a t
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t h e ir  t o t a l  economic e f f e c t s  w i l l  induce a movement a lo n g  a g iv e n  

supply sc h e d u le . He found th a t  the supply response o f  some cash  crops  

in  northern  In d ia  was p o s i t iv e  and s ig n i f ic a n t  fo r  p r ic e  changes.

( 2 )Such r e s u l t s  were supported by Behrman's '  ̂ study on Four Crops in  

T hailand . M oreover, Mohsen Khan a s se r te d  th a t  th e e x p o r ter s  o f  

primary prod u cts do n ot n e c e s s a r i ly  fa c e  an i n e l a s t i c  demand schedu le  

and p r ic e  v a r ia t io n s  do p la y  an im portant r o le  in  the d eterm in a tio n  o f  

ex p o rts  which appear to  a d ju st  w ith in  a year  to  change in  demand. The 

s i z e  o f  th e  e stim a ted  p r ic e  e l a s t i c i t i e s  were found to  be f a i r l y  h igh  

fo r  most o f  the I 4 d ev e lo p in g  c o u n tr ie s  whose export demand eq u ation s  

were f it te d ®

However, th e im pact o f  th e  export supply  v a r ia t io n s  w ith in  a s in g le  

e x p o r tin g  cou n try  upon v a r ia t io n s  in  p r ic e ,  depends n o t o n ly  on the  

e l a s t i c i t y  o f  the w orld demand curve but a ls o  on th e  demand curve fa c in g  

a p a r t ic u la r  d ev e lo p in g  country  which i s  b a s ic a l ly  in f lu e n c e d  by i t s  

share in  th e  w orld market o f  the commodity in  q u e s t io n . V a r ia tio n s  in  

the w orld p r ic e s  are th e product o f  the a c t io n s  taken  by the o th er  

producers which may moderate th e  v a r ia t io n s  in  t h e ir  exp ort e a r n in g s , but 

th ey  would induce v a r ia t io n s  in  th e p r ic e s  o f  the ex p o rts  o f  any s in g le  

ex p o rter  and, in  tu rn , in  h is  export e a r n in g s . For him, th e  su p p ly -  

induced p r ic e  change o f  o th er  producers i s  b e s t  regarded as  a demand- 

induced p r ic e  change. The demand, in  t h is  c a se , would r e f e r  n ot to  th e

(1 )  See V. N ow shirvan i, The E f f ic ie n c y  o f  the Market Mechanism in  
T r a d it io n a l A g r icu ltu re ; R e-exam ination  o f  an Old C ontroversy . ' 
Y ale Growth C enter D isc u ss io n , Paper No. IO6 , New Haven, 1971, 
Chapter 4 #

( 2 ) See J .R . Behrraan, Supply Response in  Underdeveloped A g r ic u ltu r e , 
N orth-H olland  P u b lish in g  C o ., Amsterdam, I 968 ,C hapter 6 .

( 3 ) Khan, o p .c i t . , p p .6 9 0 -2 .
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t o t a l  w orld demand but to  th e s p e c i f i c  demand fo r  a p a r t ic u la r

co u n try ’ s e x p o r ts . T h erefo re , a demand curve fa c in g  a p a r t ic u la r  country  

can be r e la t e d  to  th e  w orld  demand curve a ccord in g  to  t ie  form ula:

_  W + KR , where E i s  th e  demand e l a s t i c i t y  f a c in g  a country;

1 - K
W, the demand e l a s t i c i t y  fa c in g  th e  w orld; R, th e  su pp ly  e l a s t i c i t y  o f  

th e r e s t  o f  the w orld; and K, th e market share o f  the r e s t  o f  th e w orld . 

S in ce  (1 -  K) 35- 1 but ^  0 , and KRZ>0, E>-W. The ca se  K—j^lim 1 i s  

the ca se  o f  i n f i n i t e  e l a s t i c i t y  f o r  in d iv id u a l producers (E—> -lim ^  ) 

under f r e e  c o m p e tit io n . I f  K = 0 , and the in d iv id u a l country  thus has 

100 per c e n t o f  th e  m arket, E = W, A ccord in g ly , a cou n try , a ccou n tin g  

fo r  a la r g e  p ro p o rtio n  o f  w orld e x p o r ts , w i l l  be fa ced  w ith  a demand 

curve w ith  an e l a s t i c i t y  c lo s e r  to  th a t  o f  th e  w orld , w hereas a country  

which accou n ts o n ly  fo r  a sm a lle r  share w i l l  be fa c e d  w ith  a demand curve  

which i s  d i f f e r e n t l y  shaped, su b je c t  to  d i f f e r e n t  s h i f t s ,  and which i s  

more e l a s t i c  than  th e w orld demand cu rv e . F i r s t l y ,  a  r e d u ctio n  in  p r ic e  

w i l l  in c r e a se  demand f o r  th e  products n ot o n ly  by the amount by which 

world demand in c r e a s e s ,  but a ls o  by th e  amount by which th e  supply  o f  the  

r e s t  o f  the w orld d e c r e a se s . S econ d ly , when the demand e l a s t i c i t y  fo r  

an in d iv id u a l cou n try  i s  c a lc u la t e d ,  changes in  demandatre r e la t e d  to  a 

sm a ller  o r ig in a l  q u a n tity  -  i . e .  th e  q u a n tity  su p p lie d  by t h i s  p a r t ic u la r  

country  a t  the o r ig in a l  p r ic e  -  than th e one used  when c a lc u la t in g  world  

demand e l a s t i c i t y *

In g e n e r a l, th e  sm a lle r  th e co u n try ’ s sh a re , th e  more e l a s t i c  the  

demand curve would b e , ten d in g  to  be h o r iz o n ta l ly  i n f i n i t e .  Having l i t t l e

(T ) L inder, o p ,c i t . , p . 158.
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im pact on w orld p r ic e s ,  a cou n try , th e r e fo r e , i s  a p r ic e - ta k e r .

S tudying the v a r ia t io n s  in  exp ort earn in gs in  f i v e  d ev e lo p in g  c o u n tr ie s ,  

MacBean p o in ted  ou t th a t  the p r ic e s  o f  a co u n try ’ s  commodity are

la r g e ly  determ ined by w orld supply  and demand and o n ly  very  s l i g h t l y  by 

what happens in  each  cou n try .

D uring th e  u p - and down sw ings o f  th e  w orld economy in  the f i r s t  

h a l f  o f  the 1970s ,  p r ic e s  o f  primary com m odities ex p er ien ced  la r g e  

v a r ia t io n s  a t tr ib u te d  to  both  s h i f t s  in  demand and su p p ly . A lthough th ere  

can be l i t t l e  doubt th a t  the upswing in  demand d id  e x e r c is e  a s tron g  

in f lu e n c e  on p r ic e  movements, th e  ex tra o rd in a ry  r i s e  in  p r ic e s  in  1973 

o f  some prim ary com m odities, im p l ic i t  in  the upsurge in  trad e  v a lu e s , was 

not s o l e l y  or even m ain ly  th e r e s u l t  o f  c y c l i c a l  expansion  in  th e major 

in d u s tr ia l  c o u n tr ie s .  In  some c a s e s ,  th ere  were sev ere  c o n s tr a in ts  on 

th e su p p lie s  o f  b a s ic  food  s t u f f s ,  and, in  o th er  c a s e s ,  p r ic e s  were 

r a is e d ,  u n ila t e r a l ly ,  by th e in te r n a t io n a l producers who were ab le  to  

e x e r c is e  c o n tr o l over the supply o f  some com m odities such as petroleum  and 

w heat. A d d it io n a lly ,  e x p e c ta t io n s  o f  sh o rta g es  gave r i s e  to  a d d it io n a l  

demand fo r  p reca u tio n a ry  and s p e c u la t iv e  p u rch ases. The sh o rta g es  were 

fu r th e r  in t e n s i f i e d  by an in c r e a se  in  the d e s ir e  to  h o ld  in v e n to r ie s  o f  

goods ra th er  than c u r r e n c ie s  whose v a lu e  had become s u sp e c t . As th e 1973 

boom came end, th e  r e c e s s io n a r y  fo r c e s  had ex er ted  p ressu res  on

th e p r ic e s  o f  com m odities which le v e l l e d  o f f  a t  the second q u arter  o f  1974 

b efo re  th ey  s ta r te d  to  d e c lin e  by th e  end o f  the y e a r . N e v e r th e le s s ,  

p r ic e s  o f  some fo o d s t u f f s  r e s i s t e d  the e a r ly  downward tren d , co n tin u in g  

to  in c r e a se  u n t i l  th e  b eg in n in g  o f  1975#

(1 )  MacBean, Export I n s t a b i l i t y  and Economic Developm ent, o p .c i t . , p .143*
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Table 5-4
D evelop ing  Co-untries? P r ic e  I n d ic e s  o f  E xports o f  B a sic  Com m odities,19 7 1 -7 3

(1970 =100)

Year Food S tu f f s A g r ic u ltu r a l Raw 
M a ter ia ls

Non-Ferrous M etals T ota l

1971 1 0 3 .0 10 1 .0 8 1 .3 9 8 .5

■ 1972 121 .3 113 .5 8 2 .3 11 1 .0

1973 168 .3 186 .5 1 26 .5 16 0 ,8

1974 255 .3 228 .3 160 .3 20 6 .8

1975 225 .8 17 8 .6 1 0 8 .0 175 .3

Source ; C a lcu la ted  from q u a r ter ly  yea r  averages taken  from U .N ., 
World Economic Survey, 1975, o p .c i t . Supplem ent, Table I l l - - 13 ,
p . 2 7 7 .

Table 5 -4  shows p r ic e  in d ic e s  o f  th e  ex p o rts  o f  b a s ic  com m odities 

during th e  p er io d  1971-75* In  1975 , p r ic e s  o f  f o o d s tu f f s  in cr ea se d  

by 3.9 *0 per cen t and fu r th e r  by 52 .0  per cen t in  1974, th o se  o f  

a g r ic u ltu r a l  raw m a te r ia l ro se  by 6 4 per cen t in  1975 an d 22 p er cen t  

in  1974 , and th o se  o f  n o n -ferro u s  m eta ls  in cr ea se d  b y 5 4  . 0  per c en t in  

1973 and2 7 -.0  per cen t in  1974* The p r ic e s  o f  th e  b a s ic  com m odities a s  a 

whole in cr ea se d  by 4.3 : per cen t in  1973 and 2 5 ,0  per cen t in  1974#

As th e r e c e s s io n a r y  e f f e c t s  spread out throughout 1975, p r ic e s  o f  

f o o d - s t u f f s  d e c lin e d  by 12 per cen t which was l e s s  than th e  d e c l in e s  

in  th e p r ic e s  o f  both a g r ic u ltu r a l  raw m a te r ia ls  and n o n -ferro u s m eta ls  

which amounted to  2^ and 3.3 per c e n t , r e s p e c t iv e ly ,  in  th a t  y e a r . For 

th e t o t a l  b a s ic  com m odities, th e  d e c l in e  amounted to  per cen t which
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g en erated  la r g e ly  from in d u s tr ia l  raw m a te r ia ls ,  a g r ic u ltu r a l  and 

m in era ls , ra th er  than f o o d s t u f f s ,  owing to  t h e ir  s e n s i t i v i t y  to  changes 

in  economic a c t i v i t y  in  in d u s tr ia l  c o u n tr ie s .

4  -  C onclusion

During th e  f i r s t  h a l f  o f  the 1970s the w orld economy exp erien ced  

s tro n g  f lu c tu a t io n s  o f  economic a c t i v i t i e s  and in te r n a t io n a l  trad e  

f lo w s , which were m a n ifested  in  th e  upswings during 1 9 7 3 's  boom and 

th e downswings during th e  r e c e s s io n  o f  1974 smd 1975* Though such  

f lu c tu a t io n s  o r ig in a te d  b a s ic a l ly  from the OECD a rea , the p a ttern  was 

common in  o th e r  economic re g io n s  o f  th e  w orld , p a r t ic u la r ly  the LDCs*

During 1974 and 1975» w h ile  th e  income o f  th e  o i l  ex p o rtin g  

c o u n tr ie s  was b o o sted  by the sudden and la r g e  r i s e  in  o i l  revenue which  

r e s u lte d  from th e  la r g e  in c r e a se  in  o i l  p r ic e ,  the w orld economy as a 

whole exp er ien ced  a sharp d e c lin e  in  income and economic a c t i v i t i e s  so 

th a t th ey  in d ic a te d  a s ig n  o f  a deep and prolonged r e c e s s io n .  The d e c lin e  

in  income was p a r t ly  caused by th e d e f la t io n a r y  and in f la t io n a r y  e f f e c t s  

o f  the r i s e  in  o i l  p r ic e s ,  but i t  was p a r t ly  a t tr ib u ta b le  to  the stron g  

a n t i - in f la t io n a r y  p o l i c i e s  adopted by th e major in d u s tr ia l  c o u n tr ie s  in  

the fa c e  o f  o i l  c r i s i s .  The e s t im a te s  o f  th ree  econom etric s tu d ie s  

c a r r ie d  ou t by the B rookings I n s t i t u t io n  in  the U nited  S ta te s  to  i s o la t e  

the im pact o f  th e  r i s e  in  o i l  p r ic e s  on the econom ies o f  the U nited  S ta te s ,  

W estern Europe and Japan in d ic a te d  th a t the o il - in d u c e d  d e c l in e s  in  t h e ir  

GNPs were su b s ta n t ia l*
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The t h e o r e t ic a l  and em p ir ica l ev id en ce  support the p r o p o s it io n  

th a t because o f  th e  v u ln e r a b i l i t y  o f  th e export ea rn in gs o f  d ev e lo p in g  

c o u n tr ie s  to  v a r ia t io n s  in  th e  l e v e l  o f  economic a c t i v i t i e s  in  the  

in d u s tr ia l  c o u n tr ie s ,  o i l - r e l a t e d  r e c e s s io n  in  th e  OECD area  was 

tra n sm itted  through in te r n a t io n a l trad e  to  d ev e lo p in g  c o u n tr ie s  whose 

exp ort earn in g s d ecreased  through th e  r e d u c tio n s  in  p r ic e s  and quantum 

o f  t h e ir  e x p o r ts . The r e d u ctio n  in  th e  ea rn in g s from the ex p o rts  o f  

primary p ro d u cts, p a r t ic u la r ly  a g r ic u ltu r a l  raw m a te r ia ls ,  would be 

gen erated  from the d e c l in e  in  p r ic e s  more than from the f a l l  in  quantum 

e x p o r ts . In the case  o f  th e  ex p o rts  o f  m anufactured goods, th e

r ed u c tio n  in  th e ea rn in g s  would come from the d e c l in e  in  exp ort volume 

more than from th e  d ecrease  o f  u n it  v a lu e . N e v e r th e le s s , th e  e f f e c t  o f  

th e s lack en ed  w orld demand on th e exp ort earn in gs o f  a d ev e lo p in g  

country would be m o d ifie d , in  any c a s e , by the in f lu e n c e  o f  the co u n try ’ s 

share in  the w orld market o f  the commodity in  q u estio n  and by th e  changes 

in  th e  w orld s u p p lie s  o f  such commodity.

On th e o th er  hand, th e  d e c lin e  in  the exp ort ea rn in g s  from the  

OECD market would be m it ig a te d , though not com pensated, i f  d ev e lo p in g  

c o u n tr ie s  can expand t h e ir  ex p o rts  to  the market o f  th e  o i l - e x p o r t in g  

c o u n tr ie s  whose im ports have been b o osted  by the la r g e  r i s e  in  t h e ir  

incom e.
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CHAPTER VI

FIM CING OIL PAUMENTS mTEIN THE CONTEXT 

OF POST-19 7 3 *s CHANGES IN 

THE INTERNATIONAL ECONOMY

The r i s e  in  o i l  p r ic e s  c r e a te d  an e x te r n a l f in a n c ia l  problem  

which r e s u lt e d  m ain ly  from the n eed  to in c r e a se  th e  f lo w s  o f  fo r e ig n  

exchange r e c e ip t s  to f in a n c e  th e a d d it io n a l o i l  c o s t s .  A t y p ic a l  

o il- im p o r t in g  d ev e lo p in g  country can meet o i l  payments o n ly  through  

in c r e a se s  in  fo r e ig n  exchange a v a i l a b i l i t y  a cq u ired  from a d d it io n a l  

exp orts  and from c a p ita l  in f lo w s  or through fo r e ig n  exchange r e se r v e s  

accum ulated from the p rev io u s y e a r s . On the o th er  hand, a s  was 

d isc u sse d  in  chapter 5 , the a v a i l a b i l i t y  o f fo r e ig n  exchange was 

undermined fu r th e r  by the tr a n sm iss io n  o f an o il - in d u c e d  r e c e s s io n  

in  the in d u s t r ia l  c o u n tr ie s  which was r e f l e c t e d  in  s la ck en ed  world  

demand and reduced  exp ort e a r n in g s .

T his ch ap ter  i s  d evoted  to exam ining the e x te n t to  which ex p o rt  

ea rn in gs were a f f e c t e d  by o i l  c r i s i s ,  through an a n a ly s is  o f  changes 

in  exp ort ea rn in g s  by b oth  the commodity group and the ex p o rt m arket, 

to  in d ic a te  the source of such  e f f e c t s  and the c a p a c ity  o f  ex p o r ts  to 

m eet a d d it io n a l o i l  b i l l s .  A lso , the im p lic a t io n s  o f o i l  p r ic e  

in c r e a se s  fo r  fo r e ig n  exchange r e se r v e s  in  r e la t io n  to t h e ir  adequacy  

and ca p a c ity  to meet a d d it io n a l o i l  payments are exam ined.

1. The E f f e c t s  on Export E arnings

The e s s e n t i a l  way to  m eet a d d it io n a l o i l  b i l l s  i s  to  ex p o rt more 

than b efore  during the same p eriod  in  w hich o i l  was im ported . N o n e th e le ss , 

the a b i l i t y  to u t i l i z e  ex p o r ts  for  s e t t l i n g  e x te r n a l payments depends
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n o t o n ly  on th e  perform ance o f  the exp ort s e c to r  but a ls o  on th e  

s t a t e  o f  th e  w orld economy. E xports o f  In d ia , P ak istan  and Kenya 

during the f i r s t  h a lf  o f  the 1970s dem onstrated f lu c t u a t io n s  which  

co in c id ed  w ith  the econom ic sw in gs in  the world economy. Such a 

p a tte r n , though common in  a l l  the th ree  c o u n tr ie s , was more marked 

in  P ak istan  and Kenya than in  In d ia . Table 6-1 shovrs the in d ex  

numbers o f u n it  va lu e and quantum of ex p o rts  and the ex p o rt ea rn in g s  

o f  In d ia , P ak istan  and Kenya during the p er io d  1970-75 . The data on 

the exp orts  ea rn in g s  o f the th r e e  co u n tr ie s  are  con verted  from 

n a t io n a l c u r r e n c ie s  to current U .S . 0  by u s in g  th e ir  cu rren t exchange 

r a te s  and the data o f both  In d ia  and P ak istan  are a d ju sted  for  the 

ca len dar y e a r s . Export ea rn in g s  o f  In d ia , which are com piled on 

m onthly b a s is  in  the source u sed , are con verted  to  y e a r ly  b a s is .

In  the case  o f  Kenya, t o t a l  ex p o r ts  ea rn in g s  are computed by adding  

up earn in gs from the ex p o rts  to  the other members o f  th e  E a st A fr ic a  

Community (T anzania and Uganda) and from the dom estic ex p o r ts  (ex p o rts  

to  the r e s t  o f  the w o r ld ) .

F o llo w in g  the 1970-71 r e c e s s io n  in  the in d u s tr ia l  c o u n tr ie s ,  

export ea rn in g s  in  a l l  c o u n tr ie s  s ta r te d  to r i s e  by 1972, reached  

th e ir  peak in  1973 and d e c e le r a te d  in  1974 b efo re  th ey  d e c l in e d  i n  1975.

In 1972, I n d ia 's  exp ort e a r n in g s  in cr ea se d  by 0557 m il l io n  , or by  

17 per c e n t , which were gen erated  by equal in c r e a se s  o f both u n it  v a lu e  

and quantum o f  9 per c e n t . In  1975, ezcport ea rn in g s  r o se  by 0606 m il l io n  

which amounted to  25 per cen t more than the p rev iou s y e a r . Such in c r e a se s  

came b a s ic a l ly  from the 21 per cent in c r e a se s  in  u n it  v a lu e , s in c e  quantum 

index in cr ea se d  by o n ly  7 per c e n t . D esp ite  the slow  down o f  world



Table 6-1
T o ta l E xnorts o f  In d ia . P a k ista n  and Kenya. 1970-75

2 0 8

Index Numbers ExDorts F .O .B .(^ )

U n it Value Quantum M illio n s  o f  
Current US 0

Changes from th e  
P reced in g  Year.

In d ia

1970 100 .0 10 0 .0 1994.0

1971 102.2 1 01 .4 2110,9 + 116.9 + 5 .9

1972 111.2 1 10 .2 2467 .8 + 356.9 + 16 ,9

1975 152.5 1 1 6 .8 3073.9 +606,1 + 2 4 .6

1974 165.1 125.7 3 8 5 3 .4 +779.5 + 25 .4

1975 183 .8 155.5 4596 ,7 + 743.3 + 19 .3

P a k ista n

1970 100 .0 100 .0 378 ,9 - -

1971 114.1 129 .4 505 .3 +126.4 + 3 5 .4

1972 194 .2 169.5 666.7 + 161 .4 + 5 1 .9

1975 54 4 .0 176.5 933 .5 +2 6 6 ,8 + 4 0 ,0

1974 41 0 .5 164 .0 1029.5 + 9 6 ,0 + 1 0 ,3

1975 596 .7 177 .5 1084 .4 + 54 .9 + 5.3

Kenya

1970 100 .0 100 ,0 288 ,6 - -

1971 9 6 .2 9 7 .5 299 .8 + 11 ,2 + 5 .9

1972 106 .8 100 ,4 545 .5 + 45 .7 + 15.2

1975 121 ,2 115.1 46 1 .0 +11 5 .5 + 3 3 .4

1974 164.5 111 ,2 591 .6 +130,6 + 2 8 ,4

1975 188 .6 9 8 .5 580 .5 -1 1 ,1 1 .9
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Source;

(1 )  Data o f  In d es  numbers of u n i t  v a lu e  and quantum o f  e x p o r t fo r  

In d ia  i s  taken  from Government o f  In d ia , S t a t i s t i c a l  A b stra c t  

1972, o p . c i t * , Table 8 6 , p .  225; Government o f  I n d ia ,

M onthly A b stra c t o f  S t a t i s t i c s , V o l. 50 , No. 10 (O ctober 1977), 

Table 2 6 , p . 55, Table 27 , p . 55; For P a k is ta n , d ata  are  

taken  from Government o f P a k is ta n , P ak istan  S t a t i s t i c a l  

Yearbook, 19 7 5 -7 6 , o p .c i t . , Table 1 7 .7 , pp. 259-4#

Table 1 7 .8 , pp. 2 4 1 -2 . For Kenya, data  i s  taken  from 

R epublic o f  Kenya, S t a t i s t i c a l  A b stra c t, 1974, T able 70 ( b ) , 

p. 81; S t a t i s t i c a l  A b str a c t, 1975, Table 7 5 , p . 91 ,

Table 7 4 , p<> 92 .

( 2 ) Data o f e x p o r ts  fo r  In d ia  i s  taken from S t a t i s t i c a l  A b stract  

1972, o p .c i t . , Table 7 7 , pp. 199-209; Monthly A b stra c t o f  

S t a t i s t i c s ,  o p .c i t . ,  Table 50 , pp. 65- 8 . For P a k is ta n , data  

i s  taken from Government o f  P a k ista n , P a k ista n  S t a t i s t i c a l  

Yearbook 1 9 7 5 -7 6 , o p .c i t . ,  Table 1 7 .5 , pp. 222 -55 . For 

Kenya, d ata  i s  taken from R epublic o f  Kenya, S t a t i s t i c a l  

A b str a c t, 1976, o p ,c i t . , export to  T anzania, T able 62 ( a ) ,  

p. 6 8 ; Export to Uganda, Table 63 ( a ) ,  p . 70 ; exp ort to  the  

r e s t  o f  the world (d o m estic  e x p o r ts ) ,  T able 59 ( a ) ,  p . 65.
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economic a c t i v i t y  in  1974, I n d ia 's  exp ort ea rn in g s  rea ch ed  th e ir  

peak o f  ^3853 m i l l io n  r e a l i s in g  in c r e a se s  o f 2 5 .4  per cen t over  

th e  p rev io u s  y e a r . Such in c r e a s e s  were a ch ieved  by th e  7 and 21 per  

cen t r i s e  in  quantum and u n it  va lu e  r e s p e c t iv e ly .  The e f f e c t s  o f  

world r e c e s s io n  on Indian  ex p o r ts  was o n ly  f e l t  i n  1975 when the  

growth o f ex p o rt ea rn in g s  d e c e le r a te d  a t  19 per cen t which r e s u lt e d  

in  in c r e a se s  o f exp ort ea rn in g s  by ^743 m il l io n  . In th a t  y e a r , the  

in c r e a se s  in  ex p o rt earn in gs r e s u lte d  m ain ly  from th e  r i s e  in  u n it  

v a lu e  w hich amounted to  19 per cen t as quantum in d ex  r o se  by o n ly  

12 per c e n t ,

P a k ista n  b e n e f ite d  more from th e  commodity boom and was more

s e n s i t iv e  to  change in  w orld  demand than In d ia . In  1972, exp o rt

ea rn in g s grew v ery  f a s t ,  by ^161 m i l l io n ,  amounting to 32 p er  cen t

more than the p rev io u s y e a r . T his was p a r t ly  a t t r ib u ta b le  to  the

1972 's  Rupee d e v a lu a tio n . In  th a t  y ea r , u n it  value and quantum

in c r e a se d , la r g e ly ,  by 80 and 40 r e s p e c t iv e ly .  During th e  1973

boom, in c r e a s e s  o f  exp ort e a r n in g  a c c e le r a te d  a t  40 per cent and

reached  0267 m il l io n  , g en era tin g  b a s ic a l ly  from the 150 per cent

in c r e a se s  in  u n it  v a lu e , s in c e  quantum in c r e a se d  by o n ly  7 per cen t  
In 1974, export eatfiingis încireasecT 

over the p r e v io u s  y e a r ,^  Such in c r e a s e s  were o n ly  g en era ted  from th e

66 per cen t in c r e a se s  o f u n i t  va lu e  s in c e  quantum d e c lin e d  a b s o lu te ly

by 13 per c e n t .  Export ea rn in g s  continued  th e ir  d e c e le r a t io n  in  1975

at 5 per c e n t ,  in c r e a s in g  by o n ly  055 m i l l io n  w hich came from the 14

per cen t in c r e a se  of quantum, as u n it  va lu e  d e c l in e d  by 14 p er

cen t below the p rev io u s y e a r .

F o llow in g  the 1970071 r e c e s s io n ,  K enya's ex p o rt ea rn in g s  in  1972 

in crea sed  by 046 m il l io n  w hich amounted to 15 per cen t over th e  p rev iou s
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y e a r . In  th a t  y ea r , both u n it  va lu e  and quantum in d ic e s  reco v ered  a t  

11 and 3 per cen t r e s p e c t iv e ly .  The movements o f  u n it  v a lu e  and quantum 

in d ic e s  in  1973 in d ic a te  th a t  the commodity p r ic e  boom b y-p a ssed  Kenya's 

e x p o r ts . In  th a t y ea r , th ej^ '- per cent in c r e a se s  o f  ex p o rt e a r n in g s ,  

amounting to 011i6 m il l io n  , o r ig in a te d  from a 15 per cen t r i s e  in  both  

u n it  v a lu e  and quantum. In  1974, exp ort ea rn in g s  in c r e a se d , amounting 

to  0131 m il l io n  , a record ed  28 per cen t over the p rev io u s  y e a r .

Such in c r e a se s  came o n ly  from the 43 per cent in c r e a s e s  in  u n i t  v a lu e ,  

s in c e  quantum d e c lin e d  a b s o lu te ly  by 4 per c e n t .  During the 1975 

r e c e s s io n ,  th e  24 per cen t in c r e a s e s  in  u n it  va lu e  were n o t  s u f f i c ie n t  

to  moderate th e  e f f e c t s  o f  the 13 per cent d e c l in e s  in quantum, le a d in g  

to  a d e c l in e  o f  exp ort ea rn in g s  o f 2 per cent below  th e  1974 l e v e l .

C le a r ly , w h ile  the 1973 's  commodity boom b e n e f it e d  P a k ista n  e x p o r ts ,  

to  some e x t e n t ,  i t  b y -p assed  th o se  o f  India  and Kenya, in  p a r t ic u la r .  

Moreover, during the downswing o f  1974075, export e a r n in g s  o f  both  

P ak istan  and Kenya were more s e n s i t iv e  than th o se  o f  In d ia , However, 

the above-m entioned d is c u s s io n s  o n ly  g iv e  an aggrega te  p ic tu r e  o f  the  

y e a r -to -y e a r  changes in  t o t a l  exp ort earn ings o f  the sample c o u n tr ie s .

I t  has n o t p rov id ed , th e r e fo r e , d e ta ile d  in form ation  on the so u rces  o f  

such changes. Hence the fo llo w in g  two s e c t io n s  w i l l  a n a ly se  changes 

in  export ea rn in g s  by both  the commodity group and the exp ort market ,

1 o 1 Changes o f  Export Earnings by Commodity Group

The t h e o r e t ic a l  background advanced in  chapter 5 , a n a ly s in g  th e  

e f f e c t s  o f v a r ia t io n s  in  economic a c t iv i t y  and income in th e  developed  

c o u n tr ie s  on ex p o rts  o f d ev e lo p in g  c o u h tr ie s , has n o t o n ly  d is t in g u is h e d
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■between the d if f e r e n t  re sp o n se s  between both  primary p rod u cts and 

m anufactured goods but a ls o  in  the case o f  the form er, betw een ^oods 

and raw m a te r ia ls .  I t  has a ls o  concluded th a t when a c o u n tr y 's  share  

o f the commodity in  q u estio n  i s  l e s s  than 100 per cent o f  the world 

m arket, such a cou n try , a s  a p r ic e - ta k e r ,  w i l l  fa c e  a demand curve  

which i s  more e l a s t i c  than the world demand curve, depending on the 

changes in  s u p p lie s  and demand in  the r e s t  of the w o rld . The unusual 

am plitude o f  th e  sw ings in  demand in  the f i r s t  h a lf  o f  th e  decade and 

the ex tra o rd in a ry  fa c to r  a f f e c t in g  the supply  o f  c e r ta in  com m odities 

had combined to change r a d ic a l ly  a number o f  im portant p r ic e  r e la t io n 

sh ip s  and to  b e n e f it  some c o u n tr ie s .  In  th e  g lo b a l c o n te x t , two 

p r ic e s ,  o th er  than th ose  o f  o i l ,  stood  out as c r i t i c a l  d eterm inan ts o f  

the s ta t e  o f econom ic b a lan ce; th o se  o f  b a s ic  food s t u f f s  and 

m anufactured goods. Table 6 -2  shows the exp ort s tr u c tu r e s  of In d ia , 

P ak istan  and Kenya, d is t in g u is h in g  between primary p rod u cts and 

m anufactured goods and, in  the case  o f th e  form er, between fo o d s  and 

raw m a te r ia l.  D esp ite  the f a c t  th a t  a l l  the th ree  c o u n tr ie s  are b a s ic a l ly

Table 6-2

o f  the o e r io d 1970-75. ( in  n ercen tage o f  t o t a l  e x p o r ts )

Primary Products Manuf actured
Goods

Foods and Beverage Raw M a ter ia ls T o ta l (SITG 5 -8 )
(SITG 0 -1 ) (SITG.. 2 ,4 )

India  ' 31 ,0 15.1 46.1 4 5 ,6

P akis tan 22 .2 20 .2 4 2 .2 55,5

Kenya 4 5 .5 13 . 2 58 .7 23.7

Source: C a lcu la ted  fo r  each cou n try , see  fo o tn o te  Table 6-1
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primary e x p o r tin g  c o u n tr ie s , In d ia  and P ak istan  have a ch ie v ed  a 

r e l a t i v e l y  h ig h  . l e v e l  o f  in d u s t r ia l i s a t io n  a s  r e f l e c t e d  in  th e share  

o f m anufactures in  th e ir  e x p o r ts .

The average share o f  prim ary products in  I n d ia 's  e x p o r ts  amounts 

to  46 per c e n t ,  o f w hich 31 per cent r e p r e se n ts  food s and b everages  

and th e  rem ain ing 15 per cen t i s  raw m ateria]^  w h ile  th e  sh are for  

P ak ista n  i s  42 per c e n t , 22 per cent o f  which i s  food  and beverage  

and 20 p er cen t raw m a te r ia ls .  Kenya i s  r e l a t i v e l y  the la r g e s t  

exp orter  o f  prim ary p ro d u cts , the average share amounting to  59 per 

cen t; o f  w hich 46 per cent r e p r e se n ts  food  and b everages and the 

remainder i s  raw m a te r ia ls ,  P ak istan  ta k e s  th e  le a d  in  th e  ex p o rt o f  

m anufactures, w ith  a share in  t o t a l  ex p o rts  amounting to 56 p er c en t, 

w h ile  th o se  o f  In d ia  and Kenya amount to 46 and 24 per cent r e s p e c t iv e ly .

In  order to  a n a ly se  th e  changes in  exp or 1e by commodity group, the 

y e a r -to -y e a r  changes in  u n it  va lu e  and quantum in d ic e s  as w e l l  as  

export earn in g s in  current U .S . 0  fo r  s ix  commodity groups -  accord ing  

to  the "Standard I n te r n a t io n a l Trade C la s s i f ic a t io n "  o f th e  U .N , -  

are c a lc u la te d ;  Foods and l i v e  an im als, crude m a te r ia ls ,  ch em ica ls , 

b a s ic  m an u factures, m achinery and tra n sp o r t equipm ents and m isce lla n eo u s  

m anufactured goods. Data are a d ju sted  to ca len dar y e a r s , whenever the 

f i s c a l  does n o t match the ca len d ar year, and con verted  to U .S . 0  by 

u sin g  the current exchange r a t e s .  A d d it io n a lly , y e a r -to -y e a r  p ercentage  

changes o f  u n i t  v a lu e s , volum es and v a lu e s  are c a lc u la te d  from data  

in  n a t io n a l c u r r e n c ie s  fo r  the major exp ort ite m s , coverin g  tiie f i r s t ,  

second and th e  fo u rth  commodity group, whenever the value o f  th e  item  

exceed s 3 per cent o f the ex p o rt value o f  the correspon d in g  group 

during the f i r s t  h a lf  o f  the 1970s, In appendix 4 , T ables (1 2  ) ,  (1 5  ) 

and ( 1 4  ) show. 13, 10 and 11 item s fo r  In d ia , P ak istan  and Kenya 

r e s p e c t iv e ly .
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Table 6 -3  shows th e  y e a r - to -y e a r  changes in  u n it  v a lu e  and quantum 

in d ic e s  as w e l l  as th e changes in  exp ort ea rn in g s  in  cu rren t U .S . 0  

o f the e x p o r ts  o f  food  and l i v e  anim als o f  In d ia , P a k ista n  and Kenya 

during the p er io d  1971-75. The Indian  ex p o r ts  o f  f o o d s tu f f s ,  whose volume, 

showed a momentum in c r e a se  o f  14 per cent in  quantum in  1972, had a 

setb ack  in  th e  peak o f the momentous commodity boom in  1973. In that  

y ea r , exp ort earn in g s from fo o d s  in cr ea se d  by 0267 m il l io n  which  

amounted to  40 per cen t over the p rev io u s  y ea r . Such in c r e a s e s  o r ig in a te d  

b a s ic a l ly  from the 30 per cen t in c r e a se s  in  u n it  v a lu e , s in c e  quantum 

d ec lin e d  by 1 .5  per cen t because o f  the adverse e f f e c t s  o f  the e r r a t ic  

behaviour o f th e  monsoon, during "K harif" sea so n , on th e su pp ly  o f  

exp o rta b le  cro p s . D esp ite  th e  slow dom  in  th e  w orld  income in  1974, 

ex p o rts  r o se  by 0324 m il l io n  ., amounting to 39 per cen t over th e  p rev iou s  

y ea r , which was induced by the fu r th er  45 per cent in c r e a se  in  u n it  va lu e  

and the recovery  o f quantum by 11 per c e n t . In 1975, in c r e a s e s  in  

export ea rn in g s d e c e le r a te d  a t  24 per c e n t , reco rd in g  0275 m il l io n ,  d e s p ite  

th e 23 per cen t in c r e a se s  in  quantum s in c e  u n it  va lu e  slowtf Jown by 14 

per cen t.

Tea, as th e  t r a d it io n a l  sou rce o f  fo r e ig n  exchange fo r  In d ia , was

among the l e a s t  a f f e c te d  commodity in  terms o f swing in  income and demand

in  the 1970s. World p r ic e  o f te a  did not b eg in  to  advance u n t i l  1974,

when most prim ary commodity p r ic e s  were l e v e l l i n g  out or reced in g  from

th e ir  p eak s, reco rd in g  i t s  h ig h e s t  p o in t b efo re  i t  d e c e le r a te d  by the

( l )second h a lf  o f 1975* Thus, during 1973 boom, the v a lu e  o f  te a  exp ort  

d e c lin e d  by 1 .6  per cent due to  the d e c lin e  o f  both u n it  valuqhnd volume

( l )  U .K .,W orld Economic Survey, 1975, o n .c i t . . pp. 212-4*
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Table 6-3

The Y ear-10-Y ear Changes in  the Exports o f  Foods and L ive Animale 
(siTQ-O) o f  In d ia , P ak istan  and Kenya. 1971-75 .

Changes from the 
Year in  the Index 
o f :  (1970=100)

P reced in g  
: Numbers

E xports F.O .B .

U n it Value Quantum M illio n s  of 
Current U .S .0

Changes from the  
P reced in g  Year

In d ia

1971 -  4 .3 + 11 .4 562.1 + 3 4 .2 + 6 .5

1972 4- 6 .5 + 14 .0 6 6 3 .2 +101.1 + 18*0

1973 + 3 0 .2 -  1 .5 8 2 8 .8 + 266 .7 + 40*2

1974 + 4 5 .0 + 11.1 1152.9 +324.1 + 39.1

1975 + 14.1 + 23.2 1427.5 + 274 .6 + 23.8

P ak istan

1971 + 13 .7 + 21.1 8 4 .4 + 2 2 .6 + 36.6

1972 + 8 0 .9 + 62.8 121 .7 + 36o9 + 43.7

1973 + 109 .7 + 2 5 .4 225.1 + 103 .7 + 85 .5

1974 + 111 .3 -  26 .9 279.1 + 5 4 .0 + 24 .0

1975 + 35.5 + 52 .7 294.3 + 15 .2 + 5 .4

Kenya

1971 -  7 .6 -  6 .9 132 .8 -  12 .9 -  8 .9

1972 + 5.5 + 20.5 174 .3 + 41.5 + 3 1 .3

1973 + 1 4 .8 + 13 .0 229.8 + 55.5 + 3 1 . 8

1974 + 18.5 — 14.9 233.4 + 3 .6 + 1 .7

1975 + 7 .4 -  2.8 232.3 — 1.1 -  0 .5

Source: See fo o tn o te  Table 6-1
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by 0,1 and 1*5 per cen t r e s p e c t iv e ly .  Due to  th e  f a i lu r e  o f  the crop

in  Bast A fr ic a  and th e  poor ou tput in  Sri lanka in  1974^^  ̂ the v a lu e  o f

te a  ex p o rts  in c r e a se d  by 5 4 .4  per ce n t, induced by 18 per cent in cr ea se  

in  volume and 30 per cen t r i s e  in  u n it  v a lu e . In  1975, exp ort va lu e  o f

t e a  in c r e a se d  o n ly  by 5 .8  per cen t d e sp ite  th e  12 per cent in c r e a se s  in

u n it  v a lu e , as quantum d e c lin e d  by 5 .5  per c e n t .

S im ila r ly ,  g a in s  from boom commodity fo r  most In d ian  ex p o rts  o f  

food  s t u f f s  were o n ly  m otiv a ted  by the d isr u p tio n  in  w orld s u p p l ie s ,  

so  th a t such g a in s depended b a s ic a l ly  on the d u ra tion  of the d isru p tio n  

o f  world s u p p lie s  and the resp o n se  o f  dom estic su p p ly . In d ia  took  

advantage o f  the spurt in  the in te r n a t io n a l p r ic e  o f  su gar, b ecause o f  

the poor sugar cane crop in  b o th  Cuba and B r a z i l ,  to  make the la r g e s t  

co n tr ib u tio n  to  the in c r e a se s  in  i t s  exp ort e a r n in g s , a l l e v ia t i n g  the  

impact o f the r e c e s s io n  in  1974 and 1975. U n it v a lu e  o f  sugar in cr ea se d  

by 2 9 .4  per cent in  1973 and fu r th e r  by 189.0  per cent in  1974 b efore i t  

d e c lin e d  by 7 .0  per cent in  1975; and volume responded when i t  in crea sed  

by 148, 174.7  and 24.1 per cen t through 1973 to 1975. The va lu e  o f  

sugar ex p o rts  in c r e a se d  by 221 per cent in  1973 and fu r th er  by 694 per 

cen t in  1974 b efo re  i t  d e c e le r a te d  by 15 per cen t in  1975. U nlike  

sugar e x p o r ts , I n d ia 's  ga in s from the ex p o rts  o f o i l  cakes and f i s h  

were s h o r t - l iv e d  because o f the quick recovery o f  w orld su p p ly . 

R e s tr ic t io n s  imposed by th e  U .S .A . on the e x p o r ts  o f soyabean meal and 

the u n a v a i la b i l i t y  o f  f i s h  m eal from Peru h elp ed  In d ia  to  b o o st i t s  

export o f o i l  cak es, th o u ^  i t  could n o t e x p lo i t  the h ig h  u n it  value  

r e a l i s a t io n  because of c o n s tr a in ts  on dom estic p ro d u ctio n . In 1973, the

(1 ) Government o f In d ia , Economic Survey « 1 9 7 5 -7 6 , Economic D iv is io n ,  
M in istry  o f  F inance, Government o f  In d ia , New D e lh i, 1976, p. 46.
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v a lu e  o f ex p o rts  in c r e a se d  by 128 per c e n t , a t t r ib u ta b le  to 78  and

28 per cen t in c r e a se s  in  u n it  v a lu e  and volume r e s p e c t iv e ly .  Due to

good soyabean in  the U .S .A . in  1974, la r g e r  Peruvian f i s h  c a tc h e s  and

( 1 )b e t te r  sunflow er crops in  th e  U .S .S .R . , demand sla ck en ed  fu rth er

by the 1974 r e c e s s io n ,  as both  u n it  v a lu e  and volume d e c lin e d  by i?

and 3 3  per cen t r e s p e c t iv e ly ;  and the export v a lu e  f e l l  by 4d per

cen t below 1973 l e v e l .  In  1975, exp ort v a lu e  d e c lin e d  fu r th e r  by 10

per c e n t ,  d e s p ite  th e  s l ig h t  reco v ery  of u n it  v a lu e  by 6 per c e n t ,

owing to  the 15 per cen t d e c l in e s  in  volum e. Export ea rn in g  from f i s h

made s ig n i f ic a n t  in c r e a se s  in  1973 when th ey  in c r e a se d  by 64 per c e n t ,

a t t r ib u ta b le  to  th e  19 per cen t in c r e a s e s  in  u n it  va lu e  and 37 per cent

in c r e a se s  in  volum e. In 1974, ex p o rt v a lu e  d e c lin e d  by 26 per cen t

( 2 )owing to  both  th e poor ca tch  and the unsteady market c o n d it io n s , *

In  1975, v a lu e , volume and u n it  v a lu e  rec o v ered  a t ç g ^ 5 o  and 22 per 

cen t r e s p e c t iv e ly .

C offee  p r ic e s ,  w hich had r i s e n  in  1970 in  the wake o f  th e  poor 

crop in  the w orld , dipped in  1971 b efore  th ey  began to  in c r e a s e  in  1973

( 3 )and readied t h e ir  peak in  m id-1974o Indian  g a in s from c o f fe e  had r e s u lt e d  

from 55 cen t in c r e a se s  in  u n it  va lu e  r e a l i s a t io n ,  s in c e  quantum o n ly  

ro se  by 4 .0  per cen t in  1973. In 1974, owing to  the d ep ressed  c o f fe e  

m arket, exp o rt v a lu e  in c r e a se d  by 12 per cen t w hich g en era ted  from the  

18 per cen t m odest in c r e a se s  in  u n it  v a lu e , s in c e  volume d e c lin e d  by 6 

per c e n t . However, th e  d e c l in e  of B r a z ilia n  crop in  1975 stren g th en ed  the  

demand fo r  In d ian  c o f fe e  whose va lu e  in c r e a se d  by 30 per cent m ain ly  because  

o f  th e 18 per cen t in c r e a se s  in  quantum s in c e  u n it  v a lu e  o n ly  in c r e a se d  by  

11 per cento

( 1) Ib id .,
( 2 ) Government o f  In d ia , Economic Survey, 1 9 7 5 -7 6 , o n .c i t . p . 46.
(3 ) U .N ., World Economic Survey, o n .c i t . .  pp. 208-10 .
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The in c r e a s e s  o f  P a k is ta n 's  r e c e ip t s  from th e ex p o r ts  o f  food  

s t u f f s  reached  th e  peak in  1973, amounting to 0104 m i l l io n  , o r  by 86 

per cen t over th e  p rev iou s y e a r . Such in c r e a se s  o r ig in a te d  from a 

la r g e  r i s e  in  u n it  va lu e  o f  110 per cen t combined w ith  m odest in cr ea se  

o f  25 per cen t in  quantum. N e v e r th e le ss , P ak istan  could  n o t e x p lo i t  

th e la r g e  in c r e a s e s  in  p r ic e  because o f  the c o n s tr a in ts  imposed on 

dom estic s u p p lie s  caused by f lo o d s  and p e s t  a t ta c k s .  Hence, d e s p ite  

the fu r th er  r i s e  in  u n it  va lu e  o f 111 per c a it  in  1974, export earn in gs  

on ly  in c r e a se d  by 24 per cent as quantum d e c lin e d  a b s o lu te ly  by 27 per 

cen t below 1973 l e v e l .  When the quantum rec o v ered  s ig n i f i c a n t l y  a t  

53 per cent in  1975, the d e c e le r a t io n  o f  u n it  v a lu e  a t  36 per cent 

r e s u lte d  in  sm a ll in c r e a s e s  in  export ea rn in g s  o f  5 p er  c e n t ,

P a k is ta n 's  ex p o rts  o f r i c e ,  as th e major food  ex p o rt i t e n ,  gave

a s t r ik in g  exam ple o f  the e f f e c t s  o f  n a tu ra l hazards on ex p o r t volume

and, in  tu rn , exp o rt e a r n in g s . R ice p ro d u ctio n , which was growing

a t 8 .0  per cen t in  1972, slow ed down to 2 .5  per cen t i n  1973 and l e v e l l e d

o f f  a t 0 .6  per cen t in  1974 b efo re  i t  recovered  in  1975 a t 13 .3  per cent,^^^

In view  of the d i f f i c u l t i e s  o f curbing d om estic  consum ption, the

d e te r io r a t io n  o f  output l e v e l s  was r e f l e c t e d  in  a s te e p  f a l l  in  quantum
of

e x p o r ts . T h erefore, P ak istan  m issed  th e o p p o r tu n ity /e x p lo it in g  the 

la r g e  in c r e a se  in  u n it  va lu e o f  r i c e  by 63 per cent in  1973, a^quantum 

on ly  in c r e a se d  by 40 per c e n t ,  th o u ^  the quantum in c r e a se  in  1972 o f  

220 per cen t was matched by a i-^ p er  cen t d e c l in e  in  u n it  v a lu e .

In 1974, d e s p ite  fu rth er  in c r e a s e s  in  u n it  va lu e of 76 per c e n t ,  exp ort 

earn in gs r o se  on ly  by 36 per cent owing to th e  23 per cen t d e c l in e  in

( l )  Government o f  P a k ista n , P ak istan  Economic Survey, 19 7 6 -7 7 , o n .c i t . . 
Table 3 .1 ,  p . 19*
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quantum. M oreover, the 17 per cen t recovery  in  quantum in  1975 occurred  

when demand s la ck en ed  and u n it  v a lu e  d e c lin e d  by 7 per c e n t , le a d in g  to  

a s l ig h t  in c r e a se  in  earn in gs o f 9 per c e n t . S im ila r ly ,  the com binations 

o f dom estic su pp ly  c o n s tr a in ts  and consumption had l im it e d  the g a in s  

from the e x p o r ts  o f  o i l  cakes and f i s h .

Kenya b e n e f ite d  l e a s t  from the 1973 commodity p r ic e  boom because

o f  a com bination  o f drought and dry weather and th e  in a b i l i t y  o f  the major

ex p o rts  to f e t c h  a h igh  u n it  va lu e  r e a l i s a t io n  in  th e w orld  m arkets. 

In c r e a se s  in  the earn in gs o f food  exp orts  in  1973 s ta y ed  a t  the same 

l e v e l  as the p rev iou s year a t  32 per c e n t , as the s l ig h t  in c r e a s e s  in  

u n it  va lu e  o f 15 per cen t had made up fo r  the d e c e le r a t io n  ofquantum  

a t  13 per c e n t .  Export ea rn in g s  in  1974 o n ly  in c r e a se d  by 2 per c e n t , as 

th e 18 per cen t in c r e a se  in  u n it  va lu e were accompanied by 15 per cen t  

d e c l in e s  in quantum. In 1975, exp ort va lu e a b s o lu te ly  d e c l in e d  by 

0 .5  per cen t as quantum con tin u ed  to d e c l in e  a t  3 per cent w h ile  u n it  

v a lu e  d e c e le r a te d  a t 7 per c e n t .

In c r e a se s  in  the ea rn in g s  from c o f fe e  ex p o rts  reached  the peak

a t  44 per cent when both  u n it  value and volume r e g is t e r e d  th e  la r g e s t

( l  )in c r e a se s  o f 21 and 19 per c e n t ,  r e s p e c t iv e ly  in  1973. S evere drought 

in  1974 a f f e c t e d  quantum e x p o r ts  which d e c lin e d  by 5 per c e n t . In  that 

year ea rn in g s  in c r e a se d  by 7 per cen t s in c e  u n it  value was s t i l l  r i s in g  

s lo w ly  a t  13 per c e n t . S lackened  demand in  1975 was r e f l e c t e d  in  the 

a b so lu te  d e c l in e  o f both u n it  va lu e and volume by 3 and 6 per c e n t ,  

r e s p e c t iv e ly ,  r e s u l t in g  in  an 8 per cent f a l l  in  earn in gs below the 

previous y e a r .

( l )  R epublic o f  Kenya, Kenya S t a t i s t i c a l  D ig e s t . V o l. 12, No, 1 (March 1974 ), 
M in istry  o f F inance and P lann ing , N a iro b i, p . 1,
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Tea, a s  a second major Kenyan exp ort o f  f o o d s t u f f s ,  a f t e r  c o f f e e ,  

was b y-p assed  by th e  1973 boom. In  th a t  y e a r , d e s p ite  th e  9 p er cent  

in c r e a se s  in  volum e, ea rn in g s  ro se  by o n ly  3 per cen t owing to th e  6 

per cen t d e c l in e s  in  u n it  v a lu e .  In  1974, the 14 per cent in c r e a se s  

in  exp ort earn in g s were a t tr ib u te d  to the 19 per cen t reco v ery  o f  u n it  

va lu e  as quantum d e c lin e d  by 4 per cent owing to th e  prolonged  p er io d  

o f  drought w hich had con tin u ed  th r o u ^ o u t  197304.^^^ When th e  quantum 

recovered  a t 6 per cen t in  1975, u n it  va lu e in c r e a se d  by o n ly  12 per 

c e n t , r e s u l t in g  in  in c r e a se s  in  export ea rn in g s  o f  18 per c e n t .

Furtherm ore, sev ere  drought had l im ite d  th e  b e n e f it s  w hich could  

be r e a l i s e d  from e x p lo i t in g  the h igh  p r ic e s  o f  other fo o d s tu f f s  in  

th e world m arket. The government o f  Kenya im posed a temporary ban 

on the ex p o rts  o f  foods in  1974. Export ea rn in g s  from meat d e c lin e d  

by 24 per cent during the 1973 peak d e s p ite  the 25 per cen t r i s e s  in  

u n it  va lu e due to the 40 per cent d e c lin e  in volum e. Though volume 

exp orts  rem ained a t  th a t  l e v e l  in  1974, earn in gs in c r e a se d  by 18 per 

cen t owing to  fu r th e r  16 per cent in c r e a se s  in  u n it  v a lu e . When volume 

recovered  a t 22 per cen t in  1975, va lu e rose  o n ly  by 12 per cen t as the  

slack en ed  demand induced 9 per cen t d e c l in e s  in  u n it  va lu e below  1974 

l e v e l .  As t h i s  u n fortu n ate  example was re p e a te d  in  o th er fo o d s tu f f s  

such as p in ea p p le , beans, peas and b u tte r , th e  country l o s t  the b e n e f it  

o f the boom and in cu rred  the burden o f  the r e c e s s io n .

(1 ) R epublic o f  Kenya, Kenya S t a t i s t i c a l  D ig e s t . V o l. 13, No. 3 (September 
1975), M in istry  o f  F inance and P lann ing , N a iro b i, p . 2,
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The Exports o f  Crude M a ter ia ls

Table 6 -4  shows th e  y e a r - to -y e a r  changes in  u n it  v a l u e a«d quantum 

in d ic e s  o f  ex p o rts  as w e l l  as changes in  exp ort ea rn in g s  in  current 

U .S . 0  o f the ex p o rts  o f  crude m a ter ia l o f I n d ia , P a k ista n  and Kenya 

during the p er io d  1971-75. In  g e n e r a l, th e  fa c to r  advanced above which  

had governed the ex p o r ts  o f  f o o d s tu f f s  o f the th ree  c o u n tr ie s  a ls o  

in flu e n c e d  th e  exp ort o f  raw m a te r ia ls  produced in  the a g r ic u ltu r a l  

s e c to r .  Furtherm ore, e x p o r ts  o f  raw m a te r ia ls  tend  to  be more 

r e sp o n siv e  than th ose  o f  fo o d s tu f f s  to  v a r ia t io n s  in  world econom ic 

a c t i v i t y ,  e x h ib it in g  h ig h er  income and p r ic e  e l a s t i c i t i e s  o f  demand*

I n d ia 's  ex p o rt ea rn in g s from crude m a te r ia l in c r e a se d  by 32 per  

cent a t th e ir  peak in  1973 which are e q u a lly  a t tr ib u te d  to u n it  value  

and quantum which r o se  by 15 and 14 per cent r e s p e c t iv e ly .  In  1974, 

export ea rn in g s  d e c e le r a te d  a t  19 per c e n t , a t tr ib u ta b le  to  the 24 

per cent r i s e s  in  u n it  v a lu e , s in c e  volume d e c e le r a te d  a t 5 per cent*

In 1975 the r i s e  in  earn in gs rem ained s l i g h t l y  h igher than th e  year  

b efore  owing to  the 31 per cen t r i s e  in  u n it  va lue as volume le v e l le d  

o f f  a t 0 .2  per cent*

In d ia  i s  a s ig n i f ic a n t  ex p o rter  o f  m in era ls  p a r t ic u la r ly  ir o n  ore  

and manganese. The u n it  v a lu e  r e a l i s a t io n  o f  ir o n  ore i s  in f lu e n c e d  

more by c o n tr a c tu a l arrangem ents than by a v o l a t i l e  d a i ly  m arket. In  

1973, u n it  v a lu e  ro se  s l i ^ t l y  by 6 per c e n t , w h ile  quantum in cr ea se d  by 

14 per c e n t , r e s u lt in g  in  21 per cent in c r e a se s  in  v a lu e  o f  ex p o rts  over the 

1972 l e v e l .  In 1974, the a c c e le r a t io n  o f  u n it  va lu e a t  32 per cent was 

r e sp o n s ib le  fo r  the 21 per cent in c r e a se s  in  exp ort va lu e s in c e  quantum 

o f ex p o rts  d e c lin e d  by 8 per cent below 1973 l e v e l .  In  1975, exp ort  

earn ing  in c r e a se d  by ^3 P^r cen t caused by the s l ig h t  reco v ery  o f volume
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Table 6-4

The Y ear-to-Y ear Changes in  th e  Ex-ports o f  Crude M a ter ia ls  (s iT O -2 ) 
o f  I n d ia . P a k ista n  and Kenya. 1971-75

Changes from the P reced ing  
Year in  the Index Numbers o f : 
(1970 = 100)

ExportsJ F .O .B .

U nit Value Quantum M illio n s o f  
Current US 

0

Changes from th e  
p reced in g  y ea r .

In d ia

1971 -  0 .7 -  3 ,3 327 ,9 -  0 .9 — 0 .3

1972 + 4 .9 -  3 .2 3 2 8 .4 + 0 .5 + 0 .2

1973 +15,1 + 13 ,6 432,1 + 103 .7 +31,6

1974 + 23,6 + 5,*2 511 ,9 + 7 9 .8 + 18 .5

1975 +31.1 + 0 .2 615 .7 + 103 .8 + 20 .3

P ak istan

1971 + 18,4 + 64 .0 159.3 + 8 6 .6 +119,1

1972 + 62 ,6 + 41 .7 1 51 .2 — 8 . 1 -  5.1

1973 +124.9 -2 5 .4 121.6 -2 9 ,6 -1 9 .6

1974 + 58 .8 + 3 .3 144 .4 + 2 2 .8 + 18 ,8

1975 - 1 3 .4 + 20 .9 175 .4 + 31 ,0 +21.5

Kenya

1971 + 11 .8 + 4 6 ,4 3 2 .0 + 5 ,2 +19*4

1972 + 11 .2 + 14 .6 4 0 .4 + 8 .4 + 26.3

1973 + 52.5 + 17.6 6 6 .0 + 25 .6 +63.4

1974 + 52.6 35,1 101.1 +35.1 + 53 ,2

1975 -2 3 .5 - 2 7 .8 7 9 ,5 —2 1 .6 —21.4

Source; See fo o tn o te , Table 6-1
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a t  4 per c e n t ,  though u n it  v a lu e  s ta r te d  to d e c e le r a te  a t  29 per c e n t .

The r e a l i s e d  u n it  v a lu e  o f manganese ore ro se  s l i g h t l y ,  in  1973» by 

13 per c e n t , w h ile  quantum o f  e x p o r ts  d e c lin e d  by 3 p er  c e n t ,  le a d in g  

to  in c r e a s e s  in  v a lu e  o f  8 per c e n t , Tl® s ig n i f i c a n t  in c r e a s e s  in  

u n it  va lu e  o f  manganese o f 41 per cen t which occu rred  o n ly  in  1974 

when the p r ic e s  o f  o th er com m odities slow ed do™ , accompanied a la r g e  

in c r e a se  o f  30 per cen t in  quantum of e x p o r ts , r e s u l t in g  in  83 per cent 

in c r e a se s  in  e a r n in g s . However, in  1975» owing to the s la ck en ed  dan and, 

exp ort ea rn in g s  in cr ea se d  s l i g h t l y  by 0-5" per cent s in c e  volume d e c lin e d  

by 23 per cen t and u n it  v a lu e  d e c e le r a te d  a t 31 per c e n t .

In d ia  d id  n o t b e n e f it  from the upsurge in  c o tto n  p r ic e  which took  

p la ce  in  1973 as In d ia  i s  not o n ly  an in s ig n i f i c a n t  ex p o rter  but a lso  

an im porter o f raw c o tto n . Export ea rn in g s in c r e a se d  by 50 per cent in  

1973 which can be a t tr ib u te d  to  the 45 per cen t in c r e a se s  in  volume as  

u n it  va lu e  r o se  by o n ly  4 per c e n t . In  1974, exp ort ea rn in g s  d e c lin e d  

by 53 per cen t owing to the 64 per cen t de .crea ses  in  volum e, d e sp ite  

the 29 per cen t r i s e s  in  u n it  v a lu e . In 1975» the 163 per cen t in c r e a se s  

in  exp ort v a lu e  o r ig in a te d  from the 160 per cent in c r e a s e s  in  volume 

as u n it  v a lu e  l e v e l l e d  o f f  a t  1 . ^  per c e n t ,

P a k ista n  m issed  th e o p p o rtu n ity  of e x p lo i t in g  the upsurge o f the

p r ic e s  o f i t s  ex p o rts  o f  raw m a te r ia ls  in  the in te r n a t io n a l  m arket in

1973 because o f the c o n s tr a in ts  on the su pp ly  o f  e x p o r ta b le s . During

th a t y ea r , ex p o rt ea rn in g s from crude m a te r ia ls  d e c lin e d  by 20 per cent

below the 1972 l e v e l ,  d e s p ite  the 125 per cent r i s e  in  u n i t  v a lu e , owing

to  th e 25 per cen t f a l l  in  ex p o rt volum e. In  1974, exp ort ea rn in g s

p a r t ly  reco v ered  by 19 per c e n t ,  an in c r e a se  a t t r ib u ta b le  to the 59 per 
value-

cen t r i s e s  in  unit^ and the v e r y  s l i g h t  reco v ery  o f  3 per cent r i s e  in
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volum e. Export e a r n in g  con tin u ed  to in c r e a se  by 22 per cen t i n  1975, 

d e s p ite  th e 13 per c en t d e c l in e  in  u n it  v a lu e , owing to th e  21 per 

cen t r i s e  in  exp ort volum e.

In f a c t  th e  s iz e  o f th e  c o tto n  crop in  P ak istan  d eterm in es n o t  

o n ly  the e x p o r ts  o f  c o tto n  but a ls o  the econom ic a c t i v i t i e s  r e la t e d  to  

co tto n  t e x t i l e  which account fo r  72 per cent of the la r g e  s c a le  in d u s tr y .  

The upsurge in  the in te r n a t io n a l  c o tto n  market c o in c id e d  w ith  a p er io d  o f  

continuous d e te r io r a t io n  in  the output caused by drought, f lo o d , p la n t  

d is e a s e s  and p e s t  a t ta c k s . P rod u ction  r e g is t e r e d  a sm a ll drop o f  0*8 

per cen t in  1972 which was fo llo w e d  by a la r g e  d e c l in e  o f  6 .2  per cen t  

in  1973 and 3 .7  per cen t in  1974, and then ended i n  a d r a s t ic  drop of 

19 per cen t in  1975.^^^

The v a lu e  o f  c o tto n  e x p o r ts  d e c lin e d  by 27 per cent in  1973 owing  

to  the 39 per cen t drop in  volum e, th o u ^  u n it  va lu e r o se  by 19 per cent*  

The continuous r i s e  in  u n it  v a lu e  during 1974 induced th e 24 per cent 

in c r e a se s  in  export ea rn in g s , s in c e  volume con tin u ed  i t s  d e c l in e  a t  

6 per cen t below 1973 l e v e l .  The reco v ery  of exp ort volume by 32 per cen t  

during 1975 gen erated  the 32 per cent r i s e  in  v a lu e  s in c e  u n it  v a lu e  

s l i g h t l y  dropped. E xports o f  co tto n  w aste fo llo w e d  in  th e  same way*

In  g en era l raw wool en tere d  th e 1970s a t  a low p r ic e  but g r e a t ly  

improved in  1972 and 1973 b efo re  i t  q u ick ly  l o s t  ground in  1974 and reached  

i t s  lo w est  l e v e l  in  1975, F o llo w in g  the la r g e  in c r e a se  o f  1972, P a k is ta n 's  

exp ort ea rn in g s  from raw wool in c r e a se d  by on ly  41 p er cen t in  1973, 

due to  the 60 per cent in c r e a s e s  in  u n it  v a lu e , - d e s p ite  th e  12 per cent

(1 ) Government o f P a k is ta n , P a k ista n  Basic f a c t s ,  197 5 -7 6 , o n .c i t . . p . 140,
( 2 ) Government o f P alcistan , P a k ista n  Economic Survey, 19~67-77, o n .c i t . .

Table 3 . 4 , p . 22*
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d e c lin e  in  volum e. As th e  demand weakened in  1974» u n it  v a lu e  d e c e le r a te d  

a t  28 per cen t and exp ort v a lu e  d e c lin e d  by 38 per cen t a t tr ib u ta b le  to  

th e  la r g e  f a l l  in  volume o f  52 per c e n t . In 1975, the e f f e c t  o f th e  26 

per cen t d e c l in e  in  u n it  v a lu e  on exp ort ea rn in g s  was a l l e v ia t e d  by 

the 34 per cen t recovery  in  volum e. S im ila r ly , the sm a ll in c r e a se  o f  

11 per cen t in  the earn in gs from the ex p o rts  o f  h id e s  and sk in s  in  1973 

came from t h e 2 9 per cent in c r e a s e s  o f u n it  v a lu e  as quantum -declined  by 

14 per c e n t . As the w orld demand slack en ed , P a k is ta n 's  u n it  va lu e  

r e a l i s a t io n  from the ex p o r ts  o f  h id e s  and sk in s  d e c l in e d  by 26 per cent 

in  1974 and fu r th e r  30 per cen t in  1975, though th e  quantum r o s e  by 133 

and 56 per cen t r e s p e c t iv e ly .  During th ese  two y e a r s , ea rn in g s  

in cr ea se d  by 72 per cent in  1974 b e fo re  they  d e c e le r a te d  a t  10 per cent 

in  1975.

K enya's ea rn in g s  from the exp orts  o f  crude m a te r ia l in c r e a se d  by  

0 26 m i l l io n  in  1973; or by 63 per cent over the p rev iou s y e a r . Such 

in c r e a se s  b a s ic a l ly  o r ig in a te d  from the r i s e  in  u n it  va lu e  which amounted 

to  53 per cen t as quantum in c r e a se d  by 18 per cent o n ly .  In  1974, the 

in c r e a se s  o f ea rn in g s  amounted to 035 m il l io n  , or by 53 per cent over  

the p rev iou s y e a r . In  the same y ea r , w hile  the in c r e a se s  o f  volume were 

as much as tw ice  th ose  o f  the p rev io u s  y e a r , u n it  va lu e r o s e  by 53 per  

c e n t . In  1975, slack en ed  demand induced a f a l l  in  both u n it  va lu e and 

volume by 24 and 29 r e s p e c t iv e ly ,  and the ex p o r ts  ea rn in g s  co n seq u en tly  

d ec lin e d  by 21 per cent below the p rev ious year*

S is a l  gave the most o u tsta n d in g  perform ance among K enya's exp orts  

o f  raw m a ter ia ls*  In  1973, the 131 per cent in c r e a se s  in  ea rn in g  o r ig in a te d  

from the la r g e  r i s e  in  u n it  v a lu e  of 99 per c e n t , s in c e  quantum in cr ea se d  

by on ly  16 per cen t over the p rev iou s y e a r . In 1974, the com bination o f  

a la r g e  r i s e  in  both u n it  v a lu e  and volume by 121 and 61 r e s p e c t iv e ly  added
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225 per cen t to  exp ort ea rn in g s  o f  S i s a l .  By 1975 's  r e c e s s io n ,  export 

earn in gs d e c l in e d  by 57 per cen t which, can be a t tr ib u te d  to  th e  f a l l  

o f  both u n it  v a lu e  and volume by 27 and 41 per cen t r e s p e c t iv e ly .

However, the d e c l in e  in  volume during 1975 i s  n o t  o n ly  caused by weak 

demand but a ls o  by th e  f a i lu r e  o f  output which dropped by more than  

one h a l f  the p rev io u s y e a r 's  output owing to in s u f f i c i e n t  r a i n f a l l .

Pyrethrum, coming a f t e r  s i s a l ,  r e p r e se n ts  the second source o f  

fo r e ig n  exchange among K enya's ex p o rts  o f  raw m a te r ia ls .  I t s  p r ic e s  

were d ep ressed  during the 1973 commodity boom, d e c l in in g  by 13 per 

cen t below the p rev ious y e a r . Hence, the s l i g h t  in c r e a se s  in  volume 

o f  2 per cen t could  n ot prevent the d e te r io r a t io n  in  ex p o rt earn in gs  

which d e c lin e d  by 20 per c e n t . In  1974, u n it  va lu e  cou ld  on ly  have 

recovered  by an amount eq u al to 1973's  d e c l in e s ,  w h ile  volume in crea sed  

g r e a t ly  by 33 per cent and e a r n in g s , th e r e fo r e , in c r e a se d  by 54 per c e n t .

In  1975, exp ort earn in g s d e c lin e d  by 15 per cent d e s p ite  th e  s l ig h t  

in c r e a se s  in  both  u n it  va lu e  and volume by 4 and 7 per cen t r e s p e c t iv e ly .  

The d e c l in e  in  export ea rn in g s  was caused by the d e c l in e  in  p r ic e  and 

volume o f  pyrethrum e x tr a c ts  ra th er  than i t s  f lo w e r s .

H ides and sk in s  are the th ir d  im portant item  among K enya's ex p o rts  

o f raw m a te r ia ls ,  Kenya could  n o t b e n e f it  from the in c r e a se s  in  u n it  

v a lu e  o f h id e s  and sk in s in  1973 which amounted to 76 per c e n t . During 

th a t y e a r , th e  r i s e  in  ex p o rt earn in gs amounted to  o n ly  37 per cent 

owing to the 22 per cen t d e c l in e s  in  volume a t tr ib u te d  to  th e  weather  

c o n d it io n s , If/hen the volume recovered  s l i g h t l y  by 10 per c e n t , the  

slack en ed  demand induced 22 per cent d e c l in e s  in  u n it  v a lu e , r e s u lt in g  in  a 

14 per cent f a l l  in  exp ort ea rn in g s . In 1975, earn in gs from h id e s  and 

sk in s in c r e a se d  o n ly  by 22 per cent over 1974 le v e l  d e s p ite  the 32 per 

cen t r i s e  in  exp ort volume s in c e  u n it  va lue d e c lin e d  by 7 per c e n t .
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F in a l ly ,  K enya's exp ort o f  c o tto n  was b y-p assed  by the boom p r ic e s  

s in c e  i t s  u n it  va lu e  in cr ea se d  by l e s s  than 1 per cent in  1973 . During 

th a t y ea r , the 13 per cen t in c r e a s e s  in  exp ort ea rn in g s  were o n ly  

ach ieved  by the equal r i s e  in  quantum. In 1974, d e s p ite  th e  19 per 

cen t r i s e  in  u n it  v a lu e , ex p o rt earn in g s d e c lin e d  by 17 per c en t due 

to  th e 31 per cen t d e c l in e s  in  volume w hich was caused by th e  f a l l  o f  

both dom estic output and e x te r n a l demand. In  1975, d e s p ite  th e  d e c lin e  

o f  volume by 9 per c e n t , ea rn in g s  in crea sed  by 13 per cen t caused by  

th e  r i s e  o f  u n it  v a lu e  by 25 per c e n t .

The E xports o f  Chem icals

In g e n e r a l, d e s p ite  th e  e f f o r t s  o f  the th ree c o u n tr ie s  to  in c r e a se  

quantum ex p o r ts  o f ch em ic a ls , s ig n i f ic a n t  r i s e s  in u n it  v a lu e s ,  m ostly  

a t tr ib u ta b le  to  world i n f la t i o n ,  happened o n ly  by 1974 when world demand 

l e v e l l e d  o f f  and s ta r te d  to  d e c l in e .  M oreover, th e  s la ck en ed  w orld  

demand fo r  chem ica ls was r e f l e c t e d ,  u n lik e  th e  primary p ro d u cts, more 

in  d e c l in e s  ofquantum than o f  u n it  v a lu e . Table 6 -5  shows th e  y e a r -to -y e a r  

changes in  u n it  va lu e  and quantum in d ic e s  as w e l l  as changes in  exp ort  

earn in gs in  current U .S . 0  o f  the ex p o rts  o f  chem icals o f I n d ia ,

P ak istan  and Kenya during the p er iod  1971-75 .

I n d ia 's  exp ort ea rn in g s from chem icals in crea sed  by 019 m i l l io n ,  o r  

38 per cen t over the p rev iou s year , during th e  1973 boom. Such in c r e a se s  

were b a s ic a l ly  gen erated  from the 27 per cent r i s e s  in  quantum s in c e  u n it  

v a lu e  ro se  in s ig n i f i c a n t ly  by 9 per c e n t . When w orld demand lo s t  i t s  

s tren g th  in  1974, quantum in c r e a se d  by 5 per cent w h ile  u n it  v a lu e , r i s in g  

by 70 per c e n t , la r g e ly  co n tr ib u ted  to the 045 m il l io n  in c r e a se s  in  export  

ea rn in g s . During the 1975 r e c e s s io n ,  export ea rn in g s  a b s o lu te ly  d e c lin e d



The Y ear-to-Y ear 0hanses in

Table 6-5  

the Exports o f Chem icals (SITC-5) o f In d ia ,

228

P ak istan  and Kenya, 1971-75

Changes from th e  P reced in g  Year E xports P .O .B .
il l  iiiu ex  
(1970 = 100)

U nit ¥ a lu e

iiujuiuyx 5 wx #

Quantum

M ill io n s  of  
Current U .S . 
_ 0

Changes from 
the preceding  

year

In d ia

1971 — 6 .0 — 6 .2 4 4 .2 -  2*3 -  4 .9

1972 -  0*3 + 11 .4 50*3 + 6*1 + 1 3 .8

1973 + 8 .6 + 26.9 6 9 .4 +19.1 +38*0

1974 +70.1 + 5 .4 114 .4 +45*0 +64*8

1975 + 15.6 —1 0 .0 111*0 -  3 .4 -  3 .0

P ak istan

1971 + 2 0 .8 -3 2 .1 5*2 + 1.1 +26*8

1972 + 3 1 .8 -  7 .7 4 .0 — 1*2 -23 .1

1973 + 54 .3 +76.1 7 .5 + 3 .5 + 87 .5

1974 + 9 6 .4 +107.1 11.7 + 4*2 + 5 6 .0

1975 +38 .9 — 2 .8 13.3 + 1.6 + 13 .7

Kenya

1971 + 17 .3 -  3 .2 26*2 + 2 .9 + 12 .4

1972 + 38 .7 —21.6 28*0 + 1 .8 + 6 .9

1973 + 17 .6 + 15.5 3 7 .5 + 9*5 + 33*9

1974 +55.1 —12.6 40*9 + 3 .4 + 9.1

1975 + 58 .7 —26* 1 3 3 .4 -  7 .5 -18*3

Source; See fo o tn o te  Table 6 -1 .
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by 3 per cent as u n it  va lu e  in c r e a se s  h a lte d  a t  16 per cen t and quantum 

d ec lin e d  by 10 per cen t below  the p rev iou s year*

The o u tsta n d in g  perform ance o f  chem ical ex p o r ts  from P a k ista n  was 

enhanced by th e r i s e  in  th e  p rod u ctive  c a p a c ity  in  1973. During th a t  

y ea r , exp ort ea rn in g s  in cr ea se d  by 04 m il l io n  or 88 per cen t over the  

p rev iou s y ea r . These were gen erated  from th e r i s e s  in  both  u n it  v a lu e  

and volume by 54 and 76 per cent r e s p e c t iv e ly .  In  1974» ex p o rt earn in g s  

in cr ea se d  by 04 m i l l io n ,  o r  56 per c e n t , w hich r e s u lt e d  from th e  r i s e  

of both u n it  v a lu e  and volume by 96 and 108 per cent r e s p e c t iv e ly .  By 

1975» exp ort earn in g s d e c e le r a te d  a t  14 per cent as th e  r i s e  in  u n it  

v a lu e  slow ed do™ to  39 per c e n t ,  w h ile  quantum a b s o lu te ly  d e c lin e d  by 

3 per cent*

During th e  1973, peak, u n it  v a lu e  o f  chem ical e x p o r ts  from Kenya, 

r i s in g  by 18 per c e n t , d id  n o t record  a s ig n i f i c a n t  in c r e a s e .  The 34 

per cent in c r e a s e s  in  exp ort earn in gs b a s ic a l ly  o r ig in a te d  from the 16 per 

cen t r i s e s  in  quantum. In  1974, the sm all in c r e a se  o f  9 per cent in  

exp ort ea rn in g s came from the 55 per cent in c r e a se s  in  u n it  va lu e  as 

quantum d e c lin e d  by 13 per c e n t . In  1975, the 26 per cent f a l l  in  quantum 

caused a d e c l in e  o f  18 per cen t in  ea rn in g s , though u n it  va lu e r e g is te r e d  

a fu r th er  in c r e a se  o f  59 per c e n t .

The Exports o f  B asic  M anufactures

Table 6 -6  shows the y e a r - to -y e a r  changes in u n it  va lueand  quantum 

in d ic e s  as w e ll  as changes in  export ea rn in g s in  current U .S . 0  of the 

exp orts  of b a s ic  m anufactures o f In d ia , P ak istan  and Kenya during the
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o f  In d ia , P a k ista n  and Kenya, 1921-75

Changes from the P reced in g  
Year in  the Index Numbers o f ; 
(1970 = 100)

E xports F .O .B ,

U nit Value Quantum M illio n s  o f  
Current US 0

Changes from the  
n reced in #  year

In d ia
1971 + 6 ,3 -  4 ,8 8 6 4 ,9 + 3 9 .2 + 4 .7

1972 + 1 3 .9 + 4,1 1021 .2 + 156 ,3 +18,1

1973 + 20 ,6 + 4 ,3 1230.5 + 209 ,3 + 20,4

1974 + 39 .5 -  7 ,5 1388 ,4 + 157 ,9 + 1 2 ,8

1975 + 9 .2 + 9 .2 1589,3 + 200 ,9 + 14,5

P a k ista n
1971 + 1 1 .8 + 21 ,5 260 ,7 +64» 2 +32 ,7

1972 +89 0 7 + 35 ,6 329,5 + 6 8 ,8 + 26 .4

1973 + 163 ,3 +8 ,3 47 4 ,0 +144,5 +43 ,9

1974 +41 # 9 -2 2 ,1 46 0 ,4 - 13,6 —2 ,9

1975 - 4 3 .6 + 11 ,0 4 5 9 ,3 — 1,1 — 0,3

Kenya
1971 + 14 .4 -  9 .5 27 ,9 + 2 ,7 + 10,7

1972 + 14 .9 - 19.0 24 .3 -  3 .6 —1 2 ,9

1973 + 34 ,3 + 6 .3 3 3 .5 + 9 ,2 + 37 .9

1974 +30 .9 + 15.4 50 ,0 + 16 .5 + 49 .3

1975 +44 0 6 - 19.0 4 7 .4 — 2 .6 -  5 ,2

Source; See fo o tn o te s  Table 6-1
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p eriod  1971-75 . In  g e n e r a l, dom estic fa c to r s  which a f f e c t e d  th e  exp orts  

o f primary p rod u cts in f lu e n c e d  th e  exp orts  o f  b a s ic  m anufactured goods 

w hich depend on a g r ic u ltu r a l raw m a te r ia ls  a s  b a s ic  in p u ts .

In c r e a se s  in  I n d ia 's  exp ort earn in g s from b a s ic  m anufactures in  

1975, amounted to  0209 m il l io n  , or 20 per cen t above th é  p rev io u s  y ea r , 

gen erated  b a s ic a l ly  from th e  21 per cen t r i s e  in  u n it va lu e  s in c e  volume 

■increased m o d estly  by 4 per c e n t . In  1974, the in c r e a se s  in  ea rn in g s  

which slow ed down to 13 per cen t were gen erated  from th e 40 per cen t r i s e s  

in  u n it  v a lu e  as volume f e l l  a b s o lu te ly  by 8 per c e n t . D uring the 1975 

r e c e s s io n ,  the 15 per cen t in c r e a s e s  o f  earn in gs r e s u lt e d  la r g e ly  from 

the 9 per cen t recovery  of volume s in c e  u n it  va lu e d e c e le r a te d  by 9 per  

cen t.

The m odest in c r e a se s  in  quantum ex p o rts  o f  In d ia  during  1973 are  

caused by th e  d e c l in e  in  th e ex p o rts  o f  ju te  and le a th e r  m anufactures 

which are co n sid ered  the major item  in  th a t group. U n it v a lu e  o f ju te  

which did  n o t b e n e f it  from the boom p r ic e ,  tTeclinecT h y  6 ‘ p er  cen t w h ile  

earnings declined . by g per cent due to th e 3 per cen t d e c l in e s  in

volum e. E arnings ih c te a -se d  ±xi 1974 at5o per cen t because o f  th e  sm all 

recovery  o f  volume and the ihcre'A se of u n it  v a lu e . During th e 1975 

r e c e s s io n ,  the earn in g s d e c lin e d  by 17 per cen t because o f  the f a l l s  o f  

both  u n it  v a lu e  and volume by 3 and 15 per cen t r e s p e c t iv e ly .  In  the 

case  of le a th e r  m anufactures, exp ort ea rn in g s  s ta g n a te d  in  1973 as the 

e f f e c t s  o f  th e  72 per cen t r i s e s  in  u n it  va lue were c a n c e lle d  out by the  

43 per cen t d e c l in e  in  volum e. Earnings d e c lin e d  by 16 per cent in  1974, 

m ainly due to  th e 26 per cent d e c l in e s  in  volume s in c e  th e  r i s e  in  u n it  

v a lu e  slow ed do™  by 14 per c e n t . In 1975, earn in gs reco v ered  a t  39 per 

cen t m ainly because o f the recovery  o f volume by 26 per c e n t . Earnings from
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the ex p o rts  o f  both m ill-m ade and hand-loom co tto n  reached  t h e ir  peak  

in  1973, in c r e a s in g  by 93 and 96 r e s p e c t iv e ly .  T heir ea rn in g s  d e c lin e d  

in  1974 by 20 and 10 per cen t r e s p e c t iv e ly  because o f  th e  f a l l s  of 

th e ir  volum es by 43 and 27 r e s p e c t iv e ly .  During 1973, the s lack en ed  

demand le d  to  the d e c l in e  o f  u n it  v a lu e  o f  m ill-m ade c o tto n  by 14 per 

cen t and the slow  down o f  th a t  o f hand made c o tto n  by io  per cen t which  

r e s u lte d  in  a f a l l  o f  exp ort earn in gs o f  the former by 3 p er  cen t and 

a r i s e  in  the l a t t e r  by 30 p er  cen t.

D esp ite  th e  h igh  u n it  v a lu e  th a t  P a k ista n  cou ld  have r e a l i s e d  fo r  

i t s  ex p o rts  o f  b a s ic  m anufactures, v a r ia t io n s  in  exp ort ea rn in g s  depend 

la r g e ly  on th e  s t a t e  o f th e  su p p ly  o f  ex p o rts; p a r t ic u la r ly  raw co tto n  

whose p rod u ction  l e v e l  i s  v u ln e r a b le  to  d om estic  c o n d it io n s . Earnings 

from the ex p o rts  o f  b a s ic  m anufactures in c r e a se d  by 0145 m il l io n  , or 

by 44 per c e n t ,  in  19 7 3 , which came b a s ic a l ly  from th e  163 per cen t r i s e s  

in  u n it  v a lu e  as volume in c r e a se d  by on ly  8 per c e n t . In  1974, earn in gs  

a b s o lu te ly  d e c l in e d  by 3 per cen t because o f  th e  22 per cen t f a l l  in  

volume a s s i s t e d  by the slow  down o f  u n it  va lu e a t  42 per c e n t . Earnings 

d e c lin e d  fu r th e r  by 0 ,3  per cen t in  1975, d e s p ite  the p a r t ia l  r e c o v e iy  o f  

volum e, by 11 per c e n t , owing to th e  a b so lu te  d e c l in e  in  u n it  va lu e  by 44 

below the p rev io u s  y ea r .

Owing to  the d e c lin e  in  raw co tto n  output in  1973, P a k is ta n  could  

n ot e x p lo i t  th e  la r g e  in c r e a s e s  in  u n it  v a lu e  o f both c o tto n  y a m  and 

fa b r ic  by 65 and 69 per cen t r e s p e c t iv e ly .  During th a t y e a r , earn ings  

from c o tto n  yarn and fa b r ic  o n ly  in c r e a se d  by 48 and 63 p er cen t because  

o f the f a l l s  o f  th e ir  volum es by 10 and 4 per cen t r e s p e c t iv e ly .  The 

continuous d e c l in e s  in th e ir  volum es in  1974 by 38 and 14 per cent  

r e s p e c t iv e ly ,  a s s i s t e d  by th e d e c e le r a t io n  o f  th e ir  u n it  v a lu e s  by 14 and
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19 per c e n t , le d  to  the d e c l in e  o f the exp ort ea rn in g s o f  c o tto n  yarn  

by 29 per cen t and s ta g n a tio n  in  c o tto n  fa b r ic  e a r n in g s . In  1973, the  

earn in g s o f  both  o f them d e c l in e d  by 15 and 2 per c e n t ,  owing to the  

r e c e s s io n - in d u c e d  d e c l in e s  in  th e ir  u n it  va lu e  by 20 and 15 per c e n t ,  

d e s p ite  the p a r t ia l  recovery  o f  th e ir  volume by 7 and 16 per c e n t .  

A d d it io n a lly , ea rn in gs from the ex p o rts  o f  le a th e r  m anufacturers  

in cr ea se d  by o n ly  54 per cen t in  1975, in  s p i t e  o f  th e  48 per cen t  

r i s e  in  u n it  v a lu e , owing to the 9 per cen t d e c l in e  in  volum e. M oreover, 

such earn in g s d e c lin e d  a b s o lu te ly  in  1974 by 18 per cent because o f  the  

50 per cen t d e c l in e  in  volum e, th o u ^  u n it  v a lu e  r e a l i s e d  sm all r i s e s  

o f 16 per c e n t . In 1973, ea rn in g s  recovered  by 25 per cent in  1973 owing 

to  the in c r e a se s  in  volume o f  26 per c e n t , but a t the tim e o f  slack en ed  

demand, u n it  v a lu e  d e c lin e d  by 3 per c en t.

The in c r e a se s  in  K enya's exp ort ea rn in g s from b a s ic  m anufactures in  

1973 amounted to  09 m il l io n  , or 38 per cent over th e  p rev io u s  y e a r . These 

were la r g e ly  gen erated  from the 34 percent r i s e s  in  u n it  v a lu e , a s  quantum 

in cr ea se d  o n ly  by 6 per c e n t . In c r e a se s  o f  ea rn in g s  reached  i t s  peak in  

1974 a t 49 per cen t when volume in cr ea se d  by 15 per cen t and u n it  value by 

31 per c e n t . During the 1973 '•'recession , ea rn in g s  a b s o lu te ly  d e c lin e d  by 

5 per cen t below 1974 l e v e l  owing to the 19 per cen t f a l l s  in  quantum, 

though u n it  v a lu e  ro se  fu r th e r  by 43 per cent*

Export ea rn in g s  from the most im portant item s o f  b a s ic  m anufactures 

o f  Kenya s ta g n a ted  or even d e c lin e d  during the 1973 peak. Export earn ings  

from the ex p o r ts  o f  cement and m etal c o n ta in ers  s ta g n a ted  during 1973, 

as th e ir  u n it  v a lu e s  ro se  s l i g h t l y  by 5 and 4 per cen t over the p rev iou s  

y ea r , w hile  t h e ir  volume d e c lin e d  by 4 and 3 per cent r e s p e c t iv e ly ,  below  

the p rev iou s y ea r . Demand fo r  th ese  item s in  1974 was stro n g er  than in  

1973. This can be ex p la in ed  by the fa c t  that K enya's e x p o r ts  o f  m anufactures
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are d ir e c te d  to  d ev e lo p in g  c o u n tr ie s  which came to  u se  t h e ir  im port 

c a p a c i t ie s  in  1974 which were enhanced by fo r e ig n  exchange accum ulated  

during 1973 boom. Thus, in  1974 u n it  v a lu e s  o f  both cm en t and m eta l 

co n ta in ers  r o se  by 40 per cen t and th e  volum es o f  t h e ir  ex p o rts  in crea sed  

by 18 and 59 per cen t r e s p e c t iv e ly .  During th a t y e a r , ex p o rt earn in g s  

from cement and m eta l co n ta in e r s  ro se  by 66 and 93 per cen t r e s p e c t iv e ly ,  

over the p rev io u s  y e a r . During 1975, the ex p o rt volume o f  cement rose  

s l i g h t l y  by 3 per c e n t , w hereas th a t  o f m eta l c o n ta in e r s  d e c lin e d  

a b s o lu te ly  by 53 per c e n t . During th a t y ea r , ex p o rt ea rn in g s  from 

cement d e c e le r a te d  a t 32 per c e n t ,  w h ile  th o se  from th e ex p o r ts  o f  

m etal c o n ta in e r s  a b s o lu te ly  d e c lin e d  by 36 per cen t below  1974 l e v e l .

The s i g i i f i c a n t  in c r e a se s  in  exp ort ea rn in g s during 1973 boom 

were o n ly  o b ta in ed  from the exp ort o f  base metaJs where ea rn in g s  rose  

by 302 per cen t over 1972 l e v e l  owing to  th e r i s e  in  both u n it  va lu e  

and volume by 86 and 116 per cen t r e s p e c t iv e ly .  Hoviever during 1974, 

the r i s e  in  exp ort earn in gs from the exports^ base m etal h a lte d  to  101 

per c e n t , as the in c r e a se s  in  both  u n it  va lu e  and volume slow ed down 

a t 40 and 43 per cent r e s p e c t iv e ly .  During 1975 r e c e s s io n ,  exp ort 

earn in gs d e c lin e d  a b s o lu te ly  b y ^ y  per cen t below 1974 l e v e l ,  d e s p ite  

the 17 per cen t r i s e  in  u n it  v a lu e , when exp o rt volume d e c lin e d  by 66 

per ce n t.

Export ea rn in g s  from the exp orts  o f  paper m anufactures d e c lin e d  

sh arp ly  by 41 per cent in  1973 below 1972 l e v e l .  Earnings showed p a r t ia l  

recovery  during 1974 when they rose  by 30 per c e n t . However, th e r i s e  

in  earn in gs slow ed down in  1975 to  7 per cen t.
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The Exports o f  M achinery and Transport Equipment

E xports o f  m achinery and tra n sp o r t equipm ents are r e l a t i v e l y  more 

im portant in  In d ia , accou n tin g  fo r  about 5 per cent o f  t o t a l  ex p o rts  

during th e 1970s, than in  both  P ak istan  and Kenya where such ex p o r ts  

rep resen ted  0 .7  and 1 ,5  per cen t r e s p e c t iv e ly  of t o t a l  e x p o r ts . In  

g e n e r a l, v a r ia t io n s  o f world demand were r e f l e c t e d  more in  changes o f  

volume than o f  u n it  v a lu e . Table 6-7  shows the y e a r - to -y e a r  changes 

in  u n it  va lu e  and quantum in d ic e s  as w e ll  as changes in  exp o rt earn in gs  

in  current U .S . ^  o f  the ex p o r ts  o f  m achinery and tra n sp o r t equipm ents 

of In d ia , P a k is ta n  and Kenya during the p e r io d  1971-75.

During th e  1973 peak, the 30 per cent in c r e a s e s  o f  ea rn in g s  from 

the ex p o rts  o f  m achinery and equipm ents from In d ia  b a s ic a l ly  o r ig in a te d  

from the 19 per cen t r i s e s  in  quantum, as u n it  va lue o n ly  in c r e a se d  by

12 per c e n t . However, ea rn in g s  peaked in  1974 when th ey  in cr ea se d  by

^94 m i l l i o n . ,  or 67 per cen t over the p rev io u s  y ea r . Such in c r e a se s  

came from the 110 per cen t r i s e s  in  volum e, as u n it  v a lu e  d e c lin e d  by 

6 per c e n t . In  1975, the in c r e a se s  o f ea rn in g s slow ed down to  26 per 

c e n t , which o r ig in a te d  from the 30 per cent r i s e s  in  u n it  v a lu e , s in ce

quantum o n ly  in c r e a se d  by 3 per c e n t .

The E x p o rts-o f M isce lla n eo u s M anufactured Goods

Such group of m anufactured goods c o n s is t s  o f  consumer goods which 

have been d eveloped  w ith in  the co n tex t o f  exp ort prom otion p o l i c i e s  through  

in d u s t r ia l i s a t io n .  In  g e n e r a l, such c la s s  o f  m anufactured goods su ffe r e d  

l e s s  than prim ary products during  world econom ic r e c e s s io n ,  s in c e  th ey  are  

m ostly  exp orted  to  d ev e lo p in g  c o u n tr ie s  whose f lu c tu â t  io n s  v/ere l e s s  v io le n t
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Table 6-7
The Y ear-to -Y ear Changes in  th e  Exports o f  M achinery and T ransport 
Equipment (SITG-7) o f  In d ia , P ak istan  and Kenya. 1971-7^1

Changes from th e  P reced in g  Year 
in  the Index Numbers o f :
(1970 = 100)_______________________

E xports E.O .B.

U n it Value Quantum M illio n s  o f Changes from the
Current US Sf Preceding: Year

In d ia

1971

1972

1973

1974

1975

P ak istan

1971

1972

1973

1974

1975 

Kenya

1971

1972

1973

1974

1975

-  5 .9

+ 3 .3  

+ 11.8

-  5 .7

+30.1

+ 3 .7

+ 5 4 .3  

+55.5  

+ 46.1 

+ 51 .5 -

+16.1 

+15.1 

+ 23 .6  

+ 27 .5  

+41 .8

+ 1 .9  

+ 5 .8  

+ 19.0 

+ 110 .1  

+ 2 .7

+42*6 

+ 8 .4  

-1 2 .5  

- 3 1 .0  

- 4 8 .2

— 4 .3  

« 23 .0  

+ 24 .9  

+ 6 .7  

- 20.1

9 5 .8

107 .3  

139.9

2 3 3 .4  

2 9 3 .2

2 .7

2 .8

7 .4  

8 .7  

9 .2

0 .7  

0.6 

1 . 1  

1 . 0

2 .5

+ 2 .2  

+ 11 .5  

+ 32 .6  

+ 93 .5  

+ 5 9 .8

+ 0 .5  

+ 0.1 

+ 4 .6  

+ 1 .3  

+ 0 .5

+  0 . 2  

— 0.1 

+ 0 .5  

-  0 .1  

+ 1 .5

+ 2 .4  

+1 2 . 0

+ 3 0 .4

+66.8

+25.6

+ 22 .7  

+ 3»7 

+ 164 .3  

+ 1 7 , 6  

+ 5 .7

+40 .0

-1 4 .3  

+83 .3  

-  9.1  

+ 1 5 0 .0

Source: See fo o tn o te s  Table 6 -1 .
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than th o se  o r ig in a t in g  in  th e  in d u s tr ia l  c o u n tr ie s .  Table 6 -8  shows 

th e  y e a r - to -y e a r  changes in  u n it  value and quantum in d ic e s  as w e l l  as  

changes in  exp ort earn in gs in  current U .S . ^ o f  the ex p o r ts  o f  m isce lla n eo u s  

m anufactured goods o f  In d ia , P a k ista n  and Kenya during th e  p e r io d  1971-75.

During th e boom o f  1973 in c r e a se s  o f  I n d ia 's  ea rn in g s  from  

m isce lla n eo u s  m anufactured goods peaked a t  51 per cen t m a in ly  because  

o f  the 43 per cen t r i s e s  in  volume s in c e  u n it  v a lu e  in c r e a se d  by 14 per  

cen t o n ly . In  1974 the r i s e  in  ea rn in gs slow ed down to 34 per cent id iich  

could  be ex p la in e d  by the s l ig h t  d e c e le r a t io n  in  volume a t  42 per c e n t ,  

though u n it  v a lu e  ro se  by 17 per c e n t . During 1975, d e s p ite  th e  fu r th er  

r i s e s  in  volume by 46 per c e n t ,  the in c r e a se s  in  earn in g s showecf 27 per  

cen t owing to  th e  slow  down o f  the r i s e  in  u n it  v a lu e  by 12 per c e n t .

In c r e a se s  o f  P a k is ta n 's  earn in gs peaked in  1975 by an in c r e a se  o f  59 

per cent because o f  th e s ig n i f ic a n t  in c r e a se  o f  u n it  va lu e  o f  163 per cent 

and a lso  the 35 per cen t r i s e s  in  volum e. S lackened  demand, cau sin g  

the r i s e  in  u n i t  v a lu e  to h a lt  a t 72 per c e n t , was th e  main reason  for  the  

slow-down o f  the ea rn in g  in c r e a s e s  to  o n ly  29 per cent in  1974. The fu rth er  

slowdown o f  u n it  va lu e  to  o n ly  27 per cent in  1975 le d  to  th e  d e c e le r a t io n  

o f export ea rn in g  in c r e a se s  a t  8 per c e n t , s in c e  volume r o se  to  over 70 per 

c e n t .

The in c r e a s e s  o f  K enya's exp ort ea rn in g s from m isce lla n eo u s  m anufactured  

goods in  1973, amounting to 46 per c e n t , o r ig in a te d  from the 40 per cent 

r i s e s  in  u n it  va lu e caused by the world in f l a t i o n ,  as quantum sta g n a ted .

In  1974, the in c r e a se  in  ea rn in g s  d e c e le r a te d  by 15 per cen t as quantum 

d ec lin ed  by 4 per cen t and the r i s e  in  u n it  va lu e slow ed down a t  17 per c e n t .  

The fu r th er  d e c lin e  o f  18 per cent in  quantum in  1974 le d  to an a b so lu te  

d e c lin e  o f 21 per cent in  e a r n in g s , d e sp ite  the 41 per cen t r i s e s  in  u n it  

v a lu e ,
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Table 6-8

The Y ear-to-Y ear Ohabiges In the Exports M isca llan eou s M anufactured Goods 
(SITG-S") o f I n d ia , P a k ista n  and Kenya. 1971-75.

Changes from 
in  the Index  
(1970 = 100)

the P reced in g  Year 
Numbers o f ; E xports P .O .B .

U n it Value Quantum M illio n s  o f  
current US gf

Changes from the 
P reced in g  Year

India

1971 -  7 .0 + 14*0 107 .4 + 10,3 + 10 ,6

1972 + 3*9 + 26, 8 138 ,4 + 3 1 .0 + 28,9

1973 + 14o1 + 4 2 .8 20 9 .6 + 7 1 .2 + 5 1 .4

1974 + 17.1 + 4 1 .7 280 ,6 + 71 ,0 + 33 .9

1975 + 12 .3 + 4 5 .8 3 5 5 .8 + 7 5 ,2 + 26»8

P a k ista n

1971 + 2 6 ,4 + 15 .5 3 7 .0 + 10 ,3 + 3 8 .6

1972 + 101 .9 + 12,5 4 2 ,8 + 5 .8 + 15 .7

1973 + 1 6 3 .0 + 3 4 .8 68.1 + 25 .3 + 59.1

1974 + 7 2 ,0 + 3 3 .5 8 7 .8 + 19 .7 + 28 ,9

1975 + 2 6 .6 + 7 2 ,0 9 4 .6 + 6^8 + 7 .7

Kenya

1971 + 9 .8 + 8 ,2 24 .2 + 2 .7 t  12 ,3

1972 + 13 .2 - 4 2 ,2 18,3 -  6 .3 -  25 .6

1973 + 39.5 + 0 .0 26 .7 + 8 ,4 + 4 5 .9

1974 + 16 .5 — 4 ,3 3 0 .8 + 4 .1 + 15 .4

1975 + 4 0 ,6 — 18 .4 24.5 -  6 .3 -2 0 ,5

Source : See fo o tn o te s Table 6 -1 .
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Summing up , the a n a ly s is  o f  th e  y e a r -to -y e a r  changes in  th e  ex p o rts

o f  In d ia , P a k ista n  and Kenya, hy commodity groups and by ite m s , during

th e  f i r s t  h a lf  o f  th e  1970s has in d ic a te d  th a t the th r e e  c o u n tr ie s  could  

n ot p a r t ic ip a te  e f f e c t i v e l y  in  the g a in s  from trad e  r e s u l t in g  from the  

1973 commodity boom, e s p e c ia l ly  in  the case  o f  In d ia  and Kenya, though  

t h e ir  exp ort earn in gs su ffe r e d  th e consequences of the s la ck en ed  demand 

in  1974 and the r e c e s s io n  o f  1975, With few e x c e p tio n s  the b e n e f i t s  from 

the commodity boom were l im ite d  by both dom estic  and e x te r n a l f a c t o r s .  

F i r s t l y ,  In d ia  and Kenya and, to some e x te n t ,  P ak istan  are n o t  ex p o rters  

o f  food  g ra in s  whose p r ic e s  r o se  s u b s ta n t ia l ly  in  th e world m arkets 

during 1973-1974. The major exp o rt item s, p a r t ic u la r ly  o f  In d ia  and 

Kenya, b e in g  b y -p assed  by the commodity boom, did not f e tc h  h igh  p r ic e s

in  the world m arkets. S econ d ly , fo r  export item s which r e a l i s e d  h igh

p r ic e s ,  In d ia , P ak istan  and Kenya m issed  the o p p o rtu n ity  o f e x p lo i t in g  

the upsurge in  th e world m arkets oif/ing to dom estic  c o n d it io n s . In  

th e  th ree c o u n tr ie s , the su pp ly  o f ex p o rts  were co n stra in ed  by 

unfavourable dom estic f a c to r s  imposed by n a tu ra l hazards; the harm ful 

consequences o f  the monsoon in  In d ia , f lo o d s  and d is e a s e d  p la n ts  in  

Pale i s  tan , and dry w eather and drought in  Kenya, T h ird ly , th e  good 

perform ances recorded  by o th er  exp ort ite m s , in  terms o f  t h e ir  u n it  

v a lu e  r e a l i s a t io n  and exp ort volum es, as w ith  the case  o f  I n d ia , were 

on ly  caused by o c c a s io n a l d isr u p tio n s  in  w orld su p p lie s  so th a t  the 

s u b s ta n t ia l  g a in s  from such item s ceased  when the t r a d it io n a l  producing  

areas resumed th e ir  normal l e v e l s  o f  o u tp u ts .

Moreover, the dom estic f a c to r s ,  which co n stra in ed  the su p p ly  o f  th e  

exp orts  o f  prim ary p rod u cts, l im ite d  the b e n e f i t s  from the exp orts  o f  b a s ic  

m anufactured goods whose p rod u ction  depended on the dom estic raw m a te r ia ls
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as p r in c ip a l in p u ts ,  p a r t ic u la r ly  in  the case o f  In d ia  and P a k is ta n , 

Except fo r  P a k ista n  whose e x p o r ts  o f  b a s ic  m anufactured goods r e a l i s e d  

a h igh  u n it  v a lu e , in c r e a se s  in ex p o rts  ea rn in g s  from b a s ic  m anufactures 

o r ig in a te d  more from the in c r e a se s  in  u n it  v a lu e s  w hich r e f l e c t e d  rap id  

in c r e a se s  in  w orld p r ic e  l e v e l s .  For oth er m anufactured goods, the  

r i s e  in  ex p o rt earn in gs r e s u lt e d  more from th e  in c r e a se s  in  ex p o rt  

volumes ra th er  than from th e r i s e  in  u n it  v a lu e s .

The commodity boom came to an end in  1974 and th e  world economy 

moved s im u lta n eo u s ly  in to  r e c e s s io n  in  1975, Export ea rn in g s  o f  P ak istan  

d e c e le r a te d  f a s t e r  than th o se  o f  In d ia , w hereas K enya's ex p o rt earn in gs  

d e c lin e d  a b s o lu te ly .  The sla ck en ed  world demand was r e f l e c t e d  in  the  

red u c tio n s  o f  ex p o rt earn in gs p a r t ic u la r ly  from primary p ro d u cts.

Export ea rn in g s  from the e x p o r ts  o f  raw m a te r ia ls  were more re sp o n s iv e  

to  the d e c l in e  in  world economic a c t iv i t y  than exp ort ea rn in g s  from 

fo o d s tu f f s  during  the world r e c e s s io n .  In  th e  case o f  b a s ic  m anufactured  

goods, the d e c l in e  in  exp ort ea rn in g s , in  g e n e r a l, was gen erated  from 

the e f f e c t s  on exp ort volume which f e l l  f a s t e r  and la r g e r  than those  

in  u n it  v a lu e . Only in  the case  o f  m isc e lla n e o u s  m anufactured goods, 

cou ld  In d ia  and P ak istan  m ain ta in  t h e ir  exp ort volum es, s in c e  such  

ex p o rts  went to o th er d ev e lo p in g  c o u n tr ie s , which were l e s s  v u ln era b le  

to  economic f lu c tu a t io n s  than in d u s tr ia l  c o u n tr ie s ,

1 .2  Changes o f  Bxnort E arnings by Market

The th e o r e t ic a l  a n a ly s is  advanced in  chapter 5 concluded that 

the e f f e c t s  o f  OECD's r e c e s s io n  during 1 9 74 /75 , induced p a r t ly  by the 

d e f la t io n a r y  im pact o f  the o i l  p r ic e  in c r e a s e s ,  were tra n sm itted  

through red u c tio n s  in  th e ir  im ports from LDCs w hich gen erated  the la r g e s t
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p ro p ortion  o f  t h e ir  exp ort ea rn in g s  from OECD m arket. A gainst such  

e f f e c t s ,  the o il - in d u c e d  r i s e  in  income o f  OPEC c o u n tr ie s  h as b o osted  

th e ir  im ports from the r e s t  of the world in c lu d in g  the o il- im p o r t in g  

d evelop in g  c o u n tr ie s ,  Ho^jever, the expansion  o f d evelop in g  co u n tr ies*  

exp orts  to  th e  OPEC market i s  l im it e d  by the p a tte r n  and r e g io n a l  

d is t r ib u t io n  o f  OJPBC im port e x p en d itu res . A ccording to the Brookings 

I n s t i t u t i o n ' s  e s t im a te s^ ^ ), about 85 per cent o f  the in crem en ta l 

ex p en d itu res  o f  OPEC on im p orts , during 1974-77 , would be made in  the  

OECD c o u n tr ie s ,  as the l a t t e r  are norm ally the predominant source of 

su p p ly , on the one hand, and the former con cen tra te  h e a v i ly  on th e ir  

increm ental ex p en d itu res  on in d u s tr ia l  and m il ita r y  equipm ent and 

te c h n ic a l s e r v ic e s .  Apart from OECD and OPEC m arkets, the ex p o rts  o f  

d evelop in g  c o u n tr ie s  to  o th er  LDCs and c e n tr a l ly  planned c o u n tr ie s ,  

though th ey  were n o t  a f f e c t e d  d ir e c t ly  by o i l  c r i s i s ,  changed as a 

resp on se to  changes in  the world economy as a w hole.

To indicate the relative importance of each export market during 

1971+75, Table 6-9 disaggregates export earnings of India, Pakistan and 
Kenya into the four markets which represent the economic areas of the 'j'jorld, 
namely, OECD, OPEC, LDCs and CPCs, Traditionally, OECD is considered 
the most important market for LDCs exports, generating about one-half 

of the export earnings of each of the three countries. The large 
dependence on OECD market has made the three countries vulnerable to 
economic fluctuation in the area. As a result of the 1973 boom, 
the share of the OECD market in the three countries' exports increased 

between 1972 and 1973 from 54 to 57 per cent for India and from 47 to 48 

per cent for Kenya, while it declined from 50 to 47 per cent for Pakistan

(1) F r i e d  and S ch u l tze ,  o n . c i t , , Table 1-3,  p. 13.
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D ir e c t io n  o f  E xports o f  I n d ia , P ak istan  and Kenya, 1971-75  

( in  p ercen tage  o f t o t a l  ex p o r ts )
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Market
Country

I n d u s tr ia l  C ountries  

OECD

O il-E xp ort
ing ccunizdes

OPEC

D evelop 
in g

c o u n tr ie s

LDCs

C e n tr a lly
Planned
C ountries

CPCs

In d ia

1971 5 4 .5 5 .8 19 ,0 20 ,7

1972 5 3 .8 5 .6 17 ,7 22 .9

1973 56 ,6 5 .8 17.1 20 ,5

1974 5 2 .4 12.7 15.9 19.0

1975 4 7 .0 17.6 17.3 18,1

P ak istan  (a )

1971 50 .7 10.1 24 .8 14 ,4

1972 5 0 .4 11.5 25 .2 12.9

1973 4 7 .0 19 .3 28 .5 11 ,2

1974 4 1 .3 2 7 .2 25.1 5 ,9

1975 3 7 .7 23.5 31 .3 7 .5

Kenya ( b )

1971 40,1 2 .0 4 7 .2 2 .5

1972 4 6 .9 1 .6 4 1 .7 2 .2

1973 48.1 1 .7 4 2 .3 2 .3

1974 4 4 .6 1 .7 4 2 .7 1 .8

1975 4 1 .5 2 .0 4 4 ,4 1 .4

Source: C a lcu la ted  from In te r n a t io n a l Monetary Fund, D ir e c t io n  o f  Trade, 
AnnualLNo. 12, IMF, W ashington, D .C ., 1977, In d ia , pp. 145-6; P a k ista n , 
p p .208-9; Kenya, p . I 65 .
N ote: (a ) E xports o f West P a k ista n  fo r  1970 and 1971 are o b ta in ed  from

Government o f  P a k is ta n . P ak istan  B asic  F a c ts , o n .c i t . Tab le  1 5 .7 ,  
pp. I 5O -I0

(b) Columns do not add up to  100 because o f  th e u n d is tr ib u te d  and s p e c ia l  
categories o f e x p o r ts .
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as the expansion  of i t s  ex p o r ts  was d ir e c te d  to other m ark ets. As 

the l e v e l  o f econom ic a c t iv i t y  slow ed down in  1974 in  OECD a rea , i t s  

share in  the ex p o r ts  o f  the th r e e  c o u n tr ie s  d e c lin e d  to  52 per cent 

fo r  In d ia , 41 per cen t fo r  P a k ista n  and to 45 per cent fo r  Kenya,

During the 1975 r e c e s s io n ,  the share d e c lin e d  fu r th er  to 47 p er  cen t 

fo r  In d ia , 38 per cent fo r  P ak istan  and to  42 per cent fo r  Kenya,

A gain st the d e c lin e  in  OECD sh ares in  th e  th ree  c o u n t r ie s ’ 

e x p o rts , th ere  was an exp an sion  o f th e ir  e x p o r ts  to  OPEC, though i t  was

lim ite d  to  th e ex p o rts  o f  both  In d ia  and P a k ista n  owing to  th e ir  t r a d it io n a l

a c c e ss e s  to  the Middle E astern  OPEC c o u n tr ie s . The share o f  OPEC market 

in  Indian  ex p o rts  in cr ea se d  s l i g h t l y  to 6 per cent in  1973, but g r e a t ly  

to  13 per cent in  1974 and fu r th er  to 18 per cent in  1975. For P a k ista n ,

th e  share ro se  from 12 per cen t in  1972 to  19 per cent in  1973, and in 

creased  fu r th e r  to  28 per cent in  1974, though i t  d e c lin e d  in  1975 to  

24 per c e n t . U nlike In d ia  and P a k ista n , OPEC i s  an in s ig n i f i c a n t  

market fo r  Kenyan e x p o r te r s , as i t s  share rem ained a t  l e s s  than 2 per  

cen t u n t i l  1974 and in c r e a se d  s l i g h t l y  in  1975*

D esp ite  th e impact o f the shocks of h igher o i l  c o s t s  and OECD 

r e c e s s io n  on th e  o il - im p o r t in g  d ev e lo p in g  c o u n tr ie s , t h e ir  sh a res  in  

the ex p orts o f  the th ree  c o u n tr ie s  had dem onstrated more s t a b i l i t y  

r e la t iv e  to th o se  o f OECD, and ro se  even more during 1975 r e c e s s io n .

The share o f  LDC s in  Indian  exp orts  d e c lin e d  s l i g h t l y  from 18 per cen t  

in  1972 to 17 per cent in  1973 and to 16 per cen t in  1974 b efo re  i t  

in crea sed  again  to  17 per cent in  1975. In  the case o f  P a k is ta n ,th e  

share in c r e a se d  from 25 per cen t in  1972 to 29 per cent in  1973 b efore i t  

d e c lin e d  to  25 per cent in  1974 and ro se  again  to  31 per cen t in  1975*
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Kenyan ex p o rts  to  LDCs are more im portant than th ose  o f In d ia  and P ak istan  

where the share in cr ea se d  to  42 per cen t in  1973, to  43 per cen t in  1974 and 

fu r th er  to  44 per cen t in  1975.

Whenever ex p o rts  to  CPCs c o n s t itu te  a co n s id era b le  p rop ortion  o f  t o t a l  

exp ort ea rn in g s  o f  non-communist d ev e lo p in g  c o u n tr ie s , th ey  are always 

s t im u la te d , on p o l i t i c a l  grounds, by"agreem ents o f  trad e and payments" 

which cou ld  be a part o f  a g en era l " trea ty  o f fr ie n d sh ip  and co -o p era tio n " ,  

and th ey  u s u a l ly  vary  in d ep en d en tly  from v a r ia t io n s  o f  econom ic a c t i v i t i e s  

in  CPCs m arkets. For a l l  th e  th ree  c o u n tr ie s ,  the sh ares o f  CPCs market

in  th e ir  ex p o rts  d e c lin e d  c o n tin u o u sly  during the f i r s t  h a lf  o f  the 1970s.

Between 1971 and 1975 the share d e c lin e d  from 21 to  18 per cen t fo r  In d ia ,

from 14 to  8 per cen t fo r  P a k ista n  and from 3 to  1 per cen t fo r  Kenya,

The E f f e c t s  o f  Economic F lu c tu a t io n s  by Market

During a p er io d  o f econom ic f lu c t u a t io n s ,  ex p o rts  to  a c e r ta in

market depend, among o th er  t h in g s ,  on the v a r ia t io n s  o f  income and economic 

a c t iv i t y  in  the market in  q u e s tio n . The e x te n t  to which a co u n try 's  

exp orts  to  a c e r ta in  m arket, b ein g  r e f l e c t e d  in  market sh a r e , are h i t  by a . 

r e c e s s io n  or expanded by a boom can be measured by th e changes in  th e ir  

growth r e l a t iv e  to the growth o f  the ex p o rts  o f  the r e s t  o f the world to  

the same m arket. ^<fhether a country  ex p e r ie n c e s  an in c r e a s e , no change, 

or d ecrease in  i t s  share depends on whether i t s  " r e la t iv e  growth fa c to r " ,

R, ex ceed s, e q u a ls , or i s  l e s s  than u n ity :  R = ^ , where gk i s  the

p ro p o rtio n a l growth r a te  o f  a c o u n try 's  ex p o r ts  in to  a c e r ta in  market and gif 

i s  the p ro p o r tio n a l growth r a te  o f world ex p o rts  to  the same m arket.

A ccord in g ly , Table 6 -10  shows the r e la t iv e  growth fa c to r  o f export

earn in gs by m arkets c a lc u la te d  from data on the export e a r n in g s , in  cu rrent

U :S. ^ o f both the th ree  c o u n tr ie s  and the r e s t  of the world from the m arkets o f

(1 ) S .P . Magee, " P r ices , Incomes and F oreign  Trade", in  P .B , Kenen, ( e d , ) ,
In te r n a t io n a l Trade and Finance -  F r o n tie r s  fo r  R esearch , CambridgeIkdverslty 
P r e ss , London, 1975, Appendix B, p. 240.



Table 6-10
x x ie  n t jx c n

1971- 75 .

V5 VjrX UW WX

(change

r  a v  i/u x  a  u

f a c to r  o f

± ü J tp u x  u a  u y  i'ieix js.a Lp x u x ' x x x u x a

market share in  p ercen tage )

>9 Û XJl cUiU. CL (

OECD OPEC LDCs CPCs T o ta l

In d ia

1971 0 .943 0 .735 0.949 1 .005 0 .934

1972 0 .955 0 .904 0 .968 0 .997 0.973

1973 0 .921 0 .875 0 .827 0.717 0 .868

1974 0 .8 5 4 1 .581 0.772 0 .850 0 .896

1975 1.017 1 .002 1 .182 0 .583 1 .087

P a k ista n

1971 1.321 1.049 1.264 1 .1 8 0 1 .262

1972 0.956 1.057 1.048 0 .8 0 0 0 .967

1973 0.946 1.648 1 .126 0.373 I . 8O5

1974 0 .721 0 .9 2 8 0 .648 0 .9 3 5 0.799

1975 0 .8 7 0 0 .514 1.134 0 .965 0.913

Kenya

1971 0.856 1.276 0.964 1 .307 0.924

1972 1 .114 0.745 0.907 0,771 0 .961

1973 0 .981 0.972 0 .949 0.932 0.947

1974 0 .8 2 7 0.707 0 .806 0.701 0 .866

1975 0 .939 0 .732 1.003 0.633 0,967

Source; C a lcu la ted  from IMP, 
R egional T a b les , pp.

D ir e c t io n
2 -5 5 .

o f  Trade, o p ,c i t . . World and
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OECD, OPEC, LDCs and CPCs during 1971-75. The r e la t iv e  growth fa c to r s  o f  

th e  ex p o rts  o f  In d ia , P ak istan  and Kenya to  OECD during 1975*8 boom, amounting 

to  0 .9 2 1 , 0 .9 4 6  and 0.981 r e s p e c t iv e ly ,  were l e s s  than u n ity ,  in d ic a t in g  th a t  

th e ir  ex p o rts  were unable to  keep pace w ith  the growth o f w orld  ex p o rts  to  

OECD and t h e ir  sh a res , th e r e fo r e , had d e c lin e d . M oreover, t h e ir  p o s it io n s  in  

1975 were worse than th o se  o f  1972 where growth fa c to r s  were la r g e r ,  amounting  

to  0 .9 5 5 , 0 ,9 5 6  and 1 .114  r e s p e c t iv e ly .  Furtherm ore, the perform ances o f  

th e ir  ex p o rts  were even worse during the slack en ed  demand o f  1974 as the  

growth f a c to r s  o f In d ia , P a k ista n  and Kenya d e c lin e d  fu r th e r  to  0 .8 5 4 ,,0 .7 2 1  

and 0 .8 2 7 , in d ic a t in g  th a t t h e ir  export ea rn in gs from OECD were d e c e le r a t in g  

f a s t e r  than th o se  o f the r e s t  o f  the world from th a t m arket. During 1975 the  

r e la t iv e  growth fa c to r s  o f P a k ista n  and Kenya in cr ea se d  s l i g h t l y ,  though they  

were s t i l l  below uni%  w h ile  th ose  o f  In d ia  s l i g h t l y  exceed ed  u n ity  which  

in d ic a te s  th a t  exp ort earn in g s o f  In d ia  from OECD were d e c e le r a t in g  slow er  

than the w orld exp ort to  th a t m arket. In g e n e r a l, exp ort ea rn in g s o f P a k ista n  

and Kenya d id  r e l a t i v e l y  b e t te r  in  the boom than In d ia , which o n ly  d id  b e t te r  

in  the r e c e s s io n ,

In d ia  a n d ,to  some e x te n t ,  P a k is ta n , p a r t ic ip a te d  in  th e  expansion  o f  

the OPEC m arket, depending on t h e ir  t r a d it io n a l  a c c e ss  to  th e  m arket. During  

1975, exp ort earn in g  o f In d ia  from the OPEC market lagged  behind the w orld  

exp orts  as i t s  growth fa c to r  amounted to  0 .8 7 5  w h ile  th ose  o f P ak ista n  were 

growing f a s t e r  than world ex p o rts  s in c e  i t s  growth fa c to r  amounted to  1 .6 4 8 ,

In 1974, I n d ia 's  exp ort ea rn in g s  were growing 1 .5  tim es as much as the growth •- 

/*world ex p o rts  to  OPEC w h ile  th ose  o f  P ak istan  s l i g h t l y  lagged  behind . During  

1975, w h ile  P ak ista n  had l o s t  a g rea t deal o f  the OPEC market as i t s  fa c to r  

growth d e c lin e d  to  0 .5 1 4 , I n d ia 's  exp ort ea r n in g s , though th ey  were growing 

more s lo w ly  than in  1974, were s t i l l  growing s l i g h t l y  f a s t e r  than world ex p o rts  

as i t s  fa c to r  growth amounted to 1 ,0 0 2 . In  the case o f  Kenya i t s  ex p o rts  did  

not b e n e f it  from the expansion  o f  the OPEC market s in c e  the growth fa c to r  o n ly  

amounted to 0 .7 0 7  in  1974 and 0 .752  in  1975*
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The growth o f  exp ort ea rn in g s o f  th e  th ree  c o u n tr ie s  during 1975 

from th e  LDCs market o n ly  exceeded  th a t  o f  th e  w orld in  th e  case  o f  

P a k ista n  whose growth fa c to r  amounted to  1 ,1 2 6 , whereas exp ort earn in gs  

o f  Kenya were grow ing s l i g h t l y  s low er than th o se  o f  the w orld and 

I n d ia 's  earn in g s lagged  b eh in d . During 1974» d e s p ite  th e  d e c e le r a t io n  

in  w orld ex p o rts  to  LDCs, exp ort earn in gs o f  the th ree  c o u n tr ie s  from  

such market were reduced even  more a s  t h e ir  growth fa c to r s  d e c lin e d  by 

0 .772  fo r  In d ia , O.648  fo r  P a k ista n  and 0 ,806  fo r  Kenya. During 1975» 

w h ile  th e  w orld ex p o rts  to  LDCs were d e c l in in g  th e  ex p o rts  o f  the  

th ree  c o u n tr ie s  were o n ly  d e c e le r a t in g  a s  t h e ir  growth fa c to r s  

exceeded  u n ity ,  am ounting to  1 .1 8 2 , 1 .1 3 4  and I.OO3 r e s p e c t iv e ly .

The r e la t iv e  growth fa c to r s  o f  exp ort earn in gs fo r  CPCs maket

have n ot r e s u lte d  from the perform ance o f  ex p o rts  o f  th e  th r e e , c o u n tr ie s ,

r a th e r  th ey  stem from th e  natu re and f l e x i b i l i t y  o f  b i la t e r a l  agreem ents

w ith  c e n t r a l ly  planned c o u n tr ie s .  For exam ple, CPCs keep o f f  the ex p o rts

o f  a d ev e lo p in g  country  fo r  q u ite  lo n g  p er io d s whereas during o th er

p er io d s th ey  r e s o r t  to  r e l a t i v e l y  la r g e  purchases o f  c e r ta in  com m odities

when th ey  f in d  good b arga in s or due to  the a ssessm en t o f  th e  stock  and 
( X )

demand p o s i t i o n . '   ̂ T h erefore , th e  p a tte r n  o f  th e  growth o f  th e  export 

earnings r e l a t iv e  to  w orld ex p o rts  to  CPCs, market is  d i f f e r e n t .  V/hile 

growth fa c to r s  o f  In d ian  ex p o rts  amounted to  0 .717  in  1973» 0 ,8 5 0  in  

1974 and to  0 ,583  in  1975» P a k ista n  growth fa c to r s  amounted to  0,373»

0,935  and 0 .965  r e s p e c t iv e ly ,

K enya's exp ort earn in g s from the boom in  OECD in cr ea se d  

more than P a k ista n  and In d ia , though the l a t t e r  s u ffe r e d  l e s s  during

( 1 ) R.H. P a t i l ,  "Emerging P o s s i b i l i t i e s  in  I n d ia 's  B i la t e r a l  Trade", 
Economic and P o l i t i c a l  Weekly (March 5,. 1977^P*433*



248

the r e c e s s io n .  U n lik e  Kenya, In d ia  and P a k ista n  b e n e f i t t e d  from th e  

expansion  o f  OPEC m arket, though In d ia  cou ld  m ain ta in  a c o n s is t e n t  

r i s e  in  i t s  exp ort ea rn in g s r e la t iv e  to P a k is ta n . The LDCs market 

p layed  an im portant r o le  in  s t a b i l i s i n g  the exp ort ea rn in g s  o f  the  

th ree  c o u n tr ie s  d u rin g  a p eriod  o f  r e c e s s io n  when t h e ir  export 

ea rn in g s from th e  in d u s tr ia l  c o u n tr ie s  slow ed down o r  even d e c l in e d .  

F in a l ly  exp ort ea rn in g s from CPCs m arkets are governed by the b i la t e r a l  

trad e more than by th e s t a t e  o f  th e  economic a c t i v i t y  o r  market f o r c e s .

Table 6-11  shows th e  y e a r - to -y e a r  changes in  exp ort ea rn in g s  o f  

th e  th r e e  c o u n tr ie s  by market in  m il l io n s  o f  cu rren t U .S . ^ and th e  

p ercen tage changes frojnthe proceiding y e a r . The in c r e a se s  in  export  

earn in gs o f  the th ree  c o u n tr ie s  from OECD market peaked in  the 1973 

boom a t  27 per c en t fo r  In d ia , 31 per cen t fo r  P a k ista n  and 3<? per cent  

fo r  Kenya, amounting to  ^359, ^105 and ^60 m il l io n ,  r e s p e c t iv e ly .  The 

slowdown o f  OECD demand in  1974 le d  to  th e  d e c e le r a t io n  o f  the export  

earn in gs o f  th e  th ree  c o u n tr ie s  a t  22.^3 and 18 per cen t and the  

in c r e a se s  in  t h o ir  exp ort earn in g s o n ly  amounted to  ^365, $13 and 41 

m il l io n j .  By 1975 r e c e s s io n ,  w h ile  earn in g s o f  In d ia  l e v e l l e d  o f f  a t  

0 .6  per c e n t , th o se  o f  P a k ista n  and Kenya a b s o lu te ly  d e c lin e d  by 14 and 7 

per cen t r e s p e c t iv e ly .

The expansion  o f  P a k is ta n 's  ex p o rts  to  OPEC c o u n tr ie s  s ta r te d  e a r ly  

in  1973, h elp ed  by th e  d e v a lu a tio n  o f  th e Rupee, when exp ort earn ings  

ro se  by ^106 m il l io n  or 136 per c e n t .  In  th a t y e a r , I n d ia 's  export  

earn in gs ro se  by 035 m illio n . , or by 26 per c e n t , w h ile  th e 40 per cen t  

r i s e s  in  Kenyan exp ort earn in gs added on ly  02 m il l io n  . In  1974» I n d ia 's  

earn in gs in c r e a se d  by 0320 m illio n , owing to  t h e ir  a c c e le r a t io n  a t  186
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Table 6-11

and Kenya , 1 9 7 1 -7 5 . ■
(in . m il l io n s  o f  cu rren t US j ' preceed in i  ̂ and^uercentage change from the

OECD 

. ______ % ......

OPEC

- .............  %

LDCs

................  %

CPCs

%
In d ia

1971 + 56 .5 +5 .2 - 15 .4 - 11 ,2 +17 ,2 + 4 .5 +27 .2 +6 ,6

1972 +166 .0 +14.4 +14 .5 + 11 ,8 +31 .3 +7 ,8 +121 ,4 +27 ,7

1975 + 359 .4 +27 .3 + 35 .4 +25 ,8 +72 ,1 + 16 .7 + 48 ,5 + 8 ,7

1974 +365 .3 + 21 .8 +320,3 +185,6 +116,1 +23 ,1 +132,1 +21 ,7

1975 +1 1 .7 + 0 ,6 +273 .1 +55 .8 +137 .9 +22 ,3 +4 9 .4 +6 ,7

P a k ista n

1971 +96 .1 +47 .3 +16 .5 + 3 8 ,3 +41 .2 +39 .1 +17 .1 +25 .1

1972 +4 3 .2 +1 4 .4 +18.2 +30 ,5 +24 .5 +16 ,7 +2 ,6 +3 ,1

1975 +105 .2 +30 .7 +105.7 +136,1 +100,3 + 58 ,7 +38 ,5 +43 .8

1974 + 12 .6 + 2 .8 +125 .7 +68 ,5 +8 .9 +3.3 +16 ,5 +33 .5

1975 —6 4 .6 —1 4 .0 - 6 1 ,8 —2 0 ,0 +48 .6 +17 .3 +15 .3 +20,2

Kenya

1971 —6 .0 - 4 . 5 + 2 ,2 +53.7 + 8 .6 + 6 .2 + 2 ,2 +58,6

1972 +42 .2 +33 .4 - 0 .5 - 7 .9 +1 ,6 + 1 ,1 - 0 ,1 - 1 .3

1973- +59o8 +35-.5 + 2 ,3 +39 .7 +50,6 + 33 .8 + 3 .1 + 39 .7

1974 +4 0 .8 +17 .9 +2 ,3 + 28 ,4 +57 .0 + 28 .4 + 0 . 0 +0.0

1975 - 19.3 - 7 .2 +1 , 4 +13 .5 +18.7 +7 .3 - 2 .3 - 21 ,1

Source; C a lcu la ted  from d ata  fo r  each country , see  fo o tn o te  Table 6-9 .
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per cen t w h ile  th o se  o f  P a k ista n  s ta r te d  to  d e c le r a te  a t  69 per cen t*  

During 1975» w h ile  I n d ia 's  exp ort earn ings d e c e le r a te d  hy o n ly  56 

per c e n t , in c r e a s in g  by o n ly  0273 m illio n , , th ose  o f  P a k is ta n  a b s o lu te ly  

d e c lin e d  by 062 m il l io n  , o r  by 20 per c e n t .  Kenyan ex p o rts  to  OPEC 

were in s ig n i f i c a n t  in  a b so lu te  term s as earn in gs in c r e a se d  by on ly  

02 m illio n , in  1974 and by 01 m il l io n  in  1975#

A lthough exp ort ea rn in g s from LDCs market e x h ib ite d  th e common 

p a tte r n  o f  up - and downswing during th e  f i r s t  h a lf  o f  th e  1970s ,  they  

dem onstrated more s t a b i l i t y  than th o se  o f  OECD, During 1973» earn in gs  

from LDCs market ro se  s ig n i f i c a n t l y  in  P a k ista n  and Kenya by 59 and 34 

per c e n t , am ounting to  0100 and 051 m il l io n  , r e s p e c t iv e ly .  In  th a t  

y e a r , I n d ia 's  in c r e a s e s  in  i t s  e a r n in g s , r i s in g  by I 7 per c e n t , amounted 

to  072 m il l io n  • During 1974» I n d ia 's  earn ings a c c e le r a te d  a t  23 per c e n t  

and K enya's earn in g s s l i g h t l y  slow ed down a t  28 per cen t w h ile  th o se  o f  

P a k ista n  d e c e le r a te d  s tr o n g ly  a t  3 pen c e n t . During th e  1975 r e c e s s io n  , 

th e in c r e a se s  in  I n d ia 's  earn in gs m aintained  t h e ir  r i s e  a t  22 per cent 

and th o se  o f  P a k is ta n  recovered  a t  17 per cen t w h ile  th o se  o f  Kenya 

slow ed down a t  7 per c e n t ,

I n d ia 's  exp ort ea rn in g s  from CPCs f lu c tu a te d  w id e ly  and v a r ie d  

in d ep en d en tly  from the v a r ia t io n s  in  income in s id e  such a m arket.

Export ea rn in g s slow ed down a t  9 per cen t in  1973» a c c e le r a te d  a t  22 

per cen t in  1974 b e fo re  th ey  d e c e le r a te d  aga in  a t  7 per cen t in  1975* 

P a k is ta n 's  exp ort ea rn in g s  fo llo w e d  the same course o f  up- and downswings 

in  th e w orld economy, a c c e le r a t in g  a t  44 per cen t in  1973» d e c e le r a t in g  

in  1974 and 1975 a t  34 and 20 per c e n t , r e s p e c t iv e ly .  In  th e case  o f  

Kenya, the a c c e le r a t io n  o f  earn in g s a t  40 per cen t in  1973 was fo llo w ed
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by a com plete l e v e l l i n g  o f f  in  1974 and then  d e c lin e d  a b s o lu te ly  b y  

21 per cen t in  1975#

The I m p lic a t io n s  f o r  Trade B a lan ces by Market

Table 6 -12  shows trad e b a la n ces  o f  th e  th ree  c o u n tr ie s  in  cu rrent

U .S . 0  during  th e p er io d  1971-75 by exp ort market* C le a r ly , changes

in  exp ort ea rn in g s from the OECD m arket, growing s low er than  th o se

o f  the w orld during  a boom and d e c e le r a t in g  f a s t e r  during a r e c e s s io n ,

in d ic a te  th a t  th e  th ree  c o u n tr ie s  have e x h ib ite d  exp ort maximums which

cou ld  r u le  ou t th e  p o s s i b i l i t y  o f  a c h ie v in g  e x te r n a l ba lance when

th ey  are combined w ith  im port minimum* This seems in c o n s is t e n t  w ith

(1th e "theory o f  com parative advantage" ,  ̂ * whose im p lic a t io n s  fo r

e x te r n a l ba lan ce are based on an assum ption whose main c o n d it io n , in

L in d er 's  v iew , may n o t be met; "the g en era l l e v e l  o f  a b so lu te  p r o d u c t iv ity

i s  h igh  enough to  a llo w  the p rod u ction  o f  s u f f i c i e n t  amount o f  goods
( 2 )

which a r e , in  e f f e c t ,  demanded abroad. In  h is  su rvey  o f  th e  th eory

o f  com parative advantage, R .M .Stem  in d ic a te d  th a t ,  ap art from the

ex p o rts  o f  prim ary p roducts which are determ ined by d if f e r e n c e s  in  fa c to r  

endownments, LDCs ex p o rts  o f  m anufactured and sem i-m anufactured goods 

may be d e terred  by d if f e r e n c e s  in  te c h n o lo g ic a l advances and s c a le  

econom ies a s  w e ll  a s market im pedim ents and im p e r fe c tio n s  and demand 

in f lu e n c e s .

In  1973, d e f i c i t s  o f  th e  trad e b a lan ces o f  th e  th ree  c o u n tr ie s  w ith  

OECD d e te r io r a te d  by 0301 m il l io n  fo r  In d ia , 0131 m il l io n ,  fo r  P a k ista n  

and 015 m il l io n  fo r  Kenya, rea ch in g  0400, 0221 and 0226 m il l io n  ,

(1 ) The com parative c o s t  d o c tr in e  in  the co n tex t o f  developm ent 
econom ics has been surveyed by H.B. Chgnery,"Comparative Advantage 
and Development P o l i c i e s ,"  American Economic R eview , V o l .51, No.1 
(March 1 9 6 l)  p p .1 8 -5 1 ,

(2 )  L inder, o p .c i t . , p .36
( 3 ) S ee . R.M, S te m , " T estin g  Trade T h eories" , in  P .B . K en en (ed .), 

In te r n a t io n a l Trade and Finance -  F r o n tie r s  fo r  R esearch ,
Cambridge U n iv e r s ity  P r e s s ,  London,1 9 7 5 ,PP«3-49o



Table 6-12
Trade B a lan ces by E xport Market fo r  In d ia , P a k ista n  and Kenya, 1971-73

( in  m il l io n s  o f  cu rrent U .S .0 )

2 5 2

CECI OPEC LDCs CPCs T ota l

In d ia  (a )

1971 - 443 .7 - 105 .0 +102.1 +161 ,4 - 299 .6

1972 - 101 .6 - 114 .9 +133 .5 +301.1 +207 .9

1973 —400 ,9 - 250 .4 +97 .5 +283.2 - 275 .4

1974 -4 3 9 .6 -8 1 7 .3 +210 ,6 - 9 7 .0 - 1175.1

1975 - 1744 .0 - 525.4 + 380,9 +63 .4 -1 8 3 3 .7

P a k ista n  (b )

1971 - 170 .8 + 9 .4 +108,2 +5 .8 - 4 7 .5

1972 - 8 9 .1 +24 .1 +58.3 +19 .6 + 12 .9

1973 - 220.5 +97 .7 +155.2 - 54 .5 -2 2 .2

1974 - 692 .7 + 39 .8 + 98 .3 - 69 .8 -6 2 4 .3

1975 -8 9 0 .8 -1 8 2 .0 +84 .8 - 8 9 .9 —1077.9

Kenya (a )

1971 - 279.2 - 33 .5 +53 .0 - 10 .3 - 246 .1

1972 - 210 .7 - 4 3 . 0 + 6 6 .0 - 5 .8 - 175 .8

1973 - 225.8 - 47 .1 +112.4 - 4 .5 - 142 .1

1974 -3 8 7 .6 -1 8 8 ,6 +135 .0 - 29 .8 - 4 2 3 .4

1975 - 346.1 -2 0 6 ,9 +164 .3 —1 .1 - 336 .8

Source; C a lcu la ted  fo r  each cou n try , See fo o tn o te  Table 6 - 9 .

Note (a )  Columns do n o t add up owing to the u n d is tr ib u te d  ex p o rts  and 
im ports which are exc lu d ed .

(b ) E xports and im ports o f  1970 and 1971 fo r  West P a k ista n  are  
taken  from Government o f  P a k is ta n ,P a k is ta n  B a sic  F a c ts . 
o p .c i t . > Table 1 3 .7 ,PP .1 5 0 -1 .
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r e s p e c t iv e ly .  D e f i c i t s  in  1974 d e te r io r a te d  fu r th e r  by 0 5 9 , 0472 and 

0162 m illio n , to  reach  0460 m i l l i o n . f o r  In d ia , 0693 m illio n , fo r  

P a k ista n  and 0388 m il l io n  . f o r  Kenya, In  1975, d e f i c i t s  o f  th e  th ree  

c o u n tr ie s  amounted to  01744 , 0891 and 0346 m il l io n  , d e te r io r a t in g  

by 01284 and 0198 m illio n , f o r  In d ia  and P a k ista n , r e s p e c t iv e ly ,  and 

s l i g h t l y  im proving by 042 m il l io n  f o r  Kenya.

The l i m i t s  on the ex p o rts  o f  LDCs to  OECD, w hether th ey  are cau sed

by s tr u c tu r a l f a c to r s  or sh o rt-ru n  v a r ia t io n s ,  are not a p p lic a b le  to

th e th r e e  c o u n tr ie s '  ex p o rts  to  LDCs as w e ll  a s  th e  members o f  OPEC

which are s t i l l  p art o f  th e Third World by t h e ir  b a s ic  c h a r a c t e r is t ic s

d e s p ite  th e  h igh  l e v e l s  o f  t h e ir  per c a p ita  incom es. Taking in to

account th e absence o f  im port minimum from th e  tra d e  p a tte r n  w ith  th ese

c o u n tr ie s ,  th e  th ree  c o u n tr ie s ,  s u s ta in in g  a r e l a t i v e l y  h ig h er  l e v e l  o f

in d u s t r ia l i s a t io n ,  can p r o g r e s s iv e ly  m ain tain  su r p lu sse s  on t h e ir

b a la n ces  o f  trad e w ith  o th er  LDCs; and cou ld  ach iev e  an e x te r n a l balance

w ith  OPEC i f  th e  l e t t e r ' s  m arkets co u ld  be su ccessfu lly  p en e tra ted ,

p articu larism  in  the lo n g -ru n , g iv in g  th e s im i la r i t y  o f  demand s tr u c tu r e s

betw een the th ree  c o u n tr ie s  and both the r e s t  o f  LDCs and OPEC in  terms

o f  fa c to r  c o n te n ts .  B asin g  h is  view  on the "theory o f  r e p r e se n ta t iv e  

( 1 ')demand," Linder^ ' argued th a t trad e in  m anufacturers betw een c o u n tr ie s  

w ith  s im ila r  per c a p ita  incom es and consumption p a tte r n  would be la r g e r  

than betw een c o u n tr ie s  w ith  d is s im ila r  per c a p ita  incom es. A ccording  

to  t h i s  th eo ry , the more the demand fo r  p a r t ic u la r  products i s  t y p ic a l  

o f  the economic s tr u c tu r e  o f  one p a r t ic u la r  cou n try , th e  low er the  

r e la t iv e  p r ic e  o f  t h is  product i s  l i k e l y  to  be and the more advantageous

(l) Linder, op.cit.. pp.122-39.
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i s  i t s  p rod u ction  fu n c t io n . Comparing the r e la t iv e  commodity com p osition  

o f  th e ex p o rts  and im ports v e c to r s  o f  countries w ith  d i f f e r e n t  economic 

s tr u c tu r e s ,  a s  d is t in g u is h e d  by GDP per c a p it a l ,  Haibauiat,^^^ found  

th a t ,  a s the poor c o u n tr ie s  g e t  r ic h e r ,  t h e ir  trade v e c to r s  can be 

exp ected  to  become more s im ila r .

The magnitude o f  th e d e f i c i t s  on trade b a la n ces  w ith  OPEC were 

too la r g e  to  be e lim in a te d , though th ey  cou ld  be reduced s u b s ta n t ia l ly  

through th e  exp an sion  o f  ex p o rts  o f  both In d ia  and P a k is ta n . D e f ic i t s  on 

trade b a la n ces  w ith  OPEC in  1973 amounted to  0250 m il l io n  fo r  In d ia  

and 047 m i l l io n , . fo r  Kenya, d e te r io r a t in g  by 0136 and 0 4 m il l io n  over  

th e p rev io u s y e a r . For P a k is ta n , i t s  su rp lu s w ith  OPEC, im proving  

by 074 m i l l io n ,  amounted to  098 m il l io n  in  th e same y e a r . In  1974, 

w h ile  In d ia  and Kenya in cu rred  d e f i c i t s  w ith  OPEC amounted to  0817  

and 0189 m il l io n  r e s p e c t iv e ly ,  P a k ista n  r e a l i s e d  a su rp lu s o f  040 m i l l i o n . .  

In  th a t  y e a r , th e d e te r io r a t io n  o f  t h e ir  trad e b a la n ces  amounted to  0567,

038 and 0142 m il l io n ,  r e s p e c t iv e ly .  In  1975, th e  com binations o f  the  

r i s e  in  ex p o rts  to  OPEC and s l i g h t  d e c l in e  in  o i l  im port reduced the d e f i c i t  

o f  In d ia  to  0525 m il l io n  • D uring th e same y ea r , the r e d u c t io n  in  P ak istan  

ex p o rts  to OPEC, combined w ith  in c r e a se d  o i l  im p orts, r e s u lt e d  in  a d e f i c i t  

o f  0182 m il l io n  . In  th e  ca se  o f  Kenya, i t s  d e f i c i t  d e te r io r a te d  fu r th e r  

by 018 m i l l io n  rea ch in g  0207 m il l io n  in  1975»

Trade balancer w ith  the r e s t  o f  LDCs are alw ays in  su r p lu s , im proving  

p r o g r e s s iv e ly ,  p a r t ic u la r ly ,  th o se  o f  In d ia  and Kenya. Surplus from

(1 )  S ee. G.C. HufbaU&fj, "The Impact o f  N atio n a l C h a r a c te r is t ic s  and
Technology on the Commodity C om position o f  Trade in  Manufactured  
Goods" in  R .V ern on (ed ,) , The Technology F actor  in  In te r n a t io n a l Trade 
Columbia U n iv e r s ity  P r e ss , New York, 1 9 7 0 ,p p .145-231 .
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trade w ith  KDCs in  1975 amounted to  098 m il l io n  f o r  In d ia , 0155  

m il l io n  fo r  P a k ista n  and 0112 m illio n : fo r  Kenya# During th a t  y e a r , 

w h ile  th e trad e  b a lan ce  o f  both  P a k ista n  and Kenya improved by 097 

and 046 m il l io n  r e s p e c t iv e ly ,  th a t o f  In d ia  d e te r io r a te d  by 036 

m il l io n .  Throughout 1974 and 1975, th e  su r p lu sse s  w ith  LDCs amounted 

to  0211 and 0381 m il l io n  fo r  In d ia , 098 and 085 m i l l io n ,  fo r  P a k ista n  

and 0135 and 0164 m il l io n  . f o r  Kenya. During th ese  two y e a r s , trad e  

balan ce improved by 0113 and 0170 m i l l io n  fo r  In d ia  and by 023 and 

029 m il l io n  f o r  Kenya, w h ile  i t  d e te r io r a te d  by 057 and 013 m il l io n  

fo r  P a k is ta n .

The p a tte r n s  o f  trade b a lan ce w ith  CPCs d i f f e r  among th e  th ree  

c o u n tr ie s ,  depending on th e scope and coverage o f  th e  b i la t e r a l  agree

ments w ith  U .S .S .R . and o th er  E ast European c o u n tr ie s .  For exam ple, 

In d ian  ex p o rts  to  U .S .S .R . are  lin k e d  to  the developm ent p lan  so th a t  

th ey  have n o t o n ly  been b a rtered  fo r  cu rrent im ports bu t a ls o  used  to  

s e r v ic e  d eb ts in cu rred  to  f in a n c e  developm ent p r o je c ts  and d efen ce  

e q u i p m e n t s . T h e r e f o r e ,  I n d ia 's  trad e b a la n ce , w ith  CPCs f lu c tu a te d  

from a su rp lu s o f  0283 m il l io n  in  1975 bo a d e f i c i t  o f  097 m illio n : in  

1974 and a g a in  to  a su rp lu s o f  063 m il l io n  in  1975# In  the case o f  

P a k is ta n , the d e f i c i t  d e te r io r a te d  from 055 m il l io n  in  1975 to  070  

m ill io n  in  1974 and fu r th e r  to 090 m il l io n  in  1975» The d e f i c i t s  on 

K enya's b a lan ce o f  trad e in c r e a se d  from 05 m il l io n  in  1975 to  030 

m il l io n  in  1974 and then  i t  d ecreased  to  01 m il l io n  in  1975»

( l )  M. S e b a stia n , S o v ie t  Economic Aid to  In d ia , NY P u b lic a t io n s ,  
New D e lh i, 1975, p p .1 4 5 -5 0 .
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Summing up, th e  b a la n ces  o f  trad e  o f  the th ree  c o u n tr ie s  w ith  

th e r e s t  o f  th e  w orld sh arp ly  d e te r io r a te d  during th e  p er io d  1975—75# 

Large p ro p o rtio n s o f  the r e s u l t i n g  d e f i c i t s  were o r ig in a te d  on the  

trade b a la n ces  w ith  the OECD c o u n tr ie s  because o f  th e  sim ultaneous  

e x is te n c e  o f  exp ort maxima and im port minima. Most o f  th e  rem aining  

d e f i c i t s ,  o r ig in a t in g  on the trade b a la n ces  w ith  OPEC, cou ld  be reduced , 

though n ot e lim in a te d , when th e  c o u n try 's  exp orts  have a c c e s s  to  OPEC 

m arkets. E xports to  LDCs were a c t in g  as a  s t a b i l i s i n g  fa c to r  s in c e  

the r e s u l t in g  su r p lu sse s  m it ig a te d , though not com pensated, the la r g e  

d e f i c i t s  on trad e ba lance w ith  OECD which were aggravated  by th e  

d e c l in e s  in  exp ort earn in gs during the 1975 r e c e s s io n .  The in c r e a se s  

o f  exp ort ea rn in g s from CPCs and the changes o f  trad e b a la n c e s , b e in g  

stim u la ted  by p o l i t i c a l  rea so n s , are s ig n i f ic a n t  in  In d ia  and, to  a 

l e s s e r  e x te n t ,  in  Pakistan*

1-5  The C apacity  o f  Export E arnings f o r  F inancing O il Payments

A country ex p o rts  part o f  i t s  n a t io n a l output to  

acq u ire  means to  pay fo r  i t s  requirem ents o f  the im ported goods and 

s e r v ic e s .  The p rop ortion s o f  the exp ort earn in gs th a t each o f  the th ree  

c o u n tr ie s  hacf to  p art w ith  in  ord er to  fin a n ce  the n e t  o i l  import 

b i l l s  during the p er io d  1970-75 are shown as fo llo w s ;

( l )  C a lcu la ted  from T ables 4 -2  and 6-1,
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1970 1971 1972 1973 1974 1975

In d ia 7 . 5 1 6 .8 10 .3 13 .1 3 7 . 0 30 .4

P a k ista n 15 .1 1 1 .4 6 .2 8 .9 2 2 .6 3 1 .7

Kenya 6 . 7 7 .9 9 . 0 7 .6 2 1 .1 25 .8

O il paym ents, a s  p ercen ta g es o f  exp ort ea rn in g s , during 1970/72  were 

avera g in g  12 , 11 and 8 per c en t f o r  In d ia , P a k ista n  and Kenya 

r e s p e c t iv e ly .  Such p rop o rtio n s decreased  in  1973, to  about 9 and 8 

per cen t fo r  both  P a k is ta n  and Kenya r e s p e c t iv e ly  owing to  the  

r e l a t iv e l y  la r g e  r i s e s  in  t h e ir  exp ort ea rn in g s , w h ile  th ey  in cr ea se d  

to  13 per cen t fo r  In d ia  owing to  th e  in s ig n i f i c a n t  in c r e a se s  in  i t s  

export ea rn in g s  during th a t  y e a r . In  1974, n e t o i l  im port b i l l s  

amounted to  3 7 , 23 and 21 per cen t o f  the t o t a l  exp ort ea rn in g s o f  In d ia , 

P a k ista n  and Kenya r e s p e c t iv e ly .  Such p rop ortion s d e c lin e d  in  1975 to  

30 per c en t fo r  In d ia  because o f  th e  sm all d e c l in e s  in  o i l  im ports and 

slow  d e c e le r a t io n  o f  i t s  exp ort earn in gs w h ile  th ose  o f  P a k ista n  and 

Kenya ro se  to  about 32 and 26 per cen t r e s p e c t iv e ly  owing to  th e  r i s e  in  

o i l  im ports and d e c l in e  in  t h e ir  exp ort ea rn in g s .

In  f a c t ,  th e  th r e a t  to  the e x te r n a l payments came n o t so much from 

the need to  p art w ith  la r g e  p rop o rtio n s o f  the exp ort ea rn in g s  as from  

the u nfavourable c o n d it io n s  o f  both dom estic and in te r n a t io n a l economy 

which d eterred  the c a p a c i t ie s  o f  the th ree  c o u n tr ie s  to a f f e c t  the  

tr a n s fe r  o f  o i l  paym ents. The c a p a c ity  o f  th e  th ree  c o u n tr ie s  to  

g en era te  a d d it io n a l exp ort earn in gs to  meet the in crem en ta l o i l  payments 

were l im ite d  by both dom estic  c o n s tr a in ts  on the supply  o f  ex p o rts  and 

the slackened  demand caused by the s ta g n a tio n  o f the world economy 

during 1974/ 75 ,
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Table 6-13  shows th e  c a p a c ity  o f  ex p o rts  o f  th e  th ree  c o u n tr ie s  

to  meet th e a d d it io n a l o i l  c o s t s  du rin g  1974 and 1975 from th e  

in crem en ta l exp ort e a r n in g s . The n e g a tiv e  s ig n  in  Column 3 in d ic a te s  

, th e  p o r t io n -  o f  th e  a d d it io n a l o i l  c o s t s  which cou ld  n ot be met 

by th e  in crem en ta l ea rn in g s  in  the same y e a r . Increm enta l export 

earn in gs o f  In d ia  during 1974 and 1975 f e l l  sh ort from co v er in g  i t s  

a d d it io n a l o i l  c o s t s ,  le a v in g  about o n e - f i f t h  o f  such c o s t s  uncovered  

in  both y e a r s .  In  P a k is ta n , about t w o - f i f t h s  o f  1974*s a d d it io n a l  

o i l  c o s t s  and th r e e -q u a r te r s  o f  th o se  o f  1975 were l e f t  uncovered  

by export e a r n in g s . T his can be a t tr ib u te d  to  th e  r i s e  in  the c o s t s  o f  

o i l  im ports and the f a s t  d e c e le r a t io n  o f  i t s  e a r n in g s . Kenya's exp ort 

earn in gs in  1974 - were a b le  to  cover  tw ice  as much as  i t s  a d d it io n a l  

o i l  b i l l s .  However, the a b so lu te  d e c l in e s  o f  i t s  exp ort ea rn in g s  in  

1975, l e f t  the a d d it io n a l o i l  b i l l s  w ith ou t f in a n c e . As a r e s u l t ,  d e s p ite  

the f a c t  th a t  th e  ex p o rts  o f  a l l  the th ree  c o u n tr ie s  were h i t  by the  

s ta g n a tio n  o f  w orld  economy during 1 9 7 4 /7 5 , In d ia  , b e in g  a b le  to  f in a n ce

f o u r - f i f t h s  i t s  a d d it io n a l o i l  c o s t s  from in crem en ta l exp ort e a r n in g s ,
a

was s t i l l  in ^ b e tte r  p o s it io n  than both  P a k ista n  and Kenya.

2 -  The E f f e c t s  on th e  In te r n a t io n a l L iq u id ity

A country  f a i l s  to  a t t a in  i t s  e x te r n a l b a lan ce when i t s  current 

exp ort earn in g s are n o t la r g e  enough to  meet the f u l l  amount o f  o i l  

im port b i l l s ,  assum ing th a t n e t c a p ita l  in f lo w s  f a l l  sh o rt o f  m eeting  

th e cu rren t account d e f i c i t .  However, b a la n ces  o f  o i l  im port b i l l s  

uncovered by cu rren t ex p o rts  can be paid  fo r  through fo r e ig n  exchange 

h o ld in g s , i . e .  a s s e t s  p r e v io u s ly  accum ulated and c u r r e n t ly  p o sse sse d ,  

r e f l e c t in g  p a st su r p lu sse s  and a n t ic ip a te d  d e f i c i t s .  The c o u n try 's
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Table 6-13
The C a p a c it ie s  o f  th e  E xports o f  In d ia , P a k ista n  and Kenya fo r  

F inan cin g  t h e ir  A d d itio n a l O il C osts  in  1974 and 1975.

( i n  m il l io n s  o f  cu rren t TJ.S.^)

Changes o f  Export 
E arnings from th e  
P reced in g  Y e a r (l)

(1 )

A d d itio n a l 
O il 

c o s t s  ( 2 )

(2 )

The Export C apacity
( 1) -  ( 2 )

( 2 )

( 5 )

In d ia

1974 + 779.5 9 8 8 .0 - 2 1 .1

1975 +745.3 945 .5 - 2 1 .4

P a k is ta n

1974 +9 6 . 0 158 ,0 " 3 9 .2

1975 + 54 .9 256.9 —7 8 .6

Kenya

1974 +130 .6 63.3 +106.5

1975 - 1 1 .1 91 .8 -1 1 2 .1

Source: ( l )  Table 6-1

(2 )  Table 4 -4 .



260

in te r n a t io n a l r e se r v e s  are d e fin ed  a s  " a ll  th o se  a s s e t s  o f  i t s  monetary

a u t h o r it ie s  th a t  can he u sed , d ir e c t ly  o r  through assumed c o n v e r t ib i l i t y

in to  o th er  a s s e t s ,  to  support i t s  r a te  o f  exchange when i t s  e x te r n a l

" ( l )payments are in  d e f i c i t s ,^  ' Thus, r e se r v e s  are g e n e r a lly  d e fin ed  

g r o s s ,  ra th er  than n e t ,  to  in c lu d e  t o t a l  c e n tr a l bank h o ld in g s  o f  

g o ld , c o n v e r t ib le  fo r e ig n  exchange, s p e c ia l  drowing r ig h t s  and r e se r v e s  

p o s it io n  in  th e  IMF,

The c o u n tr y 's  r e s e r v e s  h o ld in g  determ ines i t s  in te r n a t io n a l

l i q u i d i t y  which d e s c r ib e s  the c a p a c ity  o f  th e  n a t io n a l m onetary

a u th o r it ie s  to  command the fo r e ig n  exchange th ey  need to  f in a n c e  th e

balance o f  payments d e f i c i t  and to  support the v a lu e  o f  t h e ir  currency

r e la t iv e  to  o th er  c u r r e n c ie s  w ith ou t r e s o r t in g  to  u n d e sira b le  adjustm ent

m easures. Thus, in te r n a t io n a l l i q u i d i t y  can be d e sc r ib e d  sim ply  as a

synonym fo r  in te r n a t io n a l r e s e r v e s ,  a s" th e sum o f  owned r e s e r v e s  and

(2 )u n co n d itio n a l drawing r ig h ts ." ^  ^

2 -1  The R ole o f  F ore ign  Exchange R eserves in  D evelop ing  C oun tries -

A T h e o r e t ic a l Background

A ccording to  the th eo ry , th e  h ig h er  the l e v e l  o f  r e s e r v e s ,  th e  

more u t i l i t y  th e r e s e r v e s  y i e ld ,  the g r e a te r  the a b i l i t y  to  fin a n ce  

e x te r n a l d e f i c i t s ,  and th e  la r g e r  the p o s s i b i l i t y  to  o b v ia te  the

(1 )  Group o f  Ten, Report o f  the Study Group on th e  C rea tio n  o f  R eserves  
A s s e ts ,  1965 , Communique o f  M in is te r s  and Governors and R eports o f  
D ep u tie s , 1 9 6 6 ,p . l2 ,

( 2 ) F . Machlup and B.G. M alk ie l (eds.)_ . I n te r n a t io n a l Monetary Arrangements
The Problem o f  C hoice , In te r n a t io n a l Finance S e c t io n , P rin ceto n
U n iv ersity ^  P r in c e to n , N .J . ,  I 964 , p .31* Qdoted from B .T . Cohen, 
" In te r n a tio n a l R eserves and L iq u id ity " , in  P .B . Kenea ■ ( e d , ) .
I n te r n a t io n a l Trade and Finance -  F r o n tie r s  fo r  R esearch , Cambridge 
U n iv e r s ity  P r e s s , London, 1975*PP*412-3,
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n e c e s s i t y  o f  making adjustm ent in  dom estic ex p en d itu res  in  th e fa c e  o f  

sh o rt-term  e x te r n a l d is e q u ilib r iu m . S a lan t p o in ted  ou t th a t  f in a n ce  

and adjustm ent are r e la t e d  in  an o p p o s ite  d ir e c t io n  so th a t  th e  la r g e r  

are a c o u n tr y 's  l iq u id  a s s e t s ,  th e  l e s s  i s  the p ressu re  on i t  to  

e lim in a te  th e  d e f i c i t . H o w e v e r ,  th e  s i z e  o f  r e se r v e s  h o ld in g s  to  

f in a n c e  e x te r n a l d e f i c i t s  depends n o t o n ly  on th e  s i z e  o f  the exp ected  

d is tu r b a n c e s , but a ls o  on th e  a v a i l a b i l i t y  o f  autom atic mechanisms 

which can e f f i c i e n t l y  r e d r e ss  b a lan ce o f  payments w ith ou t r e s o r t in g  

to  im port c o n tr o l and exp en d itu re c u t s .  The more e f f e c t i v e  and quick  

th e se  adjustm ent mechanisms work, th e sm a ller  are th e t o t a l  im balances  

r e s u l t in g  from d is tu rb a n c es  and th e  sm a lle r  are th e  cum ulative changes in  

r e se r v e s  needed f o r  f in a n c e . A s a t is f a c t o r y  payment adjustm ent i s  

g e n e r a lly  th ou gh t, accord in g  to  S a la n t , "to req u ire  th a t  d is e q u i l ib r ia  

be e lim in a te d  by means o th er  than the im position  o f  c o n tr o l over  

in te r n a t io n a l tr a n s a c t io n s  fo r  th e  s p e c i f i c  purposes o f  in f lu e n c in g  the

( 2,')b alan ce o f  payments?^ '

In ste a d  o f  u s in g , in t e n s iv e ly ,  t h e ir  own r e se r v e s  (u n c o n d itio n a l  

l i q u i d i t y )  to  f in a n ce  e x te r n a l d e f i c i t s ,  the advanced econom ies may 

be a b le  to  u se  borrowed r e s e r v e s  ( c o n d it io n a l l i q u i d i t y )  o r  th ey  may be 

a b le  to  u se  in t e r e s t  r a te  changes ( f in a n c ia l  c o r r e c t io n s )  to  a t t r a c t  

p r iv a te  sh o rt-term  c a p it a l  in f lo w s . A lso , they  may p r e fe r , in s te a d  o f  

ex p en d itu re -red u c in g  tech n iq u e s , to  u se  e x p e n d itu r e -sw itc h in g  tech n iq u es  

(d e v a lu a tio n s  o r  s e l e c t iv e  r e s t r i c t io n s )  which are l e s s  c o s t ly  in  terms 

o f  n a t io n a l income foregon e than dom estic exp en d itu re red u ctio n s*

( 1 ) W.S. S a la n t , " In te r n a tio n a l R eserves and Payments Adjustm ent", 
Banca N azion a le  Del Lavoro, V o l .22 , N o .90 (Septem ber 1969)p .285*

( 2 ) I b i d . . p .282 . '
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In  c o n tr a s t ,  th e  m otive o f  d ev e lo p in g  c o u n tr ie s  to  h o ld  r e se r v e s  

i s  ... s tro n g er  than  th a t  o f  developed  c o u n tr ie s .  E vidence o f

the e f f i c i e n c y  o f  an adjustm ent mechanism in  d ev e lo p in g  c o u n tr ie s ,  which  

was d isc u sse d  in  ch ap ter  IV, in d ic a te s  th a t the a u t h o r i t ie s  are con fin ed  

to  a d i f f i c u l t  ch o ic e  o f  e i th e r  u s in g  owned r e se r v e s  or d e f la t in g  the  

economy. T h erefore , th e  r o le  o f  r e se r v e s  in  d ev e lo p in g  c o u n tr ie s  i s  

to  a c t  a s  le v e r a g e  e f f e c t  on c a p a c ity  u t i l i z a t i o n  th a t  would be 

changed by s h i f t s  in  fo r e ig n  exchange ea r n in g s . A ccording to  L in d er 's  

r e - in te r p r e ta t io n  o f  th e  co n v en tio n a l th eory  o f  in te r n a t io n a l tr a d e ,  

th e reason  fo r  which a d ev e lo p in g  country  h c ld s r e se r v e s  i s  "to avo id  

w aste o f  c a p a c ity  due to  changes in  fo r e ig n  exchange ea rn in g s -  a 

w aste th a t cannot be av o id ed , even i f  the country t r ie d  to  a d ju st i t s  

exp en d itu re p o l i c i e s  to  changes in  fo r e ig n  exchange earnings"^^^  

J u s t i f y in g  the la r g e  p a r t ic ip a t io n  o f  d ev e lo p in g  c o u n tr ie s  in  any 

scheme fo r  in c r e a s in g  the in te r n a t io n a l liq u id ity , P . S tr e e te n  p o in ted  

out th a t "the s o c ia l  c o s t s  o f  the a lt e r n a t iv e  to  r e se r v e s  w i l l  tend to  

be h ig h er  than in  r ic h  c o u n tr ie s .''  *

The h igh  c o s t s  o f  adjustm ent are fu r th e r  r e in fo r c e d  in  d ev e lo p in g  

c o u n tr ie s  by th e  sm all s i z e  o f  t h e ir  r e s e r v e s  w hich, by th em se lv es , 

tend to  remain perm anently a t  a low le v e l  s in c e ,  as L inder  

ex p la in e d , " It i s  ea sy  to  spend e x i s t in g  r e s e r v e s ,  but n o t c r e a te  them 

when th ey  are needed ."  In  t h e ir  study o f  the behaviour o f  r e se r v e s  

o f  both developed  and d ev e lo p in g  c o u n tr ie s ,  Kenen and Yudin found

L inder, o p . c i t .j> .112.
S t r e e t e n ," In te r n a tio n a l Monetary Reform and th e L ess Developed  
C o u n tr ie s ," o p .c i t . , p .170 .

3  ̂ L inder, o p .c i t . p .1 1 5 .
4)EBKenen and E .B . Yudin, "The Demand fo r  I n te r n a t io n a l R eserves,"  in  

P .B . Kenen and R.Lawerence ( e d s . ) .  The Open Economy -  E ssays on 
I n te r n a t io n a l Trade and F in an ce , Columbia U n iv e r s ity  P r e s s ,
New York, I 968 . p . 344.
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th a t  th e  r e se r v e s  o f  t h ir t e e n  d ev e lo p in g  c o u n tr ie s  are sm all and 

t h e ir  changes are h e a r ly  random r e la t iv e  to  the d eveloped  c o u n tr ie s  

in  t h e ir  sam ple; and th a t  any enduring payments d is tu r b a n c e s  are  

u s u a l ly  met by changes in  d ir e c t  c o n tr o l .

Summing up , over and above th e  sm all s iz e  o f  t h e ir  r e se r v e s  

h o ld in g , the o n ly  a l t e r n a t iv e  to  u sirgreserves to  f in a n c e  b a lan ce  o f  

payments d e f i c i t s  in  d ev e lo p in g  c o u n tr ie s  i s  to  cu t im ports and red u ce  

dom estic ex p en d itu res  because o f  th e  l im ite d  p o s s i b i l i t y  o f  adjustm ent 

p r o c e ss .

2-2  The Changes in  R eserves During 1970-75

The r i s e  in  o i l  p r ic e s  cre a ted  a sen se  o f  r e se r v e s  s tr in g e n c y  as 

the o il - im p o r t in g  c o u n tr ie s  m a n ifested  stro n g  demand fo r  a d d it io n a l  

r e s e r v e s  in  ord er to  f in a n c e  t h e ir  p r o sp e c tiv e  o i l  d e f i c i t s *  The 

f e e l in g  th a t in te r n a t io n a l  r e s e r v e s  are inadequate was aggravated  by 

the d e c l in e s  in  the r e a l  v a lu e  o f  r e se r v e s  caused by the d e p r e c ia t io n  

o f  th e  reserve- c u r r e n c ie s  and th e  speed-up in  w orld i n f l a t i o n .

Most o i l - im p o r te r s  took a c t io n  to  r e s t r i c t  im p orts, in c r e a se  o f f i c i a l  

borrow ings, maximize a c c e ss  to  th e  " o il  f a c i l i t y "  and to  m o b iliz e  g o ld

( 2 )r e se r v e s  a t  th e  h ig h e s t  p o s s ib le  p r ic e .^  * O il payments were alm ost 

made by drawing on fo r e ig n  exchange r e se r v e s  which were tr a n s fe r r e d  

to  GREG c o u n tr ie s .

( 1 ) D .I .  Fand,*^World Reseirves and World I n f la t io n ?  Banca N azion a le  
D el Lavora, V o l .28 , N0 . I I 5 (December 1975)^PPo3 5 9 -6 5 .

( 2) IMP, Development in  World L iq u id it y ,1974 Annual R eport, 1975, 
pp. 41-^T
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However, th e f e a r  o f  the sh ortage o f  w orld l i q u i d i t y  d id  not

m a te r ia l is e  a s  th e s to ck  o f  g lo b a l r e se r v e s  has in c r e a se d  r a p id ly

s in c e  the e a r ly  1970''s -  Rapid monetary growth during 1971-73 under the

f ix e d  exchange reg im e, th e  move toward f lo a t in g  exchange r a te s  in  1973

and the r e v a lu a t io n  o f  o f f i c i a l  g o ld  h o ld in g s  tended to  in c r e a se  th e

sto ck  o f  r e s e r v e s .  N e v e r th e le ss , th e  uneveness o f  t h e ir  d is t r ib u t io n

and the b e n e f i t s  from commodity boom had l e f t  some in d iv id u a l d ev e lo p in g

c o u n tr ie s  sh o rt o f  what th ey  needed to  fin a n ce  t h e ir  cu rren t accou n ts
tlie

d e f i c i t s .  Table 6 -14  shows th e  change o f  fo r e ig n  r e s e r v e s  o f  th ree  

c o u n tr ie s  during  1970-73 and c a lc u la te s  the d ra in s o f  fo r e ig n  exchange 

which equal v a r ia t io n s  in  r e se r v e s  ex c lu d in g  n et drawings from and 

repayments to  IMP.

While I n d ia 's  fo r e ig n  exchange r e se r v e s  reached t h e ir  lo w est  

l e v e l  o f  #1142 m il l io n  in  1973, d e c l in in g  by ^38 m il l io n  , th ose

o f  P ak istan  and Kenya recorded  t h e ir  h ig h e s t  l e v e l s  o f  ^ 8 0  and #233 

m il l io n  r e s p e c t iv e ly ,  in c r e a s in g  by #199 and ^31 m il l io n  T ight f i s c a l  

and monetary p o lic y  in  In d ia  during 1974 and s l i g h t  d e c e le r a t io n  o f  export  

earn in gs in  1975 added ^183 and ^ 8  m il l io n  to  i t s  r e se r v e s  which  

amounted to  #1323 and #1373 m il l io n  in  th e se  two y e a r s , r e s p e c t iv e ly .

In c o n tr a s t ,r e s e r v e s  o f  both  P a k ista n  and Kenya d e c lin e d  in  1974 to  

#461 and #193 m il l io n  , r e s p e c t iv e ly ,  and d e c lin e d  fu r th e r  in  1975 to  

reach  #406 and #173 m il l io n  , r e s p e c t iv e ly ,  which are co n sid ered  to be 

the lo w est l e v e l s  in  the f i r s t  h a l f  o f  the 1970s*

During 1 9 7 4 /7 5 , the p ressu res  on th e  balance o f  payments induced  

by red u ctio n s  in  exp orts  ea rn in g s , on th e one hand, and the in f la t e d  

import v a lu e s  o f  o i l  and o th er  n o n -o il  im p orts, on the o th e r , r e s u lte d
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Table 6—14

The Changes in  F ore ign  R eserves o f  In d ia , P a k is ta n , K enya 1970-75,

Total(l)
Reserves
Holdings

(1 )

Variation
in

Reserves

(2 )

Accrual 
Fresh 

SDR 8

(3 )

of  ̂Net(l) Variation 
Transactions of 
with IMP(a) Reserves 

Gross_of. transaction with D #
_ _ ( 4 )  (2 -3+ 4  )

India

1970 1 0 0 6 .0 + 8 0 .0 1 2 6 .0 +1 7 9 .0 +1 33 .0
1971 12 0 6 .0 + 200 .0 100 .9 +6 5 .2 +164 .3
1972 1 1 8 0 .0 - 2 0 .0 108 .1 - -1 2 8 .1
1973 1 1 4 2 .0 - 3 8 .0 - - - 3 8 .0
1974 1 325 .0 + 183 .0 - —689*4 - 506*4
1975 1 37 3 .0 + 48 .0 —2 44 .4 —196 .4

Pakistan

1970 1 90 ,0 - 1 4 2 .0 31 .6 +28*4 - 145 .2
1971 1 8 9 .0 —1 * 0 25 .2 +1 .9 - 24 .3
1972 2 8 1 .0 +9 2 . 0 27 .0 - 7 4 .9 - 9 .9
1973 4 8 0 .0 +199 .0 - - 2 3 .8 +1 7 5 . 2
1974 4 6 1 ,0 —1 9.0 — - 132 .2 - 151.2
1975 4 0 6 .0 - 55 .0 - 165 .6 -2 2 0 .6

Kenya

1970 219 .8 +50.1 5 .4 _ +4 4 .7
1971 170 .9 - 4 8 .9 5 .1 - - 54 .0
1972 2 0 2 .0 +31.1 5 .5 - +25 .6
1973 23 3 .0 +31 .0 - — +31 .0
1974 193 .3 - 3 9 .7 - - 5 5 .4 - 93 .1
1975 173 .4 - 19 .1 - 4 4 .3 —64.2

Source: ( l )  IMP, In te r n a t io n a l F in a n c ia l S t a t i s t i c s ,V o l .$0 , N o .5 (May
1977).

N ote; (a )  ( - )  n e t  draw ings (+ ) n e t repaym ents.



not o n ly  in  the d ra in s o f  r e se r v e s  accum ulated from 197 3 , p a r t ic u la r ly ,  

in  P ak istan  and Kenya, hut a ls o  the r e s o r t  o f the th ree  c o u n tr ie s  to  

draw h e a v ily  from the IMP. The lo s s e s  in  I n d ia 's  r e s e r v e s ,  which 

amounted to  on ly  #38 m il l io n  in  1973 , in crea sed  to  #506 and #196  

m ill io n  in  1974 and 1975 r e s p e c t iv e ly .  In  1974, the lo s s e s  o f  re se r v e s  

o f  #151 m il l io n  in  P ak istan  exhausted  the 1973s r e se r v e  g a in s and the  

d rain  in  r e se r v e s  o f  #93 m il l io n  in  Kenya accounted fo r  th ree  tim es  

the a d d itio n s  to  r e se r v e s  in  1973. L osses in  r e se r v e s  continued  in  

1975, amounting to  #220 and #64 m il l io n  in  P ak istan  and Kenya r e s p e c t iv e ly ,

Though drawings from IMP made up fo r  the fo r e ig n  exchange drains  

and p a r t ly  r e p le n ish e d  r e s e r v e s ,  th ey  reduced the th ree  c o u n tr ie s '  

c r e d itw o r th in e ss , le a v in g  f r a g i l e  o p p o r tu n itie s  f o r  m o b iliz in g  fu r th e r  

r e se r v e s  from e i th e r  the Fund or c a p ita l  markets when the need a r o se .

Table 6-15 shows the p o s it io n s  o f  the th ree  co u n tr ie s  in  IMP during  

the p eriod  1971-75 , em phasising the s iz e  o f  the in d eb ted n ess  to  the  

Fund and the developm ents in  the u n co n d itio n a l l i q u i d i t y .

The Fund's a c tu a l h o ld in g s o f the n a tio n a l c u rre n c ie s  o f  the  

th ree c o u n tr ie s , m easuring the s iz e  o f  th e ir  in d eb ted n ess , as p ercen tages  

o f quota, in cr ea se d  fo r  a l l  c o u n tr ie s  in  1974 and 1975 and exceeded  

the ord inary maximum in d eb ted n ess (200 per cen t) in  the case o f  both  

P ak istan  and Kenya. Furtherm ore, the c o u n tr ie s ' p o s it io n s  in  the Fund, 

which are con sid ered  p a rts  o f  r e se r v e s  h o ld in gs and sou rces o f  

u n co n d itio n a l l i q u i d i t y ,  ran out to  zero fo r  Kenya and turned out 

to  be n eg a tiv e  in  the ca ses  o f In d ia  and P a k ista n .

2-3  The Adequacy o f  the R eserves

Reserve h o ld in g s can provide some so r t  o f cushion  a g a in s t  the
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Table 6-15

The Position of India, Pakistan and Kenya in the International 
Monetary Fund, 1 9 7 1 -7 5 .

1971 1972 1975 1974 1975

In d ia

Fund's h o ld in g  o f  currency as

%  o f  quota (a )

R eserves p o s it io n  a s  % o f

92 92 92 155. 174

g o ld  tranche (b )

P a k ista n

Fund's h o ld in g  o f  currency

50 50 50

as Yq o f  quota (a )

R eserves p o s it io n  as  % o f

118 151 155 202 259

g o ld  tranche (b )

Kenya

Fund's h o ld in g  o f  currency as ^

o f  quota (a )

R eserves p o s it io n  as % o f

75 75 74 167 243

g o ld  tranche (fe) 101 101 103 — -

Source: C a lcu la ted  from IMF, I n te r n a t io n a l F in a n c ia l S t a t i s t i c s ,
V o l .31, N o .5 (May 1978).

(a )  The a c tu a l h o ld in g s  o f  th e  n a t io n a l cu r r e n c ie s  which in c lu d e  n et  
com pensatory drawings*

(b ) The p r a c t ic e  o f  the Fund i s  to  record  the R eserves p o s it io n  in
the Fund as zero  when i t  runs out or  when i t  turns ou t to  be n e g a t iv e .
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e x te r n a l d is tu rb a n c es  when th ey  are  used  to  fin a n ce  d e f i c i t s  on the  

b alan ce o f  paym ents. The e x te n t  to  which r e se r v e s  can be run down 

i s  l im ite d  by t h e ir  adequacy which i s  u s u a lly  judged from the " cou n try 's  

p o in t o f  v iew ."  A country  cannot a llo w  i t s  r e se r v e s  to  f a l l  below a 

c e r ta in  l e v e l  which must be ap p ra ised , accord in g  to  Kenen and Yudin^^), 

" in  r e la t io n  to  fu tu r e  d is tu rb a n c es  and co n tin g en c ies"  which may 

be gauged q u a n t i ta t iv e ly  on the b a s is  o f  p a st e x p e r ie n c e s . For a 

t y p ic a l ly  poor cou n try , running down r e se r v e s  in v o lv e s  h igh  s o c ia l  

c o s t s ,  p a r t ic u la r ly ,  when th ey  a r e " b u ilt  up by borrowing" or are  

used  as  "backing fo r  borrow ing purposes" s in c e  d e c l in e s  o f  r e se r v e s  

would im pair th e c o u n tr y 's  c r e d it -w o r th in e ss  in  the c a p it a l  m a rk e ts .' ' 

R eserves adequacy w i l l  be m easured, in  the form o f  r a t i o i ,b y  comparing 

r e s e r v e s  h o ld in g s  o f  th e  th ree  c o u n tr ie s ,  during th e p eriod  1970- 75 , 

w ith  th ree  m agnitudes; t o t a l  im port v a lu e s , trade b a la n ces  and n et  

o i l  im p orts, a s  shown in  Table 6 -1 6 .

The re le v a n c e  o f  r e se r v e s /im p o r t r a t io  i s  based on th e  n o tio n  

th a t  a c o u n tr y 's  im ports are supposed to  determ ine i t s  demand fo r  

fo r e ig n  b a la n ces  and th a t th e s i z e  o f  im p orts, b e in g  lin k e d  w ith  

the p r o b a b il i ty  o f  d e f i c i t s  in  the ba lance o f  paym ents, i s  co n sid ered

( 5)a f a i t h f u l  proxy ib r the payment d is tu r b a n c e s .'  ' S im ply, th e  r a t io  

shows how lo n g  a country  cou ld  fin a n ce  i t s  im ports i f  i t  i s  suddenly 

d eprived  o f  a l l  fo r e ig n  exchange e a r n in g s . For a l l  the c o u n tr ie s , the

( 1 ) Kenen and Yudin, o p .c i t . , p . 341*
( 2) G.C. A bbott, "The D ouble-B ind o f  O il and Aid -  A Way Out",

B anco-N azionale D el Lavoro. V o l .27, N o .110(Septem ber 1974),P*234*
( 3 ) M, J , Friander s ,  The Demand fo r  In te r n a t io n a l R eserv es , S tu d ie s  

in  In te r n a t io n a l F inan ce , N o .27 , P r in ceto n  U n iv e r s ity ,P r in c e to n  
N .J . ,  1971, p .47*
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Table 6-16

The Reserve Adequacy of India, Pakistan and Kenya, 1970-75

1970 1971 1972 1973 1974 1975

Reserves/import Ratios 
India 0 .4 8 0 .5 0 0.53 0 .35 0 .26 0 .22

Pakistan 0 .2 5 0 .50 0.42 0 .4 9 0 .26 0 .19

Kenya 0 .5 0 0 .3 0 0 .38 0 .38 0 .19 0 .1 8

Reserves/Trade Balances 
India

Ratios
14 .30 4 .03 5 . 68^^^ 4 . 1 5 1.13 0 .75

Pakistan 0 .5 5 4 . 0 0 21 . 78^^) 21.62 0 .74 0 .3 8

Kenya 1 .6 0 0 .6 9 1 .15 1 .6 4 0 .46 0.51

Reserves/Oil Imports Ratios 
India 6 .7 1 4 .7 5 4 .6 6 2 .8 5 0 .93 0 .98

Pakistan 3 .33 3 .29 6.83 5 .75 1 .9 8 1 .8 0

Kenya 11 .33 7 .24 6 .4 7 6 .65 1 .55 1 .16

Source: R a tio s  are c a lc u la te d  from the fo llo w in g  so u rces; d ata  on
r e se r v e s  from Table 6 -1 4 , data on im ports from IMP, 
I n te r n a t io n a l F in a n c ia l S t a t i s t i c s , V o l .3 1 , Bb.5- (May 1978)j 
data  on trad e  b a la n ces  from Table 6-12 and d ata  on o i l  
im port from Table 4“ 2 .

The r a t io  i s  p o s i t iv e  because o f  su rp lu s on tr a d e  b a la n c e s .
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r e se r v e s /im p o r ts  r a t io s  reached  t h e ir  low- l e v e l  in  1974» amounting 

to  0*26, 0 .2 6  and 0 .1 9  fo r  In d ia , P a k ista n  and Kenya r e s p e c t iv e ly .

They d e c lin e d  fu r th e r  in  1975 to  0 .2 2 , 0 .1 9  and 0 .1 8 , r e s p e c t iv e ly .  In  

com parison w ith  1971» th e  r a t io s  o f  the th ree, c o u n tr ie s  d e c lin e d  to  

about o n e -h a lf .

In  f a c t  monetary r e se r v e s  are n o t hëd fo r  tr a n s a c t io n s ,  r e s u lt in g  

from the payments fo r  a l l  goods and a s s e t s  a country  im p o rts .

R ather, th ey  are h e ld  fo r  f in a n c in g tr a n s it io n a l  d is tu r b a n c e s , which 

r e s u l t ,  a ccord in g  to  H e l le r ^ ^ \  from a l l  d is c r e p a n c ie s  betw een fo r e ig n  

payments and r e c e ip t s .  T h erefore , a more p la u s ib le  r e la t io n  m ight be 

found between th e need fo r  h o ld in g  r e se r v e s  and v a r ia t io n s  in  trade  

b a la n c e s , p a r t ic u la r ly ,  o f  d ev e lo p in g  c o u n tr ie s  whose e x te r n a l b a la n ces  

are v u ln era b le  to  sea so n a l f lu c t u a t io n s ,  c y c l i c a l  sw ings ard ir r e g u la r  

c o n tin g e n c ie s  caused by th e openness o f  th e ir  econom ies. Between 1970 

and 1973 the r e s e r v e s /tr a d e  b a lan ce r a t io  improved, s ig n i f i c a n t l y ,  

from 0 .5 5  to  21 .62  fo r  P a k ista n  and, s l ig h t ly ,f r o m  1 .6 0  to  I .64 fo r  

Kenya, but i t  d e c lin e d  from 14*30 to  4*15 fo r  In d ia . However, the  

r a t io  d e te r io r a te d  sh arp ly  in  1974 to  1 .1 3  fo r  In d ia , 0 .7 4  fo r  P a k ista n  

and to  0 .46  fo r  Kenya, and fu r th e r  in  1975 to  0,75» O.38  and O.5I ,  

r e s p e c t iv e ly .

A d d it io n a lly ,  r e se r v e s  are compared by the n e t o i l  im port b i l l s  to  

in d ic a te  the e x te n t  to  w hich r e s e r v e s  can meet o i l  paym ents. Between

1970 and 1973» th e r e s e r v e s  / o i l  im port r a t io  in cr ea se d  fo r  P ak ista n  

from 3*33 to  5*75, w h ile  i t  d e c lin e d  fo r  In d ia  and Kenya from 6 . 7I  to  

2 .85  and from 11 ,33  to  6 .65  r e s p e c t iv e ly .  I t  d e c lin e d  in  1974 to  0 ,9 3

( 1 ) H.R. H eller**T he T ransactions Demand fo r  In te r n a t io n a l Means o f  
Payments", Journal o f  P o l i t i c a l  Economy, V o l .7 6 , % o.l (ja n u .S '^ '/ 
February 1968)^p .I 4I .
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fo r  In d ia , 1 .9 8  fo r  P a k ista n  and 1 .5 5  fo r  Kenya and fu r th e r , in  1975» 

to  0 . 9 8 , 1 .8 0  and 1 .1 6  r e s p e c t iv e ly .

As a r e s u l t ,  f o r  a l l  the th ree  c o u n tr ie s , fo r e ig n  exchange 

r e s e r v e s  d e c lin e d  du rin g  1974 and 1975» in  a b so lu te  and r e la t iv e  term s, 

and reached a v ery  low l e v e l ,  in d ic a t in g  a w orsening in te r n a t io n a l  

l i q u i d i t y  p o s i t io n ,  though In d ia  was in  a s l i g h t l y  b e t te r  p o s it io n  

than both  P a k is ta n  and Kenya.

2 -4  The C apacity  o f  R eserves fo r  F inan cin g  O il Payments

Table 6 - l7  shows th e  p rop o rtio n s o f  a d d it io n a l o i l  c o s t s  which  

were fin a n ced  by running down r e s e r v e s  and th e c o n tr ib u t io n s  o f  

drawings on o i l  f a c i l i t y  on such paym ents, assum ing th a t a l l  r e s e r v e s  

l o s s e s  were o n ly  used  in  f in a n c in g  o i l  payments during  1974 and 1975»

W h ile  th e  r e se r v e s  o f  In d ia  cou ld  cover o n e -h a lf  o f  the a d d it io n a l  

o i l  c o s t s  and th ose  o f  P a k ista n  cou ld  f in a n ce  alm ost a l l  the c o s t s  in  

1974» Kenya’ s r e s e r v e s  were s u f f i c i e n t  to  pay fo r  1 .5  tim es as much 

as i t s  a d d it io n a l o i l  c o s t s .  However, drawings on o i l  f a c i l i t y  in  th a t  

y ea r  c o n tr ib u te d , p r o p o r tio n a lly » o n e -q u a r te r , th r e e -q u a r te r s , tw o -th ird s  

o f  the a d d it io n a l payments o f  In d ia , P a k ista n  and Kenya, r e s p e c t iv e ly *

In  1975» th e c a p a c i t ie s  o f  the r e se r v e s  o f  th e  th ree  c o u n tr ie s  d im in ished  

to  0 .2 1 , 0 .8 6  and O.7O, r e s p e c t iv e ly ,  as d id  the c o n tr ib u t io n s  o f  

the o i l  f a c i l i t y  which d ecreased  to  0 . 24 , 0 .45  and 0 .35  r e s p e c t iv e ly .

As a r e s u l t ,  over and above the weakness o f  t h e ir  r e s e r v e s ,  a d d it io n a l  

c o s t s  wiped away r e se r v e s  accum ulated during th e  1975 boom as w e ll as  

the drawings on o i l  f a c i l i t y .  Though the r e se r v e s  o f  the th ree  c o u n tr ie s  

were i n s u f f i c i e n t  to  cover o i l  payments in  1974, 1975 was worse than 1974 , 

and in  both  y e a r s  P a k ista n  and Kenya were in  a b e t t e r  p o s it io n  than In d ia .
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The C apacity  o f  R eserves fo r  F in an cin g  A d d ition a l O il C osts o f  In d ia , 

P a k ista n  and Kenya in  1974 and 1975

( in  m il l io n s  o f  current U .S .# )

A d d itio n a l
O il

Net D e c lin e s  
in

Drawings 
on o i l

O il C osts  
Financed

O il C osts  
Financed

C osts R eserves F a c i l i t y by
Drawing

on
R eserves

by
Drawing on 

o i l  
F a c i l i t y

(1 ) (2 ) (3 )

(2 )  Y (1 )

(4 )

(3 )  -  (1 )  

(5 )

In d ia

1974 98 8 .0 506.4 245.0 0 .51 0 .25

1975 94 5 .0 1 96 .4 225 .0 0 .2 1 0 .24

P ak istan

1974 158 .0 151.2 12 0 .0 0 .96 0 .76

1975 256.9 220 .6 116 .0 0 .8 6 0 .45

Kenya

1974 63 .3 95 .1 3 9 .0 1 .4 7 0 ,62

1975 91 .8 64 .2 32.0 0 .7 0 0 .3 5

Source; ( I )  Table 4-4*
(2 )  Table 6- I 4
( 3 ) IMF.I n te r n a t io n a l F in a n c ia l S t a t i s t i c s , o p .c i t .
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3-Conclusion

The r i s e  in  o i l  p r ic e s  came on the top o f  un favourab le c o n d it io n s  

in  th e w orld economy during th e  f i r s t  h a l f  o f  th e  1 9 7 0 s. These 

con d itio n s were d e tr im e n ta l to  th e  c a p a c ity  o f  In d ia , P a k is ta n  and 

Kenya to  pay f o r  th e  o i l  they  im ported . The a n a ly s is  o f  the year-

to -y e a r  changes in  th e  ex p o rts  o f  the th ree  c o u n tr ie s ,  by commodity 

group and by exp ort item , during the f i r s t  h a l f  o f  the 1970s in d ic a te d  

th a t  th ese  c o u n tr ie s  cou ld  n o t p a r t ic ip a te  e f f e c t i v e l y  in  the g a in s  

from trad e r e s u l t in g  from the 1973 commodity boom, e s p e c ia l ly  in  th e  

case  o f  In d ia  and Kenya, though t h e ir  export earn in gs s u ffe r e d  the 

consequences o f  the s lack en ed  w orld demand in  1974 and during the  

r e c e s s io n  o f  1975* With few e x c e p t io n s , the b e n e f i t  o f  t h e ir  exp orts  

from the commodity boom were l im ite d  by both dom estic  and e x te r n a l 

f a c t o r s .  F i r s t l y ,  a lth ou gh  the p r ic e  o f  g r a in s  ro se  s u b s t a n t ia l ly  

in  th e w orld m arkets during  1973-1974 , In d ia , Kenya and, to  some e x te n t ,  

P a k is ta n , b e in g  n o n -ex p o rters  o f  g r a in s , d id  n ot b e n e f i t .  The major 

exp ort ite m s , p a r t ic u la r ly ,  o f  In d ia  and Kenya, b e in g  b y -p assed  by 

th e  commodity boom, d id  not fe tc h  h igh  p r ic e s  in  th e w orld m arkets. 

S econ d ly , f o r  exp ort item s which recorded  h igh  p r ic e s ,  In d ia , P ak istan  

and Kenya m issed  th e  o p p o rtu n ity  o f  e x p lo i t in g  th e upsurge in  the world  

m arkets, owing to  dom estic c o n d it io n s . In  the th ree  c o u n tr ie s ,  the  

s u p p lie s  o f  ex p o rts  o f  primary products was co n stra in ed  by the e f f e c t s  

o f  n a tu ra l h azards: th e  harm ful consequences o f  th e monsoon in  In d ia ,

the f lo o d s  and d ise a se d  p la n ts  in  P a k ista n , and dry w eather and drought 

in  Kenya. T h ird ly , th e  good perform ances recorded by o th er  export

ite m s , in  terms o f  u n it  v a lu e  r e a l i s a t io n  and export volum e, as w ith
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the case of India, were only caused by occasional disruption in the 
world supply so that the substantial gains from such items , ceased 
when the traditional producing areas resumed their normal levels of 
output. Finally, the domestic factors, which affected the exports of 
primary products, constrained the supply of those exports of basic 
manufactured goods whose production depends on domestic raw materials 
, as principal inputs, particularly, in the case of India and Pakistan.

The commodity boom came to  an end in  1974 S'̂ id the w orld economy 

as a whole moved s im u lta n eo u sly  in to  r e c e s s io n  in  1975* Export 

earn in gs o f  P a k ista n  d e c e le r a te d  f a s t e r  than th o se  o f  In d ia , whereas 

Kenya’ s export earn in g s d e c lin e d  a b s o lu te ly .  The slack en ed  w orld  

demand was r e f l e c t e d  in  the r e d u c t io n s  in  the export ea rn in g s , 

p a r t ic u la r ly ,  from primary p ro d u cts. Export earn in g s from the exp orts  

o f  fo o d s tu f f s  were l e s s  re sp o n siv e  to  the d e c lin e  in  w orld economic 

a c t i v i t y ,  than th e  exp ort earn in gs from raw m a te r ia ls  whose u n it  va lu e  

and volume f e l l  f a s t e r  during the worU r e c e s s io n .  In  th e ca se  o f  b a s ic  

m anufactured good s, the red u ctio n s  in  export ea rn in g s , in  g e n e r a l, were 

gen erated  from th e  e f f e c t s  on export volume which f e l l  f a s t e r  and g r e a te r  

than u n it  v a lu e . Only in  th e ca se  o f  m isce lla n eo u s  m anufactured goods, 

cou ld  In d ia  and P a k is ta n  m ain ta in  t h e ir  export volum es, s in c e  such 

ex p o rts  went to  o th e r  d ev e lo p in g  c o u n tr ie s , w hich were l e s s  vu ln era b le  

to  economic f lu c tu a t io n s  than the in d u s tr ia l  c o u n tr ie s .

Iferket-share analysis reveals that the reductions in the export 
earnings of the three countries originated from the effect of the oil- 
related recession in the OECD area. During that recession, export 
earnings of both Pakistan and Kenya from the OECD market declined faster 

than the world exports to that market. In the case of India, export
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earnings deor®sed but not as fast as world exports* Unlike Kenya,
In d ia  and P a k is ta n  cou ld  in c r e a se  t h e ir  exp ort ea rn in g s through t # e ir  

t r a d it io n a l  a c c e ss  to  th e  M iddle E astern  OPEC c o u n tr ie s  whose im ports 

were b oosted  by th e  la r g e  and sudden in c r e a se  in  t h e ir  o i l  revenue. 

Judging by th e  growth o f  w orld exp ort to th e  OPEC m arket, the  

in c r e a se  in  exp ort earn in gs o f  In d ia  and P ak istan  exceeded  the  

growth o f  w orld exports to  th a t  market in  1974# In  1975, w h ile  exp ort  

earn in gs o f  In d ia  from OPEC kept pace w ith  th e  growth o f  world ex p orts  

to  th a t  m arket, P a k is ta n 's  exp ort earn in gs lagged  b eh in d . The ex p orts  

o f  th e th ree  c o u n tr ie s  to  th e  m arkets o f  LDGs proved a s t a b i l i s i n g  

fa c to r  during a p er io d  o f  w orld r e c e s s io n . The sl.owdown o f  exp ort  

ea rn in g s , p a r t ic u la r ly ,  o f  In d ia  and Kenya, from LDGs market was l e s s  

than th e w orld ex p o r ts  to  th a t  market during  the r e c e s s io n .

The sharp deterioration of the trade balances of India, Pakistan 
and Kenya with the rest of the world largely resulted from the rise in 
deficits on the trade balances with the OECD area because of the 

simultaneous existence of export maxima and import minima. Most of 
the remaining deficit, which originated on the trade balances with 
OPEC, could be reduced, though not eliminated, when the country's 
exports had access to OPEC markets. Consistent surpluses on the trade 
balances with LDCs could only mitigate against the large deficits with 
both OECD and OPEC areas.

The adverse conditions in the international economy left the foreign 
exchange reserves of India, Pakistan and Kenya inadequate for what was. 
required to maintain the position of their international liqudity.
Running down reserves, which were mostly accumulated from the 1973 boom
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and the drawings from the IMF facilities, for financing balances of 

payments deficits, led to the decline in reserves holdings, in 

absolute and relative terms, to their lowest levels since 1970*
These developments caused the worsening of the creditworthiness of 
the three countries in both the IMP and capital markets, though India's 
position was slightly better than both Pakistan and Kenya because of 
its over-cautious policy in managing foreign exchange reserves.

Assuming th a t th e drawings on fo r e ig n  exchanges r e se r v e s  

to g e th e r  w ith  the in c r e a se s  in  exp ort earn in g s during 1974 and 1975 were 

o n ly  used  to  f in a n c e  th e  a d d it io n a l o i l  c o s t s  o f  th e  th ree  c o u n tr ie s ,  

th e  r e s u l t s  su g g est  th a t  th e  o i l  im port b i l l s  cou ld  be b a re ly  f in a n ced , 

excep t fo r  Kenya in  1975* However, t h i s  would le a v e  In d ia , P a k ista n  

and Kenya fa c in g  the d i f f i c u l t y  o f  f in a n c in g  th e  n o n -o i l  im p orts.
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CHAPTER TII 

CONCLUSIONS

T his stud y  has chosen In d ia , P ak istan  and Kenya as exam ples 

from the low-incom e group o f  the non-OPEC d ev e lo p in g  c o u n tr ie s  in  

order to  a s s e s s  the d ir e c t  and in d ir e c t  e f f e c t s  on th e a v a i l a b i l i t y  

o f  fo r e ig n  exchange and e x te r n a l b a lan ce in  1974 and 1975 o f  the  

fo u r - fo ld  in c r e a se  o f  th e w orld o i l  p r ic e s  during 1973/74* Such 

e f f e c t s  were examined w ith in  the co n tex t o f  a more lon g-term  a n a ly s is ,  

co ver in g  the p er io d  1960- 7 5 , in  order to  e s t a b l is h  the r e la t iv e  

im portance o f  o i l  in  th e p a ttern  o f  en ergy , consum ption and i t s  

a s s o c ia t io n  w ith  economic grow th, and to  id e n t i f y  th e determ inants  

o f  o i l  demand. V ith in  the l im it a t io n s  o f  the accuracy and 

co m p a ra b ility  o f  the a v a i la b le  d a ta , the stud y  has reached  the  

co n c lu s io n s  o u t lin e d  below  f o r  I n d ia , P ak istan  and Kenya which are 

a ls o  r e le v a n t  to  o th er  c o u n tr ie s  o f  the low-incom e group.

The im portance o f  o i l  in  t o t a l  energy consumption v a r ie d  among 

In d ia , P a k ista n  and Kenya, though i t  remained in  l in e  w ith  the  

g en era l trend  in  o th er  low -incom e d ev e lo p in g  c o u n tr ie s .  Luring the  

p eriod  1960- 7 3 , o i l  consumption in cr ea se d  by 2 .5  tim es in  the low -  

income c o u n tr ie s ,  w h ile  in  In d ia , P ak istan  and Kenya, i t  in crea sed  

by 3*0, lo 5  and 1*6 t im e s , r e s p e c t iv e ly .  B ut, during the same 

p eriod  w h ile  the share o f  o i l  d e c lin e d  in  P a k ista n , a g a s -o r ie n ta te d  

economy, from 52 to  42 per c e n t , and remained r a th e r  s ta b le  in  

Kenya, an o i l - o r ie n t a t e d  economy, around 92 per c e n t ,  i t  in cr ea se d  

in  In d ia , a c o a l-o r ie n ta te d  economy, from 15 to  25 per c e n t , r e f l e c t in g
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the g en era l s i t u a t io n  in  the low-inoome co u n tr ie s  whose o i l  share  

in cr ea se d  from 32 to  42 per cen t during th a t p e r io d . In  g e n e r a l,  

the p a ttern s  and tren d s o f o i l  consumption in  the th ree  co u n tr ie s  

are dominated by th ose  products which are r e la te d  to  the p rod u ctive  

s e c to r s  ra th er  than to  the f in a l  consumers, in d ic a t in g  the c lo s e  

l in k  between o i l  consumption and the le v e l  o f  economic a c t i v i t y .

The degree o f dependence on petroleum  im ports, b e in g  dominated 

by crude o i l ,  v a r ie s  among In d ia , P ak istan  and Kenya, though i t  

r e f l e c t s  the g en era l heavy r e l ia n c e  on o i l  im ports o f  the low-incom e 

c o u n tr ie s . T his dependence i s  governed by the l e v e l  o f  dom estic  

output o f  crude, whose growth i s  determ ined by the e f f o r t s  to  add 

new o i l  r e se r v e s  by d ev e lo p in g  the e x i s t in g  f i e l d s  and ex p lo r in g  

new on es. While Kenya has to im port a l l  her o i l  req u irem en ts, the  

im ports o f  crude o i l  and r e f in e d  o i l  products during the period  

1960- 7 3 , as p ercen tages o f  o i l  consum ption, in cr ea se d  from 86 to  90 

per cen t in  P ak istan  and decreased  from 95 to  71 per cen t in  the case  

o f  In d ia  which was s im ila r  to  the low-income c o u n tr ie s  whose im ports 

a ls o  f e l l  from 92 to  87 per cen t during the same p e r io d .

With regard to  the sh o rt-term , the a v a i l a b i l i t y  o f  ind igenous  

n o n -o il  sou rces o f  energy in  In d ia  and P ak istan  h elp ed  in  m it ig a tin g  

the immediate adjustm ent o f  o i l  consumption during 1973-75* While the 

a b so lu te  amount o f  energy consumption in crea sed  in  the th ree  c o u n tr ie s ,  

the share o f  o i l  in  the t o t a l  d ec lin ed  from 25 to  23 per cent in  

In d ia  and from 42 to  40 per cen t in  P a k ista n , cou n ter-b a lan ced  by a 

r i s e  in  co a l consumption in  the form er and gas consumption in  the 

l a t t e r  country , whereas in  Kenya the share o f o i l  a c tu a lly  in crea sed  

from 92 to  93 per c e n t , due to  the a b so lu te  d e c lin e  in  im ported c o a l .

The e f f o r t s  made to  a d ju st o i l  consumption in  the th ree co u n tr ie s  were
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g e n e r a lly  d ir e c te d  on products r e la te d  to  household  consumption in  

an attem pt to  m aintain  consumption l e v e l s  o f  products which are used  

in  p rod u ctive  s e c t o r s .  By 1975, the share o f  o i l  im ports in  t o t a l  

o i l  consumption in  In d ia  remained a t  71 per cent because o f  the r i s e  

in  dom estic prod u ction  o f  crude o i l ,  whereas i t  in cr ea se d  to  91 per  

cen t in  P ak istan  m ainly because o f  the a b so lu te  d e c lin e  in  in d igen ou s  

production  o f  crude.

D esp ite  the heavy r e l ia n c e  on o i l  im ports in  the th ree  c o u n tr ie s ,  

o i l  consumption has grown f a s t e r  than aggregate  n a t io n a l ou tp ut, 

p a r t ic u la r ly  in  In d ia  and Kenya -  a phenomenon which has g e n e r a lly  

been observed in  d ev e lo p in g  c o u n tr ie s  p a ssin g  through p er io d s o f  rap id  

in d u s t r ia l iz a t io n  in v o lv in g  s tr u c tu r a l changes which favou rs the  

e n e r g y - in te n s iv e  s e c t o r s .  Sim ple c o r r e la t io n  and r e g r e s s io n  a n a ly ses  

showed a stro n g  a s s o c ia t io n  between per ca p ita  o i l  consumption and 

per ca p ita  GDP, in d u s tr ia l  p roduction  and tran sp ort a c t i v i t y  fo r  

Ind ia  and P a k is ta n , but not fo r  Kenya whose r e s u l t s  were found to  be 

in c o n s is t e n t .  The r e s u l t s  in d ic a te  th a t ,  fo r  a g iv e n  economic growth, 

o i l  requirem ents fo r  the Indian  economy are r e l a t i v e l y  h ig h er  than  

th o se  fo r  P a k is ta n , and th a t in  both  co u n tr ie s  the requirem ents fo r  

the economy as a w hole, u n ex p ected ly , are h igh er than th o se  fo r  both  

th e in d u s tr ia l  and tran sp ort s e c t o r s .

The im pact o f  the p a ttern  o f economic growth on o i l  u se , exp ressed  

by the o i l - i n t e n s i t y ,  and thus on the growth o f  o i l  consumption v a r ie s  

among In d ia , P ak istan  and Kenya. W hile the Ind ian  economy, on the one 

extrem e, i s  the low est o i l - i n t e n s i v e ,  the Kenyan economy, on the o th er  

extrem e, i s  the h ig h e s t;  P ak istan  i s  found between th e se  two extrem es. 

N e v e r th e le ss , during the p eriod  1960-75 , the la r g e  r i s e  in  In d ia 's  

o i l - i n t e n s i t y ,  in c r e a s in g  by H 7  per c e n t , was in  common w ith  the gen era l
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trend  o f  the low -incom e d ev e lo p in g  c o u n tr ie s  whose o i l - i n t e n s i t y  

in cr ea se d  by H i per c e n t ,  whereas i t  in cr ea se d  by 57 per cen t in  

P ak istan  and f lu c tu a te d  w id e ly  around 7 per cen t in  Kenya. During  

th e p eriod  1970-75 , the r i s e  in  o i l - i n t e n s i t y  accounted  fo r  74, 8 

and 49 per cen t o f  th e in c r e a se s  o f  o i l  consumption o f  In d ia ,

P ak istan  and Kenya, r e s p e c t iv e ly ,  during th a t p e r io d , w h ile  the  

r e s t  was a t tr ib u ta b le  to the r i s e s  in  t h e ir  GDPs.

The rap id  in c r e a se s  in  o i l  consumption has not o n ly  been induced  

by th e p a ttern  o f  economic growth but a ls o  fo s te r e d  by the d e c lin e  in  

the world p r ic e s  o f  o i l  r e la t iv e  to the p r ic e s  o f  o th er  goods and 

s e r v ic e s  traded in t e r n a t io n a l ly .  Government p r ic in g  p o l ic y ,  

p a r t ic u la r ly  in  In d ia , tended to  f i x  the p r ic e s  o f  the dom estic  

production  o f  crude o i l  below the w orld p r ic e  in  order to  reduce the  

r i s e  o f  the dom estic p r ic e s  o f  o i l  p rod u cts, which were fu r th e r  

d e c lin in g  r e l a t i v e l y  to  th e g en era l p r ic e  l e v e l s .  Furtherm ore, 

s in c e  the p r ic e s  o f  petroleum  products c o n s is t  o f  a s iz e a b le  p rop ortion  

o f  ta x es  and d u t ie s ,  t h e ir  changes r e f l e c t  v a r ia t io n s  in  ta x  l e v e l s  ra th er  

than the movements o f  the p r ic e  o f  crude o i l ,  and thus th ey  f a i l e d  to  

dampen the dom estic demand.

A dynamic model o f  th e  demand fo r  o i l  i s  e stim a ted  on ly  fo r  In d ia  

and P a k ista n , w h ile  i t s  equation  could  not be f i t t e d  fo r  Kenya whose 

in c o n s is te n t  r e s u l t s  may be a t tr ib u te d  to  the in a ccu ra cy  o f  the d a ta , 

the sm all number o f  o b se r v a t io n s , and t im e -s e r ie s  problem s. The 

income v a r ia b le  proved , as one would expect on a p r io r i  r ea so n s , to  

be predominant in  determ ining the demand fo r  o i l  in  the low-incom e 

d evelop in g  c o u n tr ie s ,  as i t s  e l a s t i c i t y  i s  prom inent, in  both  i t s  

s iz e  and s t a t i s t i c a l  s ig n i f ic a n c e ,  amounting to  5 .8  f o r  In d ia  and 1 .5  

fo r  P a k ista n . D esp ite  some ex p erim en ta tion , the model cou ld  not
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the r ig h t  s ig n ,  and thus i t  p erm its n e ith e r  the accep tan ce nor the  

r e j e c t io n  o f  the p r ic e  as a determ inant o f  o i l  demand. A lthough the 

model dem onstrated a h igh  exp lan atory  power in  e x p la in in g  a good d ea l 

o f  the v a r ia t io n s  in  o i l  consum ption, i t  could  not answer the r e le v a n t  

q u estio n  o f  what w i l l  happen in  th e se  c o u n tr ie s  i f  o i l  p r ic e s  change.

The a ssessm en t o f  the immediate consequences o f  the r i s e  in  o i l  

p r ic e s  fo r  In d ia , P ak istan  and Kenya showed th a t the d ir e c t  e f f e c t s  

in  1974 and 1975 on t h e ir  o i l  im port c o s t s ,  terms o f  tr a d e , income 

tr a n s fe r s  and e x te r n a l b a lan ces were s u b s ta n t ia l .  In comparison w ith  

1975, the sudden and la r g e  r i s e  in  the u n it  v a lu e s  o f  petroleum  im p orts, 

crude and p ro d u cts, le d  to  m assive in c r e a se s  in  the n e t o i l  im port 

b i l l s  which had r i s e n ,  by 1975, th ree  and h a lf  tim es fo r  In d ia , fou r  

tim es fo r  P ak istan  and fou r  and quarter tim es fo r  Kenya. I t  i s  

estim ated  th a t ,  in  1974 , about 6 9 , 68 and 67 per cen t o f  the payments 

fo r  the n et o i l  im port b i l l s  o f  In d ia , P ak istan  and Kenya, r e s p e c t iv e ly ,  

rep resen ted  e x c e s s  ex p en d itu res over what would o th erw ise  have been 

paid  to  OPEC members had the pre-O ctober 1975 l e v e l  o f  o i l  p r ic e s  

continued  throughout 1974 a f t e r  th ey  were a d ju sted  f o r  the p r e v a ilin g  

world in f la t i o n  and tra n sp o rt c o s t s ,  and in  1975 , the a d d it io n a l o i l  

c o s ts  would have f a l l e n  s l i g h t l y  to  68 fo r  In d ia , w h ile  th ey  would 

have r is e n  to  75 and 69 per cen t fo r  P ak istan  and Kenya, r e s p e c t iv e ly .

Even i f  the 1973 economic growth had continued  throughout 1974 and 

1975, the r e s u l t in g  a d d it io n a l o i l  c o s ts  fo r  both  In d ia  and P ak istan  

would have accounted  fo r  between o n e -h a lf  and tw o -th ird s  o f what 

was a c tu a lly  p a id .

The deterioration of the commodity terras of trade was sharp, 

declining during 1973-75 from 107 to 70 for India, from 108 to 75 for
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P a k ista n , and from 86 to  72 fo r  Kenya (w ith  1970 * lOO). Much o f  the  

d e te r io r a t io n  can be a t tr ib u te d  to  th e la r g e  r i s e  in  u n it  v a lu e  o f  petroleum  

im ports as the commodity terms o f  trade o f  t o t a l  ex p o rts  v ersu s petroleum  

im ports a lon e  d e c lin e d  from 99 to  57 f o r  In d ia , from 71 to  28 fo r  

P a k ista n , and from 96 to  56 fo r  Kenya. The magnitude o f  the r i s e  in  

o i l  p r ic e s ,  combined w ith  the slack en ed  demand in  exp ort m arkets, 

made i t  d i f f i c u l t  to  improve th e income terms o f  tr a d e , which a ls o  

sh a rp ly  d e te r io r a te d .

The r e s u l t in g  income tr a n s fe r  was s u b s ta n t ia l ,  when i t  i s  viewed  

in  r e la t io n  to  the performance o f  the econom ies o f  th e  th ree  c o u n tr ie s .

I t  pre-em pted a la r g e  p rop ortion  o f  the r e a l iz e d  economic growth, 

e s p e c ia l ly  in  the case  o f  Kenya, s in c e  the s iz e  o f  income tr a n s fe r  

from In d ia  and, to  some e x te n t ,  P ak istan  was con ta in ed  s in c e  th ey  are  

r e l a t iv e l y  sm a lle r  u sers  and im porters o f  o i l  as w e ll  as p o s se s s in g  

n o n -o il  in d igen ou s fu e ls *  The foregone economic growth fo r  In d ia ,

P ak istan  and Kenya in  1974 amounted to  1 .5 ,  2 .4  and 2 ,6  per cen t o f  

t h e ir  GNPs, r e s p e c t iv e ly ,  and in  1975 accounted fo r  1 .0 ,  5*0 and 5*5 per  

cent o f  the GNPs o f  the th ree  c o u n tr ie s ,  r e s p e c t iv e ly ,  whereas the  

recorded  average annual growth ra te  o f  GDP during 1975-75 amounted to  

1 .9  per cen t fo r  In d ia , 2 .5  per cen t fo r  P ak istan  and 2 .0  per cen t  

fo r  Kenya.

The im p lic a t io n s  o f  such tr a n s fe r s  fo r  the balance o f  payments 

can be seen  in  the l i g h t  o f  the e x te r n a l balance o f  a t y p ic a l ly  poor 

country which i s  perm anently exposed to  a fo r e ig n  exchange gap 

em erging from s tr u c tu r a l d ise q u ilib r iu m  which stems from the sim ultaneous  

e x is te n c e  o f exp ort maximum and import minimum. T h e o r e t ic a l a n a ly s is ,  

which i l l u s t r a t e s  d iagram m atica lly  the o i l  s i t u a t io n ,  concludes th a t
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th e weak and i n e f f i c i e n t  adjustm ent p ro cess  and l im ite d  p o lic y  op tio n  

a v a ila b le  in  th e n o n -o il  d ev e lo p in g  c o u n tr ie s  to a t t a in  e x te r n a l  

balance would le a v e  im port r e s t r i c t io n  p o lic y  and low  economic growth 

as the on ly  a l t e r n a t iv e  fo r  r e d r e ss in g  e x te r n a l b a la n ces  in  the absence  

o f  s u f f i c i e n t  e x te r n a l f in a n c e .

In f a c t ,  th e  d e te r io r a t io n  in  th e current account o f  the balance  

o f  payments and th e w idening o f  th e  resou rce  gap were la r g e r  than  

cou ld  be a t tr ib u te d  s o l e l y  to  the a d d it io n a l o i l  c o s t s  in  the th ree  

c o u n tr ie s , where la r g e  n o n -o il  d e f i c i t s  and changes in  im port co n tr o l 

and dom estic exp en d itu re p o l i c i e s  a ls o  p layed  a c r u c ia l  r o l e .  O il 

consumption in  In d ia  f e l l  in  1974 due to  the g en era l demand r e s tr a in e d  

p o lic y  and heavy ta x  in c r e a se  on petroleum  p ro d u cts. A d d it io n a lly ,  

the o v e r -c a u tio u s  use o f  im port c o n tr o ls  and a n t i - in f la t io n a r y  

p o l i c i e s ,  coupled  w ith  la r g e  unrequ ited  t r a n s fe r s ,  cou n teracted  a 

la r g e  d e f i c i t  on I n d ia 's  cu rrent accou n t, which showed a com fortable  

p o s it io n  in  1974 and le d  to  a su rp lu s on the o v e r a l l  balance o f  payments 

in  1975' Although P ak istan  incurred  a la r g e  current account d e f i c i t  

in  1974 , i t  d id  not adopt r a d ic a l  adjustm ent m easures, but ra th er  

m aintained trade l i b e r a l i s a t i o n  p o lic y  which was i n i t i a t e d  in  the e a r ly  

1970s, In 1 975 , P ak istan  continued  to  fin a n ce  her in cr ea se d  im ports by 

la r g e  unrequ ited  tr a n s fe r s  and the in c r e a se  o f  lon g-term  c a p ita l  in f lo w s  

in  order to  m aintain  developm ent programmes. With re la x ed  import 

r e s t r ic t io n s  in  Kenya, the i n i t i a l  response to  th e p r ic e  in c r e a se s  o f  

im ports in  1974 was to  m aintain  th e l e v e l  o f  im p o rts , r e ly in g  on 

in cr ea se d  e x te r n a l borrow ings and r e se r v e s  draw ings. In 1975, the 

growing sh ortage  o f  fo r e ig n  exchange n e c e s s ita te d  the ad op tion  o f  a 

range o f  balance o f  payments adjustm ent measures to  reduce the p ressu res
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on th e cu rrent a ccou n t. These m easures le d  to  a d r a s t ic  cut in  

the im port volume during th a t y ea r .

C onsequently , d e s p ite  th e la r g e  in c r e a se s  in  the v a lu e  o f  o i l  

im p orts, the e x c lu s io n  o f  the a d d it io n a l o i l  c o s t s  would n ot improve 

the p o s it io n  o f  the current account and r e so u rce , p a r t ic u la r ly  in  

P ak istan  and Kenya in  1974 and 1975i compared w ith  1975, u n le ss  a l l  

im ports had heen cu t down d r a s t i c a l ly .  Though th ey  are a d ju sted  fo r  

th e a d d it io n a l o i l  c o s t s ,  d e f i c i t  on current account in cr ea se d  about 

10-11 tim es in  P ak istan  and 1-2 tim es in  Kenya, whereas I n d ia 's  

current account improved and was in  su r p lu s . A lso , w h ile  the resou rce  

gap widened about 20-26 tim es in  P ak istan  and 2 -4  tim es in  Kenya, 

I n d ia ’ s resou rce  gap was c lo se d  by 1975»

N e v e r th e le s s , the improved current account and c lo se d  resou rce  

gap in  In d ia  h id  a la r g e  d e f i c i t  by c u tt in g  dovm o i l  im p orts. This 

was a ls o  fo llo w e d  in  P ak istan  in  order to  con ta in  i t s  la r g e  d e f i c i t s .  

By u sin g  the o i l  demand model m entioned above, i t  was found th a t the 

current account d e f i c i t  and the resou rce  gap would have become la r g e r  

had In d ia  and P ak istan  im ported petroleum  in  the q u a n t it ie s  req u ired  

to  s u s ta in  th e 1973 economic growth throughout 1974 and 1975*

E qually  im portant to the d ir e c t  e f f e c t s  o f  the a d d it io n a l o i l  

c o s ts  on the e x te r n a l b a lan ces o f  In d ia , P ak istan  and Kenya are the 

in d ir e c t  e f f e c t s  which b a s ic a l ly  o r ig in a te d  from the im pact o f  the 

r i s e  in  o i l  p r ic e s  on the w orld economy through changes in  v a r ia b le s  

which are exogeneous to  d evelop in g  c o u n tr ie s . The tra n sm issio n  o f  

such e f f e c t s ,  through tra d e , to  develop ing  c o u n tr ie s , which are
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a c t i v i t i e s ,  a f f e c t  t h e ir  a v a i l a b i l i t y  o f fo r e ig n  exchange and, in  

tu rn , the c a p a c ity  to  fin a n ce  the a d d it io n a l payments fo r  o i l  

im p orts.

The stro n g  upswing in  w orld economic a c t i v i t y  and in te r n a t io n a l  

tr a d e , which had s ta r te d  in  the e a r ly  1970s and peaked during the 1975  

boom, was ended w ith  th e  advent o f o i l  p r ic e  in c r e a s e s .  Though such  

f lu c tu a t io n s  o r ig in a te d  b a s ic a l ly  from the OECD a rea , th e  p a ttern  was 

common in  o th e r  economic r e g io n s , p a r t ic u la r ly ,  the LLCs. During 1974 

and 1975» w h ile  the income o f the o i l - e x p o r t in g  c o u n tr ie s  was b oosted  

by the sudden and la r g e  r i s e  in  o i l  revenu e, which r e s u lte d  from the  

la r g e  in c r e a se  in  o i l  p r ic e s ,  the world economy as a whole exp erien ced  

a sharp d e c lin e  in  income and economic a c t i v i t i e s  so th a t th ey  

in d ic a te d  a s ig n  o f  a deep and prolonged  r e c e s s io n .  The d e c lin e  in  

income was p a r t ly  caused by the in f la t io n a r y  and d e f la t io n a r y  e f f e c t s  

o f  the r i s e  in  o i l  p r ic e s ,  but i t  was p a r t ly  a t tr ib u ta b le  to the  

stro n g  a n t i - in f la t io n a r y  p o l i c i e s  adopted by the major in d u s tr ia l  

co u n tr ie s  in  the fa c e  o f o i l  c r i s i s .  The e s t im a te s  o f  th ree  econom etric  

s tu d ie s ,  c a rr ied  ou t by the Brookings I n s t i t u t io n  o f  the U nited  S ta te s  

to  i s o la t e  the impact o f  the r i s e  in  o i l  p r ic e s  on the econom ies o f the  

U nited  S ta te s ,  Western Europ^hnd Japan, in d ic a te d  th a t the o il- in d u c e d  

d e c lin e s  in  t h e ir  GNPs were s u b s ta n t ia l .

The a n a ly s is  o f  the y e a r -to -y e a r  changes in  the exp orts  o f the 

th ree  c o u n tr ie s ,  by commodity group and by export item , during the  

f i r s t  h a lf  o f  the 1970s in d ic a te d  th a t th ese  c o u n tr ie s  could not 

p a r t ic ip a te  e f f e c t i v e l y  in  the g a in s from trade r e s u lt in g  from the 

1975 commodity boom, e s p e c ia l ly  in  the case o f  In d ia  and Kenya, though  

t h e ir  export earn ings su ffe r e d  the consequences o f  the slackened  demand
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in 1974 and the recession of 1975* With few exceptions, the benefit 
of their exports from the commodity boom was limited by both domestic 
and external factors. Firstly, although the price of grains rose 
substantially in the world markets during 1 97 5 /7 4 , India, Kenya 
and, to some extent, Pakistan, being not-exporters of grains, did not 

benefit. The major export items, particularly, of India and Kenya, 
being by-passed by the commodity boom, did not fetch high prices in 
the world markets. Secondly, for export items which recorded high 
prices, India, Pakistan and Kenya missed the opportunity of exploiting 
the upsurge in the world markets, owing to domestic conditions. In 

the three countries, the supplies of exports of primary products were 
constrained by the effects of natural hazards (the harmful consequences 
of the monsoon in India, the floods and diseased plants in Pakistan, 
and the dry weather and drought in Kenya) which further hindered the 
exports of manufactured goods which depend on the agricultural raw 
materials as basic inputs, especially in the case of Pakistan. Finally, 
the good performances recorded by other export items, in terms of unit 
value realisation and export volume, as with the case of India, were 
only caused by occasional disruption in the world supply so that the 
substantial gains from such items ceased when the traditional producing 
areas resumed their normal levels of output.

The r e c e s s io n  in  the OECD area during 1974 andl975  

a se r io u s  consequence fo r  t h e ir  e x p o r ts . Export earn in gs o f  P ak istan  

d ec e le r a te d  f a s t e r  than th ose o f  In d ia , whereas Kenya’ s export earn ings  

d ec lin e d  a b s o lu te ly .  The slackened  world demand was r e f l e c t e d  in  the  

red u ctio n  in  th e exp ort ea rn in g s , p a r t ic u la r ly ,  from primary p ro d u cts. 

Export earn ings from the exp orts o f  fo o d s tu f f s  were l e s s  resp o n siv e  to  

the d e c lin e  in  w orld economic a c t i v i t y  than the export earn ings from  

raw m a ter ia ls  whose u n it  va lu e  and volume f e l l  f a s t e r  during the world
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r e c e s s io n . In  the ca se  o f  b a s ic  m anufactured good s, th e  red u c tio n s  in  

export ea rn in g s , in  g e n e r a l, were generated  from the e f f e c t s  on exp ort  

volume which f e l l  f a s t e r  and g r e a te r  than u n it  v a lu e . Only in  the  

case  o f  m isce lla n eo u s  m anufactured goods, could  In d ia  and P ak istan  

m aintain  t h e ir  exp ort volum es, s in c e  such exp orts went to  o th er  d evelop in g  

c o u n tr ie s ,  which were l e s s  v u ln era b le  to  economic f lu c tu a t io n s  than the  

in d u s tr ia l  c o u n tr ie s .

M arket-share a n a ly s is  rev e a led  th a t the decrease in  exp ort earn ings

o f  the th ree  c o u n tr ie s  was t o t a l l y  due to  the r e c e s s io n  in  the OECD

a rea , a f f e c t in g  P a k ista n  and Kenya more than I n d i a , w h o s e  export

earn ings e x h ib ite d  l e s s  s e n s i t i v i t y  to  the downswings o f  world economic

a c t i v i t y .  During th a t r e c e s s io n , export earn ings o f  both  P ak istan  and

Kenya from the OECD market d ecreased  f a s t e r  than the w orld exp orts  to

th a t m arket, whereas the d ecrease in  I n d ia 's  export earn in gs was s lo w er .

On the o th er  hand, In d ia  and P a k is ta n , u n lik e  Kenya, cou ld  in c r e a se

t h e ir  export earn in gs through t h e ir  t r a d it io n a l  a c c e ss  to  the Middle

E astern  OPEC c o u n tr ie s  whose im ports were b oosted  by the la r g e  and

sudden r i s e  in  t h e ir  o i l  revenu e. Judging by the growth o f  world
India benefited

exp orts  to  the OPEC market/more than P a k ista n , whose export earn ings  

lagged  behind the growth o f  world exp orts s l i g h t l y  in  1974» and la r g e ly  

in  1975* In  g e n e r a l, the in c r e a se s  o f export earn ings from OPEC 

market m it ig a te d , but d id  not t o t a l l y  o f f s e t ,  the d e c l in e  in  export 

earn ings from the OECD m arket. Export earn ings o f  the th ree  c o u n tr ie s  

from LDCs markets proved to be a s t a b i l i z in g  fa c to r  during the  

r e c e s s io n  in  the in d u s tr ia l  c o u n tr ie s , s in c e  I n d ia ’ s exp ort earn ings from

( l )  Khan, o p . c i t . , p . ^^9 . Khan found th a t th e income e l a s t i c i t y
o f  the demand fo r  I n d ia ’ s export was sm a ll, amounting to  0,206, 
whereas the e l a s t i c i t y  fo r  P ak istan  exp orts was 0 .9 1 9 °
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such markets during 1974-75 a c c e le r a te d , w h ile  th ose  o f  P ak istan  and 

Kenya d e c e le r a te d  s low er than th e w orld exp orts  to  IZDCs m arkets.

The s ig n if ic a n c e  o f  the share o f  LDCs market in  the ex p o rts  o f  In d ia ,  

P ak istan  and Kenya i s  a t tr ib u ta b le  to  the h igh  p rop ortion  o f  

m anufactures in  the exp orts  o f  the th ree c o u n tr ie s  and the h igh  l e v e l  

o f  in d u s t r ia l i z a t io n  ach ieved  r e la t iv e  to  o th er  d ev e lo p in g  c o u n tr ie s ,

A la r g e  p rop ortion  o f  the d e f i c i t  o f  trade b a la n ces  o f  In d ia ,  

P ak istan  and Kenya w ith  the r e s t  o f  the world r e s u lte d  from the sharp  

d e te r io r a t io n  o f  trad e b a lan ces w ith  the OECD which by 1975, compared 

w ith  1975» in c r e a se d  fo u r  and a q u arter  tim es fo r  In d ia , fo u r  tim es fo r  

P a k ista n , and one and a h a lf  tim es f o r  Kenya. The rem aining d e f i c i t ,  

which la r g e ly  o r ig in a te d  on trade b a lan ce w ith  OPEC, in cr ea se d  tw ice  

fo r  In d ia , and two and a h a l f  tim es fo r  Kenya, whereas in  the case  o f  

P ak istan  the d e f i c i t  o n ly  appeared in  1975* Such a d e f i c i t  couldbe 

reduced , but n ot e lim in a te d , when the cou n try’ s exp orts  have a c c e ss  

to  th e OPEC market as in  the case  o f  In d ia  and P a k is ta n . Surplus 

on trade b a lan ces w ith  LDCs in  the th ree  c o u n tr ie s , which in cr ea se d  

c o n s is t e n t ly  fo r  In d ia  and Kenya, a l le v ia t e d  the p ressu res  on trad e  

b alan ces w ith  o th er  economic r e g io n s .

The d ecrease  in  export earn ings and th e d e te r io r a t io n  o f the

terms o f  trade caused by the h igh er  p r ic e s  o f  im ports l e f t  the fo r e ig n

exchange r e se r v e s  o f  In d ia , P ak istan  and Kenya inadequate r e la t iv e

to  what was req u ired  to  m aintain  the p o s it io n  o f  in te r n a t io n a l
running'

l i q u i d i t y .  The th ree  c o u n tr ie s  re so r te d  to down t h e ir  r e s e r v e s ,  

which were m ostly  accum ulated from the 1975 boom and drawn from the  

IMP f a c i l i t i e s ,  f o r  f in a n c in g  balance o f payments d e f i c i t s .  This le d  

to  the d e c lin e  in  the re se r v e s  h o ld in g  o f  the th ree  c o u n tr ie s  to  th e ir  

lo w est l e v e l s  s in c e  1970, in  a b so lu te  terms and r e la t iv e  to  the le v e l s



of total imports, oil imports and trade balances. These developments 

caused the worsening of their overall creditworthiness in both the 
IMP and capital markets and thus reduced the opportunity for mobilizing 
further reserves in the future. The international liquidity of India 
was in a slightly better position than both Pakistan and Kenya owing 
to her over-cautious policy in managing foreign exchange reserves.

Although the p ost-1 9 7 5  ev en ts  in  In d ia , P a k ista n  and Kenya were 

d if f e r e n t  in  some im portant r e s p e c t s ,  th ey  do su g g est th a t  th ese  

co u n tr ie s  had a v ery  lim ite d  m an oeu vrab ility  in  the fa c e  o f o i l  c r i s i s ,  

because o f  th e need to  secu re t h e ir  minimum o i l  requ irem ents on the  

one hand, and the u n d erly in g  v u ln e r a b i l i t y  o f  t h e ir  in te r n a l  and 

e x te r n a l b a la n ces  on the o th e r . M oreover, i t  can be su gg ested  th a t  

such c o n c lu s io n s  are a ls o  r e le v a n t to  o th er  low -incom e c o u n tr ie s .

Thus, policy implications are valid not only for the three countries, 
but for the low-income countries as a whole.

These countries are not larger importers of oil nor consumers 

of energy, but their economies are so small relative to their energy 
needs that the impact of oil price increases on them was substantial.
On the other hand, the private uses of oil are so limited that any 
large reduction in oil consumption would have immediate adverse effects 
on the level of economic activities, given the inter-dependency of 
oil using sectors of these economies.

In 1974 and 1975» In d ia , P ak istan  and Kenya, r e ly in g  on the  

sh ort-term  rem edies fo r  f in a n c in g  the o i l - r e la t e d  d e f i c i t s ,  drew 

h e a v ily  on t h e ir  fo r e ig n  exchange r e se r v e s  and used the new len d in g  

f a c i l i t i e s  e s ta b lis h e d  by the In te r n a t io n a l Monetary Fund and the



United Nations. Such sources of finance were extremely important as a 

means of averting severely immediate cut hack in their imports, 
investments and economic growth.

However, large oil payments cannot he met indefinitely hy loans, 
even on concessional terms, or hy running down foreign exchanges 
reserves. Firstly, as far as oil payments are concerned, the special 

oil facility of the IMP is particularly designed to bridge an interim 
period until a lasting solution can be found; and foreign exchange 
reserves are intended to meet fluctuations in the balance of payments, 
while countries adjust to the new structure of oil prices, and thus 

not finance structural deficits. Secondly, prices of the non-oil 
essential imports are not likely to fall back to their previous levels, 
the price of oil will not only remain high but will rise even further 
in the future. Finally, developing countries should avoid taking on 
onerous debt merely to pay for high import costs, since debt burdens that 
are notbacked by corresponding increases in economic return or not 
specifically associated with investment reducing the dependence on 
imported petroleum will simply throw the problem forward to the years when 
debts become due.

These countries must look further to long-term policies and 

structural changes which permit them to lessen the increased reliance 
on oil imports and to increase their share in the expanding world trade 
to finance their import costs. The rise in the price of oil has made 
it necessary to develop alternative sources of energy which already 
exist in most of the low-income countries. The long-term prospects 

appear to be particularly promising for India which has vast coal deposits 
and for Pakistan which has large reserves of natural gas. In addition 
to the need to recover more reserves, the requirements oÿthe low-income



291

c o u n tr ie s  are o fte n  su b tle  and in d ir e c t .  For in s ta n c e , the c o n s tr a in ts  

on more rap id  growth o f  co a l production  are m ostly  a t tr ib u ta b le  to  

b o tt le n e c k s  in  the prod u ction  and tra n sp o r ta tio n  o f  c o a l ,  whereas 

P ak istan  needs investm ent to  in c r e a se  the tra n sm issio n  c a p a c ity  o f  

gas p ip e lin e s  and the c a p a c ity  o f  the p u r if ic a t io n  p la n ts .  The r i s e  

in  the p rod u ction  o f  n o n -o il  in d igen ou s sources o f  energy w i l l  speed  

the e f f o r t s  underway in  In d ia  to convert e x i s t in g  in d u s tr ie s  from  

o i l  to  c o a l .

At the p resen t o i l  p r ic e s ,  a d d it io n a l e x p lo r a to r y  e f f o r t s  f o r  o i l  

and the developm ent o f  h ith e r to  uneconomic areas became w orthw hile .

In d ia , P ak istan  and Kenya are among co u n tr ie s  which have made strenuous  

e f f o r t s  to  d isc o v e r  o i l  w ith in  t h e ir  b ord ers. Indeed , the most 

ou tstan d in g  example o f  su c c e ss  so fa r  has been the d isc o v e r y  o f  o i l  

in  the G ulf o f  Bombay) o ffsh o r e  I n d ia 's  w est c o a s t . T h e  M in istry  o f  

Petroleum  and Chemicals p ro jec ted  th a t the ev en tu a l ca p a c ity  o f  8-10  

m illio n  tons o f  crude from the new d isco v ery  w i l l  make up the fo r e c a s t  o f

( 2 ')I n d ia 's  requirem ents by the end o f  the decade.^  ̂ In  P a k ista n , a 

"seven-year" m aster p la n , s ta r te d  by 1974» in v o lv in g  investm ent o f  

approxim ately  ^250 m il l io n  in  o i l  development has been approved by the

( 5)governm ent;\  ̂ and e x p lo r a tio n  r ig h ts  over v a s t  areas o f the country  

were awarded to  v a r io u s o i l  c o m p a n i e s S i m i l a r  e f f o r t s  have taken  

p la ce  in  Kenya.

( 1 ) Petroleum  E conom ist, V o l. 42 , No. 2 (February 1975)» P* 225
( 2) Petroleum  E conom ist, V o l. 43» No. 3 (March 1 9 7 6 ), p . I 06
( 3 ) Petroleum  E conom ist, V o l. 41» No. 12 (December 1974)» p .475*
( 4 ) Petroleum  E conom ist, V ol. 41 , No. 10 (O ctober 1974)» p . 594»
( 5) Petroleum  E conom ist, V ol. 4I ,  No. 9 (September 1 9 7 4 ), p . 353»
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The changes in  the r e la t iv e  r e a l  p r ic e s  o f  o i l  and energy d ic ta t e  

a v a r ie ty  o f  lon g-term  adjustm ent in  the p a ttern  o f  economic a c t i v i t i e s  

in  order to  reduce the e n e r g y - in te n s ity  and, in  p a r t ic u la r ,  the o i l -  

in t e n s i t y  o f  the output m ix. There should  he' a rev iew  o f  economic 

plan  as w e ll as e x i s t in g  energy u ses  in  order to  d is c o v e r  how much 

scope can be crea ted  fo r  econom ising in  the use o f  o i l  w ith ou t ca u sin g  

s e r io u s  economic d is a l lo c a t io n .  T his i s  p a r t ic u la r ly  im portant fo r  

c o u n tr ie s  which have e s ta b lis h e d  s ig n i f ic a n t  in d u s tr ia l  and p u b lic  

tra n sp o rt s e c t o r s .

In th ese  areas o f  the lon g-term  s tr u c tu r a l ad justm ent, the

in d u s tr ia l  c o u n tr ie s  can take more a c t iv e  r o le  in  id e n t i f y in g  and

encouraging the development o f  new channels fo r  tr a n s fe r  o f  tech n o logy

to  the low-incom e d evelop in g  c o u n t r i e s , I n  v iew  o f  the l im ite d

reso u rces  in  the low-incom e c o u n tr ie s ,  the developm ent o f  a lt e r n a t iv e

sources o f  energy w i l l  need la r g e  investm ent funds which cou ld  be

fin an ced  through e x te r n a l re so u rces  from m u lt i la te r a l  a id  a g en c ies

and in d u s tr ia l  c o u n tr ie s  as w e ll  as c a p ita l  flo w s o f  the p r iv a te

fo r e ig n  in v estm en t. In r e c o g n it io n  o f  the e f f e c t s  o f  the o i l  c r i s i s

on the low -incom e c o u n tr ie s , the World Bank, r e la x in g  i t s  p rev ious

ban on loan s fo r  o i l  e x p lo r a t io n s , agreed to advance In d ia  ^200

m il lio n  toward th e c o s ts  o f  p ip in g  g a s , a s so c ia te d  w ith  the new o i l
( 2 *)d isco v ery  in  the Gulf o f  Bombay, to  the shore.^  ^

In a d d it io n  to  the lon g-term  adjustm ent in  the p roduction  and 

consumption o f  en ergy , In d ia , P ak istan  and Kenya need to  adopt measures

(1 ) For su g g e st io n s  on the tr a n s fe r  o f  tech n o logy  fo r  d evelop in g  in d igen ou s  
sou rces o f  energy in  the poor c o u n tr ie s , see  The B r i t i s h  Government,
The O il C r is is  and Third World Development; Im p lic a tio n s  fo r  U nited  
Kingdom P o l ic y , Report from the S e le c t  Committee on Overseas Developm ent, 
V ol. I ,  S e s s io n  1974» HP80, London, 1974» pp. x x v i - v i i .

(2)  Petroleum  Econom ist, V o l. 43» No. 7 (J u ly  1976) ,  p . 279»
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which w i l l  perm it them to  r a is e  t h e ir  export sh ares in  the expanding  

w orld trade in  order to  red re ss  the s tr u c tu r a l d is e q u i l ib r ia  o f  t h e ir  

b a la n ces o f  paym ents. To a la r g e  e x te n t ,  export earn in gs depend on the  

co n d itio n  in  the in te r n a t io n a l markets w hich, in  tu rn , are determ ined  

by economic a c t i v i t i e s  and trade p o l i c i e s  o f  the in d u s tr ia l  c o u n tr ie s .

I t  was apparent, however, th a t the th ree  c o u n tr ie s , w ith  t h e ir  

prom ising human and n a tu ra l resou rce  endowments, were l e s s  o r ie n te d  to  

the stim u lu s and p o te n t ia l  b e n e f it  o f exp orts during the 1973 commodity 

boom. M eanwhile, the economic growth in  the in d u s tr ia l  c o u n tr ie s  was 

a pow erful in c e n t iv e  to  the expansion  o f the exp orts  o f  the r a p id ly -  

grow ing, m iddle-incom e d ev e lo p in g  c o u n tr ie s  ( l i k e  B r a z i l ,  M exico,

Korea (Rep. o f ) ,  and Turkey) whose ga in s from trade were alm ost e n t ir e ly  

due to  the econom ic expansion  o f  th e in d u s tr ia l  c o u n tr ie s  ra th er  than  

to  any n o ta b le  r e la x a t io n  o f  trade b a r r ie r s .  Such b e n e f ic ia r ie s  were 

th o se  c o u n tr ie s  which were prepared to  a l lo c a t e  in cr ea se d  in vestm en t  

reso u rces  to  the export s e c to r ,  and t h e ir  export base was more d iv e r s i f i e d  

and t h e ir  econom ies were more su p p ly -resp o n siv e  to  the growing world  

demand.

N e v e r th e le s s , r e l a t iv e l y  h igh  l e v e l s  o f  t a r i f f  and n o n - ta r if f

r e s t r i c t io n s  have reduced the export p o te n t ia l  o f  d ev e lo p in g  co u n tr ie s

fo r  products in  which th ey  have both  a supply p o te n t ia l  and c le a r

(  2 )co m p etitiv e  advantage.^   ̂ The World Bank has estim ated  th a t l ib e r a l i z a t io n  

o f  trade by the OECD c o u n tr ie s  might y ie ld  an a d d it io n a l /6 -1 2  b i l l io n '  in

1) M.J. Williams, Development Co-operation, 1974 Review, op.cit., p. 19
2) See W.P. T ra v is , "Production , Trade and P r o te c t io n  when There are Many

Commodities and Two F acto rs" , American Economic R eview , V o l. 62, No. 1
(March 1 9 7 2 ), pp. 100-4; R .E. Baldw in/"D eterm inants o f  the Commodity 
S tru ctu re  o f  th e  U .S . Trade", American Economic Review, V o l. 6 l ,  No. 1 
(March 1 9 7 1 ), PP* 141-4*
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earn ings fo r  d ev e lo p in g  c o u n tr ie s  by 1980, m ainly by expanding volume 

ra th e r  than in c r e a s in g  p r i c e . H a n s  S in g e r ^ c o n s id e r e d  th a t g iv in g  

a id  to  d evelop in g  c o u n tr ie s  in  th e form o f  o p p o r tu n it ie s  fo r  trad e  

expansion i s  more im portant than in  t r a d it io n a l  forms o f  a id ,  

p a r t ic u la r ly  during b a lan ce o f  payment c r i s i s  because o f h ig h er  o i l  

c o s t s .

By adapting  th e production  and q u a lity  to  changing market c o n d it io n s ,  

th ere  i s  a co n s id era b le  scope for' expanding the ex p orts  o f  In d ia ,

P ak istan  and Kenya to  the market o f  the OPEC c o u n tr ie s  which showed 

a g rea t fu tu r e  expansion  and the markets o f  o th er  d ev e lo p in g  c o u n tr ie s  

which co n tr ib u ted  to  the s t a b i l i t y  o f  export earn in gs and a cted  as a 

m itig a tin g  fa c to r  f o r  the e x te r n a l im balance. In d ia , P ak istan  and 

Kenya w i l l  have to  m o b ilize  more in vestm en ts fo r  d iv e r s i f y in g  and 

expanding t h e ir  ex p o rts  o f  manufactured goods; which w i l l  f u l l y  

perm it the use o f  the advantages o f  t h e ir  econom ies as b ein g  more 

in d u s t r ia l i s e d  than other, d ev e lo p in g  c o u n tr ie s  b e lo n g in g  to  the same 

low-incom e group or s ta g e  o f  economic developm ent. This i s  p a r t ic u la r ly  

im portant in  the case  o f  Kenya whose exports o f m anufactured goods to  

th e E ast A frican  community had grown s lo w ly  b efo re  th ey  v ir t u a l ly  

stagn ated  in  the e a r ly  1 9 7 0 s , d e s p i t e  Kenya’ s head s t a r t  in  many 

in d u s tr ie s  and the q u ite  h igh  p rop ortion  o f manufactured goods in  i t s  

exp orts r e la t iv e  to  the o th er  neighbouring A frican  c o u n tr ie s .

(1) M.J. Williams, Development Co-operation, 1975 Review, op.cit., p. 29
(2 ) The B r i t is h  Government, The O il C r is is  and Third World Developm ent, 

o p . c i t . ,  p . 55*
(5 ) Government o f Kenya, Kenya S t a t i s t i c a l  D ig e s t , V o l. 12 , No. 1 

(March 1 9 7 4 ), p* 4*
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B.C. Hammond^^  ̂ exp la in ed  Kenya's lo s s  o f  export market by the sharp  

f a l l  in  the exp orts  o f  sim ple products which have been alm ost e x a c t ly  

o f f s e t  by in c r e a se s  in  the exp orts  o f  new p ro d u cts . In  the ca se  o f  

P a k ista n , m easures are needed to  reduce the d isr u p tio n s  in  the exp orts  

o f  manufactured goods, caused by th e  e f f e c t s  o f n a tu ra l hazards on 

the a g r ic u ltu r a l ou tp u t.

In g e n e r a l, th e  r e c e n t tren d s in  th e world economy worked to

the d isadvantage o f  the low -incom e d evelop in g  co u n tr ie s  whose sh arp ly

d e te r io r a te d  cu rrent accounts p la ced  a d d it io n a l b a lan ce o f  payments

adjustm ent burdens on t h e ir  econom ies which were a lr ea d y  fa c in g

enormous developm ent ta s k s .  The resp on se to  th e se  a d d it io n a l

problems by the low-incom e c o u n tr ie s ,  in  the sh o r t-r u n , s ta v ed  o f f  sev ere
t L

h ard sh ip . In the long-run ,^  o i l  c r i s i s  w i l l  m ainly serv e  to  u n d erlin e  

the problems o f  s tr u c tu r a l adjustm ent and b a s ic  developm ent.

( l )  R.C. Hammond,"Manufactured Exports o f  the EAC p artn er states,**  
Economic and S t a t i s t i c a l  R eview , The East A frican  Community, 
No, 44 /45  (September/December 1 9 7 2 ) , p p ,X L i- ii
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APPENDIX 1 

A DYNAMIC MODEL OF THE DEmND FOR OIL

Sources o f  the Data and Some o th e r  R e su lts  

Sources o f  th e  Data

Data sou rces  u sed  in  t h i s  e s t im a t io n , which are o b ta in ed  from  

the p u b lic a t io n s  o f  In d ia , P a k ista n  and Kenya as w e ll  a s  th o se  o f  the  

in te r n a t io n a l i n s t i t u t i o n s ,  are: p rod u ctio n , consum ption and trad e

o f  petroleum  crude and p roducts from U nited  N atio n s , World Energy 

S u p p lie s , 1950- 1974 , S e r ie s  J ,  N o.19 , U .N ., New York, 1976; U nited  

N a tio n s , World Energy S u p p lie s , 1972 -1976 , S e r ie s  J ,  No. 21 , U .N .,

New York, 1977; GDP, in d u s tr ia l  p rod u ction  and tra n sp o r t and communications 

from U nited  N a tio n s , Yearbook o f  N a tio n a l A ccounts S t a t i s t i c s , s e le c t e d  

i s s u e s ;  I m p l ic i t  p r ic e  d e f la to r  in d ex  numbers o f  GDP by k ind  o f  economic 

a c t i v i t y  from U n ited  N a tio n s , Yearbook o f  N atio n a l A ccounts S t a t i s t i c s  

1977. V o l .2 , U .N ., New York, 1978; p osted  p r ic e s  o f  crude o i l ,  exchange 

r a te s  and p o p u la tio n  from In te r n a t io n a l Monetary Fund, In te r n a t io n a l  

F in a n c ia l S t a t i s t i c s , V o l .31, N o ,5 , May 1978; u n it  v a lu e s  o f  im ported  

crude o i l  fo r  In d ia  and P a k ista n  are c a lc u la te d  from U n ited  N a tio n s ,

Yearbook o f  In te r n a t io n a l Trade S t a t i s t i c s , s e le c t e d  is s u e s ;  u n it  v a lu e  o f  

im ported crude o i l  f o r  Kenya i s  c a lc u la te d  from R epublic o f  Kenya, 

S t a t i s t i c a l  A b str a c t , s e le c t e d  i s s u e s ;  w h o lesa le  p r ic e s  o f  petroleum  

p ro d u cts, w h o lesa le  p r ic e s  o f  c o a l and the g en era l w h o lesa le  p r ic e  index  

o f  In d ia  from Government o f  In d ia , S t a t i s t i c a l  A b s tr a c t , s e le c t e d  is s u e s ;  

P.D . Henderson, In d ia  -  The Energy S e c to r , Oxford U n iv e r s ity  P r e s s , London 

1975; Government o f  In d ia , M onthly A b stract o f  S t a t i s t i c s , i s s u e s :  V o l .25, 

N o.10, O ctober 1972, V o l .29 , N o .10, O ctober 1977; fo r  P a k is ta n ,
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Government o f  P a k is ta n , 25 Y ears o f  P a k ista n  in  S t a t i s t i c s ,  1947"72> 

M in istry  o f  F in an ce , K arach i, 1972; Government o f  P a k is ta n , P a k ista n  

S t a t i s t i c a l  Yearbook, 1973"76, M in istry  o f  F inance, K arach i, 1976; 

u n it  v a lu e  o f  im ported c o a l and r e t a i l  p r ic e  o f  p e tr o l  in  Kenya from 

R epublic o f  Kenya, S t a t i s t i c a l  A b str a c t , s e le c t e d  i s s u e s ;  consumer 

p r ic e  in d ex  o f  Kenya from I n te r n a t io n a l Monetary Fund, In te r n a t io n a l  

F in a n c ia l S t a t i s t i c s . ; C onversion fa c to r s  between crude o i l  and o i l  

products from OECD. Energy P ro sp ec ts  to  1985, OECD, P a r is ,  1974*

The data  o f  th e  s p e c i f ie d  v a r ia b le s  fo r  In d ia * , P a k is ta n  and Kenya 

are shown in  Table 1 o f  t h i s  Appendix*

Some O ther R e su lts

In  a d d it io n  to  th e  b a s ic  a p p lic a t io n  o f  th e  model whose r e s u l t s

were p resen ted  in  Chapter I I I ,  a  f a i r  amount o f  exp er im en ta tio n  was c a r r ie d

o u t, in  v iew  o f  th e  i n s e n s i t i v i t y  o f  u n it  va lu e  o f  im ported crude o i l  to

v a r ia t io n s  in  o i l  consum ption, in  an attem pt to  capture m eaningful p r ic e
valMû

e l a s t i c i t i e s .  When th e  u n it^ o f  im ported crude o i l  was rep la ced  by p osted  

p r ic e s  , th e  a p p lic a t io n  o f  th e model r e s u lte d  in  th e fo llo w in g  eq u a tio n s;

In d ia

In  Gt = 0 .9772  + 3 .1 9 2 0  In  Yt + 0 ,5571  In  P^

(0 .5 1 3 8 )  (4 .1 2 4 5 )  (1 .5 6 3 5 )

-  0 .5309  In  Po -  0 .0484  In  0  ̂ (6 a )

( I . 07I 8 ) (0 .6 4 5 1 )

= O.87I 8 F = 13 .6055  D.W. = 2 .4496

S .E .=  0 ,1266  No. o f  o b se r v a tio n s  = I 3
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P a k ista n

In  e t  = - 5.5866 + 1 .3423  In  Yt -  0.2601 In  P

( 1 1 . 5001) ( 5 . 1497) ( 1 . 0190)
10

+ 0 .3 4 7 4  In  Ft -  0 . 1058^0 , 1 ( 6b)
( 9 . 5843) ( 1 . 1803) "

= 0 .9 7 6 4  F = 93.1682 DW = 1 .7332

S .E .=  0 ,0874  No. o f  o b se r v a tio n s  = I 4

Kenya

In  Ct = 0 .1944  -  0 .2376  In  Yt + 0 .2224  In  P^

( 0 . 1667) ( 0 . 8298) ( 2 . 4378)
in

+ 0 .2 4 2 4  In  Pc -  0 . 1 6 4 0^ 0^^^  ( 6c )

(5 .0 8 7 3 )  ( 1 . 1542)

= 0 .9214  F = 17 .5772 D.V. = 2 .2088

S .E , = 0 .0919  No. o f  o b se r v a tio n s  = 11

The above-m entioned eq u ation s in d ic a te  th a t  the in c lu s io n  o f  p osted

p r ic e s  does not a ch iev e  any improvement in  the r e s u l t s  concerned w ith
2

o i l  p r ic e  e l a s t i c i t y .  R in cr ea se d  s l i g h t l y  to  87 per c en t in  the case  

o f  In d ia  and to  9§ cen t fo r  P a k is ta n . The s t a t i s t i c a l  s ig n if ic a n c e

o f  the o v e r a l l  eq u a tio n s , a s  in d ic a te d  by P -v a lu e s , in c r e a se d  fo r  a l l  

c o u n tr ie s .  Income v a r ia b le  (Y t) s t i l l  dominated the e s t im a te s  in  terms 

o f  the s i z e  o f  the e l a s t i c i t i e s  and t h e ir  s t a t i s t i c a l  s ig n i f ic a n c e ,  in  

th e ca se  o f  both  In d ia  and P a k ista n , assum ing the r ig h t  s ig n .  In  the  

ca se  o f  Kenya, i t  was s t i l l  not d i f f e r e n t  from zero and h e ld  the wrong 

s ig n .  P r ic e  v a r ia b le  was not d i f f e r e n t  from zero in  a l l  c o u n tr ie s ,  assum ing  

the o p p o s ite  s ig n  in  the ca se  o f  In d ia  and Kenya.
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/p r o d u c ts
When the average w h o lesa le  p r ic e  o f  petroleum  was in tro d u ced , 

th e a p p lic a t io n  o f  th e  model fo r  In d ia  and P a k ista n  ( th e r e  i s  no 

w h o lesa le  p r ic e  o f  petroleum  p roducts in  the ca se  o f  Kenya) gave the  

fo llo w in g  r e s u l t s ;

In d ia

In  Ct = 7 .1364  + 3 .6812  In  Yt -  0 .7394  In P#

(2 .1 0 8 9 )  (5 .1 6 0 8 )  (1 .3 8 5 7 )
in

- 0 .7303  In  Po + 0 . 0049  ̂C t-1  (7 a )

(1 .5 7 8 9 )  (0 .0 6 9 5 )

= 0 .8651  F = 12 .8220  D.W. = 2 .752?

S .E . = 0 .1399  No. o f  o b se r v a tio n s  = I 3

P a k ista n

In  Ct = 5.7065 + 1 .6938  In  Yt + 0 .1913  In  P^

( 1 6 .3 5 5 3 )  ( 7 . 6050) (3 .1 8 8 4 )

- 0 .0050  In  Po + 0 .021  In  C t-1  (7b )

( 0 . 0446) (0 .2 8 9 4 )

R  ̂ = 0 .9876  F=179.927 D.W. = 2 .5395

S .E , = 0 .06128  No. o f  o b se r v a tio n s  = I 4

As fa r  a s  p r ic e  e l a s t i c i t y  i s  concerned, th e in c lu s io n  o f  w h o lesa le  

p r ic e s  does not produce m eaningful e l a s t i c i t y .  P r ic e  v a r ia b le  i s  s t i l l  

n ot d if f e r e n t  from z e r o , but assumes the r ig h t  s ig n .  In  the case o f  

P a k is ta n , i t  i s  s t a t i s t i c a l l y  s ig n i f ic a n t  a t  5% l e v e l ,  but assumes the  

o p p o site  s ig n , c o n tr a d ic to r y  to economic th eo ry . M oreover, the
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e l a s t i c i t y  o f  c o a l p r ic e  w ith  r e s p e c t  to  o i l  demand turned  n e g a tiv e  

( th e  o p p o s ite  .s ig n )  and i s  not d i f f e r e n t  from z e r o . The c o e f f i c i e n t  

o f  th e lagged  v a r ia b le  in  both In d ia  and P a k ista n  assum es th e  r ig h t  

» ign  ( p o s i t i v e ) ,  though i t  i s  n o t o n ly  s t a t i s t i c a l l y  in s ig n i f i c a n t  

but a ls o  v ery  sm a ll.

In  fu r th e r  a ttem p ts to  improve th e e s t im a te s ,  per c a p ita  GDP i s  

rep la ced  by both  per c a p ita  in d u s tr ia l  prod u ction  and per c a p ita  

tr a n sp o r ta tio n  a c t i v i t y ,  and per c a p ita  consumption o f  f u e l  o i l s  i s  

s u b s t itu te d  fo r  per c a p ita  g ro ss  in la n d  o i l  consum ption. The model ta k es  

th e fo llo w in g  form;

In  Ct = In  Xa^ + Xa^ In  Yt^ + X&  ̂ 1^ Tt^ + In

+ \a ^  In  Pc + ( 1 -  X) In  C t-1 (8 )

where: Gt = per c a p ita  consum ption o f  fu e l  o i l s  in  b a r r e ls  e f  crude o i l

e q u iv a le n t .

Yt^ = per c a p ita  in d u s tr ia l  production  in  n a t io n a l currency a t  

1970 p r ic e s .

Ytg = per c a p ita  tra n sp o r t a c t i v i t y  in  n a t io n a l currency a t  

1970 p r ic e s .

= p r ic e  per ton  o f  im ported crude in  n a t io n a l currency a t  

1970 p r ic e s .

Pc = p r ic e  per ton  o f  co a l in  n a tio n a l currency a t  1970 p r ic e s .

The a p p lic a t io n  o f  such model fo r  th e data o f  th e  th ree  c o u n tr ie s  gave th e  

fo llo w in g  r e s u l t s ;
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In d ia

In  Ct = 14 .8098  -  0 .6098  In  Yt^ + 4*5596 In  Yt^

(8 .2 3 0 1 )  (0 .5 5 7 9 1 ) (5 .3 0 4 7 )

+ O.I48O In  -  0.9383  In  -  O.O305 In  ( 8a )

(0 .9 5 6 5 )  (1 .9 1 9 1 )  ( 0 . 6845)

= 0 .9686  P = 4 3 .1558  D.W. = 3 .4 6 3 5

S .E . = 0 .0 9 9 0  No. o f  o b serv a tio n s  = I 3 .

P a k ista n
in

In  Ct = - 4 .1 0 1 0  + 0 .6290  In  Yt.j -  0 . 3687^ ï t 2 

( 3 . 7681) ( 1 . 0089) ( 0 . 2648)
in

+ 0 ,1031  In  P  + 0 .3059  In  Pc -  0 .0557  C. T (8b )
O A  V —±

(1 .0 9 6 5 )  ( 4 . 8561)  (0 .3 3 3 3 )

= 0 .9723  p = 56 .1331  D.W. »  2.6676

S .E . = 0 .0931  No. o f  o b serv a tio n s  = I 4

Kenya

In  Gt = -0 .4 7 1 4  + 0 .1748  In Yt^ -  1 .3304  In  Yt^

(1 .0 0 1 7 )  (0 .5 7 3 7 )  ( 3 . 4866)

+ O .I864 In  + 0 ,6 9 9 1  In  Po -  0 .4025  In  C ^  ( 8e )

( 1 . 8197) ( 0 . 5564)  ( 3 . 3935)

E  ̂ = 0.9608 F = 24 .5247  D.W. = 2 .971

S .E . = 0 ,0890  No, o f  o b serv a tio n s  = 11,
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The in c lu s io n  o f  per c a p it a  in d u s tr ia l  p rod u ction  and tra n sp o r t  

a c t i v i t y  in  th e  m odel, though i t  has enhanced i t s  exp la n a to ry  power 

(R^) and th e  o v e r a l l  s ig n if ic a n c e  o f  th e  eq u ation  ( F - v a lu e ) ,r e s u it e d  

in  in c o n s is t e n t  e s t im a te s  o f  th e  v a r io u s  param eters. I n d u s tr ia l  

p rod u ction  i s  n o t d i f f e r e n t  from zero  in  a l l  c o u n tr ie s ,  assum ing the  

o p p o s ite  s ig n  in  the c a se  o f  In d ia . The e l a s t i c i t y  o f  tr a n sp o r t  

v a r ia b le  o f  In d ia  i s ,  a s  ex p ected , s ig n i f i c a n t l y  p o s i t iv e  and r e l a t iv e l y  

la r g e  in  s i z e .  However, i t  assumes the wrong s ig n  in  th e  c a se s  o f  both  

P a k ista n  and Kenya, though i t  i s  s t a t i s t i c a l l y  s ig n i f i c a n t  in  the l a t t e r .

A d d it io n a lly ,  such a model does n ot r e s u l t  in  any improvement in  

th e e s t im a te s  o f  th e  e l a s t i c i t y  o f  o i l  p r ic e  v a r ia b le s .  In  a l l  c o u n tr ie s ,  

i t  i s  n o t d i f f e r e n t  from z e r o , assum ing the o p p o s ite  s ig n .  E l a s t i c i t y  

o f  c o a l p r ic e  w ith  r e s p e c t  to  o i l  consumption i s  s t a t i s t i c a l l y  s ig n i f i c a n t  

and h o ld s  the r ig h t  s ig n  o n ly  in  the ca se  o f  P a k is ta n . I t  i s  s t a t i s t i c a l l y  

not d i f f e r e n t  from zero in  th e  ca se  o f  In d ia  and Kenya, assum ing the wrong

s ig n  in  the former* The e l a s t i c i t y  o f  the lagged  v a r ia b le  assumes the
is

o p p o s ite  s ig n (n e g a t iv e ) in  a l l  c a se s  and  ̂o n ly  s t a t i s t i c a l l y  s ig n i f ic a n t  

in  the case  o f  Kenya. Thus, th e  in c lu s io n  o f  th e  in d u s t r ia l  p rod u ction  

and tra n sp o r t a c t i v i t y  does n o t r e s u l t  in  more c o n s is te n t  e s t im a te s  o f  

th e  param eters.

In  the f in a l  a ttem p t, w h o le sa le  p r ic e s  o f  o i l  products are s u b s t itu te d  

fo r  the p r ic e  o f  im ported cru d e. An a p p lic a t io n  o f  eq u ation  (8 )  fo r  

In d ia  and P a k ista n  gave th e fo llo w in g  r e s u l t s  :
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In d ia

In  Ct = 12 .8015  -  1 .5698  In  Yt^ + 5*6278 In  Yt^

(5 -0 5 3 4 ) ( 1 . 0806) ( 4 . 3255)
ir>

+ 0 .7935  In  Pq -  1 .2168  In  Po -  0 .0 2 1 ^ 0  (9 a )

( 1 . 2469) ( 2 . 1744) ( 0 . 5415)

= 0 .9709  P = 4 6 .7586  D.W. = 3 .2400

S .E . = 0 .0952 No. o f  o b se r v a tio n s  = I 3 *

P a k is ta n

In  Ct = -2 .1 6 8 3  -  0 .0420  In  Yt^ + 1 .4994  In  Yt^

( I . 95O8 ) ( 0 . 0936) (1 .3 8 3 3 )

+ 0 .1291  In  + 0 .1053  In  Po -  0 .1863  In  G (9b )

(1 .2 4 8 8 )  (0 .5 0 8 7 )  (1 .5 1 9 8 )

= 0 .9733  F = 58 .3737  D.W. = 2 .7827

S .E . = 0 .0914  No. o f  o b se r v a tio n s  = I 4

Hence, the s u b s t i t u t io n  o f  the w h o lesa le  p r ic e  o f  o i l  products  

fo r  the u n it  v a lu e  o f  im ported crude o i l ,  though i t  s u s ta in s  the ex p lan atory  

power o f  the eq u a tio n  and i t s  o v e r a l l  s ig n if ic a n c e ,  does n o t add to  both  

th e s tr e n g th  and th e s ig n if ic a n c e  o f  the e stim a ted  p aram eters.
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APPENDIX 2

NOTES ON COMPILING AND COMPUTING TABLES 4 -1  AND 4 -2  •

Im ports o f  Crude O il

Kenya’ s p a tte r n  o f  in te r n a t io n a l trad e in  petroleum  i s  d if f e r e n t  

from th o se  o f  In d ia  and P a k ista n  in  th e sen se  th a t crude o i l  i s  im ported  

not o n ly  to  s a t i s f y  the dom estic market o f  Kenya fo r  petroleum  products  

hut a ls o  to  meet the demand o f  Uganda, Tanzania and o th e r  n eigh b orin g  

A frica n  c o u n tr ie s  and the I s la n d s  o f  th e  Indian  Ocean, T h erefore, n e t  

im ports o f  crude o i l  in to  Kenya are d e fin ed  as b ein g  equal to  the t o t a l

im ports o f  crude o i l  minus product e x p o r ts , in  terms o f  crude o i l

e q u iv a le n t , to  Uganda. Tanzania and the r e s t  o f  the w orld . Data on 

exp orts  o f  products in  l i t r e s  are converted  in to  ton s on th e  b a s is  th a t  

a ton  o f  a l l  product i s  eq u iva len t to  1291 which i s  c a lc u la te d  from the  

E ast A fr ica n  Community, Economic and S t a t i s t i c a l  Review , o p . c i t . , p . x v i i i .  

E xports o f  products are converted  in to  crude o i l  e q u iv a le n t  on the

b a s is  th a t  a to n  o f  a l l  products i s  e q u iv a le n t to 1 .08433 ton s o f  crude

o i l  which i s  c a lc u la te d  from OECD, Energy p rosp ect to  1983 , o p . c i t .

In  the ca se  o f  P a k is ta n , d ata  on crude im p orts, b e in g  com piled on th e b a s is  

o f  the f in a n c ia l  y ea r , are  a d ju sted  to  the ca len d er  year*

The Value o f  N et Import o f  Petroleum  Crude and Products

Net im ports o f  petroleum  products o f  In d ia  and P a k is ta n , in  p h y s ic a l

and money term s, are d e fin ed  a s  th e  d if fe r e n c e s  betw een ex p o rts  and

im ports o f  energy petroleum  p ro d u cts. In  the case  o f  Kenya product 

ex p o rts  are a lrea d y  deducted from im ports o f  crude o i l .  The va lu e  o f
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crude and products o f  P a k ista n  and Kenya are con verted  from n a t io n a l  

cu r r e n c ie s  to  ÏÏ.S . d o l la r s  by u s in g  the cu rrent exchange r a te s  taken  

from IMP, I n te r n a t io n a l F in a n c ia l S t a t i s t i c ,  Table ( 9 ) ,  Appendix 4*

Quantum and U n it Value Index Numbers o f  O il Imports

The in d ic e s  o f  In d ia  and P a k is ta n  are a d ju sted  f o r  th e  ca len d er  

years* The base y ea rs  Of in d ic e s  o f  th e  th ree  c o u n tr ie s  are moved 

to  1970.

U nit Value o f  Im ported Petroleum  Crude

The u n it  v a lu e  o f  crude im ports i s  c a lc u la te d  per b a r r e l which  

i s  u s u a l ly  used  in  th e world market o f  o i l .  Tons are con verted  in to  

b a r r e ls  on th e b a s is  th a t  a ton  o f  crude o i l  i s  e q u iv a le n t  to  7*3 b a r r e ls ,
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APPENDIX 3

THE CALCULATION OF THE ADDITIONAL OIL COSTS IN 1974 and 1975 
FOR INDIA. PAKISTAN AND KENYA

T his appendix w i l l  e x p la in  the method o f  c a lc u la t in g  the  

a c t u a l ly  p a id  a d d it io n a l c o s ts  fo r  In d ia , P a k ista n  and Kenya and 

th e a d d it io n a l o i l  c o s t s  com patib le w ith  in te r n a l eq u ilib r iu m  

f o r  In d ia  and P a k ista n  o n ly .

The A c tu a lly  Paid  A d d itio n a l O il C osts

For c a lc u la t in g  the a c tu a lly  paid  a d d it io n a l o i l  c o s ts  as  

d efin ed  in  Chapter IV (p . I 4 0 ) ,  the a c tu a l q u a n t it ie s  o f  the n et  

petroleum  im p orts, crude o i l  and r e f in e d  products in  1974 and 

1973; Table 4- I ;  are p r iced  by the corresponding p r ic e s  c a lc u la te d  

in  p . 1 4 1 , which assume the co n tin u a tio n  o f  pre-O ctober 1973*s p r ic e s  

o f  crude o i l ,  g a s o l in e s ,  k erosen es and d i s t i l l a t e s  and r e s id u a ls  

throughout 1974 and 1973* The r e s u l t in g  e s t im a te s  in d ic a te  the  

n e t  im port b i l l s  in  1974 and 1975 had OPEC not in cr ea se d  the p r ic e s  

o f  o i l ,  u n i la t e r a l ly ,  as shown in  Table ( l ) .  The d if f e r e n c e s  

betw een such e s t im a te s  and the a c tu a l payments fo r  petroleum  im ports 

in  1974 and 1973; as shown in  Chapter 17 , Table 4 -2 ,  are the a c tu a lly  

paid  a d d it io n a l o i l  c o s t s  which are shown in  Chapter 17 , Table 4-4»

The A d d itio n a l O il C osts Compatible w ith  In te r n a l E quilibrium

A d d itio n a l o i l  c o s t s  com patib le w ith  in te r n a l eq u ilib r iu m , as  

d efin ed  in  pp. 144-5 ; Chapter 17, are estim ated  on the b a s is  o f  

c e r ta in  assum ptions which are d isc u sse d  in  p . 145; Chapter 17, 

and are c a lc u la te d  in  Table 2 o f  t h is  Appendix, Per C apita GDp 

a t  1970 p r ic e s  i s  assumed to  grow during 1974-1973 in  In d ia  and 

P ak ista n  a t  1973'8 growth r a te s ,  namely, 3*0 and 3*7 per cen t per



Table ( l )  The N et O il Import B i l l s  o f  In d ia , P ak istan  and Kenya in
1974 and 1975 on the b a s is  o f  the pre-O ctober 1 97 3 *s p r ic e s  
o f  Petroleum  ( in  m il l io n s  o f  cu rren t U.S.. gf)

( 1 )
Petroleum Petroleum  Products

(6 )  
Net O il

Crude ( 2 )
G aso lin es

13)
Kerosenes

(4 )  (5 )
; D i s t i l l -  T o ta l

a t  e s  & ( 2+5+4 )
F uel O ils

Import
B i l l s

(1+5)

In d ia

1974 ' 328.918 0*471 46 .139 61 .964  1 0 8 .5 7 4 437.492

1975 545.136 1*035 74.448 31.397 106 .878 452 .014

P a k ista n

1974 56.156 1 .912 5 .345 13.086 18 .341 74.497

1975 68.112 1 .8 0 6 3 .664 13.675 19 .145 87.257

Kenya

1974 29.712 2 .488 5 .257 2 .515 1 0 .2 6 0 59.972

1975 39.043 1 .288 0 .576 0*735 2*599 41.642

Source: Based on Table 4- I  and petroleum  p r ic e s  shown in  p . 1 4 1 , Ch. IV

Table (2 ) Assum ptions about Economic Growth, P r ic e s  o f  Crude O il and
P r ic e s  o f  Coal during 1974 and 1975 a t  1970 p r ic e s  fo r  In d ia
and P a k is ta n . INDIA PAKISTAN

1974 19_7_5_ 1974 1975

Average annual growth r a te  o f  per ( l )  ( l )  
c a p ita  GBP 3*0 3*0 

P r ic e  o f  Crude O il per ton  in  
n a t io n a l currency ( 3 ) 127.62 126*43 

P r ic e  o f  Coal per ton  in  n a t io n a l  
currency ( 4 ) 28 .26  28 .26

(2 )
3 .7

128 .11  

-5 3 1 .15

(2 )
3 .7

116.31  

. 5.5.10^
Source: ( l )  U.N„  Yearbook o f  N a tio n a l Accounts S t a t i s t i c s ,  1977 , V o l . 2,  

o p . c i t . , Table 4A.
( 2 ) C a lcu la ted  from Government o f P a k ista n , P a k ista n  Economic 

Survey, 1976-77 o p . c i t . , S t a t i s t i c a l  T a b les , Table 5» 
pp. 9 - 1 3 J GrDP a t 1959-60 p r ic e s .

( 5) Based on p r ic e s  o f  crude o i l  shown in  p . I 4I ,  Chapter IV. 
( 4 ) Table ( l ) .  Appendix 1*



annum, r e s p e c t iv e ly *  P r ic e s  o f  crude o i l  o f  In d ia  and P a k ista n  are

converted  from U.S.  ^ to  th e ir  n a t io n a l cu rre n c ie s  a t  the exchange

r a te  p r e v a i l in g  in  1973^^^ and then d e f la te d  by th e im p l ic i t  p r ic e

d e f la to r  in d ex  numbers o f  in d u s tr ia l  p rod u ction  which i t  i s  assumed
( 2 )

to  be in c r e a s in g  during 1974 a îd 1975 a t  the same r a te  a s  fo r  1973 »

nam ely, 1 0 .6  and 2 0 . 7  per cen t per annum fo r  In d ia  and P a k ista n  

r e s p e c t iv e ly .  F in a l ly ,  i t  i s  assumed th a t 1973*s p r ic e s  o f  co a l in  

In d ia  and P a k ista n  remain unchanged.

Data o f  Table (2 )  are used in  eq u ation  (5a ) fo r  In d ia  and (5b)  

fo r  P a k ista n  to  c a lc u la t e  t h e ir  in lan d  consumption o f  petroleum  

during 1974 and 1975, iu  m il l io n  ton s o f  crude o i l  e q u iv a le n t .  

Petroleum  im ports are  then c a lc u la te d  as r e s id u a ls  a f t e r  d educting  

the a c tu a l dom estic p rod u ction  o f  crude during th ese  two y ears  from  

th e  estim ated  t o t a l  consum ption, ta k in g  no account fo r  changes in  

s to c k s . Petroleum  im ports are d isa g g reg a ted  in to  both crude and 

products on the b a s is  o f  the a c tu a l p a tte r n s  o f  petroleum  im ports  

o f  In d ia  and P a k ista n  in  1974 and 1975* Then, im ports o f  products  

in  m il l io n  ton o f  crude o i l  e q u iv a le n t are p rop ortion ed  in to  g a s o l in e s ,  

k ero sen es and d i s t i l l a t e s  and r e s id u a ls  on the b a s is  o f  the p a ttern  

o f  the n e t a c tu a l im ports o f  petroleum  products o f In d ia  and P ak istan  

in  1974 and 1975 a f t e r  th ey  were converted  in to  crude o i l  e q u iv a le n t  

as fo llo w s :

INDIA PAKISTAN
1974 1975 .................... .. 1974 , 1975... .

Gasolines 0 .0 0 8  0C3 0.015 C^7 0.052 5o8 0 .& 7  ^ 3
Kerosenes 0 .889  2 9 .9 I . 3O8 57.3 0.066 1 2 . 0 0 .066  1 2 .6
Fuel O ils 1 . 95 4  69 .9 0.912 4 2 .0 0 .425 82 . 2 0 .405  8 2 .1

2 .851  100 . 2 ,  235. 100 0 .523  . 100 0 .498  100

(1 )  IMF, In te r n a t io n a l F in a n c ia l S t a t i s t i c s . V o l. 51, No. 5 (Nay 1977), 
p . 179 and p . 503

(2 )  U.N.,  Yearbook o f  N a tio n a l Accounts S t a t i s t i c s ,  1977,  V o l. 2 , o p . c i t . ,
Table 8B*
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F in a l ly ,  the e stim a ted  im ports o f  products are con verted  to  

t h e ir  e q u iv a le n t in  g a s o l in e s ,  k erosen es and d i s t i l l a t e s  and r e s id u a ls .  

Table ( 5 ) shows the estim a ted  consum ption, p rod u ction  and im ports o f  

crude o i l ,  g a s o l in e s ,  k e r o sen es , d i s t i l l a t e s  and r e s id u a ls  o f  In d ia  

and P a k ista n  in  1974 c,nd 1975 in  m il l io n  m etric  to n s .

Table ( 3 ) The E stim ates  o f  Consumption, P rod u ction , Im ports o f  
Petroleum  Crude and R efin ed  Products in  In d ia  and 
P ak istan  in  1974 and 1975 ( in  m il l io n  m etr ic  to n s )

INDIA PAKISTAN

1974 1975 1974 1975

In  crude o i l  e q u iv a le n t

T o ta l in la n d  consum ption 26.725 30.471 4 .392 4 .699

D om estic crude p rod u ction 7 .490 8.265 0 .432 0 .385

Net im ports 19 .235 22 .188 3 .960 4 .514

Im ports o f  crude 16 .100 19.126 3.287 3.667

Im ports o f  products 3.135 3.062 0 .673 0.647

Im ports o f  products

G a so lin es 0 .008 0.019 0 .036 0 .031

K erosenes 0 . 854 1 .602 0 .0 7 4 0 .075

D i s t i l l a t e s  and fu e l  o i l s 2 .107 1.237 0 .532 0.511

Such l e v e l  o f  petroleum  im ports rep re se n t the requ irem ents which 

are needed to  s u s ta in  economic growth during 1974 and 1975 n t the  

l e v e l  which were p r e v a i l in g  during 1 9 7 3 » g iven  the o i l  p r ic e s  remained 

unchanged. The correspond ing n et o i l  import b i l l s  to  such l e v e l  o f im

p o r ts  are c a lc u la te d  in  Table ( 4 ) by m u ltip ly in g  im ports o f  crude o i l ,  

g a s o l in e ,  k e r o sen es , and d i s t i l l a t e s  and r e s id u a ls ,  shown in  Table ( 3 ) ,
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by the corresponding p r ic e s  in d ic a te d  in  p . I 4I ,  Chapter IV. The 

a d d i t io n a l  o i l  c o s t s  com patib le  w ith  in t e r n a l  e q u il ib r iu m s ,  computed 

in  Table 4 -6 ,  Chapter IV are the d i f f e r e n c e s  between the e s t im a te s  

o f  Table 4 o f  t h i s  Appendix and the a c tu a l  payments f o r  petroleum  

im ports in  Table 4 -2  o f  Chapter IV.

Table ( 4 ) Net O il Import B i l l s  Compatible w ith  I n te r n a l  
E quilibrium  in  In d ia  and P ak is tan  on the B a s is  
o f  Pre-O ctober 1975*8 p r ic e s  o f  Petroleum  
( i n  m i l l i o n s  o f  current U.S.

T Ï )
Petroleum

Crude

Petroleum  Products ( 6 )
Net O il
Import
B i l l s
( 1+5 )

( 2 )
G a so lin es

( 5)
Kerosenes

( 4 ) 
D i s t i l l 

a t e s  & 
Fuel O i ls

T 5T
T ota l

(2+3+4)

In d ia

1974 561.992 0.558 48.585 68,823 117 .946 479.938

1975 471.505 1 .402 99.888 44.285 145.575 616.878

P a k is ta n

1974 72.386 2 .373 4.123 17.021 23.517 95 .903

1975 88.507 2 .240 4.580 1 7 .918 24 .738 113.245

Source; Based on Table ( 5) and p r ic e s  o f  petroleum in d ic a te d  in  

p. 1 4 1 , Chapter IV,
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APPENDIX 4 

BACKGROUND TABLES

Table Title
1 Consumption o f  Commercial Energy in  In d ia ,  P a k is ta n  and 

Kenya, 1960-75•

2 P rod u ction , Imports and Apparent Supply o f  Petroleum  Crude 

i n  In d ia ,  P a k is ta n  and Kenya, 1960-75*

3 India; Trade and Apparent Consumption o f  Energy Petroleum  

Prod u cts ,  1960- 7 5 *

4 P ak istan :  Trade and Apparent Consumption o f  Energy

Petroleum P rod u cts ,  1960-75*

5 Kenya: Trade and Apparent Consumption o f  Energy Petroleum

P rod u cts ,  1960- 7 5 .

6 Gross Domestic P roducts ,  I n d u s tr ia l  P roduction  and Transport  

and Communication A c t i v i t i e s  o f  In d ia ,  P a k is ta n  and Kenya,

1960- 74,

7 Posted  p r ic e  and u n i t  v a lu e s  o f  Imported Petroleum  Crude, 

the Average W holesale P r ic e s  o f  Petroleum P rod u cts ,  and the  

Average W holesale P r ic e s  o f  Goal o f  In d ia ,  P a k is ta n  and 

Kenya, 1960-74*

8 I m p l ic i t  p r ic e  D e f la to r  In d ic e s  o f  Gross Domestic Product,  

I n d u s t r ia l  P rod u ction , and Transport and Communication o f  

In d ia ,  P a k is ta n  and Kenya, 1960-75*

9 General Whdesale P r ic e  I n d ic e s  and Exchange R ates  o f  In d ia ,  

P ak is tan  and Kenya, 1960-75*

10 Exports by Commodity Group o f  In d ia ,  P ak is tan  and Kenya,

1970-75

11 Unit v a lu e  and Quantum In d ic e s  o f  the Exports o f  In d ia ,

P a k is ta n  and Kenya, 1971-75*

12 India: The Y ear-to-Y ear Changes in  the Major Export Item s,

1971- 7 5 .
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15 P ak istan : The Y ear-to-Y ear Changes in  the Major Export
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Table(9J

General W holesale P r ic e  I n d ic e s  and Exchange Rates o f  I n d ia , 

P a k is ta n  and Kenya, 1960-73*

General W holesale  P r ic e  Index

I 97O" 100

India^^) P a k is ta n ^ K en y a ^ ^ ^ ^ ^ ^

Exchange Rate (4 ) ( b )

U n its  o f  n a t io n a l  currency per U .S .^  
In d ia  P a k is ta n  Kenya
R upees/’ Rupees/ s h i l l i n g g /
U .S .#  U .S .#  .U .S .#

i 960 6 3 .7 85 .3 4 .762 4 .762 7 ,1429
1961 33 .2 65 .7 8 5 .2 4 .762 4 .7 6 2 7 .1429
1962 57 .3 6 6 .0 88 .4 4 .762 4 .7 6 2 7.1429
1963 60 .8 72 .4 8 5 .4 4 .762 4 .762 7.1429
1964 67 .5 72 .4 88 .4 4 .762 4 .762 7.1429
1963 73 .6 73 .3 88 .4 4 .762 4 .762 7.1429
1966 8 2 .7 90 .9 96 .1 6 .539 4 .762 7.1429
1967 93 .3 91 .9 9 7 .8 7 .500 4 .762 7.1429
1968 91 .3 9 3 .0 9 9 .0 7 .300 4 .7 6 2 7.1429
1969 9 4 .7 9 4 .6 9 8 .0 7 .300 4 .7 6 2 7 .1429
1970 1 0 0 .0 1 00 .0 1 00 .0 7 .300 4 .762 7 .1429
1971 103 .9 116 .2 103 .9 7 .301 4 .7 6 2 7 .1429
1972 114 .3 116 .7 109 .8 7 .394 8.941 7.1429
1973 140.3 133.3 120 .1 7 .742 10 .025 7.0012
1974 172 .7 210 .8 141 .3 8 .102 9 .931 7.1429
1973 - - 168 .6 8 .596 9 .931 7.4115

Source; ( l j  Government o f  In d ia ,  Monthly A bstract o f  S t a t i s t i c s ,  

i s s u e s ;  V o l .  25» Nio,10;j (October 1972); Vol@ 29» Ko. 10,

(October 1976).

( 2 ) Data f o r  the p er iod  1960-72 i s  taken from Government 

o f  P a k is ta n .  25 Years o f  P a k is ta n  in  S t a t i s t i c s , o p . c i t ..

Table 1%01, p . 514» Table l%p2,p.524« Data f o r  the y ea rs  1973

and 1974 i s  taken from Government o f  P a k is ta n ,  P ak is tan  S t a t i s t i c a l

Yearbook 1973-76 , o p . c i t .gTable l6 .1 » p ,1 7 6 ;  Table l 6 . 2 ,p . l 7 9 o
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Source (3 )  IMF, I n te r n a t io n a l  F in a n c ia l  S t a t i s t i c s , V o l.  51- 

(May 1978), p p .2 5 4 -5 .

(4 )  I b i d . , I n d ia ,  p p .196-7; P a k is ta n ,  p p .502-3; Kenya, 

p p .2 3 4 -5 .

Kote; ( a )  Consumer p r ic e  index*

(b )  Par rate/M arket Rate
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Table (12)
lia: The Year-to-Year Changes in the Major Export Items 1971-75# (percentage
banges from the preceding year)

1971 1972 1973 1974 1975

Tea

U nit va lu e + 4*6 + 1 .9 -  0 .1 + 5 0 .0 +11 ,9
Volume +19.9 -  7 .4 -  1 . 5 + 18 .1 -  5 .5
Value +25.5 -  5 .8 — 1 .6 + 54*4 + 5 .8
O il  Cakes 

U nit va lue -  8 ,0 +57.9 +78*1 -  17.3 +: 5 . 9
Volume + 5 .2 +54.9 +28 .1 -  55 .1 —14 .8

Value -  5 .1 +86.1 +128.1 ”* 46*3 - 1 0 .1

Cashew 

Unit va lu e + 8*6 + 2 .0 +37 .3 + 27 .0 + 1 .3
Volume tm 1 ,6 +10.0 -2 1 .2 +25 .0 - 1 9 , 7

Value + 6 .8 +12.2 + 8 .1 + 58 .7 - 1 8 .7
C offee  

Unit va lue + 0 .2 - 5 * 0 +‘34-* 6 + 18 0 4 +10.6

Volume +12.5 +41 .7 + 3 .9 -  5 .7 +17 .8

Value +12.8 +48.9 +39 .8 + 11 .7 +30 *4
Sugar 

Unit va lue -  9 .2 +56.7 +29 .4 +189.0 — 7*0
Volume + 286.6 - 67*8 +148 .0 +174.7 + 24.1
Value +251.2 - 56.0 +221.0 +693 .9 + 15 .4
P is h  and f i s h  p rep aration  . 

Unit va lue +25 . 9 +22.3 +19 .3 -  8 . 7 +21.8

Volume + 10 .0 + 6 .1 +37 .1 -1 8 .7 +2 9 .7
Value + 36 .4 +29.8 +63 .7 - 25 .8 +58.1
Iron ore 

Unit va lue -  11 .5 -  0*1 + 5*9 +31.7 +28.7
Volume +25.0 + 5 .0 +14 .3 -  8 .5 + 5 .6

Value +10 .7 + 4*9 +210 0 +20.7 + 3 > 4
Manganese ore  

Unit va lue + 5*8 + 3*5 +15 .2 +40 .9 +30 .7
Volume -  9*7 -2 0 .5 — 4 .6 +29 .8 - 23 .2

Value -  4 .5 17 .9 + 8 .0 +85*0 + 0 .5
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1971 1972 1973 1974 1975

Raw Cotton

U nit Value +24.7 +11*6 + 3 .6 +29 .0 + 1 . 2

Volume - 11 .1 +18.8 +4 4 .7 - 65 .6 +160 .0

Value +10.9 +52.5 +50 . - 53 .1 +165.2

Jute Manufactures

U nit Value + 9*2 + 8 .8 — £  • '\ +2 4 .9 -  5 .0

Volume +17*5 -13*4 -  3 .1 + 4 . 1 - 1 4 .7
Value +28,4 -  5 .8 - 9  .0 +50.0 - 17 .1
Mill-made co t to n

Unit va lue +52 .6 -2 0 .0 +3 2 .4 +40 .6 - 14 .3
Volume - 5 0 .5 +58.7 +4 5 .4 - 43 .5 +12 .9

Value + 6 .7 +26.7 +9 2 .7 - 2 0 .5 -  3 .1
Handloom co tto n

Unit va lue +29.5 + 0*3 +36 .9 +22 .9 +10.0

Volume + 6 .2 +64 .5 +4 3 .4 - 27 .0 +17 .8

Value +57*0 +65.0 +9 6 .4 -1 0 .2 +29.6
Leather

Unit va lue + 7*2 +10.0 +7 2 .4 +13 .9 +10.5
Volume + 4*0 +74.6 - 4 2 .8 - 26 .1 +26 .0
Value +11.4 +92.2 + 1 .3 - 15 .9 +39.1

Source; C a lcu la ted  from Government o f  I n d ia ,  Economic Survey, 1974-75 ,
o p ,c i t . , Table 6 .7 ;  pp. 107-8; Economic Survey, 1975-7&, o p .c i t . , 
Table 6 .7 ,  PP* 1 0 7 -8 .
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Table (15)

Pakistan; The Year-to-Year Changes in the Major Export Items, 1971-75
(percentage changes from the preceding year)

1971 1972 1975 . 1974 1975

Rice

U nit va lu e + 9 .3 -  1 .5 +65 .3 +75 .5 -  7 .3
Volume +53.3 +220.3 +40 0 4 - 22 .5 +17*2

Value +67*3 +215 .4 +12 9 .4 +36 .1 + 8 .6

O il Cakes

Unit va lu e +84*0 +16 * 2 + 2 .1 -  0 .3 -  6*5
Volume - 1 2 .6 +119.4 -2 2 .2 - 8 6 .6 - 93 .3
Value +61 .7 +155.4 —20 .6 - 86 .7 - 9 3 ,7
P ish  and f i s h  p reparation

Unit va lue +23.4 +85.1 +68 .5 + 5*6 +25 .1
Volume -  3.4 + 9 .2 -1 2 .5 -1 8 .1 - 17 .9
va lu e +19 .2 +100.0 +47 .8 - 15*1 + 2*7
Raw Cotton

Unit va lu e +59.0 +24 .6 +18.5 +52.5 -  0*7
Volume +60.6 +39.1 -5 8 .6 — 6 .1 +32 .4
Value +155.3 +73.2 - 27 .3 +24 .4 +31.5
Cotton Waste

Unit value - 13 .4 +75.0 +4 5 .7 +24 .4 +24 0 0
Volume +30 .4 + 4 .4 - 22 .5 - 55 .1 -5 6  *4
Value +13.0 +82.6 +12 .9 - 19 .3 - 45 .9
Raw Wool

Unit va lue +25.2 +82.9 +60 ,2 +28 .4 - 26.5
Volume - 21.7 +15 0 5 - 12 .5 - 51 .7 +33 .9
Value -  3*6 +111,4 +40 .5 -37*9 — 1*3
Hides and Skins

Unit value +48.7 -  0 .5 +2.B.9 -2 6 .0 - 29 .7
Volume -2 8 .8 + 1 .0 - 14 .2 +132.7 +56.2
Value + 5*8 + 0*6 +10.7 +72*5 + 9 ,8

c o n t d . . .  /
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1971 1972 1975 1974 1975

Cotton yaims

Unit va lue +18.2 +100.2 +64 .5 +14 .4 -2 0 .2

Volume +52.4 - 1 0 .0 -3 8 .0 + 7 .0

Value +56 .6 +170.5 +48.1 - 29.0 - 14 . 6

Cotton f a b r ic

U nit  va lue + 8 .2 +86.2 +69 .2 +18.9 - 15 .3
Volume +15 .4 +25.7 -  5 .8 - 15 .8 +15 .6

Value +22 .7 +154.0 +63 .0 +2.5 -  2 .1

Leather

Unit va lu e +15.5 +82.0 +47 .9 +16 ,5 -  2 .9
Volume +12 .3 +40 .6 -  9 .5 - 29 ,9 +26.5
Value +29 .7 +156.0 +54.1 - 1 8 .4 +22.6

Source; C a lcu la ted  from Government o f P ak istan , P ak istan  Economic Survey.

1976- 7 7 , op. c i t 0, S t a t i s t i c s ,  Table 3 1 , pp. 86- 7 .



Table (I4)

Kenya; The Year-to-Year Changes in the Major Export Items, 1971-75
(percentage changes from the preceding year)
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1971 1972 1973 1974 1975

Coffee

U nit va lu e - 16 .5 +13.5 +21 .2 +12 0 7 -  2 .8

Volume + 5 .0 +11 .9 +19 .2 — 4*8 -  5 ,7
Value -1 2 .2 +26 .8 +4 4 .4 + 7 .3 -  8 .5

Tea

Unit Value

Volume

Value

Meat and meat p reparation s

Unit Value

Volume

Value

S i s a l
Unit va lue

Volume

Value

Pyrethrum 

Unit value  

Volume 

Value

Hides and sk in s  

Unit va lue  

Volume 

Value

Cotton raw 

Unit va lue  

Volume 

Value

-  2 .7 — 1*8 -  5 .5 +18.7 +11.6

-  5 .0 +38.0 + 8 .8 -  3*7 + 5 .9

-  7 .7 +35*4 + 2 .9 +14.3 +18.2

+18.8 -  4*4 +25*1 +16 .5 -  8 . 7

+ 4 . 5 +37.2 "39*5 + 1 .7 +22.1

+24 .1 +51.2 —24*4 +18.4 +11*5

+ 3*6 +25 .0 +99*1 +121.1 - 27 .0
- 2 1 .6 +11 .7 +15 .6 +60* 9 -40*7
- 1 8 .8 +36*5 +151 .0 +225*0 "56*7

- 11 .4 +12.1 - 13 .3 +13*1 + 3*7
+52 .6 +25*5 + 2*4 +52 .8 + 7*4

+54*1 +37*2 - 19 .9 +54*3 - 15 .2

+ 6 .9 +21.7 +75.6 - 22 .4 -  7 .3
+38.2 +27*2 - 2 1 .8 +10 .4 +31*5
+47 *4 +54*7 +37*3 -14*4 +21.9

+ 6 ,4 +11.1 + 0 . 7 +19 .3 +24*5
-  9 .4 -  7 .4 +12.0 -3 0 .6 -  9*3
-  3*6 + 2 .9 +12 .9 - 17 .3 +12*9

C o n t d . . . ,  /
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1971 1972 1973 1974 1975

Cement

Unit va lu e — 4 .2 + 2 .0 + 4 . 5 +40 .3 +27 .8

Volume -  6*5 -  2 .5 — 4*2 +18.1 + 3 .4
Value "10.5 -  0 . 4 + 0 .1 +6 5 * 6 +32 .3

Metal Containers

Unit Value +18 .9 + 2 .8 + 3 .5 +59*6 +35.3
Volume + 6 .2 - 24*9 -  3 .3 +38.5 "53*0

Value +26.5 -2 2 .8 + 0 .2 +93 .4 - 36 .4

Base metal
Unit value -  8*1 -19*2 +85*9 +40 0 3 +16 .9

Volume +106•7 -5 1 .0 +116.2 +43 .0 - 6.5 . 8

Value +89 .9 60. 5 +501.8 +10006 -5 8 ,9

Paper manufactures

Value +15*6 -  3*3 -4 1 .2 +30,4 + 7 ,1

Source; C alcu lated  from Republic o f  Kenya, S t a t i s t i c a l  A bstract,  1976, 
o p ,c i t . , Table 5 9 (a ) ,  p. 65; Table 5 9 (b ) ,  p . 64; Table 6 2 (a ) ,  
po 68; Table 6 2 (b ) ,  p . 69; Table 6 5 (a ) ,  p. 70; Table 65( b ) ,  p . 71; 
Table 7 5 ( a ) ,  p. 93*



Table (15)

Conversion f a c t o r s  o f  O il Products
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Fuel b b )s /m etr ic  
ton

tons o f  o i l  
e q u iv a le n t /  
m etr ic  ton

lO^BTU/
bbl

Crude o i l 7 .30 1 .034 5.62

LGP 11,80 1 .195 4 .0 1

Gasoline 8 ,53 1.128 5 .25

J et  Fuel 7 .95 1 .133 5 .67

D i s t i l l a t e s  -  Fuel O il 7 .46 1 .095 5.83

R esid ua l f u e l  o i l 6 .66 1 .055 6.29

Source; OECD, ■•Energy p rosp ects  to 1985 , OECD, P a r i s , 1974, 

Table 2A-2, p . 4 ,

j VP̂RSîTÿ


