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Towards the close of the  year, 1973, the  Orgailization of 

Petroleun Exporting Countries, OPEC f o r  shor t ,  decided t o  quadruple 

the  i n t e r n a t i o n a l  p r i ce  of o i l .  The p r i ce  rise thus decided upon 

becone e f fec t ive  from t h e  beginning of 1974. An can be seen fron 

Table 1, over the  next f i v e  years,  1974-78,both years iocluded, the 

p r i ce  received by OPEC f o r  i t s  o i l  regis tered  an i'mprovenent of only 

3 5 .  I n  n id l979 ' ,  hourever, the  pr ice  was ra i sed  by 60$,to be followed 

by a f u r t h e r  rise of 60% ef fec t ive  f ron  the  beginning of 1988. The 

r e s u l t  of the  two successi.ire hikes decided upon Tiitkiin a short  span 

of s i x ,  seven months, i d e .  between June and Decenber 1979, 11as been 

t h a t  t h e  p r i ce  of o i l  has nore than doubled. Tiiis na tu ra l ly  i r i l l  

lead t o  an increase i n  t h e  OPEC o i l  revenues f ron  '$ 125 b i l l i o n  il 

1978 t o  % 277 b i l l i o n  ill 19C3, a s s w i n g  no increase i n  t::e offtalce of 

o i l  f r o n  PEC ~rlucli  was csSiitintc.2. a t  lO.l!+ b i l l i o n  ba r r l e s  i n  1978. 

That ihe increase  i n  o i l  revenues accrvi i~g t o  GPEC i n  1980 

i s  q u i t e  subs tan t i a l ,  a t  l e a s t  ir absoiute nonetary termc, can e a s i l y  

be seen, when one conpares i t  ~ r i t h  the  increase  accruing t o  thoa i n  

1974, a f t e r  the  o i l  p r i ce  w a s  quad~apled. Then tho OPEC o i l  revenues 

had gone up f r o n  $ 23 b i l l i o n  t o  $ 92 b i l l i o n  i . ~ .  by d; 69 bi l l ion .  

But there  can be l i t t l e  a r ~ j m e n t  t h a t  the  addit ional  d o l l a r  on o i l  

revenues i n  1980 does not mean t h e  same i n  r e a l  t c n o  as i t  did i n  

1974 since,  among other  things,  the  p r i ces  of goods nnd services  tha t  

OPEC imports have gone up considerably i n  the  neanrrhile. I n  f a c t  

t h a t  i s  the  p r inc ipa l  j u s t i f i c a t i o n  OPEC have adduced i n  defence of 



the price r i ses  decided upon i n  1979. S t i l l  ,the s t o m  signals have 

gone up pract ical ly  a l l  round t o  tha t  a very serious, almost 

cataclysmic ccononic s i h a t i o n  has mison f o r  the o i l  inporting w o r l d ,  

1.n fa&, Vo..W@e 'have n a w  bebn ra ise$ fdY&%d8ihg that the nwr CI%:S&S 

p.0wsd bv~ the  o i l  $xpartitig ?tori& w i l l  "oe fa* bore serious than the .one 

i n  19T3s In ~ a r t i e i z l a r ~  t h e  f e u  %as bben expressed Mat  thhc g 1 b h . l  

:mbnq+,and f inancia l  systen " tha t  is $&haps terninably sick a d  cer- 
.. . 

.$,.aih%y mwch weaker 'thm i t  b8'8p T$&S back $5 7974-~5" &i&t callapse umkder 

I/ the weigiit of the new crisis.- 

15of tha t  there i s  anything par t icu la r ly  t o  sacrosanct about 

t he  present global nonctarf and f i n m c i a l  systen. But i t  certainly 

has served the aeveloped i adns t r i a l  countries, as  a group, very well. 

90 i t  i s  qui te  understandablo t1.il.t pe09Ie khere idlo see t h i s  systen 

collapsing f e e l  darned.  O n  ';:~e other hand, f o r  tho vxst non-developed, 

non-in&.zsi-rislised rrorld ?r:iic:l ge ts  a raiv deal iinder the dispensation 

of tho present f inancia l  cad nonotiiry system i t s  coll8::1li,se could po~e ib lg  

hold a prospect of s o n e t h i n ~  be t te r  eserging. I n  my case, leo2le i n  

t h e  deprived two-thifds of %he rrorld need not shed mg tears sllould 

t h i s  systen collapse. 

But are ue no sure tlmt ale present nonotary .xad f i n ~ n c i d  

system i s  rea l ly  i n  danger of. i m i n e n t  collapse'  and t h a t  too 71nd.e- the 

rreigh't of the price p e s s u r e s  fron &he o i l  exportin; countries? It i s  

to' this question thlot thin p a y r  addresses i t s e l f  first and foreqost, 

dr&ing*on the experience gained since the price of o i l  aas raised 

toriards the end of 1973. 



The F i r s t  Round 

Let us start rsith a quick over-vieir of the vorld monetary 

scene tha t  obtained a t  the  t ine  of the increase i n  the  price o f  o i l  

i n  October 1973. The alld.ree;ir.e of fixed. exchmge ra tes ,  often referred 

t o  a s  the Bretton ?lords Systen, ;:as already i n  shmb1c.s .and f o r  no f au l t  

of tbe o i l  exparters. Flexible exchange r a t e s  were very zuch the order 

of the  day n t  l ea s t  enow the  pr incipal  trading nations of the 

world. Though the  pr incipal  reserve currency, the U.S. dollar ,  

*as no longer convertible i n to  gold, i t  continued t o  be the najor source 

of monetary reserves even a f t e r  the s h i f t  from fixed to  f lexible  exchange 

rates. Thus the centre-piece of the  rforld nonotary systen, n a e l y  tho 

dependence on a fevr n a t i 3 ~ a l  currencies, one or two, f o r  the  se t t l e -  

me& of accounts between dif ferent  countries ,and f o r  monetary reserves 

reuained very nuch in tac t .  There was no s h i f t  fron this, not even frm 

t h e  old reserve currency, t h ~ ;  Lol1,ar. 

When the  o i l  prico, was quadruplkd i n  1973% it. did  ianediately 

c r ea t e  apprehe~sions r.bov.t tho nbi l i ty ,of  tllo nor,ctcq systcn t o  cope 

with the paynents inbalrsces tlialnt would ensue as n rosu l t  between the 

o i l  exporters a d  the o i l  i q o r t ' i n ~  co~Gtr ios .  These inbalances were 

expected to bo both l a g c  m d  persistent .  Actuzlly, hoirevor, while 

'thay did Cum out t o  be 1 u ~ e  . t o  s t a r t  vrit'x, tiley s ta r ted  declining 

qu i te  f a s t  so t ha t  by 1978, they hcd altogetllerr heen aba.orbed. As 

can be seen fron Tablo 2rthe balmce of ?aynents surpltls on current 

account of t h e  najor o i l  exporting countries had declined from S 68 

b i l l i o n  i n  1974 t o  t 6 b i l l i ons  i n  1478, t o  the same leve l  .m 

obtained i n  1973. T h i s  cane abl~ut principally because of considerebly 



2/ increasod  i n p o r t s  by o i l  expor te rs  .st s i g n i f i c ~ n t l y  enh?.nced prices.- 

Unfortunately ,  hovrever, t h e  b e n e f i t s  of t h i s  i nc rcasce  O E C  denand f o r  

goods and serx5ces accrued almost c n t i r o l y  t o  t1i.o i n d u s t r i a l i s e d  countr ies ,  

account ing a s  tlley did f o r  hlno'st  85% of the a d d i t i o n a l  i n p o r t s  by the 

o i l  expor t e r s . '  The r e s u l t  hns bcen the$ rrhile t h e  i n d u s t r i o l i s o d  

countr ies ,  a s  a group, werc ab l c  t o  reg,ain t he  s o s i t i o n  of a comcmding 

su rp lus  by 1978, t h e  non-oil  developing c o u n t r i e s  were a s  badly off i n  

1978 a s  i n  1974. I n  1978 they  paid h ighe r  p r i c e s  f o r  not  only t l ~ e i r  o i l  

i u p o r t s  but  a l so  t h e i r  i n p o r t s  from t h e  developed riorld. I n  t h e  end, 

t h e r e f o r e ,  i t  i s  t h i s  l a t t e r  group of coui l t r ies  tlllat han cone out  

r n t h e r  badly a f ' t e r  t he  ndjzstments t o  t h e  o i l  p r i c e  r i s e  of 1973 have 

worked  hens selves out. Tho n ther  group o f . c o u n p e s  t o  s u f f e r  has b&n 

t h a t  of t h e  more developed p r inc ry  p roduc inc  countr ies .  The 0-.(era11 

r e s u l t  n a t u r a l l y  has  becn th7.t i n  1978 'though t h e  o i l  expor t ing  coun t r i e s  

had a su&jlus i n  b a l ~ z c o  of :??:merits no l q r g c r  thm i n  1973, the  gross  

, - lob01 ii~tar-:r,~u;? 5 rosa  ir?>~!l . :~~cc i n  ~ ,~~: l i r i l t~  on c-arrcnt accou~l t  

was s t i l l  nore  t h a n  foui- t i n e s  as high as i n  1973. 

Fron tho poin t  of vier? of thi. world noncttary a d  f i n ~ n c i o l  

~ y s t e n ,  horrcvcr, it i s  t h s  gross  inbalance in payrawts bctween. countries 

t h a t  i s  s i g n i f i c a i t  because i t  inc l ic i~ tos  the ex ten t  of f i n a n c i s 1  iatcr- 
f o r  

n e d i a t i o n  t h a t  i s  c z l l o d  for/+Lio .- d . t l e a o ~ ? t  of i n t c r n a t i o n c l  p,?yncnts. 

Thus, f o r  inst,mcc, s i n c e  t l x  intsr-group gross  iiibalznco i n  1974 713s 

no rc  than  f o u r  t i ~ l e s  a3 !?igl~ a s  i n  1973, tho  ex tcn t  of f i n a n c i a l  

i n t e r n o d i a t i o n  requi red  between tho  group can  bc sc5.d t o  bo correspond- 

i n g l y  l ~ i g h e r .  



I n  o rdc r  t o  n c e t  t h i s  delland f o r  f i n o r c i a l  i n t e r n e d i a t i o n  

on t h e  new s c a l e  a  nurtbcr of p-oposnls were nootcd f o r  a  s u b s t a n t i a l  

r e c y c l i n g  of funds f r o n  t h e  coun t r i c s  wi th  payncnts surp luses  t o  t he  

c o u n t r i c s  wi th  p a y n e n t s d e f i o t t s  under n u l t i - l a t e r a l  a u s ~ i c e s .  Bowover, 

a l l  t h a t  could be organisee f o r  tho  p s p o s e  was t h e  O i l  F a c i l i t y  i n  the  

I n t o r n a t i o n a l  Monetary Fund. Conparod t o  tllc ~ r o n s  inter-group inbalnnce 

of 8 101 b i l l i o n  i n  1974 and 1975, t h i s  s p e c i a l  IMF f z c i l i t i o s  could 
. . 

oonc f o r t h  w i th  sonct:zing l i k e  8 7.9 (SDR 6.5) bi l lcon.  Other  dra~r ings  

from t h e  Fund, i n  t h e  coursc of t he  sane b o y c a r s ,  mounted t o  S 6.3 

4/ (SRD s . ~ )  b i l l i on . -  , Thus t h e  Fund1 s response t o  t h e  =caber count r ies  

t o  nee t  probably t h e  n o s t  e x t r a - o r d i n w  s i h a t i m  facod by then 

s i n c e  i ts  es t ab l i shncn t s  turned out' t o  be p i t i f u l l y  inodoqunte. I n  

t h e  c i rcuns tances ,  tl?e nn in  tnvic of s e t t l i n g  t h e  l a r g o  balance of pay- 
de i c t s  

n e n t s  2' had t o  be un3crt&en under none o thu r  suspiccs.  T?lr3se BUS?~COS 

were providod by thz in t c r r . ? t i on . l  c a ~ i t a l  r.i,-xket. 

Cross border b~z*rowin;-a .on tho i n t o r n z t i o n n i  c c l ~ ~ i t n l  c , .~rke t  

had beon r i s i n g  rr.pidly Luring nirch 3f t:;o 2er iod f r o n  tile aid-1360's 

througll tho e ~ m l y  1970'3, t h c  2 t r i a d  spanning t h e  dryin,- pllaso of tho 

B r c t t c n  1700~2s per  ~onluo ::yoton. Slncc thclcae lenclin;.s, Y~Io<~.&I orst?.- 

n S e d  i n  European coun t r i e s ,  :;ere dsnocini..tc.d ii: d o l l z r ,  tLicj; wera 

gene ra l ly  r c f  c r rod  to  a s  Zuro-doll7.r operat ions .  Eotrcver, th,: r s a l  

upsurgo i n  t h e s e  o,mrations cme about a f t e r  1973. 

A s  can bo seon f r o n  Tab12 3, n e t  ox torna l  l o n d i ~ :  by hank 

( 'excluding bond f inanc ing  by the  nakkot) w c s  r.I&st k r i c e  ~.s l w r o  



dur ing  .tho quinquenniun drpiin:; 3i6h 1978 8s $ha m o u n t  of n e t  %oak 

cln&s outs tanding a t  t h e  en& 62 %D.: A' suhstzmtSal, though &o.% all, 
. . 

of t h i s  bank ionding went t o  help. co~n-t.f'Q:s sett le their lwg%.:$d:ant?e 

~f paynen ts def i e i t  s on cur,x;e@$ N@a,m%, 

What e x a ~ t l y  spurrecl, t h e  X u r o d - o l l ? ~  ~ - - .n,&mt . t o  t'&e on this 

n a j o r  r o l e  of . f i n , ~ c i n g  ba1:ance of p,am&.ts d+rfdc.,itti i:s 8 :Xia%'t'sr'me 

c m  sspecu1;te about. - B.ut : tho sri tuntjon was bcisically ' l i k e  +Ms. b n  

t h e  one  h ~ d ,  $z,qpa, t f i ~ ~  q.i& . .  ' ~ e~~.p:rff,i&g @omtxi&-s w i t h  E? l @ ' b  ae.c~:e'%'ibisn 

o f  fknds which thqy could not  i r u z d i a t e l y  obsorb and wliich %beg- W&.PB 

uri l l ing t o  p lace ,  i n  lnrge.  .gro:go~t~onn, ,  I I i n  t,h5s nszh t, Q n  .tke oqher 

hantl , there  were. s e v e r a l  c  ountr&as .face$ r?i%b .an eno&Ous 'Upswge i n  

t h e i r  balance . . of p:pp~eq$s d a f i s i t s  Be. f i n a n c ~ ,  which they  hod nowho~e 
~. ~ . ,'~ 

e ls ,e  t o  turn to.  So t l l e ~ p r i v g t e  bank5 and o the r  i n r t t i t a t i o n s  a W ~ & d y  

s p e c i n l i s i n g  i n .  i n t e r p & i  onal  .l+n,ding .even k h u g h  i t  wnP me8118 l k r g e l y  

f o r  p r o j e c t  finrll~Ci.~-s,ttc;:,rnd : i n  t o  k&c bra&h..; 

w i l l  show t h a t  
A re fe rence  back t o  Tn,bla ;! - /?ore t h a n . - - - h u . ~ - ~ ~ d s . ,  -. of .&& i n t o r -  

group gross  i r b n l m c o  (i..e. tLe .o3;~@@ghte of in.i;cr-;;rou? d ~ f i c i t s  

i gno r ing  tho  surp lusas)  durin: 1974 m d  1975 were accounted f g r  bT 

tho non-oil developing count r ies .  4n ale follow in^. t i l rec  yema., 2976 

t o  1978 though the g r o s s  inbalance w a s  souewht lower, irith M e  n0.n- .. 

o i l  developins  coun t r i e s  s t i l l  :,.cc&?dng f g r  ' t y e t i l i r d s  thereof ,  fie 

oxpamion i n  Euro-dollar lendill; qao Tory nuch,  l n r g e r  t h . ~  $,a t , k c  hro 

y e a r s  i m e d i n t e l y  precedins ,  1374. m s l  1975, r o l p t i v c  t o  tho g r m s  

i n b d o n c e .  As aga ins t  t h e -  g ross  payc~enks i n b c l a n c ~  of  $ 11 1 b i l l i o n ,  

Euroirbl lKc lead ing  axpmda3. 1337 S 100 b i l l i o n  tiurint. 1974 ~ n d  1 9 7 5  
. - 

r r h e r o q  du r iW 1976 t o  1978 Eubo-dol.l,?r l q l d i n g  eox>a&3. t y  4 255 b i l l i o n  



as .va ins t  t h e  gross  payncnts inbcrlznce of $110 b i l l i o n .  

I t  is  a l s o  ~ ro r thwhi l e  no t ing  i n  our contex t  t h a t  dur ing  t h i s  

l a t t e r  p a r t  of t h e  quinquenniun, 1975 t o  1978, the  su rp lus  i n  bnlnnce 

of paynents of t h e  o i l  e x p o y t i g ~  c o u n t r i e s  decl ined d r a s t i c a l l y  f ron  

$ 40 b i l l i o n  i n  1976 t o  :I 6 b i l l i o n  i n  1978 Whllo the  su rp lus  of .E 

i n d u s t r i a l  coun t r i e s  recovered s i g n i f i c a n t l y  f r o n  7 b i l l i o n  t o  $ 33 

b i l l i o n .  

Two p o i n t s  can be nade ~tr~rightiruray.  F i r s t l y ,  rrhntovor ;:ush 

t h e  i n i t i a l  plrrconeht of thcOPEC su rp lus  funds i n  t h e  Euro-dollcr 

n a r k o t  nay have provided f o r  t h e  nnrket  t o  expand i ts  lcnding,  the  sub- 

sequant. expansio.n of t h e  na rko t  lendin;: can be ascr%rjod only p'?.rtly 

t o  t h a t  source of supply of funds. Secondly, inorensin;;l:{ tlic cs:~ml- 

s i o n  of Euro-dollar na rko t  l ending  aeozrs t o  hnva t&cn $ace out of 

p ropor t ion  t o ,  ?ad. quite ?.nd&endently o f ,  t h e  d s f i o i t o  i n  thc 3al:mce 

of  pc~y~:,mts on cu r r en t  occocnt. 

The Second Round 

Given t h e  i n c r c c s e s  i n  o i l  p r i c n d r o a 6 y  decidod wpon i:i 1979 

and. with t h e  prospect  now of g i r t h e r  iilcront3@to f o l l o ~ r ,  hour w i l l  tha 

world none tmy  sys t au  il: ;.encrzl nna Ulc Euro-doll= ncr?:ct i n  pnr t i -  

cu1.a.r cope up wi th  t 5 c  o:):~scquentiel inbc.lance i n  tho  'Jdance of 

pc~yaents of  t h e  countr ids .  Tnero i s  absg lu to ly  no i n d i c a t i o n  t h a t  

t h e  f n t c r n c t i o n a l  Ploiiotcey Fv.nd either i s  p r e p z e d  o r  i s  prepaxing t o  nea t  

tho  poss ib l e  now dennnds f o r  f i n a i ~ c i a l  in tornedic t ion .  True, t h e t  

( a ) .Pund  quotas w i l l  soon bc rev iscd  f r o n  SDR 39 b i l l i o n  to-SDR 59 

b i l l i o n  a d  (b )  a suP i l enan tc ry  f inanc ing  f a c i l i t y  has  b c e n s c t  up 



with 'funds mounting t o  SDR 7.75 b i l l i o n  t o  a s s i s t  nmbers with 

5/ bal~mco of papent-s problou t h a t  are l a rger  r e l a t i vc  t o  their quota . -  

But these ste;-is have to be seen i n  the  ccn%@xt of a l i ke ly  OPEC surplus of 

over 8 80. b i l l i on  i n  1980 md a r?ucli largos gzess iizbclnncc fo r  the o i l  

inpor t ing countries. A t  tha  saae ti110 i t  cam~ot  be ovcrloolmd t h a t  

even a $ 100 b i l l i on  d e f i c i t  of the o i l  i l po r t i ng  irorld, i n  1980 aa 

againat S 53 b i l l i on  cst inztcd f o r  1979, tqi.11 bc l e s s  thm Chc net  

incronse i n  Eux'o-aollW lendin6 of fi 110 b i l l ion  i n  1978, 

Of coursc,the ncre the world cones t o  depend on tho Ruro-doll- 

narkct f3r  finaacinz i ts  bclmcc of papnepts the grcr.tcr r r i l l  b~cone 

i t s  hold on tho world nonetary scenc but Y l i s  is  not sonctlrin; that  

thoec i n  control  of tho privatc bni&s w i l l  not rcnl ly  uolcor?~. Though 

the Internat ional  M0nctmy Fund i s  a n u l t i - l r t o r ~ d  i n s t i t ~ ~ t i o n  i n  con- 

coption, i n  e f fec t  it i s  v u r j  nuc:1 i n  tho coiltr3l I £  t h o  Dace grorp 

of countrics thc t  controls t:le Euro-dollar nscrL;c?t. I t  should h e  quite 

understandable i f  i n s ~ i t e  of thc fcot  that  the Fund 112s 13c;.n rcduced t o  

the rolo  of 2. b y s t . m d  i t  .has 1.r.rdly ~ z i s e d  m:~ ~roJccst. '  Nor  

5/ w i l l  it protes t  i n  tho future.- 

The lilrolihootf se.x;n t o  3c that the w o r l d  a i l 1  5e stu.cl.: with 

the systen of l iqu id i ty  g e a c m t i ~ 3  has evolvod over tllc p rs t  f ive 

years,  ho~rever nuch oizc- docs not ???rove of it, Aninr?, Kic developing 

countries, cs:~ccially the imn-oil ddvcloping countricntli-.ve every 

reason t o  viorry on tlxis scoro beocusc,(z) tiley arc the  oncs l ikcly  

t 0 ' b e  worst hit ever the conii.;; ji83r.rs 2.J t M s  V~~O.W-~SDCC.LZ of oil 

pr i ce  r i s e  lcadini: .t.s t i lu  r i s o  of inl lustr inl  inports  rrhich. causa  a further 

u p . . ~ g c  i n  o i l  price.> c c n t i 2 u c ~  unabated and (b) tki: syaten of 
- I  

gcna;lt;ing l iqu id i ty  i:; a;, g?6,..:ly unjust  a:;, 20:: : ib l r  soro Y i f a ,  

that  under thc old riystex, ?/ Thc inajcr e f f e r e n c e  it hao nade 



nor; i r :  t h a t  t he  banks, larcc!y U .3. stmed, i n s t cad  of the U.S. 

&overnnent,  gencrntes  t he  nccaos?.ry f inance .  

Gold o r i c e .  

Onc should t d s o  noto,  horrevor, of t h e  n a j o r  ~ , s s m p t i o n  

under ly ing  t h c  quest ion poscd i n  tho  proccdin;;. sect ion.  TI10 253un- 

p t i o n  i s  t h a t  t h e  2 i l  cxpor t ind  count r ios  t r i l l  con ti nu^ t o  p l x c  

t l m i s  surplus '  funds i n  t h c  ~ u r o - d o l l a r  n?rl:ct i n  t h c  s m c  :moportion 

a t  1c.ist a s  boforo. How f a r  w i l l  this nssunptisr, hold p o d  i n  tiic 

f u t u r e ?  

Tho our rcn t  phcnorlenal s p u r t  i n  t h e  intcrn.?,tioo?,l r n r k o t  

p r i c e  of gold frm l o s s  t h o  $ 700 t o  over $ 850 eqn ouilcc r r i th in  

a s h o r t  span ~f 6 t o  7 nontko ( ~ c e  Table fir) i s  being rridely ~ t t r i -  

butod t o  tho  :.tter~pt on thc  pnr't of tho o i l  cx2ortin;: c o u i l t r i - . ~  t o  

novo ihts  ;:L?.. I t  is q:,.itc ~~. :~dorstonda@le timt tlleso count r ios  

shoulrl ~ r ~ t  t o  novo out of ci~rrc.ncios,  e s p e c i a l l y  d o l l a r ,  holding 

which h m  provided t;icr. > r i t ; l  l i t t l e  hedge agc.inst c5ntii??-.iili;. v3rl.d 

wide in f l i s t ion ,  :-?hat.;-rcr m y  bo tho  r o l e  of tlic concerned count r ies  

thortsclvcs i n  l:oei,inz t ho  f i r e  a f l m e .  A t  t he  s a x  ti-?.", tho n?.yicr 

nnd pncc a t  which -tho $rice of co l a  h,?o roclrctcd skould Icz.vo none 

i n  doubt about t h e  .ilrospccto of succoss t ho  o i l  czpor t ing  coui l t r ics  t r i l l  

have i n  nakin; ?;ilk n,zrlrc6 s h i f t  i l l to  ;old. 

Thc likelihood, on tLil g thc r  hmd ,  s o c ~ ~  t o  bc tll,?t C;J rlorc 
i n  

t1xI.s r s a l i s a t i @ l   inks in / t l ro  - o i l  o&ort ing c o u n t r i i ) ~ ,  pc r t i c l l l a r ly  

those a f  t h e n  n i t i l  s i z e a b l e  surp lus  funds, tilo uoru thcg cay .st long 

1-at g e t  r ~ u n d  t o  t h o  1~yatollCli. IChoncini, t h n t  s u r ~ l u s c s  

tiad b e s t  iu: l o f t  i-torcd w.c:dr::r:round &ti1 s u c h t i r ? ~  2s they c?ctually 



need t h e n  e i t h a r  f ~ r  t h i r  rlxicstil? u se  or  t o  cxch,-ngc tho5  f o r  

i n p o r t s  of goods and sorvkci3s. But this w i l l  maet' s t r o n g  rcs i$t 'anco 
. . 

f r o n  t h e  o i l  inp0rtiii.g rforld,  pn?ti.&ul,arLy tl=e s e ~ c n t  ga;bblQS 

up throc-fourths  of the.  quan t i t y  ,cnpo~ted'.  f.t aay not bc prepared 

t o  reduce i t s  donand f o r  o i l  6clcw tho love1  a l ready  roached because 

i t  - s c c  i n  o i l .  a bnsc f o r  -2f 3. cu r ren t  l i f e  style. 112 tllc cik,- 

cur?stoncos, f o r  t h c  o l l  expor t ing  oount r ics  t o  s ign i f i c , -~ l t l y  rcduco 

t h e  voluno of t h e i r  o i l  expor t s  n igh t  b r ing  thca  f x o  t o  f.wc rri th 

n i l i t , v y  t h r c a t s .  I f  t hosc  t h r o a t s  n n t c r i a l i s c ,  it w i l l  certainly 

not  lccvc tho  world non l t a ry  scone u n d f  ectod but  tllc cnd r e s u l t  

c an  thcn  ba anybody' s gucss. 

Concluding 0 b s e h . z t i o n s  

Eov~cvo:: JZ:~t-tofu_l +kc dcvclopaeuts i n  t ho  world nonotary 

f i e l d  i n  roceli t  y u m s ,  o s ~ e a i c l l l y  t h e  ovoluti.cn of t h e  sgrstcn o f '  

r oc  y c l i n ~  2nd gc.ncmtin@ f i i i r aco  throu$-~ t h e  Euro-doll?.r unrlccrt , i t  

i s  hLghly u n l i k e l y  t!mt t ho  ncvr s u q l a s c s  gencratod by the  inorcnse 

i n  o i l  p r i c e s  j u s t  decided uL,on(.nnd cvch t h o  i n c r o ~ s c s  t h a t  n i ch t  

w e l l  f o l l o a )  w i l l  t h r o w  tEs systcr? out  o f  Gem-. Tilo danger ~ o s s i b l y  

l u r k s  i n  n n ~ t h e r  cornor,  3 corilcr  t n  rr!iich t h o  roccxt  u l surgc  i n  the  

p r i c e  of  gold is a p o i n t e r  t h o u ~ l l  a r a t h m  i n d i r e c t  one. T 2  tho 

e x t c n t  t h a t  t h i o  upsurge i n  tho  p r i c e  of gold r c f l e c t s  (a) t i c  

doc i s ion  on t h c  ?,-rt 2f t ko  o i l  c x l ~ o r t c r s  t o  hold t h c i r  sur,?lusos 

h o r e a f t c r  i n  eold rnd n ~ t  i n  3uro-d3l lnr  d( : o r  n c t i o n a l  
a d  

cu r r cnc i c s  of o the r  count r ics / (b)  - th3 c x t r m o  u n w i l l i ~ ~ & n u s s  on the  

p o t  of t l ic bo ldcrs  of ox is t in ;  so ld  and t r a d i t i o n a l  buyers ~f newly 

nincd ;:old t o  nrke  rrpy i n  P::v.iur a f  tho  o i l  hx9or t inx  countridsr,  



i t  .ig.>* ~rrcll Lczd tc dcva1cr;ncnto which cndnngcx worl6 pewc .=it 

through +hat. t b o  whole institukitional o rder  inoludiag thc rvo~ld 

nonetary order. But thc  present world. nanc%arg order is the one ab&t 

whoso dmiw io I loast rre i n  tko d'ovalopi'ig amla should l e a s t  bc 

g X~QP>&.  



Sce Thc P.e$r~-Crash of tho  'BOs, Business ??'eek, Noyq~bcr  19, . .  ,~ 

1979. Thobc5 Gri-ttt.n iil Wv,m&o' 'of tho  OPEC ncc t ing  i n  Dccenber 
1979, t h e  a r t i c l c  + v i d e s t ~ y  h j a  s t r a n i ,  preuoni t ion of t h e  ordor 
of p r i c c  r i s e  round t h e  corncr .  Its u a i n  conclusion secns  t o  bo 
t h a t  the  OPEC by us ing  i t s  con t ro l  over the supzly ,.nd pr i co  of 
o i l .  i n .  t h i s  lamer-is s o  rusi l ing tize'!:fe3? tmrcrds VXO odic  of 
econonic su rv iva l  tIit-it . " the  . . .. .. . ogt ion of a. a i l i t m y  r e s ~ o n s e  bvcones 
riore'i@3 norc  rc&o.nable." 

'5' See Rohnan Sobhm, ~: 
4 '  P r o s ~ b c t s  f o r  Ccononfc C~o 'pcra t ion  bctnecn OPEC and t h c  Thrird, 

T4orld Centre  f o r  ,Ri.sen,rch o n  Now In t c rnn t ion - , l  Zc'3nonic Order, 
w ( n i n d o ) .  According t o  Rchnm Sobhats ca l cu ln t ion ,  ou t  of 
8 451 b i l l i o n  rcccived by O?EC by wzy of additToila1 revenue i n  
1974-78 i n  conscquenco o f  -the h ike  i n  tlic p r i cc  of  o i l ,  a s  nuch 
a s  $ 274 b i l l i o n s  o r  61% was absorbed by i n f l a t i o a  i n  t h e  p r i ce s  
of goocis m d  sa rv i ccs  t h a t  O P E C  inpor tccY'dur in~  t h c  s m e  pcriod. 
This  assbssnent d i f f o r s  t o t a l l y  f r o n  t h e  nssessncnt .of t he  DIP, 
whtch &scr ibes  thc doc1ir.c i n  t he  OPEC cur rcn t  ,account s u r r l u s  
between 197c: :ZG 1977 t o  the s u b ~ t ~ n l l t i a l  ospznsion i n  tho vo lme  
of O E E C  i n p o r t s  , ,?ltl~oc:::l-~ ot 2 dccelor~~t ia : :  7ncc 2nd t l l c i t  i n  1978 
c-.lnost c n t i r c l y  t h o  f z l l  i n  tho  yoinxo o f  o i l  exi7orts. SJC I I W ,  

y 5 . , r , n . . . . . ~ .  .. - L .  1 .  oj?. ci-t. 

C/ Sco I n t c m . t i o i ~ a l  ilonotnry Fund,  bnnucl Re~):>r t  1978, Cliaatcr 3, 
A c t i v i t i c ? ~  of t l i ~  2und. 

See I n t c r n ~ t i . , n n l  ?lonctary Fsncl, b m u a l  -Rc?ort 1979, Chnptcr 2 ,  
Developnsnts i n  t ho  I n t o r n z t i o w l  Monctcry Systcn. 

Tho l a t c s t  ilnnucrl Rc-jort ( i b i ~ )  of t h c  Fund obscrvcr a s  follours 
on tho  m2orkd  ;rowtli i n  t ho  p o v i s i o n  of c r c d i t  by t h o  in t c rna -  
ti01121 c a p i t z l  na rkc t  durin;. .the decadc of thc  1370'0: 

"It i s  ..iidely reco:~;Aocd th-t p r i x c t c  bmkiri:: i r i s t i t u t i 9 n s  
cantr ibutcr l  g r o z t l y  t o  t h e  snooth func t ion ing  of tho  :r:>rld 
t r ade  ,md p2,ynents sguti.3 i n  t h e  g c a r s  1974-76 by r o c y c l i n ~  
t h e  .funds dcposi tcd t y  o i l  cxportin;; coun t r i e s  a?d  they  
can  be expected t o  con tin!^^' to  p lay  a n~J.21: r o l e  ill i n t e r -  
n a t i o n a l  f i n z a c i z l  i n t c r n e d i a t i o n  i n  t he  futuro." 

dco 1.3 .Gulat i ,  , I _ n t d r n z t i ~ n  Mxictarv D c v c l o ~ c n t  2nd alp  
Third ITorld: A 3 rooosa l  t o  reduc-, B.C.Dutt Menor id  
Lccturc ,  Fcbruc.ry 1979. 



average pr ice  
a . . 2 . . - - 1 I :  12.23 1 2-29 1 6-1 7 27.70 

m. B 
.~~ ~ . . 

Index. 1.1, IQO 435, 492 535 58.5, 588 774 1'306 

2) - 100 r j g 1.23 3 %  135 ID' , p a ,  
3 )  - li - .- -, 100 132 22'2 

* 
-.llpi.cis $or 1.978 and 1.980 haye beeq vre&k;& out the dutdor. 
TYL'ou& the p'Sj.~:e, r i & ~ e  aecided $11 .Jqfi,e 1979 was of +he order 
of 60$, only haif a f  i t  i s  roflect*d in .tile index since,-the l ~ r i e o  
r i s e  becane ef Iecti'lre is July  1979. The ,estiaatf! f o r  1980 is 
based on the :assumption set the p_orioe decided updn i n  Be conbe* 1979 
w i l l  hoM p o d  th?ouzh@~qt 5 ~ : e  T e r .  

Source.: Chsse. M@&aGO&.; -&&jnt &counts of OPZC Cou$itr$gs, 
1975-7.9, November 1978. 



T3$ $ b i l l i o r r  

Group 1973 1974 1975 1976 1977 1978' 1979;' 
__-_--___-____--__------_---------&--------------------------------- 

I n d u ~  tria1 
coun t r i e s  19 -4 25 7 4 53 10 

N o r e  developed 
? r i n m y  p r o d , ~ c i n g  
o ountrries . . ,  ~ ~ 1 . .  71 4 -1.5 . -1.4.- -1 3 .. -6 -10 

l l a j o r  o i l  expor t ing  
c o u n t r i e s  6 60 35 40 32 66 43 

ITon O i l  deve10Bing 
c o u n t r i e s  -1 4 -3 -38 -26 -21, -31 -43 

. .. . . ~ . 
Met posi-kion , 1 5  20 7- 8 2 2 .  - 
( ~ r o s s  inba lance  ?{ .if $ 3 )  ($c) (53) (k0) . (33)  (37) (53) 

A s  p ro jec ted  by IP4F s t a f f  on t1.z b a s i s  of t h e  p r i c e  r i s e  
of o i l  decided uloil i n  June 1973. I t  i s  e s t - h a t e d  ?:%at 
t h e  su rp lus  of o i l  ex;,ortin; c o w t r i e s  w i l l  be as' h i @  
as 3 80 b i l l i o n  i n  1980 t a k i n ~  i n t o  account tho  f ~ ~ r t h o r  
r i s e  i n  t h e  p r i c e  of o i l  decided upon i n  Decel~bcr 1979. 

?/ Eef l eo t s  e r r o r s ,  onisnions and a s g m e t r i e s .  

?/ Theoe a r c  y e a r l y  'cota1-9 of group d e f i c i t s  on cu r ron t  
account only. Tho inl?ala;;cc t hese  f i c u r e s  r e f l e c t  
f r o n  year  t o  y e w  i:; ;?robably very  r?;lch ~mders ta tc+ .  because 
the  f i , w c s  f o r  c ~ c I t  group i s  still tha t  of d e f i c i t  & 
of nurplus,  i f  my, enjoyed by a cocntry ~ : i t h i n  tile pou?.  

Sourco: I n t e r n a t i o n 2 1  l.Ionctnr.;r Fund, Annual Report 1579. 



Growth of E u r o - d o i l a r L e n d i n ~  o r  Ex te rna l  Bank 
C la ins  , 1970-1 979 

U.S. $ b i l l i o n  

end end end end end end end Jnnc 
1970 73 74 75 76 77 78 1979 ...................................................................... 

Gross c l a i n s  180.0 290.0 391.0 475.0 580.6 689.7 903.0 946.5 

Net c l a i n s  a f t e r  
ad justnent  f o r .  
double  count ing 95.0 185.0 245.0 285.0 355.0 430.0 540.0 585.0 
due t o  redeposi-  
t i n g  an0ilG repor t -  
i n z  banks \ 

FTct new lending  +60.0 4-40.0 t70.0 t75.0 +110.0 

Source: IMF Survey, September 3, 1979 

Table  4 

>L 

Gal?. Pr ic?" in  tne Land on Market 1972-1 950 

1J.S . d o l l a r s  
per  ounce 6;:.90 112.25 186.50 140.25 176.75 16!,.95 226.50 277.50 850.00 

Rate of change . . 
;a c72.96 +GG.15 -24.80 -3.25 +20.62 +37.71 +22.52 

* These p r i c e s  ere  f o s  t h e  end af t he  yaar  e::ce:it f o r  
1979 gild 1980. 

2 ource : In t c rna t io i l a l  IIIOllctar" Fuild, Annual Report 1379. 
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