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liddle East 0il Revenues Henry K. Heuser

Summary

The share of the Middle East in world oil production has risen
less than 20 per cent since 1950 bub estimated oil revenues of the area
have more than tripled——they rose from $190 to $605 malidohseovar the sate

periods

There are substantial differences among the oil producing
countries in (a) the projected length of life of their proved reservas,
(b) in per capita oil receipts, and (c) in the relative importance of
such receipts, in domestic income and in the balance of payments:

(a) At present rates of exploitation and assuming proved
reserves to approximate actual reserves, Iran, with 137 years of reserves,
would head the list, followed closely by Saudi Arabia with 10l yearss
the length of life of reserves would gradually decline to 20 years for
Bahrein, the lowest as estimated at this time.

(b) Per capita oil receipts are highest in the countries with
small populations, such as Qatar (25,000 inhabitants), Bahrein (120,000),
and Kuwait (250,000)~=in the first and last of these per capita receipts
from oil alone are nearly as high as per capita national income in Bele
giun and Germany-—and low in such countries as Iraq (b9 million inhabi-
tants) and Iran (20.3 million) where they are 439 and &b per year, re—
spectively, and represent only a small proportion of total per capita
income.

(¢c) Vhat balance of payments data are available for the area
suggest that oil receipts constitute close to 100 per cent of all current
receipts in Kuwait and Gatar, that they amount to around two-thirds in
Iraq and Saudi Arabia, to about half in Iran, and to less than half in
Bahreins On the expenditure side a large part of o0il receipts would ap-
pear to be going into capital exports and reserves in Kuwait, Qatar, and
possibly Saudi Arabia.

While spending oil receipts at home is as inflationary as
spending the proceeds of loans from abroad or the Central Bank, their
size tends to provide financial authorities with a rough rule of thumb
of how much they may spend internally without risking balance of payments
difficulties. As a proportion of total budgetary revenues, oil receipts
appear to be most significant in Saudi Arabia and considerably less ime
portant in the countries with comprehensive plans for development such as
Iraq and Iran.

Once it has beeh decided how to divide oil revenues between
consumption and investment, the authorities must make the additional
choice between investment abroad and investment at homes The real income
stream that may be derived from investing oil revehues abroad, or from a
combination of domestic and foreign investment, might be larger than that
derivable from using the revenues exclusively for domestic development.
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On purely financial grounds, that is to say, without regard to the social
undesirability of returns without effort, foreign investment might well
become preferable as soon as certain domestic social improvements, such
as housing and sanitation, have teen mades

In some countries, including especially Iran and Iray, the
opportunities for the development of resources other than oil are ob=
viouss In countries where there would seem to be no obvious opportunities
at this time for domestic investment, a constant or moderately rising
flow of per capita income might have to be assured by investing oil re-
venues abroads Actually, even the proved oil reserves are so large that
for the area as a whole only about 13 per cent of current oil revenues
would have to be invested abroad (at 3 per cent) to assure in perpetuity
a constant income flow equal to the remaining G7 per cent of these re-
venuess

This paper is intended to show tie magnitude of o0il revenues
in relation to what is known of the broducing countries! balances of
payments, their public finances, and their income from other sourcese.
It closes with a brief discussion of the general issues confronting the
producing countries regarding the best use of o0il revenues.

O0il revenues in the balance of payments

For all of the major oil producers in the liddle East, revenues
from oil are the largest single source of foreign exchanges Table 1 gives
some balarce of payments data for producing counhbriess These are listed
in the order of the relative importance of oil revenues in their total
foreign exchange receiptse Full balance of payments data are available
only for Irage The order of the countries 1s therefore approximates

Oil revenues are pPractically the only source of foreign ex—
change receipts in Qatar and Kuwait. In Saudi Arabia, and Iraq they
amount to two-thirds of known receipts and in Iran they might turn out
to be only about one=half of total receipts if calculated on the basis
of the first twelve months operations by the recently established conhsor-
tium of oil companies.’ For Bahrein such revenue is about one-third of
the estimated receipts, What might be called capital receipts from the
point of view of receiving countries, i.e., ihcome taxes, royalties and
other fees, will vary more with output than will current receipts in the
form of payments for bbcal labor and suppliese It would appear that varia-
tions among producing countries in the relationship between capital and
current receipts are due more to differences in the type of operations
than to differences in wage rates or profit sharing arrangementse.

The expenditures side of Table 1 gives ah approximate idea of
the manner in which foreign exchange earnings were spent on imports,
increases in reserves, and other capital expenditures. Deficiencies in
the data for some of the group make interpretation a hazardous taske It
would seem that a larger part of foreigh exchange receipts including re-
vehues from oil is being spent on imports by Iran and Bahrein than by

Qatar and Kuwaite
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__ Middle Past Oil Producing Countries
Oil Revenues in Courtry Baiances of Payments

In millions of dollars)

Kuwait | Qatar |Iraq a/ ziggga Iran |Bahrein

X5 ([ I95h | 1953 | 199% ‘1‘§§E’_57f‘i'§“5hm

Receipts
1. Total known receipts 177 19 216 302 222 26

a« Current goods and ' ‘ ‘

" services other than 1-b ere ceo (66)  (110)c/ (135)a/ (19)e/

be Capital income (177) (19)  (1s0)  (192) (87) (7)
2. From oil 177 "19 150 £/ 192 119 -7

as Local services e sce XY vee (32)&/ ane

be Royalties, taxes (177)8/ (19)h/ ace (1923;1_/ (87)i/ (7)h
3« Item 2 as per cent of 1 1008~ 100%  69% 6L% ciE 27%
Expenditures

>

Total known expenditures

a. Current 80 ene 159 225 222 38
(1) Imports (80)j/ .o (159) (225)k/ (222)1/ (38)m/
(ii) Services (net) e Lo . o '
other than oil soe see een _{1/ vee oo 'Yy

be Capital (increase

in liabilities =) 97 19 57 77 -~ of =12
(i) Reserves ss 0 ceo (55) vee LR} .o s
(ii) Other, including D/ 9/ (2) 0Dy (=) (az)p
errors and omissions 97 19 2 77 - -12)
c. Total (a + b) 177 19 216 302 222 26

se» Not available,

&/

Y

' e

ESSUNIL SIS U

'

Balance of Payments as published' by International Monetary Funde Converted to
dollars at rate of 1 dinar = $2.80. '

Figures are intended to present approximate orders of magnitude for a period
when Iran earns a full year's oil revenuee Hence, no extraordinary assistance
from the United States is shownh under capital movements. Commodity trade only
is included in the current account.

Estimated by reducing value of total exports (partly estimated IMF, IFS) by es-
timated value of crude petroleum exported.

For commodity trade, annual rate based on data for nine months (IF, IFS)e For
services, estimate of ©3 million based on Balance of Payments for year ending
March 20, 195, (IF, IFS), ~

Principal exports and reexports excluding oil.

Net receipts from oil transactions.

Annual rate based on data for November 195l~January 1955, Bank Melli Iran Bul-
letin, March-April 1955.

The value of 195l production has been estimated from 1953 accounts published in
Qil and Gas Journag, August 16, 195k

Estimated income in the first full year of consortium operationse

Approximate. Probably includes imports for oil companye

Estimated on basis of partly estimated data for period October 1953-June 195l
(nw,173),. Probably includes imports for oil companys

Annual rate based on data for nine months (IIF, IFS). -

Principal imports including govermment and oil company.

Breakdown not available. Net services included under l-a.

In the year ending Larch 195l, capital movements other than U.S. aid were insig~
nificant, no egtimate of such_movements is therefore included in this illustra-
tive balance of payments for Iran.

Residual derived by subtracting known expenditures from known receiptse

NOT FOR PUBLICATION
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‘Oll,revgnues;in,relabion to income

The 0il producing countries of the Hiddle East may be ranked
in the order of the contribution which the production of o0il makes to their
total incomes As might have been expected, the areas with small popula-
tions relative to output and receipts, such as Kuwait, head the list
while countries with large populations, such as Iran, come laste

Table 2 shows per capita gross national product (for some of
the countries listed) and per capita oil receipts. Broadly speaking, the
greater per capita oil receipts, the greater also would seem to be the
dependence pn oile

Table 2

liiddle East Qil Producin Countries
Per Capita Receipts 3/’from"511 ahd Per Capita Gross Natiohal Product

Per capita Estimated per capita

0il receipts |gross national product|, ToPulation b/

(in dollars) (in dollars (in thousands)
Kuwait 708  (195L) iee 250
Qatar 760 (195L) iie 25
Bahrein 58 (195)4) sew 120
Saudi Arabia 27  (195L) 190 {(19s)) 7,000
Iraq 39 (195L) 126 (195L) 4,371 ¢/
Iran L (1955) 77 (195L) 20,253 ¢/

se+ ot available.

g/ Does not include payments for local services and materials.

g/ Undated for all countries other than Iraq and Iran; estimates pub-
lished in The Middle East, 1935, Europa Publications, Ltd.

¢/ United Nations Monthly Bulletin of Statistics; 1952 for Iraq and
1953 for Iran.

With the exception of Kuwait and Qatar where per capita oil
revenues alone are nearly as high as per capita national income in Ger—
mahy and Belgium, the per capita gross hational product remains at a low
level in the oil producing countries of the Iliddle East.

The contribution made by oil production to per capita gross
national product is significant also in the low income countries. Even
in Iran where gross national product per capita is estimated at less than
w80 per year and where the contribution made by oil is probably ho more
than 8 per cent, the o0il contribution must represent about the wmeximunm
amount that can be saved out of nhational incomes In other words, without

NOT FOR PUBLICATION
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the income derived from oil, net saving might be negligible and it would
be difficult to maintain the existing capital equipment in the economys

Dil revenues in public finance

No additional economic significance over and above their bal-
ance of payments effects attaches to oil receipts when considered as bud-
get revenues. The internal economic effects of the expenditure of the
funds is the same, regardless of whether they are received as oil reve-
hues or borrowed from the banking systems It is true that oil revenues
provide the foreign exchange cushion against the &€fects of their domestic
expendituress The economic adviser, nevertheless, should be aware of the
inflationary effect of spending the receipts from oil, if only because
such awareness may supply him with another needed argunent in the struggle
for internal financial stability.

The figures in Table 3 show the order of magnitude of oil
revenues in the public finances of some of the producing countries.

Once more, thepaucity of material permnits of reasonably accurate
statements of the relevant relationships for only a few of the countries.
Two of the large countries, namely, Iraq and Iran, collect significant
amounts in taxes and revenues not directly related to oile Of a total
estimated revenue of about $300 million in Saudi Arabia (year ending
August 1955), about 4,258 million or as much as 85 per cent is expected to
come from ¢il operations. For Iraq the ratio is expected to be a little
less than 60 per cent, and for Iran only 35 per cente

The relation of oil revenue to domestic investment expenditures
in the oil producing countries shows considerable variatione In Iran,
all oil revenues after resumption of oil operations may be channelled to
the Plan Organization's seven-year development program and in Iraq 70
per cent of oil income is devoted to the capital works program of the
Development Boarde The funds allocated for public projects in the
195L/55 Saudi Arabian budget are equivalent to a fourth of oil revenue.

Uses of pil revenues

Should oil revenues be used to cevelop the producing area or
should they be invested abroad? This is the general problem which con-
fronts a number of recipient countries once the most elementary impzavew
ments have been made there. After certain fundarental investments have
been undertaken--transportation in some irrigation in others——and primi=-
tive welfare needs met, the choice soon becomes one between further domes—
tic use and foreigh investment. Total income might be increased by ad-
ditions to domestic plant for hon-oil output or by the purchase of for-
eignh securities with a view to using the return from these investments
to finance imports in the future.

The choice between the two general alternatives will not be
made on purely economic or financial grounds, if the tern Yeconomic" is
to exclude such notions as the utility of work for the sake of health

MAPNITE PRI ST S A P
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Table 3

03l Revenues in Country Budgeta
{ITn millions of do_l.'ﬁrs%

S0 1raq b/|Tran of |Kuwait | Gatar |Bameoin

Arabia
Revenues
l. Total revenue 308 2974/ 2B e/ ... are eoe
2. 0il revenue 258£/ 10g/ 81H/ Wi/ 19 iy 11
3. (2) as per cent .
of (1) 85% 57% 35,'“3 ees ese see
Expenditures

h‘ Curren‘b expendi t“ures 299 .i/ 179 198 _12/ ase e Ty
Se Investment

" expenditures 621/ 173m/ 87 n/ 100 8/ 2.5p/ ees
6s (5) as per cent '
of (2) elig 1024  100% 565 133 eee

ess Not available. :
a/ Tear ending Augest 1955, Converted to dollars at rate of 1 riyal =
0027, :

b/ Year ending March 1956 Converted to dollars atrate of 1 dinar = §2.80.

¢/ Year ending llarch 1956+ Converted to dollars at rate of 75 rials per
UeS, s;lo ‘ v

4/ General budget, plus Bevelopment Board. Excludes I.D. 37 million -
(6104 million) transferred from previous Development Board Programe

e/ General budget plus line 2.

£/ 0il royalty and income tax. Assumes major portion of income tax is

derived from special levy on oil company.

g/ Not reported Separately. Estimate based on oil revenue in Development
Board Program which is reported equivalent to 70 per cent of total
0il revenue. Figure is lower than reported revenue for calendar 1954,

b/ Forecast of receipts for first full year of consortium operationse.
This amount is scheduled to increase to w188 million in third year of
operations. '

i/ Estimate. Table 1, note g/s

J/ Total expenditures less Iine Se

k/ General budget expenditures.

I/ Public projeets expenditures.

m/ Development Board Program.

n/ Assumes all oil revenue will be allocated to development.

-_é/ About two-thirds 1953 payments spent on new public development projects
and maintenance (The Economist; February 27, 1954, page 592).

p/ Annual rate on the basis of 59,1 million expenditures on development bee
tween mid=1953 and the end of 1956 (The Sconomist, February 27, 1951,

page 592).

WA TP TATITAT s Mt
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or social tranquility. In other words, for certain areas, it may be
possible to show that real income will be higher if oil revenues are
invested abroad and the imports that are purchased with the interest or
dividends are distributed at home than if the returns were used to buy
the equipment needed to produce domestic substitutes. But the smaller
income to be derived from putting foreign equipment to work at home
might well be regarded as preferable to a higher real income accompanied
by some enforced idleness.

Table L shows proved reserves, present oil revenues, and the
amounts which counbries would have to invest abroad s0 as to be assured
of a constant money income in perpetuity. The figures suggest that the
amounts of required foreign investment are on the average quite low
relative to annual oil receipts at this time.

The computations in Table | give minimum results since actual
reserves are assumed to be no greater than proved reserves, which is
unlikelye The calculations also assume that annual output is going to
remain at 195 or 1955 levels whereas experts in the field forecast an
increase in production at least in the next few years. With these two
effects operating in opposite directions, the results in Table b, es-
pecially as regards the life of reserves and the amounts that would have
to be invested abroad to keep money income constant after exhaustion of
the reserves, are probably less unrealistic than might appear at first
Sight.

Iran, which happens to come close to the average in terms
of the percentage of current revenues that would have to be invested
abroad if total income is to remain the same after exhaustion of re-
serves might serve as an illustration. It is expected that annual
recelpts in the first full year of renewed operations will be 287
millions If the country invests $15 million annually in foreign se-
curities bearing 3 per cent interest and continues such investment while
reinvesting returns throughout the 137 years of the estimated life of
its oil recerves, the annual return from the accumulated capital will
be {72 million after exhaustion of the reserves, i.e., the same as the
income during their life ({87 million less $15 million). 1/

Computation of the maximum constant monhey income stream is
of course merely one way of illustrating the size of the assets and
returns from theme And the longer the estimated life of oil reserves
the less meaning is to be attached to this computation, in view of pro~-
bable secular changes in the terms of trade between exports of oil and
the imports that may be purchased with constant monetary returns. Hore
realistic measurements might well be devised to inelude changes in
population and in foreign price changese The subjective element in the
choice of factors to be taken into consideration when sstting up such
other measurements will be greater, however, than in the simple method
shown above. The more complex measurements, therefore, will not ne-
cessarily lead to correspondingly more meaningful and reliable resultse

1/ See Appendix for formula and its derivation.

RYAAITE TIATY TYPPINY P A (Y Tone
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Table U

Constant Income Vith 0il Revenues Invested Abroad

'Eizg;a %uwait ' Iraq | Iran | Qatar |Bahrein
1. Reserves a/ 36,000 30,000 1,250 15,000 1,500 215
- (proved vbls, millions)
2+ Annual output, 1954 b/ 348 347 228 110 ¢/ 37 11
(bbls, millions)
3¢ Life of proved reserves 10l 24 63 137 L1 20
(yoars)
Le Estimated annual receipts 192 & 11 gd/ 189/ 81L/ 19/ T4/
(millions of dollars)
5. Amount invested abroad
at 3 per cent 1 1} 29 15 11 4
© (millions of dollars)
6. Constant income 178 163 160 72 8 3
* (millions of dollars)
T« Per cent of annual

revenue that must be

invested at 3 per cent

to generate constant

income as shown in

line 6, above 7 3 15 17 58 57

Oil and Gas Journal, December 27, 195, page 118.

Converted to annual basis from daily average production published monthly
in 0il and Gas Journal.

Forecast of 300,000 b/d in first full year of consortium operationse
Output is scheduled to increase to 600,000 b/d in third year of opera-
tions.

The value of 195L production has been estimated from 1953 accounts pub~
lished in 0il and Gas Journal, August 16, 195l

Reported revenue plus retroactive payment of (29 million under agreement
of larch 1955, reducing discount on sales of crudes to concessionaire
companies.

Estimated income in first year of consortium operationse One-~fourth of
this amount is included in the estimated revenue for 195l shown on page
ohee

NOT FFOR PUBLICATION
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» / The problem of choosing the appropriate combination between
domestic and foreign investment is related to the issue of what in
conntries receiving United States ald has sometimes been referred to as
the ability to absorb such aide In the present -ontext a similar con-
cept would be that of the ability of the oil producing countries to
exhaust their revenues in domestic investment.

The term may be used in two different ways, In the first
sehise; the limit to the ability to absorb investment may be technolo-

-gicale In other words, if investment, whatever form it might take, is

pushed beyond a certain point, the return would be less than what the
country could earn by investing abroads The solution lies in the ap=-
propiiate combination between domestic and foreign investment.

In the second sense, the term ability to absorb foreign aid,
or, in the present context, to absorb capital imports, means the ability
to introduce imported capital goods into the ecohomy without generating
intlationary pressures. Under this definition it is of course possible
that not all of the o0il revenues earned per period can be "absorbede"
In general ternms, ability to absorb in this sense, depehds oh the well
known factors of (1) the amount of domestic expenditures required to
btring the imported equipment into use, relative to the amount spent on
such equipment, (2) the volume of unused resources that can be brought
into use with only a mild rise in some prices, and (3) the part of an
increment in domestic incomes that is saveds

A more useful concept of ability to absorb might be one which
includes imports of consurer goods as a legitimate way of absorbing
foreign investment. For, if the producing country is free to distribute
the expenditure of o0il revenues between consumer and capital goods in
any preportion it wishes, there need never be an amount of oil revenue
that cannot be spent because of a lack of ability to absorb. Given
the ratio of domestic installation costs to the value of imported capital
goods, given the value of hon-oil exports, and other domestic investment,
and finally, the amount saved by the population of the producing country
out of an increase in income, there will always be a combination of
capital goods and consumer goods imports which is equal to oil revenues
and which is consistent with internal financial stability. It is not
surprising that the amount of consumer goods that has to be imported
tends to be greater the higher are the domestic installation costs per
unit of imported equipment. 1/ Even if the supply of domestic materials
needed in the projects designed to use the imported capital goods is
reasonably elastic, bhe increased labor income will lead to increased
demand and hence to greater pressure onh resourcese

From the information given in Tables 1 and 3 above, it would
seem that in most of the producing countries the amounts invested abroad
are far larger than would be required to assure a constant or moderately
rising income stream from such investmente This does hot prove, of
course, that the domestic opportunities for useful investment have been

Y/ See Appendix for symbolic statement of the relationships.
NOT FOR PUBLICATION
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~ exhausteds It shows, on the contrary, that there is considerable lee~
~way for informed experimentation in the interest of the commuhity as a
wholes In countries, then, where the opportunities for development :
-are small, it might be well to compute the amount that would have to be
inve:

ed abroad so as to assure a constant or moderately rising ,;£«IOW7 of :

per capita income. This would rvepresent 2 kind of insurance against

the possibility of actual oil reserves turning out to come close to

proved reservess In this way part of a westing asset woudd gradually

~be converted into what might be regarded as permanent assetse The

part of the revenues not so used for depreciation or insurance can then

be used for consumption and investment so as tosaclieve a total income
stream (beyond the part assured by investment abroad) of whatever time
shape is regarded as desirablee




A Constant

B.

el e

APPENDIX

Lneome stream with foreign investment of oil revenusse
The relevant relationships may be written as follows:

2 2 R(l~- 1 )
T+om
where z = constant income; R = annual oil receiptsy; i = rate of
interest, n = number of years of life of o0il reservess The for=
mula can be derived as follows:
zZ = Si

where y = amount that is to be invested to gehnerate constant in-
come stream of z, § = fund required to yield z, i = rate of intereste

R-y =y 4+i)ay z = Ra~__ B
R =y (1dn
R Y

Conditions for internal finanecial stability and for exhaustion of
o0il revenues in imports of goodsa

The two conditions that have to be satisfied for exhaustion of oil
receipts and for internal financial stability.

with I=7¢ (Mi), say qll;, are:

L] v - -
Llc-rMi -f = I~S = uni-S

e +M; = R

where My = imports of consumer goods, iy = imports of capital goods,
X = exports, I = investment, S = saving, and R = pil revenuess

From the above, it follows that:

Mg = R-St+R-X
q

so that the greater q the greater is Mg

NOT FOR PUBLICATION






