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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
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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




Middle East 0il Revemues

~ 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
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