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Introduction

The sharp increase in the price of petroleum has quite
definitely altered the growth prospects of most countries of the
region. Only Bolivia, Colombia, Ecuador, Trinidad and Tobago and
Venezuela are entirely self—sufficienf in this field, while all the
other Latin American countries have to augment their own supply in
greater or lesser degree by means of imports. :

What is important is not'only the effect of increased expenditure
on fuels on the balance of payments, but also the indirect effect
that the new petroleum prices may have on the economies of Latin
American countries. In addition to the internal probléms caused,
there are the restrictive effects deriving from the world economic
situation as a whole. The following aspects are particularly
significant:

(i) Increased cost of maritime freight and transport in generalj;

(ii) Increased cost of petrochemical produéts (especially

fertilizers) that are basically dependent on petroleum;
(iii) Increase in the prices of imported manufactured goods;
(iv) Acceleration of world inflation;

(v) Reduction in the rate of expansion of industrialized
countries, with consequent decline in demand for the
exports of developing countries;

(vi) Possible reduction in flows of capital towards the
developing countries.

All these factors will affect Latin American countries in
various ways. The capacity of each to weather the crisis depends
fundamentally on their reliance on petroleum imports, their capacity
for import substitution, their export prospects, the level of their
foreign currency reserves, and the magnitude and structure of their
external financing, all of which in turn are major factors in the

flexibility of their economy.
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It is in any case obvious that all the countries will see a
change in the volume and structure of their capital formation, on
the one hand because the criteria for allocating resources will be
modified, and on the other because they will need more capital to
finance a given volume of investment.

It is therefore highly relevant to meésure the effect that the
persistence of the increase in petroleum prices will have on capital
formation. Changes in the composition of physical investment will
of course first appear in the energy sector, since it can be assumed
- that other sources of energy not involving petfoleum will make
headway. It is accordingly probable that energy projects will be
revised and that more attention than in the past will be given to
such factors as foreign currency saving and social costs and
benefits.}/ While it is quite possible to foresee these qhanges,
however, it is very difficult to calculate their exact mégnitude.
The following analysis therefore assumes that the structurg of
investment and the sources of energy remain constant,

In order to establish the volume of additional resources
required to finance a given level of investment, a number of
projections have been made on the basis of very simple hypotheses
which are described below. Broadly speaking, it is assumed that the
past rate of growth of the gross domestic product.will be maintained,
and the investment requirements have been calculated on the basis of
this assumption. According to the criterion adopted in this study,
this investment would be directly affected in two ways: in the first
place, by the rise in the prices of capital goods following the
increase in their actual cost and in transport costs in the case of
impofted goods, and by repercussions on .the level of domestic¢ prices
in the case of national goods; secondly, by the reduction in the
capacity to import resulting from the higher cost of purchasing more
expensive fuel, This study therefore attempts to calculate the
additional requirements of capital to which these two factors give rise,

1/ It is possible that, even without considering such factors, the
high current price of liquid hydrocarbons will suffice to render
alternatives more competitivee.
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It therefore establishes in turn, in the manner indicated below,
the growth rate of the gross domestic product, total gross investment,
total petroleum requirements, petroleum imports, and requirements
as regards iﬁported capital goodsQ It.then introduces the new pfice
of hydrocarbons and the hypotheses regarding its effect on the
general level of pricés and the value of imports of capital goods.

By comparing the new set of figures with the initial situation, it
is then possible to calculate the desired amounts

1. 5 _and guirements

Growth trengd petroleun and investment re

The projections, which as already mentioned are intended to
give a quantitative idea of the magnitude of the repercussions of
the higher petroleum prices on capital formation, were carried out
for Latin American countries‘which are net importers of petroleum
and cover the period 1974 to 1980. Because the available information
for them was not complete, the Garibbean c¢ountries have not been
included. :

Broadly speaking, the growth rates assumed. for the product
reflect the trend duriﬁg the period 1967-1968 (see table 1). However,
for purposes of comparison another projection was carried out taking
as the minimum target (applied to the countries with low growth rates);
an annual growth rate of 2.5 per cent for the gross per capita
product; a;though the difference may be substantial at the national
level, there is no appreciable variation in the figures for the group
-of countries as a whole (see table 2).

 The product for 1973 was calculated on the basis of the latest
available information, and then projected up to 1980 (presuming that
growth will be constant up to that year).

/Table 1
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Tebls 1
ANNUAL GROWTH RATE OF TEE GROSS DOMESTIC PRODUCT AT MARKET PAICES

(Percentages)

1968 1969 1970 1971 1972 1973  1968-1973 &/

Argentina 4,61 8.4k L2 3.69 3.80 4,76 4,95
Brazil 9,31 9,00  9.50  11.28 10,38  1l40 1014
Costa Rioca 9410 6465 6.60 3.99 5.00 3.91 5.87
Chile 290  3.33 3.71 8.32 2,10, 4,10 2.71
El Salvador 3423 3.48 2,97 4,61 1,08 3.99 3.72
Guatemala 8.77 4,72 5.71 5.58 6,46 9.85 6,84
Haiti 3092 3428 4.69 5.74 3.68 5.78 4,52
Hondures 5.60 2,27 3.80  5.70 3. 94 3430 4,10
Mexico 8.13 6.32 6.92 3,40 7453 750 6.63
muw 1,06 6.88 3.28 5.78 3.93 2.75 3.94
Panama 7427 7479 6.02 8.10 6452 5.86 6.92
Paraguey 4.09 431 6,30 4,56 5430 5479 5.05
Psru 0.61 2.34 7464 5.87 5.80 5.29 4.59
Dominisan Republic 052 1217 10.23 9.89  12.54 8489 9.0k
Uruguey 1.59 6,43 4435  =0.98 -1.34% 0,99 1.84

Total 6.67 Zs21 6.89 6,41 7+08 735 6.94

Source: ECLA, on the basis of official statisties.

&/ Arithmetie mean,
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Table 2

PROJECTICN OF GROSS DOMESTIC PRODUCT AT MARKET PRICES

(11ians of dollers et 1970 prices)

Argentina

Brezil | .

Centrel imerice and Panema g/
Chile )

Haiti end Dominican Republic b/
Mexioo

Pareguey

Peru

osiag P

Total

Hypottiesis A:
Past growth rete

Hypothesis B:
Minimum per
esapita rate of

innual growth retes
for 1974-1580

(1568-1973) 2.5 % per year {peroentages)
' Hypoth- Hypoth-
1974 1980 1974 1980 el Y iy
42 127,2 56 ush, L b2 127,2 56 454, 2 5.0 5.0
76 940,2 136 303,0 76 940,2 136 303.0 10,0 10.0
10 617.5 14 901,8 10 672.3 15 437.1 5¢8 6.3 &/
9 396.2 11 889,0 9 U414 . 12 295.5 4.0 U5
3 040.3 4 417.0 -3 047.3 4 482,8 6ult 6.6 b/
60 2u47.7 90 413.8 60 247.7 90 413.8 70 7.0
1 158,0 1 551.9 1 174.6 1 713.9 5.0 6.5
8 978.2 12 379.1 9 020,7 12 796,0 5¢5 6.0
2 935.7 3 306,1 2 993.2 ' 3 787.4 2.0 4.0
215 41,0 331 616,1 215 664,6 333 683.9 7.5 76

Source: ECLA, on the basis of official statisties.

8/ The minimum per cepita rate of 2.5 % epplies only to El Salvador, Hondures and Nicaragua.

b/ The minimum rete applies only to Haitl,

/The investment



The investment requirements were based on estimates of the
capital product marginal ratios for each country, calculated on the
basis of the past trend of accumulated gross fixed investment and
gross domestic product during the period 1950-1968.2/ Since these
ecstimates are influenced by a series of factors that determine the
relationship between capital formation and production (degree of
utilization of capacity, for éxample), and since in several countries
there has been a marked change in trends since 1968 (Brazil, for
example, has enjoyed a boom in recent years), the investment ratios
obtained were compared with the average values for recent years and
the result adjusted when the differences were 51gn1ficant é/

In other words, the projections were reconciled with exlstlng
data, save when past trends were very different from those that
should apparently prevail in view of much faster rates of growth
(see table 3).

The forecasts of the consumption of hydrocarbons are based on
the projections of the global product and on the relationship between
the growth of consumption of petroleum and petroleum products and the
growth of the gross domestic product during-the 1960s. Rates were thus
established that are consistent with those given for the product
(see table 4).

g/ See ECLA, "Latin America: Macroeconomic prqjgctidns for the
1970s", (E/CN.12/665 Rev.l).
3/ In fact, the capital product marginal ratios were only used for

checking because they were available and because of the good
statigtical "fit' of the functions utilized.
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Table 3

TOPAL GROSS INVESTMENT CCEFFICIENTS WITH RESPECT TO GROSS DOMESTIC PRODUCT

(Percentages, on the basis of velues at 1970 prices)

: 1974-1980
1968 1969 -1970 1971 1972 1973  1968-1972
Argentina _ 16,9 18,1  18.7 19,7 20,0 18.7 18.7 18.7 "18.7
Brazil 16,5 16.3 16,5 17.5 18.7 20,2 17.3 20,0 20,0
Central America = R \

and Paname 17.4 16,9 18.8 18,9 17,4 17.8 17.9 17.9 19.7 b/
Chile © a2 16,3 17.1 11.9 T R T 4.3 4.3 16.1
Haiti and Dominiecan ]

Republie 11.'4 13.2 15.2 15.9 16.2 17.0 1’4.6 15.3 15.'4 9_/
Mexioco 20,1 20.9 20,9 2003 21,0 21,7 20,6 20,7 20,7
Paregusy 15.4 15.6 .8 14.8 16.2 1742 15.4 15.3 19.9
Peru 12.9 13.0 12,2 12.8 11.7 12.3 12.4 4,7 16,0
Urugusy To2 8.6 902 10,0 8.9 8.6 8.8 9.6 19,2

Taotal 17,2 12‘.2 13,0 18,2 18.7 19.2 18.0 19,1 19,5

Source: ECLA, on the basis of official statistics,

s/ Hypothesis A: Past grow-ﬁh rate of the produst (1963-1973).
Hypothesis B3 Minimum per capita growth rete of the product of 2.5 %

b/ The minimum rete applies only to El Salvador, Hondures and Nicaragua.

o/ The minimum rete applies only to Haiti, -
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Table 4

GROJTH RATES OF THE GROSS DOMESTIC PRODUCT AND REQUIREMENTS OF PETROLEUM
AND PETROLEUM PRODUCTS, 1974-1980

Past trend Hypothesis: 2.5 # per capita .
Requi rements Requirements .
Gross of petroleum Gross - of petroleum
domestic and domestie and
product petroleun produst petroleum .
produgts produocts
Argentina : 540 7.0 5.0 7.0
Brazil 10,0 13,0 10,0 13,0
Central Amerisa and
Paname. 5.0 9.0 63 &/ 10,0
Chile u.o 6- 5 l'.. 5 7. 0
Hedti and Dominiean
Rnpublia 6."" 8.0 6.6 E/ 8."‘
Maxiso 7.0 10,0 7.0 10.0
Paraguay 5.0 7.0 6.5 9.0
Paru 565 8.0 600 805
Umgw 2,0 1&.0 4,0 8.0

Source: ECLa, on the basis of affieial statistios,

e/ Only El Selvedor, Hondures and Nisaragua, The pest per capita growth retes of the other countries
ere over 2.5 %.

b/ Only Haiti., The past per sapita growth rete of the Dominiecan Republic is more than 2.5 %

/Although the



Although the usual procedure is to estimate the global
. consumption of energy resources and then establish its distribution
among the various types of energy, it was decided that because :
petroleum is the main energy source in Latin America it would be
simpler to deal directly with the demand for hydrocarbons
(see table 5). It must not be forgotten, however, that the
prejections implicitly reflect the substitution of petroleum products
by other sources of energy &/ that took place during the reference
period. Although it is possible that some substitution may occur as
a result of the rise in the price of petroleum, no such assumption
has been made in the projections and the substitution they reflect
derives from the procedure used. In any case, the estimates aimed
at quantifying the magnitude of the effect of the higher petroleum
prices are more likely in reality to underestimate that effect even
bearing in mind that it is unlikely that any major change in the
structure of coﬁsumption of commercial energy will take place in the
short term. :

In determining imports of petroleum and petroleum products,v
the composition of the supply in 1970 was used as a basis. In the
absence of any hydrcéarbon prodﬁction‘forecasts, it was assumed

that this compceition would continue unchanged up to 1980 (see table 6).

Ly The share of petroleum products in the consumption of commercial
energy in Latin America dropped from 68 per cent to 64 per cent
between 1961 and 1970.

/Table 5
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Table 5

APPAHENT CONSUMPTION OF PETROLEUM a/

(Mi1lions of dollars)

Hypothesis & b/ Hypothesis B of Hypothesis C d/
1974 1980 1974 1980 1974 1980 :
Argentina 596.5 895.0 1 897.8 2 8u7;6 2 711.2 4 068.0
Brezil 86U4.5 1 800,1 2 750.7 5 527.7 3 929.6 8 182.4 :
Central America and Panama 153.1 256.6 487.2 816?5 696.0 1 166.4
Chile 119.9 175.1 381.4 55742 5448 796.0
Heiti end Dominican Rspublis 264 41.7 8k4.0 1327 120,0 189.6
Mexd oo 774.0 1 371.6 2 462.9 4 364,1 2 518.4 6 234
Pareguay ' 6.2 9.3 19.6 29,7 28.0 42,4
Peru 122.8 195.0 390.9 " 620,5 558.4 886.4
urugua§ 42,6 53.9 135.5 171.4 193.6 2448
| Total _ 2 706.0 4 79§13f 8 610.0 15 267.4 12 300.0 21 810.4

Source: ENLA, on the basis of offiocial statistios.
On the basis of the proJection of the gross domestie product according to the 1568-1973 trend.
Price per barrel of petroleum: 2.20 dollars FOB Persian Gulf for Saudi hrabian 34 API 1light orude.

Price per barwul of potroleunz 7,00 dollars FOB Persien Gulf for Saudi frablan 34 4PI 1ight crude.

R g

Price per barrel of petroleums: 10,00 doilars FGB Persian Gulf for Saudi hswbian 34 API light crude.

/Table 6
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Table 6

SUPFLY OF IMPORTED PETROLEUM

(M11an of drllezs)

Pa:;:n’i;- Hypothesis & b/ Hypothesis B o/  Hypothesis C d/ g‘r g:::::i: i = :gi:::::i: f =
0::::;;,_ 1974 1980 1974 1580 1974 1980 1974 1980 1974 1980
- tion ,
Argentiza : : 12,5 7 71;.5 111,9 257.2 3559 338.9 508.5 162.6 22i+.o 26_1;.3 39646
‘Brezil ' 63.0 587.8 1 224,1 1870.5 3 894,8 2 672.1 565640 1 282,7 26707 20843 U 339.9
Central iAmorice and Paname 100.0 153.1 256.6 487.2 816.5 696.0 -i 166.4 334.1 55949 542,9 909.8
Chile 63.0 5.5 110.3 2%40. 3 351.0 343,2 . 501.5 164, 8 240,7 267.7 391,2
Haiti and Dominican Republic 100.0 26.4 41.7 84,0 132.7 120,0 189.6 '57.6 91,0 9366 147.9
Mexico 10,0 77,4 137.2 246.3 4364 ° 351.8 623.1 168.9  299.2 27,4 4862
Paraguay 100,0 - 6.2 9.3. 19.5 29.7 28.0 L2l 13.4 20.4 21.8 3301 :J
Pera - 20,0 24,6 39,0 78.2 124,1 111,7 177.3 53.6 85.1 87.1 138.3 ';J
Urugusy 100,0 k2.6 53.9 135.5 1714 193.6 2448 92,9 117.5 151,0 190.9
Total - 1068.2 1984.0 3 398,38 6312.5 4 855.3 90179 2330,6 4 328.5 3787.1 70339

Source: ECLA, on the basis of offiecial statistics,

a_./ On the basis of the projection of the grius domes31is product sceording to the 1968-1973 trend,

§/ Price per barrel of petroleums 2,20 dollars FOB Persian Gulf for Saudi Arebisn 34 API ligh% erude,
"o/ Prioce per barrel of petroleum: 7.00 dollars FOB Perslan Gulf for Saudl A=ebian 34 4PI light crude.

d/ Price per barrel of petroleum: 10,00 dollars FCB Persian Gulf for Ssudl Areblan 34 API light orude.
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Finally, the imports of capital goods were calculated in the
light of two factors: the behaviour of the imported component of
investment between 1960 and 1970 (and in some cases up to 1972),
and preliminary projections of production and demand for manufactured
products up to 1985.2/ " As a rule, except when the ratios differed
substantially from previous figures, the latter were used, the
production and demand for machinery and transport equipment
(divisions 36, 37 and 38 of the ISIC) being taken as representative
of investment. _ .

Using these elements, it was possible to calculate the percentage
share of imported capital goods in total investment (see table 7) and
accordingly to determine the volume of imports of machinery and ‘
equipnent.

An important aspect of the estimates made is the procedure
used for giving a value to6 the macroeconomic aggregates employed.
Although preliminary data are available for 1973, the comparable
figures in dollars are exprossed at 1960 prices. Since the changes
in relative prices modify the structural ratios significantly, the
closest possible base year to 1973 was chosen. DBecause of the lack
of information at current prices, the figures could only be expressed
at 1970 prices, and the projections are therefore given in dollars

at 1970 prices.

57 Latin American Institute for Economic and Social Planning (ILPES),
América Latina: Proyecciones de la demanda interna, valor bruto
de produccidn e importaciones del sector manufacturero 1975-
1965, (mimeographed document for internal use).

/Table 7
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Teble 7

_PROJECTION OF TOTAL GROSS INVESTMENT AND IMPORTS OF
CAPITAL GOODS, 1974 AND 1980 o/

(Millions of dollars at 1970 prices)

Share of imports of

Total gross Imports of capital ocapitel goods in
investment : goods investment
{percentages)
1974 1980 1974 1980 1974 1980
Argentina ) 7 878 10 557 1 024 1372 13.0 13.0
Brezil . | ' 15 388 27 261 1 503 2 181 9.8 8.0
Central America and Panama 1 900 2 686 88k 1237 46,5 46,0
Chile 1 34k 1 700 392 Y5l 29,2 26,7
Haiti end Dominioan .

Republic 461 684 188 . 277 40.8 40.5
Mexioo ' 12 471 18 716 1 746 2 620 1.0 14.0
Paragusy 177 237 7 9 51,1 40.8
Peru ‘ 1'320 1 820 356 91 205 27.0
Uruguay 282 317 51 58 18,0  18.2

Total 41 221 63 978 6 217 8 707 15.1 13,7

)
Source: ECLA, on the basiz of offioial statistias.

8/ On the basis of the projestion of the gooss domestic produot according +to the 1968-1973 trend.

/Special mention
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Special mention should be made of investment ratios, which are
affected considerably. There were changes in the ratios as compared
with the 1960 figures in most countries, but the reductions in the
investment ratio in Argeutina, Uruguay, Peru and Haiti were
particularly striking. Thus, taking the figures for 1970, the ratios
calculated at 1970 prices were 18.7 per cent, 9.2 per cent, 12.2 per -
cent and 5.6 per cent, respectively, while at 1960 prices the
corresponding values would be 21.9 per cent, 15.1 per cent, 16.6 per .
cent and 7.6 per cent. The level of these ratios at 1970 prices is
substantially lower than those usually taken for purposes of
calculation, and so the values shown in the attached tables do not
correspond to those utilized in other ECLA studies, although they are

consistent with them.

2. Petroleum prices and their impact on investment

(a) General aspecis

The increase in the prices of crude o0il and petroleum products
obviously affects different lLatin American countries in different
wayse. Ior the net exporters of petroleum, the sharp increases in
their earnings from these exports are likely to significantly increase
their foreign exchange reserves, fiscal revenue and import capacity.
The problem which they have to face is how to make the most'efficient
use of these increased resources, since with their appreciably greater
investment possibilities they could intensify the growth rate of the
product. It is thus a matter of the adequate planning of this *
additional potential. Even if adverse factors were to appear
(a possible world fecession, increase in the prices of their imports, v
reduction in the prices of otherlprimary products, etc.), itiis
feasible to suppose that they would be amply offset by increased
earnings from petroleum, which is the most important energy resource
in the contemporary world.
For the countries which are net importers of petroleum, the
situation is completely different. They have to face pressure not v

‘only on their balance of payments but also on their production costs

/and ultimately
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and ultimately on their growth capacity. For them, the higher prioces
of petroleum imply a significant loss in the real resources available
to each country, and in the long run this will affect investment
levels.

Expansion potential really depends to a large extent on the
capacity for capital formation, since although there are great
differences - open to various interpretations - between countries as
fegards the productivity of capital, the degree of use made of the
installed capacity and the structure of invéstments, it could be
maintained that a sustained rate of growth of the product must be
based on a corresponding increaée iq investment.

It is not only the actual conditions of an economy which
influence the process of capital formation, but élso the capacity for
mobilizing the financial resources needed to make use of the country's
real potential. Even where real bases exist for increasing capital
formation, it may happen that the lack of financial resources
prevents thise. |

Any attempt at guantifying the impact of a given factor on
ihvestment thus calls for conéideration of both the real and the
financial profiles. However, the complexity of the capital formation
process and the chain reactions which occur make it very difficult to
isclate the effects of a srecific factor. The proulem must therefore
be restricted to certain very specific aspects.

The present document, which endeavours to show the effects of
the increase in petroleum prices, concentrates on import capacity and
on the ihoreased cost of investment. The results are presented in
terms of the amount of additional resources required to achieve
specific growth rates. _

The first of these aspects is connected with the real investment
potential, for since the availability of capital goods depends
basically on imports, owing to the scanty importance of the sector
producing these.goods in the Latin American economies, the supply of

capital goods is linked with the development of the import capacity.

/Thus, if
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Thus if, the capacity for external payments is limited, investment
possibilities are restricted also. An endeavour has therefore been
made to evaluate the additional cost of petroleum imports - which
involves a reduction of the funds available for other imports = in
order to demonstrate how much the resources for imports must be
increased because of the higher prices of hydrocarbons. Although

it is obvious that a drop in the supply of imported capital goods
could be avoided by changing the structure of imports to the detriment
of consumer goods and imported inputs, it should not be forgottén

that any modification of this type would be reflected in an additional
internal effort (except in the case of non-essential imports).

The second~aspect is connected with the financing of capital
formation. Once the growth rate of the product and the phjsical
investment requirements have been established, the financial means
for materializing them will be affected if there are any changes in
the relative prices. When the prices of capital goods rise above the
general level of prices, a given volume of investment goods will
represent a larger outflow of financial resources. An‘attempt has
been made to estimate the magnitude of this additional‘volume of
resources on the basis of various hypotheses detailsd below.

It is important to note, in connexion with both aspects, that
the aim of this document is'only to detérmine the direét effect of
the price increase in question on the variables mentioned.
Consegquently, no referencé is made to possible different extents
of coveragee.

(b) Quantification of the impact

An explanation has already been given of the procedure followed
for fixing the quantity of imported petroleum likely to be required
by each Latin American country which is a net importer of petroleun.
In order to place a value on these imports, an estimated average price
of 2,20 dollars per barrel FOB was used for 1973, while FOB prices

of 7 dollars (minimum) and 10 dollars (maximum) per barrel were assumed

/for 1974
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for 1974.6/ The difference makes it possible to quantify the
repercussions of the increase in international fuel prices (see
table 6).

At another level of the problem, the additional cost of
investment reéuirements was determined on the basis of the following
hypothesesﬁ '

(i) Increases of a minimum of 119 per cent and a maximum of

130 per cent in the final market price of a barrel of crude.
These increases, which are compatible with the FOB prices
indicated above_(Z.ZO, 7 and 10 dollars per barrel), are
taken from final market prices of 6.42 and 8.55 dollars in
1973 and 1%.75 and 18.70 dollars in 197%.72/

(ii) Upward pressure on the general level of prices, attributable

’ to the increase in the price of imported crude oil. The

estimate was made at the national level on the basis of
the contribution of the energy sector to the gross domestic
product and the share of imports in supplies of refined
petroleum in each country (see table 8).8/

(iii) An increase of 5 per cent in the prices of imported capital
goods as a result of the increase in the prices of these

‘ goods in the industrialized countries and the rise in

transport tariffs.

In order to estimate Lhe impact of the incrsase in pétroleum
prices on the prices of investment goods, the gross capital formation
was expressed in termé of the gross domestic product, imports,
consumption and exports, and the price indicated in the previous
hypotheses was applied to each component. For this purpose, imports
were broken down into petroleum, capital goods and other;, the price

index of consumer goods being assumed to be similar to the average.9/

See ECLA, Latin America and the current energy problem.
Ibid,
Ibid.

This price index of consumer goods was applied to the residual
term, which includes consumption and the balance between exports
and the rest of imports, the determining factor being of course,
consumption. '

RERQ

/Table 8
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Table 8

UPWARD PRESSURE ON THE GENERAL LEVEL OF PRICES AND INCREASE IN IMPLICIT INVESTMEN?
PRICES RESULTING FROM INCREASES OF 119 % (MINIMUM) AND 130 % (MAXIMUM)
IN FETROLEUM PRICES

(Percentages)

Upward pressure

1101t inorease in
on general level Tmp

- investment prices b/

of prices a/
1974 1974 1980
Minimum  Meximum Mintsun ~ Meximum ~ Minimm  Maximm i

Argentina 1.0 1.0 3.02 3.16 3.20 3.36
Brazil 9.4 10.5 12.95 14,31 13.40 14.81
Centrel Americe and Panama 6,0 7.0 1k, 64 15,98 16,34 17.83
Chile 6.0 6.0 11.07 11,60 11.93 12,58
Haiti and Dominicen Republio 6.0 7.0 12,06 13.23 12.49 13.69
Moxico B L 1.0 i 2.27 2.34 2.40 2.48
Paraguay 6.0 740 12,35 13.54 13.21 1447
Peru 2.2 2.2 6,00 6.29 6.45 6.78
Urugusy 6.0 7.0 21,30 23.49 23.19 25.55

4.6 5al

250 808 8h 9.7

Total

500/ 6/

Source: ECLA, on the basis of official daja,

g/ Based on the share of the value added in the emerzy sectox; in the total gross dorestio product
and on the percentage of imported supplies of hydroearbons.

b/ Also inoludes the hypothesis of an inorease of 5 % in imported capital goods.

t

g/ For 1980, oving to shenges in the structure of the gross domestic produst by countries,

/The implicit
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The implicit price indei for gross donmestic investment was then
calculated (i.e., the index that gives the same result after the
prices of each component have been applied).

The resulting prices were applied to projections for 1974
and 1980 in order to gain an idea of the magnitude of the additional
resources required to maintain the rate of development in the light
of the price increase expected for 1974. To include larger rises
for 1980 would accentuate the effect of this increase. It should be
noted that the hypotheses formulated are exclusively concerned with
the increase in petroleum prices and no attempt is made to anticipate
or include the perfcrmance:of prices in general. ‘ '
(¢) The results

Although an attempt is made to give an overall panorama,

obviously the higher petroleum prices will not affect all the
countries to the same degree nor in the same form, for among the
Latin American countries which are net importers of petroleum there
are several which can absorb these prices with greater ease. This
is the case in Argentina, Mexico and Peru, which satisfy a large
share of their petroleum requirements with their own output, and in
Brazil, on account of its dynamic exports and its international
reserves position. The remaining countries, however, are facing a
very serious situation.

According to the estimates made on the basis of the hypotheses
described, the Latin American countries which are net importers of
petroleum will require at least about 3,000 million dollars to finance
the additional ¢ost of their imports of hydrocarbons in 197k, RBince
this figure is equivalent to 16 per cent of the value of imports in
1973 (see table 9) and thus, more or less reflects the same proportion
of import capacity, foreign exchange reserves would have to increase

by this amount during 1974 simply to satisfy petroleum requirements.

/Table 9



Table 9

EFFECT OF THE INCREASE IN PETROLEUM PRICES CON TGTAL IMPORTS -

(Mi1lions of dollars and percentages)

Additional cost of petroleun

Estimated imports of
s imports owing t¢ inorsased

petroleun for 1974 &/

prices
Total

imports 2,86 9.10 13.00 Proportioxn

{cIF) dollers dollars dollars Cost of 19753

1973 CIF per CIP per per imports

barrel parrel berel
of of of
B)-{4 (s B)-(A c)-
petroleun petrolsum petroleum (8)-(a) (¢)-(8) Bl oo
(&) (B). (¢

Argenina 2 090.0 97.0 308.4 kho, 6 2il.k 343.6  10.0 164
Brezil 6 760,0 7641 2 431.6 3437 1 667.5 2 709.6 247 40,1
Central hmerioe and Panama 2 335.3 199.0 633.4 a0k, 8 L3, l 705.8  18.6 30.2
Chila 1 651.8 98.2 312.4 Uhé, 2 214,2 346.0 13.0 21,1
Hait! and Dominican Republic 558.8 3.3 109.2 156.0 4.9 1217 13.4 21.8
Mexion ] L 145.0 100.6 32042 4c7.3 219.6 35647 563 8.6
Paraguay 121,39 8.1 25.5 36.4 17.4 28.3 14,3 23.2
Peru 980.8 32.0 101.7 145.2 69.7 113.2 Pl 11,5
Ymguay 295,0 55.4 176.2 ' 251.7 120.8 196.3 40.9 66.5
Total 18 936.6 1 388.7 L4 L18.6 6 311.9 3.029.9 &4 923.2 16.0 26.0

Soursg: ECLA, on the basis of offieial data,

l{

The CIF prises correspoad to FOB prices of 2020, 7.00 end 10,00 dollers.

/The size
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The size of this figure is particularly striking if it is compared
with the estimated requirements of imports of capital goods for 197k,
since it accounts for arcund 40 per cent of the value of such imports
(at 1973 prices), and if the maximum hypcthesis is taken, the
additional expenditure on imports of petroleum would amount %o
practically 5,000 millien dollars (26 per cent of total imports in
1973 and 65 per cent of estimated requiremehts for imports of capitail
goods in 1974).

If these amounts cannot be covered by higher export earnings
from increases in volume or prices, bj larger capital transfers, or by
naking use of reserves, a deterioratién in the growth rates will
necessarily take place. If imports are restricted as a result of
smaller import capacity, there will be a slackening off, either
separately or jointly, of investment consumption and domestic produétion
(due to the reduced availability of imported goods). It is possible,
however, that expenditure under this heading will decrease as a
result of smaller growth of demand, thus diminishing the impact of
situation. ' ’

As already noted, this general position is the result of
markedly different gituations at the couniry level. Thusg.in
Argentina, Mexico and Peru, where local production covers a
substantiai share of petroleum ccnSﬁmption, the additional cost cof
fuel imports, as a percentage of the total‘imports in 1973, will be
between 10 and 16 per cent in Argentiné, 5 and 9 per cent in Mexico
and 7 and 12 per cent in Peru (see table 9), according to whether
the maximum or minimum hypothesis for the price of petroleum in 1374
is considered., In Uruguay, however, which is one of the countries
most affected by the petroleum crisis, the corresponding percentages
are over 40 and 67 per cent. Brazil also shows substantial adverse
effects (25 and 40 per cent of 1973 imgports), but its absorption
capacity, as already stated, is much greater. The rest of the
countries are in a more or less serious plight on account of this

situation, aggravated by their heavy dependence on imported petroleum.

/The trend
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The trend of the total amount of additional resources needed
to finance petroleum imports may be cbserved by comparing the
results for 1974 and 1980 (see table 6). Between these two dates,
the additional foreign exchange requirements nearly double, and for
1280 they amount to more than 4,300 miilion dollars,l0/ even taking
the minimum price of 7 dollars per barrel. Thig means that the
additicral requirements would be increasing at an annual rate of
nearly 11 per cent between the years in question. If the magnitude
of these complementary resources is compared with imports, it will
be seer that the import capacity -~ again supposing that this is
approximately equal to the value of imports -~ would have to increase
at the rate of 1.5 per cent per year over and above the 1974 level
merely to be able to cover them (and the latter level would already
have to be 16 per cent higher than in 1973).

If the maximum hypothesis (1.0 dollars per barrel) is adopted,
the situation is even worse, for in this case the additional foreign
exchange requirements for 1980 would exceed 7,000 million dollars.
Although this figure assumes the same annual growth rate as the
previous case (11 per cent), i% requires an annual increase in import
capacity of over 2 per cent as from 1974 (when a level 26 per cent
higher than in 1973 would be required). It should be pointed out
that this increase is based on the assumption that prices remain
constant at the 1974 level: any additional increase would produce
even greater problems,

The other aspect of the problem which it is desired to
illustrate also reveals a bleak picture. According to the hypotheses
for 1974 described earlier, the prices of investment goods would
increase as a result of the higher petroleum prices by around 8 per
cent (see table 8), while the general level of prices would increase
by approximately 5 per cent. This méans that over 1,1C0 million

dollars more (at 1970 prices) would be required in 1974 to give a

lg/ It should be noted that FOB values have been used; if CIF
values were used, the differences would be even grsater.

/level of
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level of gross capital formation high enough to sustain an annual
growth rate of 7.5 per cent in the product (see table 10). Of
this amount, more than 303 million (equivalent to 382 million at
1973 prices), is attributable to the increase in the prices of _
imported capital goods. If the above is considered simultaneously
with the direct effect of imports of petroleum (which, as may be
scen from table 9, would amount to over 3,000 million dollars),
foreign exchange requirements come to over 3,400 million dollars
(18 per cent of 1973 imports).

The major part of this total additional cost of investment
would be acccunted for by Brazil (see table 10), which would require
approximately 500 million dollars (43 per cent of the to:al), '
followed by Argentina with 165 millicn (13.6 per cent), Mexico with
160 million (13.5 per cent) Central America and Panama with
156 miliion (13 per cent) and Chile with 67 million (5.6 per cent).
The rest of the countries together would account for oniy 130 million
dollars (11 per cent of the total). L

The importance of these figures may be seen if they are compared

with total gross investment, since they signify a 3 per cent average

‘increase (see table 10). In other words, this additional percentage

of financial resources is required in order to reach the same -

propcead growth rate of the gross domestic product. The country
gituation shows more or less marked differences. For Uruguay, the
increase in the cost of investment is over 14 per cent, for Central
America and Panama it is more than 8 per cent, while for Haiti, the
Dominican Republic and Paraguay it is around 6 per cent. In the
remaining countries the extra reguirements are smaller but no less

significant.

/Table 10
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Table 10

ADDITIONAL INVESTMENT RESCURCES AS REQUIRED AS 4 RESULT OF THE INCREASE IN THE PRICES
OF PETROLEUM AND IMPORTED CAPITAL GOODS &/

Millions of dollars et Percontage of total
1970 prices b/ gross invostment \
1974 1980 1974 198¢ «

Minimum Meximum Minimm Magimum Minimum Maximum Minimum  Meximunm

Avzentine 157.6 168.5 '230.0 2116,7 2,0 2ul 252 2.3
Brazil ] 499.3 530.6 996.7 1 063.3 ’ 3.2 3.4 3e7 3.9
Certral Americe and Paname 154, 9 159.5 262,0 271,9 8.2 8.4 9.8 10,1
Chile 64,3 71.0 95.1 104.7 4.8 5¢3 56 6.2
Haiti anc Dominiean Republio 26.3 26.8 41.8 h2,7 5.7 5.8 6.1 6.3
Moxivo 156.8 165.5 259.4 27442 1.3 1.k 1.t 1.5
Mareguay 10.6 10.8 16,1 16.6 6.0 6.1 6.8 7.0
Peru 49,1 52.8 75 BL5 37 ho b2 b5
Uruguay 40,7 Ys.4 51.5 55.0 4.4 15.4 16.2 17.3

Total 11596 1 228.9 2028.3 2 156.6 2.8 3.0 3.2 3.4

Sourgs: ECLA, on the besis of official data.
&/ Hypothesis used for growth of product: pest rate, 1968-1973 (7.5 % amnually).

b/ Hypothesis used for price increases: see teble 8.

/Tue 382 million
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The 382 million dollars corresponding to the extra cost of
imported investment goods are distributed in approximately the same
proportions over the various countries, except that in this case
Mexico occupies the first place and Brazil the seconds As this
involves larger foreign exchange requirements, however, the situation
as regards import capacity tends to be more adversely affected. Thus,
for example, Paraguay would require 4 million dollars mcre (3 per cen%
of its 1973 imports), which, added to the extra 17 million dollars
(minimum hypothesis) needed for petroleum imports, would require an
increase of at least 17.3 per cent in import capacity for 1974. Imn
the remaining ééuntries the additional cost of imbcrted capital goods
varies from l.l per cent of total imports for 1973 in Uruguay to
2.9 per cent in Argentina.

To evaluate investment in 1980, the same price hypothéses were
used as were applied for 1974. This means that compared with 197k,
the amounts obtained include only the changes in the physical volume
of capital formation. Relatively speaking, compared with total gross
investment the results for 1980 are very similar to those for 1974,
such-differences as there are being due to modifications in the
'structure of total supply and demand. The additional resources
required to finance investment in 1980 will be appreciably greater
(see table 10), since a total of over 2,000 million dollars will be
reguired (at 1970 prices), representing an annual increase of
9.8 per cent over and above the level estimated for 1974. Of this
total, around 440 million is attributable to higher prices of imports
of capital goods.

With reference to the increased cost of investments, the problem
of financing these should also be mentioned. It is 6bvious that
national saving will be affected by thke changes in prices, but it is
very difficult to say exactly how or how much. The situation
described above could be improved or aggravated by this possible
modification of savingse. What is certain is that externsl savings (or
net financing from abroad) have played an important role in the

financing of gross capital formation in Latin American countries,

/and will
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and will probably continue to do so. Indeed, the repercussions of
the rise in petroleum prices on the balance of payments - which have
been inderectly quantified above - enable this to be clearly foreseen.
The petroleum crisis has thus become a factor which aggravates the
structural trend towards external imbalance.

To sum up, the possibility of maintaining the growth rate
achieved in recent years by the Latin American countries which are
net importers of petroleum depends on their being able to obtain the
additional resdurces that the necessary investment requires. This
calls for a greater domestic saving effort while it will also be
necessary to achieve an import capacity which will guarantee adequate
availability of imported capital goods.

3. £Lome observations on the possible long-term repercussions

of the new petroleun prices or the amount and
structure of investment

The above estimates are based on a series of structural
conditions which were regarded as constant, the aim being merely
to show the magnitude of the impact of the new petroleum prices.
It is obvious, however, that the radical changes which have taken
place in the world economy make necessary a hnumber of long-term
structural adjustments. K |

In the first place, when considering future energy requirements
it is important to take into account the supply structure. Up to
now, petroleum continues to be the main source of energy in Latin
America, and the important repercussions of its new prices may be
atrributed to a large extent to this fact. It is precisely these
repercussions which suggest that each country should establish a
cleariy-defined energy policy for the future, with a view to ensuring
supplies of energy in the amounts and forms and at the times that
its development requires. This calls for a clear definition of the

prospects of each source of energy and the resources which would be
required to develop, so that a decision can be made on the

advisability of adopting it.

/Although it
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Although it is true that the rise in petroleum prices has
increased the volume of eccnomically usable petroleum deposits, and
that many projects for the prospection and development of local crude
0il which previocusly were not viable can now be implemented, it is
no less true that this has procduced a situation which makes a more
efficient use of energy resources absolutely necessary.li/

It is thus probable, especially in the countries which depend
heavily on petroleum imports, that petroleum will be replaced in part
by other sources of erergy, and that this Qill produce an increase
iz investment requirements and a change in the orientation of
investments. One of Latin America's natural resources which has
been relatively little used, for example, is hydroelectric energy,
but the use of this requires more capital expenditure per unit of
installed capacity.

The increase in foreign exchange requirements will probably be
reflected in attemnts to create new producticn capacity for exportable
goods or in a search for new import substitution possibilities in
order to alleviate external pressures. This would lead to changes
in the existing production capacity and require additional investment.
It would of course be desirable for these efforts to take place in a
regional context in order to help to solve the problem of external
strangulation and make capital formation more independent of the
external sectocr.

It should not be forgontten that decisions are being taken in
this context in the international community with the aim of alleviating
the repercussions of the petroleum crisis on the developing countries.
Thus, szgrecments and measures are being worked out between the
petrcleum=producing countries and the international financial
institutions with a view to ensuring, at least partially the flow of

additional rescurces required by the developing cocuntries.

;;/ The spectacular increase in petroleum prices is causing it to
lose its comparative advantages and to a certain extent is
stimulating the development of other energy resources.

/Furthermore, the
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Furthermore, the need for a more efficient use of energy resources

may cause changes in the existing or planned structure of production.

The evaluation of new projects may undergo radical changes in the

light of fuel requirements. Similarly, existing activities will have

to adapt themselves to the new situation by changing their production

processes or products in order to endeavour to maintain their economiec

efficiencye. )
Although the developing countries have traditionally been

importers of technology, the present crisis could make them seek

their own production techniques, and this in turn would lead to new

regquirements for resources and changes in the way they are used.

L, Conclusions

l. The big increase in petroleum prices has modified the growth
prospects of the developing countries. The direct repercussions
represent a loss of resources available for investment.

2e Investment will be affected by the increase in petroleum prices
in two ways: through the increase in prices of imported capital goods,
and through the reduction of import capacity stemming from the increased
costs of fuel imports.

Diw In order for the Latin American countries which are net importers
of petroleum to finance the fuel imports needed to maintain the
1968-1973 growth rate they will require additional resources of at
least 3,000 million dollars in 1974, owing to the increase in the

price of petroleum (Saudi Arabian 3% API light crude, FOB Persian Gulf)
from 2.20 dollars per barrel to 7.C0 dollars. The additional resources
required will increase to 5,000 million dollars for a price of

10 dcllars per barrel. »
L, Merely to cover these increased costs of importing liquid
hydrocarbons, the import capacity of the Latin American countries

which are net importers of petroleum would have to increase at an
annual rate of 2 per cent between 1974 and 1980, even supposing that
prices remain constant at the level anticipated for 1974. Furthermore,
the 1974 import capacity must be at least 16 per cent higher than in

1973
/5. As
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De As a result of the increase in petroleum prices of between

119 and 130 per cent, it is estimated that the upward pressure on the
general level of prices in Latin America will be around 5 per cent for
1974, This pressure, plus the estimated increase of 5 per cent in

the cost of imports of capital goods, means that implicit investment
prices will rise by approximately 8 per cent.

6. In view of the rise in the relative prices of investment goods,
over 1,100 million dollars more (at 1970 prices) will be required in
1974 to finance the capital formation needed to maintain the growth
of the gross domestic product of the Latin American countries which
are net importers of petroleum at a rate similar to that recorded
between 1968 and 1973. The corresponding amount required in 1980

will be over 2,000 million dollars (even assuming that prices are the
same as for 1974).

7e The maintenance of the growth rate recorded in recent years by
the Latin American countries which are net importers of petroleum
depends on the possibility of obtaining the additional resources which
their investment requirements demand. This means that a greater
domestic saving effort will be needed; or else it will be necessary

to achieve an import capacity which will ensure sufficient availability
of imported capital goods.

8 The crisis stemming from the increased prices of fuels will
sooner or later change the structure of energy investment. At the
same time, as the criteria for assigning rescurces will also be
modified, it is possible to foresee a change in the orientation of
other investments and of production in general, as well as possible

changes in the technological processes usede.






