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Introduction

The world follows, with more than casual interest, the tortuous
path the United States had taken in its efforts to develop a com-
prehensive energy policy. Given the interdependence of world econo-
mies, the impact of any major policy in a country as economically
important as the U.S. is felt worldwide, directly and indirectly. And
U.S. energy policy is no exception. Although a U.S. energy plan must
necessarily be designed to “‘solve’” the U.S. problem, including its
dependence on foreign sources, such a plan has multi-faceted inter-
national implications. The size of the U.S. purchases in the world oil
export market makes the outcome of its energy program crucial to
the future direction of world energy prices.

The most vocal critics of the failure of the U.S. to adopt a com-
prehensive energy policy have been its industrially developed, major
trading partners — Japan and Western Europe. But probably more
critically endangered over both the short-term and the long-term are
the oil-poor or net-oil-importing less developed countries (NOI-
LDGCs). The oil imports of these countries, while crucial to their
individual development programs, constitute an insignificant share of
the world oil market, thus making them virtual “price-takers.”” As
such, they can only watch and react. They cannot influence the
world market price.

This paper will comment not on the kind of energy policy the
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U.8. should adopt, but rather on the relevance of the U.S. policy tg
NOILDCs. The goal of U.S. energy policy is to attain self-sufficienc
in its energy market over the long-term. A domestic demand /supply
gap can be narrowed or closed by (1) reducing demand, (2) increay
ing supply, or (3) simultaneously doing both. If the ultimate goal |
to reduce dependence on foreign supplies, the strategy would logie
ally focus on increasing domestic supply and reducing demand. Th
target sizes of the demand reductions and supply increases would b
constrained, within given time frames, by technical problems an
socioeconomic /political objectives.

The first part of this paper will elaborate on why and hoy
closing the demand/supply gap in the U.S. can influence wotl
prices. The second part will show how the outcome affects devel op
ment planning and resource allocation in developing countries, in th
light of the gap’s direct and indirect inflationary effects. The Phi
ippine case is used to illustrate the arguments presented in this papel
The choice of a Southeast Asian country is based on the observatiol
that the focal point of the world economy in the next 10 to 15 vea
will shift to the region which includes Japan, South Korea, Southea
Asia, and Australia. Moreover, the region will be growing relativel
faster than the rest of the world.

Ny

It should be emphasized that the arguments presented must bl

viewed in the context of the preliminary nature of the assessmef

comments made during this conference.

Impact of U.S. Net Demand on World Oil Market
U.S. Import Demand

U.8. oil demand constitutes about 30 per cent of total wotl
demand and 35 per cent of the oil marketed outside the Centralls
Planfted Economies (CPEs). Since 1967, this amount has been in
creasingly supplied by non-U.8. oil (Table 1).

The U.S. produces about 16 per cent of the world’s supply, an
over 14 per cent of non-U.S. production goes to the U.S. market
Since almost all of production in the U.S. and in Western Europe ax
consumed domestically, theit output may be effectively excludes

34



TABLE 1

Oil Consumption: U.S. vs. World, 1967-1976 (Selected Years)
(million metric tons except where otherwise noted).

1967 1970 1973 1976

World 1,769.3 2,274.8 2,773.2 2,878.8
11,8, 595.8 694.6 818.0 8224

I'er cent of World 33.7 305 29,5 28.6

Per cent of World less CPEs 39.5 35.6 349 35.1

Per cent Imported (net) 19.4 22.7 35.4 41.4
NOILDCs as a percentage

of World less CPEs NA 8.9 9.4 9.8

Nource: BP Statistical Review of the World Oil Industry, 1976 for consumption, Indepen-
dent Petroleum Association of America, “Supply and Deinand Outlook,” January
1979, and the World Bank for NOILDC consumption.

NA = not available

from world traded oil. Besides, the output relevant to the discussion
is exported oil. About 88 per cent of the production of the Organiza-
tion of Petroleum Exporting Countries (OPEC) in 1976 was exported
(Table 2). In 1976, about 20 per cent of such production (or 23 per
cent of its exports) went to the U.S. About 15 per cent went to
Japan, and about 35 per cent to Europe (Table 3). A World Bank
study (34) showed both recent historical and projected NOILDC
consumption to be only 10 per cent of total demand. Assuming that
NOILDC imports all come from OPEC countries, the relationship
may be shown symbolically as follows:

OPEC output (X) = 20X (US) + .15X (Japan)
+ .85 X (W. Europe) + .10X
(NOILDC) + 0.20X (Misc.)

This equation may give rise to the argument that Western
Europe consumes more than the U.S. and that the latter is, therefore,
not as important as it is made to appear here. It may be pointed out,
however, that Western Europe is composed of several independent
states with independent energy policies. To expect it to act as a bloc
and treat it as one buyer is beyond the time frame under discussion,
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TABLE 2
Output Excluding Centrally Planned Economies

(’000 b/d)
1973 1974 1975
OPEC 31,310 31,060 27,5645
Non-OPEC, non -CPE 17665 17,505 17,425
Total non-CPE 48,975 48,565 44 970
OPEC as a perce:ntage of
non-CPE 63.9 64.0 61.3

Per Cent of OPEC exported = _ —_

Source:  U.S. Centtral Intelligence Agency, Report No. ER 10D 77-021, 19 October 1§
and International Energy Biweekly Statistical Review, il

TABLE 3
Imports of Selected Developed Countries, 1976
('000 b/d)
Total U.S. Japan Western
Europe
Total from OAPEC 13,610 2796 2,909 7,687
Total from OPEC 22,133 6,114 4,486 10,803
Total from non-
OPEC producers 4,646 1,160 716 2,746
Total imports 26,984 7,295 5,235 13,698
% OAPECZ/ 50.4 38.3 55.6 56.1
% OPECY/ _ 82.0 83.8 85.7 78.9
Breakdown of sources:
( ( Saudi 1,371 1,719 3,200
( ( Arabia
(OAPEC(
( ( Libya 532 41 1,072
(
OPEC ( Nigeria 1,124 17 698
( :
( Indonesia 578 613 6
( Iran 548 974 2,273

Source: U.S. Central Intelligence Agency, Report No, ER IODSS 774021, 19 O
1977.
.'E‘/ May not add up because of rounding,
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Kiven its success record (or lack of it) in similarly important but poli-
tically difficult areas like the plan for a European Monetary System
(3, pp. 1, 7). The U.S., on the other hand, has the opportunity to
benefit from an integrated national energy policy.

Around 64 per cent of world production excluding those from
CPE countries (Table 2) and around 80 per cent of exported oil
originate from OPEC countries (Table 4). World export can thus be
conceptually divided into the OPEC and non-OPEC groups: a duo-
poly with a dominant seller, or even a monopoly if the non-OPEC
exporters are considered to have minimal or zero impact on price.

TABLE 4
Total Exports and Production, 1976
(’000b/d)

Region Exporté Production
Middle East 20,855 ; 22,175
Africa 5,330 5,850
Southeast Asia 1,765 1,865
Latin America 3,310 4,575

Subtotal 31,260 34,465
World Total 34,300 59,555
Exports as % of output 90.7 —
Subtotal as % of Total 91.1 57.9

Source: BP Statistical Review of the World Oil Industry, 1976.

The influence of NOILDCs on price may be considered nil
because of their negligible demand, hence, an oligopsony—a few
big buyers of oil.

Theoretical and Policy Implications

The situation may be likened to bilateral oligopoly where several
sellers are faced by several buyers.1

ISee discussion in Bilas (8, p. 301). The relevance of the market structure in
the world oil market and the energy crisis has been repeatedly stressed by Morris
Adelman (1). His arguments however, differ from those presented in this paper.

K7



For practical purposes, however, the situation is more likely
typified by a ‘“dominant seller” facing “a dominant buyer.”?
‘his situation the parties may bargain, and the better bargaine

vhether this is because of astuteness or greater leverage) theor
tically obtains the more favorable terms. This, in effect, is what |
happening today. It has been argued that the Saudi position of m
deration has been pursued in return for an expected settlement @
the Middle East political situation in which the U.S. is playing a k
role (2). What is disclosed here is that the relative powers of t}
buyers and sellers (as determined by several factors) determine th
final outcome and that visible economic factors affecting this lew
rage exist.” Joint maximization of benefits is possible in this type @
economic relation; the outcome however is indeterminate, Yet, wh |
it is difficult to predict the outcome, it is possible to envision soures
of bargaining strengths.

The purpose of this section, therefore, is to point out that tl
size of the U.S. demand for oil alone, ignoring the political facto
puts it in a good position to influence price movements on the sellis
side. Given this position then, the final framework of U.S. ener
policy and its impact on energy demand and supply may be coni
dered significant detenmnmg factors in OPEC prices in particular an
petroleum prices in general.

The current U.S. energy policy is to reduce foreign depende .,-
significantly. But it is not clear that the current framework will suff
ciently enhance total energy supply over the medium term (to 200 l'_
to attain this, even though it conceivably could. Concentrating @
petroleum, for example, elasticity studies have shown that
petroleum output is relatively price elastic in the long run (2
If oil prices are decontrolled and output rises with the incentives:

given the U.S. market structure—there is no a priori reason to expeg
U.S. crude prices to rise to OPEC levels (21, 11).

Fa

2The “dominant firm price leader” situation occurs when an industi
consisting of one firm is dominant in the usual sense of the word (i.e., it con
trols at least 50 per cent of total industry output), but has several competltil
“fringe” firms, each too small to exert a perceptible influence on price throug
its output decisions (27). Although the demand proportions from the ma
developed countries do not perfectly fit this description on the demand sid
one could still safely call the U.S. a ““dominant buyer” because of its ability ¢
influence price by the size of its purchases.

SBeonomic power cannot, after all, be clearly separated from politics
power,
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On the demand side, price elasticity in the U.S. has been shown
in several studies to be relatively inelastic in the short and medium
term, but nontrivial (6, 30). At the same time, OPEC pricing general-
ly responds to demand-supply conditions, as the post-1974 price
growth rates show.

There is no a priori reason, therefore, to believe that OPEC
prices would rise faster than the inflation rate if it competed in the
U.S. market with U.S. output. The Kennedy study (19), simulating a
low (.33) and a high (.67) elasticity of supply for the U.S., showed
that U.S. energy policy affecting domestic production could have
influenced OPEC’s optimal behavior. Statements by OPEC leaders
on the prudence of Saudi pricing moderation in 1978, as they fore-
saw a well-supplied market with the production of the Alaskan and
North Sea fields, also bear out the balancing influence of non-OPEC
supply on world prices (3).

U.S. demand for foreign oil imports can become more elastic
than it is now if, coupled with demand reduction and sufficient
domestic energy production to supply its basic needs, the marginal
supply of foreign oil can be dispensed with. It can, under such a
situation, either bargain more effectively with the OPEC countries
on the price level of its oil imports or by having a more elastic
demand provide the necessary stabilizing influence on such prices.
However, an inelastic U.S. oil import demand under favorable
economic growth conditions provides no such influence. A policy
that reduces demand without increasing supply is no guarantee
that the U.S. import market will diminish. Thus, a U.S. energy
policy failing to narrow the domestic demand-supply gap to one that
makes it less critically dependent on oil imports leaves it in a very
poor bargaining relationship with the oil cartel and provides no-
downward pull on oil prices.

Externalities of U.S. Policy on NOILDC Development

The foregoing has several resource allocation effects on net-oil-
importing developing countries. One of them has to do with oil con-
sumption. By helping prevent the world oil market from going “soft,”
U.S. energy policy guarantees that a major portion of the world’s
supposedly dwindling oil supply would be consumed by the United
States. A second has to do with prices. By assuring that the OPEC
price will hold, it keeps prices up for all other users as well. These
categories are by no means exhaustive, and we limit ourselves to the
second implication, which is dealt with in this section and the next.
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There has been a growing concern over the international aspects
of U.S. energy policy (17, 36). This, however, focuses on ene u;?
supply development strategies in NOILDCs Various treatises have
also suggested analytical frameworks for studying the implications of
oil price increases (26, 23). The areas that have been considered
were: (1) the domestic and external monetary sectors, (2) emplo
ment, (3) wealth transfers, (4) patterns of consumption and produgs
tion. Other treatises have dwelt on the impact on the developmenta
efforts of developing' countries (14, 29, 33, 35). Any study linking

how the U.S. manages its energy problems however, is not known.* .

Given the importance of the U.S. in an interdependent ecof
omy, its failure to implement a policy slowing down the rise in worl
oil prices has serious implications for the economic development @
NOILDCs, which are expected to fuel their future economic deve
opment programs largely with petroleum imports. On the wholl
NOILDCs have fewer opportunities for reducing petroleum demang
either because substitution opportunities are lower or marginal usi
which can be sacrificed to conserve energy are fewer compared i
those in developed countries like the U.S., Japan, or Western Europ
In particular, the ability of NOILDCs to find substitutes for in
ported oil is limited by shortages of capital and the appropriat
technology for using alternative sources. :

It may appear unfair to attach this much importance to th
U.S. role. Yet criticisms by U.S. allies of the U.S. failure to devise
meaningful energy policy during the 1977 and 1978 devaluatio
of the U.S. dollar suggest that, realistically, U.S. energy policy
more important than what the U.S. cares to accept. After all, th
U.S. is what might be called the “swing country” in world ol d
mand. It is not only the best endowed with a variety of ene g
resources, including coal and petroleum, and therefore has the be
potential supply for utilization, but it is also the country whej
conservation measures yielded relatwely less significant results give
its capacity for effecting such savings.

The NOILDCs, on the other hand, can only formulate natio
energy policies aimed at developing indigenous resources. Becau
they are dependent on the world oil market for most of their energ

4We do not suggest here that the plight of NOILDCs is the result of [f
energy policy. To do so would be ridiculous. As stated in the introduction an
throughout the discussion, we hold that the U.S. is such an economically in
portant nation that, as some have put it, ““when it sneezes, its neighbors cate
colds,” and I might add, “the NOILDCs catch pneumonia.”
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supplies, they can only react and readjust their priorities in response
to policy developments in developed countries. To a large extent,
then, their energy and related costs are largely determined by devel-
opments in the U.S. market. The analysis in this paper is limited to
a description of the impact on the balance of payments accounts and
capital allocation in NOILDCs,

Balance of Payments Impact on NOILDCs

As Table 5 shows, NOILDCs are expected to continue their re-
liance on oil for over 40 per cent of their energy requirements, most
of which are imported. In Southeast Asia, this reliance has been
projected to be a higher 75 per cent (Table 6). Most of this will be
imported from OPEC countries.

The impact of world oil price increases on an NOILDC’s balance
of payments (BOP) may be grouped into those that are direct and
those that are indirect. The direct impact is the foreign exchange
losses from the higher oil prices, i.e., the effect on a country’s cur-
rent account. The indirect BOP impact is felt by a country suffering
from higher costs of energy-intensive producer goods.

TABLE 5

NOILDC Energy Balance, 1960-85
(million b/d of oil equivalent)

Inland Consumption Net Imports
Year Oil Non-Oil Total (energy)
1960 1.5 1.3 2.8 1.2
1970 3.3 22 5.6 2.6
1973 4.2 2.6 6.8 3.6
1974 4.3 2.7 7.0 3.6
1975 4.3 29 7.2 3.5
1976 4.4 3.4 7.8 3.5
1977 4.5 3.9 8.4 3.6
1980 4.8 5.0 9.8 3.6
1985 5.4 7.1 12.56 3.5

Source: United Nations for 1960-74 data. World Bank estimates for 1975-1985 data (Annex
1V, p. 10, of Report 814/77).

Note: *World Bank projections assume medium rate (4.6 per cent for 1976-80 and
4.4 per cent for 1980) of GNP growth and US$11.50/bbl. Oil price (in
1975 $).
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TABLE 6

Southeast Asia’s Primary Energy Requirements, 1975, 1985
(thousand barrels per day, oil equivalent)

1975 1985
Total oil Total
Brunei 18 2 31
Burma 27 23 38
Cambodia 2 2 5 '
Hong Kong 79 79 145 148
Indonesia 296 248 669 48
Laos 4 3 7 )
Malaysia 119 101 213 18
Papua New Guinea 13 12 27 2
Philippines 216 201 479
Singapore 78 78 156 16
Taiwan 271 179 599
Thailand 200 184 409
Viet Nam 122 75 172 g
Total 1,445 1,187 2,950 22(

Source: F. W. Zingaro, “Energy and Development in S.E. Asia,” supplement to the Augug
1977 issue of Caltex New York.

Table 7 shows the current account deficits of NOILDCs b
tween 1973 and 1977. In addition, the World Bank found a 15 pe
cent decline in the average terms of trade of 40 NOILDCs betwe
1973 and 1975. The world trade prices of oil and manufactun
goods from developed countries increased faster than those |
NOILDC commodities. In 1974, NOILDC commodity export pri¢
increases were 50 per cent of oil price hikes, and 67 per cent of pri
increases in the manufactured goods of developed countries (2
p. 153). '

The effective demand of NOILDCs for oil imports (M)
constrained by its supply of foreign exchange.® NOILDCs’ ab it
to purchase oil may, therefore, be seen as a function of its tof
foreign exchange supply (FX;) and its import demand for capif
goods (My), fertilizers (M¢) and other goods (M,). Inasmuch as §

5/At this point we will resort to a freer use of symbols to simplify expo
tion. :
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TABLE 7

Current Account Deficits Net-Oil-Importing
Developing Countries, 1973-1977

($ billions)
Year 94 NOILDC*a.” All NOILDCb/
1973 —10.8 — 94
1974 —30.— — 39
1975 —38.— — 49
1976 — 28, — —41
1977 — 29 NA

Source: Smith [1977], Tables 7, 8.
2/International Monetary Fund.

b'f)eveloprment Advisory Committee, Organization for Economic Cooperation and
Development.
*Note: Smith uses the abbreviation NOEDC rather than NOILDC.

demand for oil is closely related to the use of capital goods for
development, the priority assigned to oil imports would not be
significantly, if at all, higher than the import of capital goods. The
same might be said for fertilizer imports. The NOILDC’s import
optimization problem may thus be expressed symbolically as:

M, = M, (FX;, My, My, M), subject to FX; — M, —
My —M¢g— M, =0
FX; is the sum of foreign exchange receipts (FX,) from exports
(FX,) and invisibles (FX;) plus proceeds from loans or external
debt (ED) and aids or grants (AG). That is:

FX, = FX, + ED + AG

Some NOILDCs may have minimal access to ED if they are not
“commercial developing countries” but are ‘“‘aid-dependent” coun-
tries. Even for the “commercial” NOILDC, however, the brunt of oil
import payments must be borne by FX, over the longer-term. The
price of its traditional exports (Py) may rise by a factor p (p% 0),
while volume changes by p+a(a % 0O). At the same time, oil import

requirements may rise by p + b (b > O) and oil import costs may rise
by p + ¢ (¢ % b). Should the situation p (p + a) < (p + b) (p + ¢)
exist, i.e., should the proportionate increase in export earnings be
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less than the proportionate change in the costs of oll imports, an
NOILDC will have to seek payment of the difference by augmenting
ED or AG or reducing M,, M, or M_, or by reducing M, itself,
Should the prices of capital (P, ) and of fertilizers (P;) also change
upward, then further adjustments are needed.

A rigorous and empirically conclusive attempt to show the irn'
portance of U.S. energy policy to the developmental goals o
NOILDCs is not a simple task, and is not attempted at this stage,
This paper tries to show qualitatively the direct and indirect BOP:
effects of the oil price increases on one NOILDC, the Philippine :
for which the U.S. is a major supplier of capital goods and fertilizers,
The Philippines is about 95 per cent dependent on oil — all of which

per cent by 1987 (37, 4). This forecast still stands even with the
commercial production of its offshore oil discovery in 1979. Tab

and 1976, while volume remained virtually unchanged until 1975,
TABLE 8

Philippines: Changes in Oil Import Volumes
and Costs, 1970-1976

Total i

Year Mineral Fuel Crude & Partly Refined Petroleum
Imports '
(f.ob.) (f.ob.) (.c.if.) (m.t.) .
USs$108 US$106 US$106 X106
1970 118.95 101.2 123.8 9.1
1971 141.23 125.6 1544 9.0
1972 148.82 137.8 NA 9.2
1973 187.60 167.0 209.3 9.3
1974 653.4 573.2 619.4 8.5
1975 769.9 709.8 751.3 9.1
1976 881.5 801.2 8427 9.6
1977 890.7 NA NA NA
Compounded )
Growth )
Rates ) 39.7 41.5 38.7 0.9
1970-1976 )

(Per Cent) )

Source: Central Bank of the Philippines, Statistical Bulletin and Foreign dee-'
Statistics. 94



Table 9 shows the international accounts relevant to the discus-
sion of the cost of oil imports. The last three columns show the ratio
of mineral fuel imports to foreign exchange receipts, merchandise
exports, and external debt. Between 1967 and 1973 the amount of
external debt beginning in 1967 closely approximated the size of ex-
port earnings. The ratios of mineral fuel imports to merchandise
exports and to external debt were also very close. In 1975, these
ratios were at 35 per cent. This suggests that the payment for oil
imports (which means sacrifice of other goods) either takes a sizable
cut off export earning or must be paid for by a sizable amount of
borrowed money.ﬁ

How does U.S. energy policy relate to this? As stated earlier,
the relationship is via the impact of the U.S. demand/supply gap on
world oil prices. The Philippine case is only one example of the
development costs of higher oil prices, and the picture is not at
all heartening for this middle-income, ‘‘commercial” developing
country.

Capital Allocation Impact on NOILDCs

A specific example of energy-related costs would be NOILDC
imports of capital goods. Developing countries are dependent on
developed countries including the U.S. for capital goods. There-
fore, the inflationary effects of a ‘“‘high-price’’ policy (such as the
crude oil tax) on the high-energy consuming manufactures would
somehow be transferred to the developing countries via their im-
ports.” This has serious implications considering that developing
countries, in general, would not have the degree of elasticity of sub-
stitution between energy and capital inputs in the production pro-
cess that developed countries enjoy (18, 7, 15). In fact, in LDCs,
capital and energy may be complementary inputs, suggesting that

GA statistical analysis of the data showed a high correlation between ex-
ternal debt and mineral fuel imports. Partial correlation was 0.66 in a three
variable test, where external debt was regressed against mineral fuel imports and
export receipts (R2 = 0.7858). The coefficients were statistically significant at
0.1 and 0.025.

TThe inflationary impact of increased energy prices in the U.S. has been
studied and reported by several authors, One of the most recent was done by K.
A. Mork (22) who estimated the contribution of energy prices to be one-third
of above-trend inflation during the 1973-75 period. For the first three quarters
of 1974, Mork estimated the impact to be 5 percentage points of inflation at
an annual rate, Other estimates of this impact range from below to above Mork’s
estimate. An extreme on the high side is that of R. C. Fair (13) who puts this
impact at 8 percentage points.
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financial constraints on one may reduce demand for the other. Such
a reduction magnifies the impact of lowered energy use (16).

Griffen (15) shows substitution elasticities of capital/energy and
labor/energy at 1.0 + and 0.8 *, respectively, for manufacturing
in certain European countries and the U.S. We cannot, however, as-
sume that the same substitution elasticities will hold at least for
manufacturing industries in NOILDCs, because such capital substi-
tution would normally tend to be non-process related (i.e., related
to conservation measures). But if we can assume the same for NO-
ILDCs, the latter have no choice that would reduce costs. If they
try to substitute more capital, which is imported rather than locally
produced, either way they will be affected by (1) the shortage of
foreign exchange, or (2) the inflationary effects of oil prices ch man-
ufactured goods.

Again, we take the Philippines as an example. Table 10 shows
the values of capital equipment and fertilizer imports of the Philip-
pines over the period 1966-1977, and how much of these comes
from the U.S. Table 11 also shows how much prices have risen for
these classes of imports as well as for mineral fuels. Although these
indexes are for total imports of the specified items, given the share
of imports from the U.S., the price changes may indicate the direc-
tion and magnitude of price changes in the U.S. import portions.
The increases are quite evident for chemicals. Allowing for a 2-3
year lag between oil price increases and machinery imports, one can
also see some of the partial inflationary impact of the oil price in-
creases on these imports,

Of course, other cost-push factors must be taken into account,
and it is inappropriate to tag oil price increases as the sole cause for
the rise in machinery prices. Still, given the importance of energy
costs in manufacturing and related activities, the impact of U.S.
energy demand/supply gaps on oil prices and consequently on prices
of producer goods may inevitably help to thwart NOILDC efforts
to achieve their developmental goals on schedule. Insofar as the U.S.
aid is a partial source of funding for such development programs,
the gaps also short-circuit its well-intentioned development assistance
policies.

Conclusions
This paper has attempted to show in a preliminary way the

critical dependence of NOILDCs’ energy costs for future develop-
ment efforts on the energy policies of the more developed countries,
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particularly the U.S. Insofar as the NOILDCs are “price takers'
in the world oil market where the situation is characterized by &
“dominant seller” (the OPEC cartel) and a “dominant buyer” (the
U.S.), the world price level of oil is highly dependent on the ela
city of import demand for oil in the U.S. The inflationary imp

of such price levels is first transferred through the NOILDCs’ balane
of payments but the repercussions are felt in the resource allocatio
impact of their relatively inelastic demand for oil and capital.
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