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I f , : - The rising price of oil
By Kanes

o rld ’s proven oil reserves are about 
one trillion barrels and 64 per cent 

a-:. V V o r  alm ost tw o-thirds o f  them  are in 
.the .M idd le  E ast. T he shares o f to ta l oil 
■reserves o f  o ther regions are Latin A m erica 8.5 
per cent, E urope 8.3 per cent, N orth  A m erica 8 
per cent, A frica 7 per cent and A sia-Pacific 4.2 
per cent.
i- iAt current production rates,, the M iddle East 
has' about 88 years w orth o f  proven reserves. 
Saudi A rabia has the largest oil reserves in the 
w orld - about 262 billion barrels - and its 
reserves are estim ated to  last 80 years. Iraq, the 
Second largest, has 110 billion barrels arid they 
are expected to  rem ain for over 100 years. The 
y n ite d  A rab Em irates, K uw ait and Iran each 
h as nearly  100 billion barrels estim ated to last 
'over 100, years in the case o f  the first tw o and 
65 years in the case o f  Iran. The O PEC  as a 
.whole consisting o f  the M iddle Eastern as well 
as Latin A m erican, A frican and A sian oil p ro ­
ducers have 75 years o f  oil reserves w hile the 
nbn-O PEC  countries have only 14 years. This 
.means that O PEC will control a  grow ing share 
o f  world oil reserves and the M iddle E ast’s 
grip  on oil supplies w ill intensify.
« The largest consum er o f oil is the U SA . Its 
proven reserves o f  about .30 b illion barrels are 
estim ated to last only . 10 years. T he largest 
European oil producer, N orw ay w ill have its 
sm all reserves exhausted in nine years while 
U SA ’s neighbour, C anada’s reserves w ill also 
las t for another nine years. Thus, it is clear that 
both  N orth Am erica and Europe w ill becom e 
almost.whoUy dependent on O PEC  oil, partic- 
ularly M iddle Easi oil. jiiis s ia ’s oil reserves ' 
will remain for about 22 yeas m ore and will 
therefore be not available in the- w orld m arket 
at the end o f that period. Further, among the 
OPEC countries, Asian and African producers 
have only sm all reserves w hich w ill rem ain for 
a relatively short period. In Asia, Indonesia’s 
reserves will last for only nine years w hile 
C hina’s w ill last a  little  longer - 21 years; in 
A frica, oil reserves o f N igeria and A ngola are 

e r ,

estim ated to last 20  to 30 years. Latin A m erica 
has one large producer - V enezuela - and a 
m edium -size producer - M exico; V enezuela’s 
reserves o f  70 billion barrels w ill last for 61 
years and M exico’s reserves o f 40 billion bar­
rels w ill rem ain for 39 years. Thus, the M iddle 
E ast m ainly and Latin A m erica to a sm aller 
extent, w ill be the principal oil suppliers to the 
w orld; both the developed countries o f  North 
A m erica and Europe and the developing coun­
tries o f A sia and A frica w ill turn to these pro­
ducers.

Oil Prices
Price o f  oil fell alm ost continuously for 

about three years. It was at a  peak o f $40 a  bar­
rel in the 1980s and then fell to $22.60 a barrel 
about three years ago and then declined further 
to $12.82 in Septem ber 1998 and to low as $9 
in D ecem ber 1998. The 1998 price w as in real
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term s the low est fo r 25 years. T he low  price 
w as caused partly  by the w eak dem and; oil 
consum ption rose by only 0.1 per cent g lobal­
ly, the low est in five years. In A sia, oil con­
sum ption fell by 2.7 per cent led by Japan’s 
sharp decline o f  4 .2  per cent. The o ther reason 
w as rising supplies; g lobal oil production rose 
b y  1.4 p e r cent in  1998 led by O PEC ’s output 
rise o f 3.2 per cent.

N early all the  O PEC  m em bers experienced 
financial difficulties on account o f  the low 
price o f  o il w hich prevailed for about tw o 
years. T heir external reserves for instance fell 
to  low  levels, e.g. $7.2 b illion in Saudi Arabia, 
$5.0 trillion in  Iran, $4.1 billion in  N igeria and 
$2.4';billion in R ussia as com pared to $146.6 
billion in China, $95.2 billion in Taiwan and

$71.8 billion in Singapore. Iraq is perhaps the 
m ost adversely affected on account o f  UN 
trade sanctions w hich .restrict her oil exports. 
Saudi A rabia spent $ 120 billion on the w ar 
against Iraq and was in serious trouble for 
som e time. H er per capita incom e fell from  
$14,000 a year in 1982 to $6,410 now - on 
account o f low  oil prices - and thousands of 
university graduates are unem ployed. H er w el­
fare system  has run out o f cash; hospitals in 
Riyadh ask surgical patients to bring their own 
catheter tubes w hich the hospitals cannot 
afford to buy. The royal fam ily num ber 15,000 
and draw  o ff about 5 to 8 per cent o f  the coun­
try’s GDP. Oil exports account for 90 per cent 
o f  the country’s export earnings and 75 per 
cent o f governm ent revenue. Iran’s economy 
has suffered m ost from  the fall in oil prices as 
oil provides m ore than 80 per cent o f its hard 
currency earnings and around h a lf o f  govern­
m ent revenue. The governm ent faced a rev ­
enue shortfall o f  $6 billion in 1998 or one- 
third o f the state budget and w as forced to  sus­
pend m ost o f  its developm ent projects.

The O PEC  decided in M arch 1999 to cut oil 
supplies by 4.3 m illion barrels a day in order to 
raise prices; and it appears to have succeeded 
in doing so. The price o f  oil which was as low  
as $9 a barrel in D ecem ber and $11.10 in 
M arch 1999, rose to  about $24.1)0 a barrel by 
late Septem ber 1999. The price o f oil is to be 
kept high for another six m onths as the O PEC 
decided in Septem ber to m aintain their cuts 
until at least M arch 2000. A nalysts expect the 
$27 level to be breached before the end of 
1999 and oil at $30 a  barrel m ay not be as far 
fetched as it sounds.

Fear of Inflation
The rising oil prices have fueled fears o f 

inflation in the W est and even in som e devel­
oping countries, particularly as dem and fo r oil 
Will increase in the com ing w inter in the West. 
The rising o il prices are not expected to have a 
b ig  im pact on m ost East and South East Asian 
econom ies as they are in a deflationary spiral 
anyway. Japan, China, Hong Kong, and to 
som e extent Singapore are fighting deflation
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1. Saudi A rabia 262 80  f
2. I r a q 110 100+ ■(:
3. U n ited  A ra b  E m ira te s 97 100+ ,y.
4. K uw ait 96 100+
5. I r a n 93 65
6. V enezuela 70 61 r.fl
7. R ussia 45 22 '-jo
8. M exico 40 . 39 s.n
9. USA 30 10 0 .

10, L ibya 25 56
11. C h in a 20 21
12, N igeria 18 29
13. N orw ay 10 9 nq
14. A lgeria 9 20  ,, ; i
15. K azak h s tan 8 42
16. A ze rb a ijan 7 84 . |
17. C a n a d a 7 9

18. A ngola 6 20
19. O m an 6 16 ' nil
20. In d o n esia 6 . 9

.-.X
S ource ; T h e  E conom ist 3  Ju ly 1999 a n d  18 Ju ly  1998. . . iirrt
and consequently  rising oil prices can be 

.som ething o f a  boon. Oil producers such as 
Indonesia, M alaysia and Brunei w ill earn more 
from  oil exports - Indonesia alone about an 
additional $3 billion but oil im porters will 
have to pay m ore fo r their oil, for instance, 
South  K orea, an additional $4 b illion. 
Thailand m ay also face difficulties' as the baht 
is also weakening against the US dollar and the 
Philippines m ay experience difficulties. If  the 
oil prices stay high for a prolonged period, 
however, all oil im porting countries w ill face 
difficulties. M any fear w hat effect high oil 
prices w ill have on the A m erican economy. 
C rude oil at $27 to $30 a barrel m ay cause US 
Federal R eserve to  raise interest rates again 
and a 0.5 per cent to 0.75 per cent increase

stock market. If  the A m erican econom y tjterj I 
grinds down, the consequences on the global 
econom y w ill be disastrous. ' ' u I

In Sri Lanka the cost and freight cost'iof I 
crude oil was $13.35 or Rs. 871.04 a barrel in f 
July 1998. By July. 1999 the cost had gone up 
by 28.8 per cent lin ib lla i terms"To'$  1'7 '. R a  i 
barrel and by 40.3 per cen t in  rupee term s:to  
Rs. 1222.15. This is likely to rise further with 
the recent decision o f  O PEC to m aintain thqir 
output cuts for another six m onths. The higher 
cost o f transport in particular m ay push up I 
prices all round and accelerate the current low  I 
rate o f inflation. The situation m ay get w ors€rif I 
inflation in Western countries raise the prfcfej; I 
o f  Sri L anka’s imports o f  goods and service's1: '


