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PREFACE

“Studies on 0il have t:nded to concentrate on the industry and its
operations as well as the amount of revenues that accrue to oil pro-
ducing countries. There is also a lot of literature concerning the
pricing of 0il and the general effect of that on global economic trans-
actions. In general there are few studies on how oil countries are
spending their revenues to crhance the welfare of their citizens.

Of particular significance is the dearth of comparative studies
among 0il countries. The objective of this study is a comparison of
the expenditure strategy of four oil countries, Nigeria, Iran, Iraq and
Venezuela. The study attempts to compare how these countries have
approached the enhancement of welfare over time. ‘Of particular impor-
tance in the study is the fact that oil is exhaustible and therefore
revenues from it cannot be generated indefinitely. Someday the revenue
will stop flowing in. If the welfare level is to be enhanced when this
happens, the countries must invest their current revenues in appropriate
investments that nﬁsure maximum output generation, If not by the time
oil runs out, because these economies have had no alternative bases,
there will be a decline in welfare levels. *

~ By incorporating the issue of depletion in our analysis, this helps

it weltare is to be enhanced Tonger than the life of oil. Since welfare
marimization depends on incressed outpul aencrgtion, in Chapter VI of
b g gl e e padmiintg O v T LI 2UDNUNY = sl ry,

industry, infrastructure, education and health - whose performance

-



significantly affect output Tevels éﬁajéonsequently'we1fare.
Attempts have alsc been made to show how revenues could be
wasted thus reducing the chance of generating maximum output. The
« primary role of the dissertation however remains that of praviding a
comparative study of*the use of oil revenues in order to see what

lessons, if any, Nigeria could learn Trom the other countries.
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CHAPTER 1

INTRODUCTION

Crude oil is one of the world's most valuable resources. Its
uaiversal importance makes it an issue of interest to consumers and
producers. Its value in the production of a large variety of goods and
services places it in a category by itself. The recent increases in
the price of o0il has focused attention mainly on the price side of this
commodity. For producing countries the price is certainly important
but a more important issue is the use to which the revenues from 0il
are put by the producing nations,

Economic development literature places much emphasis on the con-

. 'y = e 4 - -
valnn ninTrrioe € R e -
dev2louped countries [LTTs,; ceriicyls

w

straints on development in les

on the lack of capital. Capital is not the only missing resource, but
most analysts stress that if capital were available, the remaining
problems and constraints to development will be taken care of.

The oil producing countries do not face the capital constraint
tnat affects other LDCs. This implies that there is a great cpportumity
to effectively structure their economics in such a way as to achieve
makimum benefits from the development effort. To achieve this goal the
oil exporting countries have designed a series of development plans.
Each successive plan builds on the previcus one and it is hoped that
each will increase the economic production capacity. However, oil is a
depletable resource., It becomes necessary, therefore, to use the avail-
able o0il revenues to develop an economy which will insure continuous
development after the oil runs out.

1

e A CLUHUY . West AITICd o, J1Yy, Uctober [Y/8. p. 1985.



runs out. Moreover, it is Tikely that without proper development of the
non-0il sector present welfare levels cannot be sustained in the absence
of oil revenues.

The major assumption of this study is that for effective develop-
ment to take place ip these economies, oil revenues must be converted
nto reproducible capital. This can be achieved by investing 0il
revenues in agriculture, industry, infrastructure and human capital.

In this way, public expenditure enhances welfare, which 15 the objective
of development. This will also provide a strong basis for future rev-
@IUC Yeit@¢ra vttt Capagc ity tir Ehese @ouingint@s
In maximlzing weltare the tollowing factors will be examined:
(1) The growth of human capital, (2) Social indices such as incidence
of basic diseases (malaria, dysentry, etc.) and the rate of infant
mortality, (3) Growth and quality of social and overhead capital such
as roads, railways, etc., (4) Employment structure and employment

generation capacity of the economies under study.

The_Model

If welfare is to be maximized now and in the future, these coun-
tries must allocate much of their revenues to investment now, otherwise
their capacity to generate future revenues will be jeopardized. That
is, in year T, when 0il is depleted, these countries must have created
an economy which will provide alternative sources of revenue.

In maximizing welfare over time, however, a decision must be made
regarding how much qoes into consumption vis-a-vis investment. The
determinant in this decision process is basically how much policy makers

want to achieve for a given economy within a given time pericd. The



model stresses that if welfare is to be maximized in the long run -
aftar oil runs out - it is necessary to curtail current consumption and

increase current investment. =~ oo T Smo oo

But the ability to invest depends on the absorptivé baﬁéé{ty of
the economy. If a given economy lacks the capacity to absorb the funds

at its disposal there is a high probability that the funds will go
T IR L1
mainly into consumption which might raise present welfare but with no

guarantee for higher welfare levels in the future or even the capacity

ek

URFIE LI

to sustain the present level, it

Ly . Ty

Methodolagy o
Using the functional budgetary allocation systom;lékﬁéﬁaiiﬂﬁéﬂ
allocations in consumption and investment activities will be determined.
The allocation will reveal the emphasis these countries are placing on
present versus future consumption and thus welfare maximization. In
the investment sector it will be necessary to disaggregate the expendi-
tures into expenditure on industry, agriculture, transport and communi-
cation in order to examine the effectiveness of the expenditures. Con-
sumption expenditures include health, most of education and others
vsuzlly subsumed under social services expenditure.2 No attempt will
be made to Took at efficiency issues because for social expenditures
efficiency analysis tends to be inconclusive and subjective. Further-
more, the paucity of the necessary statistical information for these

countries makes this approach almest impossible.

2This is the approach used by the U.N. and other international organi-
zations. James O'Connor in "Fiscal Crisis of the State" uses a
variation of this also. See, James 0'Connor, Fiscal Crisis of the
State, New York, St. Martin's Press, 1973, Chapters 4 and 5.

L e T R
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Aside from this general description of the nature of the study,
the rationale for several specific aspects of it should be outlined.
(i1 revenues are exogencusly determinéd, therefore the focus of the
study is an examination of the investment performance of the countries
in industry, agricutture, transport and communication, health and edu-
cation. Comparative analysis will be undertaken of these sectors in
all these countries. Where applicable U.N. figures were used.

The countries were chosen for four reasons:; .

(1) AN the countrics belony to the Organization of Petroleum

!

[
FRREI

S0
i

Exporting Countries (OPEC). | KERIE _

(2) Their level of devé]ﬁphant”énd ;06{51 Baékground are similar,

(3) The public sector is the major sector in these economies.

(4} Each of the countries has a relatively large population in
comparison to many of the countries in QOPEC. Nigeria (80-90 miilion),
Iran (36 million), Iraq (12 million), Venezuela (14 million}.

ATl four countries have achieved significant growth rates of their
ecnnom}?§erfﬁTﬁ’fﬁ; period chosen. MWithin the four country sample,
economic development varied from very rapid in Iran, rapid in Nigeria
and Iraq and mode}ate in Venezuela. Of the four countries. nn13mygne-

FLad

zuela has not been able to meet some of its growth targets in tﬁépﬁeriod
chosen. Even then its growth rate was quite high compared to many non-
01l LDCs. Each country performed differently in their development.
While some did quite well in agriculture, others did better in industry.
In all countries there has been a marked effort to improve human capital.
Nevertheless there are still important differences in perforumance in

this sector.




The sample countries allow, then, not just.a'Ebﬁﬁéfatiﬁe}§tuay;
but one in which there was considerable variance in overall performance
which implies some variance in the attempt to estab11sh bases for self—
sustaining development process. This preSents an 0p;ortun1tylf0r same
generalizations about the role of oil in meeting the diversification
strategy of oil producing LDCS Ne can also generalize about the llkely
effects of 'abundant' cap1ta1 on the deve]op strategy of LDCs as a group

Furthermore, by putting Irag in our sample, we have a comparison in

performance between a socialist oriented 1ess developed country and
: 3 B ST ’{ N

free enterprise Tess developed economies.,

Because the main emphasis of the study is on Nigeria, the time

horizon af the analysis had: to be hnnted to the years 1950-]976

Several factors dictated th}s ch01ce

0i1 was discovered in Nigeria in 1956 ahd.ekports began in 1958
but reached significant proportions only in 196]1. Vene;ue]q and [ran
were important producers as early as 1928. Iraq becamé'én;tmﬁortaht |
producer only in the early 1950s. However, in each of these nations
the 0il industry's contribution to the pub11c sect0r became 51gn1f1cant
anly in the early 1050#¢ For "lne\ud(inq p$v Qe f;vm Eurvboan.tow-
suring nations, the deterioration of balance of crude oil supplies in
the United States, the appedrance of marginal competition in crude oil
production, and cther phenpflena...combined with the insignificant
political influence of prod@ing countries, brought about the price
reductions of 1959 and 196{ and the creation of the QOrganization of

Petroleum Exporting countries that immediately fo]Iowed."3

3Taﬁ1 Pifai, The Pricing of Crude 011. FEconomic and Strategic Guidelines

for An International Inprqy P011cy New Ybrk Praegpr Putslishers, Inc.
1974, 1y 3. SRRy g




.o P

anfé 1960 the amount of revenues accruing fo these countries from
011 has increased annually. The seventies in particular are very sig-
nificant periods ofloil price changes and consequently qf massiye reve-
nue iﬁéreésés foh{thﬂéd COUntrTesL. Aﬂ.a'Fééult a1most%6;éfhiéh£'tﬁe1k
capital reserves ros€ beyond their absorption capacity. Thus to compare
Nigeria with the other countries we have to start with IQQQ,Eﬁ.;”*"J{

The upper limit on the time scale was dictaté&rb& fke.aVai]ability
of statistics. For almost all LDCs, basic statistics continue to be
very difficu]t tp_qbtajn:“ Furtherinore, Iraq - because of jts political
leanings - haé Bégﬁ‘1aggé;d in providing economic statistics except

through international organizations such as the World Bank and the

R oo

United Natfons. S T L
The péfibd chosen 1s 16ng;éhbugh'faﬁbFGQ{defﬁh ohbdftﬁﬁityh%or
these countries to undertake the type of projects that will give rise
to self-sustained development after oil runs out. Virtually all these
countries have completed three to four development plans or the fourth
one is in the process of implementation. Besides, by 1975 these coun-
tries had experienced a considerable period of growth in industria)l
activities which héve led to some structural changes in output and

emp]oyment. ' ] o . '.;, I[» SRRt _:L: b -

Uniqueness of the Study-igff;”;-fjjt

This study presents a comparative analysis of performance of the
economies of some OPEC countries. Many studies of these countries are
related either to a discussion of the 01l industry only or giving a
series of programs that have or are being executed. There has been no
conprehensive comparison of the performance of the economies of these

countries in spite of the importance of o0il revenues to their development
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egional

[

efforts. Furthermore, this étﬁ&y fs.ﬁof'r

i
i

.P {n;prpgrgtes cgqntries jn all the major regions represented in OPEC:
Middle Fast, Latin Averica and Africa. While most studies concentrate
on the amount of revenues these countries are collecting and their in-
dividual expenditures, there is a lack of comparative ané]ysis of ex-
penditures of OPEC member countries which is the diu; of this study.

Outline of the Study .-

The study proceeds as fo]]owé!

Chapter II reviews_the literature regarding the role of public
expenditure in the economny in the proééég.of welfare maximization. It
examines the reasons for public intervention in economic activities
with special reference to LDCs. An important reason for public inter-
vention is the fact that the privééé.éeé£orldbés:ﬁgt have the resources
for making the necessary investments. It also discusses very briefly
the various criteria of investment for development strategy. It is in
this context that such issues as balanced and unbalanced growth strate-
gies are discussed. The current discussion of 'growth with distribu-
+isn’ as being wore offective for welfare maximization has also been
discussed. This {s followed by a brief discuésion gf the 1iteraturg.pn
the role of oil in developing strategy for development. The emphasis
being thé coﬁvérégsn of 011 revenues into reproducible capital by under-
taking public expenditure in agricultu?e,:industry, infrastructure,
health and education. The last section of the chapter deals with

studies on oil in these countries in order ta”shaw how this study

difters from others. ""“?"7E53:””“1':*.i..: ' |
Chapter 111 provides background information about the countries

under study. This information covers mainly operations of these

RIS RN
PRI ERRLE R

PR



economies before and after the discovery of oi]; This is important to
understand the social and economic issues that must be taken inta con-
sideration in the process ¢f enhancing development in these countries.
The chapter also tries to provide a picture of historical evolution of
the economies of th&se countries.

. Chapter IV reviews the historical trend of 0il and non-0il revenue
levels. This brings to focus the increasing role of oil revenues in the
over-all revenue levels in these countries. By so doing, the dependence
of these countries on oil revenues is clearly shown. Cansequently, the
need to urgently diversify these economies is made clear.

Chapter V presents the methodology. This deals with the analysis
of consumption and investment variables as a process of we)fare maximi-
zation. It shows that if welfare is to be maximized after oil runs out
these countries must allocate more of their revenues for investment
activities now. Some curtailment of present consumption would be neces-
sary in order to achieve this. By putting more emphasis on investment,
consumption is postponed into the future. This assumes future welfare
maximization. But the effectiveness of investment depends on the
absorptive capacify of the economy. The chapter shows that whers 2b-
sorptive capacity does not exist, excessive Tuxury expenditures, waste
etc. will result.

Chapter VI deals with the use of o0il revenues in agriculture,
industry, infrastructure and human investment. This chapter analyzes
the effectiveness of public expenditure in the sectors listed above.
Since these sectors are the crucial sectors in the establishment of
viable economic bases that can replace oil in revenue generation, the
performance of public expenditure with regard to these sectors is very

important,
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With regard to the agricultural and industrial sectors, the first
issue is that of productivity in these sectors. This is measured in
terms of the trend in the index of output levels over the years. In
the case of agriculture the performance of the food sector becomes an
issue of considerable importance. In industry additional issues include
the type of industrial structures being developed and the nature of em-
ployment structure as a result of such industrial strategy. Of special
interest is the trend in the growth of production capacity through the
establishment of producer goods industries.

In the transport and communication sector the analysis is related
to the volumes of these fac lities available and their distribution in
the countries., The volume nakes these facilities more accessible to
the population of these countries. The structure is important in terms
of overall economic activities.

In the human investment sector, the analysis focuses on the inci-
dence of basic diseases such as malaria, dysentry, etc.; infant mor-
tality rates; and improvement in preventive medicine., In education,
literacy rates as well as the structure of skills evolving as a result
of educational expénditures are the issues of special interest.

Chapter VII analyzes issues related to problems of absorptive
capacity in these countries. This discusses foreign investments -
public and private - and throwaway expenditures i.e. expencitures thnat
merely waste the available revenues such as excessive military expendi-
tures, excessive luxury imports, etc. This involves discussing positive
steps undertaken to deal with sudden influx of oil revenues.

Chapter VIIT presents a summary and analysis of findings and con-
cludes by dyawbieg up a bew Tossons Hgervia conld tearn from the experi-

chcey ol Thee othiey ool e,



CHAPTER 11

REVIEW OF THE LITERATURE

Introduction

Rapid economic development is a principal goal of national policy
in all nations. The desire for economic development in LDCs results
from the need to increase income levels, enjoy the fruits of science
and technology, to break the cycle of poverty and of Tow productivity.
However, in LDCs the complex demand of the development process necessi-
tates planning and guidance by the state. Therefore public expenditure
plays a crucial role in LDCs in the process of development.

On the above premise, the public sector functions in some way
different from that of the developed market economies. For example, in
LDCs fiscal policy objectives are primarily long range, and include
optimizing capital formation and ensuring that investment is directed
into those fields where the social marginal efficiency of capital is
highest. '

In conventional market economies, the public sector plays a role
in the provision of public goods and services because the market has
failed to function properly or where there is a policy of rejection of
the relevance or outcomes of market processes because the private sector
is unwilling to make investments which promise large social gains.

Three factors lead to this phenomenon. One, there may be a sharp

z. B. Bangs, Financing fconomic Development: Fiscal Policy for Emer-

ging Countries. Chicago, The University of Chicago Press, 1964, p.
183.

1




12

divergence between the opportunity for private gain and social gain.
Two, returns from the investment may be too remote or too slow to
materialize to attract private investors. Three, the amount of invest-
ment involved in the project in question may be too large to be handled
by private investors.2
v In view of the above, liberal public expenditure theory has drawn
a distinction between a private consumption good and a public consump-
tion good.3 In this context, the public sector is expected to provide
only the public good, while private goods will be provided by the pri-
vate sector. Thus, expenditures for public goods are often expected to
produce non-appropriable outputs, i.e. a public good whose values
accrue to all whether or not they desire it, with the result that ex-
plicit analysis of the distributional impact, economic efficiency or
individual behavior response generated by the expenditure becomes very
difﬂ.“icuh'..‘jf Furthermore, where public outputs are appropriable, the
lack of market transactions to serve as a yardstick of value makes it
very difficult to determine the actual value of these public outputs.
Nonetheless, whatever economic structure or level of development
we are dealing with, it is a fact that “there is a large, relatively

stable and broadly uncontroversial government 'sector' of every econony
Y

Walter W. Heller. "Fiscal Policies for

)

Underdeveloped Countriez" in

vl "y Ve S 70 1% 1T YR»™e1° -PESS
- - - - - - - - . e = - ‘ e g

p. 8.

3
Paul A. Samuelson, “Diagrammatic Exposition of a Theory of Public Ex-
penditure." Review of Economics and Statistics, VYol. 37, 1955, p. 350.

4 i
Robert H. Haveman and Julius Margolis, Public Expenditure and Policy

Aﬂg%xsis. Chicago, Rand McNally College Publishing Company, 1977,
p. 3.
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in the world. The theory of marginal public expenditure takes as given
the legitimacy of government activity, and is concerned with choice
making of the public decision maker between competing demands for his
limited resources."§ Thus since the mid-1950's, public economics has
become concerned with the effect of public expenditures and other
pelicy decisions on the size and composition of the nations output,

the allocation of its resources and the distribution of its income.

It is with respect to the issues of growth and development that
public expenditures on LDCs has become most crucial. To achieve their
objectives, the public sector in LDCs has increasingly moved into what
may be termed "pure" private sector activities in addition to its con-
ventional role. For example, the public sectors in LDCs are actively
engaged in textile manufacture, cement, food processing, etc. This
implies that public investments in LDCs have gone beyond public capital
investments that cannot be provided privately because of widespread
enternalities or decreasing costs. It now includes non-externality
yielding capital formation. This trend has consequently strengthened
the role of the public sector in the economy.6 Thus, "a responsible
government in an uﬁderduveloped country must both choose among the
conflicting geals of action and make entrepreneurial decisions about

resource allocation."!

Sibid, p. 27.

6Richard Musgrave, Fiscal System. New Haven, Yale University Press,
1969, p. 69-90 and Jesse Burkhead and Jerry Miner, Public Expenditure.
Chicago, Aldine Publishing Company, 1973, p. 305.

?Jessu Burkhead, Government Budgeting, New York, John Wiley and Sons,
Inc., 1956, p. 464.
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This chapter reviews the literature on the role of the public
sector in the development process and the role of 0il in providing a

basis for development and economic diversification,

Public Expenditure, peve1opment and Welfare Maximization

As already stated, the goal of public expenditure in LDCs is the
d;velopment of the economy. The importance of this stems from the fact
that with development, welfare can be maximized as the level of output
of the economy increases. According to Krishnaswamy, "for all coun-
tries, the ineluctable e]ements in a development policy can be grouped
under two main requirements: (a) an enlargement of the supply of those
factors of production whose relative scarcity is inhibiting growth and
(b) attainment of a pattern of factor-use which secures the maximum
social net product."8 Given these requirements, the role of public
expenditure aspect of fiscal policy in LDCs has increasingly become
allocative. It is concerned with allocating more resources for invest-
ment and restricting consumption.9

With regard to investment, the public sector functions in deciding
which forms of investment to undertake to ensure that the role of arowth
of the economy is accelerated. This requires public expenditure activi-
ties on a broad base. Such a strategy ensures that the available capi-
tal in a given economy is directed into maximizing output capacity

leadirg to improved '.\fe]fare.]0

BK. S. Krishnaswamy, "The Evolution of Tax Structure in a Development
Policy™ in Government Finance and Economic Development edited by Alan

T. Peacock and Gerald Hauser, Paris OECD, 1965, p. BI.

gkaja J. Chelliah, Fiscal Policy in Underdeveloped Countries. London,
George Allen and Unwin Ltd., 1969, p. 44.

10p, y. Rosenstein-Rodan, Capital Formation and fconomic Development.
Cambridge (Mass.), The M,1.T7. Press, 1964, p. 8.
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In recent years the public sectors in LDCs have resorted to de-
velopment plans to enhance development. Through the use of national
development plans, the public sector spend funds in executing productive
investment to raise the role of growth of national income substantially
in excess of the riSe in population so that per capita national incone
increases. This implies that these public sector investments must pro-
vide for the most rapid growth of the productive power of the national
economy.ll

Planning strategy as used by the public sector in LDCs coordinates
three issues. One, allocating investment to assure the most rapid
growth of production; two, secure balanced development of the various
branches of the national economy; three, ensure efficiency in the use
of funds. To achieve efficiency in planning, targets to be achieved are
set. Such goals help to stimulate effective execution of development
plans. The offshoot of effective plan execution is increased output
which can lead to welfare maximization for the populations of LUCS.]E
For any developing country effective planning enhances the prospects of
insuring that public investment projects make the greatest contribution
toward the rea]izétion of long term economic progress. Through develnp-
ment planning the public sector can bring about the needed institutional

transformation for successful development.13

 § - ¢ . . y : "
Uzhizr Laznge, "Economic Davelopment, Planning and Internatioral (ocopse-

ation" in Leading Issues in Economic Development by Gerald Meier.
New York, Oxford University Press, 1976, p. 804.

125. Chakravarty and R. S. Eckaus, "An Appraisal of Alternative Planning

Models," in Capital Formation and Economic Development edited by P. N.
Rosenstein-Roden. Cambridge (Mass.), The M.I.T. Press, 1964, p. 138-9.

13Michae] P. Todaro, Development Planning, Models and Methods. HNairobi,
Oxford University Press, 1971, p. 4-6.
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The attempts to enhance growth and deve]opmeni through develop-
ment plans have led the public sector in LDCs to engage in a series of
margiial choices between different uses of factors or the combinaticn
of various factors of production. However, the growth of output per
head depends on the ®one hand on the available natural resources, anc
on the other hand, on human behavior. If growth is to take place, three
conditions must be satisfied. One, there must be the effort to econo-
mize, either by reducing cost of any given product or by increasing the
yield from any given input of effort, or of other resources. Two, in-
crease of knowledge and its application especially in the rapid accumu-
lation and application of knowledge in production, and thirdly, in-
creasing the amount of capital or other resources per head.14

Two broad approaches for enhancing development have been developed
to meet the above conditions. One, through capital formation, as exenm-
plified by national development plans in LDCs. Two, through increased
input of effort and skill by people. According to Arthur Smithies, the
type of growth primarily dependent on capital accumulation can be called
the Ricardian growth model, while the type dependent primarily on more
skilled effort the Malthusian growth model.'”

The Ricardian model, requires a much more rigorous limitation of
consumption than does the Malthusian growth model. For LDCs the process

of develoupment involves striking a balance between the two approaches

above. This is corroboroted by Bangs who states that "it would appear

‘4w. Arthur Lewis, The Theory of Economic Growth. Homewood, IL,

Richard D. Ivwin, Inc., 1955, p. 10-11.

15Arthur Smithies, "Rising Expectations and Economic Development.”

Economic Journal, Vol. 71, 1961, p. 255-72.
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that many of the LDCs in their development planning at least, hold an
implicit Ricardian concept of growth since they place such heavy empha-
sis on investment especially in the public sector. This does not mean
however that they accept wholeheartedly the other Ricardian prescription
e.q. about Hmiting‘consumptinn."16
. The implication of the above statement is quite clear. While in-
vestnent is being enhanced, consumption is also allowed to increase in
order to maximize the welfare of the people. But the influence of the
Ricardian view on economic development has led to the enlargement of
public sector investment outlay.

However, if investment is to lead to welfare maximization, an
effective method of categorizing public expenditure must be established.
This is most crucial because development expenditures must include all
growth inducing expenditures. A functional allocation of public expen-
diture is the most effective way of selecting investments that maximize
productivity and thus welfare in the economy. This is because such a
process "greatly improves the distribution of government resources be-
tween consunption and development purposes, and among the various
sectors of the ecdnonw."ly
Investment projects must be chosen in terms of productive effi-

ciency and improved economic organization, These issues are essential

because they affect the capacity to increase output in a given economy

IGRob:rt B. Bangs, Financing Economic Development. Chicago, The

University of Chicago Press, 1968, p. Z20.

]?HaSneed (0. Khalid, "Fiscal Policy, Developmwent Planning and Annual
Budgeting," International Monetary Fund Staff Papers. Vol. 16,
fMo. 1, March 1969, p. 65.
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and thus the ability to maximize we1fare.18 Enhéncﬁng development
through public expenditure also requires that governments ensure the
growth in productive capecity. For an increase in public expenditure
is justified only as long as the stimulating effects of adcitional ex-
penditure on productive effort including capital formation, lead to
wncreased total economic production. This is the best way for material
welfare to be enhancec:i.]9

As the functional budgetary process implies, the allocation effi-
ciency between consumption and investment in the budget must be the
guiding principle if accelerated growth rate is to be achieved.20 If
welfare is to be maximized, governments in LDCs must direct revenues
to effect maximum long run increases in output.QT

In seeking to increase output, it is pertinent to remember that
government investment especially in social overhead capital creates
external economies for both the public and private sector. For example,
improved roads, and rail transport lower the costs of shipping goods
and open up private investment opportunities. Electric power projects
will attract additional private investment and make further government

investment cheaper. Because of the importance of external economies,

"major emphasis should not be placed on the income-producing aspect of

18John H. Adler, "Fiscal Policy in a Developing Country" in Accelera-

ting Investment in Development Economies, edited by Agarwala and
Singh. HNew Delni, Oxford University Press, 1969, p. 415.

Yibid, p. a16.

20P.aja J. Chelliah, Fiscal Policy in Underdeveloped Countries. London,

George Allen and Unwin Ltd., 1969, p. 38-40.

1Jesse Burkhead, Governient Budgeting. New York, John Wiley and Sons,
Inc., 1956, p. 46hH.
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direct investment by government. The construction of publicly owned
steel mill to be operated at a loss may produce more external economies,
and indirectly and in the long run more government revenue than the con-
struction and operation ¢f a self-liquidating toll bridge.“22

This view has %lso been echoed by Walter Heller who states that
balanced economic development depends on assigning priorities to pro-
Jjects according to their contribution to productivity of the economy
rather than to their chances of being self 1iquidating.23 The central
issue therefore is the capacity of government investment to maximize
overall output in the economy rather than whether or not a project is
paying its way. However investments that maximize overall output of
the economy can also pay their way.

In summary we can say if public expenditure is to enhance develop-
ment and thus maximize the welfare of people in a given society, the
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el of ezpenditure and the
structure of the expenditure. Effort must be directed to those areas
that ensure overall increase in output of the economy in order to meet

current needs as well as future needs.

Investment in the Development Process

If 0il producing countries are to have a viable economic base when
oil is depleted, they must shape their investment strategies toward this

end. It is pertinent therefore to examine some of the investment models

221p-d., p. 471.

£3Ha ter Heller, "Fiscal Policies for Underdeveloped Countries,” in
Re.:dings on Taxation i1 Developing Countries, edited by R. M. Bird
and O, Gldman, Baltinore, The Johns Hopkins University Press, 1975,
[ .
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that have been suggested in the pursuit of developmént objectives.
Thé'prnblem of development has led to the formulation of various models
each placing emphasis on different aspects of the process. The strate-

gies put forward range from pure capital theory ana]ysis,24

to such

~ issues as unbalanced*growth, big push - balanced growth and so on.. - -
One thing shared by all these models is the association of development
strategy with physical capital either in industries or in agriculture.

The social structure of the developwent process thus seems to be neg-

lected or is p]ayed down cons1derab1y

{; BN

The Investment Cr1ter1a Models These mode]s have been put for-

ward mainly by Chenery, Galenson and Leibenstein and Otto Eckstein.
According to Chenery, investment should be based on the social marginal
productivity of capital in its various uses. O0On this basis efficient
allocation of investment resources is achieved only by equating the
social marginal productivity of capital in its various uses. MWhile

this leads to maximum vaiue of national product, the emphasis is on the
productivity of capital and not on that of other factors as well. More-
over, Ssector ana]y;is and their role on development are not considered

since emphazis is placed on aggregate output.. ..

B . P TER P o et

24R. S. Eckaus and touis Lefeber, "Capital Formation" in Capital

Formation and Economic Development, edited by P. Rosenstein-Rodan,
Cambridge (Mass.), M.I.T. Press, 1964, p. 83-7. Hollis B. Chenery,
“The Rpp11cat1on of Investment Cr1ter1a,“ Quarterly Journal of

Economics, Vol. 1953 and W, Galenson and H. Leibenstein,
“Tnvestment Cr1ter1a, Product1v1ty and Economic Development," Quar-
terly Journal of Economics, Vol. » 1955, p. 343-70. Otto Eckstein,

"Investment Criteria for Lconomlc Deve]opment and the Theory of
International Welfare Fconomics," Quarterly Journal of Economics,
Vol. 71, 1957, p. 56-85.
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. Galenson and Le1benst01n on the cther hand emphas1ze the concept
of 1nvestment.5a§ed on the marginal per capita reinvestment quotient.
This means the correct criterion for investment is that which maximizes
thglrole of savings and thus of reinvestment. With this approach, the
Eé;£:a116tdéion of *investment rescurces js achieved by equating the
«marginal per capita reinvestment quotient of capital in its variocus
uses. By so doing, future output is maximized because this quotient is
affected by factors that directly affect the productivity of labor as
well as the allocation of investment. This is achieved in the choice
of each un1t of investment which requires that a chosen investment unit
be that whlch w111 give each worker greater productive power than any
other alternative. As a result allocation of investment affects total
output disgribution of labor force, and social and cultural conditions

25

under which people live. ‘This investment model stresses the goal of

development as that of maximizing per capita output or average income

at some future point in tine.

Hence, this model sees the deve]opment process.in terms of putput
capacity only rather than a combination of increased output and the
1mpr0vement 1n the 11v1nJ standard of the people in general. MWhile it
is true that 1ncreased output is the first step in improving welfare,
the composition of output and the way it is distributed in an economic
system are equally crucial if gencral welfare is to be maximized. The

maJor drawback on this criterion is that it favors cap1tal -

e T R

_ éaWa1ter Galenson and Harvey Leibenstein, "Investment Criteria, Pro-
ductivity and Economic Development " Quarterly Journal of Economics,
~Vol. 69, 1955, p. 365. U I e -
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intensive prOJects even where labor 15 1n excess supp]y 26 o
Ecksteln however ca1]s for the use of the marginal growth contrl-

bution as a determinant of a project. T[he project which yields the

highe .t marginal contribution to the growth of output will zhus be

saelecied for mvestment.z7

For LDCs however poor data base fakss tPe
application of this criterion difficult. %0 Dofib fate Hoido

The implication of all these models is that investment should be
under:aken in projects that yield reasonably quick benefits. But as we
have seen, it may be necessary if welfare is to be maximized for invest-
ments to be made in projects that take quite some tzme to y1e1d benef1ts

but are cruc1a1 because of their overall 1mpact on the economy

The Big-Push Balanced Growth Model. This strategy for the develop-

ment of LDCs may be attributed to Ragnar Nurkse and Paul Rosenstein-
Rodan. The strategy places emphasis on the role of capital formation

in increasing the level of productivity in LOCs. Capital formation is

B B
R

thus seen as the best way to improve the low per capitanihEOmes 1niLDCs.
Another offshoot of the argument is related to market size. Because
markets are sma]] 1n LDCs, capital formation in manufacturing 15 11m1ted.
}“marmtng ¥y rhis strateqy what is needed is syncroniced 1*WI:c=tion of
capital to a wide range of different industries. By so d01ng, a country
can break the v1c1ous c1rc]e of poverty. ThiS w1}] ensure "that fac-

o

tor1es themse1ves as we11 as the ‘workers in them, caﬁ buy up all the

Gera]d Meier, Lead1nq Issues in Econom1c Deve1opment ! New York
Oxford University Press, 1976, p. 431. et

7Otto Eckstein, "Investment Criteria for Economic fJevelopment and

The Theary of International Welfare Economics." Quarteriy Journal
of Economics, Vol. 71, 1967, p. 65-69.
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produce either as intermediate goods or for f1na1 consumption. This
will render all investnents profitab1e.“28 The demand created through
this process is envisaged to solve the development trap.

The two assumptions of a closed economy and underemployed re-
sources which underTies this strategy, render the concept questionable.
LDCs are not closed economies, neither are resources as unemployed as
often imagined. It is conceivable that in LDCs competitive bidding of
factor inputs will raise costs and thus diminish the prospects for
economies of scale or the increase in national output. Moreover, in-
creased income may not be spent on domestically produced goods but in-

stead on food and 1mports.29

Therefore, the domestic industry may not
get the benefits expected. If the authorities decided to influence
domestic demand by restricting imports, they face the problem of infla-
tion if domestic supply fails to meet demand. In addition, the desire
to increase the supply of domestically manufactured goods may override
other needs such as housing, sanitation, medical attention and so forth
leading to the prospects of undue attention being placed on industrial-
ization.

If this strétegy leads to too much emphasis on industrialization

without corresponding attention on agriculture, it can lead to trouble.

To avoid such trouble, "the big push in industry may have to be

Zaw. F. Ilchman and R. C. Bhargava, "Balanced Thought and Economic

Growth" in The Political Econony of Development and Undnrdﬂvc1*“ ent,
ecitad by Charles K, Wilber. MWNew York, Random House, 1573, 2. 33.

™

(8
’P ter Kilby, Industrialization in an Open Economy: Nigeria 1945-66,

sk ridie st tne University Press, 1969, p. 346.
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accompanied by a big push in agriculture as well if the country is not
to run short of foodstuffs and agricultural raw materials during the
transition to an industrialized society that could perhaps obtain these
goods in exchange for industrial exports. Once this fact is admitted,
the balanced growth *doctrine sounds more like the orthodox theory that
gstructural change must rest on a foundation of raising productivity
within the existing structures...until real incomes have risen to a
Tevel which justifies structural change."30

However, the main weakness of balanced growth strategy is its
emphasis on the creation of complementary domestic markets as an in-
ducement to invest. It is not the only way by which markets can be
created. Markets can be created by import-restrictions, and where
possible, export expansion. And according to Paul Streeten, "the
absence of markets is not normally a serious obstacle to development;
even where it is, it is by no means the main obstacle and, in any case,
balanced growth cannot always remove it.“3]

The strength of the strategy is found in its stress on the in-
vestment package, on the need for coordination, and on the structure
of an investment éomp]ex. By putting stress on the structure of in-
vestment, attention is focused on the type of investment that is likely

to lead to increased output of a given economy.

Unbalanced Growth Model. According to Hirschman, deliberate un-

balancing of the economy in accordance with a well designed strategy is

308unjamin Higgins, Economic Development: Problems, Principles and
~_Policies. New York, W. W. Norton and Company, 1968, p. 334.

31

Paul Streeten, "Unbalanced Growth" in Accelerating Investment in

Developing Economies, edited by A. N. Agarwala and S. P. 5Singh.
tombay, OUxford University Press, 1969, p. 59.
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the best way to achieve economic growth.az While adreeing with the con-
cept of big push and thus the complementarity of investments, he argues
that LDCs lack the variety of resources to make the 'big push' possible.
“Its application requires huge amounts of precisely those abilities
which we have fdenti®ied as lTisely to be ir very limited supply in
underdeveloped countries."33 This implies that LDCs cannot simultane-
ously manage balanced investment in industry and agriculture. To solve
the problem, Hirschman suggested undertaking a big push in strategically
selected industries or sections of the economy. This concept thus em-
phasizes the need to induce investment decisions. "If certain parts of
the economy are made to grow, the shortages in the complementary parts
will create pressures for their agrowth also, forcing investrents to be
made. The areas which lead the development shoulc be sp selscizc that
investments in complementary areas are really compulsive rather than
permissive.“B4
On the above basis Hirschman suggested that investments in infra-

structure are not directly productive and should be restricted. Govern-

merss In LD0s should provide only the barest minimum of {nfrestructure
while private enterprise shoulg de encourzzer
productive activities. Efficient allocation of resources requires infra-

structure investment to lag behind productive investments.

32

Alyert 0. Hirschman, The Strategy of Economic Growth. New Haven, Yale
University Press, 1969, p. 36.

31bid., p. 53.

34

W. F. Ilchwan and R. C. Bhargava, “Balanced Thought and Economic
Growth," in The Political Economy of Development and Underdevelopment,
edited by C. K. Wilber. New York, Random House, 1979, p. 38.
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Moreover, he encouraged industrialization thrbugh forward and
backward linkages, the use of capital intensive technique of production
and the use of complex techniques in production such that if a break-
down should occur it would be serious and hence compel adequate mainte-
nance.35 The social® and administrative factors necessary for the adop-
tion of such a strategy could lead to serious problems. By stressing
manufacturing industries as the most productive investment outlets
there will most likely develop inadequate social overhead investments
especially in urban areas. Unemployment is also likely to increase
with the increased use of capital - intensive techniques of production.
Income disparities are also likely to widen.

Virtually, all the above strategies assume development basically
through industrialization. The role of agriculture is considerably
deemphasized. Furthermore, the products of these industries are sup-
posed to be consumer goods geared to urban centers which consequently
have limited impact on the total economy. Other factors which comple-
ment the development process are also neglected. This reinforces the
conzept that investment in such sectors as health and education are
CONSUTEr er;enditﬁres rather than seeing such expenditures as truly
essential for development to take place.

Thus it is important te stress that development is not only a

question of efficient allocation of capita].36 Neither is it only a
Slbid., p. 9.
36,,

By following the principle of efficiency in resource allocation,
especially if rates of return are used as criteria of efficiency,
many social productive investments will not be undertaken. It is
thus possible for the country to grow and have huge GHP levels in the
midst of poverty. See Mahbub ul Haq, "A New Perspective on Develop-
ment” in The Political Economy on Development and Underdevelopment,
edited by C. K. Wilber. Random House, Inc., New York, 1973, p. 2/0.
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question of industrial investment. Rather it is'a'process that involves
the transformation of physical and social structures of society. This
implies that development should lead to welfare maximization of all the
people in a given society.

If development is to take place therefore, increases in the welfare
f the poor have to be weighed against simple growth of GNP. According
to Irma Adelman, "the currently accepted definition of development
focuses upon the creation of conditions for self-sustained growth in
per capita GNP and the requisite modernization of economic, social, and
political structures implicit in the achievement of this goal.“37 This
implies that while investwent to raise the level of GNP is important,
the access to the material output is equally important.

Thus "the proper long-term goal of national development policy must
D2 tre successive relaxation of the systematic obstacles to the full
realization of the human potential of its members. The goals of economic
development are then twofold: To provide the material basis for achiev-
ing these objectives and to establish the economic conditions for re-
laxing the other barriers to self-realization (access to education, work

: : : . ; w38
satisfaction, status, security, self expression and power)."™

Through

this process individual welfare is maximized both now and in the future.
This new approach to development challenges the "grow first, dis-

tribute later," strategy because it has failed to maximize the welfare

of people in LDCs. The strateqy has been challenged because of "the

3?Irnw Adelman, "Development Economics - A Reassessment of Goals." The

American Economic Review, Vol. 65, No. 2, May 1975, p. 306.

NA
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marked failure of such a strategy to achieve real human progress in
terms of a decrease in poverty, increase in employment, and promotion

of more equitable income distribution.“39

In advocating welfare maxi-
mization, the current approach is growth with adequate income dfsfriﬁu-
tion. This is said®to be the cause of the rapid development of Japan,
South Karea, Singapore, etc. This approach requires a dynamic seguence
of strategies: {(a) R@dical asset redistribution focusing primarily on
land and the settihg up.of economic and political conditions to ensure
that subsequent economic growth is not benefiting one group more than
another, (b) Massive accumulation of human capital, ﬁkgr in eicess of |
current demand”%b;ﬁski11s, (c) Labor intensive growth techniques.40

The merit of this approach is that development is not seen on!y
in terms of max1m1z1ng investment levels leading to increases In the

level of GNP but that the benefits of development should reach everyone

in the system in order to maximize welfare.

PR

0il and the Development Process: Development Theory |

The relationship between 0i1 and the development process stems
frem the fundamental characteristic of o1l as a depletable resource.
But how soon a given o0il reserve gets depleted depends on the rate of
exploitation. Nonetheless the fact remains that some day the reserve
will be dep]eted It 1s this issue of depletion that raises the ques-
it of the proper utilization of oil ‘revenues to enhance the develop-

ment process R
5,, ..\-..=

Peter J. Henriot, “De9n1bpmén£ A?ternafTVOS. .Prob1éms, Strategies,
Values," in The Political Econpmy of Development and Underdevelopment,
edited by C. K. Wilber. New York, Random House, 19?9 p. 14.

40:hi4., p. 18.
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An economy depending on an exhaustible resource must create a
situation whereby the economy becomes self-sustaining in the absence
of the resource. This requires transforming the exhaustible resource

into reproducible capita].41

The rate at which this transformation
can take place shoutd be the determinant of optimal policy in extrac-
ting resources. However, conservation concepts also play a role in
determining optimal policy in extracting resources. Conservation as a
strategy in the development process results from the desire to increase
the life of the reserve because of the Timited absorptive capacity of
these countries. Given a price level of the depletable resource, in-
creased output can Tead to increased revenue accruing to a country.
But the important thing is the capacity to effectively utilize the
accrued revenue. Unless this capacity exists the accrued revenue will
just be wasted.
Conservation as a strategy has costs, namely, foregone present

consumption, the risk of the resource being absclete in the future as
a result of the development of substitutes; higher cost of investment
in the future, etc. "Resource conservation therefore raises three
issucs. First, is it possible that in using up one resource we Create
another of equal value? Secendly, how much would it cost to use up the
resource more slowly? And thirdly, how nuch do we weight the claim of

; : o el
future generations to consume when compared with our own claim?' 2

4]Darthd Dasgupta and G. Heal, "The Optimal Depletion of Exhaustible

Retources," Symposium, Review of Economic Studies, 1974, p. 4.

423. Arthur Lewis, The Theory of fconomic Growth. Homewood, IL,

Richard D. lrwin, Inc., 1955, p. 320.
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There is no doubt that exploiting a given resource provides the funds
for enhancing the development process. By so doing, exhaustion of a
mineral resource may leave a country in a much better position for
futur2» development through resource transformation. Thus oil can be
made to create resources as valuable as those which are being exhausted
but this does not happen unless a country insists that a large part of

the proceeds is to be invested in new resources for the enhancement of

deve]-ipment.43

The above argument is partly supported by Higgins who states that
if economic development implies a combination of embodied technical
progress and capital formation that leads to an increase in per capita
productivity, oil producing nations must accumulate enough productive
capital outside the oil sector and must also seek to raise productivity
enough in the non-oil sectors to offset the drawing down of oil re-
serves.44 To achieve this he goes on to show that oil producing coun-
tries should establish "decision functions" to which the whole planning
operation can be related. This implies deciding on the division of oil
revenues between immediate improvements in economic welfare and capital
accumulation. -

The above implies that a nation must establish the path of sub-
sidized increases in immediate welfare, and the development program of
the nation should be designed within the restraint imposed by this path

32 23 T2 maximize the stock of capital outside the petroleum sector at

44Benjauin Higgins, Economic Development Principles, Problems and

Policies. New York, W. W. Norton and Company, 1968, p. 836-838.
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the end of a given time period. Through the conversion of oil into

production capital, the lTimitation to growth due to depleting resources

46

can be offset. = By so doing the development of the economy will not

be hampered because alternative means of generating growth has been
established. This mddel therefore indicates that if development is to
be enhanced on the basis of a depletable resource, it must be converted
into reproducible capita1.4?

This stress on the diversification of the economic base rests on
the premise that it is imprudent for these countries to continue to
rely on oil to generate the required resources to meet the needs of the
economy. The danger of dependence on one resource stems from the dras-
tic drop in public revenue that accompanies falling prices of that
commodity. This happened for example in 1977-78 as a result of the
oil glut. Such a revenue fall can have very serious effects on the
economy in terms of causing delay or the abandonment of many develop-
ment projects. Furthermore the desire for economic stability compels
nations to diversify their economies in order to minimize their vuler-
ability to exogenous factors,

The diversif%cation strategy can further be strengthened by a
nation having a rough estimate of its export revenue in a given time
period. Such timing of export revenue will help to minimize any dis-

locations in economic activities due to changes in the price level in

Brpid., p. 833.

45Joseph Stiglitz, "Growth with Exhaustible Natural Resources: Effi-
cient and Optimal Growth Paths." Review Symoosium on the Ezonamics
o7 Exnzustible Rescurces, 1975, p. 122.

Y1bid., p. 128.
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the world markets. The timing of export revenue.shéuld also be reason-
ably synchronized with development programs in order to protect the
economy from the vagaries of world market price fluctuations.

Economic diversificat on requires that public expenditure en-
compass both capital® and so ial investments. This offers the advantage
of maximizing so:ial welfar. Capital investments in agriculture, in-
dustry and infra;tructure p ay crucial roles in the development of an
economy. Agriculture's rol in development involves the provision of
increased food s pplies, en arged agricultural exports, transfer of
manpower from ag “iculture t) non-agricultural activities, contribution
to capital formation and increasing -ural rat cash income as a stimulus
to industria11zation.48

Industrialization on the other hand contributes to development
through increased output leading to accelerated growth in i1 come and
higher levels of emp]oyment.qg The importance of infrastructure such
as transport and communication in economic development stems from their
capacity to link the producer with the consumer. A close relationship
exists between the volumes of transportation and communication and the

levels of economic activity. This close correlation results from the

qaBruce F. Johnston and John W. Mellor, "The Role of Agriculture in

Economic Development." The American Economic Review, Vol. 51, 1961,
p. 571-81.

flgGer‘ald Meier, Leading Issues in Economic Development. New York,
Oxford University Press, 1976, p. 659.
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fact that most economic activities are possible 6n1} if infrastructure
is available to make them 50.50
Lastly, human capital is very crucial in the development process
because human beings are the active agents who accumulate capital, ex-
ploit natural resoufces, build social, economic and political organiza-
tions to give rise to national development. As Leibenstein has shown,
the purpose of human investment especially in education is the creation
of skills and of entrepreneurs. These entrepreneurs whether in industry
or agriculture must "be able to perceive (1) buying and selling oppor-
tunities in different markets, (2) the possibility of transforming in-
puts into outputs and (3) determining that activities (1) and (2) will

be profitable."sT

The crucial thing is that human investment increases
productivity of Tabor and thus increases output levels leading to in-
creased capacity to maximize welfare in a given economy,

Literature on the Role of 0il1 in the Developnent of Countries
Included in This Study

At the outset, the following general statement can be made for all
the countries under study. Most of the studies on oil have concentrated
rore on the role 6f the industry in providing revenue to the public sec-
tor. Other specific issues with regard to each country will be explained

below.

50Kuhn. Tillo E., "Transport and Communications Systems Planning for

Reconstruction and Development,"” in Reconstruction and Development

in Nigeria, edited by A. A. Ayida and H. M, A, Onitiri. Ibadan. Niger-
ian Institute of Social and Economic Research, 1970, p. 458-59 and
Wilfred Owen, "Transportation and Lconomic Development.” The American
Economic Review, Vol. XLIX, No. 2, May 1959, p. 180.

51Harvey Leibenstein, General X-Efficiency Theory of Economic Develop-
ment. New York, Oxford University Press, 1978, p. 46.
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The major studies on the role of 0il in Nigeria have been the
works of L. H. Schatzl, Scott R. Pearson and S. A. Madujibeya.sz
These works deal mainly with the oil industry and its general contribu-
tion ‘o the economy such a: the provision ¢f employment and the indus-
try's purchase of lgtally produced goods and services, etc. No study
has tried to examine in any detail the effectiveness of oil revenues
on public expenditure. Only a little reference has been made by
Madujibeya to the role of 0il in providing funds for the Second and
Third iational Development plans. There has been no attempt to empha-
size the exhaustible nature of oil wealth and to relate this to the
need to spend oil revenues effectively to insure future generations of
revenue when o0il runs out.

Moreover there has been no attempt to relate the availability of
the revenue to welfare maximization and thus to development as it
affects the masses in order to create the basis for self-sustaining
development. Where a passing reference to development process result-
ing from oil has been made, most of the time the discussion concentrates
on the growth in revenue. And the Nigerian situation has largely been
discussed in isolation in spite of the influence of other countries’

performance on Nigeria given Nigeria's membership in OPEC.

52L. H. Schatzl, Petroleum in Nigeria. Ibadan, Oxford University

Press, 1969. Scott R. Pearson, Petroleum and the Nigerian Economy.
Stanford, Stanford University Press, 1970. S, A, Madujibeya, The
Nigerian Petroleum Industry: 1ts Development and Economic Signifi-
cance. Unpublished Ph.D. Thesis, University of London, 1969, and
"0i1 and Nigeria's Economic Development," African Affairs, Vol. 75,
No. 300, July 1976, p. 284-316. Keith Panter-Brick (ed.), Soldiers
and 0il. Totowa, Frank Cass Company, Ltd., 1978.




In the case of the other countries, starting with Venezuela,
there have been more works relating oil and government expehditure in

the process of deue]opment.53

In some cases a specific sector is chosen
such as employment, and attempts have been made to relate this to over-
all development of the country. In some cases the historical evolution
of the industry and its foreign relations were dwelt upon. In dealing
with the development process emphasis has always been placed on the
creation of physical structures. Human investment have not been given

due attention. As a result the studies have not been comprehensive.

Mareover, the effect1veness of pub11c expend1ture has not been 1nvest1—

gated in any deta11

| .__.' \, v
e ey B ! RN e

The studies by Salazar Car1110 and Mostafa Haséan are probab1y
the most detailed studies relating oil to public expenditure. However
even these studies have not been comprehensive enough in dealing with
the issue of 0il1 exhaustion and welfare maximization. Thus no emphasis
is placed on the necessity to maximize the effectiveness /:f qovernment
expenditure to insure the availability of alternative sou-ces of
revenues when oil runs out. -“';5i ;ﬁi?£1;;tQ R I

The literature on Iran is quifc substantial. The discussion oﬁ
0il as in the other countries has concentrated more on th: industry and
its overall performance. However, Tred Halliday's discusi:icon has been

; ; . s I :

53Phi]ip B. Taylor {Jr.), Venezuela: 1969 Analysis of Prggregs.

Washington, D.C., The John Hopkin; University, 19/1. Jorge Salazar-
Carrillo, il in “the Economic Dev s s1opment of Venczuela. MNew York,

Praeger Pubtishers Inc., 1976, Fred D. Lovy, Jr., Econimic Planning
in Venezuela. New York, Praeger Publishers Inc., 1963. Mostafa F.
Hassan, Economic Growth and Employment Problems in Vene:uela: An
Analysis of an 011 Based Economy. New York, Praeger Puslishers Inc.,
1975. Franklin Tugwell, The Palitics of 0§l in Venezue1a Stanford,
Stanford University Press, 1975. - -
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Fy

nat10na11zat1on c0mpensat10n and so forth. 5 After the overthrow of
Kassem Reg1me in 1963 much attention was focused on the p011t1ca1 tur-
moils that Tollowed. Other studies have tried to re1ate government
expenditure uith_the growth in structures especially in industry., s 70
Edith Penrosé Ha;“triéd tulfelate public expenditure to development
but the study lacks the stress on exhaustible nature of oil and its
implication for welfare maximization. el e

The 1fté§é£ﬁ?é"bﬁ'iraq therefore has not related revenue and the
consequent public expenditure to welfare maximization. There is v{f;'
tually no duscu551on w1th regard to the effectiveness of oil revenues
in the deve]opment of a]ternat1ve sources of revenues when oil runs
out._us&?ﬁ*"J'hnﬁﬁum”' SRS

For aI] the countries, the major weakness in the of? Titerature
has been théﬂlaeﬁ'of ubmpérative analysis in expenditure patterns_ju._
order to draw lessons from other countries. Emphasis continues tu be
placed on the role of industry in yencraling revenue but neglecting a
comprehensive study of the effectiveness of the use of revenues. And
in dealing with development issues, emphasis continues to be p1a¢ed on
physical 1nve5tment structures w1th Lhe consequent neglect of human

1nvestment

5°Fah1m I. Qubain, The Reconstructign of Traq: 1950-57. London,

Stevens and Sons Ltd., 18G8. fHoward S. ET1is, Private EnLerprise and
Socialism in the Middle Fast. Washington, D.C., American Enterprise
Institute for Public Policy Research, 1970. H. Charles Treakle,
The Agricuitural Econony;pf Iraq. Washington Foreign Regional Anal-
ysis Division. Economic Research Service, USDA, 1966. Kathieen M,
Langley, The Industrialization of Iraq. Cawbridge, Harvard Univer-
sity Press, 1961, Edith and E. F. Penrose, lrag: International
Relations and National Deve1opment Goulder, West View Press,
1978, ... . :
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This study specifically goes beyond the issue of revenue accrual
to the public sectors of these countries. It seeks to examine how
these revenues have been usad to maximize welfare longer than the life
of oil. By comparing the p:rformance of these economies some lessons
could be drawn with Yegards to the effectiveness of their expenditure

strategies.

Conclusion

For LDCs public expenditure is a very important way of enhancing
development. Hence the Fvailabiiity of revenue to the sector plays a
crucial role in determininc how fast the development process can take
place provided that the furnds are spent effectively. The introduction
of planning has been an attempt at streamlining the expenditure process
so as to achieve specific targets at certain times. Planning has
helped to give directions to these economies.

As indicated, because of the responsibility of enhancing develop-
ment rests with the public sector, both the level and structure of in-
vestment have attracted atiention in public expenditure structure. The
Tevel is principally deternined by the amount of revenue a country can
mobilize assuming a given ¢bsorptive capacity while the structure is
determined by the type of cconomic base a nation wants to establish.

In spite of these considerations, all LDCs accept that for development
to take place government expenditure must encompass both consumption
and investment activities.

The investment aspect ensures that future revenue gencration of
the economy is enhanced. o this end, investment must encompass a

variety of fields including both physical and human capital. This is
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essential because one without the other is not sufficient to ensure
economic growth and thus the development of these economies. The crux
of the matter however is not whether to pursue balanced or unbalancec
development. Rather through investments countries can establish viable
economic bases for the future. For o0il producing countries, by diver-
sifying their economic activities through investment in both physical
and human capital, strong economic bases can be established that will
be capable of generating the needed revenues for these economies when
0il gets depleted.

Studies therefore should address how effective the uses of
revenues have been, basicd on comprehensive activities, rather than
looking at a single activity or how much revenue accrues to the public

sector from the oil industry.



CHAPTER I1II

SOME BACKGROUND INFORMATION ON THE COUNTRIES
o UNDER STUDY

Introduction

To understand and analyze the development effort of the countries
under study we have Lo be aware of the physical and social environment
of each. This requires a brief discussion of some of the factors that
have helped to shape these nations. By so doing we will bring into
focus the structures of current public expenditures and their influence
on welfare maximization. This discussion will establish the position
from which each of them embarked on its development effort. Although
there are many social and physical aspects which contribute to develop-
ment process we will concentrate on those which are deemed to be most
important for our purposes.

One of the most important social factors is the political system
because it affects the pattern of land ownership as well as the means
cnczen to implement economic policy. Land ownership is very important
because of its effect on ajricultural investment and consequently on
productivity. As will be shown in Chapter V1, Nigeria's experience
differs from that of the other countries. Until recently, three of
the countries, [ran, Venezuela and Nigeria have had similar political
systems. The revalution in Iran prevents us from a detailed description
of the current scene. However, during the period of our analysis all

three countries have had a mixed economy. Private enterprise was

40
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stressed, but the government controlled the decisions in many sectors
of the economy. MNigeria has been independent for only 20 years,
Venezuela gained independence in 1821 and Iran has been an independent
country for the past several hundred years. Iraq, which gained its
independence in 1932 has had a socialized economy since 1958.

. Geographically and climatically these countries share certain
characteristics. Iran and Iraq and to a lesser extent Nigeria are
arid countries which influences the developunent of agriculture espe-
cially in the area of irrigation. General topography influences the
development of a road network and other means of transportation as well
as population distribution. Population distribution influences the
distribution of amenities 1s well as economic activities which further
affects the urbanization structure in a country. The following section

will look at these factors in some detail.

Background Information

Nigeria. Nigeria covers an arca of 924,000 square Kilometers (a
bit bigger than Texas and Oklahowma combined) and is situated cormpletely
in the tropics. 1t is a Federal republic and currently has 19 states.
Lagos (the capital) area came under British rule in 1862. But the rest
of the country did not come under British rule until 1902, This led to
the establishment of two protectorates (north and south), which were
amalgamated in 1914 to form present Nigeria. Up to the date of inde-
pendence (October 1, 1960) the country had three regions - north, east
and west, with the northern region being two-thirds of the country both
in size and population.

The country has a wide range of rainfall levels from about 25

inches in the extreme northern part of the country to 80 inches in the
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extreme south. The country has tropical rain forests in the south with
open woodland and savannah in the north. The country is traversed by
two main rivers - the Niger and Denue. It has little mountainous
areas. QOver 70 percent of the population lives in rural areas. The
society in rural areas in particular, is strongly tied to the land, and
Jand ownership is mostly communally based. The land tenure system has
ensured a significant measure of equity in land distritution.

Given the geographical set up, and the fact that most of the
population lives in rural areas, the economy of the country has been
based on agriculture. Over the years there has developed a clear
agricultural specialization in the country. The north being grassiand
produces mainly annual crops such as ground nuts, cotton and cereals.
The south on the other hand produces tree crops such as cocoa, rubber,
palm trees (for the production of palm oil) and tuber crops.

Agricultural export commodities were Lhe backbone of the econony
up to the early 1960s. The principal export crops were around nuts,
cotton, cocoa, palm 0il and kernels, and rubber. The public sector
derived funds for budgetary allocations from duties imposed on export
of these goods as well as Marketing Board surpiuses generated by the
difference between world market prices for these commodities and the
prices paid to farmers by the boards.1 Additional public funds were
generated through duties imposed on imports that were made possible by
reserves accumulated through agricultural exports.

The role of duties in public revenue generation presented pelicy

makers with continuing problems with regard to revenue allocation

]P. T. Bauer, West African Trade. A Study of Competition, Oligopoly and

?gpgpo]y in a Changing Economy. Cambridge (Eng.) University Press,
954,
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between the various regions in_theﬂpountry. Startiﬁg in the 1980s, |
the derivation principle Béc;hé.fhe cornerstone of the revenue alloca-
tion formula. The impTlication of this being that the region from which
most revenue was derived got more revenue from the central government.2
The price levels of the various agricultural commodities on the world
market had a direct influence on revenues allocated to the region(s)
from which they were derived. When world prices of certain commodities
were high the region(s) from which they were produced received more
revenue and vice-versa. This approach was carried over after indepen-
dence. The cont1nu1ng controversy over revenue allacation and the
lopsided federal structure with one region constituting over two-thirds
of the country, led to breakdown in political stability which led to a
miTitary coup in January 1966. The military from this point became an

important force in the determination of both political and econowic

trends of the country. The army handed over power to an elected

government on October 1, 1979. ;af-';;ir;;-' . _- _r:?fﬁfﬁ
The N1gerian econonw has always funrt1onedlaloﬁq th; Free enLcr;.
prise system with the government providing necessary complementary
support as the neéd arjses_qr the provision of facilities to enhance
the performance of thelecﬁrdﬁrr The appearance of the military on the
political and economic scenes did not change this basic structure.
The military came to power just about the time 011 was beginning

to contribute'sighificant1y to public revenue. In Nigeria oil was first

'_\-_'?.

2 _ S e el e _
For deta1ls of the historical evolution gf the revenue allocation
issue see 0. Dina, "Fiscal Measures™ in Reconstruction and Develop-

went in ngerma edited by A. A, Ayida and 110N ﬂ Un1L1r1. {badan,
Oxford University Press, 1969, p. 34-95. e .
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discovered in 1938. This was followed by sporadic drilling and it was
not until 1957 that commercial crude oil production started in the
country. The industry was developed by foreign companies from Britain,

the United States and Italy. By the mid-1960's, French companies be-

3

came involved.” Theeexploitation of oil therefore was a foreign concern

for most of the history of the industry in Nigeria. Effective public
participation in oil production started in 1974 with a 55 percent
government participation. The participaticn rate is currently 60
gercent. Tha emercarce ~F 211 &5 2 significaas caatributor to pubifc

- - -t =ik - - - -

revenue intensified the squabbles over revenue allocation and power
distribution in the country. This eventually led to the Nigerian civil
war with the consequent entrenchment of the military in the political
system of the country.

The civil war ended in January 1970, and this period was followed
by massive development expenditure to reconstiruct the whole economy
especially the war affected areas under the auspices of the Second
National Development Plan 1970-74. The strateqy was to give the nation
a balanced development outlook with special emphasis on revitalizing
those arces dircelly affected by the civil war. The massive growth in
oil revenues beginning in 1973 has transformed the revenue base of the
country and thus its development prospects. From a country barely able
to meet its import needs, ‘he country now has the revenue to meet
massive imports of necessary inputs for development.

As a result of the oil induced development a considerable amount

of indigenous entrepreneurial capacity has been developed which the

3L. H. Schatzl, Petroleum in Nigeria. Ibadan, Oxford University Press,

1969, p. 1-60.
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government has sough} }o enhince\recently through the government spon—
sored 1ndlgenxzat1oo scheme. Thos many N1ger1an bus1nessmen are f0und
in medium size construction projects, services and 1ight manufacturing.
0i1 has alsc placed agriculture in the position of a net receiver of
funds from the publit sector. Revenue from agricultural exports are
not as important relatively as they used to be. ;iiqf%"éfwa“imTkV&'
For the ecanomy as a whole, the seventies have peeﬂ_e_decode of
boom compared to previocus years. 01l revenues have méée“ké“ﬁbéé?b1e
for the government to launch big expenditures in both physical and
social programs. For example the government has launched the Universal
Primary Education Scheme and has substantially increaseo inJebeolute
amount other expenditures in human investment. And the Third National
Development Plan {1975-80} costing about $35 billion 15 1n Tts‘last o

stages of implementation. These levels of expend1ture woqu not have

been possible in the absence of 0il revenues., . _:_”11*

Co

iiéﬁg. iran cOvors.on arca.of 1;65 mi111on.equereiﬁfio&e%erg:
During the period under study, Iran was an absolule menarchy in which
the Shah was the roya] head of State, the head of executive government
and the real source of legislative power. In March 1975 the Iran{an;'
constitution of 1907 was modified to consolidate the monolithic unity
between the meonarchy on the one hand and the State and the government '
on the other, making Iran a single party political state. Th1s was
aimed at facilitating the Shah's control over the development process.

The social structure confers prestige and power depend1ng on the
degree of one's closeness to the central government .Thus urban e]ites
have more power than rural elites. The ownership of land used to be a

necessary factor in acquiring power. In the days of the Shah, the
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closer one was to him, the higher ones status. The extended family
structure is very strong. And families seek to establish their influ-
ence through spreading their membership in the cadre of professional
men, businessmen, and statesmen. The society was divided into three
classes referred to %as first, second and third levels of society.

Membership in each class depends on how close one is to the center of

power.4

Geographically, the country is made up of a large central plateau
UV otndedt on Ehiee sides by roguged mounfa b innq»n." Most of the Tand
area i dosort and wacclo, Aot 10 poveent ol The whale i cvopland
and 18 percent torest and pastures. Anndal vaintall range s wide trom
0-2 inches in the central desert to about 50 inches in the mountains
of the west and southwest.6 The scanty rainfall is adequate for grain
production. While many different crops are grown, wheat and barley are
the staple.

The inadequate rainfall has been a wajor factor in agricultural
activities in the country. For this reason qanats (underground water
channels) have traditionally been used for irrigation purposes. Drauant
and floods after sudden storms have contributed significantly to crop
failure. In addition to climatic conditions, "the size of the country,

and the difficult nature of the terrain also necessitate heavy expendi-

; . ; " N
ture on communications, a sine-qua-non to any agricultural development.

4Richard F. Nyrop (ed)., Iran: A Country Study. Washington, D.C.,
The American University, 1978, p. 154-170.

sjyig., P. Xv.

6£hsan Yar-Shater, Iran Faces the Seventies. New York, Praeger Pub-
lishers Inc., 1971, p. 5-6.

/Ibid., p. 7.
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Until recently most of the population was living in rural areas. Cur-
rently, the population is about evenly divided between urban and rural
areas. About 30 percent of the work force and over 75 percent of total
population probably derive their living from agriculture and stock
raising. Therefores agriculture was the major source of income of the
country befere oil. Revenues from agricultural exports and indirect
taxes were the basis of public expenditures.

The central role of agriculture gave rise to a strong landlord
based land tenure system in the country. Land ownership as a result
gave social prestige, wealth and political power. There were four main
groups of large absantee ﬁand owners.

(i} The ruling family and the leading menbers of government
(both military and civil). This group obtained their lands through
conquest, inheritance, gift, purchase or during the course of office.
The landlords were for most part absentee landowners.

(i1) Community leaders. These also acquired land the same ways
as above. They too were usually absentee landlords.

(iii) Members of the religious classes, Their landed properties
were acquirad through qrants and pensions from the Stats, inheritance,
purchase and the usurpation of religious property.

{iv) Merchants. Their property derived from purchase and some-
times from their transactions as money 1enders.8

In this system, the peasant farmed the land and the relation be-

tween landlord and peasant was based either on a crop-sharing agreement

or a tenancy agreement. The land tenure system led to stagnation in

81bid., p. 9-10.
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agricultural production because neither land owner nor tenant farmer
had much incentive to increase production by using new farming tech-

niques.g

Moreover the landlords made no effort to provide adequate
inputs or infrastructure such as roads, irrigation facilities, etc. A
land reform introduted in 1962 as part of the Shah's White Revolution
aimed principally at giving ownership of land to the peasants. By so
doing it was hoped that the peasants would be motivated to invest in

land and thus improve agricultural productivity.}o

It is doubtful,
however, if the land reform has worked.
A1l that the reform did was to extend state control over land
with very minimal advantage to the peasants. "Land reform...instead
of creating a productive and independent peasantry...led only to further
consolidation of the powers of the state over the rural scene... It was
the central government rather than the peasant farmer that had gained
at the expense of the unseated land'lords."H
In view of the stagnant nature of agriculture before the advent
of 0il, the meager resources derived from agricultural exports were not
sufficient to provide the needed resources for development. This was
s0 despite Iran's attempts to improve the quality and quantity of manu-
factures by artisans and craftsmen. Cotton and cotton goods were
deminant exports. Until the early 1960's the country remained predomin-

antly agricultural.

gﬂichard F. Nyrop (ed.}, Iran: A Country Study. Washington, D.C.,
The American University, 1978, p. 33b.

“Jﬁlgi., p. 338-9 and Ismail Ajami, "Agrarian Reform, Modernization of
Peasants and Agricultural Development in Iran" in Iran: Past, Present
and Future, edited by Jane W. Jacqz. New York, Aspen Institute for

Humanistic Studies, 1976, p. 131-157.

MRichard F. Nyrop, Ibid., p. 340.
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0i1 was discovered in 1908 at Masjed-Sulaiman. This led to the
formation of the Angio-Iranian 0il Company for the exploitition of the
reserve in 1909. This company was basically a British Comiany. Diffi-
culties over exact payments to the Iranian government by tae company
led in March 1951 tv the nationalization of the oil industry throughout
+Lhe countrymlz The result was a temporary standstill in oil production.
Development of production did not start until 1954 as a result of an
agreement in October of that year between the Iranian government, the
National Iranian 0il Conpany and a consortium of eight international
0il companies.

Until 1925 0il revenues went primarily into the private purse of
rulers. It was Reza Shah who incorporated oil revenues intc a budget
to finance government expenditures especially development projects.
Thus under the Pahlavi dynasty (Reza Shah and Mohammed Reza Pahlavi)
the government became primarily committed to industrialization. 0il
money was used to induce rapid modernization of the economs as covern-
ment planners were wade to place cuphasis  on manurnrturing.l

From the 19504 on, the role of oil an Lhe cconomy continued tr
grow displacing agriculture as a source ot public revenue ror meating
capital imports for development. The revenues that have accrued to the
country have led to massive development plans with big expendilures on

physical and human programs in order to induce rapid development.

lzdahangir Amuzegar and M. Ali Fekrar, lran: Fconomic Development

Under Analistic Conditions. Chicago, The University of Chicago
Press, 1971, p. 15.

Bpichard F. hyrop (ed.), Iran: A Country Study. Washington, D.C.,

The American University, 1970, p. 263-7.
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Since 1977 however, the massive social transformation generated
by huge public expenditure coupled with political suppression led to
the current revolution in the tountry. As a result of this political
instability, the growth rat: of the economy has been stunted consider-
ably. This has an fmportant influence on this study. All results we
will derive are historical in that they do not tell us what is current-
1y happening in Iran. In fact there is hardly any economic growth in
Iran at the moment. This also indicates considerable set back for Iran
in its attempts to establish alternative sources of revenue when 0il
runs out. Consequently, with regard to welfare maximization prospects,
the economy is currently less capable of a hieving that than in the

pre-1977 period.

Iraq. Iraq covers an area of 435,000 square kilometers., It is
made up of old Turkish provinces of Basrah, Baghdad and Mosul which
became a mandated British territory in 1920 after the defeat of the
Ottoman empire at the end of World War [. Its statehood began with

the establishment of a monarchy in 1932 wilh the machinery of -2

=

sentative government under a constitutional monarchy. Under the
Loitiun mantate two pulitical trends developed thal influenced tne
trend of political developments after independence. One, a moderate
lraqi nationalism emphasizing the importance of economic and political
development. Two, a militant Arab nationalism "strongly attacking the
mandate as a remnant of British imperiaIiSm.”]4

The diametrically opposed views of these two groups led to con-

siderable political instability. For example, between 1932-1939 there

]“Edith and £E. F. Penrose, Iraq: International Relations and National

Development. Boulder, Westview Press, 1978, p. 82.
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were 12 cabinets. As disorder continued and civilian governments failed
to establish effective parliamentary institutions coupled with the sup-
pression of civilian expression of opinion, the army took over power in
1958. According to Edith Penrose, the Iraqi revolution of 1958 was due
to the performance®of the monarchy as shown by the resistance of members
.of the royalty to social reform, the dissolution of political opposition,
aligning Iraq with the West, exclusion of diplomatic and economic rela-
tions with the communist countries and their opposition to newer cur-
rents of Arab nationa]ism.]5 From this point subsequent governments
tried to mix Arab nationalism with a commitment to socialism.
Geographically, lrac too has very extensive desert areas., In the
late 1960's only between 15 and 18 percent of the total area was agri-
cultural land. The country can be divided into four main zones: the
desert in the West and Southwest; the rolling upland, much of it very
dry, between upper Tigris and Luphrates rivers; and the alluvial plain
through which the lower Tiqris and Euphrates flow. Four the country as
a wnole except in the north and northeast highlands, mean annual rain-
fall ranges between 4 and 7 inches. In the mountains rainfall in some
placas reach 40 inches a year. Unly one crop a year can be grown on
non-irrigated land.]ﬁ
In spite of the arid nature of the country, agriculture was the
backbone of the econowy before oil. Agricultural commodities included
wheat, barley, dates, cotton and sorghum, The wost important agricul-

tural exports were dates and cotton. The foreign exchange earned from

Bibid., p. 199.

jbror more details see Harvey H. Smith, et al., Area Handbook of lraq.

Washington, D.C., The Anerican University, 1971, p. 15-17.
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these agricultural exports provided the funds for capital imports for
the development process of the country. But these funds were not sig-
nificant. For example total government revenue rose moderately from
an average of slightly over $12 million a year in the period 1931-35
to only 574 million a year in the period 1946 to 1950.]?

Until the 1950's, state revenue was too small to finance inte-
grated large scale development programs. For this reason, agricultural
techniques remained poor leading to low output and productivity. Given
such a condition there was virtually no industries of any significance
and there was serious disquised unemployment in the rural areas. Most
development efforts at this time concentrated on providing rudimentary
infrastructure such as river control and water storage. Because of the
central role of agriculture, all efforts of development were geared to
increase its exports. Thus the land and water resources were the back-
bone of the economy before the coming of oil.ls

A rigid landlord land tenure system developed in the agricu1turaT
sector, To improve the agricultural performance, a land reform was
undertaken in Irag in 1958 as part of the revolution with the aim of

increasing agricultural productivitv, raising the level of living of
vl on fatd- A ne Y aenred ' PP e Ehe o Pt E

b Pheoe e beane b e ebtec b oo preodog trvity has gl heon

Ve dith and E. F. Penrose, Ibid., p. 150. *

Besnim 1. Qubain, The Reconstruction of Irag: 1950-57. New York,
Fraager Publishers Inc., 1958, p. 1/-30 and International Bank for
Feconstruction and Development (IBRII); The Economic Development of

lraq. Baltimore, The Johns Hopkins Press, 1952, p. l.
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significant. A significant problem is the harassment of peasants by

state agencies.]g

0i1 was discovered in Iraq in the 1920s. Thus at independence
0il had already been discovered in the north but there was little ex-
ploration in other parts of the country. At the initial stages, Iragi
oil was developed mainly by British and French companies under the
auspices of Turkish Petroleum Company (TPC). The ownership structure
was as follows: Britain /0 percent, France 20 percent, and Iraqi
government 10 percent. After independence the Iraqi Petroleum Company
(IPC) a consortium of companies from Britain, France and the U.S. was
formed. It became the principal company in the oil business of Iraq.
Continuous conflict between the company and the government over lease
holdings and royalty payments and the development of alternative sources
of petroleum kept both production and government revenues from oil low.

Serious efforts at development of the economy were not undertaken
until the late 1950':. and carly 1960's when oil began to contribute
substantial amounts to public revenue. In addition to oil, the social-
ist trend that was unleashed in the economy beginning with the 1958
revolution affected the development process. According to the Iragi
Minister of Planning (1970) Rashid Al-Rifae, because of the urgent need
to transform the econony, the economic backwardness of Iraq could not
be overcome by traditional means of development.20 Iraq therefore
adopted scientific centralized planning method whereby better exploita-

tion of economic resources may be ensured and the objectives of

19500 Economist Intelligence Unit. Annual Supplement, 1977.

zoRepuhlic of [raq. lraq: MNizarat-al-Talechtit. (Progress Under

Planning in lraq), Baghdad, Ministry of Planning, 1971.
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sufficiency in production and justice in distribution can be attained.
Since 1968, therefore, the economy has been organized through compre- -
hensive planning in order to achieve socialism. This has involved
organizing the econony according to principle of specific specialization

whereby individuals are required to specialize in certain productions by

the state.  ..0°

;

énezue1q;..ﬂéﬁéiﬁé1a'coﬁer§.§12,000.éﬁuare"kiioméééfs;z ahout the
size of Texas and Oklahoma combined. Politically, the Federal Republic
~of Venezuela is made up of 20 states, two federal territories and the
'¥edgra1 district encomp&ésing Caracas the caﬁital. It began as a 5.,Mpf
Spanish colony but became independent in 1821. Even then it was part
of the Greater Colombian Federation until 1830 when it adopted its own
constitution. For most of the nineteenth century, the country's history
was characterized by recurrent periods of dictatorship, peolitical in-
stability and revolutionary violence. It was not until 1958 that a .
constitutionally denocratic government was eclected and Venezuela ea:.!.
tered a period of political stability.z]
The total area of VYenezuela lies within the tropics. HNevertheless
it has varying geographical contrasts. It has both torrid swamps in the
Orinoco (the major ri‘er in the country) delta, and snow-capped peaks in
~the Andes. The countfy is generally divided into four distinct geo-
‘graphical regions, the Andes Highlands and adjacent coastal areas; the
‘Maracaibo basis compused of hat, humid ]ow[pnds bordering lake Maracaibo;

the Llanos - gently .loping plains, [lMlatlands and valleys; and the Guyana

I Loy oL
o : LA LI

Franklin Ingwell, The Politics of 011 in Venezuela. Stanford, Stanford
Uriversity Press, 19/5, p. /. Thomas E. Weil et al., Area Handbook of
Venezuela. Washington, D.C., The American University, 1971, p. 32.
IBRD, The tconomic Development of Venezuela. Baltimore, The Johns
Hopkins Press, 1961, p. 6.
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maximize inﬁome whf]e minimizing investments.l Tenants vere uﬁed to
work the land. The tenancy contracts stipultated the type of crops to
be raised\and the method of cultivation, Introduction of new and |
modern technology was precluded which eliminated any incentive to in-
vest in the land. 'T;'f_  R _- _“£. - N |  . 
Venezuela too has.undértakéh alléhd reform. Hdwevér in this'Easé:
emphasis was placed on distributing government Tand and virgin ]and.23
Its success rate has not been impressive. The Venezuelan case differs
from the others because there is still governmént and virgin land to
distribute. However, this strategy cannot continue for long as land .
becoies more scarce over the years., The government nust have to under-

take an equity based land reform in due course.

The Venezuelan petrolcum cra began in the 1920s immediately after

Once begun, o0il development proceeded rapidly. Petroleum appeared in

World War 1. The first major investments were made by British firms.

Venezuelan export statistics for the first time in 1918, by 1927 it was
the country's principal export and by 1929 Venezuela was the largest |
0il exporter in the world. The wealth made available by petfo]eum trade
has changed the center of cconomic acltivities from agriculture to 01'1.24
In the process a significant middle class has developed taking advantage

of this trade to establiéh economic activities especially in the area

of services, 1ight manufacturing, and intermediate technological in-

dustries.”

23Ibid p. 236-244 and Thomas E. Weil et al., Area Handbook of Venezuela.

e —— —

Hash%ﬁgton, D.C., The American University, 1971, p. 315-33.

24Frank11n Tugwell, The Politics of Oi1 in Venezuela. Stanford, Stanford
University_Press, 1975, p. 38.
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Highlands, north and east o/ the Orinoco, a vast‘aréa Sf:ﬁiﬁg*pTéEegﬁs
and rolling plains. Venezucla also has a wide range of rainfall levels.
Yearly rainfall averages range from less than 20 inches in some areas
near the Caribbean Sea to o -er 80 inches in parts of the Crinoco delta.
Nearly one-third of tre country's total area was agricultural
land - used or unused by la:e 1960's. In 1970 land used for crop pro-
duction constituted 6.4 pebaent of Venezuela's total agricultural land
area; and a further 64 percent of the agricultural land area was used
for pasture. Given the fairly abundant rainfall in the country, agri-
culture has been a prominent economic activity. Fof'dﬁer four centuries,
the pecple of Venczuela lived by raising cattle, by producing supsis- |
tence crops such as rice, root vegetables, and corn. Agricultural ex-
ports have traditicnally been coffee and cocoa. Agriculture therefgre

was the central activity in the economic activities of the country and

e

thus was the main source of raising the required public revenue.
Until 1922, 80 percent of the population Tived in rural area;: ”
But the rcturns from agricultural acltivitics were neager as indicated
by the natignal budgel of $32 willion in 1922, Given this situation
the population suffered Trom extromely Tow purchasing puwer, a high

percentage of infant mortality, a tragic incidence of malaria and other

In Venezuela a strong landlord land tenure system had deﬁe10ped

tropical diseases.

characterized by the establishwment of huge estates. As in the other

cases, wmost of the Varye Jandowners being absentee landlords tried to
A. Curtis Wilgus (ed.), The Caribbean: Venezuclan Development. A
Case History. Gainsville, University of Florida Press, 1963, p. 195-6.
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For most of the 1950's Yenezuela received substantial revenﬁeh
from oil., But the effective use of oil revenue to enhance p1aﬁﬁ;d de;
velopment begatr in the mid-1950's and early 1960's. These development
plans have been used as ways of utilizing oil revenues to achieve_
specific objectives. In ordeF to avbid 1nf1atfoﬁary'pﬁéhbm&h66"
.characteristic of Latin American countries, Venezuela has tried to
conpro? pub]ic expenditure through the use of & stabj1i;ation_fund.h

N R I "7'5 5rf:7 bf~ifﬁl'ff"
Conclusion ot Lo

As we have seen, the countries under study all started their
development efforts with funds derived from agricultural activities.
Revenues derived from agriculture were however quite meager apdwthus__
for the period wheH agriculture was the main soﬁrce of pub]icr;QQEHQé;
the governments did not have the necessary funds to undertake effective
development expenditures. As a result these economies cou]dlnot pur-
chase the needed inputs to improve their cutput capacity. ;j?ﬁfﬁ;ﬁfi’

The availability of 011 revenues changed this situaticn..:Uil
exploitation began after World Har I in the case of Vepezue]q, Iranvand
Irag. But only Yenczuela enjoyed significant FGVénﬁﬁ'%fbmbbéi ;fTihét“
initial stage. In bouth Iran and Iraq substantial contribution of oil
to total revenue began in late 1840's and early 1950's. Nigeria came
to the 0il scene in the mid-196Q's. Thus major development efforts
began only in the 1950's for the other countries and 1960's for Nigeria
as revenues became qvailab]e from oil. Since the_ojl revenues accrued
to the public sé&tar;'the role of public éxpend%fﬁk;%;H tﬁé.deveiopment
process increased substantially. The gnvvrnmenfs began to undertake

sectors of the economies,

direct aclivities to enhance developuent in many
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In the case of Iraq, the government actually took over all activities
with share capital of $8,407 and over. Only the construction sector
was Teft predominantly in private hands. The availability of oil rzv-
enues has therefore raised the tempo of development activities.

The chapter that follows will show the annual amount of oil reve-
aues accumulated by the countries. By so doing the magnitude of the
revenues that accrued to these countries can be seen, This facilitates
our later analysis of the use to which these funds have been put in

order to enhance development in the countries.



CHAPTER IV

TRENDS IN OIL REVENUE LEVELS AND FUTURE PROSPECTS

Introduction

’ 0i1 revenues, present and future, have a significant role to play
in welfare maximization by providing funds for simultaneous activities
in consumption and investment. For all the countries there has been an
upward trend in the contribution of the 0il sector to total revenue.

As 0il revenues grew, these countries became more and more dependent on
these revenues to finance their development efforts. This dependency
underlines the urgent need to establish alternative sources of revenue
to meet future development needs when oil runs out.

The prospects for future contribution of 0il to total revenue
depend on the reserve levels and the rate of exploitation of these re-
serves. The production profile of the oil sector provides a good pic-
ture of the likely future revenue prospects. By examining the produc-
tion profile for each country, il can be ascertained, assuming no new
discoveries, how long these counlries can depend on the oil sector to
provide the bulk of their revenue requirements.

This chapter therefore provides a historical trend of revenues

from 0il and a discussion of the future revenue prospects.

Trends in 011 Revenue Levels 1950-1977

Nigeria. Table 1 shows that over the years the contribution of
0il to total revenue has increased dramatically. Percentage contribu-

tion rose from less than 1 percent in 1960 to over 61 percent in 1974,



Table 1

Reverue from 0il as Percent of Total Revenue 1950-1977
(in million U.S. dollars)
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Total Govermment

Percent of Total

Year Revenue’ Revenue from 011 Revenue from 0il
1950 115.50% * *
1955 276.41 * *
1960 390.00 1.95 0.5
1961 408.84 10.63 2.6
1962 421.80 12.27 J.0
1963 6525.00 7.50 1.2
1964 683.33 18.45 2.7
1965 570.00 19.65 K
1983 530.00 ¢2.08 .1
1358 333.6° i3 =5
190¢ 009.23 113.1¢ 1£.8
1970 1171.83 249.60 j %
1971 2149.72 765.30 35.6
1972 2823.77 1146.45 40.6
1973 3394.21 1524.00 44.9
1974 9073.05 5589.00 61.6
1975 11131.24 6467 .25 58.1
1976 13548.49 8047.80 59.4
1977 16086.24 9120.90 56.7

Note: + fiqures for 1941

* neqligible figures

Sources:

Federal.Ministry of Mines and Power, Pelroleun Division.

Amnual Report 1968-69, p.

0
e

tion, Departnent of Petroleum Resources.

1970-71. CenLral Bank of Nigeria.

L] -,
Ho. Z.

Peviow  Yol, '],

L oo

1912 g

..........

Federal Ministry of Informa-

Annual Report

Economic_and Financial

Uecember 13970

and declined to 56.7 percent in 1977.

creases have been the most important reasons for the sharp increase in

0il revenue.

to this.

Since 1973 the OPEC price in-

However, increases in production have also contributed

Daily output rose from 1.08 million barrels per day in January

1370, the end of the civil war, to a maximum Jevel of 2.7 million
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barrels per day in 1979. According to West Africa magazine fMarch

1980 issue) oil contributes about 83 percent of total government revenue.

Iran. 1In Iran the contribution of oil to total goverrmen: revzrus

hes also increased sharply from 11.5 percent in 1950 to 93.6 percent in

1974 (Table 2). There «as a significant increase between 1950 and 1260

Table 2

Revenue from 0il as Percent of Total Revenue 1950-1977
(in million U.S. dollars)

Total Government Percent of Total
Year Revenue Revenue from 0il Revenue from 011
1950 237.39 27.30 11.50
1955 349.26 94.30 27.00
1960 639.18 279.96 43,80
1961 700.56 301.94 43.06
1962 701.14 218,72 4z ET
1202 - B3 T - -t . b
1564 509,384 382.42 £5.10
1965 969.82 81.03 49.62
1966 1339.76 714.09 53.26
1967 1370.42 669.61 45,72
1962 15652.11 /54.93 45.64
1969 1918.31 G39.44 49.00
1970 2261.9% 1122.54 50.00
1971 3877.47 2095.77 74.70
1972 13533.3%2 11,27 7%.%0
1243 8x1z.:2 % 143.8G a81.41
1874 20102.82 1€821.13 93.62
1875 22912.656 17538.03 76.54
1976 25394.37 i 21670.06 85.36
1977 J0338.03 22423.17 72.73

Sources: Statistical tenter of Iran. Statistical Yearbook 1975,
U.N. Statistical Yearbooks 1964, 1970. I.M.F. Inter-

national Financial statistics, vol. XX, No. 12, December

1967 and Vol. X4XI, No. G, September 1968, Central Bank
of Iran. Annual Reports, 1970, 1972, 1974.




in spite of the conflicis between the government'ana phe 011 companies
over nationalizatien compensation and profit sharihg:. The decade of
the sixties did not show substantial change in the Tevel of contribu-
tioh.nminly because price and productien levels did not change much.
The seventies, on tA= oiher hand, have shown significan£ changes in the
tevel of contribution. The first reason was the result of the Tripoli
and Tehréﬁfﬁgreements of 1970 and 1971 which raised the level of profit
sharing to 80/20 in the government's favor. Second, and most important,
the price increases since 1973. In addition to these there was the
Shah's decision to raise the level of Dutputrsubstantia]ly in order tfo
} o

raise funds to implement his huge development programs."In 1976 for

example, Iran was producing about 6.5 million barrels a day.

irgg, .in Ifaq market fofces.aﬁd polif%ﬁal.changeg'have contri-
buted to the fluctuation of revenue from o0il (Table 3). Ffor example, .
the wankard trend in oil revenues from the early sixties to the be-
ginning of the seventien was duc to political instability coupled with
changes in ownership of rescrves in unexploited areas. The creeping
naticnalization that many o1l cempanies envisaged also led to reduced
output and thus lower rovenue. A turnabout came in early seventies
when France and the Soviet Union agreed to operate the Iragi oil pro-
gram. Since then the role of 01l has continued to rise significantly.

Iraq has also henefitted from increased prices and profit sharing
resylting from the Tripoli and Tehran agreements of 1970 and 1971. And

the increases in prices since 1973 coupled with increased production
M apEe P
ik '
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Table 3

Revenue from Qi1 as Percent of Total Revenue 1950-1977

(in million U.S. dollars)
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Total Government

Percent of Total

Year Revenua Revenue from 0il Revenue from 0il
1950 227.38 139.61 61.40
1955 259,91 172.84 66.50
1960 449,96 293.05 65.13
1961 511.36 321.84 62.94
1962 635.03 421.82 66.43
1963 578.32 357.91 61.89
1964 633.18 387.01 61.12
1965 708.96 438.05 61.79
1966 754.28 457.79 60.69
1967 748.00 413.78 55.32
1968 967.93 512.64 53.00
1969 1032.39 590, 55 57.20
1970 1139, 04 571.25 60.12
1971 1334.66 715.61 £3.62
1972 1762.13 1182.90 67.13
1973 2344.64 1783.80 76.028
1974 3440.67 278¢ .52 80.77
1975 4359.76 3469.37 79.58
1976 n.d. L T
1977 Nods Haila TN
Note: n.a. - Lhe Figqures tor Lhese years ave nob available,

Sources: Central Statistical Organization.
Statistics 1972 and 1973.
Statistics 1960.
and 1477,

Venezuela.

In Venezuela, the change in the contribution of oil

R,

Annual Abstract of
International Financial

U.N. Statistical Yearbook 1964 and 1970

to total revenue has not been as significant as in the other countries.

One reason for this is that Venezucla is one of the oldest members of
the world o0il business.
place in the economy since 1950.
exhausted unless new ficlds are discovered.

1970 at 3.7 million barrels a day.

Its production peaked in

Recent government sponsored

As a result some structural changes have taken

Moreover, Venezuela's oil is getting
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explorations have not yielded much result. It is therefore quite con-
ceivable that oil contribution to total revenue may begin to decline
soon unless these explorations prove fruitful. The effects of the 137<
and 1977 changes of OPEC prices are very visible. Overall however, the

role of oil in revefue contribution has not changed much since 1964.

Table 4

Revenue from 0i1 as Percent of Total Revenue 1950-1977
(inmillion U.S. dollars)

Total Government Percent of Total
Year Revenue = Revenue from 011 Revenue from 0il
1950 632.18 200.40 31.70
1955 942,11 500.26 53.10
1960 1366.00 661.11 48.84
1961 1571.33 719.56 45.79
1962 1464 .22 716.89 48,95
1963 1470.89 799.33 54.35
1964 1603.78 1059.11 66.03
1965 1637.11 1073.33 65.57
1966 1767.11 1091.56 61.77
1967 1928.67 1259.33 65.29
1963 2035.33 12387.11 63.24
1969 2150.44 [218.67 56.67
1970 2278.22 1277.78 56.09
1671 2694.00 1706.,44 63.42
1972 2788.22 1762.22 63.20
1973 3079.50 1945.11 63.16
1974 9457.33 6224.89 65.82
1975 9088.44 5510.44 60.63
1976 8866.05 6450.93 72.76
1977 9017.67 6290.93 69.76

Sources: Central Bank of Venezuela. Economic Report 1973. Statis-
tical Yearbook 1977. I.M.F. International Financial
Statistics 1960.
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Future Revenue Prospects

Future oil revenue prospects can best be shown by discussing the

01l production profiles of each of these countries. Ideally the pro-
duction profile of o0il can be presented as shown in Fig. 1 below.
Assuming no change “in re.erve level, this implies that over time as

Lhe rate of exploitation rises, output of oil will rise and this will
continue until a peak level is reached. From then on output will begin
to fall. How fast and how high the production level rises before reach-
ing a peak depends on the amount of reserves and the rate of exploita-

tion. The larger the reserve and the lower the exploitation rate the

Figure 1

Crude 011 Production Profile*

OutFut
\&ve\

*Exportls take place only after domestic consumption is met, and would
stop when output falls below domestic consumption level.
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the longer it will take before output peaks and vicé-versa. The pro-
duction irend in each of these countries &én he exbectéd'to fo1loﬁjlﬁx'
this profile. .. . o

The production profilc cannot start somewhere on the Y-axis above
zero and decline in ﬁ.straight line to the right. This cannot be be-
cause it implies that oil cin be produced without capital stock.
Moreover, it implies instent decline in the level of output the moment
production begins. These points are unrealistic. On the other hand,
the profile cannot start sonewhere on the Y-axis above zero and rise 1in
a straight Tine to the right. This cannot be because it implies con-
stant increases in output for an indefinite period. This too is not
realistic. Therefore the production profile for each country must

follow the profile shown in Fig. 1 above.

We would use the information in Table 5 below to discuss'thé'prdF
duction profiles of these countries. On the basis of daily production

rate of 5.8 million barrels, Iran's production will peak by mid—IQBOfs.]

This however is no longer true since the Iranian revolution whichﬁtéU;gd
drastic reduction in oil output. By reducing oulpui the tiwe for the
geaking of Iran's.producLion has been shifted forward. As a result the
country can ¢xpect probably up to 3% more yééfé of substantialﬂ;éiéﬁdé
contribution from 0il at current rate of production.. . ,
Venezuela passed her peak of production at 3.7 barrels in 1870.

"Tts conventional @il reserves are in absolute decline for want of new

discoveries. Unlike most other OPLC members, its reserves are now

]F. Yakil, "Iran's Basic Macrocconomic Problems: A 20-Year Horizon,"
in Iran: Past, Prescnt and Future, cdited by Jane W. Jacgz. Tlew York,

Aspen [nstitute for Humamistic sStudies, 1978.

'"L?Egirifﬁ:G?;' ?\
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Table 5

Estimated Crude 0il Reserves
Provec and Probabte 1978

Production rate

Reserve lev:] Number of years

Country k. R " million barrels .
in billioh barrels per day to exhaustion
Nigeria 19 2.5 20.8
Iran 60 5.8 28.3
Iraq 36 2D 39.4
Venezuela 14 z.4 16.0

Notes: Column 4 calculated on the basis of colunns 2 and 3, thus:
RL,///
P T Y
where RL is the reserve level in billion barrels

P is the production rate in million barrels per day

1
Y is the number of days in a year.

Source: C.I.A. Interpational Energy Statistical Review, October 1978.

projected to last only a little more than a decade at current rates of
pruduct.ion."‘2 Thus al the rate of production of 2.4 million barrels a
day (1979), Venezuela's reserve is expected to Tast only up to around
1995. Unless Venezuela finds new deposits of crude oil, it cannot

count on oil revenues as a major contributor. Even with oil price in-
creases, the fact that output will continue to decline - in the absence
of new reserves - implies that the oil sector contribution to revenue is

likely to begin to show significant decline soon,

%Frank Trager (ed.), 0il, Divestiture and National Security. MNew York,

Crane, Rusak and Company, Inc., 1977, p. BD.
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Iraq has the best prospect for continuous significant contribu-
tion of 0il to total reveme among all the countries. Though surveys
of oil potentials are rcascnably complete, the potential for increzcira
output is quite great. In the past Iraq was not able to produce at a
high level due to pdlitical instability and the accompanying economic
uncertainties. For these reasons its reserve has not been depleted.
Recently it has been able to rajse its output level considerably. This
indicates that Iraq is far from its peak. The implication of this is
that Iraq can expect many pore years of increased contribution of oil
to total revenues of the government. At the current rate of producticn
(2.5-3.0 million barrels a day), it is estimated that Irag can expsct
about 39.4 more years of significant 0il contribution to total revenue.

Higeria's situalion is slightly different. First, she is new in
tre oil business and second, there are still vast areas to be surveyed
for oil potentials. Nonetheless, the characteristic nature of the sub-
soil in Nigeria with the resullant shallow oil deposits have made ex-
poerta preddic b that even though MNigevea™s prodhie Cion o o peabasl an
yet, the possibility ol vapidly improving output in the eighties will
cepeng on vare discoverices.  Therelore, "despite Nigeria's remarkable
achievement in increasing its oil production a factor of more than four
between 1969 and 1974, the country's long term prospects are not yet
SCCure."3 Moreover, oil production predicted to reach 3-4 million
barrels a day by 1976 rose only to a maximum of 2.7 million barrels a
day in early 1979,

SNIGERIA: A Slower Rate of Progress.”  Petvoleum Economist, Vol. 43,
January 1976, p. 12.
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Thus, in spite of the lack of complete survey of oil potentials,
Nigeria cannot probably expect more than 25 years of significant con-
tribution of oil to total revenue at the current rate of producticzn
(2.3 million barrels a day) unless more surveys are undertaken to in-

crease the reserve buse.

Corclusion

The countries have received substantial revenue from oil in the
past years and still have considerable prospects for more revenues in
the future. The large amounts which have accrued to these governments
provided them the upporihnity to establish viable economic bases to
ensure continuous growth of their economies. It is important to examine
the effectiveness of government expenditures that resulted from these
funds.

Assuming no new discoveries, future prospects range from about a
decade and a half in Venezuela to about four decades in lrag depending
on rate of exploitation. This shows that more funds will still be
available from oil to maxiwize future welfare through investment. The
opportunity exists, for putting in place more projects that can enhance
the growth of the economy when oil runs out. However, the governments
must expedite effective investments that would enhance the establishment
of programs that ensure continuous growth in order to maximize welfare

after o0il runs out.



CHAPTER V

. THE METHODOLOGY

Introdutt{dh_ o

In recent years huge amounts of revenues have beennaccruing to |
0il producing countries. For the revenues to enhance deve]opment,f..”
effective investéeﬁiﬁlﬁugf Bé:ﬁndertaken which will lead to the esfab-ﬁh
lishment of viable economies by the time 0il runs out. The use of the
revenues in the process-of establishing viable cconomic bases implies
the necessity of making both inter and intra sectoral choices. In

making these choices, time preference is brought to bear on the de-

cisjppslque: A country that places emphasis on the future would have
a df%fe;eﬁélétréiégy from a country that emphasizes the present. The

choice being used will determine the nature of public sector expendi-

ture allocations that take place. . e _
Expenditure allocations by natidh§ nofﬁéllj énﬁdﬁﬁé;;HAHQQ}iety
of activities. This iwplies that governments do not usually undertake
mutually exclusive choices. Instead, the choices that yield the desired
objective as perﬁeived by policy makers are closely interretated. These
countries nust seek to increase output if the welfare of their citizens
is to be maximized. Current 0il revenues contribute to future output
only insofar as they are invested productively. Hence, the types of
choices nade by the public sector with regard to investment activities
have profound influence on tHe ability of the countries to maximize

'ﬂelfare longer than the tife of oil. In view of, the above,_;he'first
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step is for the countries to decide how much of current revenues shou]&
be* invested rdther than consumed. This decision Tmplies a tride-off
between present and future consumption. Besides determining the amount
of investment, the countries must decide on the type of investment to
undertake.

This chapter is structured as follows: First, a description of
a standard, formal neoclassical model of welfare maximization for a
growing country. The purpose of this is to show in an abstract way
the kinds ﬁf choices involved in the investment - consumption choice.
There is a close relationship between the outcome of this discussion
and answers related to the issue of the type of investments the coun-
tries should undertake. The reason is that optimal investment decisions
depend upon the rate of return on investments. While the abstract model
provides a framework for the kind of investment - consumption choice that
must be made, the assumptions underlying it are restrictive. This re-
strictiveness 1imits the practical application of the framework. 4

Second, an examination using a crude extrapolation of rates of
growth of non-0il output in the countries under study in order to see
the implication for per-capita consumption after oil is depleted. Very
simple assumptions about the rate of 0il depletion are used in this
analysis. It is not an attempt to assess the ability of these countries
to maintain past rates of growth;neither is it in any way a projection
of the performance of these countries. Third,“ﬁea]s with the-issue of
the type of investments being undertaken. .jhe last section of the

chapter outlines a framework for analyzing government investments and

outlines questions to be answered in subsequent chapters.
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model. The first set of assumptions states: One, perfect competition.
This implies no rigid prices. Prices will adjust to clear the market.
Two, full employment of labor and capital. The economy will adjust to
take care of any unemployed resources. Three, factors are paid their
marginal products. $ince prices will always adjust to clear the market,
the rate of interest and the wage rate adjust to the marginal produc-
tivities of capital and labor instantaneously.

The second set of assumptions is as follows: One, the labor
force N grows at an exogenously determined rate Iy Two, output, Yt'
depends on capital, K, and labor, N. The production function can

therefore be written thus:
Yt = F(Kt,nt) : FK >0, FKK < O FN > i}, FNN < .

The production function is homogeneous of degree one, i.e., constant
returns to scale. This means if we double the inputs (labor and
capital) the output doubles also. We can deduce the following from

the production function:
s 2 " F(H~ y 1) = f(kt) s T >0, TV <0

where Y is the output per worker and kt is the capital labor ratio.
The production function rises at a diminishing rate. Three, investment,
which is equal to savings is a given fraction, s, of total output.

Saving also equals output that is not consumed. Thus

C=Y-5=(1-5)Y
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With depreciation defined as capital comsumntion, 1.2. the wszr and

tear of equipment in the process of production, capital formation (net

investment) can be written thus:

. - __d_E_ _ ‘— - e " =1 - .\. _ o ___.-‘_!.;:. Y
K " It. GKt St SK

Jhus for output to be increased savings must exceed the depreciation
of capital stock teading to positive net investment. In per capita

terms

k= T‘j— oyk =sFk) = 8k = flkeyy) = 8keyy - cryy = 9y ke

Utility of ébtiet} is described by'general uti1ity function:

=14 {C(tl} » U >.0 e

peee Lo oL
L e
Ta, 4 .

Given the two sets of assumpiions already stated, the neoclassical
optimal growth theory's maximization of social welfare can be stated
as the maximization of the discounted flow of utility over time subject

to the constraint of net investment. Optimal growth requires that
Max W = [+ Ufc

subject to:

where:

A1l numbers are in per capita terms. .

Thus:

: " Lo

E(t} = the level of net investment per worker. Qutput less

consumption less depreciation.

_r..j_.:: N
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f{k(t)} = output per worker

§ = constant coefficient of depreciation
ék(t) = depreciation
c(t) = congumption per worker

gNk(t) = rate of growth of Tlabor

W welfare integral,

Thus under the neoclassical optimization theory, the ability to
maximize utility over time is constrained by the level of net invest-
ment the economy is able to generate. The welfare function assumes
utility Lo be a function of consumplion. Butl consumption depends on
income and income depends on capital stock which is increased through
investment. Thus investment is the key policy variable. Without addi-
tional investment the ability to increase consumption and consequently
utility will be nonexistent.

The solution of this model provides the optimal capital - labor
ratio that the economy should move toward. This optimal ratio is such

that

f'(k*)

gN+r'+|5

Since f" (k) <0 (diminishing marginal productivity of capital), it
folloas that if the level of the discount rate rises, f'(k) will be
smaller because the rate of investment will decline. This is so because
a higher discount rate implies preference for present than future goods.
In such a circumstance investors will invest less since future benefits

are valued less. So a higher discount rate means less investment.
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If the rate of growth of labor increases the rate of investment
must rise in order to maintain the same capital- labor ratio. In the
end policy makers may be satisfied with a slightly lower capital - labor
ratio. If the level of depreciation rises, the rate of investment must
decline. This is so®because increases in depreciation makes investors
to consider investment not to be worthwhile. This leads to less in-
vestment.

In applying this model to oil countries we must take into account
both 0il revenue and non-0il output.

Assume )

(1) that f(k) describes non-o0il per-capita output.

(2) R indicates o0il revenue in terms of the non-oil good. It

is assumed to be constant until oil is depleted. It is
also assumed that the relative prices between oil and non-

0il good are constant. Given these assumptions

R=R for t<k

=
u

0 for t>Kk

n

(3) r ﬁ-wﬁich declines over Lime as labor grows.

We maximize the same integral, but the constraint is modified to

allow for oil revenue. The constraint is written thus:

The mathematical solution becomes somewhat more complicated with oil
revenues and is not undertaken here.
Our underlying principles remain the same. With oil revenues,

the economy can undertake more investment and enjoy more current
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consumption, but plans must be made o§er the 10n§ péfiod of time, with
appropriate discounting of the future, to achieve optimal levels of
consunption after the oil revenues have run out. This requires the
utilization of the oil revenues in investment in the non-oil sector of
these economies such®that by the time oil runs out, the savings from
the non-o0il output would be sufficient to generate the required level
of investment that ensures welfare maximization. This implies under-
taking investments that ensure a smooth shift from dependence an 0il
revenues to dependence on non-oil revenues. |

There are a number of problem. with the assumptions of the neo-
classical model with regar-d to our analysis. First, the model does not
disaggregate, i.e. it deals with total consumption and investment.
But we are dealing only with the public sector in this analysis and
this requires some disaggregation. Second, it does not take unemploy-
ment into consideration. However, in these countries unemployment
cannot be assumed away. It is an issue of prime importance to policy
makers in dealing with development issues because it is a prevalent
phenomenon in these countries. Third, it assumes all people to be the
same. This obvioﬁsly is not the case. 0il revenues have created mare
problems of income distribution. 5o far the attempts to bring about
effective distribution have not been successful. In all these countries
a small segment of the population at the top has_disproportionate
wealth of the country in proporticn to iis sizéftvh _J_:;

Finally, the wodel does not address tine isste ofmasgbrptive
capacity. 0il countries face the problem of absorption constraints.
Huge amounts of revenue accrue to these countries giving rise to prob-

Tems with absorptive capacity. Absorptive capacity is said to be
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adequate if investments yield acceptable rates of return given the
supply of co-operant factors. In these oil countries, the co-operant
factors - skilled Tabor, efficient capital markets, efficient bureau-
cracy, other complementary resources, etc. are not readily available.
Because of these abSorpticn constraints, not all the accrued revenues
ean be effectively invested domestically. That is, if all the revenues
are invested domestically, the rates of return may be so low as not to
Jjustify the investments. DBut investment possibilities are not limited
to the domestic economy. Revenues can also be invested abroad if the
rate of return is higher. Because of the size of the revenues these
countries may choose to invest part of them abroad. Excess funds which
are unlikely to yield acceptable rates of return in domestic investment
should be used in foreign investment where the returns are higher.

This option raises the overall rate of return from what it would be if
investment were limited to the domestic economy and thus raises the
optimal level of investment.

In spite of these institutional problems, neoclassical theory
gives us an analytical frosework for making investment-consumption
choices. To this.end it i% very important for our analysis.

From what has been discussed above, it has been shown that the
pnves tment. performance of Lhese cconomies as oil reserves are depleted
is very crucial for welfare maximization to be possible. The nature
of the performance is revealed by the trend in the level of per capita

consumption.
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Trends in Per Capita Consumption

In the optimization model it was assumed that social welfare was
positively related to per capita consumption. In the illustrations
that follow, we examine the trend of non-o0il output for its implication
for per capita consmmption after the oil runs out. What we want to see
s what rate of per capita consumption would be possible immediately
following the depletion of the country's o0il reserves. The following
assumptions are made:

(1) The past rate of growth of real non-o0il output is

maintained. -

(2) The average rate of saving in the target year is

the same as currently.

(3) Population grows at a constant rate.

(4) 0i1 is produced at a constant rate and runs out

when current known reserves are depleted by this

rate of production, thus defining the target year.

GNP0 = current GNP level
Yo = current non-oil income
Po = population

c{ﬁﬂg)= present per capita consumption where ¢ is
the average propensity to consume.

It must be stressed that this illustration makes no attempt to
describe or define the rate of investment that would be necessary to
maintain the past rate of growth or to predict whether such a growth
rate is likely. It is just a simple exercise to consider the implica-
tions of maintaining past rates of growth of non-0il output for consump-

tion after oil revenue is no longer available.
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Table 6

Trends in Per Capita Consumption up to 0il Depletion*

Nigeria 1975

Average real growth *rate of non-oil GNP (1970-75) = 4 percent
Population growth rate = 2.5 percent
0i1 runs out in 25 years

GNPO = $25,600 m GNPZS = $57,472 m GNP26 = $53,046 m
YO = $19,133 m Y25 = $51,005 m Y26 = $53,046 m
RO = § 6,467 m R25 =% 6,467 m R26 = 0
PO = 75 m P25 = 139 m P26 = 142.5 m
GNP\ _ - (25600 . GNP\ _ - (53046

() = .7 P‘7g*—) c(=p—) =-7 (132_5

= $238.9 = $260.6

where ¢ is the average propensity to consume.

Iran 1975

Average real growth rate of non-oil GNP (1970-75)
Population growth rate = 2.8 percent
0il runs out in 28 years

10 percent**

GiP, = $55,510 m GNP, = $565,132 m GNP,q = $602,353 m
Y0 = $37.972 m 28 - $547.594 m 29 = $602.353 m
RO = $17,538 m agg = $17.538 m Rgg = 0
P0 = 33.4m ) P28 = 72.4m P29 = 74.4 m
GNPy 55510 GNPy _ 602353

c(55) = .6 (537 (%) = .6 (S35 g)

= $997.2 = $4857.7

where c is the average propensity to consume.

*A11 nunbers are in 1975 prices.

**This high growth rate was due to the Shah's massive industrialization
drive, especially from the 1960's onward, aimed at rapid transformation
of the Iranian economy. The structural changes that developed as a
result of this are mostly responsible for the current revolution in
the country which has resulted in virtually zero growth rate for the
economy. The chances of the Iranian economy every growing at such a
high rate in the foreseeable future are very dim. Such growth rate
therefore is useful only for illustrative purposes.



Table 6 (continued)

Iraq 1975

Average real growth rate of non-oil GNP (1970-75) = & percent*

Population growth rate = 3.3 percent
011 runs out in 52 yBars
GNP = $13,380 m GNP52 = $572,992 m GNP53 = $615,085 m
Yo = 510,411 m Y52 = $569,523 m Y53 = $615,085 m
Ry = $ 3,469 m Rgo = $ 3,469 m Rg3 = 0
Po = 11.1 m P52 = 60 m P53 = 62.03 m
GNP, _ 13880 GNP, _ 615085
() = .65 (377 c(p) = .65 (g7 53)
= $812.8 - = $56445.4
where ¢ is the average propensity to consume.
Venezuela 1975
Average real growth rate of non-oil GNP (1970-75) = 6 percent
Population growth rate = 2.9 percent
0il runs out in 16 years
GHP0 = $28,079 m GNF']6 = $62,844 m GHF]? = $60,773 m
Yo = $22,569 m Y]G = $57,333 m Y]7 = $60,773 m
RO =$5,510m R]6 =$5,510m R]? = 0
P0 = 12m P]6 = 19 m P]? = 19.5m
GNP, _ 28079 GNPy 60773
C("‘P—" = .65 ("“12‘:“ C p ) .65 (T'g‘.s)
= $1520.9 = $2025.8

where ¢ is the averaqge propensity to consume.

*Beginning with the 1968 Iraqi revolution, the socialist government

that came to power began a massive industrial drive.

responsible for this high growth rate,
bureaucratic inefficiency are already causing a decline in this

growth rate.

This is

Extreme centralization and

This too is useful only for illustrative purposes.
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From the illustration above, given the assumption we have made
about these economies, these countries would be able to maintain a
higher per capita consumption than current levels when oil runs out.
But this result must be interpreted with caution. For some countries
the growth rate was fuite high. The case of Iran and Iraq in particu-
lar must be addressed in greater detail.

In Iran the revolution has changed attitudes, economic behavior
and the level of capital stock resulting in considerable strain on the
capacity of the economy to perform well. The revolution, which cur-
rently borders on anarchy, has brought the growth rate virtually to
zero or a negative figure. With the revolution a long way from being
over, it would take a long time before the economy begins to show
appreciable growth rate even after political stability is restored.
Because of the structural changes that came about as a result of the
revolution for many years to come the execution of development plans
would be poor. With that, the rate of growth of non-oil GNP would be
very low. The Shah's attempted rapid transformation of Iran stampeded
the society into development, enhancing social conflict in the process.
The end result wag only temporary high growth rates which will be
difficult to be achieved in the future.

In Traq the government continues to pursue increased centraliza-
tion of economic activities using a relatively inefficient bureaucracy.
This already has had adverse effect on the agricultural sector which
is an important arm of the non-cil sector. Until recently military
coups were prevalent in the country. Even now political stability is
very precarious. Therefore a sudden decline is possible if the pre-

carious political balance is upset or if the bureaucratic inefficiency
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is not improved. Thus in both Iran and Iraq the Qrdhth rates are
mainly useful for illustration purposes only.

Even if these growth vates could be wmaintained, there is no pre-
sumption that this would be the optimal growth pattern for these eco-
nomies. Given that these countries want higher welfare levels, they
are unlikely to be satisfied with these levels. A1l that the illustra-
tion shows is that per capita consumption of oil depletion will be
higher than current levels if the growth rates of the non-o0il sectors
are maintained, if the population growth rate stays the same and the
average propensity to consume were the same when oil runs out as now.
Therefore the figures give only crude indicators of the trend in per
capita consumption.

The result of the illustration follows from the assumptions we
made earlier, some of which are quite sweeping. There are many factors
that are likely to affect significantly the above outcome over the
years. One, the average propensity to consume oil revenues is unlikely
to remain constant for any of these countries. A change in this will
affect the allocation between consumption and investment thus influ-
encing how the non:oil sector grows over the ycars before depletion is
reached. For example, if there is a move to consume- less oil revenues,
more revenues will be available for investment. This implies that
future non-o0il income will rise faster leading to higher levels of
future per capita consumption. The reverse is also true. For Nigeria
and Venezuela in particular, the Tikely development is a somewhat
irreqular upward trend in the rates of growth of the non-oil sector

at least for sowe years to come.
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Two, we are dealing with open economies. Because of this the
economies are affected by changes in international markets. Their in-
come levels will follow the trends in the demand for the goods they
produce in the future. As these economies develop they will increasing-
1y produce the products of declining industries in the West such as
steel, textiles, synthetics and so on. Exports however would be diffi-
cult because of the high tariffs imposed by the developed countries.
This will hurt the output capacity of these economies and consequently
will affect the level of per capita consumption.

In addition, these countries rely considerably on imported inputs
for some of their domestic production. Adverse changes on the inter-
national scene can cut the supply or sharply raise prices resulting in
complete halt or reduction in domestic production for some time. This
will affect the income generating capacity of the economies. The re-
verse could also happen. Moreover, the world inflationary situation
may affect the foreign investments of these countries causing a reduc-
tion in the overall veal rate of growth of the non-o0il income of these
cnonom e, Shnen wor Td dovelopiment s cannol be dotevmined with cortainty
Lher nalcome ol Hn: level of pey caplta conaumpt fon s incond lusive,

Three, oil prices are likely to rise significantly in the years
anhead as verified by the experiences of the last few years. The level
of oil revenue is likely to fluctuate in an upward trend at least for
some time to come. The desire to raise the level of per capita consump-
tion in these countries may cause the governments to allocate more
funds into investment in order to ensure rapid growth of the non-oil

sector.
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Four, the type of investment undertaken in a gfven_gcqnonw also
affects the ability te raise the level of per capita éghgtﬁbfion.
Unless investments with significant forward and backward linkages are
undertaken, non-gil income will not grow significantly. Consequent]y
the level of future per capita consumpticn may not rise mﬁch. The
ildustrations assume to some extent that this will happen. But there
is no certainly that this would be the case. Unless the governments
improve the absorptive capacity of the economies, investments in them-
selves may not generate the level of output that guarantees very high

B gy b

future per capita consumption. .

ST R TR
Five, population growth rates are likely to decline as econcmic

development takes place. There is enough evidence showing that family
size and thus overall rate of growth of the populatlon dec11nes as per
capita income levels improve. If the popu1at1on growth rates decline,
per capita consumption level will rise over the years. 04%

Because of the poss1b111ty of the changes lwsted above, it is
clear that the growth rates w11] change ' If the growth rates rise, the
per capita consumption level will rise and vice-versa. On the whole,
the countries with the luwer growth rates may 1ncrease the1r growth
rates while those with high growth rates éo#rﬁffl show a dec11ne mainly

because of the current political instability in the area. What the per
capita consunption 1eve] w111 be at oil dep}etlon cannot be known with
certainty. The 111ustrat1on 0n1y ga?elusla crude perspect1ve of what
the situation might be if the various growth rates are assumed to remain
constant. Us1ng the I1ger1an EXamp]e, 1t appears that the non 011 SEeC=

tor has to grow at less than 4 pnrceni pnr annum b(rorv future per

capita consumption can be less than the present.
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Neoclassical model and simple extrapolation of growth rates have
focused on the decision that governments must make concerning the amount
of current income that shoulc be withheld from consumption in order to
generate savings needed for investment. As was shown, an important
factor in determinifg the amount of investrent is its productivity or
rate of return. On the other hand, the determinant of the rate of re-
turn on investment is the choice of investient projects.

Government through its activities influences aggregate consumption
and investment decisions in the economy. Moreover, through the budge-
tary allocations, the governnent makes its own consumption and invest-
ment decisions. In these oil countries, the governments are the reci-
pients of much of the oil revenue. We must therefore examine how the
public sectors in these couniries have used their oil revenues in
consumption and investment tc eisure that a substantial growth rate of
the non-o0il sector is maintained. This implies examining the role of
government expenditure in consumption and investment activities in order
to enhance welfare. Thus, in Tooking at public expenditure, we want to
examine how public expenditure influences one, aggregate consumption

and investwent, and two, government's own consumption and investment.

Functional Analysis of Public Fxpenditure

Public expenditure, especially on LDCs, implies undertaking con-
sumption and investment activities. What we propose to do is to show
that the functional distribution of public expenditure results in these
activities. In establishing this functional budgetary structure, we
would first examine the U.N. budgetary format. This is essential be-

cause it provides the basis for the estabiishment of our anaiytical
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framework. The U.N. format divides expenditure éloﬁg the following
functions: general services; social and community services (consump-
tion) and economic services (investment).* The general services cate-
gory is made up of the following activities: general administration;
justice and police; Yyeneral research and scientific services; and
defense. The social and community services comprises education; health;
social security and special welfare; housing and other community ser-
vices. The economic services comprises agricultural and nonmineral
resources; fuel and power; other mineral resources; manufacturing and
construction; transport, storage and communication; multipurpose pro-
Ject; and other economic services. And finally there is the category
of unallocable expenditure items.

The U.N. format as shown above restricts investment to the con-
ventional approach, i.e. structures, producer equipment and inventories.
Thus all education expenditures are considered under consumption. Ad-
mittedly, the allocation of government expenditure among various func-
tions has some arbitrary element to it. Agreement on what is consump-
tion is not easy. And not all expenditure of an agency will fall
clearly and unamb%guuusly under one or another of the functions speci-
fied above. HNonetheless, we would modify the above -presentation to fit
our analysis and current thinking with regard to some areas of activi-
ties under study. Education expenditure will therefore be divided into
two. Education I which comprises consumption education expenditures

such as secondary grammar education, etc. and Education Il which
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comprises investment education expend1tures such as pr1mary educat'

secondary technical, etc. The secial secur1ty and welfare payment 1taﬁ
under the U.N. format is replaced by gratuities and pensions.

Research and scientific services expenditures would be placed
under economfclsekﬁités. .Thialianﬁaaé55ary because suchjaifoéaéfons
are usually incorporated with overal]l sectoral expenditure allocations.
Moreover, these act1v1t1es are what enhance output capacity of any

1nvestment

In order to focus on the non-¢il sector of these economies, ex-

penditures on 011 1ndustry wh1ch the U N. 1nc1uded under economic ser-
vices will be separated out and placed under a separate category. This
is preferable because at early stages of oil development more invest-
ment must be undertaken 1n this sector. But over time ]ess funds will
be put in th1s sector as aTkérnat1ve investment avenues are generated
Investiment in this sector is also generally sporadic which presents
problems of Fqnsisﬁenpy. And because oil is depletable, expenditure
in this secta; E&é"é tgﬁéﬂiimit. These.rea56n§ hécessitate placing
these expenditures under a separate category. Thbs what we have done
is to_tep]apabsqmé jtems or changed the category of some items of ex-
Pendiﬁﬂ;a.aﬁaék?fﬁgﬁbaéacjﬂ.ﬂ. framékofk of expenditure categories of
general services, social and conmunity services (consunption) and

economic services (investment). The format we have developed :is pre-

Vi

sented below:
General Services
General administration._:'

Justice and police
Defense .
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Social and Community Services
Education 1
Health
Gratuities and pensions
Housing
Other community services

Economic Services

. Education II

Agricultural and nonmineral resources
Fuel and power
Manufacturing and construction
Transport, storage and communication
Multipurpose project
Other economic services

0il Services .

Unallocable Expenditure Items.

Qur interest is mainly with public expenditure in consumption
and investment categories. However, we cannot examine all the sectors
under either consumption or investment categories. The reasons are as
follows. One, the data for all sectors are not available. Two, only
in the most recent years have some of the governments begun to under-
take some of the activities. Therefore not many years have elapsed for
meaningful analysis to be made. An example is housing in Nigeria.

Our analysis is therefore restricted to the major sectors in
these categories namely education (I & II), health.‘agricu]ture, indus-
try and infrastructure (transport and communication). In this way our
two categories of consumption and investment relate to the sectors we
have chosen and also available data. Due to data constraints, we would
not be able to associate specific figures with consumption and invest-
ment activities in each of the chosen sectors.

We begin this analysis with the agricultural sector. The agricul-

tural sector in Iran and Iraq is semi-peasant, in Nigeria largely peasant

A
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while in Venezuela it is mainly commercial. The effects of oil reve-
nues on this sector are very crucial because this was the backbone of
these economies before oil.

Except for minor exceptions among these countries, public agri-
cultural expenditurd programs cover the following activities. These
activities can be divided into investment and consumption activities
and each activity has its current and capital accounts. The investment
activities include:

irrigation and dam projects; agricultural mechanization

scheme; livestock production; commercial crop production;

land reform and other structural changes, e.g. marketing

boards, etc.; pests control; loans and subsidies espe-

cially for fertilizer.

The consumption activities are basically educational and other forms of
services in the agricultural sector. These include:

extension services; training of peasants; encouragement

of cooperative development; rural development (this

covers education, water supply, roads, health, etc.).

In order to analyze the impact of agricultural expenditures on
the growth of the sector, we are going to use a set of questions.
Answers to these questions will be provided in the subsequent chapter.
The questions are as follows:

- What is the impact of agricultural expenditures on
agricultural output?

- How have agricultural expenditures influenced agricul-
tural exports?

- What is the impact of agricultural expenditures on
technological adaptation?



- How has land reform and related prOJects been affected
by agricultural expenditures? = in.  wiloae o g

- In what ways have agricultural credlts and subs1d1e5
influenced agricultural cutput? L SR

- Is agr1cu1tura1 educat1on gett1ng to the peasants’

- What is the 1mbact of agr1cu1tura1 expend1ture on'
food 1mports? ;
- ] y .‘- o C B L S - S . .
- What are the prob]ems of absorpt1ve capacity in rela—
tion to agr1cu]tura1 expend1tures?
P “ £ ?og i 4
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Public industrial expend1tures would be con51dered as wh011y in-

vestment expend1tures Flrst thlS is generally accepted to be so

&

Two, even expenditures not 1n structures which Took like consumpt1on

expenditures, e.g. industrial extension services for small scale in-

dustries; technical advice to the prlvate sector, etc are actual]y

investment expenditures in that they generate 1ncreased output

The expenditures cover the following activities:

1mpert - subst1tutzng 1ndustr1es, sem1 process1ng act1v1-

: k

Ft1es for export and other m1n1ng act1vit1es, iron and

steel; petrochemicals; paper and paper products; fertili-

zer plante, veh1c]e assemb]y plants, assemb]y plants for

home appifances and other durable consumer goods,-chgfﬁf
industrial credits and subsidies; industrial services
for small scale 1ndustr1es, technlcal adv1ce to the

\
I

pr1vate sector and the prov1s10n of genera1 industrial’

e a

In thlS case a]so we exam1ne the 1mpact of publlc expend1ture on

j' "4

the growth of the sector throhgh the use of & set of quest1onﬁ

questions are as follows: -

R T T
e |

The
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- What is the impact of industrial expendituré on
industrial output?

- low has industrial expenditure affected the output
of import-substituting industries?

- I hat is the effectiv:ness of industrial expenditure
in consumer durable industries on output?

- fre industrial loans and credits enhancing indus-
« trial output?

= How has the problem of absorptive capacity influ-
enced industrial oulput!?

- What is the impact of industrial expenditure on
enployment?

Infrastructural expenditures cover transport and communication
activities. Expenditures in this sector are usually considered to be
largely investment expenditures. In developed countries, expenditures
~on suburban roads, city streets, and commutation facilities are con-
sidered consumption expenditures. A1l other forms of transportation
expenditures are considered investment. In the context of less de-
veloped countries, the equivalent of the above can be found. Communi-
cation expenditures are treated as investments. The published data in
these countries Tump all infrastructural expenditure under investment.
Therefore it is almost impossible to separate consumption from invest-
ment expenditures. Nonetheless we can make the following distinction.

Tne investment expenditures include expenditures for:

roads/highways; railways; ports; river transport; air-

ways; postal and telephone services.

Under the consumption expenditures, the following expenditure
items can be stipulated:

township streets; and rural community roads.
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The following questions will be used in analyzing the impact of
public expenditure in the growth of this sector.

- What is the impact of public expenditure on the
volume of these facilities?

- How has public expenditure influenced the quality
of these facititied?

« = Is public expenditure in this sector influencing
output?

- What is the impact of public expenditure on the
efficiency of these services?

With regard to education expenditures as we have alrcady stated,
in recent years it has been established that education expenditures
also contribute to economic growth. Thus, attempts have been made to
separate education expenditures into consumption and investment compo-
nents. Budgetary attempts to separate consumption from investment ex-
penditures have sometimes been presented in the form of current/capital
expenditure structure. This mechanism has usually been applied to the
education sector also. But it is not adequate for our analysis. Some
of the current expenditures are investment in that they enhance output.
A building which ynder the current/capital structure is considered in-
iziwent nzed not necessarily be so because not all buildings contribute
to development. For example, a palace or recreational facility may be
built purely for consumption purposes.

Thus 25 we have already stipulated, education expenditure for im-
parting skills to increase output will be considered investment, while
education expenditure purely to improve ones awareness of his environ-
ment will be considered consumption.

The investment expenditures cover the following activities:
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primary education; secondary technical; technical
institutes; technical part of university education.
The consumption expenditures cover the following activities:
secondary - grammar education; adult education and
non-technical dniversity education.
. The following questions will be used in analyzing the effective-
ness of public expenditures in education:

- What is the nature of the growth of skills as a result
of education expenditures?

- How has education expenditures influenced the trend
in literacy rate? -

- In what ways are education expenditures improving the
absorptive capacity of these economies?

Health expenditures have much greater consensus as belonging to
consumption expenditures than say education. But nearly all social
expenditures are partly consumption and partly investment. This applies
to health too. However, separating the two elements in this case is
very difficult. Money spent in improving an individual's welfare by
making him well, also helps him to perform effectively as a producer.
What part of the ekpenditure made to cure his iliness is consumption
expenditure, and what part -is an investment in a producer?

The current/capital expenditure structure has been one way by
wnich the budget tries to separate the two elewents. But this does not
provide an adequate solution to the problem. Health facilities which
the current/capital expenditure structure calls investment are built
principally to enhance the consumption of health services. Thus such
facilities too are part of consumption. In this case of the health
sector, there is no adequate way of providing a rough separation. There-

fore all health expenditures will be placed under consumption.
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e
Health expend1tures cover the fol1ow1ng areas:
the provfsion of basic hea?th serv1ces, training and
health education; sanitation and special programs - i

Lol .

such as ma]aria control

The following questions w111 be used in ana1y21ng the Tmpact of

public expenditures on health.

- How have infant mortality rates moved as a resu1t
of health expenditures? ' S

- What is the effect of health expend1tures on ‘the o
incidence of bas1c diseases? o

Foreign Investment and Throwaway Expenditure

Having_gjready estabjished that foreign investmenis are important
in increasing.uou-oi1 1ncume,'énd thus welfare, this section will exa-
mine the type of foreign investments these countries are undertaking to
achieve thlS obJect1ve. Public foreign investments must be organized
in a way that they form a poo1 of funds available to be used ‘domestically
in the future. This implies that such investinents cannot be tied over-
seas for extremely 1ong perlods. Since some oil revenues also flow to
the pr1vate sector, it 1s fiportant we also analyze what is done with

the funds in order to increase output.

The fo]lowlng quest10ns must be addressed

-.;m:r:.'_f“'—_h—-; S el

_'What is the nature of public foreign investments? R
~ Is the private sector engaged in foreign investment?
- Is the private sector engaged in Tuxury consumpt1on7

- Is the pr1vate sector ‘engaged in reinvestment A
domest1ca11y?

: [ . L . . A g ﬁ
The issue of throwaway expend1ture must be ana1yzed in order to

roughly determine the extent of waste of oil revenues. Excessive
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military expend1ture corrupt1on and Tuxury consumpt1on are all ways by
which o1l revenues can be wasted. Moreover, revenues can be wasted

through lack of thorough henefit - cost analysis of projects. The follow-

ing questions will he usel to analyze the issue: b
- What is the tréhd in military espenditure over the
years? Special circumstances like the civil war in
. Nigeria will be taken into consideration. R

-~ What is the trend 1n iuxury 1mpurts result1ng from
0il revenues? - _ I_.!_‘

-~ How prevalent is corruption in these countries?

The Tast two dssues are controversial but can be assessed from

available reports on these countries. ! 2 =

Conclusion O A AT

Effect1ve use Df 011 revenues requ1res the development of alterna-
tive sources of revenue when 0il fﬁhs out. A rough 1nd1cat0rlof such
a development is the trend in per capita consumption over time longer
than the life of 0il. A significant rising trend in per capita consump-
tion is possible only as the non-o0il sector maintains a substantial
growth rate over time. The prospects of maintaining such a growth rate
will deeen?_onithe‘type and amount of investments that take ﬁ]ace in
these ecoﬁemieetpfior to 0] depletion. This implics that mere 0il rev-
enues must be committed to investment if future per capita consumption
level is to maintain an upward trend. Otherwise oil producihg countries
may find that they cannot maintain current levels of consumption when
0il runs out. R

We must therefore exam1ne how the public sectors in these coun-

tries have usecd 011 revenues in consumption and investment to enhance

welfare. This is done by examining public expenditures in the sectors
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we have chosen. Answers to the sets of questions we have raised for
each sector provide a means for knowing how public expenditure attempts
to meet the goal of increased output and thus increased welfare.

The analysis concludes by examining what Nigeria can learn from
the experiences of the other countries. This will be done by evaluating
the experiences of other countries in their investment programs. In
doing this, it is important to examine which programs have been notably
successful and the extent to which it has bearing for the Nicerian
prospects. We must however take into account the special features of
the given investment example or of that economy that may be different

or similar to the Nigerian situation.



CHAPTER VI

OIL REVENUES AND PUBLIC EXPENDITURE FOR DEVELOPMENT

Introduction

. In LDCs, tHe161i ﬁnddst;§Iby.itself has Qery“smal1 deééibﬁﬁéhta1
effects. This is because it has weak linkages. It has no backward
linkages because 1t empldys veny sma11 1ab0r force and 1ts caplta] and
technology come from abroad a1nce most of 1ts product is exported 1t
does not establish forward linkages except for the domestic energy it
supplies thus sav1ng fore1gn exchange. Hence the on1y substential
effect of o0il is the 1ncome it provides the state Its fnfihéheé on
development must be examined in the context of how the revenues have
influenced pub11c expend1ture for the development of the non- -0il sector.

The best 1nd1cator of development in the non- 011 sector is the
trend in output levels. Therefore, if public expenditures are to en-
hance development, they must generate 1ncreased output For output to
increase, the expend1ture reeu1t1nq From 011 revenueq must be pervasive
enough. Not only must the expenditure give rise 1o growth in physical
output, but effect1ve expend1ture must also be undertaken in the social
sphere since th1s comp1ements performance in the physical séhere

The above calls for directing expenditure toward well established
goals. This implies that budgetary a11ocation§ must be geared toward
increasing output 1& e:eariety of activitiee'in:the non-0il sector.

Gut the praocess by which increased output is generated will differ
among nations be;aese of (a) the nature of the ﬂ&t]Oﬂ S factor endow-

. : b L %@ - l.
ments, (b) experience with il product1on, (c) 1eve1 of human capital,

™



(d) the amount of revenue accruing to the nation, (€) the goals set by
the political system. Moreover, the pressure applied on policy makers
by different interest groups in society will affect the way pol
formulated and executed. Nonetheless thes

creased output in th® non-oil sector if welfare is to be enhanced

In this chapter we examine the role of government expendit
agriculture, industry, infrastructure, education and health in
enhance welfare. In the conclusion sectiorn

not these countries can make it when 0il runs ¢
1 iry of I'!rl Ok H 1 Indi 1 LOT

The economies of thiese countries have undergone major chan
since the early 1960's a5 a result of oil revenues. A1l the
tional indices of growth demonstrate this. In terms of current price

> in 1960's by 5.4 percent per annum in Nigeria,
iran, 7.9 percent in Iragq and 6.8 percent
1970-738 it was 15.7 percent in Nigeria, 24.6 percent
I
percent in Iraq and 13.7 percent in Venezu
In 1I-'.Ili|1|r_' Amaunt ”| | vel of GNP rose f- ween 1960 and 197
6 billion to $9.4 billion in Nigeria;
billion in Iran; $%1.7 billion to %4.4 billion in Iraq; and $6.0 bil
12.1 billion in wezuela lar qr i1 i
) 19 In N
deral O0ffice of i I i
ran Statistical Yeay I |
I I |i| :It L1n ] i
| | | | 4 ] . | [ [l 1 O
iS55I World Bant | ) ndi

Iraq from $5.0 billion to $14.5 billion; and Venezué]a from $]$}3
I P EE IR A R AR o 2 <oty

billion to $32.5 billion. BN

Both imports . and expéff; hévé aisb.ghown bhéﬁoﬁéha{ growthhgéh;.'
result of oil especially in the 1970s. In Nigeria in 1960 imports
were $647.7 million but by 1970 they have increased to $1,104.6 million.
For the sane years in Iran imports rose from $203.4 million to $1,798.5
milTion. In Iraq imports rose from $458.4 million tc $599.4 million and
in Venezuela from $883.2 million to $1,845.5 million. But the 1970's
saw steeper increases, -In Nigeria by 1977 imports have risen to . ..
$11,045.2 million, in Iran $15,069.6 million, in Iragq $3,799.3 million
and in Venezuela 99,661.0 mitlion. The exports side was even more spec-
tacular. In Nigeria in 1960 exports were $509.2 million but this rose
to $1,312.0 million in 1970. For the same period in Iran exports rose
from $881.9 miilion to $2,838.7 million. As with imports, exports in
the 1970's also show very steep increases. In Nigeria, exports in-
creased to $11,430.6 million in 1977; in Iran to $22,708.8 million, in
Iraq to $8,526.5 million and in Venezuela to $10,246.5 million.

011 revenueé have also given rise to phenomenal increases in

development plan expenditures. In Nigeria these expenditures rose from
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Table 8 (continued)

Sector 1960 1963 1965 1970 1972 1974 1976
Indus try 62.0  75.0 “ 3.0 188.0 579.0 418.0
Total Exp. 1550.0 1500.0 1896.0 2571.5 3100.0 9228.3 g£38%.:
p”gég‘:(g?‘"/ 25.8  20.0 21.5 21.3 21.1  31.3  27.1

Sources: Nigeria: Federal Office of Statistics, Lagos. Digest of
Statistics, Vol. 18, No. 2, April 1969. Central Bank of
Nigeria. Annual Report and Statement of Accounts, Dec. 1971
and 1978. U.N. Statistical Yearbooks 1969 and 19/6. Iran:
Statistical Office, Iran Statistical Yearbook 1972. Ministry
of Information, Tehran, A Decade of Achievement. Illustrated
Statistics of Iran. Central Bank, Annual Report and Balance
Sheet 1974 and 1975. UNESCO Statistical Yearbook 1967.

The Budget and Plan Organization, The Budget of Imperial
Imperial Government of Iran 1976/77. Iraq: Central Statis-
tical Office, Annual Abstract of Statistics 1973. Central
Bank of Iraq, Quarterly Bulletins 1961 and 1976. The Econo-
mist Intelligence Unit, Quarterly Economic Review of Iraq,
Annual Supplement 1979. U.N. Statistical Yearbooks 1964,
1970, 1977. Venezuela: Central Bank of Venezuela, Reports
and Bulletins, various issues. The Economist Intelligence
Unit, Quarterly Econemic Review of Venezuela et al.. 1977.
U.N. Statistical Yearbooks 1964, 1970 and 1977,

Only Venezuela however has consistently spent substantial amount
of money on education throughout the period 1960 - 1976. This indicates
to some extent the difference in the level of development between Vene-
zuela and the others. In LDCs, the first step in development has
usually been the improvement of infrastructure. But Venezuela has had
improved infrastructural facilities since late 1950's. This has made
it possible for the country to put more funds into non-physical aspects
of development. In addition up to the late 1950's the Venezuelan eco-
nomy operated with greater private enterprise involvement. As a result,
government expenditure was concentrated on non-physical aspects of de-

velopment such as health and education.
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Iray is Lhe.bﬁiy coﬁﬁtfyzthat ﬁas:éonsi5téﬁ£1yhsﬁenihsﬁﬁéf;;tialIy
more funds on industry than on agriculture. This was due to the drive
to industria]ize the country as fast as possible and the government
takeover of busfhéSses with share capital of $8,400.0C and over. Thus
the table not only shows the magnitude of changes in expenditure dis-
tribution but also shows the pattern of priorities developing among
these nations. In order to ascertain how effective these expenditures
have been, we must analyze these economies on a sector by sector basis.

We begin by examining.ﬂgriculture.'V"F

ne [

Agriculture . - . S At

Four 1ssué;”&étéfhine the:nétuféaof nubtic expéndftﬁ;e’inﬂﬁﬁigw
sector. One, policy makers stress that truditional forms of production
must give way to modern forins if productivity per man per hectare is to
incréase.and if substitution of capital for labor is to take place.

Two, priority is being given to large farwm units capable of using
technicaliy advanced capital-intensive processes. Third, government
direct invesfmeht in agricultural preoduction and the encouragement of
the development of commercial agriculture. Four, the encouragement of
subsistence farmers to join cooperatives in order to benefit from the -
economies of scéié. s e . i_.“ € ;,,;

Before we proceed witﬁ fhis analysis we need to discﬁss the in-
fluence of oil financing on this sector. There are basically twoe major
influences ofISii revenues with regard to agricultural expenditures.
One, the availability of o0il revenues made it possible for more reve-
nues in both absolute and relative amont to be comnitted to its develop-
-ment. Two, governments have been able to widen their strategies for

enhancement of agricultural output. Thus many more activities are

R P
: R
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main objectives of agricultural expenditures is the inducement of

technological adaptation so that farmers can increase output for sale.

ot .'f’\,{gh

Outline and Ordef 6f ﬂgr1cu1tura1 Expcnd1ture Ana]ys1s

-

1. farm Mechan1zat10n

ways of encourag1ng mechan1zat10n
Expenditure on farm machines especially tractor

2. Commercial Crop Production

Vo

Use of inputs such as fert111zers, pest1c1des, etc.
Subsidies -
Marketing boards and price guarantees

3. Land Reform and Co-operatives

ok

0il revenues and land reform implementation
Co-operative membership and land allocation

4. Rural Development
Water supply, extension services and rural roads
5. Credit Institutions .-

Methods and levels of public credit EE:

6. Encouragement of Private Sector Investment =
Conditions provided to induce such investments

Tax rPform and

11-'.

7. leestock Deve10pmontr

nvcsLant credlts

Animal production ... R I

This necessitated land reform to provide the needed land. However, co-
operatives are necessany 51nce the peasants are not able to 1nd1v1dua11y

purchase some of the farm 1mp1ements. Morenver, rural deve?opment is

essential if output is to rise. But funds {or investment by farmers

N R



109

have always been in short supply. It has therefore become necessary
to establish credit institutions. Private investment offers the bene-
fits of increased output as well as inducing technological adaptation
through demonstration effect. And finally livestock production is
encouraged to meet ilproved food needs.

. To enhance agricultural mechanization these governments resorted
to importation of farm machinery especially tractors. Iran, Iraq and
Venezuela have also established tractor, combine harvesters and other
sophisticated farm equipment assembly plants to supplement imports.

To enhance access to these machines, the prices are subsidized through
tariff exemptions on imports and components. Credit is also provided
for the purchase of machinery. For small farmers who are unable to
purchase machinery, the governments have set up rental stations and
storage depots for farm machinery. In Nigeria for the period 1970-73
the government spent 2.5 percent of $530.4 million expended on agricul-
ture in providing tractor hiring units. In Iraq between 1970-75 the
government spent 14.7 percent of %917 million expended on agriculture
for this purpose, In Iran in 1974 the government spent 28.6 percent
of $284.3 million bn this activity. But this included provision of
credit for machinery purchase and the training of tractor technicians
and operators.

Commercial crop production is a traditional sphere of government
expenditure, Instruments used to enhance this activity include en-
couraging farmers to use inputs such as fertilizers; improved seeds and
seedlings; pesticides; and the use of government purchases through mar-
keting boards. The governments enhance the use of inputs by subsidizing

prices of these inputs.
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The level of subsidies for fertilizers and pesticides in these
countries range from 20-10 percent. For example in Nigeria it is 50
percent while in Iran it is 20 percent. In the period 1975-79 input
subsidies cost 11.7 percent of $2468.3 million allocated to agriculture
in Nigeria. In Vene2uela in 1974 about 43.3 percent of $1075.3 million
spent on agriculture was for input subsidies. In both Iran and Iraq
expenditures on subsidies have been rising.

Government price guarantee scheme is an important price incentive
utilized to increase output. The marketing boards are the machanism
used in administering these prices. In Nigeria the boards purchase
expert crops at guaranteed minimum prices thus cushioning the farmers
from fluctuations in the world prices of agricultural commodities. The
program therefore protects the producers' incomes from yearly fluctua-
tions and encourages consolidation.

While the objectives of the programs with regard to farmers' in-
come are the same in all the countries, price guarantee programs in
Iran, Iraq and Venezuela are broader than in Nigeria. They cover both
export and domestically used crops including food crops. Moreover in
these countries thé goal of minimum farm price policy is balanced with
the goal of containing food prices for the urban consumer. This has
necessitated considerable food subsidy. For example in Venezuela in
1974 food subsidies were $193.5 million but by 1977 they exceeded $467
million.

Land reform has also been another means by which the governments
have tried to improve agricultural output, In Nigeria where the land
tenure system is based on communal ownership, this took the form of land

use decree in order to release idle Tand for big agricultural projects.
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In Iran, Irag and Veﬁééuelé; 1and“;é%6rh§ ;éfé considered neces-
sary in order to prqvide_land for jand1ess rural lahor. The premise
of the reforﬁ:bééﬁg'fhaf.suﬁﬁ.élsfép.ﬁould Tead to peasant investment
in the land thus increasing agriculiural output. In these countries,
land reform would hdve taken place whether there s oil or not in order
to stave-off peasant reveolt. But thé.évai1abi1ity of 0il revepues has
helped in the administration of the reform programs. 0Oil revenues pro-
vided the means for compensating formey land owners and the ability to
subsidize agricultural inputs. For exanple in the period 1962-68 the
Iranfan governwent allocated over $81 million (12.7 percent of agricul-
tural expenditure} Lo implenent Tand reform, 1o Yenezuela between
1960-1974 expenditu;énén Tand reform was $604.9 million (14.4 percent
of agricultural expenditure),

Co-operatives are also being encouraged especially as a complement

o

S

ta land reform. They dré:ﬁéediaé:a h@;ﬂssdf‘pﬁoling peasants together
into larger production units so as to enhance the use of improved tech-
nology (machines} in production. In Nigeria, co-operatives are volun-
tary and very much féﬁéfufhfﬁﬁmber in conparison to the other countries.
For the period ]9%2~68 axpenditure on cooperatives was $10.7 wmiilion
{7 percent) of gxpgnditure. By 1975-79 expenditure allocation increased
“in absolute amoﬁnthto $145 million. This was however a decline in rela-
tive amount to € percent. In Iran, Iraq and Venezuela membership in a
cooperatjygqjs_gssen;ig] for getting land and access to other public
agri¢u1£u;€i:;é;Gﬁéééf 'In Tran by mid-1977 there were 2300 coogperatives;
in Irag there were 1940 but in Nigeria there were only 130 by 1275.
Rural.qug}qpmupt is_anpther means by which attempté are iade to

o e i j

enhance agricultural output. The most important activities include
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water supply, extension services and rural roads. In Nigeria over the
period 1962-68 only $27.5 million was spent on these activities. But
for the period 1975-79 expenditure allocation increased to over $145.0
million. In Iran between 1969 and 1973 expenditure increased from
$19.5 million to $40.2 million. In Venezuela between 1966 and 1974
expenditure rose from $15.4 million to $17.7 million. In all the coun-
tries the level of expenditure has continued to increase with extension
services continuing to receive considerable attention with the aim of
reducing the ratio of farmers per extension worker.

One of the most important developments in this sector in these
countries has been the establishment of various credit institutions
such as the Agricultural Development Banks, etc. These credit institu-
tions administer loans at very low interest rates. For Nigeria agri-
cultural credit is a relatively new phenomenon. For the period 1970-74
public agricultural credit was $16.9 million or 3.2 percent of expendi-
ture. This rose to $225.0 million or 9 percent of agricultural expendi-
ture in the period 1975-79. In Iran in 1970 public credit was $29.3
million or 21.7 percent of expenditure. By 1976 this had risen to
$612.6 million or.30 percent of agricultural ezpenditure. In Venezuela
in 1973 public credits were $55.9 million or 14.4 percent of expenditure
but by 1976 this had risen to $284.3 million or 27 percent of expenditure.
Although in Iraq public credit also increased in the 1970's this was only
in absolute amount. In relative amount credits declined. In 1970 public
credits were $6.4 million or 9.7 percent of expenditure and by 1973 they
rose to $12.8 million or 6.8 percent of expenditure,

The drive to increase output bas led the governments of Iran,

Venezuela and Nigeria to encourage both domestic and foreign private
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sector investment in agriculture through the use of very generous
investment incentives. The strateqgy is a combination of tax reform

and investment credits in order to improve profitability of agricultural
investments. The Nigerian 1easures will be used as an example. One, an
investment allowancé of 10 percent. Two, agricultural companies could
earry forward indefinitely any losses they suffer and write them off
against future profits.

Three, tax exemption on interest earned on agricultural loans de-
pending on the repayment period. Loans payable in more than seven
years, 100 percent exemption; payable in 5-7 years, 70 percent; payable
in 2-4 years, 49 percent but those payable in less than two years were
not exempted. Four capital allowance was introduced for equipment
leasing in agriculture. Moreover the government undertook to absorb
private risks in agricultural investments through the introduction of
Agricultural Credit Guarantee Scheme.5 In Iraq the government instead
has used foreign private firms and government agencies to establish
agricultural turn key projects on its behalf.

Finally, livestock production is receiving increasing attention
especially in recent years. In Nigeria between 1970-73 the government
spent 32.67 million on this program but expenditure.rose rapidly between
1975-79 when over $185.8 million was allocated to this activity. This
expenditure has gone into improving grazing facilities, the expansion
of the activities of the Nigerian Livestock Authority and the settle-

ment of migrant herdsmen. In Iran the government uses the State Meat

5
’For more details see Central Bank of Nigeria, lLagos, Developments
in_the Nigerian tconomy During the First Half of 1973.
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Organization to enhance livestock preduction. Funds ‘are spent mainly

. N P . . U L ‘@
on grazing facilities and subsidies. TN

In Venezuela 1{vestock production is encouraged principally
through the government cradit provision under the directions of the
Livestock Development®Ban<. Credits for livestock development rose
from $25 million in 1966 to $150.5 million in 1974. Moreover, a $465
million Agriculture - Cattle Credit Fund was created in 1974 to channel
oil revenues into livestock production. As in Iran, governmgnt subsi-
dizes livestock production. In Iraq livestock development Hé;'béén
incorporatad i the turn key prodects L Tor Lhe govermmgmb,

CoplLain bhasic difCevescos ampl similaviies in expenditbure sivue -
ture have emerged from this discussion. The differences are, one,
Iran, Iraq and Venezuela have placed considerable emphasis on coopera-
tive development in comparison to Nigeria. Two, Iran and_Vgng%pe1§

have made more use of agricultural credit than Nigeria or Iraq.

'%ﬁfee,
price incentive has been applied on a wider basis in Iran, Iraq and
Venezuela than in Nigeria. Four, only in Nigeria, Iran and Venszuela
{5 commercial agriculture encouraged. Five, only in Nigeria, Iran and
Irag are the goverﬁﬁents dirvectly involved in agricultlural production.

Similarities are as follows:; One, all the countries emphasize

T

agricultural mechanization;agﬁé 5ééﬂ§ o?.impﬁbb;ﬁgjagricultural produc-
tion. Two, large scale production is c¢learly favored in all the coun-
tries. Three, input subsidies are uscd extensively. Four, the coun-
tries lack effective extension services.

Given the various cxpenditures undertaken, it 1s important we
evaluate the effectiveness of these expenditure;:u Thjs_rquires an-

swering the set of questions stipulated in the hréviohs'chaptér.
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-Although vast resources have been allocated to this sector; in Nigeria
an annual average of 16.3 percent of total investment for the period
1962-1979; in Iran 21.2 sercent for the period 1950-1979; in Iraq 17.7
percent for the period 1956-1979; and in Venezuela 12.7 percent for the
period 1960-]9?9;6 the growth in output has not been very encouraging.
In Nigeria the average annual growth of agricultural sector GNP at
current factor cost for the period 1963-1974 was 3.5 percent. In Iran
at current prices for the same period was 6.6 percent. In Iraq at
current factor cost for the period 1960-1971 was 5.2 percent. And in
Venezuela at constant 1968 prices for the period 1970-75 was 3.7

percent.7

As Table 9 shows between the period 1961-65 and 1976 agricultural
output increased on compounded average at the rate of 1.3 percent per
annum in Nigeria, 2 percent in Iraq, 3.5 percent in Iran and 4.5 per-
cent in Venezuela. Performance on a per capita basis was even worse
than this. In Nigeria compared to the production levels of 1961-65
productivity in the 1970's was in some cases up to 15 percent lower.
Irag also showed a similar trend as in Nigeria with productivity fluc-
tuating in a decl%ning way. OBy 1976 for example, Iraqi productivity
had declined 11 percent from its level in 1961-65. ‘Only in Iran and
Venezuela were there modest annual increases in productivity of about

1.5 percent and 2.2 percent respectively. Therefore, in spite of the

6See Footnote number 4 for sources,

?Niquia. Federal Office of Statistics. Economic Indicators, various

issues. lran: Statistical Yearbook of Iran 1972, 1973 and Central

Bank of Iran, Bulletins. Iraq: Annual Abstract of Statistics 1970,

1973. Venezuela: U.N. VYearbook of National Accounts Statistics.
various issues.
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various expenditure measures undertaken, agricultural output has been

poor thus casting some doubt on the effectiveness of these measures.

Table 4

Index Numbers of Total and Per Capita Agricultural Production
. 1961-65 = 100

Country 1961-65 1966 1963 1970 1972 1374 1976

Nigeria 100 101 105 116 111 112 120
Iran 100 116 128 140 144 155 171
Irag 100 109 131 126 164 125 136

Venezuela 100 119 129 148 151 168 178

Per Capita Output

Nigeria 100 a4 93 98 89 85 86
Iran 100 107 111 115 112 113 118
Iraq 100 99 112 101 123 88 a9
Venezuela 100 108 110 120 115 121 121
Source: N. (F.A.O, Production Yearbooks, Vol. 27, 15973 and

U.N. )
Vol. 36, 1976.

Exports have been affected by this poor performance. The effect
however has varied among the countries between 1960 and 1977. In
Nigeria the growth.of agricultural export was sluggish. Three major
agricultural exports grew at only about 3.3 percent annually. In the
case of two commodities - palm oil and cotton - whose exports were sub-
stantial in 1960's, exports virctually disappeared by 1974, In Irag
total agricultural exports declined between 1966 and 1975. Exports of
raw cotton have virtually stopped while the exports of grains have
been erratic.

In Venezuela agricultural exports showed a somewhat upward trend

between 1965 and 1974. This was most noticeable in the case of three
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crops: coffee, cocoa and sugar. The average growth rate for these
crops was 8 percent annually. Export of rice which grew in the 1960's
actually declined in the 19/0's., Other commodities especially live-
stock products declined in the 1870's also. In Iran three agricultural
exports, cotton, fresh and dried fruits and skin and Teather grew at an
annual rate of & percent in the 1970's. In general exports of agricul-
tural commodities in the period 1964-1975 grew at an annual rate of
5.7 percent.

Export volumes have not been inpressive for two reasons. One,

the general poor performance of the agricultural sector in these coun-
tries. Second, rapid increases in ricent yearc in domestic demand for
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Two activities will be used as examples to assess the degree of
technological adaptation in these countries. These activities are the
use of machines like tractor, etc. and the use of fertilizers. The
number of tractors in use grew 11 tiwes from 660 to 7,300 between 1965
and 1974 in Nfgeriﬁ. In the same period in Iran the number more than
doubled from 11,300 to 25,000. In Iraq the number about doubled from
4,600 to 9,100 while in Venezuela the number grew from 13,086 to 23,460.
Lnile there has been increased number of tractors in use, most are used
on government farms except in Venezuela. Therefore, with regard to
mechanization it must be concluded that there has been lTittle tech-
nological adaptation except in Venezuela.

For the peasant farmer, the most accessible technology is probably

fertilizer because the price is substantially subsidized and it can be
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bought in small quantities. The use of fertilizer has been rising sub-
stantially. In the period 1961-65 the average amount of fertilizer

used in Nigeria was 0.3 kilogram per hectare. By 1975 this had risen

to 2.9 kilogram per hectare. For the same period in Iran fertilizer
usage rose from 4.7 kilograms per hectare to 49.7 kilograms per hectare.
In Iraq the increase was from 1.1 kilograms per hectare to 17.0 kilo-
grams per hectare, while in Venezuela the increase was from 21.4 kilo-
grams per hectare to 76.5 kilograms per hectare.

From the analysis above, all the countries have shown substantial
improvement in the application of fertilizer. The rapid rise in the
volume used indicates that the peasants are adopting this form of tech-
nology. However, the levels of use are still below the recommended
levels. In Nigeria for example, the level of use in 1975 was well be-
low the recommended level of 18 kilograms per hectare.

Even though it appears there is a gradual progress in technologi-
cal adaptation, except in Venezuela, the process has not yet taken
sufficient roots to significantly influence output. It may be many
more years before real positive changes in output can be noticed.

With regard.to consolidating the benefits of land reform, agricul-
tural expenditures have not helped much. A considerable proportion of

beneficiaries of the reforms abandoned their lands because of jack of

wn

ufficiznt inputs especially credits and fertilizers, lack of effective
extension service and lack of infrastructure {roads, irrigation facili-
ties, etc.). In Venezuela by 1971 over cne-third of beneficiaries
abandoned their land. The rate was high in Iran and Iraq where soil
salinity also contributed to land abandonment. Because of the high

abandonment rate, land reform measures have not substantially contributed
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real income which has led to changes in consumers taste in favor of
protein rich foods such as meats and dairy products which are in short
supply in these countries. Only in the last few years have these
governments began to seriously deal with this problem by directing more
public expenditure tb those areas of high demand. It would take some
mere years before such expenditures can begin to effectively slow down
food imports.

In addition to all the issues already discussed, the main issue
regarding the poor performance of this sector is absorptive capacity.
The capacity to spend the available funds to increase output is still
lTow in these countries. In Nigeria during the 1970-74 plan only 44.4
percent of the plan projects in this sector were undertaken. Perform-
ance in the first year of the plan period just ended indicates about
the same performance as in the 1970-74 plan period. For the other
countries we can only give aggregate plan performance. In Iraq plan
implementation rate was only 31 percent in the early 1960's. By 1970's
this has improved to only about 55 percent. Only about 40 percent of
the 1973-78 plan projects were undertaken in Iran. Undoubtedly, such low
irplenentation rat;s of development plans contribute significantly to
the poor performance of the sector.

As a summary, in spite of the yovernments huge expenditure in
agriculture over the years, output has not grown rapidly. This is
largely because the majority of the producers - the small farmers -
have been neglected in favor of big farmers and sophisticated means of
production which are considered more productive by policy makers. But
these approaches have not bieen that productive as the output levels

ve chown., If agricultural output is to rise substantially public



123

become an important'soﬁféi of privdte'iﬁdustfial'fiﬁance'thrdugh the
use of industrial credit institutions. %~ R T B

Another important influence of oil revenues has to do with the
c¢hanges they induced in goverrment policies. As examples, in Nigeria,
oil revenues led to the establishment of the indigenization scheme.
Under this scheme, Nigérians must own at Teast 40 percent o% éﬁ} indus-
trial activity. Where the indigenuus private sector was uneble to
execute this program the government stepped in and beught whatever was
outstanding. In Venezuela in 1974 o0il revenues made it possible for
the government to take over the ircon and steel industry. )

Chart 11 below gives the order and outline of expenditure analysis
in this sector. These activities are related in that they all play im-
portant roles in enhancing industrial output. TImport-substituting
industries have generally been the beginning of industrial activities
in LDCs in order to save foreign exchange. But if industry is to con-
tribute fully to an economy it must be able to produce intermediate and
capital goods because these are the basis of all production. Industrial
credits facilitate the role of the private sector in the'éﬁféb1ishment
and development of the above activities. Finally, non-structural in-
dustrial expenditures provide the needed information to enhance output
especially with regard to small scale industrial activities which are
complementary to the big industries in enhancing coverall output.

We begin our analysis with the import-substituting industries.
During the period 1962-68 publicﬂgeékor industrial expenditures on
tmport-substituting industries were as follows: In Nigeria, 70 percent
of $137 million was spent on cement, fooﬁ, beverages and texti]es. In

e %. vl e i ,'
Iran, 63 percent of $1107 million was spent on ferti]izer;ﬁsugar,
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Public industrial credit in Iraq has not been 'significant.
Available credit in 1967 was 1 percent of $141.3 million expended by
the government on industries. By 1974 relative amount of credit rose
only modestly to 1.4 percent of $462.5 million of public sector indus-
trial expenditure. %he increase therefore is mainly in absolute amount.
Venezuelan use of industrial credit rose in absolute amount but declined
in relative amount between 1965 and 1974. While between 1965-69 public
credits to industry were 14.1 percent of $265.4 million, between 1970-74
they were 5 percent of $998.4 million. But in 1974 the government began
a major drive to increase both in absolute and relative size the amount
of industrial credit in the economy. Thus it created the Industrial
Credit Fund with a capital of $500 million to be paid from the budget
over five years.

Progress has been slow with regard to non-structural investment
expenditures. In Nigeria only during the 1975-80 plan period did the
government plan some reasonable expenditure on industrial extension
services and general industrial information. About 0.55 percent of the
$8502.4 million planned industrial expenditure during this period was
allocated to these activities. In the ather countries there are no
available data to specify the expenditures undertakemn, but given the
degree of commitment to industrialization it can be deduced that expen-
ditures are rising.

In sum, the following pattern of expenditure has emerged from
this analysis. There is a strong similarity in the type of industries
that have been established. This covers both import-substituting and
intermediate and capital goods industiries. A major difference is weight

of expenditure between import substitution, and intermediate and capital
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goods industries over the years. Except Venezuela; all the other coun-
tries show greater proportional public sector expenditure on import-
substitution industries in the 1960's. But beginning with the 19703
the other countries followed Venezuela's pattern of increased concen-
tration on intermediate and capital goods industries.

*» Absolute levels of industrial credits have risen over the years.
But in Iran in particular there was also a significant relative increase,
In both Nigeria and Venezuela there was a relative decline between
1970-74. In all the countries non-structural industrial expenditures
were neglected up to 1974, However, increased oil revenues since 1974
have led to increased attention being paid to these activities.

From the analysis above, substantial industrial expenditures have
been undertaken. As an example, in Venezuela between 1968 and 1976
public industrial expenditure rose from 13.0 percent of gross capital
formation to 22.4 percent. These expenditures have generated substan-
tial growth in output in this sector. The average annual growth rates
of industrial sector GNP at current factor cost were as follows. In
figeria 18.6 percent for 1960-1978 perviod; in Iran 21.0 percent for
Va62-16 perind;, in .lmq 17.06 percent tor 1960-1976 periods and in
Venezuela 1.0 percent for 1968-1976 puriod.El

The growth in industrial output followed a similar pattern as
above. The annual average growth rates of industrial output for the
decade 1962-1372 were: in Nigeria 12 percent; in Iran 14 percent; in
Iraq 9.1 percent and in Venezuela 6 percent. For the period 1970-76

industrial output grew at even higher levels. The annual average growth

9U.N. Yearbook of National Accounts Statistics, Vol. I, various issues.
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rate was 14.0 percent in Nigeria; 17.6 percent in Iran; 12.0 percent in
Iraq and about 7.4 percent in Venezuela.10 The high growth rates es-
pecially in the 1970's indicate that industry had benefitted substan-
tially from government investment induced by 0il revenues.

The growth of vutput of import-substitution industries was also
quite impressive especially in the 1970's. Output increased at an
annual rate of 18 percent in Nigeria between 1970-78; in Iran 14.3
percent between 1969-75; in Iraq 16.0 percent between 1968-72 and in
Venezuela 7.0 percent between 1968-75. In all these countries however
increased output was most significant in non-durable consumer goods.

Output of intermediate and capital goods also grew substantially.
For the period 1967-75 the annual growth rates for these products
averaged about 10 percent in Venezuela; 29 percent in Iran; 18 percent
in Nigeria; and 15 percent in Iraq. The growth rates in Iran, Nigeria
and Iraq were very high partly because these countries are coming from

relatively lower bases in comparison to Venezuela.

With regard to industrial credits their contribution to output
appears to be most obvious in Iran, Venezuela and Nigeria. The average
loan in Higeria bétween 1962-68 was about $28,000. This was within the
scope of medium sized industries. In Venezuela currently the loans
range from less than $1.0 million to over $12.5 million depending on
the type of project. In Venezuela for example, the availability of

. - . |
JQIuETIMen:

onp term Finance his hecome the delaming fan” 7T M-
vestument decisions of the private sector. In Irag, public industrial

credits were small. In 1967 the average loan was $7,210.0 but modestly

]OU.H. Yearbook of Industrial Statistics, various issues.
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rose to $10,420 by 1973. Such loans appear too small to bring about
effective industrial development especially in the areas of intermediate
and capital goods development which require substantial investment.

The drive to, industrialize has been hampered by abso ptive con-
straints. During the 1960's and early 1970's Nigeria's plan implemen-
tation ratio was around 33.3 percent of planned industrial projects.
The implementation ratio of the 1975-80 plan is unlikely to be more
than 50 percent. In Iraq even though implementation rate was as high
as 82 percent for the 1970-75 plan, given the high expenditure of the
1976-80 plan it is unlikely that a high ratio would be achieved. The
performance of Iran indicate this could happen. In Iran in 1962-63
the implementation ratio was 88.9 percent, but as a result of huge ex-
penditure level during the 1973-77 plan period, the implementation ratio
dropped to 33.8 percent. The current Iranian revolution is likely to
even lower this rate. Venezuela too shows evidence of absorptive con-
straints though not as acute as in Nigeria. This is evidenced by the
consistent failure of the development plans to achieve the targets set.
It can be deduced therefore that absorptive constraints have consider-
ably reduced outpht prospects of this sector.

Industrial development is expected to provide employment. In
these countries unemployment has declined over the years. In Nigeria
unemployment rate declined from 7.8 percent in 1970 to 4.5 percent in
1974. In Iraq the rate declined from 9 percent in the 1960's to 6
percent by 1972, in Iran it declined from 10 percent in 1971 to 8 per-
cent in 1974 and in Venezuela from 14.2 percent in 1962 to 6.3 percent
in 1974. It can be deduced that industrial expenditures have helped to

reduce unemployment although we cannot tell exactly by how much.



131

However, the fact that unemployment rates remain high in Iran,
Iraq and Venezuela indicates that industrial employment creation capa-
city has not been large enough to meet the supply of available labor.
This is partly because of the high capital intensity of many of the
industries that are®being established for example petrochemicals, etc.
Moreover, oil has induced accelerated rural-urban migration at a rate
that far surpasses industrial employment creation. Therefore, in spite
of the huge industrial expenditures, unemployment is still a problem
in these countries.

In sum, unlike agriculture industrial expenditures have led to
significant growth in industrial output in all the countries. This is
particularly so in the 1970's corresponding with increased oil revenues.
But these high growth rates in Nigeria, Iran and Iraq are largely due
to the fact that the industrial bases are small vi-sa-vi Venezuela.
Moreover, high unemployment rates persist in these countries. This
situation suggests the need to give more attention to critical assess-
ment of the type of technology being used in industrial projects.

Where possible, industrial ventures should use the technoloqy that

enhances empToymeﬁt prospects. We now turn to infrastructure.

Infrastructure

A sound infrastructural base is essential if output is to be
enhanced, To achieve this, substantial funds have been committed over
the years by these countries in this sector with the aim of removing
all potential bottlenecks to increased output.

The availability of oil financing has influenced expenditure in
this sector in the following ways. One, there have been massive efforts

to increase the volume of infrastructural facilities. Two, the



132

governments have also become increasingly cuncerned about the quality _
of infrastructural facilities. Three, the countries have diversified
their shipping activities to include oil tanker fleets in order to
participate in downstream oil trade.

[n this sector dur discussion will cover transportation facilities
(reads, railways, airways and civil aviation, ports and shipping lines)
and communication facilities (telephone and postal systems).

0f the $4401.3 million spent by the public sector in Nigeria be-
tween 1962-68 about 8 percent of it ($376.6 million) was spent on infra-
structure. The breakdown for specific programs was 46.3 percent of
$376.6 million for roads; 16.0 percent for railways; 26.8 percent for
ports and shipping; 10 percent for communication; and about 3.0 percent
for airways and aviation. The road program involved the construction
of bituminous and asphalt surface roads, construction of new feeder
roads and bridges to connect rural areas with the main towns. The rail-
way expenditure went into the completion of an extension to the system
as well as for the purchase of new locomotives and rolling stock. Port
investment concentrated on improving berthing facilities of six ports.
Additional aircrafts were purchased with airways funds while Commum: e
tion funds were used to improve the telephone and postal systems.

In Iran during this period, 7.4 percent of $5777.2 million ($778.7
million) spent by the public sector went into this sector. The order of
the funds breakdown with regard to transportation was as follows: road
development, railways, ports and civil aviation. Substantial funds were
committed to communication. However, specific percentage figures for

these activities are not available.
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The pattern of expenditure in Iraq was simfla? to that in Nigeria
and Iran. In the period 1951-69 about 12.8 percent of $9376.4 million
spent by the public sector went into this sector. Here also percentage
breakdown of expenditure is not available, and thus we would make quali-
tative statements. °The order of expenditure with regard to transporta-
tion was as in Iran and Nigeria. Road expenditure concentrated on
expansion of hard surfaced ¢nd feeder roads to connect the main trans-
port centers. Railwiy fund: were directed at standardizing gauges of
rail lines, the modernizing and increasing the volume of the rolling
stock. Berthing facilities were improved a' the country's then only
port and civil aviation funds were used to improve airport facilities.
The communication activity did not receive significant expenditure.

In Venezuela throughout the 1950's the government committed over
30 percent of annual public expenditure in infrastructural investrents.
Public expenditure in this sector therefore rose from $161.7 million in
1951 to $412.5 million in 1959. In the 1960's both the relative and
absolute amounts of public cxpenditure in this sector declined. For
example infrastructural expenditure declined Lo an average of 15 percent
of annual public éxponditure and an annual average of $249 million in
absolute terms. Expenditure preference was similar to the situation in
the other countries with roads coming on top followed by ports, railways
and civil aviation. Unlike Iraq however, the communication activities
received considerable attention.

The 1970's show much higher public expenditure, diversification
into 0il tanker fleets and more attention to quality in this sector.

In Nigeria infrastructural expenditure between 1970-73 was 5534.4

l .
million. Of this amount 73.4 percent went for roads and briﬁges; 8.1
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percent for railways; 3.3 percent on airways and civil aviation; 2.3
percent on ports and waterways and 11.8 percent on communication. Ex-
penditure levels continued to increase in subsequent years. In 1975
expenditure was $1205.8 billion. Again road program had the largest
allocation of 71.7 percent of this expenditure. Airways and civil
aviation received 7.7 percent of this amount while all the other acti-
vities including the establishment of oil tanker fleet received 7.5
percent. By this time more attention was being given to communication
activities. Expenditure on them in this year was 13.1 percent of $1205.8
million. In all the activities emphasis continued to be on increased
volume and quality. For example more rolling stock and locomotives were
purchased for the railways and six additional berths were added to the
ports.

In Iran expenditure rose in absolute amount from $189 million in
1970 to over $1.3 biilion in 1976. While roads continued to be empha-
sized, in 1976 port development received 19 percent of $1.3 billion
spent in that year while railways received 16.6 percent. As in Nigeria
during this period, emphasis was placed on increased volume and quality
of 1n:trastructur;l establishments. But the quality of improvement went
much further than in Nigeria. By 1976 the government started to double
track and electrify parts of the rail system. Estimated cost of comple-
tion was $1.9 billtion. Six new ports were built by 1976. Two shipping
lines were established, one for merchant marine activities and the other
for transporting oil. The communication system was modernized with the
establishment of automatic exchanges in all major towns and satellite

communication with many parts of the world.
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In Iraq expenditure rose in absolute amount.fﬁbm $138.0 million
in 1970 to $800.3 million in 1976. This represented a decline in rela-
tive amount from 13 percent of 1970 public expenditure level to 9.6
percent of 1976 public expenditure level. Here too emphasis was on
improved volume and §uality of facilities. With regard to road quality,
improvement emphasized resurfacing with asphalt and concrete. Quality
emphasis for the railways necessitated the purchase of more Tocomotives
and rail cars. A new port was also built and 27 small vessels were
purchased which served as nucleus of Iraq Maritime Transport Company.
With regard to communication systems, quality improvement involved the
establishment of 12 automatic telephone exchanges, radio and wire commu-
nications network and a microwave project.

In Venezuela there was a slight new development in the 1970's.
Infrastructural expenditures rose in absolute amount from $217 million
in 1970 to $534 million in 1976 but remained a relative decline from
8.4 percent to 6.4 percent for the two years respectively. The emphasis
in the 1970's was on the development of feeder roads and regional high-
ways. This is because Venezuela since early 1960's has had quite a
highly developed Aétwork of major roads leading it to pay more attention
in the 1970's to feeder roads. Moreover in the 1970's extension to the
rail system was bequn. When completed, total cost of the project was
estimated to be $2.3 billion. As in Iran and Nigeria an oil tanker
fleet has also been established. Communication expenditures were for
quality improvement resulting in the installation of automatic facilities.

In sum, in all the countries expenditure in this sector shows simi~-
lar patterns. Road development has received considerable attention., In

Nigeria in particular it has remained the dominant expenditure activity.
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Except in Nigeria, cqngidgrable attention was giﬁen’to port development
over the years. The@ﬁééféétnof this activity in Nigeria created in the
mid-1970's very serious port congestion resulting in substantial loss
of revenue through demurrage payments. All the countries have made
efforts to inprove ctmmunication facilities through equipment moderni-
zation especially in Iraq ai ! Iran in recent years.

Given the public inve: tment described above, we proceed to analyze
the impact of this expenditire on the érﬁwth of facilities in this sec-
tor. As exanples we would use roads in analyzing transportation facii-
jities while for conmunication facilities we would use telephones.

Table 10 indicates considerable increase in the volume and quaiity of
roads between 1968-1973 in these countries. The two highest increases
in volume being in Iran and Venezuela respectively. Quality improvement
were highest in Nigeria, Iran and Iraq. The relatively Tower perform-
ance in Venezuela was because by that time period, Venezuela already had
a developed road system which did nol require subsiantial gquality im-
provement. In particular, Nigeria and Iraq have shown significant
trade-off between quality and quantity in Ffavor of quality. QOverall
however there has been growth Loth in quantity and quality over the

Undoubtedly infrastructural eﬁpendit&re.contribufé fauoutput‘
This is achieved through the capacity of infrastructural development
to enhance transactions which in turn generate increased output. For
axample, in agriculture feeder roads (which in this case imply earth/
gravel roads) play a very significant role in increasing output. Thus,
it is important to note that {n'fhe'nountries under study, the order of

the growth in feeder roads closely corresponds with the order of the



Table 10

Expansion of Roads Selected Years (in kilometers)

Country Year Paved Earth/Gravel Total
1968 15200 73280 83480
Nigeria 1969 15758 75200 90958
1971 16122 75088 91210
1973 20109 80364 100473
Percent change
1968-73 33,3 g.5 13.6
1968 8500 27500 36000
Iran 1970 11000 22000 EEN N
1972 - 12000 - 31000 43000
1973 14000 33000 47000
Percent change
1963-73 64.7 20 31
1968 4183 5116 9299
Iraq 1970 4792 4568 9329
1972 5380 5228 10608
1973 5824 5000 10824
Percent change
1968-73 39 -3 16
1968 17478 21522 39000
Venezuela 1970 18401 23404 41805
1971 18600 24600 43000
1974 19599 27677 4729

Percent Change
1963-74 12.1 28.7 21.3

Sources: Nigeria: Ministry of Economic Development. Third National
Development Plan 1975-80, Table 14.2. Iran: Plan and Budget
Organization Statistical Center. Statistical Yearbook of
Iran 1973. 1Iraq: Central Statistical Organization. Annual
Abstract of Statistics 1973. Venezuela: Ministry of Public

Works. Report 1976. .

growth of agricultural output. Venezuela and Iran which have the high-
est growth rates in agricultural output in that order have also the

highest growth rates in feeder roads respectively.



With regard to the impact of public exﬁenditure on communicationg
facilities, between 1967 and 1976 the avaitability of the servics al-
mosf trippled in Iran from 0.8 to 2.3 telephones per 100 inhabitants.

It more than trippled in Iraq from 0.9 to 2.8 telephones per 100 inhabi-
tants. It almost doubled in Venezuela as the availability of the
service rose from 3.4 to 6.4 telephones per 100 inhabitants. Only in
Nigeria did the availability of the service virtually remain static at

0.2 telephones per 100 inhabitants.12

The quality of the service has
improved as a result of the installations of automatic exchanges and
satellite communication-systems in these countries.

As a summary, even though there have been significant growth rates
in the volume of these facilities over the years, what is available is
well below what is required to effectively enhance output. For example
in Iran by 1973 the government was providing only about one in three
feeder road mileage needed in the economy. Fven Venezuela which has the
most developed road system in these countries is short of feeder roads:”
A1l the countries especially Nigeria and Iraq need increased road vo]umé
especially feeder roads if infrastructural expenditures are to contribute
fully to increased output. Considerably more attention also needs to be
given te the provision of communication facilities. This is most ure-
nently necded in Nigeria where the volume is abysmally low. He now

turn to education. LR e

L

Educaticn

One of the persistent constraints to increased output in these

countries is the lack of capacity to execute pilans. A principal factor

12

U.NH. Statistical Yearbooks 1972, 1973, 1977.
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in this lack of executive capacity is inadequate levels of skilled
labor. In addition to providing the needed skilled labor, education
makes people more receptive to new ideas which can enhance output.

Thus these countries see education as the instrument 'par excellence'
for effecting national development.

. 0i1 financing has influenced expenditure in this sector as well.
One, it has made it possible for these countries to rapidly expand
educational services at all levels. In particular Universal Primary
Education has been achieved in Venezuela and is the goal in the other
countries. Two, in Nigeria and Venezuela the governments have embarked
on crash programs for the training of intermediate manpower at home
and abroad. Three, increased emphasis on technical education through-
out the educational system now that the funds are available to meet the
high cost of such education. Four, enhancement of adult education par-
ticularly in Iran, Iraq and Venezuela.

Our order of discussion in this sector is primary education,
technical education (both secondary and university levels); non-
technical education (both secondary and university levels); and adult
education. ‘

Traditionally, public sector expenditure on education has been
substantive. In Nigeria between 1967 and 1370 education expenditure
increased from 12.9 percent of $555.72 millien spent by the government
in 1962 ww 13.1 percent of $1669.0 willion spent in 1970, The qgrowth
therefore was mainly in absolute amount. The average distribution of
education expenditure in the various activities in this sector during
this period was 44.1 percent for primary cducation; 16.4 percent for

technical education; 29.1 percent for non-technical education; and 1.3
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percent for adult education. AL all levels of education the emphasis
was on increased enrollment. This necessitated the expansion and con-
struction of new educational facilities. But as the distribution shows,
non-technical education received almost twice the budgetary allocation
of technical education. This partly explains the subsequent manpower
problems the country faces.

In Iran between 1961 and 1970, public education expenditure in-
creased from $122.0 million to $332.6 million. This however was a
relative decline in budgetary allocation from 15.6 percent of 3722.7
million in 1961 to 9.7 percent of $3412.8 million in 1970. The average
distribution of expenditure in educational activities was primary edu-
cation 40.3 percent; technical education 13.0 percent: and non-technical
education 31.8 percent. In this case adult education expenditure was
incorporated in the primary education expenditure. As in Nigeria, the
government concentrated on increasing enrollment at all levels. Thus
expenditure went into increasing the volume of facilities at all levels.
Horeover the government established the education corp as a way of
rapidly inducing literacy among adults in rural areas. In contrast to
%igeria during this pericd more funds in both relative and absolute
amounts were expended on technical education.

In Iraq public education expenditure rose from $97.3 million in
1960 to $204.8 million in 1970. As in Iran this also represents an
overall relative decline from 23.2 percent of the hﬁhqnt in 1960 to
19.3 percent of the budget in 1970. The average distribution of these
gxpenditures among educational activities during the period was 56 per-
cent primary education; 15.6 percent technical education; and 30.5 per-

tent non-technical education. An important contrast with the other
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countries is the overwhelming concentration on primary education.
Even though this figure includes adult education, it does indicate
much greater attention on primary education. As with the other coun-
tries during this period, emphasis was on increased enrollment espe-
cially at primary school level. But considerable attenticn was also
given to provision of facilities especially in technical education.

In Venezuela for most of the 1960's average annual education
expenditure was 17.4 percent of the yearly budget. Thus public expen-
diture rose from $219.8 million in 1960 to $588.8 million in 1570.
Within this period, the average percentage distribution of expenditure
among the various activities in the seclor was 49,1 percent for primary
gzucinten; 20.25 percent for technical education; and 26.50 percent for
non-technical education. In contrast to the other countries, Venezuela
has contributed proportionately more to technical education. But as in
the other countries, the government continued to emphasize increased
enrollment and improvement in literacy rate.

In the period 1971-76 however, education expenditure levels rose
much more rapidly especially in absolute amounts. In all the countries,
the programs of the 1960's were pushed more vigorously and increased
attention was also given to the development of intermediate manpower
categories. This has resulted in changes in percentage allocation of
funds among the various educational activities. The number of schools *
built grew rapidly especially at the secondary and umiversity levels.
Moreover, additional schemes were undertaken especially at primary
school level.

In Nigeria in 1974 educational expenditure was 15 percent of $6901.6

million spent by the-public sector in that year. In absolute amount
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this was $1035 million. The distribution was 15 percent primary edu-

cation; 26.84 percent technical and 45.4 percent non-technical. This
indicates cansiderable shift into téchﬁica] education in comparison to
the past. By 1976 expenditure was $1702.0 million. Two issues brought

about this rise in expenditure. One, the government embarkation on a

crash 1ntermediateﬁmanpdwef progkam. Under this program about ]OOO.Ehv?i
students beginning in 1976 are beiny sent out yearly to various coun-
tries for training. Two, Universal Primary Education was also launched
in September 1976. In addition to these greater attention began to be
given to adult education. . T

In Traq expenditure rose to $1298.5 million in 1974, That was
7.2 percent of total public éxbenditure in that year. In terms of péf;
centage distribution of the funds 23.7 percent went for primary educa-
tion; 28.8 percent for technical education; 44 percent to non-technical
education; and 1;Sipeééen£ for adult education, Here also there was a
shift inta technical education. In Iraq the situation was similar to
the other countries. Expenditure increased to $929.4 million in abso-
lute amount in 1976. The Qovernment emphasized technical education but
pursued its educational objectives from the grass roots. Thus the dis-
tribution of vduca}iupa] expenditurulremained predominantly in primary

educatian. B AT

Finally, in Venczucla expunditﬂre rose to $1556.3 million in 1975,
As in the 1960's distrvibution of expéndituru continued to move increas:
ingly into technical education. Moreover in 1974 U;nezue]a established
the Gran Marescal de Ayacucho Scholarshiips 'vogram for study in Vene-

zuela and abroad. The program“ig_especia1ly designed to transfer skills
tc the non-metropalitan, Teséwééﬁééted classes. About 10,000 people are

to be trained on this program. A




143

Overall the educational objectives and strategies of these coun-
tries have been quite similar over the years, Educational expenditures
have increasingly been directed into the provision of skilled manpower,
as well as the improvement of literacy. To achieve these objectives
considerable expenditure went into the provision of educational facil-
itizs at all levels of education, In Iran and Venezuela in recent
years increases in these facilities have occurred mostly at secondary
and university levels. But in Nigeria and Iraq, primary education is
aiven considerable emphasis. The Universal Primary Education scheme in
Nigeria substantiates this.

We now proceed to analyze the effectiveness of public expenditures
in education. For output to be enhanced, there must be substantial
growth in the level of skills in these countries. Between 1965 and
1873 technical manpower from university and technical institutes rose
from 1,121 to 3,343 in Nigeria; from 3,484 to 21,125 in Iran; from
1,220 to 6,010 in Iraq and from 2,558 to 6,985 in Venezuela. This im-
alies about three fold increases in Nigeria and Venezuela; seven fold
in Iran and five fold in Irag. Because of the lack of data on graduates
of secondary technical and vocational schools we will use enrollment
levels to show the changes that have taken place. Between the period
1965 ta 1974 enrollment rose from 51,855 to 68,013 in Nigeria; in
Yenezuela from 105,951 to 143,047; in Iran from 19,898 to 171,244 and ’
[raq from 13,336 to 26,950.]3 Using this as an estfmate of intermediate
" manpower potential, the incrcases were Venezuela 39.7 percent; Nigeria

i1 c2rzent; Iran over seven told (760 percent) and Iraq 100 percent.

IJUNESCO. Statisticgl Yearbook, various issues.




With regard to literacy rate Lhere has been some inmprovement
although this has not bheen spectacular in HNigeria and Irag. HNigerian
literacy rate rose from 15 percent in 1960 to about 25 percent in 1975,
For Iran within this period, it rose from 16 percent to 50 percent. In
Iraq it rose from 18 percent to about 38 percent while in Venezuela it
rose from 63 percent to 83 percent.h1 The Nigerian average annual
growth rate was the lowest at less than 1 percent while Iran had the
highest annual growth rate of over 2 percent. The creation of the
Education Corp in Iran was partly responsible for this ﬁigher growth
rate,

On the whole except in VYenezuela the Titeracy rate remains quite
low. Moreover the growth rate has not been significant especially in

Nigeria. It appears the coming years will continue to see increased

educational expenditure especially in absolute amount as these countries

try to improve the literacy rate and manpower levels. This is essential

if the potentials of these economies are to be fully harnessed to en-
hance output levels.

Even though the volume of skilled labor has grown substantially
gver the years, these countries are coming from low hases. Therefore
the available skilled manpower has not brought about much improvement
in the absorptive capacity of the economies. Lack of executive capacity
still hampers economic performance in these countries. There have
¢eveloped inverse relationships between development p]d;s implementation

rntios and the size of plans. None of the countries has been able to

tffectively execute up to 75 percent of all its plan projects in the

l'll\*m'ld Bank. World Bank Development Indicators, June 1979,




145

last few years. HNigeria for example has consistently failed to execute
even half of the plans. Given this situation, it must be concluded
that education expenditures as of now have not rapidly increased ab-
sorptive capacity.

In sum, in all the countries, considerable amount of funds have
gone into education. And in recent years funds are increasingly direc-
ted into dealings with the problems of manpower needs. As a result all
the countries are increasingly paying attention to the development of
facilities for technical education. In the process however, the issue
of enhancing literacy rate is also being addressed. But with the excep-
tion of Venezuela, these countries need to give even more attention to
,. adult education, This is particularly essential in Nigeria if the

* overal) literacy rate is to improve substantially. With regard to
~ absorptive capacity because of the long gestation period of education
expenditure, it will take sowme more years before the recent increases

. in education expenditures can improve it. We now turn to the last

sector under discussion, heaith,

l | Health

Traditionally public expenditure on health has not been given as
mich prominence as in education in these countries. Nonetheless health
expenditures have always been considered important in enhancing welfare. *
ime importance of health services in the social and ecopomic progress
of a people is increasingly being appreciated. A healthy population is
in economic asset since the assured supply of a strong and healthy
labor force is an essential factor in development.

In this sector also 0il financing has influenced public expendi-

. wre. One, there have been rapid increases in the volume of health
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services and amenities. Two, more attentfdﬁ'iéﬂbeing qiven to improv-
ing quality of tﬁéﬁfééiTities and consequently services. This is being
achieved through improvement in personnel and equipment. Three, sig-
nificant emphasis ts currently being placed on preventive medicine
through improved sanitation and dieting. In addition governments are
undertaking variety of campaigns to_era@icate diseases such éé.méiaria,

yellow fever, etc.

e

The order of our aigéﬁ§s€;ﬁJ%n fhis.ﬁéctbr is: the provisjon of
basic health services through hospitals, clinics and diapensifiéﬁ:
training and health cducations sanitation amd éhétial pragrams ,

In Nigeria health expenditures remained about constant in relative
amount at 3 percent of annual expenditure between 1960 and 1968. In
absolute amount this implies an expenditure increase from $26 millian
to $54.4 millign in those years. The funds were largely spent on.the_
provision of basic medical services, training and health educatioh} Not
much expenditure was committed to sanitation and funds were not avail-
able to undertake any major medicai campaign. But in the 1970's public
health expenditures grew substantially in absolute amount. For the
period 1970-74 about $610 miilion was allocated. The expenditure pattern
was as follows: 63.6 percent on basic health services; 4.7 percent on
training and health cducation. This time considerable amount was spent
on sanitation. About 12.8 percent of $610 millien was.spent on it.

Moreover the government began a series of campaigns adainst wmalaria,

FI

In Iran for the period 1962-63 the government spent $180.0 million
on heaith programs. This was 2 percent of total expenditure during this

reriod. About 53.3 percent of $180.0 million was spent an basic health

IR
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services, and 3.2 percent of $180.0 million was spent on training and
health education., However in contrast to Nigeria the government at
this time began to make substantial expenditure in sanitation and under-
took ca—ozizns %o eradicate diseascs such as malaria, tuberculosis, etc.
During this period 37.4 percent of $180.0 million was allocated for
these activities. Between 1970-76 about $1375.5 million was spent on
this sector. Emphasis during this time was on increasing the size o~
activities mentioned above. Particular emphasis was directed to the
rural areas throuch the activities of the Health Corp.. Malaria eradica-
tion campaign was actively undertaken.

With reqgard to Iraq expenditure rose from about $20 million 11
1954 to $55.8 million in 1969. In relative amounts this was a decline
from 9.9 percent of $200.6 million spent in 1954 to 5.5 percent of $1101
million spent by the government in 1969. As with the other countries
most of the expenditure went for basic health services. Expenditure on
sanitation was also undertaken mainls to imprave water supply and
sewerage facilities especially in rural areas For the 1970's expendi-
tures rose sharply from $56.5 million in 1970 to over $132.0 million in
1976. Again considerable attention continued to be given to basic health
services and training and hcalth education. Dut the government increased
expenditure on sanitation as well, and eradication of malaria and small
pox were vigorously pursued incurring considerable expenditure.

The situation in Venezuela presents a somewhat 8ifferent situation.
On the whole Venezuela has had a relatively more developed health program
than any of the other countries. In 1860 health expenditures were 6
percent of $1550 million spent by the government in that year. By 1969

they have risen to about 14 percent of $2425 million. Ouring the 1960
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decade, a total of $1521 million was spent on this sector, Like the
other countries however for the 1960's an average of 70 percent of
annual expenditure was in basic health services and training End health
education. The remaining 30 percent was spent on sanitation ;nd medi-
cal campaigns. During this period Yenezuela succeeded in eradicating
malaria. The 1970's however have seen considerable emphasis on sanita-
tion and other preventive aspects of medicine. Most of the $3524
million spent between 1970 and 1976 on the health sector went into such
activities. For example in 1975, 33.8 percent of $741.0 million spent
on health was spent on sanitation.

The expenditures undertaken by these countries in this sector
presents the following contrasts. With the exception of Venezuela all
the other countries concentrated on the provision of basic health facil-
ities, training and health education. But Nigeria showed even greater

emphasis on these because of her relative poor health base at the be-

ginning of the period under study. Over the years increased emphasis

- is moving into preventive medicine as more funds are committed into such

. activities as sanitation, etc, This is most true in Venezuela.

Given the expenditures already undertaken, it is essential we
examine their effectiveness on the health of the populations of these
countries. The first issue we will examine is the movement in infant
mortality rates. As Table 11 indicates, there have been significant °
drops in infant mortality rates especially in Nigeria and Iran. While
this cannot be all attributed to health expenditures, these expenditures
have undoubtedly contributed much in the drops. The decline in the rates
is significant in Nigeria and Iran because these countries are coming

from a background of very high rates. In spite of the substantial drop
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the current rates are still very high indeed. This indicates that

many rural areas still have no access to health facilities. This casts
doubt as to the real effectiveness of the medical corp in Iran which
the Shah launched with great fanfare. For Iran to still have such a
high rate, waste and corruption cannot be completely ruled out with re-

gard to the use of funds.

Table 11
Infant Mortality Rate Per 1000 Live Births

Country ' 1965-70 1970-75
Nigeria 182.0 163.0
Iran 140.0 120.0
Iraq 28.5 27.5
Venezuela 83.7 46.0

Sources: The World Bank, World Development Indicators,
June 1979. U.N. Demographic Yearbooks 1962,
1676, The World Bank, Atlas of the Child
1979,

It is clear that the solution to better health lies in a dual
approach with emphasis reasonably divided between curative and preven-
tive measures. The case of Venezuela and Iraq where this dual approach
has brought infant mortality rate substantially down shows this strateqgy
to be effective. Nigeria in particular must give much more attention to-
preventive medicine if the high infant mortality rate "is to be reduced
sharply in the near future. Coupled with this must alsﬁ be a more

vigorous effort than currently exists to spread clinics and health

centers in rural areas within the reach of the population.
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With regard to incidence of diseases, health expenditures have
brought about some improvement. Tn Nigeria, using the Lagos area sta-
tistics, malarial incidence dropped from 50,000 in 1962 to 39,000 in
1964 and this trend has been the case in other parts of the country
although no specific statistics are available. In Venezuela malaria
has been wiped out since the 1960's. And in 1964 there were 91,000
cases of dysentry which dropped to 13,000 by 1970. In Iran the number
of cases dropped ffﬁm 461,000 in 1964 to 104,000 by 1974. In Iraq the
figures for dysentry incidence declined from 6000 in i964 to 2000 in
1970. Small pox has been eliminated in all these countries and the
occurrences of childhood diseases such as measles have been declining.
A1l these indicate that health expenditures have contributed to the
decline in the incidence of certain basic diseases.

As a summary, even though these governments have incurred substan-
tial expenditures especially in the 1970's, on this sector, the effec-
tivenass of these expenditures have not been very high. For example,
infant mortality rates still remain very high. The level and structure
of public expenditure on health need to be changed. This is most ob-
vious in Nigeria and Iran where preventive medicine is still weak and
rural areas are still badly neqlected. This calls for even higher -
both in absolute and relative amount - health expenditures. In Vene-
zuela recent failure of health expenditures to match Qopu]ation increases

began to cause the country to lose some of the gains made earlier on.

¢ For example life expectancy declined from 66.4 years in 1961 to 66.1

. years in 1973. If the other countries are to avoid such a trend, ex-

- penditure must rise substantially.
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Conclusion

0il revenues have undoubtedly influenced public expenditure in
these countries. HNot only did the levels of expenditure rise phenome-
nally especially in the 1970's but the governments were also able to
diversify their activities in the various sectors. But as we have seen
growth in agriculture was not impressive largely because the small
farmers have been neglected. In industry however there has been sub-
stantial growth in output. But in this case most of the growth was in
consumer goods both durable and non-durable. Until recently there had
not been significant investments in intermediate and caéita? goods in-
dustries. Despite recent moves in these areas most of the establish-
ments are assembly plants depending on imported components. 1In such
situations very little domestic value added is generated. Thus even
industry is a very shaky alternative to oil in its present state.

With regard to infrastructure we have shown how overall rural
areas are badly neglected thus reducing output capacity especially in
agriculture. In education skilled manpower levels are still low making
these countries persistently unable to execute significant portions of
their development plans. With regard to health there has been some
improvement but a lot more needs to be done especially in the area of
preventive medicine.

Given these performances in these countries we must address the
issue of wnether or not these countries can enhance welfare in the
absence of 2il. The apparent inability to successfully develop agricul-
ture especially in Nigeria is the principal problem still facing these
economies. Without improved agricultural output the gains say in

industry will be swallowed up by the losses in agriculture. For unless
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agriculture develops any foreign exchange saved through domestic in-
dustrial activities would have to be used to import food. Currently
0il revenues are used to import food to meet the short fall in domestic
supply. But this can only be a short term measure. In the long run
agricultural output must rise substantially otherwise welfare cannot

be enhanced when oil runs out.

Industry too must move rapidly beyond the stage of assembly
plants into actual production from raw materials to finished products
in these countries. This is the only way value added can be maximized
and industry can fully contribute to increased output and consequently
enhance welfare level. This will require the domestic production of
producer goods. Unless this happens, as in agriculture, it must be

concluded that welfare cannot be enhanced in the absence of oil.



CHAPTER VII

FOREIGN INVESTMENT AND THROWAWAY EXPEMDITURE

Introduction

The sudden influx of funds into these countries especially after

1974 made it possible for them to undertake foreign investment. Foreign

investment offered an opportunity of utilizing surplus funds, i.e

funds that the domestic economy could not absorb. In addition to a

r B———

goad expected rate of return, foreign investments were undertaken for

. the following motives. One, investments in activities that ensure easy
i

repatriation of funds when needed domestically. Two, investment in

¢ activities that directly help the domestic economy of the country con-

cerned. For example, Iran's investment in Krupp Steel Complex in West

Germany so that she might use the expertise of the company to improve
\

~ her domestic steel production. Funds meant to be repatriated were in-

. vested in international agencies such as the I.M.F. and regional banking

Eurodollar market,

. agencies and to a large extent in commercial banks particularly in the

! . . .

i However, besides foreign investments, these countries also engaged
:

in throwaway expenditures, j.e. expenditures that merely wasted the
tavailable funds.
£

Among the expenditures we will analyzes are luxury cor -
rsumption and military expenditures. 0il revenues have also aggravated

i
:corruption especially in the use of state power to lund a contract,

start a business, etc. in order to ensure personal enrichment.

We will
examine these issues in the subsequent sections beqinning with foreign
inves tment,

W AT
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Foreign Investment

We start our discussion of this issue by examining first the
public sector and later the private sector activities in this area.
Table 12 presents the balance of payments accounts of these countries
as of 1977. Except in Iran all the other countries showed deficits in
their balance of payments measured as a change in reserves in 1977.

In relative terms the deficits as percent of GNP were not significant.
Their level as percent of 0il revenues can be said to be quite reason-
able. Since 1977 Iran too has had balance of payments deficits. The
twe most important items are merchandise imports as 6ercent of GNP and
o1l exports as percent of GNP. As the figures show, merchandise im-
ports were quite high in all the countries especially, Nigeria, Iraq
and Venezuela. The increase in oil revenues are mostly responsible for
this. 0i1 exports as percent of GNP shows how dependent these countries
are on oil revenues. From the figures Iraq and Iran are most dependent
on these revenues.

In addition to this we must examine the change in reserves com-
pared to the current account balance. Given the fiqures in Table 12,
Iran and Iraq are net foreign inve: tors while Nigeria and Venezuela are
net recipients of foreign investme: t. The change in reserves compared
to current account balance was 91.0 percent in MNigeria; 57.0 percent in
Iran; 18.4 percent in Iraq; and 9.5 percent in Venezuela. A country is
said to be a net foreign investor if the country is jn current account
surplus after adjusting for valuation chang . and allocation of SDRs.
Applying this principle to these countries we find that since Nigeria
and Venezuela had deficit current account figures after the adjustments,

this confirms that these countries were net recipients of foreign in-

; vestments.
| |
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Table 12
Balance of Payments 1977 (in million dollars)

Nigeria Iran* lrag** Venezuela

Goods, Services and Unre-

quited Transfers 897 10,575 2,601 ~2,0562
Merchandise: exports f.o.b. 12,004 24,083 7,082 9,669
Gil sector 10,984 23,358 7,843 9,224
Non=0i1 sectors 1,020 725 139 _ 445
Merchandise: imports f.o.b. - 9,381 - 6,827 -4,002 . -9,209
011 sector - 7% - 190 356 - 157
Non-ail sectors - 9,306 - 6,637 3,646 9,051
Trade balance 2,623 17,255 3,980 460
Services: credit’ 899 1,255 522 1,383
0il1 sector ~ 36 9 16 -
Non-o0il sectors 863 1,246 . 505 -
Services: debit -4,266 7,912 1,646 -3,595
0il sector ' ~1,096 -~ 5,190 - 642 - 434
Non-0il sectors -3,170 - 2,722 -1,004 -3,160
Total goods & services - 744 10,598 2.856 =1,751
Private Unzequited transfers - 167 =-.- 4 1 - 29
Total (excluding govern- .
ment unrequited transfers) = 9 10.5% 2,857 -2,002
Government unrequited transfers 14 - 20 - 255 - 50
Long-Term Capital ST 235 - 4,348 - 419 965
Direct investment in the '
country . o ::__245 | -2,092 10 382
0i1 sector ST 148 0 -2,143 10 -
Non-0il sectors 100 - 51 - _ 1382
Direct investment abroad - - - - 112
Other private Tiabilities {(net) 22 17 - 1o 50
General Government liabilities -~ 32 2,372 - 319 645
Total, A plus B 661 6,227 2,182 -1,087

Short-Term Capital - -2,661 893
Deposit money banks - - 5 2
Other private liabilities - ~1,932 - 804
General government assets - 5
Central Monetary Institutions e 20 28
Net errors and omissions i‘:f' - 698 1,662

Tatai, A through ¢ ™ - 194
$ -

Exceptional Financing: = B

FPayment Arrears

Total, A through D - 194
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Balance of Payments 1977 (Continued)

Nigeria ITran* Trag**  Venezuela
E. Counterpart Items -
Moretization/demonetiza-
tion of gold
Allocations of SDRs

Jotal, A through E - 813 6,025

- 479 - 194
F. Reserves and Related Items 813 -6,025 479 194
Use of IMF credit - - - -
Other tiabilities Lo L et o< 205 . -
Monetary gold T R I - - 3
SORs = 9 - - 12
Reserve position in IMF 437 - 109
Foreign exchange and
other claims 5,579 684 100
Balance af Payments 6,025 -~ 479 - 194
Balance of payments as %
of GNP _ 13.5 3.8 0.5
Balance of payments as %
of il revenue ?‘4g;;-g 25.8 6.1 2.1
girgggndlse imports as % 32.0 - 15, 29.0 243
011 exports as % of GNP 37.9 hz2.4 K7.7 24,1
Non-g1l1 exports as % of GNP 3.5 2.0 1.0 1.2

Notes: * The Iranian figures are for 1974
**The [ragi figures are for 1875

Sources: IMF. Balance of Payments Yearbook. Vol. 27, October 1976
and Yol., 29, June 1978.

A
investment; long term portfolio; short-term portfolio; reserves and *

Foreign investment is generally categorized as follows: direct .
errors and omissions. Table 13 shows the foreign inyestment flows
1973-1977. The first thing to notice in this tahle is the change.ig

: b | N T
reserves, All the countries except Irag tried tc build up reserves in
the period 1973-74. 1In the case of Nigef{&ffeserues were depleted in

the period 1975-1977. The level of depletion progressively increased.

In Venezuela reserve depietion began in 1977. In Nigeria and lran for
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the period 1973-77 there was continuous short-term portfolio investment.
In Venezuela short-term portfolio investment began in 1975. The Iraq
situation differs from the other countries. Irag in general does not
undertaxke portfolio investment as a matter of policy. The figures shown
for Iraq under short-term portfolic are actually trade credits resulting
from exports of o0il. These exports were paid for in 1976.

In Iran and Venezuela the short-term portfolio investments were
substantial. The relatively small investment levels in Nigeria were
used to purchase foreign governments securities such as treasury bills
etc. In [ran these short-term assets were made up of U.S. Treasury
bills as wel} as deposits held abroad by the National Iranian 0il Cor-
poration.

The Venezuelan figures indicate considerable investment resulting
from the creation of the Venezuelan Investment "und in 1974. The bulk
of the funds resources were placed in liquid securities and short-term
bank deposits. Thus $500 million were lent to the World Bank and a
Trust Fund; $500 million to the Inter-American [evelopment Bank; $280
million to Latin American Central Benks. It is also within this cate-
gory that the IMF oi] facility loans were made.

In dealing with oil facility the change in reserves in the balance
of payments account deals with only increases or decreases in this

amount. Stock values are not listed. However the following can be

- deduced with regard to this item. 011 facility as af investment activ-

ity began in 1974 in Iran and Venezuela and in 1975 in Nigeria. Iraq

- does not participate in this. In [ran there was a substantial change

in the level between 1974 and 1975 when the figure more than doubled

; from $458 million to $1,066 million. The peak was reached in 1977 at
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$1116 million. From then on the level has been decliping.  Similar
trends were registeredlin Henezuela. The amoﬁnébﬁ;feliﬁéﬁﬁﬁcubled be-
twean 1974 and 1975 frdm“$§08 million to $704 millicn. It reached its
peak in 1976 at $70% million and has since_bgen declining. The Ni-
gerian figures showed only moderate increaéééiﬂ The peak was reached
in 1977 at 3360 miliion. Between 1976-77 the increase in the figures
for Nigeria was only 311 milljon, The figures have been declining
since 1978.* In'all the countries increases in the level of oil facil-
ity were significant only in the first two years of operation, and have
been declining between 1976-79. 0il facility therefore has not,jigyed
a significant role in the short-term asset posiffdn of these countffes.
With regard to long-term portfolio investment, in Nigeria they
reached their peak in 1976 but declined substantially in 1977. By 1978
the country became a net recipient of foreign invééfﬁéﬁt in.fhis cate-
gory as a result of syndicated loans she raised to execute iron and
steel and petrochemical projects. [Iran began its Tong-term portfolio
investment in 1974, reached its peak in 1975 and declined since then.
It was through these investments that lran was able to undertake thgse
investments deemed to directly help domestic output, . In 1974 she
bought 25.04 percent gf_interest in Krupp Steel Nofﬁsfih.west Germany
for 5100 mil]ion; .fﬁﬂﬁﬁrfi 1975 she bought 25.22 pércent shares in
Peutsche Babcock and Wilcox AG at a cﬁst of $75 wmiilion. And in October
1976 she bought 25 percent of the shares in ove“all.Krupp Holding Com-
pany which had 125 subsidiaries and affiiiated companies in 25 countries.

Qthar investments undertaken include the purchase of 24.5 percent of

* See [MF International Financial Stati

stics, July 198Q.



e L

o, oy

160

Madras fertilizer plant in India; some interest in North Sea 0il pro-
duction; the ownership of 50 percent of Ashland 0il Company here in
the U.S. and some refining and marketing facilities in Greece.

In Iraq the long-term portfolio figures indicate payments made
to owners of investments taken over by the government.

With regard to direct investment, only Venezuela has shown this
trend. The othgr countries particularly Nigeria and Iran have been net
recipients of direct investment. The Venezuelan direFt investment alsso
results from the use of the Investment Fund created in 1974. However,
no specific account of the types of investments undertaken are available.

Dealing specifically with private sector activities, while some
of the oil revenues in these countries have accrued to this sector the
figures available do not break down into specific private capital flows
to facilitate our ana]ysisﬂ In addition therz are no private capital
outflows from Nigeria and Iraq because of restrictive foreign exchange
policies. Ve can therefore only ma:e qualititive statements with re-
gard to Iran and Venezuela where some privat2 capital flows did teke
place. In Iran all the funds were invested in short-term assets such
as claims on U.S. banks, etc. In Venezuela most of the funds were in-
vested in short-term assets such as claims on U.S5. banks; UI.S. security
brokers and other non-banking concerns:. Some of the private capital
were also invested in long-term U.S. securities. .

There is also no available information with regard to the rein-
vestment structure of private foreicn investment income. Some qualita-
| tive statements can however be made. The private sector in these
; countries seems to have considerable short time horizon. Most invest-

ments are in activities that ensure quick return such as urban real
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estate and light industry. Therefore even if these incomes are roein-
vested donestically, they are most likely to be invested in cuch activ-
itics whare returns are very high. In Venezuela in 1978 the retirn
from light industry (cosmetics for example) was as high as 55 percent.
Very little long term investment wes undertaken. For example, in Iran
when the government cogeensated landowners with shares in long-term
projects, most sold their shares and invested the revenue in real
estate or light industry.

In summary therefore, investuent concentrated in increasing re-
sarve levels, the purchase of short-term portfolio .m‘:i Lo some oxton!
long-cerm portfolio except in Vene uela. Only Veneruela seems to havi
undertaken direct foreign investien t The other countries were largely
recipients of direct investument. he private seclor in Iren invested
completely in short term asset; wh le in Venezuela even though invest-
ment in short-torm assets were dom pant, son long=-tevin investments
were also undertaken.

The issue of absorptive capacity has olso been a problem in these
countries. However, no acc unt of this is azailable ekcept in Vene-
zuela because the governments have not confronted this issue. In
Venezuela the creation of the Venezuelan Invistment fund was initiated
35 a means of ensuring tnat funds ire used oaly when the domestic
economy nas developed the capacity to absorb them. There 15 no ¢/i- .

dence of similar funds in the other countries. Evep the oil facility

‘whitn can be drawn upon was created only out of desire to help ncr-011

LDCs to meet their oil import bille., Thus ¢1ly Venezuela tas cor fronted

the issue of absorptive capacity.



© Throwaway_Expenditures,

The first issue is the role of mihitary expendibare. Ao Taltr
shows except in Venezuela military cxpenditures increased substantially
in the 1960's and have remained quite high for most of the 19/0's espe-
cially in Iran. The Nigerian situation is undoubtedly due to the civil
war the country fought from mid-1960's to early 1970. As a result, the
military expenditure rose steeply a, Lhe army expanded from 10,000 men
to over 250,000 men. After the war, demobilization was not rapidly
accomplished and coupled with the desire to improve the quality of
eauiprent . military expendituce voucioed quite high in abaolute amount
althouan it has declined in relalize aungnt.,

The Trantan silualion show. an o apward Leend without any substan-
tial decline especially beqginwimg with 19700 Betueen 1970 and 1976
military expenditure grew ten tines. This coincides with the beginning
of Iran's attempts to exert ils inllucnce in the Persian Gulf. The
Shah therefore engaged in massive drive to purchase modern sophis :icated
military hardware resulting in very steep increases in military e<pendi-
ture. As cai be seen in the table, from 1972 onward close to 30 jercent
of the budget was spent on defense. The absolute level of military ex-
penditure has continued to »scalate. Iraq due to persistent dome stic
instability and sjuabbles with ner neighbor has traditionally sj :nt
substantial amount of her revenue cn defens . The decade 19 4-7¢ indi-
cate an annual average of 31.6 percent of the budget went to thic sector.
While the relative expenditure has declined in the mid-1970'c to ihout
13.1 percen: of the hudget, the abcolute ex enditure has continu«d to

rise.
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Venezuela's situation contrasts sharply with that of the other
countrie.. For the 1960 decade, military expenditure increases anly
by 35.0 percent in absolute anmount. This gives a compounded annual
average increase of about 3.8 percent. In relative amount rilitary rz-
penditure was about constant between 1960-1972 but declined almost Ly
half to 5 percent of total expenditure between 1974-76. Therefore ex-
cept for Iran, all the other three countries have shown substantial
relative decline in military expenditure. This is however due to rapid
increases in 0il revenues bhecause in absolute awount . expenditure con-
tinuad Lo increase.

It appear: therefore thnat throwaway expenditurc in terms of
military expenditures can be associated mainly with [ran and to some
exteat (raq given tne relatively high proportion of Iraqi GNP coumittoed
to defense expenditure. The greatest level of waste however was the
situation in Iran under the Shah.  The Shah in deciding to 'police' the
Persian Gulf committed substantial Iranian revenue into unnecessary
military expenditure thus depriving the country of the funds that could
have bean used to enhance cutput. Table 15 shows that only in Ilran did
defense expenditure multiply many more times than total expenditure in
the period 1970-76. This implies that defense expenditures have been
undertaken at the axpense of expenditures that could have enhanced
output.

Are military expenditures of this magnitude.helpfu} to the de-
velopment process? I think not. It is obvious that some trade-off
must have taken place in the economy for such a high military expendi-

ture to be maintained.



Table 15
Number of Times Expenditures Muitiplied 1970-76

Country Defense Expenditure Total Expenditure
Nigeria 4 13
Iran 10 8
Irag 2 4
Venezuela 2 4

Source: Table 14

As to whether or no. luxtiry imports have hnén taking place in
these countries we must eamine the fuport trends in these countries
for verification., Table 16 provides such a data for the most important
import categories. For tie examination of luxury imports the three
important categories are food and beverages; transport; and consumer
goods, For the period girsen for gach country, food and beverages im-
ports have risen substantially in all th' countries except Iran.
Processed food in particular has shown tie largest increase. It is in
this suo=-category that lu<ury food item: are found, e.g. spec al cuts
of meats, distilled alcoholic beverages (champagne, caviar, etc.).
Under transport, it is within the sub-category of passenger cars that
luxury cars like Mercedes-Benz are found. Here, significant increases
in imports occurred only in Iran and Venezuela. There was actually a
decline in Nigeria. Imperts of consumer goods generally decl ned ex-
cept in Iran. But the suj-category of durable consumer goods increased
in /ligeria and Iran.

A closer examination of the increase in expenditure in the vari-

- ous sectors indicates the following. In absolute amount expenditure on



Table 16

Percentage Trends in Imports

Ni jeria Iran Irag Venezuela
1972 1977 1972 1976 1972 1974 1972 1975

Food and Beverages 9.9 12.7 9.6 9.9 18.7 27.9 8.3 11.4
Primary 2.8 2.4 4.5 4.7 8.3 11.2 5.0 6.3
Proce:sed 7.1 10.3 4.0 5.2 10.4 16.7 3.8 5.2

Industrial Supplies 36.2 28.4 40.6 36.6 40.8 41.6 29.8 21.4
Primary =2 s 2.4 1.8 2.1 T4 1.8 1.4
Processed 34.3 27.3 38.2 34.8 38.7 40.2 25.0 20.0

Machinery 2.7 24.7 31.3 31.0 21.3 13.4 34.7 31.8
Capital equipment 18.2 22.3 26.5 27.0 18.8 12.0 31.1 28.7
Parts 3.5 2.1 4.8 3.9 1.5 .4 3.1 3

Transport 19.1 22.2 12.5 14.4 12.0 11.4 14.5 16.8
Passanger :ars 6.1 4.2 0.3 1.7 1.8 1.8 5.1 6.5
Others 6.0 10.9 1.4 .6 3.7 5.0 5.¢ 7.3

Consumer goo is 12.1 10.8 5.7 1.9 6.7 5.6 10.3 7.7
Durable 2.0 3.1 1.6 3.0 2.7 2.7 3.6 3.3
Semi-durable 54 4.3 1.4 2.1 1.4 1.2 4.2 3.0
Ron-durable 4.6 3.5 2.6 2.8 2.6 Y.2 2.5 1.4

Imports ($mi lion) 1633.6 2607.1 774.4 2367.8

12739.7 12921.4 2310.3 5704.3

Source: U.N. VYearbook of International Trade Statistics, 1978.

food and beverages rose from $161.7 millim to $1,529.0 wmillion in
Nigeria between 1972 and 1977. In Iran Iatween 1972 and 1976 expendi-
ture rosc fron $250.3 wmillion to $1,280.z million. In Irag between
1372 and 1974 expenditure 1o0se from $144.7 m’11i;; to $644.6 million.
And in Venezuela between 1972 and 1975 exoenditure rose from 5Z18.4
million to $650.3 million. As can be see: the Nigerian increase in

expenditure has been the greatest. This growth in expenditure is
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mostly accounted for by the increase in expenditure on the processed
items of this category. In Nigeria between 1972 and 1977 expenditure
rose from $116 million to $1,240.1 million. In Iran between 1972 and
1976 from $104.3 million to $672.4 million. In Iraq between 1972 and
1974 expenditure rose from 580.5 million to $385.8 million. And in
Venezuela betwaen 1972 and 1975 expenditure rose from $90.0 million to
$297.0 million. Since luxury food items are subsumed under this sub-
category of processed food items, such substantial increase in expendi-
ture espectally in Nigeria indicates substantial consumption of luxury
food and beverages.

Imiarts of industrial supplics pave qenerally declined in all the
countrie: except Iraq where between 1972 and 1974 expenditure rose from
$315.3 million to $961.0 million. But while primary industrial supplies
declined as in the other countries, it was the component of processed
industrial supplies that increaced.

The imports of machinery decreased in all the countries except in
Higeria. Expenditure between 1972 and 1977 in Nigeria rose from $354.%
million o 52974.0 million. Capital equipment registered the increase.
There wa: a slight increase in this item in Iran between 1972 and 1976.

Given the above analysis with regar:/ to food these countries are
relying zaré on external agriculture to ncet their food needs. The
decline 'n importation of industrial supplies indicate some im;roveéent
in industry and the decline in iiports of machinery in Iran, Iriq and
Venezuels indicates that these countries are diversifying more in terms
of industrialization. MNigeria seems to concentrate most in industrial
supplies. The overall impact of this trend on their development suggests

concentration on itndustries at the expense of agriculture. But this is
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unlikely to effect long term development if the agricultural sector con-
tinues to be neqlected. Any benefi;s from industrialization will be
swallowed up in food imports.

The trend in imports indicate the need to place even more emphasis
on improving agriculture especially in food processing. In industry
there is a need to improve the domesfic provision of industrial supplies.

Overall food imports showed the Sééepest increases. As was shown
in Chapter YI per capita food imports rose sharply in the 1970's., In
Chigeria between 1671 and 1976 per capita food imports rase from $2.09
to 39.065 in Iran (rom $6.70 te %56.41, in Traq [rom 38,90 to 4241
antt Veneszue b Teom 19004 Ln.%hS.?ﬂ. el vap il inereie,es 1Pdicqte TIm-
pariation of fuxury food jtums._liq Uiyeria Lheyre was suhstﬁntiaf growth
in the impnrts of caﬁiﬁr, dnd«ﬁﬁﬂﬁpégﬁﬁ that the government in 1977 hac
to ban these comnodities. Until the bac, Nigeria was the warld's big-
gest importer of Fronch chdmpagne.l Lven though importation of passenger
cars leclined between 1972-7/ as thﬁ tabTé shows, importation of luxury
cars like Mercedes-Benz grew rapidly dur ng this period that the govern-
ment had to raise the duties to over 200 percent in order to curd imports,
But reports indicate that even this méasure has not worked well.

In the other countries, private sector luxury consumption is
simifar as in Migeria. For example in Vonezuela Tuxury food items such
as special cuts of mea:s (tender Toin or porter steak) constitute signif-
icant proportion of fead fmports. imported distilled alcoholic beverages
are 150 consuped by e rich in increasing quantities. The capitals of
these: countries show evidenc? of:fﬁe 0il wea]th in terms of luxury nigh

rise apartnent buildings and imported %43,000 Mercedes~-Ben: cars.*

*See Howard Handeliman. “"Venezuela: Scarcity Amid Plenty" in Cymmon
Ground, Vol. IV, He. 2, Spring, 1978, p. 49-64.
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Finally, the issue of corruption in these countriec. This is a
controversial issue and there 15 no data especially for liag, Iran ang
Venezuela to substantiate caces. But there is no doubt that il reve-
nues have increased the level of corruption in these countries. From
available reports, it appears there is a very significant relationship
between the level of corruption and accrucd oil revenues.

In Nigeria the first major corruption following the rise in oil

revenues was in the award of contracts for cement imports. In 1974

using corrupt means ovders werve placed foe 20 million tons of cement
althaugh the annual cement unloading capacily of Nigerian ports wa
than 2 million tons. This led to cxtreme port conyestion and

demurrige payments. In 1977 the country lost about $1.5 billion in
foreign exchange through currency scuti. There have also been problens
with the accounts of the Nigerian National 0il Company. Currently the
company is under investiqation for omitting $4.2 billion from its books.
Corruption is also prevalent irn contract avards and contracts are always
highly inflated. In commercial transactiors importation boom led to over
invoicing of many transactions thus permit! ing companies to ship out
money b2yond what is legally allowed. Mamy top civil servants associated
#1th 01l transactions have had to be di:missed because of corrupt accumu-
lation of wealth.

Corruption in qove *nment is a seriou problem in Iran tono. Busi-
nessmen struggle to have access to government spurces of information in
order t) spaculate on financial transactions. For example in urban areas,
access to government sources dc terminine which properfy will be favored
with nes construction ensuring high rental: is vital if fortunes are to

be made. Moreover, civil servants corruptly use state power to award
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) S . | .
il types of contracts or enhance certain businesses. The Tuxurious

plares of the Shah and other members of the royal family indicate how

ol revenues have been corruptly used. It was also customary to over-

L i .

tharge government for scervices rendered or overvalue a property used as
o X

wilateral to borrow money from a public banking facility. Bribery,

kickbacks and so forth become standard ways of conducting business as

s revealed by the Lockheed Aircraft case. - _

In Iraq corruption emanates from large cohffactors who-are c?ose
'm the high officials in government and in the ministries where they act
o intermodiaries tor Civee soeking or execuling gnvornnﬁnt cnnLraéts.:
fhis corrupntion by oquile sorious aned b Tod the qovespment B i55ﬁn
faeanian decrees inoan altenpt oo dind with flo Penadties Includg
ath and life finprisomient., B | L |

In Yenezuela also corruptidh ﬁ§s been so prevalent in the co&ntry‘s
wlitical history that such practices have been popularly ac;orded an
mesed toleration. Corruption s prevalent in contract award, in having
iccess to credit, and ther foriis o7 state assistance. Corruption has
ils0 been an iuaportant element -n thwarting all attempts to significant-
ly tmplement 1ind reformn. Hore alsn it is customary to take public cre-
ot ard use it for something ol e, c.g. real estate investwment in Caracas
» elsewhere.

i summar~y therefore, the pattern of throwauay'expenditure.has".'
been similar fir all the countries. All have :ngaged in luxury imports

.

jronpting the joveraments to impose import ban or import Ticenses for
&rtain commodities. Corruption has also incroased especially 1ﬁ COL-.
ﬁact award, access to and uséfbf public credit, ctc. The only area of

ignificant difference is excessive military expenditure. It appears

- - B . T .P.‘
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only Iran and Iraq could be siad to have been involved in this form of

throwaway expenditure.

‘Conclusion

The countries tried to build up the level of their reserves as a
result of the influx of funds especially within the period 1973-74. In
the case of Venezuela and Iran this continued up to 1976 and 1977 re-
spectively. While Nigeria, Iran and VYenezuela undertook short-term
portfolio investments, it was nly in [ran and Venezuela that such in-
vestments were signiiicant.  Tran also undertont long-term portfoliio
investments., Venczuela concenbrated i shovh tevm ynves bments Lo cnsure
that the resoarces were eepaberob e to Lo vl odeness bre ob by whien pecded,

Throwaway cxpenditures have been undertaken by these counteies,

In the field o>f military ecxpenditure, it has been shown thal Iran en-
j22ed most in this followed by I[raq. The high wilitary expenditures
deprived these economies of funds that could have been used to enhance
output of their economies.

Luxury imports have alsc risen especially in the area of Tuxury
food and beverages. With rdgard to corruptic1 we have seen how this is
prevalent in all the countries espec ally wit: the increases in oil
revenues,  The availability of oil rivenues ' is indued acquisitive
frenzy in those countries thus enhancing corrupt pra:tices. Thereiore
for these countries, the levels of foreign investment and throwaway )

erpenditures will decline only with rapid dev:lopment.



CHAPTER V1T

SUMMARY AND CONCLUSIONS

NTmary

In this study, an attempt was made to compare the impact of
etroleun rovenues on public expendilure in Nigeria, Iran, Iraq and
lenezuela in orcer to see what Nigeria could learn from the other coun-
ries since these cadnlries have had longer expertence with a1l.  The

tudy sought to develop a descrintive analysis of public axpenditure
in thesa cound vies, in order to cuhanc: weitdre longer than the I1f

of 0i1. The premise of tae analysis Leing that since oil is an ex-
ustihle resource, the rovenues from 1t must be spent in creating
jtructurss that enhance the output capacity of Lhe economy. This
recessitated examining public exjend  ture in five sectors of these
gonomies namely: agriculture, ndu:try, infrastructure (trancport

md communication), educatior an hei1th.

The review of the Titeratuce o1 public xpenditure and welfare
mximization in LDCs indicates that expendit. e must be directed L
ffect maximum Yong run increases ir output. Investiaent the "efore be-
mes an important function of the public se :tor. Tre three prominent
investment criteria models wore discussed. Ine, the Chenery model
mi;n advocites investing in proiects on the baiis of their social
arginal productivity. Two, the Galenson arl Leibenstein model which

idvocates the criterion of 'marginal per cajita reinvestment quotient'

i,e. an investment should be selected on the basis of the amount of
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‘reinvestment it can gencrate. Three, the 0Otto Eckstein nodel w7iz-
gyocates investment on the hasis of the 'margital growth contribution’
of @ project. The main drawbacks of .hese modcls is that they address
mly individu: 1 projects vith no atte pt to ook at development from a
tomprehensive perspective.

Moreover, the issues of balance | and unbalarced development stra-
tzgies were examined. Balanced devel pment strategy ensures that no
sector is left out, and development i. not contingent on the perform-
ance of any one sector of the economy alone.  Unbalanced growih however
stresses the telection of a particula sector and concentrating on it.
Through the di velopment of that secto - ib is hoped the rest of the
geonomy will eventually develop. Our thrust was not an attempt to
theose between the Lho, bal oo ablomp Lo esamine how welbaee can be
snhanced in these economies. To do tiiis, the most critical thing is
10 generate overall increased output.

In order to establish the posit on we were coming from with re-
sard to each country, some background information about each country
s provided. This required a brief Jliscussion of some of the factors
that have helped shape these nations. By so doing we brought into
focus the structure of current public expenditures and their influence
m welfare maximization. Political, ocial and geographical issues were
fiscussed, Political economic approa hes varied from the socialist
style of davel prent in Iraq to capit 1 concentrated right wing regine
of pre-revolutionary Irvan.

Since th» capacity to undertake investment depends on available
revenues it wa; necessary to examine Lhe trend in oil revenues for each

tountry. The essence of this exercise was to show the length of time
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aach country could conceivably conlinue Lo expecl substanlial revenues
from ¢il. This is important becaus: t reveals the urgency to diversify
tie given economy if per capita conswiption level is not to fall after
i1 depletion. From an historical perspective, the trend reveals the
wmount of revenues that have accrued to each country and thus shows the
potentials each country has had over time to generate increased output.
f country with a much larger amount of revenue, assuming minimal waste,
tight to have deen able to genecate more ouiput than one with less
gienue.

The mothodolngy provided he frowewarl for analy<is of public ox-
penditures in these countries, the main thrust eing that pudblic cxpen-
fitures can generate increased output and ceonsequentiy increased per
;ipita consumption. Since oil revenues are exhaustible, this requires
the utilization of the oil revenues in investm nts in the non-o0il sector
of these econonies such that by the time oil runs out, the savings from
the non-0il output would be sufficient to generate the required level
of investment that ensures the 2nhancement of per capita consumption.
Tne investments undertaken must there ‘ore provide alternative revenhue
sources to 0il. This is the only strategy by which these economies can
ensure a smooth shift from dependence on o0il revenues to dependence on
wn=-011 revenuas.

A crude per capita consunption trend was developed in order to see -
If these econcnias can sustain the current level of par capita consump-
tion wren oil runs out. Some of the problems . ssociated with the model
iaclude: One, the average propensity Lo consu.2 oil revenues is un-
'ikely to remain constant. Two, these economies are open economies and

thus are subject to internationil developments. Three, 0il prices are
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likely to rise. Four, the type of investwent undertaken in a given
gconomy also affects the ability to raise the level of per capita con-
sumption. Five, population growth rates may decline as the economy
develops.

Since most of the oil revenues accrue to the governments in these
tountries, the governments have very important roles to play in genera-
ting increased output. They do this by allocating their revenues in
various sectors of their economies. But in order for us to see how
tais expenditure allocation is achieving the objective of increased out-
st we examined varicus key sectoirs of these economins using a series
of questions.

Agriculture was found not to have done well especially in Nigeria.
n the wnole industry did quite weli, Infrastructural facilities were
found to have improved especially in quality. There was substantial
improvement in literacy rates except in Nigeria. And health improved,
dlthough the infant mortality rates remained very high especially in
tigeria and Iran,

Because of the sudden influx of funds into these countries, the
tountries have had the potential to use their revenues for public and
private foreign investmentc. 'loreocser there 'ras the potential to waste
the funds. Iran and Venezuel unde took sub :antial forecign irvestuent
dith regard to waste of furds here ere ind :ations that 411 of t en
engaged in this., In Iran and raq wilitary «perdityre, luxury cc isump-
tion and corruption wore the ways b which tuads were vasted. In
Figeria and Jenezuela corruption an! luxury cons mption were the prin-

tipal factors in enhancing wasteful expenditures.
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fonclusions | y
At this juncture we must nddfess the issue regafdihg whétﬂéf
these countries are_reinvestfng enough of the 0il revenues and diversi-
fying enough to sustain the current level of per capita consumption

sher 0il runs out. T S

Between 1960 and 1977 the gross domestic jnvestment rose from 13

percent to 31 percent in Nigeria; from 21 percent to 32 percent inj . T

jenzzaela and from 17 percent to 30 percent in Iran. No figurégléré

available for Iraq. The gross domestic investment as a percentage of

qross domestic pfnductiﬁn cnmharns favorably in these ﬁbuntries. QUt
" '

we output perfommance has not compared Tavorably. ST SR

In Chanter VI we have seen that the compounded annual growth rate

-
-

in the agricylturdl sectar was about 1.3 parcent for Nigeria between
1961-65 and 1976. For the other countries at this Lime the growth
rates were 3.5 parcent for Iran, 2.0 percent for Irag and 4.5 percent
for Yenezuela. Industry did quite well in all the countries. For, | -
gxample, in Nigeria the real average annual growth rate was 10.] per-'r
cent hetween 1960-1977. In lran for this period it was 12.3 percent,
Irag 9.5 percent and Yenezuela 6.1 percent. Services did well in Iran,
Iraq and Yenezuela for the period 1960-~1377. The respective reaTF B
annual growth rates were 11.3 percent; 9.0 porcent and 7.1 percent.*

Inly in Nigeria was performance relatively poor at 4.0 percent during |

this period. G . T

For the perind 1960-1975** the real annual average growth rate of

11-211 GNP in these countries were 3.8 perc nt in Migeria; 9 percent

e

%)) figures derived from The Vorld Bank, World Development Indicators,
June 1979, o I

*Calculated by author, : éj';?.:"ﬂﬁﬂ
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in Iran; 7.5 percent in Iraq and 6.1 percent in Venezuela. Using the
very simple extrapolation techniqucs of Chapter V it was found tnat
only Nigeria could not sustain the current consumption levels in the
tbsence of oil. The Timitations of this modelling already mentioned
ﬁoqu however be kept in mind in interpreting this result. Many fac-
tors subject to changa have been frozen, once they change different
results might be obtained.

However the main problem areas for Nigeria are agriculture and

services. The corhirved offect of their poor performance has contributed

significantly to Do geoath val it Lhe o od b GHE d Lhe coumtry over
the vears. This indicates thab it Lhe avaiiable ail revenies die Lo
gnhance per capita consumption, investrents in ogric Tiure and services
mist be ephanced tn Higeria.  The invesioont dn sorcices should bake

tare of the manpower problems that the country has continuously faced.
By so doing output capacity of the country can be enhancoed.

We have seen that Iran has ircreased per capita consumption, did
well in industry, and agriculture 'as not bad. But given the revolution
that is still taking place in the ountry, the pecple did not see their
welfare as being enhanced. Why ha‘ this major social upheaval occurred
gvan though we have seen Iran is piojected to be able to sustain per
casita consumption? Two suggestions can be made  One the model uszd
has lTimitations. The main ones being, the average propensity to consume
is unlikely to be censtant for a long period; oil pricea.aru likely to
rise; over time the various investments undertaken will influence output
'z 21z, 2tc. Two, the nature of this modelling tself. People judge
total welfare by more than per capita consumptior. In Iran factors

wnich have led to the revoluticen include the following: skewed incoue



distribution in favor of people at the top; high infant mortality;
political oppression; the country was playing a role not approved of
by the majority of the people. Therefore we need to use our conc'usicr
carefully. Enhancing welfare is much more than just increases in the

level of per capita consumption.

Personal Policy Conclusions

Agriculture seems neglected in all the economies making it to lag
supstantially behind the other sectors. Given that Nigeria is a country
of small farmers and for distribution reasons it would seem sensible to
deveicp these farmers., Without this agricul Lure would continue to lao
53dly with the result that overall performance of the economy would re-
r3in 2t 3 peor lavel. Consaquently welfare enhancement would be impos-
sible in the absence of oil.

The experience of the other countries indicate to Nigeria tre
importance of producing capital goods. Asse bliig imported comporants
does not generate substantial ralue-added to enb ince per capita consump-
tion when 0il runs out. For without the rev:nue to impert the coipo-
nents, the assembly plants will qradually grind to a halt. Domes ic
production of capital qood: is therefore ver s i1 oortant.

Aith regard to infrastruzture, Nigeria should qive priority to
incr2asing volume. Roads to riral areas in articular must be given
priority as in the case of Ver:zuela. This :an have a direct imp.ct
on improving agricultural outpit as well as :nhance *the provision of
social amenities in rural crers. Communication facilities also nced
to be increased in volume as w21l as quality

In education in order to rapidly improve the literacy rate —he

establishment of an education corp like in Iran is worthwhile. The



education corp by concentrating on adult education would provide a
neans of comprohending information concerning modern methods of farm;‘
fng, improved sanitation and improvad dieling thus helping overall to
improve welfare of the ¢itizens. |
In the area of health as in Iraq and Venezucla, Nigefia shoﬂid
place significant emphasis on preveative wedicine. To this end water

md sanitation projects should be given much more attention.

Given the expenditure frenzy in the economy it 15Iﬁd;fhwhi16 for

the government ty establish an inve-tment fund Tike in Veneczuela. This
foer: 7 o raleased inso the eccoromy for projocts wﬁose_benefi g
hav o b reasonmibly wall assossed,  This will reduce ths tomptation dh

, i part of civil o servants Lo oundeetake geandigae peagectss jun b Looapond
iha avatlahle funds. Moveover an invesisent fud cot help voduce r..ll.ulli
current ‘acquisitive frenzy' in the ccuntry thus provsiding funds for

effective investments.

1t is beliwed that {f these steps are undertaken in the Qverall

development efforts of the country, oltput capacity would be énhanced

' and the country stands a chance of enbancing welfare when o1l runs out.

LA
'
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