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1. BACKGEOUHD 

Since t h e  f i r s t  petroleum c r i s i s  i n  1973-74 o i l  p r i c e s  

have  r i s e n  considerably.  One reason f o r  t h i s  has been t h a t  o i l  

consumers have been i n s e n s i t i v e  t o  p r i c e  changes. I n  the s h o r t  

run i t  has been d i f f i c u l t  t o  f i n d  any v i a b l e  f u e l  a l t e r n a t i v e .  

The s u b s t a n t i a l  i n c r e a s e  i n  o i l  p r i c e s  d u r i n g  t h e  

s e v e n t i e s  has  l e d  to p r i c e s  r i s i n g  to a l e v e l  f a r  a b o v e  t h e  

v a r i a b l e  c o s t s  for product ion  and d i s t r i b u t i o n .  C o n s e q u e n t l y ,  

l a r g e  f i n a n c i a l  resources  have accumulated i n  t h e  hands of t h e  

p r o d u c e r s .  Some of t h e s e  r e s o u r c e s  h a v e  b e e n  i n v e s t e d  i n  t h e  

p r o d u c i n g  c o u n t r i e s .  T h e r e  is much e v i d e n c e ,  however ,  t h a t  

s u b s t a n t i a l  amounts h a v e  been  p l a c e d  i n  s h a r e s ,  bonds and bank 

d e p o s i t s  i n  Western  Europe. Such t r a n s a c t i o n s ,  e i t h e r  t h r o u g h  

the  so-termed euro-markets or d i r e c t ,  have  made a v a i l a b l e  t h e s e  

c a p i t a l  resources  t o  petroleum use r s  a s  w e l l  as t o  others .  This 

means t h a t  t h e  p r i c e  i n c r e a s e s  h a v e  r e s u l t e d  i n  an  i n c r e a s e  i n  

t h e  o i l  consumers' l i a b i l i t i e s .  F u r t h e r m o r e ,  t h e s e  c a p i t a l  

t r a n s a c t i o n s  have inf luenced  the  development of currency exchange 

ra tes .  

The study descr ibed  i n  t h i s  paper is p a r t  of a p r o j e c t  

looking  s imul taneous ly  a t  investment and f i n a n c i a l  a c t i v i t i e s  i n  

t h e  petroleum market. A main emphasis w i l l  be  t h e  management of 
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f i n a n c i a l  s u r p l u s e s  by e a c h  OPEC c o u n t r y  f rom 1973  onwards.  

The p r e s e n t  s t u d y  h a s  f o u r  main p a r t s  - S e c t i o n s  2-5. 

Sec t ion  2 i s  an a n a l y s i s  of how t o  measure c e n t r a l  concepts l i k e  

o i l  revenues ,  market shares ,  cu r ren t  accounts  and cash s u r p l u s e s  

f o r  OPEC count r ies .  Sec t ion  3 concerns the  management of OPEC’s 

c a s h  s u r p l u s e s .  Here t h e  f o c u s  w i l l  b e  o n  which of t h e  OPEC 

c o u n t r i e s  h a v e  r e a l l y  been  o p e r a t i n g  w i t h  s u r p l u s  f u n d s ,  and 

whe the r  c o u n t r i e s  seem t o  h a v e  s t a b  I e 1 ong-term i n v e s t m e n t  

s t r a t e g i e s .  S e c t i o n  4 p r e s e n t s  t h e  o rgan iza t ions  and p o l i c i e s  

those  coun t r i e s  have adopted i n  order  t o  o b t a i n  an e f f i c i e n t  u s e  

of c a p i t a l .  Sec t ion  5 i s  a more d e t a i l e d  study of t h e  deployment 

of t h e  surp luses .  Here a v a i l a b l e  country s t a t i s t i c s  are used i n  

o r d e r  t o  s tudy  p o r t f o l i o  i n v e s t m e n t s  y e a r  by y e a r  s i n c e  1973. 

F i n a l l y  Sect ion 6 presen t s  r e l e v a n t  conclus ions  and o u t l i n e s  some 

i s s u e s  f o r  t he  remainder of t h e  pro jec t .  
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2. O I L  BEVERUES BBD CASE SURPLUSES AVAILBBLE FOR IAVESTM3NT 

This s e c t i o n  w i l l  be  devoted i o  e s t ima t ing  t h e  size of 

c a s h  s u r p l u s e s  o b t a i n e d  i n  t h e  t e n  years  1973-82, It w i l l  b e  

shown how t h e  amount of s u r p l u s  d i f f e r e d  be tween  c o u n t r i e s  and 

ove r  the years.  

For most OPEC c o u n t r i e s  o i l  revenues make up more than  

90% of t h e i r  m e r c h a n d i s e  income. In o r d e r  t o  e s t i m a t e  t h i s  

income by year and by c o u n t r y  two i m p o r t a n t  s o u r c e s  a re  t h e  

I n t e r n a t i o n a l  F i n a n c i a l  S t a t i s t i c s  ( I F S )  and t h e  B a l a n c e  o f  

Payments S t a t i s t i c s  (BPS), both p r o v i d e d  by t h e  I n t e r n a t i o n a l  

Monetary Fund (IMF). 

The IFS p resen t s  on a r e g u l a r  b a s i s  the i n t e r n a t i o n a l  

The f o l l o w i n g  d a t a  a r e  t r a n s a c t i o n s  from p e t r o l e u m  e x p o r t s .  

given : 

Volume of Exports ( index) : 

Petroleum ( 7 2 a ) l  

Crude Petroleum (72aa) 

Refined Petroleum (72ab) 

Export Prices ( index  of p r i c e s  in $1 : 

Crude Petroleum (7  6aad) 
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Export Revenues ( i n  l o c a l  cur rency) :  

P e  t r o 1 eum 

Crude Petroleum (70aa)  

Refined Petroleum (70ab) 

(70a) 

Exchange Rates : 

Market Rate of Central  

Rate end of year  ( a e )  

Market Rate  of Cent ra l  

Rate as monthly average ( a f )  

The e x p o r t  s t a t i s t i c s  a r e  based  m a i n l y  on cus toms 

r e c o r d s ,  which  a r e  a d j u s t e d  f o r  30 d a y s  of  c r e d i t .  However, i n  

many cases  the t r a d e  c r e d i t s  a r e  much longer  than  30 days and t h e  

a n n u a l  d a t a  on e x p o r t  r e v e n u e s  may be somewhat out of phase .  

This will a l s o  have an  e f f e c t  when conver t ing  petroleum revenues  

(denominated in US d o l l a r s )  i n t o  l o c a l  currency. Thus the  u s e  of 

m o n t h l y  a v e r a g e s  might  be m i s l e a d i n g  in c a s e s  of s u b s t a n t i a l  

changes i n  exchange r a t e s .  

The BPS g i v e s  a l l  s t a t i s t i c s  i n  SDR ( S p e c i a l  Drawing 

R i g h t s  f rom t h e  IMF). I n  most c a s e s  i t  is p o s s i b l e  t o  s o r t  o u t  

t h e  o i l  r e v e n u e s ,  i e  t h e  e x p o r t  v a l u e  of c r u d e  o i l  and o i l  

s e c t o r  products.  As o i l  revenues  a r e  conver ted  from US$ t o  SDR 

by us ing  t h e  s p e c i f i e d  convers ion  rates,  it is easy t o  o b t a i n  t h e  

revenues  in US$. These s t a t i s t i c s  should then  be e q u i v a l e n t  t o  

t h e  o n e s  o b t a i n e d  f r o m  I F S .  U n f o r t u n a t e l y ,  t h e r e  a r e  
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d i s c r e p a n c i e s  b e t w e e n  BPS a n d  I F S ,  which  a r e  e s p e c i a l l y  

n o t i c e a b l e  i n  t h e  case  of Saudi Arabia. 

Table  1 g i v e s  an o v e r a l l  view of d i f f e r e n t  estimates of 

o i l  r e v e n u e s  f o r  t h e  OPEC c o u n t r i e s .  As c a n  be s e e n  t h e r e  a r e  

s u b s t a n t i a l  v a r i a t i o n s  between the  est imates .  There are s e v e r a l  

exp lana t ions  for t h i s .  

F i r s t ,  d i f f e r e n t  sources may use d i f f e r e n t  d e f i n i t i o n s  

o f  " t h e  OPEC c o u n t r i e s " .  T h u s  t h e  l a b e l  " O i l - e x p o r t i n g  

countr ies ' '  i s  used by IMF t o  cover  OPEC p l u s  Oman but  no t  Ecuador 

and Gabon, w h i l e  OECD uses  it f o r  OPEC plus Oman. 

Secondly, t h e r e  seem t o  be a t  l e a s t  two d i f f e r e n t  w a y s  

of es t imat ing  o i l  earnings.  One is t o  f o l l o w  customs r e c o r d s  on 

t h e  q u a n t i t y  of o i l  e x p o r t e d ,  and m u l t i p l y  them by e s t i m a t e d  

p r i c e s .  This l e a v e s  g r e a t  u n c e r t a i n t y  i n  t e r m s  of p r i c e s  and 

d i scoun t s  appl ied .  The a l t e r n a t i v e  is t o  f o l l o w  t h e  balance-of- 

payments  r e p o r t s ,  f rom which one  may o b t a i n  t h e  o i l  d e l i v e r e d  

and t h u s  a c c r u e d  f o r  payment. However, t h e r e  i s  t h e n  a p r o b l e m  

i n  p r o d u c i n g  a y e a r l y  breakdown o f  o i l  r e v e n u e s ,  a s  payments  

r e c e i v e d  € o r  o i l  e x p o r t s  may be f o r  d e l i v e r i e s  made s e v e r a l  

months ea r l i e r  - or  i n  t h e  prev ious  year .  

Th i rd ly ,  t h e r e  is doubt ove r  t h e  accuracy of a v a i l a b l e  

s t a t i s t i c s .  One c a n n o t  be a b s o l u t e l y  c e r t a i n  t h a t  cus toms 

r eco rds  w i l l  i nc lude  a l l  d e l i v e r i e s  i n  a l l  OPEC count r ies .  The 

assumed p r i c e  l e v e l  might  b e  q u i t e  d i f f e r e n t  f rom t h e  a c t u a l  

l e v e l  a f t e r  a l  lowing f o r  d e l i v e r y  charges, discounts ,  e tc .  

T a b l e  2 g i v e s  OPEC's breakdown of o i l  r e v e n u e s  by 

country. Here it becomes obvious t h a t  t he  a v a i l a b l e  s t a t i s t i c s  
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have a g r e a t  many "holes", which have been f i l l e d  through "d i rec t  

communication t o  t h e  secre ta r ia t" .  For example, Kuwait presented 

no o f f i c i a l  information on ba lance  of payments be fo re  1975; and 

I r a n  and I r a q  have no t  d e l i v e r e d  any such s t a t i s t i c s  s i n c e  1977. 

F i n a l l y ,  d a t a  f o r  Qatar and t h e  U n i t e d  Arab Emirates a r e  

i n c o m p l e t e .  However,  in s p i t e  of t h e s e  i n c o n s i s t e n c i e s  t h e  

a v a i l a b l e  d a t a  i n d i c a t e  g e n e r a l  t r e n d s .  Thus, o i l  r e v e n u e s  

i n c r e a s e d  s u b s t a n t i a l l y  i n  1 9 7 4  a n d  i n  1979-80 as  an  e f f e c t  of 

t h e  two well-known "p r i ce  ad jus tmen t s " ,  b u t  i n  b o t h  c a s e s  

r e v e n u e s  d e c r e a s e d  i n  subsequen t  y e a r s .  T h i s  c a n  b e  s e e n  a s  a 

I n  economic t e r m s  t h i s  means 

t h a t  s h o r t - r u n  p r i c e  e l a s t i c i t i e s  a r e  s m a l l  b u t  l ong- run  o n e s  

mor e not  iceab  1 e. 

t i m e  l a g "  in consumer r e a c t i o n s .  l t  

Another  i n t e r e s t i n g  a s p e c t  i s  the change i n  e a c h  

count ry ' s  s h a r e  of  t o t a l  OPEC o i l  r e v e n u e s .  T a b l e  3 i n d i c a t e s  

t h a t  i n  s p i t e  of l a r g e  changes i n  oil revenues ove r  t i m e  f o r  OPEC 

a s  a w h o l e ,  m a r k e t  s h a r e s  s t a y e d  a l m o s t  c o n s t a n t  f o r  h a l f  t h e  

coun t r i e s ,  such as Alge r i a ,  Ecuador, Gabon, Indonesia ,  Nigeria,  

Qatar ,  UAE and t o  some ex ten t  Venezuela ( a f t e r  1974). This a l s o  

means t h a t  when Kuwait and Libya d e l i b e r a t e l y  reduced t h e i r  share  

( i n  order  t o  s a v e  o i l  f o r  t he  f u t u r e ) ,  and when I r a n  and I r aq  had 

t o  a d j u s t  t h e i r  p r o d u c t i o n  t o  t h e  w a r  s i t u a t i o n ,  S a u d i  A r a b i a  

took over  t h e i r  shares .  

The s t a t i s t i c s  presented on o i l  revenues (Table  1) g i v e  

a f i r s t  i n d i c a t i o n  of  t h e  change i n  w e a l t h  for OPEC c o u n t r i e s  

s i n c e  1973. When these  revenues s t a r t e d  t o  i nc rease  so r a p i d l y  
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t h e r e  was f e a r  t h a t :  

a >  t h e y  c o u l d n o t  be"absorbed"by t h e  OPEC c o u n t r i e s ;  

b) t hey  c o u l d  n o t  b e  h a n d l e d  and u t i l i s e d  ("placed")  
by t he  i n t e r n a t i o n a l  f i n a n c i a l  market. 

There is s t rong  evidence t h a t  both these  f e a r s  were groundless .  

The i n t e r n a t i o n a l  banking s y s t e m  has ad jus ted  w e l l  t o  t h e  inf low 

of funds from OPEC. And a l a r g e  p a r t  of t he  s u r p l u s  has a l r e a d y  

been  used up b y  t h e  c o u n t r i e s  concerned .  "High a b s o r b e r s "  l i k e  

A l g e r i a ,  Ecuador ,  Gabon, I n d o n e s i a ,  I r a n ,  I r a q ,  N i g e r i a  and 

Venezuela have  almost  no f i n a n c i a l  a s s e t s  a v a i l a b l e  now. Rather,  

some of them are now borrowing s u b s t a n t i a l  amounts of c a p i t a l  on 

t h e  i n t e r n a t i o n a l  f i n a n c i a l  market. 

More r e l e v a n t  f e a r s  are t h a t :  

c )  many o f  t h e  d o m e s t i c  i n v e s t m e n t s  t h a t  h a v e  been 
made, h a v e  n o t  been  and s t i l l  a r e  n o t  p r o f i t a b l e  
enough ; 

d )  some i n v e s t m e n t s  t h a t  h a v e  been  made i n  f o r e i g n  
a s s e t s  d o  n o t  e a r n  s u f f i c i e n t  r e t u r n  and a r e  no 
p r o t e c t e d  f rom r i s k s  such  a s  c u r r e n c y  changes  o r  
d e f a u l t  . 

I f  t h e s e  f e a r s  a r e  c o r r e c t  t h e r e  i s  a need f o r  r e s e a r c h  and re-  

a s s e s s m e n t  i n  t h e  a rea  of  f i n a n c e ,  b o t h  on a c o u n t r y  b a s i s  and 

from the  po in t  of view of i n d i v i d u a l  organisa t ions .  

The amount of s u r p l u s  a v a i l a b l e  f o r  investment  i n  r e a l  

and f i n a n c i a l  a s s e t s  may be d e r i v e d  from o i l  revenues by adding 

( s u b t r a c t i n g ) ,  t h e n  a g g r e g a t e s .  F i r s t  o f  a l l ,  one h a s  t o  

consider  t h a t  t he  OPEC coun t r i e s  do have expor t s  o the r  than  o i l  

(even  i f  small  q u a n t i t i e s ) .  Secondly, o i l  and o t h e r  revenues  are 

p a r t l y  s p e n t  on merchand i se  and s e r v i c e  i m p o r t s ,  f o r  b o t h  

domestic consumption and domestic ( r e a l )  investment.  F i n a l l y  one 
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s h o u l d  add t h e  net amounts of income f rom f o r e i g n  i n v e s t m e n t s ,  

p r i v a t e  t r a n s f e r s  and  o f f i c i a l  t r a n s f e r s  t o  o b t a i n  t h e  

c u r r e n t  su rp lus  account a v a i l a b l e  f o r  f o r e i g n  investment. 

T a b l e  4 g i v e s  an e s t i m a t e  o f  t h e  t o t a l  OPEC c u r r e n t  

account s u r p l u s  measured i n  US$. Even i f  t h e r e  a r e  s u b s t a n t i a l  

d i f f e r e n c e s  between t h e  es t imates ,  t h e  t r end  i s  q u i t e  c l e a r .  The 

p r i c e  adjustments of t h e  yea r s  1973/74 and 1979180 gave  immediate 

r e s u l t s  i n  terms of c u r r e n t  account su rp luses .  However, the o i l  

market soon proved t o  be s e n s i t i v e  t o  p r i c e ,  and t h e  o i l  revenues  

d i d  n o t  grow a s  f a s t  a s  i m p o r t s  o f  g o o d s  and  s e r v i c e s .  

C o n s e q u e n t l y ,  when i n  1978 and i n  1982 t h e  o i l  consumers  had 

ad jus t ed  themselves t o  t h e  p r i c e  inc reases ,  t h e  c u r r e n t  account 

s u r p l u s  f o r  OPEC as a whole went down t o  a very low l e v e l .  

The reason  f o r  the  v a r i a t i o n  i n  t h e  e s t ima tes  i n  Table 

4 may be t h e  r e s u l t  of s e v e r a l  f a c t o r s ,  such as: 

a )  D i f f e r e n c e s  i n  g e o g r a p h i c a l  c o v e r a g e  men t ioned  
e a r l  ier .  

b )  Some sources,  l i k e  Amuzegar (1983) and F a b r i t i u s  
P e t e r s e n  (19821, u s e  c u r r e n t  a c c o u n t s  b e f o r e  
p u b l i c  t r a n s f e r s ,  o t h e r s  a f t e r .  

Table 5 g i v e s  t h e  c u r r e n t  accounts  f o r  each of t h e  OPEC 

c o u n t r i e s  o v e r  t h e  p e r i o d  1973-82 .  The d a t a  a r e  b a s e d  o n  t h e  

balance-of-payments s t a t i s t i c s  p r o v i d e d  by IMF. However, t h a t  

source  g i v e s  no information on Kuwait be fo re  1975 o r  on I r a n  and 

I r a q  a f t e r  1977, which i s  why some o t h e r  e s t i m a t e s  h a v e  been  

in t roduced .  

The c u r r e n t  account by country demonstrates t h a t  it i s  

j u s t  a few "low a b s o r b i n g "  c o u n t r i e s  - m a i n l y  Kuwai t ,  Q a t a r ,  

Saudi Arabia and UAE - t h a t  by 1982 had n o t  used up t h e  s u r p l u s e s  
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generated ear 1 ier. 

I n  o r d e r  t o  e s t ima te  t h e  r e s o u r c e s  a v a i l a b l e  f o r  

f o r e i g n  investment  one has t o  a d j u s t  t h e  c u r r e n t  account surplus 

f o r  changes  i n  a c c o u n t s  r e c e i v a b l e  f rom o i l  e x p o r t s ,  i n  n e t  

d i r e c t  investment  of foreign-owned o i l  companies and in t o t a l  n e t  

i n c r e a s e  i n  e x t e r n a l  l i a b i l i t i e s  f o r  t h e  p u b l i c  and p r i v a t e  

s e c t o r s  ( inc lud ing  banks). The r e s i d u a l s  w i l l  t hen  be c a l l e d  the  

cash surplus a v a i l a b l e  f o r  d i spos i t i on .  Table  6 g i v e s  an o v e r a l l  

view of d i f f e r e n t  es t imates  of t h i s  cash surplus. 
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3. THB MAMGEHENT OF OPBC'S CAS3 SURPLUS 

The OPEC c a s h  s u r p l u s  h a s  had two main peaks - o n e  i n  

1973-74 and the  o the r  i n  1979-80. Both came as a r e s u l t  of major 

o i l  p r i c e  increases .  And both r e s u l t e d  i n  a subsequent d e c l i n e  

i n  demand, f o l l o w e d  by a r e d u c t i o n  i n  t h e  amount of s u r p l u s  

generated . 
Most  s t u d i e s  c o n c e r n i n g  t h e  management  o f  c a s h  

s u r p l u s e s  h a v e  a n a l y s e d  t h e  b e h a v i o u r  of  O P E C  or t h e  O i l  

Export ing Countr ies  (OEC) as a whole.3 With such an approach it 

may be p o s s i b l e  t o  t r a c e  genera l  t endencies  l i k e  the  volumes set  

a s i d e  f o r  real and f i n a n c i a l  investments ,  o r  t h e  f r a c t i o n s  spent  

on long-term ve r sus  short- term investments.  However, i t  might be 

d i f f i c u l t  t o  ana lyse  whether a p o r t f o l i o  of d i f f e r e n t  k inds  of 

s e c u r i t i e s  h a s  been  chosen in an  e f f i c i e n t  way. It  may w e l l  b e  

t h a t  some i n v e s t o r s  ( e g  p u b l i c  a u t h o r i t i e s  i n  some c o u n t r i e s )  

have  more s o p h i s t i c a t e d  investment p o l i c i e s  t han  others .  

T h i s  s e c t i o n  will f o c u s  o n  t h e  d i f f e r e n c e  i n  

investment  po l i cy  between countr ies .  One purpose i s  t o  t r a c e  t h e  

path of the  s u r p l u s e s  from t h e  OPEC c o u n t r i e s  through t he  banking 

s y s t e m  i n t o  e i t h e r  short- term d e p o s i t s  o r  long-term placements. 

Ano the r  pu rpose  i s  t o  see whe the r  some c o u n t r i e s  more t h a n  

o t h e r s ,  a r e  working towards long-term f i n a n c i a l  ob jec t ives .  
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I n  the  first o i l  price escalation period of 1973-74 t he  

main f i n a n c i a l  s u r p l u s e s  of t h e  OPEC g roup  a r o s e  in I r a n  and 

S a u d i  Arabia .  At t h a t  t i m e  most OPEC c o u n t r i e s  were " l o w  

absorbers" .  T h i s  meant  t h a t  t h e  s u r p l u s  f u n d s  c o u l d  n o t  b e  p u t  

i n t o  immedia te  d o m e s t i c  u se ,  b u t  had t o  be p l a c e d  on t h e  

i n t e r  na t iona 1 c a p i t a  1 marke t . 
Of t h e  c a s h  s u r p l u s e s  i n  t h o s e  y e a r s  ( see  T a b l e  6 )  

a b o u t  h a l f  was p l a c e d  i n  bank a c c o u n t s  i n  W e s t e r n  Europe. A 

s u b s t a n t i a l  p a r t  o f  t h e s e  were Euro -accoun t s ,  w h i c h  meant  t hey  

could be handled without  major r e s t r i c t i o n s .  

In t h e  first o i l  market a d j u s t m e n t  per iod  of 1975-78  

t h e  t o t a l  OPEC s u r p l u s  d e c r e a s e d  a s  a r e s u l t  o f  r educed  o i l  

r e v e n u e s  and a c c e l e r a t e d  s p e n d i n g  on d o m e s t i c  consumpt ion  and 

i n v e s t m e n t s .  The f i n a n c i a l  s u r p l u s  f e l l ,  and w a s  t r a n s f o r m e d  

into a d e f i c i t  by 1978.  However, t h i s  p r o c e s s  m a i n l y  a f f e c t e d  

s h o r t - t e r m  d e p o s i t s ,  and h i t  the "smaller"  OPEC c o u n t r i e s  

h a r d e s t .  ' Q i g h  a b s o r b e r s "  s u c h  as  A l g e r i a ,  Ecuador ,  Gabon, 

Indonesia,  N ige r i a  and Venezuela a l l  r a n  i n t o  d e f i c i t  by t he  end 

of t h a t  period. 

The second o i l  price escalation period came i n  1979-80 

as a r e s u l t  of a sudden inc rease  i n  cash s u r p l u s e s  a v a i l a b l e  for 

f o r e i g n  investment.  In t h i s  per iod  the  major p a r t  of t h e  s u r p l u s  

went  i n t o  bank d e p o s i t s .  Some h i g h  a b s o r b e r s  l i k e  A l g e r i a  and 

Ecuador  s t i l l  had c u r r e n t  a c c o u n t  d e f i c i t s ,  w h i l e  o t h e r s  1 i k e  

Gabon and I n d o n e s i a  now went  i n t o  s u r p l u s .  However,  t h e  major  

p a r t  of t h e  s u r p l u s e s  accrued t o  t h e  low absorbers.  
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The subsequent second oil market adjustment period from 

1981 onwards has r e s u l t e d  i n  a s u b s t a n t i a l  d e c l i n e  i n  world o i l  

consumption, with the OPEC coun t r i e s  corning wors t ,  l o s i n g  a lmost  

2 5 %  of  t h e i r  marke t .  T h i s  t ime ,  n o t  o n l y  t h e  h i g h  a b s o r b i n g  

coun t r i e s  but a l s o  the  midd le - t i e r  ones were, and w i l l  cont inue 

t o  b e  h i t  by s u b s t a n t i a l  d e f i c i t s  i n  c u r r e n t  a c c o u n t .  

F u r t h e r m o r e ,  t h e  r e d u c t i o n  w i l l  n o t  o n l y  be i n  s h o r t - t e r m  

d e p o s i t s  b u t  a l s o  i n  c e r t a i n  long- t e rm p l a c e m e n t s ,  o t h e r  t h a n  

t h o s e  i n  t h e  US. 

Given t h i s  background on the  development of f i n a n c i a l  

s u r p l u s e s  i n  t h e  O P E C  c o u n t r i e s ,  c e r t a i n  c h a r a c t e r  i s t i c s  seem 

worth noting. It seems h i g h l y  probable  t h a t :  

a) The h i g h  a b s o r b e r s  used o n l y  t h e  s h o r t - t e r m  
p l a c e m e n t  f a c i l i t i e s  of  t h e  i n t e r n a t i o n a l  
f i n a n c i a l  marke t s .  T h i s  was b e c a u s e  t h e i r  main  
e f f o r t  went  i n t o  i n c r e a s i n g  d o m e s t i c  spend ing ,  
w h i l e  f o r e i g n  f i n a n c i a l  f a c i l i t i e s  seem t o  h a v e  
b e e n  u s e d  o n l y  f o r  t h e  p u r p o s e  of  s t o r i n g  
l i q u i d i t y .  

b) M i d d l e - t i e r  a b s o r b e r s  l i k e  I r a n ,  I r a q  and L ibya  
t ended  t o  u s e  l o n g e r  term p l a c e m e n t  f a c i l i t i e s ,  
such as West e rn  government s e c u r i t i e s .  

c )  Low absorbers  l i k e  Kuwait, Qatar, Saudi  Arabia and 
t h e  UAE a r e  t h e  ones  t h a t  p l a c e d  most  of t h e i r  
s u r p l u s  i n  longer-term inves tments  1 i k e  e q u i t i e s  
and shares .  

One way of v e r i f y i n g  t h e s e  a s s u m p t i o n s  i s  t o  a n a l y s e  

f u r t h e r  t he  balance-of-payments (BOP) s t a t i s t i c s  made a v a i l a b l e  

by t h e  IMP. A f i r s t  a p p r o a c h  would be to s e p a r a t e  for e a c h  

country t h e  amount of t he  c u r r e n t  account s u r p l u s  spent  on long- 

term investments  (such as  e q u i t i e s  and sha res )  and on short-term 

p l a c e m e n t s  ( s u c h  a s  bank d e p o s i t s  and bonds) ,  One w a y  of doing 
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so i s  t o  d i s t i n g u i s h  o u t  t h e  f o l l o w i n g  two l a r g e  a g g r e g a t e s  in 

t h e  BOP s t a t i s t i c s :  D i rec t  i n v e s t m e n t  and o t h e r  l o n g - t e r m  

c a p i t a l  (B); Other  s h o r t - t e r m  c a p i t a l  ( C ) .  These two g r o u p s  

comprise a s u b s t a n t i a l  p ropor t ion  of t h e  u s e  of c u r r e n t  account 

s u r p l u s e s  ( o r  of t h e  f i n a n c i n g  of c u r r e n t  a c c o u n t  d e f i c i t s ) .  

However, t h e r e  are s t i l l  some r e s i d u a l s  l i k e  monet izat ion of g o l d  

a n d  a l l o c a t i o n  of SDRs ( E ) ,  e x c e p t i o n a l  f i n a n c i n g  (F), 

l i a b i l i t i e s  c o n s t i t u t i n g  f o r e i g n  a u t h o r i t i e s  r e s o u r c e s  (GI, 

c h a n g e s  in r e s e r v e s  as  i n  monetary  g o l d ,  SDRs, e t c  (H) and 

f i n a l l y  ne t  e r r o r s  and omissions (D). 4 

The long-term investment c a p i t a l  (B) and t h e  short- term 

one (C )  a r e  g i v e n  country by country i n  Tab les  7 and 8. However, 

i t  should be noted t h a t  no d e t a i l e d  information is a v a i l a b l e  for 

Q a t a r  and t h e  UAE as  a w h o l e ,  f o r  I r a n  and  I r a q  a f t e r  1 9 7 7 ,  o r  

f o r  Kuwait before  1975. 

These two t a b l e s  g i v e  a f i r s t  i n d i c a t i o n  of t h e  

d e v e l o p m e n t  of t h e  OPEC c o u n t r i e s ’  f i n a n c i a l  s u r p l u s e s .  The 

p i c t u r e  w i l l  become even c l e a r e r  when t h e  long-term and shor t -  

t e r m  c a p i t a l  o u t l a y s  are accumulated year  by year, and p l o t t e d  

i n t o  annual s t e p s  on a two-dimensional c a p i t a l  p o s i t i o n  map ( see  

F i g u r e  1). On t h i s  map t h e  long- t e rm c a p i t a l  e x p e n d i t u r e s  a r e  

s e t  a long  the  X-axis and the  short-term a long  the  Y-axis. To be 

c o n s i s t e n t ,  bo r rowing  s t r a t e g i e s  a r e  s e t  o u t  o n  t h e  n e g a t i v e  

axes .  

D i a g r a m  1 m i s l e a d i n g l y  i n d i c a t e s  a s u b s t a n t i a l  

d i f f e r e n c e  i n  investment  pol  i c y  between K u w a i t  and Saudi Arabia,  

b o t h  b e i n g  low a b s o r b i n g  c o u n t r i e s .  Wi th  t h e  e x c e p t i o n  o f  t h e  
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years  1975-78, S a u d i  A r a b i a  seems to h a v e  f o l l o w e d  a p o l i c y  of 

s p l i t t i n g  up  t h e  s u r p l u s e s  w i t h  75% on l ong- t e rm and 252  011 

s h o r t - t e r m ,  w h i l e  Kuwait  seems t o  h a v e  f o l  lowed t h e  o p p o s i t e  

5 s t r a t e g y  of spending l e s s  t h a n  10% on long- t e rm a l t e r n a t i v e s .  

We s h a l l  see i n  the  fo l lowing  s e c t i o n  t h a t  t h i s  is t h e  incor rec t .  

M i d d l e - t i e r  a b s o r b e r s  (Iran, I r a q  and L ibya )  seem t o  h a v e  

f o l l o w e d  q u i t e  d i f f e r e n t  p a t h s .  I r a n  and Iraq p l a c e d  a l a r g e r  

p a r t  of t he  s u r p l u s  i n  short-term instruments ,  w h i l e  Libya seems 

t o  h a v e  been  spend ing  100% i n  long- t e rm o n e s  and e v e n  been  

borrowing i n  t h e  short-term. 

High a b s o r b e r s  ( A l g e r i a ,  Ecuador ,  Gabon, I n d o n e s i a ,  

Nigeria  and Venezuela) a l l  seem t o  have had a tendency t o  borrow 

l o n g ,  and i n  some c a s e  ( I n d o n e s i a  and V e n e z u e l a )  e v e n  p l a c e  

s h o r t  . 
O v e r a l l ,  Figure 1 seems t o  confirm t h e  assumption t h a t  

h igh  absorbers  have no p a r t  a t  a l l  i n  long-term placements such 

as UK and US government  s e c u r i t i e s ,  p o r t f o l i o  i n v e s t m e n t s  i n  

s h a r e s ,  d i r e c t  l o a n s ,  d i r e c t  i n v e s t m e n t s ,  e t c .  One can  also 

assume t h a t  Iran and I raq  have t o  a Large ex ten t  withdrawn t h e i r  

long-term placements s ince  t h e  war s t a r t e d  (as mentioned above, 

no d e t a i l e d  s ta t i s t ics  have been a v a i l a b l e  s i n c e  1978). If a l l  

t h i s  i s  t r u e ,  t h e  long- t e rm p l a c e m e n t s  of  OPEC s u r p l u s e s  a r e  

mainly c o n t r o l  l e d  by f i v e  coun t r i e s ,  namely Kuwait, Libya, Qatar ,  

Saudi Arabia  and the  UAE. The next  s e c t i o n  w i l l  be devoted t o  a 

more d e t a i l e d  study of how t h e s e  f i v e  c o u n t r i e s  h a v e  managed 

t h e i r  long-term investments.  
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4. THE HAHAGEHIEHT OF LORG-TERH PIRBaCIAL IWESTEIEHTS 

Ill FIVE OPEC COURTRIES 

A v a i l a b l e  s t a t i s t i c s  from t he  IMF i n d i c a t e  t h a t ,  of t h e  

OPEC c o u n t r i e s  S a u d i  A r a b i a  is t h e  o u t s t a n d i n g  l o n g - t e r m  

i n v e s t o r .  Dur ing  t h e  t i m e  p e r i o d  1973-81, S a u d i  A r a b i a  p l a c e d  

c l o s e  t o  $75b i n  long- t e rm a s s e t s ,  compared t o  Libya's S l l b  and 

Kuwait 's $3b ( s e e  T a b l e  7). T h i s  s e c t i o n  w i l l  t r y  t o  f i n d  t h e  

r e a l i t y  behind  t h e s e  n u m b e r s  by a n a l y s i n g  t h e  f i n a n c i a 1  

management of Kuwait, Libya, Qatar ,  Saudi Arabia and t h e  UAE. 

Kuwait's f i n a n c i a l  p o l  i c y  seems t o  h a v e  emphas ised  

l i q u i d i t y  t o  an e x t r e m e  e x t e n t ,  i f  w e  were t o  b e l i e v e  t h e  BOP 

s ta t is t ics .  According t o  Table  8, which covers  t he  per iod  1973- 

82 ,  t h e  long- t e rm i n v e s t m e n t  i s  a mere $3b w h i l e  s h o r t - t e r m  

p l a c e m e n t s  amount t o  more t h a n  $50b. However,  t h e  following 

pub1 ished information on Kuwait's investment  a c t i v i t i e s  g i v e s  a 

t o t a l  l y  d i f f e r e n t  p i c tu re .  

Under an agreement with B r i t a i n  a f t e r  t he  Second World 

War, investments  made by Kuwait's o f f i c i a l  s e c t o r  a r e  exempt from 

t a x a t i o n .  T h e r e f o r e ,  London became a c e n t r e  for p l a c e m e n t s  of 

t h e  Kuwaiti su rp lus .  The Kuwait Investment Board was e s t a b l i s h e d  

in London i n  1952  i n  o r d e r  t o  h a n d l e  gove rnmen t  i n v e s t m e n t s  i n  

t h e  money market, bonds and e q u i t i e s ,  (see Khouja b S a d l e r ,  1979, 
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~196). After  Independence i n  1961, new investment  o rgan i sa t ions  

were formed, l i k e  the  Kuwait Investment Company (KIC) i n  1962 and 

t h e  Kuwait  F o r e i g n  T r a d i n g ,  C o n t r a c t i n g  and Investment Company 

(KFTCIC) i n  1964 (85% a n d  5 0 %  owned by t h e  g o v e r n m e n t  

r e s p e c t i v e l y ) .  T o g e t h e r  w i t h  t h e  p r i v a t e l y  owned Kuwait  

I n t e r n a t i o n a l  I n v e s t m e n t  Company (KIIC) t h e y  form t h e  " t h r e e  

K's", which i n  1 9 7 4  b u i l t  u p  a s u b s t a n t i a l  p a r t  of t h e  world's  

c r e d i t  s e c u r i t i e s .  I n  1 9 7 5  t h e s e  o r g a n i s a t i o n s  managed o r  CO-  

managed 48 bond i s sues  worth more than $lb ( see  Khouja & Sad le r ,  

1979, ~ 2 0 5 ) .  

I n  1974 the  Kuwait government p o l i c y  changed and a more 

s o p h i s t i c a t e d  p o r t f o l  i o  was e s t a b l i s h e d .  Long-term f i n a n c i a l  

inves tments  were supposed t o  c o n s i s t  of 60% i n  e q u i t i e s ,  indus t ry  

and r e a l  e s t a t e ,  and 40% in bonds (Khouja & S a d l e r ,  1979, ~ 2 0 0 ) .  

They were t o  be managed by t h e  M i n i s t r y  of F i n a n c e ,  b u t  t o  be 

channeled p a r t l y  through Kuwait's I n v e s t m e n t  Off i c e  ( K I O ) .  The 

i n v e s t m e n t s  i n  s h a r e s  were t o  be s p r e a d ,  m a i n l y  be tween t h e  

seven ty - f ive  bes t  companies of t he  New York Stock Exchange, so  as 

t o  e n t a i l  l i t t l e  r i s k ,  a r e a s o n a b l e  a n n u a l  income and a 

s u f f i c i e n t  apprec i a t ion  of c a p i t a l .  

Two-thirds of Kuwait's l o n g - t e r m  i n v e s t m e n t s  a r e  

es t imated  to be in  t h e  United States. It h a s  been repor ted  t h a t  

Morgan S t a n l e y  i s  managing a p o r t f o l i o  of $6b i n  s h a r e s  i n  t h e  

United S ta t e s .  IR a d d i t i o n  to t h i s  Kuwait has bought rea l  es ta te  

i n  Washington  D C ,  A t l a n t a ,  Houston,  S o u t h  C a r o l i n a ,  e t c  ( s e e  

Askari ,  J a l a l  & Sheshunoff, p82). 

I n  t h e  Un i t ed  Kingdom, t h e  gove rnmen t  h a s  s p e n t  a b o u t  
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S1.2b i n  s h a r e s ,  $0.5b i n  r e a l  e s t a t e  and $4b i n  l o n g - t e r m  

s e c u r i t i e s .  Furthermore, s u b s t a n t i a l  inves tments  have been made 

i n  F r a n c e  (eg  $100m i n  Tour Manha t t an ) ,  i n  Germany ( e g  i n  

Daimler-Benz, i n  R o r f s t a h l  and i n  M e t a l l g e s e l  l s c h a f t ) ,  etc. 

I t  i s  o b v i o u s  t h a t  Kuwait has i n v e s t e d  i n  long- t e rm 

a s s e t s  i n  Western  Europe  and i n  t h e  US f o r  a l e a s t  $15-20b o v e r  

t h e  l a s t  t e n  y e a r s .  The f i g u r e s  t h a t  a r e  r e p o r t e d  t o  t h e  I M F  

on ly  cover  $3b, which i s  probably only t h e  amount spent  on a i d  t o  

d e v e l o p i n g  c o u n t r i e s  ( s e e  T a b l e  7 ) .  On t h e  o t h e r  hand t h e  

r epor t ed  s t a t i s t i c s  i n d i c a t e  t h a t  more than  $50b i s  p laced  i n  the  

form of s h o r t - t e r m  a s se t s ,  T h i s  l e a d s  t o  t h e  c o n c l u s i o n  t h a t  

t r a n s f e r s  i n t o  short- term d e p o s i t s  l i k e  bank d e p o s i t s ,  bonds and 

n o t e s  a r e  m o s t l y  r e p o r t e d ,  as  w e l l  a s  t r a n s f e r s  f rom bank 

d e p o s i t s .  However, s a l e s  of s h o r t - t e r m  a s s e t s  1 i k e  t r e a s u r y  

b i l  Is and subsequent purchase of long-term a s s e t s  l i k e  s tocks  and 

r ea l  e s t a t e  seems t o  go unrecorded. Furthermore,  no r e p o r t s  are 

g i v e n  on r e i n v e s t e d  ea rn ings  o r  d i r e c t  investments  (see Balance 

of Payments S t a t i s t i c s ) ,  Consequently, t h e  a v a i l a b l e  s t a t i s t i c s  

have t o  be rev ised .  

Libya is s a i d  t o  have accumulated about $10b dur ing  t h e  

p e r i o d  1973-80. Some of  t h i s  money ( a b o u t  Sib) seems t o  h a v e  

gone into repayments on loans taken o u t  befo re  this period o r  t o  

i n s t a l m e n t s  on o the r  l i a b i l i t i e s .  Futhermore, a s u b s t a n t i a l  p a r t  

of t h i s  s u r p l u s  was devoted t o  " loans extended" ($0.9b) o r  "other 

assets" ($2b). I n  a d d i t i o n  t o  t h i s ,  a l a r g e  amount (about $2,4b) 

c o n c e r n s  " d i s i n v e s t m e n t s "  i n  L i b y a .  This t e r m  i s  n o t  

s u f f i c i e n t l y  expla ined ,  but  r e f e r s  p a r t l y  t o  compensation paid by 
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t h e  Libyan Government when t h e  n a t i o n a l i s i n g  o i l  p r o d u c i n g  

e n t e r p r i s e s ,  Very l i t t l e  c a p i t a l  seems t o  h a v e  been  p l a c e d  

e i t h e r  i n  p o r t f o l i o  investments  or i n  d i r e c t  investments,  

Ce r t a in  investment  p r o j e c t s  were reported.  I n  December 

1 9 7 6 ,  t h e  Libyan  Arab F o r e i g n  Sank (LAFB) bought  a 9.5% s h a r e  i n  

F i a t  o f  I t a l y  for $207m i n  bonds ( s e e  Waddams, 1980, ~ 3 0 1 ) .  

There have a l s o  been l a r g e  investments i n  real  e s t a t e  i n  Malta, 

S i c i l y ,  I t a l y  and e s p e c i a l l y  on t h e  i s l a n d  P a n t e l l e r i a  (see 

W r i g h t ,  1981,  p 2 7 1 ) .  A l l  t h e s e  p r o j e c t s  a r e  p r o b a b l y  i n c l u d e d  

under "1 oans extended" o r  "0 ther  as sets". 

Qatar i s  n o t  i n c l u d e d  i n  t h e  ba l ance -o f -paymen t s  

s t a t i s t i c s .  However, t h e  Q a t a r  Monetary  Agency does d e l i v e r  

s i m i l a r  d a t a  t o  t h e  IMP on a c o n f i d e n t i a l  basis .  

Qatar 's  f o r e i g n  i n v e s t m e n t s  a r e  made by t h e  Qa ta r  

I n v e s t m e n t  Board ( Q I B ) .  T h i s  Board ope ra t e s  through t e n  funds, 

two i n  t h e  US, two i n  S w i t z e r l a n d ,  o n e  e a c h  i n  Germany, F r a n c e ,  

B r i t a i n  and Canada and two i n  Japan ,  ( A s k a r i  e t c ,  p90). D i r e c t  

and real e s t a t e  i n v e s t m e n t s  are h a n d l e d  by t h e  Qatar F i n a n c e  

Minis t ry .  

Q a t a r  has i n v e s t e d  $ 1 2 0 ~ ~  i n  CDF Chemie i n  Dunkirk, 

France and also i n  development property on the  Champs Elysees i n  

P a r i s .  The re  is some e v i d e n c e  t h a t  Q a t a r  i n t e n d s  t o  keep a 

p o r t f o l i o  based on short-run ob jec t ives .  

A r e sonab le  assumption, based on Table  5, is t h a t  Qatar 

may h a v e  s p e n t  a b o u t  $6-8b i n  s h o r t - t e r m  a n d  l o n g - t e r m  

inves tments  up t o  1980. 
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Saudi Arabia seems t o  h a v e  s p e n t  a b o u t  $90b i n  l o n g -  

t e r m  a s s e t s  and a b o u t  $35b i n  s h o r t - t e r m  a s se t s  up t o  1981. 

About 90% of t h e  long- te rm assets  a re  r e p o r t e d  as p o r t f o l i o  

investments  channeled through the  Saudi Arabian Monetary Agency 

(SAW).  The remaining 10% covers  repayments on loans  extended by 

t h e  US Expor t - Impor t  Bank t o  t h e  Saud i  A r a b i a n  C o r p o r a t i o n ,  

accrued taxes  and r o y a l t i e s  payable  t o  Saudi Arabia  and f o r e i g n  

exchange h e l d  as cover  for t he  issuance of domest ic  currency. 

SAMA's o b j e c t i v e s  f o r  t h e  management of s u r p l u s  funds 

a r e  "I i q u i d i t y ,  s h o r t - t e r m  a c c e s s i b i l i t y ,  and s a f e t y "  ( s e e  

A s k a r i ,  e t c ,  p74). P r o b a b l y  t h e  s a f e t y  a s p e c t  i s  t h e  most  

important ,  and e x i s t i n g  informat ion  i d e n t i f i e s  SAMA's o p e r a t i n g  

po l i cy  a s  being "extremely risk-adverse". 

SAMA has p laced  a l a r g e  p a r t  of its s u r p l u s  i n  t r ea su ry  

b i l l s  and n o t e s  as w e 1  1 as i n  U S  f e d e r a l  agency  o b l i g a t i o n s .  

F u r t h e r m o r e ,  a s u b s t a n t i a l  amount ( a b o u t  $5b)  of  US bonds and 

s h a r e s  h a s  been  bought  d i r e c t l y  f rom t h e  marke t .  I n  a d d i t i o n ,  

p r i v a t e  placements a r e  made i n  the  US markets. 

The fo l lowing  ( s e e  Askari ,  e t c ,  pp76-79) can be used a s  

examples of SAMA'S opera t ing  pol icy .  From 1975 onwards, American 

Telephone & Telegraph (AT6rT) borrowed about $650m on a s i x  year 

b a s i s  a t  a n  i n t e r e s t  ra te  of around 8%. US S t e e l  obtained $250m, 

G e n e r a l  Motors  Accep tance  Corpora t ion  $250m, I B M  $30Om (seven- 

year  n o t e s  and 10.8% i n t e r e s t ) ,  e tc .  

SAMA has a l s o  been opera t ing  o u t s i d e  t h e  US. In 1980, 

i t  bough t  s h o r t - t e r m  p r o m i s s o r y  n o t e s  f rom West Germany f o r  

DM5.2b and i n  t h e  same year  i t  made a n  ag reemen t  to buy up t o  
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$2.4b of J a p a n e s e  government  bonds a n n u a l l y .  I t  h a s  g i v e n  one  

l o a n  for $50~1 t o  I m p e r i a l  Chemical  I n d u s t r i e s  (UK) and a n o t h e r  

one for Yen 50m t o  Japan's Komatsu Construction. 

Nowadays Sama's s h o r t - t e r m  o p e r a t i o n s  a r e  per formed 

t h r o u g h  a b o u t  85 major  banks.  The i n v e s t m e n t s  a r e  managed by a 

v e r y  s m a l l  s t a f f  in c o o p e r a t i o n  w i t h  managers  of some l a r g e  

banks. 

The United Arab Emirates (UAE) do no t  provide  BPS wi th  

da t a ,  bu t  t h e i r  Cen t ra l  Bank does supply c o n f i d e n t i a l  information 

t o  t h e  IMF on t h e i r  ba lance-of -payments .  However, a v a i l a b l e  

s t a t i s t i c s  (see T a b l e  5) i n d i c a t e  t h a t  t h e  UAE had a c c u m u l a t e d  

about $30-35b i n  s u r p l u s  funds by 1980, 

Most o f  t h e s e  s u r p l u s  f u n d s  a r e  managed by t h e  Abu 

Dhabi Investment Authori ty  (ADIA) and i t s  two s u b s i d i a r i e s ,  t h e  

Abu Dhabi Investment Company (ADIC) ,  and t h e  Nat iona l  Bank of Abu 

Dhabi  (NBAD). 

ADIA's o b j e c t i v e s  f o r  investments  seem t o  be long-term 

s e c u r i t y  and a r easonab le  y i e l d .  Most of t h e  c a p i t a l  is spent  on 

bonds ,  s h a r e s  and d i r e c t  p l a c e m e n t s  ( see  A s k a r i ,  e t c ,  pp85-89). 

ADIA holds s h a r e s  i n  US a i r l i n e s ,  u t i l i t i e s ,  banks ,  o i l  

companies ,  e t c .  ADIC's major a c t i v i t y  is t h e  management of new 

bond i s s u e s ,  l oans  and p r o j e c t  f inancing.  It has managed loans  

t o  t h e  N a t i o n a l  Bank of Hungary ( $ l o o m ) ,  t o  Cred iop ,  I t a l y  

( $ 1 7 5 m ) ,  t o  E l  e c t r  i c  i t e  d e  F r a n c e  ($600m) , t o  Fepasa -Fe r r  o r  i a  

P a u l i s t a ,  B r a z i l  ($150m), t o  Eydro-Quebec, Canada ($1250m) and t o  

S v e n s k a  V a r v ,  Sweden ($Zoom). It h a s  a l s o  managed new i s s u e s  

(bonds o r  C D s )  eg t o  T V O  Power Company (F in land) ,  Mi t sub i sh i  
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Bank (Japan), European Investment Bank, Danish Export Finance and 

the  Kingdom of Norway. 

i n  1980. 

The t o t a l  assets of A D I C  were over  $500m 

NBAD, f i n a l  ly, work mainly with short-term placements 

i n  t he  Euromarkets. I t s  a s s e t s  were over  $3.5b i n  1981. 

I n  conclusion,  most of t h e  IIAE's cash  s u r p l u s  seems t o  

be p l aced  i n  long-term as se t s .  Their  o b j e c t i v e s  i n  opera t ing  the  

s u r p l u s  seem t o  be l e s s  s o p h i s t i c a t e d  t h a n  t h o s e  of t h e  o t h e r  

"I ow a bs o r  b e r s 'I. 

Given  t h i s  background a n a l y s i s  f o r  Kuwait ,  L ibya ,  

t o  Q a t a r ,  S a u d i  A r a b i a  and t h e  UAE, i t  i s  o b v i o u s l y  n e c e s s a r y  

r e v i s e  t h e  d a t a  on  s h o r t - t e r m  p l a c e m e n t s  a n d  l o n g - t e r m  

investments,  Reasonable assumptions might be t h a t :  

a )  Kuvait h a s  a c c u m u l a t e d  no more t h a n  $2b p e r  y e a r  
on t h e i r  bank d e p o s i t s  s i n c e  1973. 

b) Qatar has accumulated about $0.5b/year i n  shor t -  
t e r m  d e p o s i t s  s i n c e  1973. 

c )  The UAE h a v e  a s s i g n e d  a b o u t  $ l b / y e a r  f o r  s h o r t -  
term depo s it  s. 

d )  Iran and Iraq h a v e  only p l a c e d  a minor p a r t  of 
t h e i r  s u r p l u s  in long-term inves tments  s i n c e  1978. 

Thus t h e  a c t u a l  investment s t r a t e g i e s  ( the  ba l ance  between shor t -  

t e r m  and long-term placements) may not correspond t o  Diagram 1. 

These a s p e c t s  w i l l  be t r e a t e d  i n  t h e  next  sec t ion .  

Some f i n a l  comments s h o u l d  be made on a v a i l a b l e  

s t a t i s t i c s .  F i r s t  of a l l ,  t h e  d a t a  g i v e s  a p i c t u r e  of t h e  amount 

of c a p i t a l  i nves t ed  i n  long-term or short- term a l t e r n a t i v e s .  The 

c u r r e n t  market v a l u e s  of t h e s e  placements are not  r e f l e c t e d  i n  

t h e s e  numbers and i n  some c a s e s  r e i n v e s t m e n t  of  i n t e r e s t  g a i n s  
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are not  included.  

S e c o n d l y ,  some o f  t h e s e  n u m b e r s  m i g h t  b e  t o o  

o p t i m i s t i c .  I n  t h e  c a s e  of  I r a n ,  i t  i s  d o u b t f u l  i f  any c a p i t a l  

p laced  o u t s i d e  the  country by t he  former Shah is a v a i l a b l e  t o  t h e  

p r e s e n t  reg ime.  It might  w e l l  b e  t h a t  by 1981 I r a n  was a l r e a d y  

running o u t  of long-term and short- term asse ts .  For Dubai (UAE) 

i t  i s  d i f f i c u l t  t o  d i s t i n g u i s h  t h e  p r i v a t e  b e l o n g i n g s  of t h e  

r u l e r  from the  funds a v a i l a b l e  t o  the country. Furthermore, t h e  

numbers u s e d  f o r  I r a q  and f o r  L ibya  might  be t o o  h i g h ,  as  b o t h  

c o u n t r i e s  p r o b a b l y  s p e n t  s u b s t a n t i a l  amounts of t h e i r  c a s h  

s u r p l u s e s  on t h e i r  armies. T h i s  i n d i c a t e s  t h a t  t h e  a v a i l a b l e  

s t a t  i s  t i c s  inc  1 ude s u b s t a n t i a  1 uncer t a i n t  i e  s. 
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5 .  TEE DEPLOYMENT OF OPEC SURPLUSES 

The Bank of England  h a s  a n a l y s e d  o v e r  many y e a r s  t h e  

deployment of t he  f i n a n c i a l  s u r p l u s e s  obtained by o i l - expor t ing  

c o u n t r i e s  (OEC). In t h i s  g r o u p  t h e  Bank i n c l u d e s  n o t  o n l y  t h e  

t h i r t e e n  OPEC c o u n t r i e s  b u t  a l s o  T r i n i d a d ,  Tobago, B a h r a i n ,  

B r u n e i  and Oman. As t h e s e  non-OPEC c o u n t r i e s  a r e  r a t h e r  s m a l l  

e x p o r t e r s ,  t h e  d i f f e r e n c e  be tween OEC and OPEC w i l l  o n l y  be 

m a r g i n a l  when a n a l y s i n g  t h e  management of OPEC's f i n a n c i a 1  

s u r p l u s e s .  However, one o b s e r v a t i o n  might be e s s e n t i a l .  When 

t ry ing  t o  t r a c e  short-term f i n a n c i a l  flow one has  t o  exc lude  the 

s u b s t a n t i a l  amount of c a p i t a l  t h a t  i s  t r a n s f e r r e d  t h r o u g h  t h e  

off-shore f i n a n c i a l  market of Bahrain. 

The Bank of England's deployment s t u d i e s  are based both 

on IMF s t a t i s t i c s  for t he  supply of f i n a n c i a l  s u r p l u s e s ,  and on 

i n f o r m a t i o n  from c e n t r a l  banks  i n  o t h e r  c o u n t r i e s ,  as w e l l  as  

from t he  Bank f o r  I n t e r n a t i o n a l  Se t t l emen t s  for t he  a c t u a l  change 

i n  l e v e l s  of bank d e p o s i t s .  These s t a t i s t i c s ,  p u b l i s h e d  

r e g u l a r l y  ( s e e  Bank of Eng land ,  Q u a r t e r l y  B u l l e t i n ,  v a r i o u s  

issues), a re  summarised i n  Table  9. 

The deployment s t a t i s t i c s  show t h a t  t h e  OEC have used 

t h e  Euro-marke ts  e x t e n s i v e l y .  A no rma l  r o u t e  seems to b e  t o  

p l a c e  l i q u i d i t y  on such  a c c o u n t s  for a l i m i t e d  amount of t i m e  

23 



before  t h e  f i n a l  d e s t i n a t i o n s  of t h e  s u r p l u s e s  have been decided. 

In t h e  l a t e  s e v e n t i e s ,  however ,  when t h e  s u r p l u s e s  had been  

concentrated in a few low absorbing coun t r i e s  wi th  a l ready  high 

l i q u i d i t y ,  t h e r e  was a tendency t o  use  more long-term investment 

a l t e r n a t i v e s .  A high propor t ion  of t hese  placements were made in 

t h e  United States, The Bank of England s t a t i s t i c s  do no t  provide  

a b a s e  f o r  a break-down by t h e  d i f f e r e n t  c o u n t r i e s  of o r i g i n .  

One way of doing t h i s  would be t o  s t a r t  from t h e  c a p i t a l  accounts 

s t a t i s t i c s  ( T a b l e s  7 and 8) and r e v i s e  them f o r  ( a >  f o r e i g n  

exchange  asse ts  i n  terms of bank d e p o s i t s ,  t r e a s u r y  b i l l s  and 

government  s e c u r i t i e s ,  and (b) c r e d i t s  g i v e n  f o r  o i l  expor t s .6  

Changes i n  f o r e i g n  exchange  a s s e t s  a r e  r e p o r t e d  in t h e  BPS (see 

T a b l e  10). 

The e f f e c t s  of t r a d e  c r e d i t s  a r e  es t imated  f o r  OEC as  a 

who le  by t h e  Bank (Bank of  Eng land ,  Q u a r t e r l y  B u l l e t i n ) .  It 

seems r e a s o n a b l e  t o  b r e a k  down t h i s  e f f e c t  by c o u n t r y  i n  

p r o p o r t i o n  to t h e i r  a n n u a l  o i l  r e v e n u e s  (see T a b l e  1). These  

p r o c e d u r e s  r e s u l t  in t h e  r e v i s e d  t a b l e  of s h o r t - t e r m  c a p i t a l  

p l a c e m e n t s  ( T a b l e  11). T h i s  r e v i s e d  t a b l e  a l s o  i n c l u d e s  

es t imates  f o r  t h e  m i s s i n g  numbers i n  T a b l e  8, as  w e l l  as a 

r e v i s i o n  of Kuwait's numbers on s h o r t - t e r m  p l a c e m e n t s .  The 

assumptions behind these  opera t ions  a r e  a s  f o l l o w s :  

a )  Kuwait  is assumed t o  h a v e  p l a c e d  no more t h a n  
$Zb/year  i n  s h o r t - t e r m  a s se t s .  The r e s t  of i t s  
annual s u r p l u s  i s  then t r a n s f e r r e d  t o  long-term 
investments.  
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Qatar  is e s t i m a t e d  t o  h a v e  p l a c e d  a p p r o x i m a t e l y  
$O.lib/year i n  s h o r t - t e r m  a s s e t s ,  e x c e p t  f o r  t h e  
1973 and 1977 when t h e  s u r p l u s  was not s u f f i c i e n t .  
The r e s t  of  i t s  c a s h  surplus i s  t h e n  found i n  
1 ong- t em investments.  

The UAE c a n  be e x p e c t e d  t o  h a v e  p l a c e d  no more 
than $ lb /yea r  i n  short- term assets (except for t he  
year of 1973) .  

Iran i s  assumed t o  h a v e  h a l t e d  i t s  long- te rm 
i n v e s t m e n t s  s i n c e  1 9 7 7  ( e x c e p t  for t h e  s u r p l u s  
year  of 1979). From 1980 onwards i t  is assumed t o  
h a v e  s u b s t a n t i a l l y  r e d u c e d  i t s  s h o r t - t e r m  
d e p o s i t s .  Also o b s e r v e  that t h e  e x c l u s i o n  i n  
Table  10 of $lb IBRD bonds means t h a t  they have t o  
b e  i n c l u d e d  i n  t h e  r e v i s i o n  of l ong- t e rm a s se t s  
(Table  3). 

I r a q  i s  assumed t o  h a v e  p l a c e d  o n l y  a l i m i t e d  
amount ( $ l b / y e a r )  i n  l o n g - t e r m  a s s e t s  i n  1978- 
1980. A f t e r  t h a t  p e r i o d  t h e  c u r r e n t  a c c o u n t  
s u r p l u s  went i n t o  d e f i c i t .  

is o b v i o u s  t h a t  a l l  t h e s e  a s s u m p t i o n s  a r e  r a t h e r  

a r b i t r a r y .  Furthermore, t he  d a t a  used are somewhat u n r e l i a b l e ,  

a s  c e r t a i n  c o u n t r i e s  may h a v e  chosen  t o  a t t r i b u t e  c e r t a i n  

inves tments  t o  one s t a t i s t i c a l  concept and o t h e r  coun t r i e s  t o  a 

d i f f e r e n t  one. Consequently, t he  r e v i s e d  t a b l e s  can only be used 

i n  order  t o  g e t  a rough impression of t he  magnitude of short-term 

and long-term placements. 
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In order  t o  r e v i s e  the  f i g u r e s  on long-term assets, one 

h a s  to a c c o u n t  f o r  r e s e r v e s  h e l d  in t h e  form o f  monetary  g o l d ,  

SDR’s and r e s e r v e  p o s i t i o n s  wi th  IMF. (Observe t h a t  t h i s  way of 

s p l i t t i n g  up r e s e r v e s  between short-term and long-term p o s i t i o n s  

may seem t o  be r a t h e r  a r b i t r a r y .  However, t h e  p r i n c i p l e  has been 

t o  let s h o r t - t e r m  p l a c e m e n t s  compr i se  bank d e p o s i t s ,  t r e a s u r y  

b i l  Is and government s e c u r i t i e s ) .  These numbers, es t imated  i n  

Tab le  12 ,  w i l l  t hen  l e a d  t o  t he  r e v i s i o n  presented in T a b l e  13. 

T a b l e s  11 and 13 also i n c l u d e  a compar i son  w i t h  t h e  

Bank of England e s t ima tes  f o r  the deployment of s u r p l u s e s  from 

t h e  o i l -expor t ing  coun t r i e s  (OEC). The t i m e  series of short- term 

d e p o s i t s  doub t  seem t o  be t o o  d i f f e r e n t  i n  l e v e l  and i n  

s t r u c t u r e .  On t h e  o t h e r  hand, a compar i son  of t h e  e s t i m a t e d  

long- t e rm i n v e s t m e n t s  w i t h  t h e  Bank of England  d a t a  f o r  t h e  

deployment of t he  OEC longer  term su rp luses ,  demonstrates  t h a t  

t h e  aggregated country es t imates  a r e  sometimes too  smal l .  This 

e s p e c i a l l y  seems t o  be t h e  case f o r  1 9 7 7  and 1978,  i n d i c a t i n g  

t h a t  t he  a v a i l a b l e  d a t a  are incomplete. An obvious r eason  might 

b e  t h a t  some i n v e s t m e n t  y i e l d s  were r e i n v e s t e d  w i t h o u t  b e i n g  

r epor t ed  t o  t h e  IMF. 

For 1982, t he  s i t u a t i o n  i s  s t i l l  unclear .  Short-term 

c a p i t a l  h a s  b e e n  r e d u c e d  s u b s t a n t i a l l y  for OPEC as  a w h o l e  and 

the long-term investments  seems t o  be back a t  the  l e v e l  of 1978. 

Data from BIS i n d i c a t e  t h a t  t h e  m i d d l e - t i e r  a b s o r b e r s  ( I r a n ,  

I r a q ,  and L ibya )  had a r e d u c t i o n  of  $10.5 and t h e  l o w - a b s o r b e r s  

of $3b on t h e  n e t  amount of f u n d s  k e p t  i n  Wes te rn  r e p o r t i n g  

banks.  When comparing t h e s e  numbers w i t h  t h o s e  p r e s e n t e d  i n  
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T a b l e  13, t h e  i m p r e s s i o n  i s  t h a t  i n  1 9 8 2  t h e  f o u r  low a b s o r b e r s  

t o g e t h e r  w i t h  L i b y a  i n v e s t e d  more t h a n  $25 b i l l i o n  i n  f o r e i g n  

long-term asse ts .  About h a l f  of t h i s  amount must have o r i g i n a t e d  

i n  Saudi Arabia. However, an i n t e r e s t i n g  f e a t u r e  for t h i s  year  

is t h a t  more than  h a l f  of t h i s  investment  a c t i v i t y  must have been 

f inanced  from the  c a p i t a l  market, w h i l e  on ly  a minor p a r t  of i t  

came from o i l  revenues  and cu r ren t  account surp luses .  

Bearing i n  mind these  weaknesses i n  the  d a t a ,  i t  might 

s t i l l  be r e l e v a n t  t o  compare the  s t a t i s t i c s  on country-by-country 

placements and on the  choice between d i f f e r e n t  a l t e r n a t i v e s  for 

placement. In g e n e r a l ,  deployment has fo l lowed these  p r i n c i p l e s  

( see  Bank of England Q u a r t e r l y  B u l l  e t  in, June 1980, pp158-159) : 

a) The f i r s t  o i l  price e s c a l a t i o n  period (1973-74) 

r e s u l t e d  i n  a h igh  concent ra t ion  of f i n a n c i a l  inves tments  i n  bank 

d e p o s i t s  t o g e t h e r  w i t h  s h o r t - t e r m  government  s e c u r i t i e s .  The 

above a n a l y s i s  demonstrates t h a t  the bu lk  of these  bank d e p o s i t s  

were made by I r a n ,  N i g e r i a  and S a u d i  Arabia .  Most of t h e  

government s e c u r i t i e s  and longer - te rm f i n a n c i a l  i n v e s t m e n t s  i n  

deve loping  coun t r i e s  must have o r i g i n a t e d  from Kuwait and Saudi 

Arabia. On t he  l i a b i l i t i e s  s i d e  t h e r e  were s u b s t a n t i a l  drawings 

on loan  by A l g e r i a ,  Ecuador, Gabon and Indonesia. 

b) The f i r s t  o i l  m a r k e t  adjustment period (1975-78) 

l e d  t o  a g r e a t e r  tendency t o  p l a c e  c a p i t a l  i n  US t r ea su ry  bonds 

and  n o t e s  as w e l l  as  i n  o t h e r  f i n a n c i a l  i n v e s t m e n t s  (bonds ,  

shares ,  etc).  These longer-term placements were made mainly by 

I r a n ,  Kuwait ,  L ibya ,  Saud i  A r a b i a  and  t h e  UAE. At t h e  same t i m e  
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A I  ger  i a ,  Ecuador, Gabon, Indone s ia,  Niger ia  and V enezue 1 a were 

drawing h e a v i l y  on long-term loans.  The short-term d e p o s i t s  came 

from I ran ,  I r aq ,  Kuwait, Qatar, Saudi Arabia and the  UAE and were 

p l aced  mainly on the  Euromarket o r  i n  d e p o s i t s  ou t s ide  the  US or 

U K .  D u r i n g  t h i s  p e r i o d  N i g e r i a  r e d u c e d  i t s  deposits 

s u b s t a n t i a l  ly i n  terms of f o r e i g n  exchange assets. 

c> The second  o i l  p r i c e  e s c a l a t i o n  per iod (1979-80) 

generated a sudden f l o w  of c a p i t a l  i n t o  short-term bank depos i t s .  

One f a c t o r  behind t h i s  choice was t h e  l a r g e  inc rease  i n  i n t e r e s t  

r a t e s  as  a r e s u l t  of t h e  demand f o r  f i n a n c e  f rom o i l - consuming  

c o u n t r i e s  . 
T h i s  c a p i t a l  f l o w  can  be t r a c e d  t o  c o u n t r i e s  w i t h  a 

need  f o r  l i q u i d i t y  l i k e  I r a n ,  I r a q ,  L i b y a  and N i g e r i a  b u t  also 

from more s o p h i s t i c a t e d  " p o r t f o l i o  managers" 1 i k e  Kuwait, Qatar ,  

Saudi  Arabia and the  UAE. For t h e s e  l a t t e r  coun t r i e s  l i q u i d i t y  

seems t o  be only one p a r t  of a now h igh ly  s o p h i s t i c a t e d  s t r a t egy .  

The behaviour  of Venezuela  i s  more d i f f i c u l t  t o  expla in .  I n  t h i s  

pe r iod  i t  s t a r t e d  a s t r a t e g y  of borrowing long  and p l a c i n g  s h o r t  

( e v i d e n t l y  by d i f f e r e n t  e n t i t i e s ) .  

W h i l e  t h e s e  l a r g e  s c a l e  d e p o s i t s  f l o o d e d  i n t o  t h e  

Euromarket' t o  an  unprecedented e x t e n t ,  t h e  low absorbers  (Kuwait, 

Q a t a r ,  Saudi Arabia and OAE) as w e l l  as Libya continued t o  p l a c e  

l a r g e  amounts of c a p i t a l  on t h e  long-term c a p i t a l  markets. Some 

of t hese  placements went i n t o  US t r ea su ry  bonds and notes ,  bu t  i t  

i s  q u i t e  c l e a r  t h a t  most  went  i n t o  p o r t f o l i o  i n v e s t m e n t s  ( i n  

bonds, s h a r e s ,  e s t a t e s ,  e t c )  m o n i t o r e d  by SAMA, t h e  t h r e e  K's, 

Q I B ,  ADIA, etc .  
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d)  The second o i l  m a r k e t  a d j u s t m e n t  p e r i o d  (1981-1 

may seem t o  h a v e  had v e r y  l i m i t e d  e f f e c t  on t h e  s h o r t - t e r m  

c a p i t a l  market, as t h e  net amount en tered  by the  OPEC coun t r i e s  

ended  up a t  a b o u t  $2-3b. T h i s  number i s  somewhat m i s l e a d i n g  

however - never  be fo re  had t h e r e  been such r ap id  change. A t  t h e  

same t i m e  a s  Saudi  Arabia,  i n  1981, must have increased  its bank 

d e p o s i t s  by about $20b, I ran ,  I raq  and Nigeria  reduced t h e i r s  by 

a t  least $22b, These  a c t i v i t i e s  must  h a v e  had c o n s i d e r a b l e  

consequences for i n t e r n a t i o n a l  f i n a n c i a l  markets, i n  terms of a 

need  f o r  a c o n s i d e r a b l e  number of i n t e r - b a n k  t r a n s f e r s .  Some 

i n d i c a t i o n s  of t h i s  can  be found i n  t h e  f a c t  t h a t  for 1981 t h e  

Bank f o r  I n t e r n a t i o n a l  Se t t lements  r epor t ed  an i nc rease  of about 

$8b i n  euro-deposits and a t  t he  same t i m e  a decrease  of about $7b 

i n  o the r  bank depos i t s .  S imi la r  tendencies  can be obtained from 

t h e  break down i n t o  e x t e r n a l  p o s i t i o n s  of banks i n  t h e  BIS r e p o r t  

area. During t h e  f i r s t  s i x  months of 1981, Kuwait, Qatar, Saudi 

Arabia and the  UAE increased  t h e i r  n e t  pos i t i ons  i n  these  banks 

a l o n e  by a b o u t  $8b,  w h i l e  a t  t h e  same t i m e  "high a b s o r b e r s ' '  

i n c l u d i n g  I r a n  and Iraq r educed  t h e i r  n e t  p o s i t i o n  by a b o u t  

$5.4b. I n  add i t ion ,  t h e r e  were s u b s t a n t i a l  amounts of 1 i q u i d i t y  

h e l d  i n  terms of f o r e i g n  exchange assets ( see  Table  10). 7 

Long-term d e p o s i t s  d u r i n g  t h i s  p e r i o d  seem t o  b e  

completely dominated by the  four  low-absorbing coun t r i e s ,  which 

i n v e s t e d  a round  $46b i n  1981. These  i n v e s t m e n t s  seem t o  h a v e  

i n c l u d e d  a b o u t  $8b i n  US t r e a s u r y  b i l l s ,  $5b i n  US s h a r e s ,  

es ta tes ,  e t c ,  $19b i n  investments  o u t s i d e  the  UK and US, and $7b 

i n  deve loping  count r ies .  
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T h i s  count ry-by-count ry  d e s c r i p t i o n  of OPEC placement 

a c t i v i t i e s  s i n c e  1973 seems t o  g i v e  q u i t e  a d i f f e r e n t  p i c t u r e  t o  

t h a t  obtained from s t u d i e s  of OPEC as a whole. The development 

of the  f o u r  low-absorbers has  r e s u l t e d  i n  OPEC today cons i s t ing  

of f o u r  p r o f e s s i o n a l  p o r t f o l i o  managing c o u n t r i e s ,  and n i n e  

o t h e r s  more or l e s s  l i v i n g  on l i q u i d i t y  p o s i t i o n s  o r  long-term 

loans,  and a d j u s t i n g  t h e i r  consumption t o  what t h e  o i l  of today 

can provide.  

F i g u r e  2 g i v e s  a r e v i s e d  v e r s i o n  of t h e  c a p i t a l  

p o s i t i o n  map shown i n  F i g u r e  1. Here a l l  OPEC c o u n t r i e s  a r e  

i n c l u d e d  on t h e  b a s i s  of t h e  more d e t a i l e d  e s t i m a t e s  g i v e n  

above.* I t  i l l u s t r a t e s  c l e a r l y  t h e  i d e a  of f o u r  c o u n t r i e s  

s t a n d i n g  o u t  f rom t h e  r e s t ,  e a c h  w i t h  a p o r t f o l i o  b a s e d  on more 

o r  l e s s  l i q u i d i t y  (15-3021, m a i n l y  h e l d  i n  US d o l l a r s .  The 

market v a l u e  of t hese  four  p o r t f o l i o s  is d i f f i c u l t  t o  est imate ,  

but i t  i s  o b v i o u s l y  far a b o v e  t h e  a c u m u l a t i v e  amount of a b o u t  

$250b t h a t  (up t o  19811 was deployed i n t o  them. 
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6. COHCLUSIOR 

This s t u d y  i s  a b o u t  t h e  management of f o r e i g n  a s s e t s  

and l i a b i l i t i e s  h e l d  by each  OPEC c o u n t r y  o v e r  t h e  t i m e  p e r i o d  

1973-1982. I t  s t a r t s  ( i n  S e c t i o n  2) w i t h  a p r e s e n t a t i o n  of 

d i f f e r e n t  es t imates  of t h e s e  economic e n t i t i e s  on t h e  b a s i s  of 

i n t e r n a t i o n a l  f i n a n c i a l  s t a t i s t i c s .  A special  emphasis i s  g i v e n  

t o  the  methods f o r  ob ta in ing  such country by country s t a t i s t i c s  

s t a r t i n g  f rom 1973. I t  i s  q u i t e  c l e a r  t h a t  t h e r e  a r e  l a r g e  

"ho le s"  i n  t h e  s t a t i s t i c s ,  e s p e c i a l l y  f o r  c o u n t r i e s  l i k e  I r a n  

and I r a q  ( s i n c e  t h e  w a r  s t a r t e d ) ,  for Kuwait  ( b e f o r e  1975) and 

for Q a t a r  and t h e  UAE (which p r e f e r  t o  k e e p  t h e i r  b a l a n c e - o f -  

payments conf ident  i a  1) .  

The t h i r d  s e c t i o n  of t h i s  study c o n c e r n s  t h e  t i m e -  

p h a s i n g  of s u r p l u s e s  ( a n d  d e f i c i t s )  f o r  i n d i v i d u a l  O P E C  

count r ies .  It shows t h a t  'high-absorbers" l i k e  A l g e r i a ,  Ecuador, 

Gabon, Indonesia,  Nigeria  and Venezuela  had only  s h o r t  per iods  of 

s u r p l u s .  Their  u s e  of t h e  i n t e r n a t i o n a l  f i n a n c i a l  marke t  has 

been  p u r e l y  as  a means f o r  h a n d l i n g  l i q u i d i t y .  P e r i o d s  of 

d e f i c i t  h a v e  dominanated ,  l e a d i n g  t o  s u b s t a n t i a l  bo r rowing  

a c t i v i t i e s .  

For %idd le - t i e r "  absorbers  l i k e  Iran, I r a q  and Libya 

t h e r e  was a long period of s u r p l u s ,  which has been s u b s t a n t i a l l y  
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reduced i n  the  l a s t  two or t h r e e  years.  A 'Larger amount of t h e i r  

c a p i t a l  seems t o  h a v e  been p l a c e d  i n  long- t e rm i n v e s t m e n t  

a 1  t e r n a t i v e s  1 ike l oans  and bonds. The "low absorbers", Kuwait, 

Qatar, S a u d i  A r a b i a  and t h e  UAE, were e x p e c t e d  t o  b e  t h e  

c o u n t r i e s  t h a t  had t h e  most o r g a n i s e d  forms of p o r t f o l i o  

management. 

S e c t i o n  4 c o n c e n t r a t e s  on t h o s e  OPEC c o u n t r i e s  t h a t  

were found t o  dominate a lmost  comple te ly  t h e  long-term f i n a n c i a l  

investments  of OPEC. This a n a l y s i s  gave  both an  overview of t he  

o r g a n i s a t i o n a l  network f o r  managing those inves tments  and a b a s i s  

f o r  r e v i s i n g  and  complement ing  t h e  IMP d a t a  on short and l o n g -  

term placements. 

The f i f t h  s e c t i o n  of t h i s  s t u d y  c o n c e r n s  t h e  a c t u a l  

methods of dep loymen t  of s u r p l u s e s ,  based  on t h e  Bank of 

England's r e g u l a r  a n a l y s i s  of where t he  OPEC s u r p l u s e s  have gone. 

Using t h i s  sou rce  i t  i s  p o s s i b l e  to prov ide  a country-by-country 

breakdown. It i s  then  ev iden t  t h a t  from t he  f i n a n c i a l  view-point 

t h e  most  i n t e r e s t i n g  p e r i o d  i s  t h a t  of the second o i l  marke t  

a d j u s t m e n t ,  s t a r t i n g  around 1981 and s t i l l  continuing. During 

t h i s  per iod t h e r e  have been very r a p i d  changes i n  s u r p l u s e s  and 

d e f i c i t s .  Most OPEC c o u n t r i e s  have become p o o r e r ,  b u t  t h e  low 

absorbers  have  probably become r i c h e r .  And t h e i r  p r o s p e r i t y  may 

be based on an  e f f i c i e n t  p o r t f o l i o  management, where the  market 

v a l u e  of t h e i r  w e a l t h  seems t o  be f a r  above the  o r i g i n a l  amount 

of c a p i t a l  spent  on t h e i r  s e c u r i t i e s .  

The d i f f e r e n t  p o r t f o l i o  management p o l i c i e s  a r e  p a r t l y  

i l l u s t r a t e d  i n  the  two diagrams. Based upon t h e  IMF Balance of 
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Payments S t a t i s t i c s ,  t h e  f i r s t  one  i l l u s t r a t e s  how i n d i v i d u a l  

OPEC coun t r i e s  change the  amount and combination of t h e i r  shor t -  

term bank d e p o s i t s ,  b i l l s  and bonds y e a r  by year  and t h e i r  

l o n g e r - t e r m  p l a c e m e n t s  ( i n  s h a r e s ,  e s t a t e s  o r  loans), I n  t h e  

second diagram t h e r e  a r e  s e v e r a l  r e v i s i o n s  based upon information 

o the r  than the  Balance-of-Payments S t a t i s t i c s .  This  g i v e s  a more 

complete p i c t u r e  of t h e  d i f f e r e n t  pa ths  chosen by i n d i v i d u a l  OPEC 

c o u n t r i e s .  From t h i s  p i c t u r e  i t  becomes c l e a r  how o u t s t a n d i n g  

t h e  f o u r  low-abso rbe r s  seem t o  be i n  terms of p o l i c i e s  f o r  

wheal th  and r i sk-avers ion .  For f u r t h e r  r e s e a r c h  i n  t h i s  a r e a  it 

would t h e r e f o r e  be i m p o r t a n t  t o  s t u d y  i n  more d e t a i l  how 

e f f i c i e n t  t h e  d i f f e r e n t  approaches t o  long-term p o l i c i e s  are. It 

a l s o  seems e s s e n t i a l  t o  ana lyse  what e f f e c t s  t hese  c o u n t r i e s  have 

on the ope ra t ion  of the i n t e r n a t i o n a l  f i n a n c i a l  market. 
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POOTHOTES 

1. These a r e  r e fe rence  numbers used i n  IFS and BPS. 

2. i e  u n i t s  of n a t i o n a l  currency per  US d o l l a r .  

3. See f o r  example  t h e  Arab Banking C o r p o r a t i o n ,  Bank of  
England and OECD. 

4. Obse rve  t h a t  we make no d i s t i n c t i o n  be tween o f f i c i a l  and 
p r i v a t e  hold ings ,  even i f  one can argue t h a t  only o f f i c i a l  
a s s e t s  a r e  a v a i l a b l e  t o  cover  e x t e r n a l  d e f i c i t s .  

5. However, o b s e r v e  t h a t  e v e n  t h e  long- t e rm i n v e s t m e n t  
a l t e r n a t i v e s  can  be c a t e g o r i s e d  a s  b e i n g  l i q u i d ,  as  t h e r e  
a r e  secondary markets not only f o r  bonds and notes  but  a l s o  
f o r  equ i t i e s .  This means t h a t  Saudi Arabia  for example can 
c l a i m  a l i q u i d i t y  l a r g e r  t h a t  suggested by the  s t a t i s t i c s  on 
short- term c a p i t a  1. 

6. The balance-of-payments s t a t i s t i c s  a r e  based on the  a c t u a l  
t r a n s f e r  of owner sh ip  and n o t  on a c t u a l  payments.  T h i s  
means  t h a t  t h e s e  s t a t i s t i c s  h a v e  t o  b e  r e v i s e d  f o r  
s u b s t a n t i a l  t r a d e  c r e d i t s .  

7. A f u l l  country breakdown of t he  r e p o r t i n g  banks' l i a b i l i t i e s  
and a s s e t s  i s  a v a i l a b l e  only f o r  banks i n  Aus t r ia ,  Belgium, 
Luxembourg, Denmark, F r a n c e ,  t h e  F e d e r a l  R e p u b l i c  of 
Germany, I r e l and ,  I t a l y ,  t he  Nether lands,  Sweden, t he  United 
Kingdom, Canada, J a p a n  and f o r  t h e  o f f s h o r e  b r a n c h e s  of U S  
banks .  For banks i n  t h e  o t h e r  r e p o r t i n g  c o u n t r i e s  - 
Switzer land  and the  United S t a t e s  - t he  country breakdown i s  
l e s s  t h a n  comple t e .  The f i g u r e s  f o r  banks  i n  t h e  U n i t e d  
S t a t e s  exclude a l l  custody i t e m s  except n e g o t i a b l e  US bank 
c e r t i f i c a t e s  of d e p o s i t s  h e l d  on b e h a l f  of n o n - r e s i d e n t s  
( S e e  Bank for I n t e r n a t i o n a l  S e t t l e m e n t s  - SIS, v a r i o u s  
i ssues) .  As a s u b s t a n t i a l  p a r t  of t he  OPEC bank depos i t s  i s  
p l a c e d  i n  t h e  US t h e  numbers g i v e n  migh t  w e l l  be under -  
e s t ima tes .  

8 .  For 1982,  d e t a i l e d  d a t a  i s  n o t  y e t  a v a i l a b l e  f o r  c e r t a i n  
c o u n t r i e s .  The b r o k e n  l i n e s  i n  Diagram 2 s t a n d  €or a 
d e v e l o p m e n t  t h a t  f i t s  i n  w i t h  t h e  BIS d a t a  f rom r e p o r t i n g  
banks. 
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