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Vene:uela's Current Account, 1974-80 !

P A )
Summary S v i

. . N
i+ l. Venezuela i:s unlikely to have sufficient funds

by the 1980s to support suhstantial foreign aidﬂfor‘any
purpose, particularly the large amounts that wobid be required

to create raw material stockpiles. Caracas prothbly will

'

begin to eat into its foreign reserves as rapld 1mport
growth puts the currént account in the red. Although
petrochemical and metal exports will increase dramatlcally

during the late 19705, they will only be 1arge;enough to
offset a probable drop in c.li exports. i

2. The service' account will remain negatﬂve throughout
the period. As foreLgn reserves fall, 1nvestment earnings

will drop off. Other services, which probably w111 include

large payments to 011 companles for service contracts, will
be in defigit. | i

‘ . 1
b H

|
|

|

1.” The assumptions in this paper are

1
|Nominel ‘'0il prices in 1975 are, those set on

L January 197%. 1In 1976, oil prices are projected to increase
8% and in 1977, 5%. Impo:t price increases areé assumed to
be 12% in 197%, 9% in 1976, and 6% in 1977. Constant export
and import prices are assumed during 1978-80, however. Freight
and insurance outlays are assumed to equal 12%;0f the f.o.b.
value of imports. ULuring 1975-80, Venezuela' s,acqulsltlon
of tankers and other ships is expected to have!little impact
on the freight: account. Investment income recelpts are
assumed to equal 8% of the value of assets. The other services
category includes paymente on service contracts to foreign
oil and iron companies, interest payments on fﬁrelgn debt,
and inflows and outflows of remittances.
: ' : I
| ;’ i ! ’ ) |l,
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3. Capital inflows mlght ease the 51tuat10n sllghtly,

‘but large surpluses on napltal account are unllkely - In

recent years, diminished 011 investments have Laused the
capital account to fluctuate between small def1c1ts and small
surpluses. Now, with Veneguela's membership inﬂFhe Andean
Pact and its sitrong gupport of the Pact's ruleé“%equiring

majority domestic owrership in many areas and cﬁ?plete public
ownership in o0il and ifon and steel, substantiai;new capital
inflows may well be Hinderéd.despite the econom%{stpfobable
increased attractiveéess as a location for.direét foreign

k

. 4. Projections to 1980 are extremely tent%%ive because

of uncertainties in the wo:ld economic situatio%jand thus
in the range of opetions that might be open to Qénezuela.
Looking beyond the next few years multiplies the dlfflcultles
of forecasting -- parrlculdrly in the areas of Y?rld oil
demand and supply, and of Venezuela s progress 1n develoolng
exports of petrochemlcals, steel, and aluminum. %
Exgorts ‘ ) | _' z : o ﬁi
‘ 5; '0il export earnings reached $10.3 billigﬁ in 1974
when production avéraded néarly 3.0 million h/d wéee Table 1).
Earnings  from o0il are expected to drop gradually;over the next
few yedrs because of the gdvernment's oil conserygtlon policies.
To conserve the country'’ s.dgcllnlng oil reserves{uvenezuelan
: .'% : |Q :
|

1
\
— i '
)
+

o CoEnmm

Approved For Release 2005/01/10 : CIA-RDP86T00608R000600070010-9




- AR ~

S § > —— 1 e

’ ' ‘ Approved For Release meﬂ‘[ﬂﬂmﬁ RDP86T00608R00060Q070010 9
: B

‘ ' 3
planners progect that by 5980 production will be limited
to about 2.0 million b/d down from the 2.4 mllllon b/d

projected for 1975. Domestlc 0il consumption ;s now growing

about 7% annually and is progected to rise to 40% after

1977, mainly because of expandlng consunption by the
I \
petrochemical 1ndustry. By 1980, exports thus W1ll Sllp

to about 1.55 million b/d, contrlbutlng about %7 0 bllllon
to export earnings. . ;

6. The cemposition of oil exports is notiéxpected to

. change substantially;by 19é0. About two- thlrds of exports

are now crude, while reflned product exports con51st mostly
of residual fuel oil, prlced below crude. The government
is conducting extensive surveys to determine ho% to raise
the value of oil expérts.‘ It has recently ente;ed into an
agreement with the Japaness to build a refinery| designed %o
handle heav;.crudes vith Aigh metal and sulphurhEOnteﬁt.
Nevertheless,i any signifiéant shift'in the comp551tlen of
0il exports will not;be-felt until after 1980. ‘.The plants

are expensive and tlne—consumlng to build, and the shakedown

|
period will be lengtlhy. Moreover, the reszstaneF of traditional

"l
world marketlnq patte*ns WLll hamper Venezuela's' attempt to export

ji

l

'l -
f

higher valued products. ' -

7. We project non-011 exports to expand rapidly after

|
rap
1!
il
1977, reachlng about $3.55 biilion by 1980. ?b rts at
: |
[I
NN

‘
!
|
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this level would nearly offset the drop in the value of

0il exports =-- just about restorlng total earnlngs to

l
the 1974 level. Majcr steel and aluminum progects are

+ !

scheduled for complefion in the late 1970s. Steel exports.
by then will more than offset the drop in the velue of iron
ore exports. The flr + nhase of Venezuela's long-delayed
petrochemical cevelopment also is expected to be  fully
operational by the late 1970s. At the same tlme, large
fertilizer sales wxll also be adding to non- 01l,export
earnings. Although the fertilizer plants are presently in
operation,.l975 prodUﬁtlon is still far below capac1ty and

is insufficient to meet domestic needs. Tradltlonal exports
i
such as coffee and cocoa are not likely to increase in volume
'|n

during the period,'however; |

Importg ‘ o . ' : L

8. With the sudden sharp increase in fore#gn exchange

t

avallablllty 1n 1974, 1mports jumped about 65% —7 approximately

25% in real terms -- to $4?6 billion. Tradlng partner data

, ' b
indicate that the major catsgories of goods generally

increased propo~tlonately.l Thus, their shares of the total
N
probably remain close . to the recent levels, consumer goods,

20%; capltal goods, 4R% and raw materials and 1:Fermed1ate
Lo !

products, 35%.

) ] ‘I
i : f Aney "'I"!'l 5'

Cyn ,~n"l x‘l ;
|
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9. We project the volume of imports durlng}1975 to
I

rise at about the 1974 rate. Assuming a 12% 1ncrease in
prices, the va]ue of 1mports thus will jump to 46 4 billion.

Several factors are supportlng the continued raﬁld growth
I il
of imports. Ceracas' extensive development programs

particularly irn petrochemlcals, steed, and alumlnum, require
large imports of capltal goods. Many of these progects

will just be gettlng underway this year. At the‘same time,
rising consumer incomes w1]l require increased ;mports of

- finished consumer goods and raw materials and 1ntermed1ate
products for irport substltutlon industries to restraln
inflationary pressures. Preliminary reports onj tonnages

mov;ng through Venezuelan ports in the first two months of

l
t

1975 indicate that 1mport volume is running ahead of last

year. o ‘ i : L

[N |’4
)

10. Our projections assume, however, that' real import
growth will drop to 15% 1n‘1976 and to 10% in each of the
Il
following years. To llmlt'the growth of 1mport91to these

rates w1ll require tlghtened import restrlctlons. It is
l
assumed that the government will take such measures to
, :‘»
postpone large trade def1c1ts, thius stretching out the llfe

of the foreign reserves.- A 10% annual lncreaselln the volume
|‘
of 1mports probably is the’ bare minimum needed qo suppox't
: X '
co ] , I!i
Lo '
A o | ol

' N »
! |
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real economic growth rates of 7%-8%. With the‘volume of

imports growing only 1l0% annually during 1977-80, present
‘ l
government pldns for 1ndustr1al developwent probably will

have to be trimmed. ‘ . !

'

]
t
i
[
'

Services .

11. The services account probably will remain in

¥
deficit throughout the period. Inflows of inJestment

income are exoected to rise through 1977 but w111 decllne

as foreign reserves’ fall in subsequent jears.ﬁ‘It is assumed
thet the services account will be further qamgened by large
payments under contracts with foreign oil comé;nies to

maintain certain management and exploration oéerations in
Venezuela. As trade deficits are incurred afﬁer 1977, it

is further assumed éhat grant-type assistancei&ill be terminated
to ease strains on the current account. l“

Current Account Balance:

'
|
¥
N
Pl

12, Under our. forec01ng assumptions, thelcurrent

'account will be in surplus only through 1976.,lCon31der1ng

i
only the current account, foreign reserves will reach a
! ' l
peak of $9.0 billion in that year. With grow;pg trade
v ! I

e s . : ' ! .| s s
delicits in subsequent years, the current account deficit

wil.l also rise, eating into foreign reserves. || By 1980, foreign

reserves would be depleted. If the rise in i bort prices
n

after 1977 were to substdntlally exceed that Tf oil prices,
i

; o . s
e | il
T i
. vl - ‘ I
' ! : L::«UDI-&.,AL 1;1
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foreign reserves could bé ~depleted even earlier.
H
Impllcatlons for Foreidn Ald , H

[
13. Thus far, Caracas has made only a few, mostly

| 1

small commltmonts to p]OVlde forelgn aid for any purpose

and has generally 1n51,ted on strictly commerc%al terms.

As its halance-of-payments surpluses decline oyel the next

few years, We expect Venezuela to be even lessyyilling to
undertake foreign ard commitments. This will Pé particularly
true for scheries to;finance commodity stockpiles‘and other
measures to boost world raw material prices. Eo be effective,
such schemes :equire largz initial outlays andbibecause of
the generally weak ilnanc1al positions of the beneflclarles,
conce551onal financing. Even in its present aﬁfluent
situation, Caracas offered only short-term loans totaling
$40-$80 million to ilnanoe a Central American qoffee stockpile

s
with repayment on commeréial terms. ;
i
, I

14. The foreg01ng ?na1y51s has assumed that Caracas
L
. will. move to slow 1mport'growth after 1975 to conserve

t
K
|
1
!

Alternative P"ojections

fore;gn reserves. An alternatlve assumption would be that
l I i
the government would adopt a policy of allow1ng the volume

.of 1mports to grow dt 20% annually while pushlng development

i
projects ahead as ranldly as possible in the hope thii in

I|l
the 19805, exports -- partlcularly of petrochemlcals -- would

B !'

A o
b CGNFH‘“HEML M
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be great enough to reversp the rise in the trade’deficit.

'As is shown in Table 2,:under such a pollcy a ;arge trade

deficit would. develoon bv 1977 and foreign reserVes would

’ l

be depleted by mid-1979. ) o ”
15.. Another possiblei assumption would be ﬁpat the
government would adoét a pblicy of maintaining gil production
through 1980 at: an average. rate of about 2.4 mii;ion‘b/d,
the expected 1975 output level. Venezuela probgbly has the
capacity to sustain éroduction at this level. #pﬁjufoward
the end of the decade with' large new non-OPEC sﬁpplies
entering the world merk@t Venezuela's sustalnlng oil

production at 2.4 m11110n b/d would reguire further production

cutbacks by other OPEC members. This in turn would further

increase the stress on the cartel in coping w1th.the problem

of prorationing oil producition. In this case, 1f imports

were restric¢ted after 1075 to the levels prev1ously assumed,

l
a trade def1c11 would be ?ostooned until 1980 (see Table 3).

Under these c:ucumste.nce-s,I however, Caracas probgbly would
o

H
)

allow imports to grow at a much higher rate. Ifithey continue
to growjat 20% annually, | trade deficit would égvelop by
1977, and foreign reserveé would be depleted by11979. Either
way, Venezuela s capabllltv to provide foreign ald in the

1980s would be negligib}e.' |
S |

L S

— k. ; ; ‘ -8~ |

, ! , |

| :‘ U"l ‘Stl L& ‘!
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Table 1

Venezuela:

4CIA-RDP86T00608R000600070010-9- — -- ~ - ~~v- -~ T

Projected Current Account Balance

-

o Million US $

Exports f.o.b.
0il
Non-oil
" Imports f.o.b.
Trade baflancer -
Net services
. Freight & insurance
Inves_:tnent income receipts
Grant-type assistance

Current account balance

1974 % 1975

1977 1980

1976

10.7
10.3 8.4
0.4 0.5

-4.6

8.9 9.5

9.0

e 6l -— 2,5 1.4
-1.0 -0.9
-0.6 -0.8

0.3 0.6 2.
-0.8 -0.8 -0.
-0.1 ~-0.2
5.0 1.4

0.5

10.5 :
7.0 B
3.5

9.3

8.8

0.5
- 9.4 -12,5

. 0.0

2.3 -
1.1 -1.2 -1.4. -1.5
0.6 0.6 0.4 0.2
-0.9 - 1.0 - 1.0 - 1.0
-0.2 coae eves cese

)
1
B Pyt iy el e e—
!
.

LRIz

JAZ L
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Table 2

Venezuela: Alternative Projection of Current Account Balance }_/ ' ‘ -

N T e - Million USs $§

3 . - 1974 1975 1976 © 1977 © 1978 1979 1980 o i

a5 9.3 9.9 10.1 10.5
" 9.0 8.87 81 T 7.5 T 7.0 o
0.5 0.5 1.8 2.6 350

. .. . Beorts f.o.b. . 10.7 8.9
3 0il 10.3 8
----- - Non—oil - - 0.4 . 0.

"~ - Inports f£.0.b. -i% -6.4  -8.4  -10.6 - -12.8 - =153 B4t o cEEE

Trade balance 6.1 2.5 1.1 -1.3 -2.9 -5.2  -7.9

Net services -1.0 -0.9 ~1,1 - 1.5 - 2.1 - 2.7 - 3.2
Freight & insurance -0.6 -0.8 ~1.0 - 1.3 - 1.5 - 1.8 - 2.2
Investment income receipts 0.3 0.6 0.7 0.7 - 0.4 - 0.1 ceee
Other -0.8 -0.8 ~-0.8 - 0.9 1.0 -1.0 -1.0

Grant—-type assistance -0.1 -0.2 -0.2 - 0.2 vese cene sese

Current account balance 5.0 1.4 - -D.2-

!
w
o

!
&
o

a
~
0
e
[
.
-

L - TemeT e T S T IR TR O TR DI TLIET LT LT S el ety ettt st
4 Y. Assuming real import growth of 20% annually in 1976-80. ;

— et e - e s P _
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Table 3

Venezuela: Alternative Projection of Export Earnings 1/

Million US $

=
Rl
~
N

-

c

~

(S

=
O
~
(=2}
[
Y]
~]
~]
[¥]
\te]
~1
[+3]
(]
[
~J
(5
b
w
[
Q

Exports f.o.b. 0.7 8.9 9.5 9.8 0.8 1.5 2.4 e
0il. _10.3 8.4 9.0 9.3 9.0 8.9 8.9
0.4 0.5 0.5 0.5 1.8 2.6 “3.5 -

:
!
.
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