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I ECONOMY _

THE GULF CRISIS THE WORLD AND
THE SRI LANKAN ECONOMY:
_ SOME REFLECTIONS

i

The Background

The Middle East is the natural
‘crossroads of the “old world” or the
Afro-Eurasian land mass and the
new world —~ Europe. It i$ also the
“land of the seven seas”. Its main
resource is oil. About two —thirds of
the world’s known oil reserves are
in this area. Middle East is also a
living mosaic of physical types,
beliefs, systems, languages and
cultures.

On August 2, the Iraqi army en—
tered into the neighbouring Kuwait
and occupied that tiny oil rich sul-
tanate. Indeed as events unrav-
elled from day to day atan alarming
pace, it was crystal clear that no
nation would be left untouched by
this move. Saudi Arabia’s rulers
fearful that Saddam would attack
them next agreed to an American
request fortroop deployment. Refu-
gees began pouring across bor-
ders to Saudi Arabia, Syria, Jor-

dan, Turkey, Sri Lanka, India, the
Philippines, Pakistan and Bangla-

desh. Thus eventsinthe Gulfis and
‘will continue to affect Third- World
‘countries like Sri Lanka deeply.
The Beginning of the End of the
 ge of Qil
Irag’s invasion of Kuwait WI|| ‘go
down in human history as the be-
ginning of the end of the Age of Oil.

1By Arlya Abeysmghe.

A historic shift is in the air. Disorder
in the Persian Gulf is looking more
like the norm than the exception.
The world is realizing that it cannot
rely exclusively on Middle East oil.
Therefore, the world will most likely
respond to this crisis with a con-
certed hunt for alternatives, start-
ing with non-OPEC oil. That's logi-
cal, because the dark goo that
provides 39% of the world's en-
ergy, more than any other sources,
will be a staple of the global econ-
omy for decades. Neither coal,
which is the second largest energy
provider with 28 % of natural gas,
with 21% can quickly replace oil,
particularly as atransportation fuel.

- But explores -aren’t Iikely'to find

enough new oil resources to make
OPEC anonfactor in world energy.
After the oil price hikes of the 70’s,
the industry mounted a rig-spin-
ning exploration and development
campaign outside OPEC that pro-
duced some new suppliers, nainly
Mexico, Alaska and the North Sea.
This together with conservation,
brought down the prices of oil in
1986. But then the demand revived
and non-OPEC countries oil pro-
duction could not keep pace with

this increasing demand. When oil

consuming countries  wanted

growth, they had todraw once more
from the wells of OPEC. And they
have been returning in such num-
bers recently that cartel's spare
capacity has dwindled from 12 mil-
lion or 13 million batrels aday inthe
mid '80s to 4 million. Thus govern-
ments and consumers will proba-
bly become more willing to pay a
premium for non-oil energy such as
natural gas and c?al within their
own borders, with a view to maxi-
mising control -of their energy
sources. The most likely conse-
quence would be g long, slow as-
cendance of natural gas which is
more availablethan oilandis evenly
distributed giobally. (See Table 1)

Table|
OiL VS GAS
WHO HAS THE MOST

Share of World
Reserves in Qil Gas
Middle East 65.2% 30.7%
Latin America 125% 5.8%
USSR and E. Europe 59% 38.3%
Africa 59% 6.7%
Asia including

Australia/NZ 45% 7.1%
North America 42% 6.5%
W.Europe 18% 4.9% |

: Source: Fortune 1990 Sept.

An U.N. embargo against irag-
Kuwait, if effective will' remote
around 4 million barrels of crude
and refined products a day from a
world marketthat cohsumes about
65 million barrels a day. There is
enough spare capacity in Saudi

" Arabia, the U.A.E. and Venezuela

to make up the shortfall. Since there
is a need to avoid dislocation, oil
companies are raising oil prices
and prices are likely to set around
$ 25-30 per barrel for some time.
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After that there are two possible Both conditions are changing. sins such as those of ocean beds of
outcomes. Technology is bringing far off ba- upto a mile within reach.

(a) Arelatively uneventful seige of
Iraq followed by a peacefull resolu-
tion and a return to the status quo.
(b) A shooting war breaks out dis-
rupting Saudi Arabia’'s production
of 5 million barrels a day or the
Emirates 2 million barrels or both.
This would create the world’s first
serious crude oil shortage since
World War || and drive prices to
unpredictable heights.

The USA is the most drilled-up
land on earth with 600,000 of the
world’s 900,000 producing wells.
Anaverage well produces about 15
barrels a day in the US vs 9,000
barrel$ a day in Saudi Arabia. Oil
production fell in USA in 1989 by
6% and imports accounted for
around 50% of US needs com-
pared with less than 30% in 1985.
The world c¢an use several strate-
gies to overcome the shortage of
oil.

(a) Increasing exploration and
development
(b)' Stepping up conservation
(c) Switching to alternative fuels
(d) Develop national energy strate
gies and policies
(e) Promotion of natural gas as a
_ tuelforfleets or cars and trucks
() Improve the gasoline efficiency
~ ofcars
(g) Raise tax on gasoline say atUS
5 cents per year per litre for the
next 20 years
(h) Boost research into alternative
sources of energy
(i) Expand the strategic petroleum
reserve.

Many nations will be considering
similar options in the years ahead
and their collective actions is likely
to create massive changes in the
] energy business. The oil industry

- will embark on its last great hunt,

BP estimates that of the 1,300
sedimentary oil basins inthe world,
300.remain unemplored because

they were too remote or because

\ politics, had placed them off limits.
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The Gulf Crisis and Sri Lanka

With this background a Third World |

developing country like-Sri Lanka
which is totally dependent on im-
ports of oil and gas and exports of
tea and on migrant workers earnlngs
would find it difficult to meet the

sudden economic and somal catas-
trophy created by the Guif crisis.

Gulf Crisis and Foreign Aided
Prcjects

Kuwait along with-Japan‘and the
World Bank has funded the tertlary :
irrigation works.in Zone Bto 6:in-
System C of the Mahaweh The.

32

total loan works out to Rs 8.4 billion-
(US$ 263 milion) of which Kuwait

has already disbursed KD 9.4 mil-

- lion and a sum KD 3.5 million is yet
-tobe received fromthe Kuwait Fund.

The loan is valid till 1993. Japan
has loaned through the OECF

+ £7,700 million, £ 2,950 million as

loan/credit and Rs 3,300 million as
Food Aid. Nearly 95-100% of this
has been used. The IDA has dis-

. bursed Rs 4,068.15 million (73.3.
.. .SDR million) as loans of which 67%
-has been used and 24.5 million
~ SDR are remaning to be used:"’

" 8% of the loan from Kuwait Funid
.has been used. Loan funds: are

used to complete downstream irri-
gation infrastructure in zone 3 and
4, development of blocks 409 and
410. D Canals and F Canals in
Zones 5 and 6. Rough levelling,
jungle clearing, on farm develop-
ment improvements to the drain-
age system, water management
training, O & Msettlementof 17,200
new farm families are planned under
this loah. The behefit accrued so
far have been in paddy cultivation
in Zones 3-6 from Yala 1988. The
area cultivated has increased from
7,711 hdin Yala 1988 giving ayield
per ha of 4.1 tons and a production
of 30,179 metric tons of paddy to

6,825 ha in"Maha 1989/90 with .

average yeilds of 4.7 pertons/ha
yielding 43,869 metric tons of
paddy. Other field crops includes
400 ha in Yala 1989 with chillies
(140 ha), red onions (65 ha),
cowpea, green gram, big onions
(35 ha).- There were about 9,342
farmers in Yala 1989 cultivating
these crops. The Gulf Crisis makes
the disbursement from Kuwait of
KD 3.5 million doubtful but the
shortfall may be financed by one of
the other parties. If Kuwait as a

country is wiped out and Iraq only -

treats it as aprovince SriLanka has
no obligation to pay back its KD
loan - to Iraq since. Iraq has no
commitment under the loan. If it is
written off Sri Lanka could gain by
about KD 9.4 million.

éulf Crisis and the Tea Market

Sri Lanka produces ‘about
207million (1989) to 213.3 million
(1987) kgs of tea from an area of
222,000 ha. High grown tea consti-
tutes 35. 7% of the total production,
low growns 40.04% and medium
growns 24. 15%. Nearly 204. 2 mil-
lion kgs of made tea are exported
earning Rs 13,663.9 million (SDR
296 mllhon) The value added as. a
percentage of GDP is 4.5 of total
tea exports Middle Eastern coun-
tries take in 58.26% (1989) of the
fotal vqtpme compared to 62.62%
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South Asian refuges2 in Jordan camp: Hunger had ‘bacoms an urgant facto

in 1988. This as a percentage of
value is 55.17% (1989) compared
to 59.50% in 1988. Volume wise
the Middle East takes in 118.9-

137.6 million kgs. lraq takes in
24,166,000-33,958,000kgs or 12-
16% of the total volume of export
and 10-13% of the total value of

TR 00 e om0

exports. Kuwait imported 2,1-3.0
million kgs of tea which was 0.98-
1.49% of the total volume or 1.20-
2.15% of the total value. Thus as a
result of the trade embargo the
demand fornearly 172 millionkgms
of tea will (earning 15% of the total
value of exports of tea) will fall. The
value of the total export of tea to
Iraqis Rs. 1.4 billion. Therefore we
might have to look for new market
as even reduce production.

The Gulf Crisis will undoubtedly
affect our macro economic devel-
opment. It will reduce our foreign
exchange earnings and thereby
affect our import capacity and the
Balance of Payments. Increases in
oil prices will affect our energy
scenario and transport and produc-
tion cost. It will also affect the cost
of living adversely. Taken with the
cost of the war in the North and
East of Sri Lanka the effect of the
Gulf crisis will be disastrous. The

Source: Central Bank

Grand Total 207.8 201.1 219.8 204.2 100.0 100.0 100

Table VI

100

Country Classification of Tea Exports and Percentage Share : Middle East

Country (Volume Min Kgs) % of Total Volume Value (Rs, Mn)

1986 1987 1988 1989 1986 1987 1988 1989 1986 1987 1988
Iraq 22.7 29.7 339 241 11 15 15 12 822 1382 1627
UAR 404 37.7 354 33.8 194 18.7 16 16 1671 1900 1830
S. Arabia 129 144 146 119 62 72 66 5.8 787 974 1001
Syria 134 96 114 100 64 48 52 4.9 466 396 501
Iran 10.0 159 123 126 48 79 55 6.2 412 817 722
Jordan 43 35 51 39 21 18 23 1.9 233 224 319
Kuwait 31 21 21 30 15 1.0 09 1.5 175 149 148
Yemen 41 45 62 45 19 22 28 2.2 152 207 313
Libya - - 73 64 - - 33 3.2 - - 433
Others 86 7.8 92 84 41 39 42 41 374 423 424

9253 10653 12299 13664 100.0 100.0 100.0 100.0

% of Total Value
1989 1986 1987 1988 1989
1403 89 129 132 103
1974 18.06 17.84 148 144
1069 85 91 81 78
476 50 37 41 34
890 44 77 58 65
220 25 21 26 10
294 19 14 12 21
253 16 19 25 18
448 - - 35 3.2
520 4.05 397 34 338

7
2426

Imports (Rs Million)

1987

1012 1033 788 355

]
1988 1989 !
|

1168 1862 1004
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Budget deficit in 1991 is expected
to be 9% of GDP compared to 10%
in 1990. The budget estimate for
1990 was Rs 103 billion (US$ 2.6
billion) compared to Rs 139 billion
(US$ 3.4 billion) in 1991. The reve-
nue in 1991 is estimated at Rs 72
billion (US$ 1.8 billion) which brings
in a budget deficit of Rs 67 billion

(1) The Balance of Payments

(2) The urban property and real
estate market

(3) The dependent families

(4) The purchasing power of these
dependent families

(5) The returnees will have prob-
lems of adjustments and
finding lucrative employment.

At the time of Gulf Crisis occured

there were 30,000 foreigners from -

the developed Kuwait and Iraq.
They were:

Gulf Crisis and other Imports

The Gulf Crisis will undoubtedly
have impact of the imports of con-
sumer, intermediate and capital

PR R Y AP T U A\

(US$1.6 billion). Part of this gap is

to be financed through revenue and . :

otherthrough loans and foreign aid. ' “Table Vil

But if the Gulf Crisis results in a Nationality In Kuwait In Iraq Total

drop of tea reserves the budgetary

gapwouldincrease. Meanwhile the American 2,500 600 3100

foreign exchange income that Sri sl 4,00 iy W

Lanka received from 100,000Sri Japanese 278 230 500

Lankans in Kuwait and 35,000 in Soviet 880 7,830 8.7

Irag will also be affected. Other European - - 317
Source: Newsweek Aug. 27, 1990

Other non-traditional exports to
Kuwait and Iraq will also be af-
fected leading to problems in these

The victims of the Gulf War from Third World countries included.

sectors. kistani . Bangladesh Srl Lankans

Gulf Crisis and Remittances from 3’333' . ;’g'ggg | gt:ooo

Abroad 500:40,000  * 28,000 16,000
1,000

000 1,500
The net private transfers between S
1986-1989 showed an increase
from Rs 7.883 million (SDR 242
million) to Rs 10,844 million (234
mn). This consisted mainly of the
remittances by Sri Lankans work-
ing abroad. The remittances are in
the region of SDR 263 million.
150,000 Sri Lankans who lived in
Kuwait were remitting around US $ lgg; 8;-;;3 :gg; }‘1"8
100 million. There were about ! : ‘
40,000 Sri Lankans in lraq. There 1969 8,376 161.3 104
are a fairly large number in Saudi
Arabia, Oman, Quatar, UAE and
Iran, and if the Gulf crisis contin-
ues, they too are likely to return to
Sri Lanka. This could result in a
decrease in foreign remittances. In
1991 the loss in foreign exchange
from remittances will be in the re-
gion of US $ 400 million, which is

Sri Lankaimports about Rs. 8,716 million of petroleum which amounts 10 -
14% of our total import bill.

Table X

Year Value Rs Million Value is SDR Million  %of total imports

Source: Central Bank of Sri Lanka

Fertilizer is mainly inaqauic petro Chemical based. therefore the price of
fertiliser too will go up. Imports have been as follows:

2.1

equal to Rs. 16 biilions. 22
This will have
adverse consequences on the fol-

lowing:
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Any increase infertiliser prices are going to have a direct impact on
productivity.Sri Lankais requirement of crude petroleum is'9 - 14 million

barrels. Fertiliser imports are 355,000 - 556,000 metric tons.

Main Source of crude oil for Sri Lanka is Iraq and this is bartered for blacktea.
Therefore, Sri Lanka will have to find new sources of supply. fe

goods from economies whichthem-
selves have problems due to the
Gulf Crisis. The cost of production
inthese countries would have gone
up and fuel price adjustments would

be reflected in shipping and han-

dling charges. Thus, import cost
will go up and this will add to the
already high level of inflation. The
composition of imports reveals that
26.1%are consumer goods of which
16.4% are food and beverages.
Intemediate goods constitute 56.6%
of which the prices of petroleum
(10.4%) textile and clothing (12.4%)
and wheat (6.2%) would increase.
Investment goods constituting
.15.0% of the total imports cover
imachinery and equipment (7.8%),

transport equipment (2.3%) and
building materials (1.2%) The final
result will be anincrease in the cost
of living which will adversely affect
the quality of life of the people.
There will be an increase in freight
and insurance by about US $ 50
million in 1991. This is going. to

increase the cost of imports and will

resultin adecreaseinimports. There
will alsqQ be a decreased demand
for Sri Lankan exports, particularly
manufactured goods because ofthe
increased recession in developing

countires as a result of the gulf

crisis. High rates in insurance will
bring about an imbalance in bank-
ing transactions.

Gulf.Crisis and Tourism

Tourist industry has been experi-

encing a downward trend since
1983 (due to the ethnic conflict or
later the JVP insurgency). This has
been further aggravated by the
currentwarinthe North East. There
was a marginal improvement in
1989 and 1990 the Gulf War will
affect this adversely. Airline and

“shipping costs are goingtoincrease.

So are other related local costs like
transport, hotel and food charges.
The tourist arrivals which stabilised
at101,910in 1989 willdwindiedown
to about 80,000-90,000 and income
from tourism would level offto about
Rs' 2,000 million from Rs 2,749.5
millionin 1989. The average spend-

'ing of tourist per day which in-

creased from Rs 848.71in 1985 to
Rs 1,396.00 cts in 1989 willdwindle
to around Rs 1,000-2,000 tourist
per day.

The Gulf Crisis and Socio-eco-
nomic Problems

The Gu-lf Crisis is.sure to have
rippling. effects on our socio-eco-

‘nomic structure and aggravate as
already adverse situation. The ma-
jority of the returning migrant work-
ers will swell the already large goal
of unemployment and underem-
ployed.

The returnees will find it difficult to

fit into other places of employment |

‘since no contingency plan for
returnees from abroad has been
formulatd. There are no self em-
ployment projects and the banks

- have not come out with any plan to
" create employment for returnees.

The boom in the property market

. " andthe demandfordurable s likely

to dwindle. Increase in uneploy-
ment and servere inflation will
aggravate a number of social and
economicproblems. Therefore, the
government should come up with a
contingency plan to meet this cri-

IS.
'Srﬁe Gulf Crisis and Alternative
Development Strategies for Sri
Lanka

SrilLanka can adopt several strate-

-gies to overcome the above de-

scribed scenario resulting from the

Gulf Crisis.They are:

(a) Stepping up production of food
" items domestically

(b) Stepping up energy conserva-

tion measures
(c) Switching to alternate fuels
(d) Development of hydro-power

‘(e) Promotion of natural gas fuel

fleets in Sri Lanka
(f) Improve gasoline efficiency of
cars
(0) Re-cycle the used oil through
filteration and re-processing
(h) Raise the price of gasoline
annually
(i) boost research into alternate
energy sources
(i) Explore potential areas for oil
(k) Build a 3 month buffer stock in
each province to meet any
contingency.

No government can do anything
unless the population is ready and
willing to cooperate. But to find a
solution can only be an alternative
contigency plan for energy. ll




