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International Finance-

Growing Need for Oil Imports Puts

Pressure on Balance of Payments

Téle energy crisis shows no signs of
abating. And as high fuel prices
and short supplies point up the
Pressing need for sharp increases in
It’]ftl'oleum imports, this crisis adds
rther to the nation’s balance-of-
p}‘:yments problems and raises
reats of greater international
Payments problems in the future.
b&'lI‘he nation’s difficulties with its
o ance of payments have been
ronic since long before oil im-
Ports became important either to

—

the nation’s payments position or
to its energy needs. The nation
has run a payments deficit almost
every year since 1950.

In recent years, these deficits
have deepened sharply. In 1971,
for example, the deficit soared to
a record $29.8 billion on an official
settlements basis. While most of
that deficit resulted from specula-
tive runs against the dollar, some
of it was due to a deficit new to
Americans—-a deficit in trade.

':at'lon moves from easy surplus in energy
0 a growing deficit made up by imports
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Although the official settlements
deficit was reduced to $10.3 billion
in 1972, the deficit in the trade bal-
ance continued to rise, reaching
$6.8 billion. That was more than
twice the deficit in 1971 and larger
than all but two of the surpluses
built up in the postwar years.

With realignments in exchange
rates after further runs on the dol-
lar this year, there are indications
that the nation’s balances of trade
and payments may show improve-
ments in 1973. The increase in
prices of foreign-made goods sold
in this country could discourage
imports, while the decrease in
prices of U.S. goods sold abroad
could encourage exports.

But in the case of oil and gas, it
is becoming increasingly clear that
the nation, at least in the near
term, will be forced to rely more
and more on imports—almost re-
gardless of their priceto close the
gap between domestic production
of oil and gas and the relentless
demand for energy. And unless
exports of other American goods
increase enough to ofiset the ex-
pected rise in oil and gas imports,
the nation’s balance-of-payments
position could deteriorate rapidly.

Growing need for imports

The nation’s dependence on im-
ports of oil and gas has been in-
creasing for some time. Not since
the early 1950’s, in fact, has domes-
tic production of energy exceeded
consumption. And even thou gh net
imports never accounted for more
than 6 percent of consumption in
the 1950’s, their proportion in-
creased steadily over the decade.
With the sharp buildup in de-
mand beginning in the 1960’s, the

1



More costly refined products account
for growing proportion of oil imports
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gap between consumption and pro-
duction widened still further until
imports accounted for about 11
percent of the energy used in 1970.
This growth in demand was pretty
much to be expected in an indus-
trial economy with a high, and still
rising, standard of living. And with
the persistence of the rise in de-
mand, any efforts now to slow the
rise could, at best, be made effec-
tive only over considerable time.

Even if new policies succeed in
spurring growth in domestic pro-
duction, the gap cannot be nar-
rowed anytime soon. The only im-
mediate recourse is an increase in
purchases of foreign petroleum-—
even though these purchases are
bound to weigh heavily on the bal-
ance of payments.

2

As this trend continues and the
nation becomes increasingly depen-
dent on petroleum as the primary
source of energy, consumption is
expected to rise even faster, show-
Ing an average annual growth rate
over the next 15 years of 4.2 per-
cent, compared with 8.6 percent
in the past 15 years. How well do-
mestic producers are able to sup-
ply this growing need will depend
on several factors.

To project the extent, to which
T:he nation may have to look to
imports to make up its deficiency
in domestic production, the Na-
i.tlonal Petroleum Council has pro-
jected estimates of energy supply
conditions in the United States to
1985. Four sets of assumptions
were used in projecting the sup-

ply. And each set provides a dif-

ferent outlook. .
The most favorable projection 15

based on four assumptions:

e Minimum restrictions on sup-
pliers of energy because of con-
troversies over the environmen?

e Ready availability of federal Jand
for leasing

e Strong incentives to increase
oil exploration and production

e Improvements in the ratio of
successes in exploration _
The least favorable projection 15

based on three converse assump-

tions:

e Continuation of environmental
constraints !

e Restrictive Government policies

e Even poorer exploration results
than now
The two intermediate assump-

tions, being neither optimistic nor

pessimistic about problems limit-
ing the domestic supply of petro-
leum, differ from the other two
only in assumptions about explora-
tion successes and the early start-
up of nuclear plants, which would
help reduce the demand for petro-
leum used in generating electricity:

If conditions of the most favor-
able projection are met, domestic
production of oil and gas is ex-
pected to rise about three-fifths
by 1985. Domestic supplies of other
energy could more than double.

Even in this most optimistic
case, however, the nation will have
to increase its imports of oil and
gas to meet the projected increase
in demand. With the gains made
in expanding other energy sources;
imports will have become relatively
less important by 1985. The vol-
ume of foreign shipments, however:
will have continued to rise, reach-
ing a level by the end of the perio
two-thirds higher than in 1970.

At the other extreme, where the
assumptions are the most limiting
domestic production of oil and gas
will have actually declined. And
although other energy sources wi




have been developed by 1985, these
alternatives will have come no-
Where close to satisfying the de-
Mand for energy. Imports will have
Increased nearly sixfold by then,
and the proportion of energy sup-
ghed through imports will have

een brought to 38 percent.

The actual outcome is apt to be
iomewhere between these two ex-
tFeD',les. But in any case, the na-

10n°s reliance on energy from
abroad will have been increased
ar beyond its current level.
¥ In the near term, in fact, na-
2 ]?Illlal depenglence on imports will
7% ost certainly rise, regardless of
me policy decisions that might be
5 ade, Because of the long lead
Sﬁne required to mobilize energy
copphes, the proportion of total
5 nsnmppop furnished from
unl;?ad ?vxll increase significantly
3 er either of these extreme sets
assumptions.
it nder the most optimistic con-
3 10n§, wholly a fifth of the de-
and in 1975 will have to be met
pgslsl_npprt,s. And under the most
e imistic conditions, more than
g‘gl‘th will be met by imports.
S5 Ince most of the effects of de-
llnt(i)lns made now will not be felt
e much later in the 1970’s, the
o -term effects on the balance of

Yments will be largely a function

€ prices importers must pay.

Outlook for fuel prices
gé{ (?nd gas prices have long been
artificially low in this coun-
cll'l};;and that largely explains the
; g.?t energy crisis. From 1960
A 0, for example, the whole-
percprlce mdex.rose more than 16
Eun;mt. But prices of crude petro-
o iland natural gas advanced less
Pt 0 percent. And gasoline
Ces at the refinery rose less than
Dercent;,
R ;J encourage the search for new
oo 1:Béslterves.c, the Government has
T ¥ taken steps to raise nat-
£as prices, And in response,
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drilling activity has increased sub-
stantially. But prices of gasoline
and other petroleum products have
been singled out for direct control
under Phase III.

Other factors, however, wholly
apart from domestic policies have
had significant influences on prices
of imported fuels. And some of
these influences will very probably
become even more significant as
the nation comes to rely more and
more on imported oil.

A recent agreement between oil
companies operating internation-
ally and the principal producing
countries in North Africa and the
Middle East provides a case in
point. In response to the recent re-
alignment in exchange rates and
the subsequent loss of revenue to
countries shipping oil to countries
that had devalued their curren-

cies, such as the United States, a
new agreement was reached, boost-
ing the posted price of crude in
world markets by more than 30
cents a barrel.

Since taxes and royalties paid to
producing countries are based on
posted prices, this change means an
increase in the production costs to
oil companies of about 19 cents a
barrel. And while most of the oil
from these countries is consumed
in Europe and Japan, such changes
in crude prices are bound to have a
ripple effect throughout the world,
causing prices in the United States
to rise.

In the Western Hemisphere,
which has supplied most of the im-
ports to the United States, prices
have already been raised in re-
sponse to the devaluation of the
dollar. But with production in this

Extent of growth in petroleum imports
to depend on development of domestic reserves
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Nearly two-thirds of the world’s proved oil reserves
in countries that import comparatively few goods

SOURCE: World Oil

hemisphere at its peak, growth in
imports will probably have to come
from North Africa and the Middle
East anyway. And producing
countries in these areas are under
no pressure to increase output to
meet the buildup in demand for
imports to the United States.
Already accounting for most of
the world’s reserves, exporting
countries in Africa and the Mid-
dle East are amassing funds faster
than they can spend them. And
with prospects for world crude
prices to go even higher, some of
these countries would apparently
just as soon keep their oil in the
ground as expand production and
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face the uncertainties of currency
devaluations.

It is, in fact, the growing de-
pendence of consuming countries
on these producing countries that
probably poses the greatest poten-
tial upward pressure on world
crude prices. Such countries as
Saudi Arabia and Kuwait have be-
come especially important as their
market power has grown.

There is always the possibility,
of course, that world prices could
break-they have before, But there
are two reasons why such a devel-
opment is very unlikely today.

First, prices have been broken
only by the discovery of vast new

reserves. So much of the world has
already been explored that a dis-
covery of this magnitude is no
longer very probable.

Second, breaks came when de-
mand was far less than now. Petro-
leum markets are so tight that any
country with major new reserves
would doubtlessly follow the tax
and royalty patterns already estab:
lished by exporting countries.

Another factor that must be ex-
pected to influence import prices
(and the balance of payments) 18
the cost of transportation. Tanker
rates are important components of
the landed price of imports-and
they, too, have been rising.

Supertankers can be used to hold
back the rise in costs. But tanker
rates still depend largely on the
availability of ships, and with the
sharp rise in world oil shipments,
supertankers are in short supply:

New bottoms are being built
worldwide. Most of the activity 11
ship construction is abroad, how-
ever, and many of the largest tank-
ers already in operation are run
through foreign companies. As a
result, even though use of super-
tankers will help hold down the 115€
in import prices, most of the re-
liance on these ships will count
heavily against the U.S. balance-
of-payments position.

The prices domestic refiners pay
for imports will also depend-at
least in the short run—on the rela-
tive scarcity of the types of crude
they need. Many refineries in the
United States were built for the
low-sulfur crudes produced in this
country. And these high-quality
crudes-which are also the crudes
most acceptable to environmental”
ists—are scarce in world markets.

There is a limit, of course, to
how high import prices can go be-
fore they encourage the use of fuel
substitutes that are not now eco-
nomical. At current prices, which
are still less than $3 a barrel, the
ceiling set on imports by the costs




Erfowing claims on dollar pose
oblems for increasing imports
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of other fuels is about $5 a barrel.
that price, development of such
ande:as?urces of fuel as oil shale
ieal é sandg would become prac-
e oal might also become more
OilDOI:tant as an energy source if
Prices reached that level.
eom(.ar(? again, however, time be-
1_n&nes important. It would take
th Y years to develop the use of
€se substitutes.

I
Mpact on balance of payments

xléh both the volume of imports
i the price of crude rising in
the Egﬁu‘ terr_n,- the outlook is for
: ntl' for oil imports to rise sub-
o ially. It has been estimated,
estxi;mple,. that even under the
e t(;, cond;hgns, net U.S. pay-
bill for fuel imports will be $9.5
S gjn_m 1975. Under the worst
$13 2t19n's, payments could reach
-2 billion that year. This com-
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pares with estimated payments for
oil imports of $2.1 billion in 1970.

What happens in the near term,
then, will be largely the result of
policy decisions that have already
been reached. The outcome over
these next few years cannot be
greatly influenced by any efforts
made now to spur growth in do-
mestic supplies.

In the longer run, however, cur-
rent policies could have a signif-
jcant influence on the nation’s trade
balance. Net payments for fuel
imports could be trimmed to $7.5
billion by 1985. But if policies are
not initiated soon to achieve these
most optimistic conditions and the
most pessimistic conditions pre-
vail, payments could balloon to
more than $30 billion by then.

Because of the possible reflow
of oil-generated funds from over-
seas, this trade deficit from oil
imports may overstate the impact
on the balance of payments. The
implications for policy are, never-
theless, clear. Not only must the
Government initiate efforts to
increase domestic exploration for
new oil and gas resexrves and other-
wise move to ensure that the
nation’s most favorable supply
conditions are achieved. It must
also undertake policies to encour-
age expansion of export markets
for other goods that might have a
comparative advantage in world
trade. By encouraging exports, it
can obtain the added foreign ex-
change to help pay for the increase
in imports of oil and gas.

—Stephen L. Gardner



Urban Areas-

SMSA’s Become More Important
In Economy of the Southwest

Ten standard metropolitan statis-
tical areas in the Eleventh Federal
Reserve District have been rede-
fined. The redefinitions, resulting
from an Office of Management and
Budget review of all the nation’s
SMSA’s, reflect the adoption of
new criteria for designating
SMSA'’s and population changes
shown in the 1970 Census of
Population.

The biggest change in the Dis-
trict was the merger of the Dallas
and Fort Worth SMSA’s. With the
addition of three more counties
(Hood, Parker, and Wise), the new
SMSA has a population of nearly
2.4 million.

Previously, Dallas had ranked
sixteenth in population among the
nation’s 269 SMSA’s, and Fort
Worth had ranked forty-third. The
new Dallas-Fort Worth SMSA
ranks twelfth among 267 SMSA’s.
That makes it larger than such
long-established metropolitan areas
as Baltimore, Cleveland, Houston,
Newark, and Minneapolis-St. Paul.

The Houston SMSA was also re-
defined to include Waller County.
With the redefinition of other
SMSA'’s across the country, how-
ever, Houston slipped from thir-
teenth to sixteenth place.

Five other Texas SMSA’s were
also redefined. Callahan County
was added to the Abilene SMSA.
The Austin SMSA now includes
Hays County. Hardin County was
made part of the Beaumont-Port
Arthur-Orange SMSA. Comal
County was added to the San An-
tonio SMSA. And the Wichita
Falls SMSA gained Clay County
but lost Archer County.

In Louisiana, Webster Parish
was added to the Shreveport
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SMSA. And Grant Parish, in the
Eleventh District, was added to the
Alexandria SMSA, which had pre-
viously lain entirely in the Sixth
Federal Reserve District.

The Texarkana, Texas-Arkansas
SMSA was renamed the Texar-
kana, Texas-Texarkana, Arkansas
SMSA. This area was expanded in
Arkansas to include Little River
County, the second Arkansas
county outside the Eleventh Dis-
trict to be included in the SMSA.

SMSA concept. ..

The concept of an SMSA was de-
veloped originally for use by fed-
eral agencies in compiling economic
and social statistics, such as on
population, housing, industry, em-
ployment, and trade and for anal-
yses of local housing and labor
markets. Agencies became aware
that they were not using the same
geographic areas in reporting met-
ropolitan statistical data. Because
areas were not the same, the data
were not comparable,

Metropolitan districts, for exam-
ple, were defined by the Census of
Population. Industrial districts
were used by the Census of Manu-
factures. And the Bureau of Em-
ployment Security reported its
statistics by labor market areas.
Clearly, a standard metropolitan
statistical area was needed.

In the late 1940’s, the Govern-
ment formed a committee to devise
a uniform basis for reporting met-
ropolitan data. A set of criteria was
drawn up, defining SMSA’s as
county areas having a central
city with a population of at least
50,000. The areas were to include
contiguous counties having eco-
nomic and social relationships with

the central city that met explicit

standards for metropolitan char-

acter and integration.

Criteria defining SMSA’s were
redefined in 1971. T'o meet the pop*
ulation criterion, it is no longer ab-
solutely necessary for the central
city to have a population of 50,000:
Central cities as small as 25,000
meet the criterion if-

e Adjoining communities have a
population density of at least
1,000 people per square mile

e The communities form a single
economic and social unit

e The combined population of
contiguous communities is at
least 50,000

e The entire population of the
county (or counties) numbers
at least 75,000
Whether contiguous counties car

be included in an SMSA is deter-

mined by the composition of the
local labor force. Contiguous coun-
ties are added if as much as 75 per-

cent of the resident labor force 18

nonagricultural and as much as 30

percent is employed in the central

county (or counties). 1
A county can be added even if

it does not meet the employment

criterion, provided at least 75 per-

cent of its workers are nonagricul-
tural and the county meets two _011t
of the three criteria of metropolitd"
character and one out of the three
criteria of integration.

The criteria of metropolitan
character are—

* A population at least 25 percent
urban

e A population increase of at least
15 percent between the two most
recent censuses

* A population density of at least
50 people per square mile
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Ehe criteria for integrating contig-
.OUS counties into an SMSA are—
At least 15 percent of the work
force employed in the central
2 Eﬂumy (or counties)
mployment of workers from the
central county (or counties)
€qual to at least 15 percent of
the local employment
Commuting work force between
:ﬁuntles equal to 20 percent of
€ employment in the outlying
county

*++and its uses

pTr};e U11.1f0rmit'y of procedures for
anpal'mg statistics on metropoli-

o t‘glreas provides a body of infor-
alion that is highly useful in com-

e ——

paring areas. And many important
economic decisions can be influ-
enced by these comparisons.
Businesses, for example, often
use SMSA data in locating new fa-
cilities. Since the data help identify
markets, they are used in planning
advertising campaigns. Wage rates
and product prices are also some-
times differentiated by SMSA.
And the Government often uses
SMSA’s in administering programs
and distributing financial assis-
tance. Under the Emergency
School Aid Act of 1972, for in-
stance, 5 percent of appropriations
for the program are reserved specif-
ically for SMSA’s. When several
local governments are involved in

mutual problems, definition of the
geographic area in terms of an
SMSA provides a convenient basis
for planning and coordination.
Development of SMSA’s in the
Southwest mirrors the urbaniza-
tion that can be seen nationwide.
Since 1950, the number of SMSA’s
in the District has increased from
16 to 28. During that time, the
population in SMSA’s in the Dis-
trict has increased from 3.8 million
to 8.9 million-a growth of 133 per-
cent. Where little more than two-
fifths of the people in the five Dis-
trict states—Arizona, Louisiana,
New Mexico, Oklahoma, and Texas
~lived in SMSA’s in 1950, nearly
two-thirds now live in SMSA’s.

El A
eventh District SMSA's expanded by net addition of 11 counties

---.----.--...,4

I CouNTY ADDED
EZ] COUNTY DELETED
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RCE: Office of Management and Budget
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Continued population growth
will make further changes in
SMSA'’s of the District. Some pro-
jections of population in Texas, for
example, show an increase of 60
percent in the next two decades.
And patterns of growth over the
past two decades suggest that most
of this increase can be expected
in urban areas.

In the years ahead, decision
malkers in business and govern-
ment will continue following
SMSA statistics very closely. And
patterns of growth in the District
will, in turn, reflect decisions
reached on the basis of SMSA
designations.

New member banks

The Suburban National Bank, Houston,
located in the territory served by the H
Bank of Dallas, opened for business Ma
Reserve System. The new member ban
$400,000, and undivided profits of $20
Chairman of the Board; Jack L. Whi

Texas, a newly organized institution

k has capital of $400,000, surplus of
0,000. The officers are: Edwin E. Finn,

ouston Branch of the Federal Reserve
y 29, 1973, as a member of the Federal

tt, President; G. Ralph Joh Jr., Vi
President; and Gene Berry, Cashier. R e

';[‘he_ Eis'enhower Nz;tional Bank, San Antonio, Texas, a newly organized
institution located in the territory served by the San Antonio Branch of the
Fede;;al Rfst}alrveli Bdanklcif% Dallas, opened for business June 18, 1978, as a
member of the Federal Reserve System. The new member bank h i
$200,000, surplus of $125,000, an 575,000, The aeare

d undivided fi
are: Charles E. Cheever, Jr., Pre e tio 000 Theoficars

sident; Robert L. Bennett E i i
President; James H. Matthews, Lending Officer; an e

New par bank

The Industry State Bank, Industry,
in the territory served by the Houst
Dallas, was added to the Par List on June 13, 1973. The officers are: J

Buenger, President (Inactive) ; Arno W. Krebs, e ol
Dennis B. Rudloff, Cashier.

d Mrs. Maria Wilson, Cashier.

Texas, an insured nonmember bank located
on Branch of the Federal Reserve Bank of

Executive Vice President; and


















