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Can oil producers do more to ease global imbalances?  

• The jump in oil prices since the start of 2003 has accounted for around 70% of the deterioration of 

the US current account deficit over this period. It has also massively increased the revenues of oil 

producing nations, which so far have been more cautious in spending these revenues than during the 

oil shocks of the 1970s. In this Focus we suggest that spending by oil producers is likely to 

accelerate over the next year or so, providing a useful prop to global growth. Unfortunately the 

direct impact on the US deficit would be relatively small, because oil producers source less than 

10% of their merchandise imports from the US. 

• The rise in oil prices between 2003 and 2005 has increased the value of oil producers’ export 

revenues by over $400bn. Many countries have significantly increased their spending as a result. 

Huge construction projects in Dubai, for example, are aimed at diversifying economic activity and 

should help to boost domestic demand in the longer-term. Meanwhile, the high import content of 

this spending should also help to lift imports in the near-term.  

• But oil producing nations as a whole have spent only about 30% of their higher revenues on 

imported goods and services, compared with 75% in the 1970s. These nations are not yet confident 

that the rise in oil prices is permanent and are therefore reluctant to commit to higher spending. 

There are valid concerns about the capacity for a rapid increase in spending in smaller economies, 

notably in the Middle East, although less excuse in larger economies like Russia. 

• In contrast, oil consumers are worried that higher prices are here to stay and are therefore spending 

less on other goods and services. The net result is that global demand is lower than otherwise. Of 

course, the oil producers are recycling the money back into world financial markets (particularly 

into US assets), but that is merely financing the deficits incurred by the oil consumers. Recycling 

the money in this way is not necessarily adding to aggregate demand. 

• However, the longer oil prices remain high, the more confident producers are likely to become that 

this is a permanent shift rather than a temporary windfall and the more likely that they will increase 

spending. Indeed, Russia and OPEC together could well import an additional $100bn of goods and 

services this year, equivalent to 0.2% of world GDP.  

Keith Gyles 
 
 
Capital Economics Ltd., 
150 Buckingham Palace Road,  
London, SW1W 9TR. 
Tel +44 (0)20 7823 5000 
Fax +44 (0)20 7823 6666 
www.capitaleconomics.com 
 
Chief International Economist:  Julian Jessop (julian.jessop@capitaleconomics.com) 
Senior International Economist:  Simon Hayley (simon.hayley@capitaleconomics.com) 
Senior US Economist:  Paul Ashworth (paul.ashworth@capitaleconomics.com) 
International Economist:  Keith Gyles (keith.gyles@capitaleconomics.com) 



 

Global Economics Focus       2 

Oil producers are awash with cash 
Most analysis of the impact of higher oil prices has 
focused on the direct implications for inflation, 
growth and interest rates in the oil consuming 
economies. But another important issue is the 
potential impact of the huge surpluses run up by 
the oil producers. The sharp rise in oil prices since 
the start of 2003 has accounted for around 70% of 
the deterioration of the US current account deficit 
over the period. (See Chart 1.) However, it has also 
massively increased the revenues of oil producers: 
we estimate that this increase is equivalent every 
year to around 3.3% of world GDP. The total 
current account surpluses of the oil producing 
nations of OPEC, plus Russia and Norway, are now 
larger than the surpluses run by the whole of Asia. 

CHART 1: US CURRENT ACCOUNT DEFICIT (% GDP) 
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In this Focus we examine how the oil producers 
have used their extra revenues, considering the 
impact if – as seems likely – they start to save less 
and spend more, and addressing the scope for 
them to contribute more to global rebalancing. We 
start by looking briefly at the shocks of the 1970s. 

The oil shocks of 1973/74 and 1979/80 
The oil price shocks between 1973 and 1981 
increased the oil revenues of the world’s producers 
significantly. At the height of the first oil shock, in 
1974, these revenues were equivalent to about 
3.9% of world GDP, up from 0.9% just two years 
previously. And at the peak of the second shock, in 
1980, this figure had risen to 7.0% of world GDP. 
At first the net oil exporters were wary about 

spending their higher revenues. This hit the world 
economy hard, as the reduction in consumption in 
the oil importing nations was not offset fully by 
higher consumption elsewhere. However, within a 
year or two spending had increased dramatically. 
For example, in the period 1973 to 1974, OPEC 
countries were only spending 14% of their extra oil 
revenues on imports. But for the period to the end 
of 1975 this figure had risen to over 50%. Russia 
ended up spending more than the total increase of 
its oil revenues. (See Table 1.)  

TABLE 1: MARGINAL PROPENSITY TO IMPORT OUT OF OIL 

REVENUES 
(1) 

AND CHANGE IN OIL PRICE  

 73-74 73-75 78-80 78-81 
Iran  0.17 0.68 0.35 0.24 
Saudi Arabia 0.01 0.32 0.27 0.39 
Venezuela 0.18 0.65 -0.15 0.01 
OPEC 0.14 0.52 0.24 0.42 
Russia 0.77 1.37 0.76 1.08 
Change in Oil 
Price ($/brl) 

From 4 
to 11 

 …to 12 From 13 
to 41 

…to 34 

Source – IMF. (1) = (change in imports net of non-oil exports, 
investment income, and transfers) / (change in oil exports) 

By then, though, oil prices were starting to fall 
back. As a result, the oil producers ended up 
spending too much, frittering away their surpluses 
in just a few years. (See Table 2.) Saudi Arabia, for 
instance, went from a current account surplus of 
26% of GDP in 1980 to a deficit of 13% in 1983. 

 

TABLE 2: CURRENT ACCOUNT AND FISCAL BALANCES OF OIL 

PRODUCERS AFTER 1970S OIL SHOCKS (% GDP) 

 1980 1981 1982 1983 
Current Acc’t Bal.    
Indonesia  3.0 -0.6 -4.9 -6.7 
Libya 22.3 -12.5 -5.0 -5.4 
Nigeria 8.5 -9.9 -13.9 -13.9 
Saudi Arabia 26.0 22.4 5.0 -13.1 
Venezuela 7.4 5.7 -4.8 6.0 
Fiscal Balance     
Indonesia  -0.2 -0.3 -5.1 -3.3 
Kuwait 39.1 17.6 6.1 -1.5 
Venezuela -0.2 1.7 -2.7 -1.2 
Sources – IMF, IIF, Thomson Datastream 

Can oil producers do more to ease global imbalances? 
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Because the marginal propensity to import in 
1973/74 was less than one, the aggregate current 
account surplus of the major oil-exporting 
countries rose sharply, to around $68bn. Of 
course, the oil producers recycled the money back 
into world financial markets, but that merely 
financed the deficits incurred by the oil consumers. 
Recycling the money in this way is not necessarily 
adding to aggregate demand. 

More than half of the identified investments went 
into bank deposits and money market instruments, 
including short-term treasury securities. A 
significant amount also went into long-term 
investments, including loans to national 
governments and international agencies. (See 
Table 3.) As the decade went on, a greater share 
went into long-term investments until 1979, when 
the majority was again channelled into bank 
deposits and money market investments.  

TABLE 3: OIL EXPORTERS’ USE OF CURRENT ACC’T SURPLUSES  

($bn) 1974 1975 1976 1977 1978 1979
Bank deposits & 
money mkt inv. 

31.2 11.0 11.5 10.2 3.2 40.9

Long-term inv. (1) 15.4 18.6 18.3 17.5 7.0 10.5
Other (2) 9.7 6.1 8.5 5.8 3.3 2.4 
Total new inv. 56.3 35.7 38.3 33.5 13.5 53.8
Source – IMF. (1) – Excluding equity and property investments in the 
UK and US, and foreign currency lending; (2) - Equity and property 
investments in the UK and US, and foreign currency lending 

While some of these funds were invested in 
developed economies with large current account 
deficits, an even larger share went to oil importing 
developing countries, especially those in Latin 
America. These countries were encouraged to 
borrow heavily by the low real interest rates that 
lasted throughout the 1970s. But things eventually 
turned sour with the debt crises of the 1980s.  

This time around… 
For the world economy this latest oil shock is less 
severe than those in the 1970s for a number of 
reasons, notably the reduced importance of oil in 
GDP. However, from the perspective of the oil 
producers, it is very similar to those previous 
episodes. In nominal terms, oil prices are now 

significantly higher than they were in either 
1973/4 or 1979/80. Meanwhile, in real terms, 
prices are above the level they hit in 1973/4, 
although they are still below their late 1979 peak. 
(See Chart 2.)  

CHART 2: WTI OIL PRICE ($PB) 
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Although prices have not spiked as sharply as they 
did in the 1970s, they have been rising for a longer 
period of time. (See Chart 3.) If both producers and 
importers thought that this rise was only temporary 
then we might expect little change in spending as a 
result, and little impact on global demand. 
Spending patterns would only change significantly 
if the increase was thought to be permanent. Even 
then, the impact on global demand could be 
neutral if the responses from the oil consumers and 
oil producers were symmetric. Unfortunately, the 
response so far has been asymmetric. 

CHART 3: OIL PRICE (% Y/Y) 
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Perhaps because of the experience of the 1970s, 
the oil producers have so far been cautious in 
increasing their spending. One of their key worries 
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is whether the oil price will remain at current 
elevated levels. If they think that it will not, then 
they will be inclined to save more of their windfall. 
The danger is a marked asymmetry in expectations: 
the oil producers fear that current high prices will 
not last so they do not spend much; fearing the 
same thing, the oil companies don’t invest much in 
new capacity, thus keeping oil prices high; but oil 
consumers fear that high oil prices will last and 
hence constrain their spending.  

Oil producers more cautious than before 
To illustrate this, the roughly $30 per barrel 
increase in oil prices between 2002 and 2005 
more than doubled the value of oil exports from oil 
producing nations to nearly $800bn. In one year 
alone, from 2004 to 2005, OPEC producers saw 
revenues rise by 43% to almost $475bn. (See Table 
A in the appendix.) 

However, the response of the oil producers to the 
current shock has been somewhat more cautious 
than in the 1970s. The share of imports to GDP, for 
example, has remained fairly steady, although 
import growth has picked up, notably in 2004. 
Meanwhile, the increase of imports in absolute 
terms has been less than it was in the previous 
shocks. As Table 4 shows, the marginal propensity 
to import out of oil revenues for OPEC and Russia 
is less for the period 2003-05 than it was in either 
1973-75 or 1978-81. 

TABLE 4: MARGINAL PROPENSITY TO IMPORT OUT OF OIL 

REVENUES 
(1) 

 73-75 78-81 03-05 
Saudi Arabia 0.32 0.39 0.26 
OPEC 0.52 0.42 0.24 
Russia 1.37 1.08 0.20 
Source – IMF. (1) = (change in imports net of non-oil exports, 
investment income, and transfers) / (change in oil exports) 

The IMF estimates that up to 2005 the 
governments of the oil producing nations spent on 
average around 30% of their extra oil revenues on 
imported goods and services, compared with 
roughly 75% in the 1970s. It seems that, having 
learnt from past experiences, they are wary about 

increasing spending too quickly. As a result, many 
of these governments have seen their fiscal 
surpluses rise sharply in recent years. (See Table 5.)  

TABLE 5: GOVERNMENT FISCAL BALANCES (% GDP) 

 2002 2003 2004 2005 
Kuwait 24.8 22.2 27.5 32.4 
Russia 1.9 1.7 4.4 7.7 
Saudi Arabia -2.9 4.5 10.4 18.7 
UAE 10.4 12.3 18.9 28.6 
Venezuela -4.0 -4.4 -3.6 -0.8 
Source – IIF  

With spending rising more slowly than revenues, 
their current account surpluses have also soared. 
Saudi Arabia’s, for example, more than doubled 
between 2003 and 2005. (See Table B in the 
appendix.) At the same time, oil importing nations 
have seen a deterioration of their balances, most 
notably the US.  

Where are the revenues going? 
In contrast to the 1970s, when the oil producers 
directed a large share of their savings to bank 
deposits and official reserves, this time they have 
invested in a broader variety of assets. The data 
that is available suggests that less than one third of 
the increase in revenues has been used to buy US 
securities or deposited in banks. Instead the oil 
producers seem to be investing more in diversified 
portfolios, including real estate and hedge funds.  

Meanwhile, where the oil producers are spending 
their revenues, a greater share is being spent 
internally than before. One reason for this is that 
the governments of oil producing nations are 
beginning to plan for a future without oil. With 
fiscal policy now better directed at supporting 
future growth, governments have been using some 
of their oil revenues to develop new infrastructure 
and new industries.  

The best example is Dubai where the government 
is attempting to reduce its reliance on the oil sector 
by developing tourism and other industries such as 
finance. There has been a massive increase in 
expenditure on physical infrastructure, particularly 
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real estate, and a transformation of the local 
economy. There are currently over 100 skyscrapers 
planned or under construction in Dubai alone, and 
the UAE as a whole has announced more than 
$300bn of projects since 2004. 

Russia is now playing a larger role  
Russia is also playing a more important role than 
before. Over the last few years, it has significantly 
increased its production of crude oil so that it is 
now the largest producer outside of OPEC and 
only just behind Saudi Arabia. (See Chart 4.) 

CHART 4: CRUDE OIL PRODUCTION (MBPD) 
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Like the OPEC nations, Russia has experienced a 
rapid increase in oil export revenues and foreign 
reserves over the last few years. Between 2002 and 
2005 revenues roughly tripled to around $121bn 
and the current account surplus rose from 8.4% of 
GDP to 11.3%. On the face of it then, the country 
has just as much scope to increase spending on 
imports and to contribute to global rebalancing. 

As Table 4 showed, Russia has been even slower 
at spending its oil revenues than the OPEC 
members, with the marginal propensity to import 
out of oil revenues just 0.20. This has a lot to do 
with the federal government’s stabilisation fund. 
Until recently, whenever the oil price for Urals 
crude was above $22 a barrel the government 
deposited oil revenue surpluses with the central 
bank. Estimates suggested that this reserve could 
reach around $70bn this year.  

In the latest budget, however, new rules were 
brought in which raised the threshold to $27 and 

permitted the government to draw on the reserve 
to finance infrastructure spending. This should 
prove to be a useful step in allowing the country to 
spend more of its oil revenues, helping to bring the 
current account surplus back to more reasonable 
levels. What’s more, Russia’s poor domestic 
infrastructure would surely benefit from increased 
spending and investment at home. 

Can producers contribute more to rebalancing? 
What then of the potential for the other major oil 
producers to do more to contribute to global 
rebalancing? As Chart 5 shows, in many of the 
bigger oil producers the fiscal surplus is almost as 
large as (or even larger than) the current account 
surplus. The public sector will therefore have a 
large say as to what happens in these countries. 

CHART 5: CURRENT ACCOUNT AND FISCAL SURPLUSES (2005) 
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With the increase in spending so far having been 
relatively modest, there remains plenty of scope for 
boosting expenditure in areas such as education 
and infrastructure where the long-term social 
returns are high, and on imports. Much of this, of 
course, depends on the outlook for oil prices. 
Anecdotal reports suggest that, at the moment, 
spending plans are based on oil prices in the range 
of $30-$35 per barrel. But we think that prices will 
stay higher than this, at least to the end of 2007 
where we see them at $50. 

The longer that prices stay high, the more 
confident producers are likely to become that this 
is a permanent shift rather than a temporary 
windfall. As Table 1 showed, in each of the oil 
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shocks of the 1970s the marginal propensity to 
import rose in the second or third year after the 
initial shock. If oil prices stay high over the next 
year or so, we think that this will be repeated 
again, with the oil producers importing 
significantly more.  

For example, if the marginal propensity to import 
out of additional oil revenues in OPEC rises to 0.50 
this year from 0.24 (see Table 4 again) then 
additional imports into OPEC members will be 
roughly $80bn higher. Similarly, if Russia’s 
marginal propensity to import doubles to 0.40 then 
additional imports this year will be about $20bn 
higher. Nonetheless, this will have little impact on 
the US deficit alone, because the oil producers 
source less than 10% of their merchandise imports 
from the US, compared with around 20% from 
Asia and almost 40% from the EU. (See Chart 6.)  

CHART 6: COMPOSITION OF OIL PRODUCERS MERCHANDISE 
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The governments of the oil producing nations 
could also look at following Dubai’s example by 
attempting to diversify their economies away from 
oil. Saudi Arabia has announced roughly $250bn 
of new projects since 2004 and other nations, such 
as Qatar, have begun similar schemes. But other 
producers could still do more. 

To the extent that such projects would boost 
domestic demand in the region, they will go some 
of the way towards correcting global imbalances. 
Although it will take some time for these benefits 
to be felt, there are other ways that these projects 

could have an impact on imbalances in the near-
term. Take, for example, the construction projects 
underway in Dubai. Many of the workers on these 
sites are from overseas and many of the materials 
used are imported. So, although the government is 
spending a significant share of its oil revenues 
internally, the import content of this spending is 
still quite high. As other oil producers catch up 
with new projects of their own, so imports into oil 
producing nations should rise further. 

Faster currency appreciation/revaluation? 
Another possibility is for the oil producing nations 
to make their currencies, several of which are tied 
to the US dollar, more flexible. However, the 
impact of such a move on global imbalances 
would probably be relatively small. This is 
because, with oil being priced in dollars, a local 
revaluation would have no affect on oil revenues. 
And, as the non-oil sectors of these economies are 
generally very small, there is not much scope for 
import substitution either. 

Conclusions 
So far, the governments of oil producing nations 
have been more cautious than in previous shocks, 
spending only about 30% of the increase in their 
oil revenues on imported goods and services. This 
reflects the lessons learnt from the past and their 
uncertainty over the permanence of the rise in oil 
prices. The longer prices remain high, the less 
conservative producers will be and the more likely 
that they will increase spending on imports. As we 
expect oil prices to stay high over the next year so 
expenditure should begin to accelerate.  

Although some of this will be directed internally 
the high import content of this extra spending 
should ensure that imports still rise further. 
Nonetheless, we think that the direct impact of this 
on the US current account deficit would be 
relatively small. The bulk of the work will 
therefore still have to be done by a slowdown in 
US demand and a further fall in the dollar.  
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TABLE A: OIL EXPORT REVENUES ($BN) 

 2004 2005e 2006f 
OPEC    
Algeria 23.7 36.0 41.6 
Indonesia 0.6 -1.0 -0.6 
Iran  32.1 46.6 50.1 
Iraq 17.9 23.4 24.9 
Kuwait 27.7 39.0 44.1 
Libya 18.6 28.3 31.2 
Nigeria 32.2 45.1 52.7 
Qatar 14.9 19.1 23.3 
Saudi Arabia 102.9 153.3 162.0 
UAE 31.7 45.6 53.0 
Venezuela 28.6 37.7 39.4 
Total 330.8 473.1 521.7 
    
Other (selection)    
Angola 13.0 20.9 25.7 
Mexico 23.6 28.3 30.5 
Norway 41.0 52.9 56.0 
Russia 82.7 121.6 134.9 
Total (non OPEC) 221.2 307.5 340.5 
    
Grand Total 552.0 780.6 862.2 
Source - EIA 

 

 

 

 

 

 

 

 

 

 

 

 

 

TABLE B: CURRENT ACCOUNT BALANCES (% GDP)  

 2003 2004 2005 2006f 
Oil Exporters     
Algeria 13.0 13.1 21.3 18.9 
Indonesia 3.4 1.2 1.1 0.4 
Iran  0.6 2.5 7.5 7.6 
Kuwait 20.4 31.1 43.3 49.9 
Libya 21.5 24.2 40.2 43.3 
Nigeria -2.7 4.6 12.6 14.2 
Qatar 25.9 37.9 45.6 51.7 
Saudi Arabia 13.1 20.5 28.3 28.3 
UAE 8.7 11.8 22.0 27.0 
Venezuela 13.7 12.5 19.1 14.1 
     
Other (selection)     
Angola -5.2 4.2 8.2 11.3 
Mexico -1.3 -1.1 -0.7 -0.6 
Norway 13.0 13.6 16.8 18.6 
Russia 8.2 9.9 11.3 11.8 
     
Oil Importers     
US -4.7 -5.7 -6.4 -6.5 
Euro Area 0.4 0.8 0.0 -0.2 
Japan 3.2 3.8 3.6 3.2 
UK -1.4 -2.0 -2.6 -2.7 
Source - IMF 

 

APPENDIX  


