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ABSTRACT 

The sap id  rise i n  o i l  p r i c e s  and supply s h o r t f a l l s  dur ing  t h e  19709 
d i d  not  b r ing  a concomitant i n c r e a s e  i n  o i l  and gas exp lo ra t ion  and 
development t o  t h e  o i l  import ing developing c o u n t r i e s  (OIPCs). To 'be 
sure, t o t a l  e x p l o r a t o q  a c t i v i t y  i n  t h e  OIDCs, as measured by t h e  number 
of  seismic party-months and t h e  number of explora tory  wells d r i l l e d ,  did 
i n  f ac t  i n c r e a s e  i n  t h e  1 9 7 0 ~ ~  but  r e l a t i v e  t o  t h e  rest of t h e  world 
exp lo ra to ry  a c t i v i t y  a c t u a l l y  decl ined.  The number of se i smic  party- 
months increased  worldwide by a b u t  20%; however, the percentage o f  the 
world t o t a l  a t t r i b u t a b l e  t o  t h e  OIDCs decl ined  by abou t  50%. Fur the r ,  
t h e  number of explora tory  wells d r i l l e d  increased  worldwide by over  60% 
while  the number of wells i n  OIDCs as a percentage of t h e  world t o t a l  
fell by over  15%. The i n c r e a s e  i n  explora tory  a c t i v i t y  t h a t  occurred 
became more concent ra ted  i n  t h e  developed c o u n t r i e s  and i n  p a r t i c u l a r  
t h e  United States and Canada. Moreover, i n  t h e  Q I D C s ,  explora tory  
a c t i v i t y  became more concentrated i n  pet,roleum producing coun t r i e s ,  
e s p e c i a l l y  Argentina,  B r a z i l ,  and Ind ia .  

The consensus among many i n v e s t i g a t o r s  i n d i c a t e s  t h a t  e x p l o r a t i o n  
and development i n  CPpDCs was i n h i b i t e d  by a combination o f  f a c t o r s .  
F i r s t ,  t h e  geologic  p rospec t s  f o r  o i l  and gas were not  conducive t o  
exp lo ra t ion .  The high cos t ,  small -s ized f i e l d s  t h a t  are characterist ic 
of OIDCs l i m i t  p r o f i t  p o t e n t i a l ,  i n c r e a s e s  r i s k ,  and provides  f o r  
l i m i t e d  p rospec t s  of  expor t ab le  su rp luses ,  which are necessary t o  s u p p l y  
downstream opera t ions .  Second, t h e  l a c k  of i n f r a s t r u c t u r e  i n  many 
nonpe t r o l e m  producing OIDCs deterred o i l  and gas explora t lon .  Th i rd ,  
r e s t r i c t i v e  c o n t r a c t s  provided far  an i n s u f f i c i e n t  amount of r i s k  
s h a r i n g  t o  at tract  f o r e i g n  c a p i t a l .  Fourth,  hos t  government t a x a t i o n  
p o l i c i e s  d i scr imina ted  a g a i n s t  high cos t ,  mall-sized f i e l d s .  F i f t h ,  
pol i t i ea l  r i s k  and government i n s t , a b i l i t y  d i d  not  encourage f o r e i g n  
investment ,  cons ider ing  t h e  usual  10- t o  15-year petroleum exp lo ra t ion  
and development period. F i n a l l y ,  U. S. t a x a t i o n  p o l i c i e s  fo l lowing  "che 

. o i l  embargo wer'e designed t o  encourage domestic e x p l o r a t i o n  and 
development I 

The 1980s have s e e n  a s u b s t a n t i a l  d e c l i n e  i n  real  prices fcir 
petroleum, high i n t e r e s t  rates, a developing country d e b t  crisis, and a 
worldwide economic recess ion .  As expected, these f o r c e s  have reduced 
t h e  cash flows of  t h e  i n t e r n a t i o n a l  o i l  companies through lower revenues 
and h igher  c o s t s  o f  c a p i t a l ,  and have caused them t o  seek higher  r i s k -  
ad jus t ed  rates of r e t u r n  on e x p l o r a t i o n  p ro jec t s .  Consequently, the 
i n t e r n a t i o n a l  o i l  companies have reduced t h e i r  explora tory  and 
development a c t i v i t y  i n  QIDCs. Fur ther ,  t h e  d e b t  crisis now experience 
by many o i l  producing OIDCs has had a n  impact on t h e  m o u n t  of 
e x p l o r a t i o n  t h e i r  awn na t iona l  oiL companies can accommodate. The 
1980 Is cond i t ions  are l i k e l y  bo cause an  a b s o l u t e  d e c l i n e  i n  explora tory  
a c t i v i t y  i n  O I D C s  t h a t  are considered h i g h  r i s k ,  and where  tho  
p r o b a b i l i t y  of f i n d i n g  o i l  and gas is low. I n  t h e  o i l  producing O I D C s  
where large r e s e r v e s  have been discovered,  t h e  impact on explora tory  
i n c e n t i v e s  w i l l  be less severe.  These t r e n d s  are already evident  i n  t h e  
recent. exp lo ra to ry  and development data. Reversal  of these t r e n d s  will 
r e q u i r e  ( 1 )  a genera l  improvement .in economic cond i t ions  f avorab le  to 
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exploration and develo e n t  and (2) rentoval af host goverment obstacles 
and more favorable contracting and taxation policies that are 
commensurate w i t h  risks. The activit iea of The World Bank m a y  prove to 
be effective i n  stimulating exploration by national o i l  eompanles; 
however, to  date they have not  attracted private firm participation. 
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1. INTRCIDUCTION 

The energy problems of o i l  import ing developing c o u n t r i e s  (0 IDCs . I  

are characterized by a commercial s e c t o r  heav i ly  dependent on imported 

o i l  and a t r a d i t i o n a l  s e c t o r  heav i ly  dependent on woodfuels and 

a g r i c u l t u r a l  and animal wastes. .Illthough most of t h e  t o t a l  energy 

consumed i n  O I D C s  is der ived  f r o m  t r a d i t i o n a l  sources ,  imported o i l  

p rovides  near ly  all o f  t h e  energy f o r  t r a n s p o r t a t i o n ,  i ndus t ry ,  and 

power generat ion.  The rap id  i n c r e a s e s  i n  world o i l  prices of t h e  1970s 

c rea t ed  massive o i l  import  b i l l s  and d e b t  f o r  many developing coun t r i e s ,  

robbing them of badly needed f o r e i g n  exchange e s s e n t i a l  f o r  economic 

development, 

I n  t h e  1980s o i l  p r i c e s  dec l ined  i n  real d o l l a r  term, but i n  many 

QIDCs t he  a p p r e c i a t i o n  of  t h e  U.S. d o l l a r  r e l a t i v e  t o  l o c a l  c u r r e n c i e s  

l e d  t o  a n  i n c r e a s e  rather than  t o  a decrease i n  t h e  p r i c e  of o i l .  For 

example, i n  U. S. Agency f o r  I n t e r n a t i o n a l  Development ( A I D )  supported 

coun t r i e s ,  t h e  price of Saudi crude o i l  was f o u r  times as high i n  1984 

as i n  1980 (Vogt, e t  al., 1985). Besides c e r t a i n  renewable opt ions ,  i t  

is  now widely accepted t ha t  there are economically recoverable  o i l  and 

gas d e p o s i t s  i n  maw developing coun t r i e s ,  and e x p l o i t i n g  these 

r e sources  i s  s e e n  as  one longer term e n e r a  s o l u t i o n  (World Bar&, 1983) 

Unfortunately,  i t  is conceded t h a t  t h e  increase i n  World oil prices of' 

the 1970s d i d  not  b r ing  about an  i n c r e a s e  i n  e x p l o r a t i o n  and develogment 

a c t i v i t y  i n  t h e  QIDCs, and t h e  cond i t ions  of t h e  1980s do not  o f f e r  much 

encouragement . 
The purpose of  t h i s  paper is tcr review t h e  evidence of exp lo ra t ion  

and development and t h e  f a c t o r s  r e spons ib l e  f o r  t h e  low l e v e l  of 
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actgvlty in t h e  OIBCs, A review of exploratory and. develo 

in t h e  1970s and t h e  1980s is presented in the next section of t h i s  

paper. The t h i r d  section then  discusses t h e  obstacles t o  o i l  and gas 

e x p l o r a t i o n  and develo e n t  in t h e  O D C r r ,  The c a t a l y t i c  e f f o r t s  of the 

World Bank in promoting explora t ion  and develo ent are descr ibed in the 

f o w t h  sec t ion .  The final section provides  some conclusions. 



2. OIL P)JD GAS EXPLORATION MID 5EVELOPMENT ACTIVITY 

2.1 The 1970s 

The consensus among many i n v e s t i g a t o r s  q u i t e  c l e a r l y  shws t h a t  t h e  

subs tan t ia l  Increase i n  wor ld  o i l  p r i c e s  t h a t  occurred i n  1973 and 1974 

(63.01 t o  $11.65/bbl, Curlee, 1985) d i d  n o t  b r i n g  about a concomitant 

increase I n  o i l  and gas exp lo ra t i on  and development i n  OIKs. To be 

sure, expl o ra to ry  and devel opnent a c t i v  i ty d i  d increase i n  absol Ute 

termsr bu t  r e l a t i v e  t o  t h e  r e s t  o f  t h e  world, exploratory  and 

devel opnent a c t i v i t y  actual l y  decl Ined (B1 i t z e r  e t  a1 . , 1983; The Worl d 

Bankr 1983; Broadman, 1983 and 1984; Parra, 1981; and The National 

Petroleum Council, 19821, 

As shown i n  Fig. 1, exploratory  seismic a c t i v i t y  increased 

worldwide by about 2 a  and became much more concentrated i n  t h e  

developed nations. Total seismic a c t i v i t y  i n  t h e  Asianr African, and 

L a t i n  h e r i c a n  dl expor t ing  and impor t ing  coun t r i es  decl {ned. I n  a 

study of 47 o i l  produci ng and ronproduci ng developing countr ies l  

Broadman (1984) found t h a t  near ly  one-hal f o f  them experienced a decl i ne  

I n  seismic and exp lo ra to ry  a c t i v i t y  between 1970 and 1982. b r e w e r ,  

seismic a c t i v i t y  dec l lned significantly i n  Papua New Guinea and Senegalr 

but r m a i n e d  h igh  i n  Argentina, B raz i l ,  and Colombiao and increased 

substar i t i  a1 l y  i n  Bang1 adeshr Cameroon, and Paki stan. 

Another, and perhaps b e t t e r  measure o f  expl oratory  a c t i v i t y ,  t h e  

number of w e l l s  d r f l l e d r  increased worldwide by Over 6ct% as depicted i n  

Fig. 2. The increase was l a r g e l y  conf ined 

which accounted f o r  Over 709% o f  t h e  1972 t o  

number o f  w e l l s  d r i l l e d  increased by 37% i n  

3 

to t h e  devel oped c o u n t r i  esI 

196Q increase. Although t h e  

t h e  O I D C S ~  i t s  share of the 
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Developed Asian 06 African Ob Latin Am Ob 
Mid-East OG hian 01s African 01s Latin Am 01s 

F i g .  1. E x p l o r a t o r y  se i sm ic  a c t i v i t y ,  1972-1980 
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F ig .  2. E x p l o r a t o r y  we1 1s completed, 1972-1980 



world t o t a l  f e l l  from 3.4 t o  2.8 e Exploratory d r i l l i n g  dec l ined  i n  

Turkey, rernained eonstant i n  Argentina and B r a z i l ,  a d  increased  

s i g n i f i c a n t l y  i n  Colombia, Taiwan, Thailand, and the  Ph i l ipp ines  

(Broadman, 1983). Similar conclus ions  about, explora tory  a c t i v i t y  can be 

drawn from st i l l  another  measwe of a c t i v i t y  -- t h e  n m b e r  of r i g s  

a c t i v e  a t  y e a r  end (F ig .  3) .  The d a t a  i n d i c a t e  t h a t  only i n  t h e  Afr ican  

O I D C s  was there a share irxcsease i n  a c t i v e  r igs  a t  y e a r  end r e l a t i v e  t o  

t h e  rest of t h e  world between 1972 and 1980. A l l  r eg ions  r epor t ed  an 

i nc rease  i n  numbers of a c t i v e  r i g s .  

The overwhelming dominance o f  t h e  developed c o u n t r i e s  i n  a l l  three 

measures of explora tory  a c t i v i t y  is s u r p r i s i n g ,  cons ider ing  t h e  success  

rates f o r  explora tory  d r i l l i n g ,  F igure  4 shows t h a t  between 1972 and 

1980, success  ra tes  increased  d rama t i ca l ly  i n  O I D C s  f o r  crude o i l  and 

na tu ra l  gas. For a n  individual.  well, t h e  p r o b a b i l i t y  of an  o i l  

discovery was much h igher  dur ing  t h i s  per iod i n  t h e  developing c o u n t r i e s  

r e l a t i v e  t o  t h e  developed world. By 1980, only i n  t h e  Asian a i l  

h p o r t i n g  c o u n t r i e s  were crude o i l  success rates Iawer than  those  for 

t h e  developed coun t r i e s .  Success ra tes  f o r  n a t u r a l  gas were h ighes t  i n  

t h e  developed c o u n t r i e s  r e f l e c t i n g  perhaps more of a concerted e f f o r t  

f o r  d i scover ing  and developing a l t e r n a t i v e s  t o  o i l .  

Developnent well d r i l l i n g  more t han  doubled between 1972 and 198Q, 

and, l i k e  explora tory  a c t i v i t y ,  most of t h e  i n c r e a s e  occurred i n  t h e  

developed coun t r i e s .  En 1980 the  developed c o u n t r i e s  accounted f o r  

near ly  93% of the world t o t a l  as depic ted  i n  Fig. 5 .  I n  abso lu te  

numbers, development d r i l l i n g  increased  i n  a l l  r eg ions  except  for  t h e  

Afr ican  o i l  expor t ing  developing c o u n t r i e s  ( O E D C s ) .  The s h a r e  of world 

development d r i l l i n g  increased  i n  t h e  Asian OEDCs and t h e  A s i a n  and 
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Fig .  3 .  Exploration r igs  a c t i v e  a t  year  end, 1975-1981 
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African O I D C s .  The resu1.tant changes i n  proved cruds o i l  and n a t u r a l  

gas reserves from d e v e l o p ~ e n t  d r i l l i n g  b e h e e n  1912 and 198: are shown 

i n  Fig. 6 .  Unlike exp lo ra t ion  and d s v e l o p e n t  data, o i l  and n a t u r a l  g a s  

resewes are heavi ly  concentrated among t h e  OEBCs. There was a d e c l i n e  

i n  the  s h a r e  of t h e  ~ e s e r v e s  held  by t h e  developed c o u n t r i e s  d e s p i t e  

t h e i r  record l e v e l s  OS e x p l o r a t i o n  and developnent a c t i v i t y .  The 

l a r g e s t  percentage i n c r e a s e s  i n  r e s e r v e s  occurred i n  the OIDCs; hcrweves, 

t h e i r  share remained r e l a t i v e l y  meager compared t o  t h e  world t o t a l .  As 

shown i n  Fig. 7, o i l  product ion increased  everywhere except. for the  

Middle East and Afr ican expor t e ra  between 1972 and 1980. The largest  

percentage inc rease  occurred i n  t h e  Asian expor t ing  coun t r i e s .  A 

s imilar  s i t u a t i o n  is found w i t h  n a t u r a l  gas, except  t h a t  t h e  share of 

product ion i n  the  developed c o u n t r i e s  dec l ined  by about 14%. 

Explora t ion  and developnent expendi tures  are, perhaps,  t h e  most 

unequivocal measure of a c t i v i t y .  Unfortunately,  comprehensive 

expendi ture  data are unavai lab le  f o r  developing coun t r i e s ,  To overcome 

t h i s  def ic iency ,  B l i t z e r  e t  al. (1983) employed three a l t e r n a t i v e  

techniques for e x t r a p o l a t i n g  investment c o s t  f u n c t i o n s  from known areas, 

such as t h e  United States,  i n t o  o t h e r  c o u n t r i e s  based on d r i l l i n g  

a c t i v i t y  r epor t s .  The results from a p p l i c a t i o n  of these methods shw, 

as expected, t h a t  investment expendi tures  are a l s o  h ighly  skewed toward 

developed coun t r i e s .  I n  1980, based on a n  average of t h e  t h r e e  methods, 

t h e  developed c o u n t r i e s  accounted f o r  over  70% of a l l  i n v e s t  

expendi tures .  The Asian 0EP)Cs and O I I s C s  accounted far 98 and 3 

r e spec t ive ly .  I n  Africa, the  share of t o t a l  expendi tures  was 3.6% f a r  

the O E D C s  and onily 0.5% f o r  t h e  OIDCs. The share of expendj t u r e s  among 

t h e  L a t i n  American O E D C s  and O I D C s  was 5.4% and 3.0$, r e spec t ive ly .  
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and nature.1 gas, 1972-1981 
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Since t h e  expendi ture  shares w e  higheri i n  developing c o u n t r i e s  r e l a t i v e  

t o  t h e  number of explora tory  and d e v e l o p e r &  wells, expendi tures  per  

well d r i l l e d  are also higher. 

The data and a n a l y s e s  show a clear b u t  perverse  r e l a t i o n s h i p .  

Explora t ion  and development a c t i v i t y  and expendi tures  are highly  

concent ra ted  i n  t h e  deVelQped na t ions ,  and o i l  and gas r e s e r v e s  and 

product ion  is concent ra ted  i n  t h e  developing na t ions .  F igure  8 d i s p l a y s  

t h i s  incons is tency  by showing t h e  percentage d i s t r i b u t i o n  of gross 

a d d i t i o n s  t o  hydrocarbon r e s e r v e s  and t h e  percentage d i s t r i b u t i o n  of  

explora tory  wells d r i l l e d .  To further i l l u s t r a t e  t h e  i n e f f i c i e n c y  i n  

e x p l o r a t i o n  and d e v e l o p e n t ,  B l i t z e r  e t  aP. ( 1983) cons t ruc t ed  a number 

of s ta t i s t ics  t o  measwe t h e  e f f e c t i v e n e s s  o f  explora tory  and 

development a c t i v i t y  du r ing  t h e  1972 t o  1980 period.  Figure 9 shows two 

of these -- m i l l i o n s  of barrels  o f  crude o i l  discovered pe r  explora tory  

w e l l  d r i l l e d  and barrels of new oil product ion per development w e l l  

d r i l l e d .  Explora t ion  e f f e c t i v e n e s s  was h i g h e s t  for t h e  Mideast o i l  

e x p o r t e r s  followed by the L a t i n  American, Afr ican,  and Asian OEDCs. The 

OIDCs had t h e  lowest e f f e c t i v e n e s s  i n  e x p l o r a t i o n  among t h e  developing 

coun t r i e s ,  but i t  was s i g n i f i c a n t l y  higher than  t h a t  r epor t ed  f o r  t h e  

developed coun t r i e s .  D e v e l o p e n t  e f f e c t i v e n e s s  was h ighes t  i n  t h e  

Afr ican o i l  impor te rs  and Asian o i l  expor te rs .  Only i n  t h e  L a t i n  

American o i l  import ing c o u n t r i e s  was d e v e l o p e n t  e f f e c t i v e n e s s  lower 

than  t h a t  for t h e  developed coun t r i e s .  

Although the  data unambiguously i n d i c a t e  t h a t  t h e  O I D C s  d i d  no t  

par t ic ipa te  i n  t h e  surge  of explora tory  and development a c t i v i t y ,  t h e  

a c t i v i t y  t h a t  d i d  occur  was overwhelmingly concent ra ted  i n  a few o i l  

producing O I D C s ,  and the  sha re  of a c t i v i t y  i n  t h e  nonproducing OIDCs 
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decl.ined cons iderably  relative t o  t h e  world t o t a l  ( kwlQrld Bank, 1983) 

Within the  o i l  producing O D C s ,  the ouajor31.t;y of the  a c t i v i t y  was carried 

out, by t h e  na t iona l  oil comgatrles of Argentina,  B r a z i l ,  and Ind ia .  

Between 1972 and 1985 o v w  90% of t h e  explora tory  wells i n  t h e  O I D C s  

were d r i l l e d  i n  t h e  countries t h a t  were a l r eady  producing o i l ,  and i n  

1980 the percentage was over 93%. I n  t h e  O I D C s ,  t h e  n a t i o n a l  o i l  

companies ( N O C s )  d r i l l e d  about 73% of t h e  we118 w i t h  t h e  ma jo r i ty  af 

these l i m i t e d  t o  t h r e e  country NQes -- Argentina,  B r a z i l ,  and Ind ia .  

The seven i n t e r n a t i o m l  mqjors accounted for  about 17% o f  the 

explora tory  we1 1s e 

2.2 The 1980s 

Between 1978 t o  1979 these was a second major world o i l  p r i c e  

i n c r e a s e  ($12.70 t o  $32.OO/bbl., Curllee, 1985). This  s t imu la t ed  an  

i n c r e a s e  i n  explora tory  a c t i v i k y  i n  OIDCs i n  t h e  e a r l y  1980s t h a t  

reached record  l e v e l s  i n  1982. The d a t a  far t h i s  per iod  show t h a t  

r e l a t i v e  t o  all t h e  OIDCs, t h e r e  was a s l i g h t  i n c r e a s e  i n  the  s h a r e  of 

wells d r i l l e d  i n  t h e  nonproducing c o u n t r i e s  from 1980 through 1982 

(Table  1 ) .  Although t h e  t o t a l  number o f  wells d r i l l e d  i n  t h e  O I D C s  were 

a t  r eco rd  l e v e l s ,  t h e  a c t i v i t y  was h ighly  skewed and l i m i t e d  t o  a 

r e l a t i v e l y  few c o u n t r i e s  i n  each region.  The Cameroon and t h e  Ivory 

Coast accounted for over  67% o f  t h e  explora tory  wells d r i l l e d  i n  Africa. 

Pn L a t i n  America, 77% of t h e  explora tory  wells were d r i l l e d  i n  Argent ina 

and B r a z i l .  The Sudan and Turkey had 6756 o f  t h e  explora tory  wells among 

t h e  North Afr ican  and Middle East QIDCs, And, Burma, Ind ia ,  Pakis tan ,  

Ph i l ipp ines ,  and Thai land accounted for nea r ly  a l l  of t h e  explora tory  

a c t i v i t y  i n  Asia. Other measwes o f  a c t i v i t y  show t r e n d s  t h a t  a m  

similar  t o  those  of the  1970s. 
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1978 1979 19$0 1981 1982 1983 

AFRICA--OIL PROWCERS 
Cameroon 
Ghana 
Ivory Coast 
Zai r e  
Subtotal  

AFR IC&- NON PRODUCERS 
Chad 
Eq ua t o r  i a1 G o i  nea 
Gambi a 
Guinea 
Kenya 
Mal i 
Maur f tan i  a 
N lger  
Senegal 
S i e r r a  Leone 
Soma1 i a  
Tanzania 
Su b t  o t n l  

21 25 17 18 11 4 
1 2 0 1 1 0 
5 3 2 10 14 4 
5 1 0 3 4 4 

32 31 19 3 2  30 12 

5 
0 
0 
0 
1 
0 
0 
0 
0 
0 
0 
0 
6 

1 0 0 0 0 
0 0 0 4 0 
1 0 0 0 0 
0 0 1 0 0 
0 0 1 1 Q 
1 0 0 1 0 
0 1 0 1 0 
3 3 0 2 1 
0 0 0 1 0 
0 0 0 1 0 
0 1 1 3 0 
1 0 0 2 1 
7 5 3 16 2 

TOT& AFRICA 38  38 24 35 46 14 

NO. AFRICA 8 MIDEAST--OIL PRODUCERS 
I s r a e l  5 7 10 7 14 8 
Morocco 4 7 10 1 4  11 8 
Tu r key 24  20 29 29 39 21 
Su b t  o t a l  33 34 49 50 64 37 

NO. AFRICA 4, MIDEAST--NCN PRODUCERS 
Jordan 1 0 0 0 2 4 
Sudan 4 6 8 14 17 24 
Yemen 0 0 2 1 0 0 
Subtotal  5 6 10 15 19 28 

TOTAL NO, AFRICA 8 MIDEAST 38 40 59 65 83 65 

AS I A--OIL FRODU CERS 
Surma 
I n d i  a 
Pakis tan 
P h l l  ipp ines  
Thai1 and 
Subtotal  

0 NA 11 17 19 NA 
66 65 14 17 NA NA 
6 10 9 13 10 14 

18 23 23 17 13 4 
8 10 14 21 30 38  
98 108 7 1  85 72 56 
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Tab1 E! 1. (cont inued)  

1978 1979 1980 1981 1982 19 

Bang1 a d s s h  
Korea 
Nepal 
Sri Lanka 
Subtotal  

TOTAL ASIA 

L AT I N  AMERI CA-- OIL PROW CE RS 
Argentina 
Barbados 
Bo1 i v  i a  
Braz I? 
C h i l e  
Colambl a 
Guatemal a. 
S u b t  ot a1 

LATIN AMERICA--NON PRODUCERS 
Dominican Republ i c  
Guyana 
H o n d u r a s  
J amaica 
Nicaragua 
Panama 
Pa rag u ay 
S u b t  o t  a1 

TOTAL LATIN AMERICA 

2 NA NA 5 2 1 
0 0 0 1 0 1 
0 8 0 1 0 0 
0 0 0 2 0 0 
2 0 0 (3 2 2 

100 168 71 94 74 58 

88 
0 
13 
89 
14 
29 
0 

233 

71 
0 
12 
134 
22 
30  
1 

27 0 

110 127 
0 3 
6 19 

166 245 
16 62 
34 75 
2 6 

334 537 

n 0 3 ” 
0 0 0 
2 1 1 
0 0 0 
3 0 0 
2 0 0 
3 1 0 
10 5 1 

107 
0 

33 4 
41 
73 
9 

5 82 

ia 

13 0 
0 
8 

27 5 
17 
36 
5 

47 1 

1 0 
2 0 
6 1 
4 0 
0 0 
0 0 
1 0 
8 1 

243 275 335 541 590 472 

Source: AAPG B u l l e t i n ,  ___.___ Worldwide Report I...---- Issues. I___ 

Notes: Only of fshore  wells d r i l l e d  a r e  reported f o r  B a n g l a d e s h  i n  
1978, Burma i n  1978, and I n d i a  i n  1980 and 1981. 



The change in o i l  rese~ves and d a i l y  product ion and gas r e s e r v e s  i n  

t h e  O I D C s  are shown i n  T a b l e  2. P ~ o v e d  o i l  r e se rves  increased  

s i g n i f i c a n t l y  i n  all regions.  There were also s i g n i f i c a n t  i n c r e a s e s  i n  

o i l  product ion and proved gas reserves i n  a l l  areas except  f o r  the  North 

Afr ican  and Middle East OIDCs. 

Beginning i n  mid-1981, there were a number of complex and 

i n t e r r e l a t e d  f a c t o r s  t h a t  caused a p r e c i p i t o u s  d e c l i n e  in explora tory  

a c t i v i t y  i n  1983 and t h e r e a f t e r  ( T a b l e  1 ) .  A worldwide economic 

r eces s ion ,  and t o  some e x t e n t  t h e  lagged a d d i t i o n  of more f u e l - e f f i c i e n t  

capi ta l  s t o c k  as a result of t h e  1978-79 price inc rease ,  sha rp ly  reduced 

t h e  demand f o r  oil, For example, bror3.d o i l  consumption was under 5 8  

m i l l i o n  barrels per  day i n  1983, down from t h e  record  l e v e l  of  65.1  

m i l l i o n  barrels per day i n  1979, and for t he  largest consumer, t h e  

United States, demand dropped by 20% from 1978 t o  1982 (Curlee,  1985).  

The expected results were a r educ t ion  i n  o i l  product ion and a d e c l i n e  i n  

world prices. Oil product ion among OPEC c o u n t r i e s  had f a l l e n  from 31 

m i l l i o n  barrels per dag i n  1979 t o  17.3 m i l l i o n  barrels per day i n  May 

1984 (Cur lee ,  1985). And i n  March 1983, OPEC reduced i t s  benchmark 

pr ice  by $5 per  barrel and imposed a n  output  ceiling of 17.5 m i l l i o n  

barrels per day. The effect  of this soft  energy market and d e c l i n i n g  

o i l  prices on  t h e  i n t e r n a t i o n a l  o i l  companies was as expected -- a 

reduc t ion  i n  cash flows, and hence, smaller e x p l o r a t i o n  budgets. 

Fu r the r ,  t h e  h igh  i n t e r e s t  rates t h a t  p reva i l ed  only l ed  t o  i n c r e a s e s  i n  

a l ready  high e x p l o r a t i o n  and d r i l l i n g  cos t s .  There i s  evidence t h a t  i n  

response t o  the r eces s ion ,  0U)Cs became more anxious t o  t a x  energy 

p r o j e c t s  i n  o r d e r  t o  stimulate t h e i r  own f a l t e r i n g  economies [ B l i t z e r  e t  

al. 1983). 
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Table 2 . Prwed o i l  and gas reserves and d a i l y  dl productton i n  OXBesp 
1980 and 1984 

---.__I .- 
1980 1 9 w  

o i  1 01 1 
01 1 Gas P r  aductl  on 01 1 Gas ProducPIon 

Region/Country 1,000 bbl  l o 9  CM f t  1,008 bb l /d  1,000 b b l  109 cu f t  1,000 bb l /d  

l!au.cA 
Ben1 n 1 

Cameroon 140,000 
Ghana 7,000 

Zaf re 135 , 000 
Su b t  ot a1 282,000 - 
I s r a e l  l r O O O  
M0rOCcCl 100 
Sudan - 
Turkey 125,000 

Ivory Coast - - 
Subtotal  126 n 100 

Bsli4 
Bang1 adesh - 
Burma 25 ,000 
I n d i a  2 ,6 001000 
Paki stan 200 roo0 
P h f l  i pp ines  25 ,000 
Th a1 1 and - 
Subtotal  2 * 850 t 000 

LA- 
Argentlna 
Barbados 
Bo1 i v i a  

C h l l  e 
Col ombla 
Gua temal a 
Subtotal 

B r a z i l  

2,400 r 000 
1 r500 

1501000 
1,200 roo0 

400 ,000 
7 101000 

16 rOOO 
4r897,500 

100 
25 

580 
625 

- 

8,000 
13 5 

9,300 
15,800 

8,000 
41,235 

- 

i 5 a 0  - 
5,400 
1,500 
2,500 
5 , 000 

2916 00 
- 

- 
57 .O 

3 .O 
22.0 
84.0 

2.0 

0.7 
0.2 

42.0 
42.9 

- 

- 
30.0 

185.0 
10.0 
14.0 

239.0 
- 

490.0 
1 .O 

30.0 
190.0 
30.0 
125.0 

3 .O 
869.0 

100.000 
550,000 

108,000 
l lO I000  
87 1,800 

3,800 

750 
250 

3 0 0 r O O O  
294,090 
595,000 

- 
28,000 

3,500,000 

16 n3 00 
156 ,000 

3,782~300 

a2,ooo 

2~266r000 
6 00 

158,000 
1,975 , 000 

7361000 
6 2 4 ~ 0 0 0  
500,000 

6 r 26 0 p 6  00 

..- 
4,150 

4 
3 roo0 

30 
7 r l W  

8 
I 

I 

6 00 
6 08 

7rflnO 

15,000 
15,760 

12 
5 I 900 

43,842 

170 

24,628 

4,270 
2,840 
2,360 
3,786 

30 
37.914 

- 

6.9 
125.0 

0.6 
22.0 
27 .O 

181.5 

0.1 
0.2 

41 .O 
41.3 

- 

30.0 
543 .Q 

18.0 
12.0 
19.0 

622.0 

467 .O 
1.7 

20.0 
437.0 

165.6) 
5.2 

1133.9 

38.0 

TOOT& OIDCs 8,155,600 71,510 1234.9 11~509,700 89,548 1978.7 

- 

Source: ~_aobl;aL_ILauroal, Worldwide Reports 1979, 1980, and 1985. 
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Another s ign i f i can t .  ~ a ~ ~ ~ ~ ~ ~ ~ t ~ ~ ) ~  0% the 198 s was the  deb t  crisis 

experienced by most developing countries. The  crisis affected t h e i r  

borrowing a b i l i t y ,  and., since o'hpe~ 60s of explorakwy a c t i v i t y  is  

carried o u t  by NQCs, i t  undoubtedly affected e x p l o r a t i o n  budget8 

(Mikesel l ,  1984). The last  y e w  of data on exp lo ra to ry  wells d r i l l e d  

shows a s i g n i f i c a n t  d e c l i n e  i n  a c t i v i t y  i n  all. r eg ions  except  f o r  the 

Asian o i l  producers.  The numher of wells d r i l l e d  i n  o i l  producing O I D C s  

f e l l  by about  20% (Tab le  1 ) .  However, the number of Wells d r i l l e d  i n  

t h e  nonproducing r e g i o n s  dec l ined  by nea r ly  one-half. 

The a v a i l a b l e  data show, for both t h e  19709 and 198Os, t h a t  t h e  

O I D C s  d i d  not  p a r t i c i p a t e  as a group i n  t h e  worldwide expansion of 

explora tory  and deve l s  e n t  a c t i v l t y  concomitant w i t h  t h e i r  p o t e n t i a l  a 

It is clear tha t  on t h e  basis of ths a v a i l a b l e  evidence ( i . e . ,  success  

rates and e f f e c t i v e n e s s  i n  e x p l o r a t l o n  and d e v e l o p e n t ) ,  more a c t i v i t y  

should have t aken  place i n  t h e  OIDCs. I n  t h e  mast comprehensive 

i n v e s t i g a t i o n  of explora tory  a c t i v i t y  i n  developing coun t r i e s ,  Bl i tzer  

e t  a l .  (1983) assert t h a t  a l though exp lo ra t ion ,  development, and 

product ion  costs are higher  i n  O I D C s ,  and d i s c o v e r i e s  are l i k e l y  t o  be 

of smd.ler s i z e ,  t h e  data i n d i c a t e  t h a t  e x p l o r a t i o n  i n  developing 

c o u n t r i e s  is n e i t h e r  more risky geo log ica l ly ,  nor more expensive per 

barrel of  r e se rve  a d d i t i o n s ,  t han  t h e  average elsewhere. I n  t h e  

fo l lowing  s e c t i o n  some of t h e  nongeologic f a c t o r s  t h a t  might  exp la in  t h e  

lack of e x p l o r a t i o n  and developaent  I n  O D C s  are  discussed.  





The ma jo r i ty  of o i l  and ga.s e x p l o r a t i o n  and development i n  O I D C s  

has been undertaken by n a t i o n a l  o i l  companies, and i t  has  been conceded 

t h a t  not  enough i s  undertaken by p r i v a t e  petroleurn @smpanies. [Even 

t h e  Nat ional  Petr-olewu Council (1982) a d m i t s  t o  t h e  low l e v e l  of 

a c t i v i t y  by U.S. petroleum companies i n  Q X D C s . ]  The World B a n k  (1983),  

Broadman (19831, and o t h e r s  have i d e n t i f i e d  a number of o b s t a c l e s  t h a t  

m a y  have deterred o r  l i m i t e d  petroleum company p a r t i c i p a t i o n .  These 

c o n s t r a i n t s  i nc lude  ( 1  1 geo log ica l  prospec ts ,  (23 t h e  e x t e n t  of 

i n f r a s t r u c t u r a l  development, ( 3 )  eori t ractual  arrangements and t axa t ion ,  

and (4) p o l i t i c a l  r i s k .  Each of' these d e t e r r e n t s  is  discussed i n  t h e  

remainder of t h i s  s e c t i o n ,  

3.1 Geological  Prospec ts  

The global d i s t r i b u t i o n  of o i l  and gas r e s e r v e s  is  h ighly  skewed, 

w i t h  57% of proven r e s e r v e s  now held by the  Middle East na t ions .  The 

c o u n t r i e s  i n  Asia and t h e  P a c i f i c ,  Western Europe, Africa, and the  

Western Hemisphere c u r r e n t l y  hold about 2.6J,  3 . 5 8 ,  8.0%, and 16.8 

world proven r e se rves ,  r e spec t ive ly .  Between 1980 and 1985 t o t a l  world 

proven r e s e r v e s  increased  by near ly  9 .O% ; however, t h e  d i s t r i b u t i o n  of 

these r e s e r v e s  changed very l i t t l e  ( , 1979 and 1984) I) 

The World Bank  (1979) r epor t ed  t ha t  of 70  developing c o u n t r i e s  

evalua.ted, 23 had very  high ( o v e r  3,500 m i l l i o n  barrels) or high (750 t o  

1,500 m i l l i o n  barrels) petroleum prospects ,  and a n  a d d i t i o n a l  15 had 

f a i r  (100 t o  750 m i l l i o n  barrels) prospec ts .  While there are good 

p rospec t s  f o r  economically recoverable  o i l  and gas d e p o s i t s  i n  O D G s ,  

23 



Lhea-e. is a high p robab i l i t y  t h a t  t h e  fielda discover*cd w i l l  be sma l l -  

s.f.eed. It is w i d e l y  acknwrledged t h a t  the ~ J S P  i n t e r n a t i o n a l  o i l  

companies seek large o i l  and gas f i e l d s ,  and have no par- t icular  i n t e r e s t  

i n  o i l  f i e l d s  under 50 million barrels and gas f i e lds  under 3 to 5 

t r i l l i o n  cubic  feet  (Palmet-, 1983). I n  genera l ,  the l a c k  of i n t e r e s t  i n  

mi i l l - s i zed  f i e lds  by large o i l  companies results from t h e  fact  t h a t  

e x p l o r a t i o n  and developela t  c o s t s  per  u n i t  ou tput  are  much h igher  and 

t h a t  small-sized f i e l d s  are less  l i k e l y  t o  produce an  expor t ab le  

su rp lus ,  which is d e s i r e d  i n  order  t o  secure s u p p l i e s  f o r  downstream 

r e f i n i n g  o p e r a t i o n s  and t o  assme access  t o  f o r e i g n  exchange. The 

smaller independents  could e f f e c t i v e l y  e x p l o i t  small- s i zed  f i e l d s  

according t o  Palmer (1983);  hcwever, they have not been a c t i v e  because 

they have been cons t ra ined  by cash flaws, have taken  advantage of 

domestic t a x  advantages,  and have l imi ted  a b i l i t y  t o  spread  r i s k  amow 

mul t i p l  e ventures .  

To be sure, prospec t ive  f i e l d  s i z e  is  a c h a r a c t e r i s t i c  of 

exp lo ra t ion  t h a t  depends c r i t i ca l ly  on world o i l  p r ices .  For example, 

t he  percentage of f i e l d s  abandoned i n  t h e  United States having less than  

1 m i l l i o n  b a r r e l s  of o i l  dec l ined  from 24% between 1947 and 1969, t o  

6.1% between 1970 and 1972, and dropped t o  0% between 1973 and 1975 

( Wol s t a d t  , 1 983 1 . 
3.2 I n f r a s t r u c t u r d l  Development 

It is conceded t h a t  e x p l o r a t i o n  and developnent i n  O D C s  i s  more 

expensive,  and t h e  l a c k  of i n f r a s t r u c t u r e  is one c o n t r i b u t i n g  f a c t o r .  

Broadman (1984) found i n  an  econometric a n a l y s i s  o f  exp lo ra t ion  i n  

developing c o u n t r i e s  t h a t  i n f r a s t r u c t u r e  was a h ighly  s i g n i f i c a n t  f a c t o r  

i n  determining a c t i v i t y  i n  t h e  o i l  producing developing coun t r i e s .  The 



h e r f c a n  Petrol e 

without Infrastructure  a r e  l ikely to be a t  an exploratfa di sa& antage 

regardless of the prospects of t h e  geo7 o g .  Fu rthermoret any 

infrastructure  requi sed t o  begin exploration and devel optnent reduces t h e  

to ta l  mount of r isk capital  avail ab7 e. And because infrastructure  has 

many 'public Fad' character is t ics ,  t h e  private sector i s  unlikely t o  

p rov ide  i t .  T h e  National Petroleum Council (19821 argues t h a t  t h i s  is 

an appropriate area for third party8 particularly t h e  World Bank? 

f i nanci ng i nvol vment. 

3.3 Contractual Arrangements and  Taxation 

There a re  four  types of contractual arrangements t h a t  have been 

used  in  developing countries. These include (1) concessionsD (2) 

product.ion-sharing contractsD ( 3 )  non- risk and risk service contracts, 

and (4)  j o i n t  ventures (see Broadmans 1983D Mikc3Seflr 1984, G i l l i s ,  1982 

and the National Petroleum CouncilD P982# for more detailed 

d i  scussi ons) . Concessi on arrangements essenti a1 ly gi v e  t h e  oi 1 campany 

wnership i n  t he  oil  produced. T h e  host government typically receives a 

portion of t h e  production a s  a royalty and l ev ie s  a tax on the  revenue 

from the balance of the production. The oi l  company provides a l l  of the 

exploration and development capi ta l r  and hence assunes a l l  the risk. 

Under production-sharing contracts8 the oil  company provides a l l  of t h e  

exploration and development capital and receives a portion of the output 

t o  recover i t s  c a s t s .  The balance of production 15 shared between the 

host government and t h e  oil  canpany according t o  some prescribed rate. 

T h e  host government shares d i  rectly I n  t h e  deve l  opnent risk. Under now 

risk service contractsD t h e  oil company provides exploration and/or 

development services i n  return for  a fixed fee. A l l  exploration and 



en t  r i s k s  are bosae by t h e  hos t  gsver~mernt. The  r i s k  s e r v i c e  

c o n t r a c t  i s  a v a r i a n t  whemby the o i l  company provides  f o r  explora t ion ,  

and, if a discovery i s  m d e ,  t h e  hos t  goverrment compensates the o i l  

company w i t h  a fee  t o  cover e x p l o r a t i o n  and davelopnent cos t s .  Here t h e  

o i l  company assumes t h e  exp lo ra t ion  r i s k  and t h e  hos t  government assumes 

all of t h e  development r i s k .  The las t  form of con t r ac t ,  t h e  .joint+ 

venture ,  i s  an  arrangement in which t h e  hos t  government provides  equ i ty ,  

u sua l ly  i n  t h e  develo ent s t age ,  along w i t h  t h e  o i l  company. The o i l  

company's exp lo ra t ion  cos ts  are recovered first and then  each par ty  

shares i n  t h e  r e t u r n s  i n  propor t ion  t o  t h e i r  r e s p e c t i v e  equ i ty  

i n t e r e s t s .  

I n  r e c e n t  y e a m  there  has been s h i f t  away from concessionary 

agreements t o  product ion-sharing con t r ac t s .  Braadman ( 1  984) found i n  a 

s tudy of 47 O E D C s  and OlCDCs t h a t  77% were us ing  exc lus ive  concessions i n  

1970, and, i n  1980, t h i s  percentage had dropped t o  34$, This t r e n d  

c l e a r l y  shows an  i n c r e a s i n g  involvement by host  governments i n  petroleum 

related a c t i v i t i e s ,  and, mewe important ly ,  a greater w i l l i n g n e s s  t o  

accep t  some of t h e  r i s k s ,  a l though i n  most cases only developnent r i s k s .  

Fur ther ,  i n  t h e  1970s state o i l  companies h e l d  exp lo ra t ion  r i g h t s  on 

acreage far i n  excess  of what they could hope t o  explore .  Since then  

prospec t ive  acreage has become more a v a i l a b l e  t o  p r i v a t e  firms. 

The evo lu t ion  of con t r ac t ing  arrangements has  a l s o  l e d  t o  a gradual 

blurring and changing of the f i s c a l  p rov i s ions  embodied i n  each t y p e  of 

agreement. There are t h r e e  d i s t i n c t  forms of t a x e s  preva len t  i n  the 

various con t rac t ing  arrangements: ( 1) s i g n a t u r e  bonuses, (2) roya l  t i e s ,  

and (3 )  profit t a x e s  (aga in ,  see Broadmans 1983 and 1984, Mikesell, 

1984, and G i l l i a ,  1982 f o r  more d i scuss ion ) .  A s i g n a t u r e  bonus is  



e s s e n t i a l l y  a front-end lump sum t a x  t h a t  i s  pa id  by t h e  of1 cmpany fo r  

t h e  r i g h t  t o  explorep and i s  usua l ly  associated w i t h  compet i t i ve  b iddfng 

for  exp1 o r a t i o n  r igh ts .  In s i  traations where t h e r e  i s  considerable 

geol ogfc 1 nformation, and where t h e  prospects f o r  a dl  scovery a re  p o d p  

bonuses prov ide a mechanism f a r  increas ing t h e  share of econanic r e n t s  

go ing t o  t h e  host  government i n  e a r l y  years. Hmever, compet i t i ve  bonus 

b idd ing  may f a i l  t o  a t t r a c t  prospect ive o i l  companies and be counter 

p roduc t ive  when t h e r e  i s  l i t t l e  geolog ic  information; a case i n  p o i n t  i s  

prov ided by Guatemal a (Mi kese l l ,  1984). 

The main revenue generating f i s c a l  instruments used by devel oping 

c o u n t r i e s  a r e  t h e  r o y a l t y  payment and t h e  p r o f i t  tax. Un l ike  bonuses, 

t h e  key fea tu re  of these f i s c a l  instruments i s  t h a t  they a r e  paid i n  t h e  

f u t u r e  and only  payable upon discovery and production. Further, t h e  

bonus payment has t h e  e f f e c t  of  decreasing t h e  expected r a t e  o f  r e t u r n  

o f  a lease as compared t o  t h e  r o y a l t y  and p r o f i t  taxp which when 

discounted t o  t h e  present has a lower n e t  present value. The d i f f e rence  

betxeen t h e  two f i s c a l  fnstruments i s  t h a t  r o y a l t f e s  a r e  f l x e d  payments 

l e v i e d  on each u n i t  ( o r  gross revenue) o f  oil produced, and t h e  p r o f i t  

taxes a r e  l e v i e d  on n e t  revenues and a r e  no t  pa id  u n t i l  t h e  o i l  and gas 

development begins making a p r o f i t .  Re la t i ve  t o  t h e  o ther  f i s c a l  

measuresr t h e  p r o f i t  t ax  r e s u l t s  i n  more r isk-sharing; hwever r  prof it 

taxes have t h e  disadvantage of del aying revenues t o  t h e  host  government. 

P r o f i t  taxes may also show up as w ind fa l l ,  excess p r o f i t ,  and resource 

r e n t  taxes, which are  designed t o  capture t h e  w ind fa l l ,  excess p r o f i t ,  

o r  r e n t  when t h e  r a t e  of r e t u r n  on t h e  investment t o  t h e  oil cmpany 

exceeds some speci f i e d  1 eve1 . 
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From t h e  pe r spea t ive  of t he  oil. company, t h e  major d i s t i n c t i o n  

bekween t h e  r o y a l t y  payment and t h e  p r o f i t  t ax  is  t h a t  t h e  tax  i s  

usua l ly  creditable a g a i n s t  t h e  o i l  company' s government income taxes ,  

w h i l e  t h e  r o y a l t y  is considered a deductdble  expense. Q u i t e  n a t u r a l l y ,  

there has been a tendency For o i l  companies t o  encourage f o r e i g n  

goverrments t o  label .rcy~X~ilies as taxes. I n  t h e  'United S t a t e s ,  

determining whether a p a r t i c u l a r  t ax  i s  an  income tax,  and therefare 

c r e d i t a b l e ,  i s  a very con ten t ious  i s sue .  I n  1975 Sec t ion  907 of" t he  

I n t e r n a l  Revenue Code was enacted t o  provide c l a r i f i c a t i o n .  The code 

provides  t h a t  t h e  t a x  a U.S* company pays on f o r e i g n  o i l  and $as 

e x t r a c t i o n  income q u a l i f i e s  t o  %he e x t e n t  of a c red i t  of up t o  48% 

( i . e . ,  h i g h e s t  U.S. rate).  Taxes above 48% could no t  be credited or 

deducted. Fu r the r ,  t h e  IRS p o s i t i o n  was now t o  restrict  c r e d i t a b l e  

t a x e s  t o  those  t h a t  bear a s t r o n g  resemblance t o  t h e  s t ruc ture  of t h e  

U.S. income tax.  The 1975 t a x  code a lso  provided t h a t  losses generated 

by petroleum o p e r a t i o n s  could be used t o  reduce f o r e i g n  o i l  and gas 

nonex t rac t ion  income. This  s i n g l e c o u n t r y  l o s s  r u l e  e f f e c t i v e l y  raised 

t h e  l e v e l  of f o r e i g n  income, thereby al lowing a g r e a t e r  use of f o r e i g n  

tax credi ts .  The impact of t h e  s i n g l e c o u n t r y  l o s s  r u l e  would be t o  

stimulate exp lo ra to ry  d r i l l i n g  abroad;  however, t he  r e s t r i c t i o n s  on t h e  

use of f o r e i g n  t a x  c red i t s  i n  a d d i t i o n  t o  o t h e r  l e g i s l a t i o n ,  notably 

The Foreign Corrupt P r a c t i c e s  Act, The Export Adminis t ra t ion  Act, and 

The Tax Reform Act, have burdened t h e  ope ra t ions  of U.S. petroleum firms 

opera t ing  abroad (NPC,  1982). Although not  conclusive,  the  d a t a  on  the 

number of explora tory  wells d r i l l e d  by U.S. firms i n  O I D C s  dec l ined  

s i g n i f i c a n t l y  after 197'5 (Fig. 10) .  Moreover, i n  1982 t h e  
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countries by U.S. companies, 1966-1980 



single-country l a s s  p u l e  was repealled w i t h  t h e  passage sf t h e  Tax Equity 

and ~i sca l  Respons ib i l i ty  Act ('I"EFRA) in 1982. Noreover, t h e  ex i s t ence  

of spec ia l  t a x  b e n e f i t s ,  s ~ i &  as d r i l l i n g  funds  f o r  i nd iv idua l  i n v e s t o r s  

and percentage dep le t ion  jllc?rsances for c e r t a i n  o i l  companies, f u r t h e p  

discourages: U. S. firm from ope ra t ing  abroad. 

A s  r epor t ed  by Broadman (1983 and 19841, t h e  l a s t  decade has  seen  

a n  inc rease  i n  y i e l d s  accru ing  t o  hos t  g ~ v e r  e n t s  as  a result of h igher  

l e v e l s  of t a x a t i o n  and a change i n  the  mix of fiscal instruments.  

S p e c i f i c a l l y ,  a s h i f t  away from r o y a l t i e s  t o  t h e  use of mom p r o f i t  

taxes. S t i l l ,  i n  ffiiast developing coun t r i e s ,  t h e  use of high r o y a l t i e s ,  

large hos t  government product ion shares, bonuses and compet i t ive  

bidding, high income t axes ,  uindfal .1 taxes t h a t  are not commetlsuPat;e 

w i t h  r i s k ,  and t a x  s y s t e m  t h a t  do not allow f o r  fo re ign  t a x  credits, 

have not  encouraged e x p l o r a t i o n  and d e v e l o p e n t  (Mikesell, 1984). 

Fu r the r ,  fiscal instruments ,  i n  p a r t i c u l a r  prof i t  taxes ,  are gene ra l ly  

a p p l i e d  uniformly across f i e l d s  and t h u s  tend  t o  be regress ive .  That 

is, t h e  host governmentes share of p r o f i t  bears no resemblance to field 

s i ze .  Palmer (1983) states ,  n I n  response t o  t h e  large o i l  p r i ce  

inc reases ,  c o u n t r i e s  raised s u b s t a n t i a l l y  t h e  government share of 

p r o j e c t  revenues from r o y a l t i e s ,  t axes ,  product ion shares ,  and so on t o  

o b t a i n  a larger share of t h e  resowce r e n t  and t o  l i m i t  the 'w indfa l l  

ga ins '  made by i nves to r s .  However, t h e  s t r u c t u r e  of t h e  fiscal terms i n  

maw cases  not  only l i m i t e d  windfa l l  g a i n s  but a l s o  made i t  unpro f i t ab le  

fop i n v e s t o r s  t o  exp lo re  fo r  mal l  fields.@ 

The World B a n k  C 1983) n o t e s  t h a t  a number of c o u n t r i e s  have made 

cond i t ions  more a t t r a c t i v e  t o  o i l  f ims i n  r ecen t  years .  Inc reas ing  

p rogres s iv i ty  i n  t a x  s t r u c t u r e s  w i l l .  UndQUbtedly make high cost, s m a l l  
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f i e lds  more appea l ing  to p o t e n t i a l  i n v e s t o r s ,  I n  a s imula t ion  of t h e  

p r o g r e s s i v i t y  of  tax s t r u c t u r e s ,  Kemp and Rose (1982), found tha t  

d e s p i t e  r e c e n t  impr,ovements a t  i n c r e a s i n g  p r o g r e s s i v i t y ,  t a x  s t r u c t u r e s  

s t i l l  discriminate a g a i n s t  o i l  and gas f ie lds  characteristic of 

developing coun t r i e s .  Broadman ( 1984) g i v e s  two r easons  fo r  the 

r e l u c t a n c e  on t h e  p a r t  of hos t  governments t o  adopt  more progress ive  

c o n t r a c t  and t a x  s t r u c t u r e s .  P rogres s iv i ty  would s h i f t  a higher degree 

of r i s k  t o  t h e  h o s t  government and tax revenues  would no t  accrue  u n t i l  

t he  p r o j e c t  is w e l l  underway. 

3 . 4  Folitical Risk 

P o l i t i c a l  r i s k  from t h e  perspec t ive  of t h e  o i l  f i rm is usually 

characterized by expropr i a t ion ,  n a t i o n a l i z a t i o n ,  r e s t r i c t i o n s  on access 

t o  f o r e i g n  exchange, property damage, and any o t h e r  changes i n  t h e  

bus iness  e n v i r o m e n t  a s s o c i a t e d  w i t h  p o l i t i c a l  even t s  (Broadman, 1983). 

To paraphrase Pa lmer  (1982) although there is  wide conten t ion  t h a t  

p o l i t i c a l  r i s k  i s  a n  impediment t o  o i l  and gas exp lo ra t ion ,  the evidence 

suggests t h a t  the major i n t e r n a t i o n a l  o i l  companies do not  view it as a 

s e r i o u s  problem. Like geologic  r i s k ,  t h e  large o i l  f i r m s  have 

a l t e r n a t i v e  strategies t o  mitigate r i s k ,  the smaller f i r m s  having fewer 

opt ions .  

O i l  firms can minimize p o l i t i c a l  r i s k  by adopt ing  r i s k  a v e r t i n g  and 

market d i v e r s i f i c a t i o n  s t r a t e g i e s ,  Risk a v e r t i n g  strategies could 

inc lude  adding r i s k  prexiums t o  r equ i r ed  expected rates of r e t u r n  on o i l  

and gas investments  o r  by r e q u i r i n g  s h o r t e r  payback per iods  an 

investments .  To be sure, t hese  p o l i t i c a l  r i s k  a v e r s i o n  strategies 

require higher minimum acceptable s e l l i n g  p r i c e s  and detract from t h e  

economic v i a b i l i t y  of e x p l o r a t i o n  and developnent programs. 



Al te rna t ive ly ,  r i s k  can be o f f s e t  by engaging i n  o i l  exp lo ra t ion  i n  a 

number of c o u n t r i e s  s imultaneously (1. e. , r i s k  spreading) .  P o l i t i c a l  

r i s k  can a l s o  be t r a n s f e r r e d  t o  the e x t e n t  t h a t  t h e  hos t  government 

participates on a n  equity Basis i n  exp lo ra t ion  j o i n t  ventures .  Perhaps 

t h e  most comprehensive measwe a v a i l a b l e  t o  minimize r i s k  i s  t o  purchase 

p o l i t i c a l  r i s k  insurance  o f f e red  t o  U.S. f ims  through the  Overseas 

P r i v a t e  Investment Corporat ian (OPIC) . T h i s  p o l i t i c a l  r i s k  insurance  

program was enacted i n  1969 t o  fac i l i t a te  the  p a r t i c i p a t i o n  of U.S. 

companies i n  t he  economic and social. progress  o f  developing coun t r i e s .  

O P E  insurance provides coverage f o r  expropr i a t ion ,  c o n t r a c t  

a l t e r a t i o n s ,  damage, i n t e r f e r e n c e ,  and i n c o n v e r t i b i l i t y  of currency. 

However, t h e  insurance  program i s  restpicted t o  c o u n t r i e s  t h a t  have a 

special  insurance agreement w i t h  t h e  U. S .  government. 

Large i n t e r n a t i o n a l  o i l  companies. have many op t ions  f o r  dea l ing  

w i t h  p o l i t i c a l  r i s k ;  smaller f i r m s  t h a t  cannot spread r i s k  can engage i n  

j o i n t  ven tu res  and purchase insurance.  As discussed i n  t h e  next 

s e c t i o n ,  t h e  World Bank is  making a presence i n  oil and gas e x p l o r a t i a n  

and d e v e l o p e n t ,  and t h e  mere presence of t h e  Bank can h e l p  t o  reduce 

t h e  percept ion  of p o l i t i c a l  r i sk .  



4. THE WORLD BANNS CATALYTIC EFFORTS 

Many c o u n t r i e s  have experienced an  a b s o l u t e  decline i n  explora tory  

a c t i v i t y ,  and i n  still. o t h e r  coun t r i e s ,  apparent ly  r ich  i n  p o t e n t i a l ,  

there has been no exp lo ra to ry  a c t i v i t y  whatsoever. In an  e f f o r t  t o  

promote e x p l o r a t i o n  and development, i n  O I D C s ,  va r ious  rnul ti1atervi.I and 

bilateral  a s s i s t a n c e  programs have been formulated.  The most important  

and comprehensive of these is t h e  World Bank's program t o  accelerate 

petroleum product ion  i n  developing coun t r i e s .  

I n  1977 t h e  World Bank approved and i n i t i a t e d  a program c a l l i n g  f o r  

expansion of lending  i n  t h e  develapnent  of f u e l  and n o w f u e l  mineral  

resources of member c o u n t r i e s  [Wo:-ld Bank, 19791. The focus  of the  

program was t o  be on c o u n t r i e s  t h a t  have good p rospec t s  for producing 

petroleum, but  do not  have t h e  experience t o  do so without  t echn ica l  

a s s i s t a n c e .  Moreover, p r i o r i t y  was t o  be g iven  t o  those  c o u n t r i e s  t h a t  

are poor, have large populat ions,  are heav i ly  dependent on o i l ,  and have 

t h e  greatest need f o r  technical a s s i s t a n c e  [World Bank, 19791. 

The World Bank (more s p e c i f i c a l l y  t h e  I n t e r n a t i o n a l  Bank f o r  

Recons t ruc t ion  and Development and t h e  I n t e r n a t i o n a l  Deve lopen t  

Assoc ia t ion)  lending  program from J u l y  1977 through June 1984 is  

summarized i n  Table  3 .  The program grew s t e a d i l y  each y e a r  from $150 

m i l l i o n  i n  f iscal  year 1978 t o  over  $1 b i l l i o n  i n  f iscal  year 1983. I n  

I984 o i l  and gas l end ing  dec l ined  apprec iab ly .  The data r evea l  t h a t  a i l  

and gas l o a n s  were p r imar i ly  directed a t  e x i s t i n g  o i l  producing 

coun t r i e s .  As a group they rece ived  approximately 86% of t o t a l  l o a n s  

approved, and w i t h i n  t h i s  group t h e r e  were a number of oil expor t ing  

n a t i o n s  -- China, Congo, Egypt, Migaria, Peru, and Tunis ia .  The o i l  
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Tab1 e 3 .  Worl d Bank o i l  and gas lend ing  prod %tss  1997-1.984 

Country sunt  Project Type 
-- - 

I n d i  a - 
Thai 1 and 
Turkey 
Paki s tan  
EgY P t  - 
Thai 1 and 
Congo 
Peru 
Morocco 
Ma da ga sca r 
Bo1 i v i a  

Honduras 
Tuni s i  a 
Soma1 i a  
Tanzani a 
Argentina 
South Yemen 

EgY P t  

- 
L i b e r i a  
Turkey 
I n d i a  
Turkey 

Bang1 adesh 
Guinea-Bissau 
Panama 
Mal i 
Jamaica 
P o r t  uga 1 
Costa Rica 

EgY Pb 

150.0 

4.9 
2.5 
30.0 
m 
112.4 

107 .Q 
5 .Q 
32.5 
50.0 
12.5 
16.0 
50.0 
3 .Q 
37.0 
6.0 
30.0 
27 .0 
9.D 
385.0 

5.0 
25.8 

400 .O 
62.0 
25.0 
85 .Q 
6.8 
6.5 
3.7 
7.5 
20.0 
3.9 

649.5 

04 1 Devel opnent 

Gas D ~ e l  opment 

O i  1 Devel o p n ~ n t  
Gas Devel opment 

o i  1 Bevel o p e n t  

Gas Devel opment 
Expl o r a t i o n  Pranot i  on 
(>I 1 Devel opment 
Expl o r a t i o n  Support 
Expl o r a t i o n  Pranot ion 
Expl o r a t i o n  Support 
Gas Dsvel opment 
Expl o r a t i o n  Pranot i  on 
Gas Devel o p e n t  
Exp lo ra t ion  Pranot ion 
Exp lora t ion  Support 
Exp lo ra t ion  Support 
Expl o r a t i o n  P r m o t i  on 

Expl o r a t i o n  Pranot i  on 
Expl o r a t i o n  Support 
O i  1 Devel opment 
O i  1 Devel opment 
Expl o r a t i o n  Support 
Gas Devel opment 
Exp lora t ion  Promotion 
Expl o r a t l  on P r m o t i  on 
Expl o r a t i o n  Pranot ion 
Expl o r a t i o n  Support 
Exp lo ra t ion  Support 
Expl o r a t i o n  Pranot ion 



Tab1 8 3. (cont inuedl  

Argent ina 
Argent ina 
Wauri t a n i  a 
Gambia 
Ke ny a 
Taw ani a 
Guy ana 

North Yemen 
Peru 
Pndi a 
Romani a 
Nepal 
Thai 1 and 
I vo ry  Coast 

EgY P t  

- 
China 
Ch i na 
Equator1 a1 Gul nea 
Eth i opi  a 
Ghana 
Guinea-Bissau 
I n d i  a 
I n d i a  
Madagascar 
Morocco 
Pakis tan 
Papua Nw Guinea 
Peru 
P h i l  ipp ines  
Senegal 
Turkey 

200 .o 
100.8 
3 *Q 
I. .5 
4.0 
20.0 
2.0 
90 .O 

2 .o 
5.3 

200 .o 
101.5 
9.2 
90.0 
u 
930.0 

162.4 
100.8 
2.4 
7 e0 
11 .o 
13 .1 
165.5 
222.3 
11 .s 
75.2 
43 .O 

3.0 
81.2 
37.5 

9.5 
51.,2 
1,000.6 

01 I Devel opmsnt 
81 1 Devel opment 
Expl o i ra t i  on P r m o t i  on 
Expl a r a t i  on Pranot i  on 
Expl o r a t i o n  Pranot i  on 
Exp lora t ion  Support 
Expl o r a t l o n  Pranot lon 
Gas Devel opnent 
Exp lo ra t ion  Pranot ion 
O i  1 Devel opmant 
Od 1 Devel opnent 
Qi l Devel apnent 
Expl oratl  on Prcmot i on 
Gas Devel opment 
O i  1 Devel opment 

Q i  1 Devel opnent 
Q i  7 Devel opnent 
Expl o ra t fon  P r m o t i o n  
Expl o r a t i o n  Pranot i  on 
Expl o r a t i o n  P r m o t i  on 
Exp lora t ion  Pranot ion 
Expl o r a t l o n  Support 
Gas Devel opment 
Exp lo ra t ion  Support 
Expl o r a t i o n  Support 
Gas Development 
Exp lo ra t ion  Pranot ion 
01 1 Devel opment 
Expl o r a t i o n  Support 
Expl o r a t i o n  Pranot i  on 
Exp lora t ion  Support 
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Table 3. (continued) 

b u n t  ry Pro j  ect Ty pe 

Bang1 adesh 
Benin 
China 
Guinea 
Hungary 
I n d i  a 
N i g e r i a  
Paki stan  
Paki s tan 
Smal  i a  
Za i  r e  

23 .0 
18.0 
180.3 
8.6 
9Q*0 
242.5 
25.0 
51.5 
30.0 
18.0 
4..5 
6110.8 

Total Exp lo ra t ion  Promotion 

Total Exp lo ra t ion  Support 

Tota l  O i l  Devel opment 

Tota l  Gas Devel opment 

TOTAL PLL PRQJECTS 

Expl ora t l  on Pranot i  on 

Exp lora t ion  Support 
Expl o r a t i o n  Pranot ion 
O i  1 Devel oprnent 
O i  1 Devel oprslant 
Gas Devel o p e n t  
Expl orat-! on Support 
O i  1 Devel opment 
Expl o r a t i o n  Support 
Expl o r a t i  on Pranot i  on 

163.7 
(4.3%) 

735.2 
(19.1%) 

28116.2 
(55. ox 1 

829.2 
(21.6%) 

3 8838.3 
(100.0%) 

Source: Worl d Bank Annual Reports and Nat lsnal  Pet ro l  eum Counci 1 



expor t ing  c o u n t r i e s  rwceived nemr8;g $790 m i l l i o n  d o l l a r s  i n  Loans o r  

about 20% of  t h e  t o t a l  program. The bu lk  of t h e  l end ing  was also 

directed t o  a r e l a t i v e l y  few coun t r i e s ,  I n d i a  i n  p a r t i c u l a r .  The three 

largest r e c i p i e n t s ,  Ind ia ,  China, and Egyptr accounted f o r  near ly  $2 

b i l l i o n  i n  l o a n s  o r  over 50% of t o t a l  progpam lending.  Table 3 a l s o  

summarizes l end ing  by type  of p ro jec t .  Given t h e  c o u n t r i e s  involved, i t  

is not  s u r p r i s i n g  t o  f i n d  t h a t  over  75$ of t h e  lending  was t o  oil and 

gas d e v e l o p e n t  p r o j e c t s  w i t h  only 14% t o  explora tory  related 

a c t i v i t i e s .  

The World Bank o i l  and gas l end ing  program has been heav i ly  

c r i t i c i z e d  by t h e  American Petroleum I n s t i t u t e  (1983) and by t h e  

Nat ional  Petroleum Council (1982).  They no te  t h a t  t h e  bu lk  of t h e  

l end ing  has gone t o  stat+-awned o i l  companies, the effect of which was 

t o  merely displace p r i v a t e  p a r t i c i p a t i o n  without  i nc reas ing  the  o v e r a l l  

l e v e l  of hydrocarbon supp l i e s .  T h e i r  conten t ion  is supported by a U,S. 

Treasury s tudy  t h a t  claims t h a t  there were no i n s t a n c e s  through 1981 i n  

which f inanc ing  by t h e  World Bank had been supplemented by a p r i v a t e  o i l  

firm. Moreover, t h e  NPC and t h e  API fear tha t  s i n c e  World Bank 

resowces are limited,  d i v e r s i o n  of funds  t o  petroleum p r o j e c t s  would 

i n h i b i t  t h e  d e v e l o p e n t  of badly needed i n f r a s t r u c t u r e  improvements, 

which i n  t h e  long term may do more to at t ract  p r i v a t e  indus t ry .  

The A P I  recommends t h a t  funds should be restricted t o  supplying 

suppor t  for geophysical  surveys,  developuent of oil and gas 

i n f r a s t r u c t u r e ,  t echn ica l  a s s i s t a n z e ,  and f inanc ing  a host count ry ' s  

share of development c o s t s  when a l k e r n a t i v e  f inanc lng  is  not a v a i l a b l e .  

The NPC ho lds  a similar pos i t i on ,  except  t h a t  i t  goes a b i t  f u r t h e r  by 

recommending t h a t  t h e  World Bank only  become involved i n  organiz ing  



e x i s t i n g  geologic  in?formation. 

views of the  API and t h e  NPC is  put fo%vard by Zakardya, 1983). 

( A  p a r t i c u l a r l y  s c a t h i n g  c r i t i q u e  of t h e  

Regardless of t h e  c r i t i c i s m s ,  t h e  World Rank progr 

development has  had some successes .  POP example, i n  India ,  where the 

bulk of t h e  l end ing  has  gone, proven o i l  r e s e r v e s  have increased  by 35% 

s i n c e  1980 and o i l  product ion has increased  by near ly  300%. However, 

t h e  program has not  been success fu l  i n  a t t r a c t i n g  p r i v a t e  inves tnen t   no^ 

i n  explora t ion .  Recently, t h e  World Bank approved a number of 

explora tory  d r i l l i n g  l o a n s  targeted a t  s p e c i f i c  o p p o r t u n i t i e s  rather 

than as p a r t  of a broad exp lo ra t ion  program (World Bank, 1983). These 

loans have i n  common ( 1 )  geologic  areas wi th  known p o t e n t i a l  ( 2 )  a n  

absence of i n t e r n a t i o n a l  si1 company p a r t i c i p a t i o n ,  and ( 3 )  a na t iona l  

o i l  company w i t h  technical.  expe r t i s e .  Given t h e  dominance of na t iona l  

o i l  companies i n  explora tory  and d e v e l o p e n t  d r i l l i n g  i n  OIDCs, i t  i s  

l i k e l y  t h a t  they w i l l .  cont inue t o  r e c e i v e  t h e  f i n a n c i a l  support  of t h e  

World Bank. Hopefully, t h e  presence of t h e  Bank w i l l  a l so  add a n  

a d d i t i o n a l  degree of s t a b i l i t y  and encourage smaller p r i v a t e  o i l  

companies, who perhaps have less concern f o r  ob ta in ing  expor t ab le  

s u r p l u s e s  t o  supply downstream ope ra t ions  and are a t t r a c t e d  t o  small- 

s i zed  f i e l d s .  Underwriting r i s k  t o  at tract  small f i rms  and emphasizing 

e x p l o r a t i o n  promotion and suppor t  l o a n s  a t  t h e  expense of developnent 

and product ion may s t i m u l a t e  a d d i t i o n a l  a c t i v i t y ,  e s p e c i a l l y  i n  

nanpraducing O D C s .  



The e x p l o r a t i o n  and development data s t r o n g l y  i n d i c a t e  t h a t  t h e  

developing c o u n t r i e s ,  and i n  p a r t i c u l a r  t h e  nonproducing QIDCs, d i d  no t  

f u l l y  p a r t i c i p a t e  8s a group i n  the resurgence of worldwide a c t i v i t y  

from the first m a o r  oil p r i c e  increase. The evidence a l s o  sugges t s  

t h a t  t h e  second o i l  price i n c r e a s e  of 1978 and 1979 d i d  b r ing  more 

e x p l o r a t i o n  t o  t h e  0 U ) C s  i n  1980 t o  1982, but  t hen  e x p l o r a t i o n  dec l ined  

d r a s t i c a l l y  under pressure from f a l l i n g  real prices of  o i l .  Moreover, 

the  a v a i l a b l e  evidence shows a highly  skewed d i s t r i b u t i o n  of a c t i v i t y  i n  

t h e  OIDCs. I n  each major r eg ion  there are only a handful  of c o u n t r i e s  

t h a t  have had meaningful. e x p l o r a t i o n  a c t i v i t y ,  arid fewer still  i n  o i l  

and gas developnent.  

There is a l s o  a wide consensus i n  exp la in ing  t h e  almost total .  

absence of explora tory  and development a c t i v i t y .  The geology i n  O I D C s  

as a group t ends  t o  have high cost., smal l -s ized f i e l d  characteristics, 

which does no t  encourage investment by t h e  large i n t e r n a t i o n a l  o i l  

companies seeking  assured e x p o r t a t l e  supp l i e s .  On the cont ra ry ,  t h e  

data show t h a t  success rates and e x p l o r a t i o n  and develojxaent 

e f f e c t i v e n e s s  i s  higher i n  t h e  QIDCs r e l a t i v e  t o  t h e  developed 

coun t r i e s .  Because of t h e  l o c a t i o n  of  sedimentary bas ins ,  the  size and 

flow characterist ics of  t h e  f ie lds ,  and p a r t i c u l a r l y  t h e  l a c k  of 

i n f r a s t r u c t u r e ,  e x p l o r a t i o n  and developnent c o s t s  tend  t o  be h igher  i n  

Q I D C s ,  but  not  t o o  high t o  warran t  a c t i v i t y .  A l l  i n v e s t i g a t o r s  of t h e  

e x p l o r a t i o n  problem i n  developing c o u n t r i e s  agree t h a t  more p r i v a t e  

p a r t i c i p a t i o n  w i l l  be forthcoming i f  hos t  governments make two 

concessions.  F i r s t ,  t h a t  they of fer c o n t r a c t i n g  arrangements t h a t  
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provide for more r i s k  sharingr and s e ~ o n d ,  i nc lude  pro r e s s i v e  fiscal 

terms i n  c o n t r a c t s  that; do not  d i s c r i m i n a t e  against .  mall d e p o s i t s  and 

take advantage of fo re ign  t a x  credi ts  of the o i l  companies' hme 

country. I n v e s t i g a t o r s  a lso agree t h a t  p o l i t i c a l  r i s k  is  present ,  but  

they acknowledge t h a t  there are ways t o  spread and t r a n s f e r  r i s k .  

The r e c e n t  developments i n  o i l  markets (i. e.,  t h e  s o f t  demand and 

dec l in ing  real p r i c e s )  has reduced t h e  cash f lows  of p rospec t ive  

e x p l o r a t i o n  i n v e s t o r s ,  Fu r the r ,  t he  consensus of many o i l  a n a l y s t s  is 

for  a c o n t i n u a t i o n  of  a ra ther  s o f t  energy market a t  least  f o r  t h e  

rernainder of t h e  decade fol lowed by a s l i g h t  upward t r e n d  i n  redl 

pr i ces .  The expected m a r k e t  cond i t ions  i n  t h e  near  f u t u r e  do not  appear  

t o  o f f e r  an  environment conducive for o i l  companies t o  make major 

investments .  It is l i k e l y  t h a t  p r i v a t e  p a r t i c i p a t i o n  w i l l  be relegated 

t o  those c o u n t r i e s  w i t h  proven p o t e n t i a l  and t o  those c o u n t r i e s  who are 

i n  a p o s i t i o n  t o  offer a t t r a c t i v e  incen t ives .  The debt  c r i s i s  now 

experienced by many O I D C s  h a s  exacerbated a n  a l r eady  d e s p e r a t e  problem. 

For some O I D C s ,  t h e  World Bank m u l t i l a t e r a l  a s s i s t a n c e  program may be an 

e f f e c t i v e  c a t a l y s t .  
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