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Petroleum Products Fricing »nd Its Impacts:

View from an Oil-Tmporting Countryl

Introduction

During the pust eight yeors the world has experienced
two o0il crises which wcre chnracterized by sharp oil price
incresses cnd sudden oil supply shortages in 1973/74 and again
in 1979/80. The nominnl price of oil has risen by over ten

times and its renl price has more thaon doubled.

Thailand is one of the developing countries which
hove to rely on oil for most of their energy need. 'During the
past two decades oil has constituted ot least 80 % of Thailand's
totol energy requirment, Other energy sources, all of which
are found .and develdped locally, are hydropower, lignite, pnddy
husk, bagnsse, charcoal nnd woode Naturnl gos from the Gulil
of Thailand just entered the energy picture a few months ngo.
Each of these non-0il encrgy sources still accounts for a small
froction of total encrgy consumption. And though there is a
‘prospect of more use of natural gas, lignite snd imported coal,
0il will still be the main energy source which supplies ot least
half of Theiland's totcl cnergy need in the next decnde.

o i N S A A T VI Y A e S Sl

‘ 1/The author would like to acknowledge research
assistonce from Somboon Siriprnachoi, Linds Tangehai cond Adisak
Kooptavorarerk.



With a very smoll discovered oil endowment in the
country, Thailond his been importing almost 111 of its oil
consumption., Since 1564 when the first local oil refinery
storted operoting, crude oil hos been imported cnd locally
refined, 1In 1980 locul refineries imported about 175,000
borrels per day of crude oil, mainly from the Middle East,
ond the locally refined oil Products accounted for nearly 70%
of total oil consumption. The remaining demnnd for oil was
satisfied by finished petroleum products imported mostly frém

Singopores

Being in o position of a net oil-importing country
in which most of its cnergy requirement is‘met by imported
oil, Thailend - has beon odversely affected by frequent dis~
durbances in the world oil market. These disturbances occurred
in the form of massive increoses in world oil price by tﬁe
OPEC, azccompanied by disruvptions in o0il supply in the world
morkets It should be noted that most serious oil supply
shortoges were ccused by pqlitiCQl events in the Middle Eost,
most notzbly the Arab oil cmbrrgo in 1973/74 ond the Iranion

crisis in 1979/80,

This article cnalyzes the impacts of oil price
increases on the Thoi cconomy since 1973, Some mocroecconomic
indicators and the pattcfn of 0il consumption are examined with
a view to relate them to oil prices, The government oil

pricing pollicy and mensures ore also described, with a special



emphasis on the role of Taxes or subsidies on different oil

products,

Impacts of Oil Price Increcses

In annlyzing the economic impacts of changes in oil
prices in oil~importing countries, it is useful to distinguish
between the import price of oil and the final price poid by
the oil consumers., Although these two prices usually move in
the some direction, the mognitudes of their changes tend to
véry;l/ As shown in table 1, during the 1973-=1981 period wh@le
the price of Argbinn Light crude increassed by fifteen times,
the prices to consumers of premium gasoline and dissel oil
(as well ns other petroleum products not shown in the table)
in Thailand increased by considerably lower percentages and
with some time lagse The difference is due to the fact that
oﬁher components in the retoil prices of these petroleum
products, namely refining cost, taxes, and marketing margins
rose at lower rates thron crude oil prices. Some of these

other components even declined absolutelys

Moreover, therc are differences in the direct impocts
of the import price ond the finnl consumer prices, While change-
in the import oil price directly and immediztely affect the
bzlance of trade, the bolance of payments, the financia;

N S S Y A A dak S W S P s S S S

1/The difference between the two prices is also
observed in major industriclized countries, e.ge Conada and
the United States. Scc¢ Petor J.Quirk, "Monaging the Demand
for Energy in the Industriol World", in Fincnce and Development,
December 1980, pe15.

’




position, ond exchange rates, changes in the retail price of

0il, which are moinly influcnced by the import price,'have

direct impacts oﬁ inflction, the pattern of energy consumption
and production, governmcnt revenue and expenditure, gnd acti=~
vities in energy-related or energy-intensive sectors, Eventually
such important macroeconomic variobles as economic growth and
stability, income distribution, and unemploy@ent will be

affected by these direct impacts of the two prices,

Some of the impncts of o0il price chonges on the Thaoi
economy can be secn from the economic indicators for the 1970~
1980 period shown ip toble 2, Since 1974 oil has become the
biggest import item, =ond its share in total import value in~
creased from about 10% before 1974 to 30% in 1980, The sharp
price increases in 1974 ond 1979 brought about large increascs
in import values = 50% =nd L40% in 1974 nnd 1979 respectively,
Mossive increased in the prices of imported pil has drastically
reduced Thailand's import cupacity. In 1980, for instaonce,
Thnilond hod to spend 44% of its export earnings to purchase

0il from abroad.

A trode goap, which has occurred every yeor for more
thon two decades, has becn widened since ofter the first oil
crisis. Increases ip the balance of trnde deficit were partie
cularly high in 1974, 1975, 1977 and 1979, moinly because of
of o0il import pricese After 1974 Thoiland's balance of

poyments deficits occurred more frequently thon in the previous
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period, Nevertheless, the cognfry's foreign‘exchangé reserves
expandéd gradually every yeor, except for a slight decline in
1975, This has been possible due to substantial borrowings
froﬁ internationél money markets, It should be noted that in
recent years the Thai government was forced by sluggish world
trade ond higher prices of its imported oil to support its
balonce of paymehts by borrowing more from priVate“capital
markets and paying higher interest rates than in such official
copitol markets as the World Bonk, the International Monefary
Fund, and the Asian Development Bank.l/ In contrast to the
period before 1973, fhailandis foreign debt indicators, nomely
debt outstonding and debt service ratios, increased consistently
after the first oil crisis. However, these foreign debt in=
dicstors are relatively low compared with other oil-importiné

developing countries, ond are still the lowest in ASEAN,

Since 0il consumed both directly ~nd indirectly in
order to provide energy in most economic activities, its prices
increases would have a widespreoad impact on the cost of pro-

duction, %he cost of living, ond the genercl level of inflation.

Y This is truc not only for Thciland, but also for
other ASEAN countrics. The foreign debt outstanding by the
bovernment sector in private copital wmarkets for ASEAN as
2 group increased from 23% of total debt outstanding in 1974
to %1% in 1978. 8See Pronec Tinckorn, "Survey of Foreign
Debts in the Government Scctor of ASEAN", a paper (in Thoil
presented at o workshop on Foreign Debts in ‘hailand at the
F culty of Economics, Thammasat University, April 3, 1980,
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A study utilizing the 1975 inputwoutput table of Thailand
estimates the total effect of oil price increases on the cost
of production in several economic activities. The estimated
total effects of a 1% increase in the retail prices of petro=-

leum products orn preoduction costs are as fbllows.l/

Activity - Percentage lncreasec in production cost
Agriculture 0,0151
Fishery 0.1131
Mining . ' 0.1484
Food 0.0078
Textiles 0,0117
Chemlcals 0.0%12
Electricity ‘ 0.5956
Water gupply 0,0105
Construction 0.0234
Trade 0.0158
Hotels and restaurants . 00,0032
Transportation and communication 063485
Other services 0.,0059

. —— e Al T T A ——

' J/See The Nation, January 25, 1979.
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The effect on production costs varies aﬁong different
sectors depending on the magnitude of an oii-input coefficient
or oll intensity in each sector. The results above indicate
that the sectors which are most affected by 6il price inoreases
in terms of production costs are eleciricity, transportation,
mining, and fishery., For these sectors, the production coat
offect ranges from 0,6% for electricity to 0.1% for fishery,
The il price effects on other sectors, e,g. agriculture, food,
and most service sectors, seem to be rather minimal because of

low intensities in thelr oll usage.

Another study which uses the same set of lnput-output
coefficients calculates the effects of a 74.80% rise in the
average retail price of oil products in 1379 on production
cogts in more disaggregated sectors;ll The results of the
gsecond study as shown in table 3 confirm that the-hardest hit
'sectors are electricity, transporiation and mining. Howeve;,

the estimated effects in every sector seem %o be proportionately

less than the ones found in the firast study.

The results also show that production costs in major

manufacturing industries were affected in vexrying degrees by

the 1979 oil price increase: glass and glass products (17%),

i/Poonsa-Nga Somboonpanya, et.al,, The Pricing Policy
for 0il, Electricity and Natursl Gas in Thailand, submitted to
the National Economic and Social Development Board (NESDB),
April 1981,
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ceramic (13%), non-ferrous metal (11%), cement (8%), paper

pulp =nd paper (9%), texfile (7%); and plastic products (7%).
Among agriculturai activities, th; ones that were significantly
affected are agricultural servibesll (15%), and sea fishery
(11%). In the transportation sector, marine transport would
become relativély cheaper than land transport as marine
transport cost was raised by a much lower percentage than land
trénsport cost, This is éonfirmed by anofher_study which
conclﬁdes that a2 100% increase in oil prices will lncrease

the éosts of roak transport, railway transport and river

trensport by 25%, 15%, and 12% respectively.g/

It should be noted that these energy-intensive
sectors or activities which are most affected by oll price
inersagses zre also the largest congumers of most oil products,
For instance, the transportation sector consumes mest of gasoline
and diesel oil, while thé glecirlcity and manufacturing sectors

burn over'gé% of fuel oil. The cement industry, in partieular,

l/These services include ploughing, water pumping, etc.
which have become increasingly mechanized, thus relying more
on oil,

IE/See Panich Sua=~Sakul, et.al., The Impact of 01l
Price Increages on Marine and Land Transportation, submitted
to the NESDB.
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consumes nearly half of the fuel oil used in the to%al manu-
facturing industry. The manufacturing industry is also the
largest consumer of electric power - consuming over 60% of

the electricity generated in each year.

One of the weaknesses in using the 1975 input-output
table is that the oil Input efficients are not classified
into differént types of petroleum products, Therefore, while
gseveral different sectors tend to rely on different oil products
for energy sources (e.g. gasoline and diesel oil in transporta-
tion, fuel oil in industries and electricity), the estimation
0of the effects on production costs using fhis input-ocutput
table will not reflect the real impact when the prices of
these 0il products increase at different rates. In practice,
the actual prices of these oil products are averaged, and

this average price is then used in the caleculation.

The two studies on the o0il price-production cost
relationship also give estimates of the impact on some indica-
tors of the cost of living, An increase in the-retail prices
of oii.products of 10% is estimated to contribute to aebout 1.4%
and 0.,7% increases in the consumer price index and the wholesale
price index respectively. The impact of the 1979 oil price in-
crease is shown to have raised the consumer price index by
over 5%, whidh is about half of the actual inerease of the

index in that year.
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The "CPI groﬁth rate figures in table 2 élearly show
that inflation rates after 1973 are signifiecantly higher than
those in previous years, Inflation was particularly high in
1973/74 and 1979/80 when the import and domestic priees of
oil went up very steeply. It is therefore reasonable to
conclude that oil price increases are one of the important

factors which cause cost~push inflation in Thailand.

Despite the adverse impacts of the oil c¢rises on
the economy, Thailand's economic growth performance has not
been seriously affected., Since 1974 the economy has been .
able to maintain‘the average growth rate of about 7% per annum,
which is comparable with the rest of ASEAN and is relatively
high among oil=importing developing countries: (See table 2)
This may bYe partly due to its ability fto borrow from abroad to
finance high growth rates, In addition, the "commodity boom"
in 1974, partly precipitated by the oil crisis, pushed up
prices of Thalland's maJor primary exports, e.g. rubber, tin,
sugar and rice, This boom plus the fact that Thailand has
been able to booat ifts industrial exports helped to cushien
the adverse impacts of the oil crises on the economy, More-
over, fhere ig an evidence which indicates that since 1974

Thailand has been relyling relatively less on energy toc fuel
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economic growth, A study by Siddayac v shows that the
elasticity of energy consumption with respect to GDP for Thailand
declined from 2.7 for the 1965-1973 period to 1,05 for the 1974

-1978 periocd,

The pricing of different oil products directly
affects the pattern of oil consugption because substitution
among different oil products is technically possible to some
extent, e.g. a substitution between gasoline and LPG in passenger
cars, and kerosene can be mixed with diesel oil 4in transport
use, Table 4 displays the retall price structure and net tax
or subsityg/ of five representative o0il products in Thailand,
including dates of price changes from 1973 up to early 1981,
As shown in the table, gascline in more heavily taxed than’
other products, as it is regarded to be a "less essential™ product
which is mostly consumed by the well-to=dc . Subsidies are
now given to kerosene, fuel oil Y and LPG, mainly for disiri-

butional and political reasons, For instance, kerosene is

l/See Corazon Siddayao, "01il Prices, the External
Debt and Economic Growth"™, a paper presented at Input-Cutput
Research Assoclation Conference on Industrial International
Trade, in Singapore, 13-16 April, 1981, pp. 13-15,

2 he net tax and subsidy is the sum of taxes and oil
fund, both of which are explained in some detail below,

2'/Apart from the subsidy given to the general consumers
of fuel o0il, the government also gives additional subsidy to
the fuel oll and the diesel oll used by the Electricity Generaim

tion Authority of Thailand (EGAT). Both types of subsidy are
drawn from the oil fund,
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mogtly consumed by the rﬁral poor, LPG is used in cooking by

the urban population, and fucl oil is burh% in power plants

and factories, These products are regarded to be more essentlal
and politieally éensitive gince their prices have substantial
impacts on the cost of living of the majority, particularly

the poorer section of the economy.

Table 5 shows the annual average retail prices and
their percentage changes of the five oll products in Thailand
from 1973 up to October 1981, YLarge changes occurred in 1974,
1979 and 1980 when the average prices increased by T4%, 40%
and 53% respectively. The prices remained stable throughout
the year of 1976, and their rates of incre,se were minimal in
1975, I% can be observed that the oil preducts which are sub-
5idiged in 1980/81 are those whose rates of increase in price
are relatively low in most year except in recent years when

the government tried:to reduce their rates of subsidy.

The relatively low price of LPG has induced more
use of 1t, as witnessed by consistently large ihcreaaes in
consumption. (See table 6) Differencés botween the retall prices
of LPG and gasoline, due to high tax rates on gasoline and
subsidy for LIP3, have encouraged subgtitution of LPFG for
gasoline'in road transport. It is estimated that at least
10,000 taxis in Bangkock are presently using LPG as a fuel

substitute for gasoline, It iz believed that more diesel oil
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has Peen used instegqd of gasoline because of prilce differences,
but our consumption data do not clearly show such interfuel
gubstitfition, The consumption of fuel oil seems to depend on
the pattern of energy use in electricity generation, Its
consumption rapldly increased in 1977 because more fuel oll has
$o be burnt in power plants %o supplement hydro lectric power
whose supply was low due to a serious drought in that year.
Suppiy constraints resulting from disruption in olil import
supply can reduce the use of fuel oil, some of which has %o be
imported in the finished fofm, as witnessed by reductions in

1974 and 1979.

As far as $otal oil consumpiton is concerned, the
rational response to price inereases in an oil-importiﬁg country
like Thailand is to reduce oil qpnsumption, or at least to -
reduge its growth rate, and switoh to other cheaper energy
_:?Eeurces. Having been depcndent on o0il for cnergy for at
i;a%t'?ﬁo decades, it 1s rather difficult in the sﬁﬁft"run
fo£ the country to choose such a response, Changes in the
consumption pattern of enéfgy, either in transport or indnétry
or power genera;ion, will take years, for these involve subw

stantial investment; and it will be very costly to achieve 1in

the short rn.
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However, as noted above, events in the past show
that sudden increases in world oll prlces were always acoom=
panied by serious oil supply shortages in the world market,
These events exXogenously restricted oil import and consumption
in Thailand as well as in other oil-importing countries., As
a result, oil consumption in Thailand was reduced and its total
energy consumption grew at very low rates, The consumption of
oil products in Thailand dropped slightly in 1974 and 19803 .
and its total energy consumption grew by less than 2% in 1974,
compared with the average growth rate of 19% per year during the
1970-73 periecd, These reductions seemed to be directly related
to the o0il supply disruption caused by external factors, and

perhaps had little to do with price responses,

However, consumption of some oil products in Thailand
was preduced in the first half of this year, even though oil import
supply was not restricted as tﬁere has béen an oll glut in the
world market. The figures in table 6 indicate that less gaseliue
and diesel oil was consumed in the first five months of 1981,
compared with the some period of 1980, The 9% reduction in
gasoiina consumption can be attributed to 2 rather steep
incresse in its price early this year, coupled with some
quantitative measures.aimed mainly at the uée of ﬁaésengerr

ears, e.g, limits on the operating time of gas stétions,
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and o reduction of highway speed limit. 4 drop in diesel oil
use was probably due to a shift from trucks to boats and
barges for cargo transport. The three subsidized products,
i.e. kerosene, fuel oil and IPG, still registered significant
gains in consumption, However, the overall consumpition of
liquid o0il products increased by only 5% - a rather low growth
rate compared with those in the past normalsupply years.

While it is not certain whether this slowdown in o0il use is
long~lasting, the experience in the first half of this year

- proves that price increases alone can, to soine extent, curb

0il consumption,
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0il Pricing Policy

a) Policy objectives

In a market where there is perfect competition with
no distortions, a simple microeconomic theory tells us thet
an equilibrium ﬁrice will be obtained and consumers will
maximize their utility while producers and sellers will earn
their normal profit. The problem of shortages or surpluses
will disappear. Any government intervention is not necessary
because government decisions will never achicve an equilibrium
which is superior to that achieved by decisions made by

consumers and producers.

In the real world, perfect competicion is a rarity
and distortions do exist., The world oil markel is very much
influenced by the monopolistic actions of the OPBC cartel
and wmajor oil multinational corporations, Zonpetition in
Thailand's 0il market is perhaps less than perfect., These
factors plus the fact that oil has bectome a2n economically
and politically impottant commodity lead to government
intervention in the form of price control, taxcs or sub-
sidies, o0il stockpiling, mnd various quantitative restriction

Nensures.,’
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Governments in most oil—importing countries have
tricd to use oil pricing policy and other rcsirictive mea-
sures to discourage excessive o0il consumption. The policy
which sets domestic o0il prices in order to rellect higher
cost of imported oil is very difficult to implcment. There
is an understandable reluctance to impose hordship on low
and middle income population by raising oil prices. 1In
Theiland, the pricing of 0il products has becoime such a
Beneiedve political issue because of its signiricant impact
cn the cost of living that one government was brought down
ir 1980 after it sharply raised the retail vrices of oil
products and electricity. In setting oil prices, the govern-
nent is caught in a situation in which it has to trade off
cmong different conflicting policy objectiVUs, CeZe o trade-
0if between an equitable burden distribution of higher cost
of living on various income¢ groups and the ucoaving of foreign
c¢xXchange spent on imported oil. Conflicting nolicy objectives
stem from the fact that there are arguments both for and
agcinst keeping oil prices high.

The high-price proponents advocate thot oil pricing
policy should ensure that the price of oil in various uscs

rceflect its real economic cost in order to proncte energy



- 18 -

conservation and efficiency, and foreign exchange saving.

4 premium can be charged over and above the cconomic price

of o0il where uncertainties in import oil supnly cxist. This
is to accelerate a shift away from oil and aveid or reduce
the shock effects caused by sudden disruptions in oil supply.
0il pricing should also encourage more use of indigeous
energy resources and spur investment in exploration -nd
development of local energy resources, HMorcover, in the case
where taxes are imposed on some ¢©il products, the government
can ¢arn additional tax revenue which help fiunancing more and

better public services.

On the other hand, there is a pressurc on the govern-
rient to use some restraints in raising oil prices. The argu-
ments for low oil prices are mainly based on distributional
grounds., TFor instance, the impact of o0il price increases on
inflaution adversely affects the poor and fixed-income ecarners
by creating inequitable burden of higher cost oi living on
different income classes. The impact can be large enough to
cause social and political discontent., The hither cosi of
production resulting from oil price increascs day hurt some
snnll and numerous producers who cannot fully ﬁass on the
burden to consumers dur to the lack of their-mirket bhargaining

power. These arguments may call for a pricing policy which
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subsidizes the use.of oil by the unfortunatc ;roups of con=-
lumers and producers, In practice, it is adwinistratively
difficult to implement a policy which differentiatces the

priée of an o0il product in different uses or anong different
types of users. Even when there is no price diffcrentiotion
for the same type of oil product, subsidies can lead to cnergy
in¢fficiencies and undesirable inter-fuel substitution.
Ileeping oil prices low by subsidization may bc o short run
political solution, but it will make a long run cconomic

solution diffcult, or even impossible.

However, there is a pure economic casc {or price
subsidy on some oil products in a situation whcere are
externalities in the use of some traditional {ucls. For
instance, the use of charcoal and wood are still common in
rural areas where these resources arc almost frce geoods to
the users. If the prices of commercial fuuls, particunlrly
0il products, are too high, there will be more use¢ of caarcoal
and wood which leads to the problem of delforcstotion. Sub-
sequently, a social cost will be incurred in the form of
cnvironmental, ecological and soil problems affecting
agriculture and warious aspects of the rur:l lile. It might

e better to enact a law which prevents forest destruction,
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hence making these fuels more expensive; but this in difficult
to enforce when the pressure of growing population on l1and is

already great.
b) Policy measures

The governmenf imposes & price control on all oil
products because it regards them as being vital to the live-
lihood of the population. Though it is debatable whether
this price control is desirable, one cannot deny that for
political and economic reasons, some of which nre noted above,
the government should have some influence on domestic oil

priCeS.

For locally refined products in Thailnnd, the governl
ment contréls prices at two‘levela, namely retoil prices aand
ex-refinery prices. Excise, municipal and business taxes are
collected at different rates for different types of product.l/
In addition, there is a component called the oll fund" which
is equivalent to a vari able tdx or subsidy allowing the

covernment to change the ex-refinery price without changing

1/

~ A business tax has been exempted for locally
refined products since February 1979.
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other components, particularly the retail price., The remaining
component of the fetail price is a marketing unrgin which
includes marketing costs and.profits of oil traders. Therefore,
th¢ breakdown of retail price components for o locally refined

product is as follows:

Retail Price = Ex-Refinery Price + unicipal and
Jusiness taxes + 0il iund + Marketing

Margin

There is no import tax on crude qil iyport, For
imported refined porducts, the. government collucts an import
tax 2s well as business and municipz2l taxes. The rates of
these taxes are based on the "import price” sct by the govern-
ment on the basis of c¢.i.f. prices. The retail price compor-

ents of an imported refined product are as follcows:

Retail Price = Import Price + Import Tax + Hunicipal
and Business Taxes + 0il fund -

Marketing Margin

7he oil fund collected from (or paid to) local refineries and
importers usually differs to equalize the amarketing margins
and the retail prices of both locaily refined cnd imported

finished products. The difference is due to the fact that
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taxes on both products are slightly different and the ex-
refinery prices are lower than the import priécs for most
types of product. These differences can be scen in table 7
which shows the retail price components of five otl products,
both locally refined and imported, as applied Tfrom September

1901 up to the present.

It is clear that the Thal governmcnt hos been trying
to control not only the retail prices of oil products, but
also those components in the prices. Thereforce, it is interes-

ting to examine these components individually.

Bx-refinery price:

Prior to the first oil crisis in 1973/74 the govern-
me¢ent set the ex-refinery price for the bipggest local refinery
(The Thai 0il Refining Company or TORC) by using the following

formula:

Ex-refinery price = F.C.B. ex-rofincry price in
Singapore + 3ingapore-Bangkok
transport cost + insurance cost
+ losses (0.5 of c.i.f. Bangkok

price)

After the world oil price began rising vury sharply

at the end of 1973, transport and insurance costs, including



- 23 -

losses, were taken out of the formula., Sincc then the ex-
refinery price in Thailand has been tied with the Singaporean
f.o.b, ex~refinery price (or posting price), though the
prices still differ slightly for some producis. Thailand's
ex-refinery prices are now based on thoe averase of the posting
prices of four major o0il refineries to calls (Shell, Esso,
Mobil and British Petroleum) in Singapore. Jocause Singapore
is the biggest refining center in the region and is likely to
nave the economies of scale which ensure efficicency, such a
price setting formula should force local rciincries to he as
gfficient as those in Singapore. One¢ intercsting issue is
whether this method of ex-refinery price determination is
appropriate., Different conditions in the two countries, e.g.
the prices of crude oil imported, oil demand pattérns,
refinery yeild patterns, and domestic cost compounents in re-
fineries, may refuire diffurences in their o i~profinery prices.
It has been observed that an incentive provided to Thailand's
local refineries for producing fuel oil is rclatively greater
than for diesel o0il; and this contributed tc shortages in
diesel oil in the past and will iead to fuel oil surpluses

in the future when lignite and natural gas will substitute

for much of fuel 0il used in electricity ganeration.j/ Price

1/

~ See Thailand: Energy Issues and Prospects, a
World Bank report, May, 1950, pp. 76~70C.
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differentials among different products as well s among
different refineries need to be considered by talking into

account various cost and demand differences.

Taxes and oil fund

Before the first oil crisis, taxes were ithe biggest
component which was added to the ex-refinery pricces of 2ll oil
products. All taxes as percentages of ex-refinery prices
range from over 100% for gasoline and IPG to 50) for diesel
0il. (See table 8) After December 1973 thesc perccentages
began to decline as the government tried to rceduce the oil
trnx burden in order to soften the impact of import priccs on
domestic prices. Retail prices remained stnable from December
1975 to March 1977, and the relative tax sharve reached the
lowest level for gasoline and diesel oil during that period.
These shares picked up gradually until early 1960 when the
political pressure which czused a change in thc government
pushed them down again. At present, fuel oil, deroscne, and
LPG are subject to only minimal taxes, whilc the tax shares

on gasoline and diesel oil are about half of those in early

1973,
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0il is one of the very few commoditics which bring
substantial tax revenue to the govermment. The oxcise tux
r.venue from oil products is in fact the largcest ocmong various
types of excise tax., As a percentage of total tox revenue,
the revenue from o0il excise tax seemed.to be diroctly related
to oil price increases after 1974. It went down from 7.2%
in 1974 to 6.5% and 6.3% in 1975 and 1976 rcspuctively when
domestic oil prices remained constant; then it climbed up to
8.4% and 12.9% in 1979 and 1980 respectively when oil prices
were substantially raised. (See table 9) The revenue from
import tax on o0il products follows a similar nattern, rcaching
the lowest level of about 1% of total tax revenuc in 1975 and
1976, The revenue from both taxes as a percentage of total
tax revenue was 16% in 1980 - higher than in previous years.
This seems to imply that high domestic oil pricces have been
caused nat only by the OPEC's action but also by the government's
action, intentional or not, of shifting its tox base towards

0ll products.

Because the taxes on‘oil @roduct are indirect taxes,
most of the oil tax burden would fall on o0il final users.
And like other indirect taxes, the oil taxes tend to be regre-

ssive, thus creating relatively larger burdci on the poor
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than on the rich, But since the government taxes the types
of 0il product used mainly by the rich (e.g. gasoline) at
higher rates than those used mostly by thce poor {(e.g. kerosene
and fuel o0il), the degrece of tax regressivity should be
reduced or even reversed, There is a studyl/ which tries

t0 nssess the distributional impact of o0il products in
Thailand in 1973. Using the 1971 input-cutput table, the
study shows that while most gasoline is consumced dircctly

and indirectly by the above-average income cinss, other oil
products (diesel, kerosene and fuel o0il) are m:inly consumed
both directly and indirectly by the below—av;ragc income
¢lass, 1t finds that even with differentinl tox rotes on oil
products, the poor still had to pay oil taxes w8 a percentage
of income slightly higher than the rich. The cifective oil
tax rate for the poor ranges from 2% - 4% of income, while it

is around 2% of income for the rich,.

1/

= See The Distributional Impact of Taxes on FPetroleum
Products in Thailand, 1973, Wantana Panitpiboon, #,&, thesis,
Faculty of Economics, Thammasat University, 1570,
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' Apart from the oil taxes mentioned above, there is
another type of government levy called the oil fund. This
fund was set up in 1974 when the government collected the oil
company's windfall profit arising from higher retall prices
of the "old cost™ oil stoek., In 1975 the government began to
eolleet the oll fund from oil users by adding it as another
eomponent of the refaill price. The component is a posltive
levy every time the government raises the controlled retail
prices, and it will be reduced when ex-refinery pri%es are
yaised, as a result of higher oil import prices, in order to
kgep the retail prices constant, For kerosens, fusl oil and
LPG, the retall prices and taxes have been set at such low
levels that the oil fund becomes negative, l.e. subsidies
are glven by drawing from the oil fund, until there is another
round of retall priee adjustment. At present these subsidies
from the oil fund,for these cili productsare such that their
retail prices are lower than their import prices, lndlcating
that new price sdjustments are forthooming. (See table 7)‘

It 18 only for gascline that 4he oil fund remains positive

a1l the time. (See table 8) PFrom 1975 to 1977 and from 1979
%0 sarly this ye;r, payments were drawn from the oll fund %o
subaidize the prices of fuel oil and diesel cil used by the

BGAT to keep down the price of eleciricity. These subsldies,
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1/

the rates of which were quite high,~ are the paln cause of
a continuous and large deficit in the oil fund. It is esti-
mated that the oil fund deficit amounted to 3,600 million
baht at the end of 1980. To the extent that electriqity is
used mainly by people in big cities, particularly Bangkok,‘
these large subsidies would benefit only city dwellers,
perhaps at the expense of the rural sector, thus worsening

the distribution of o0il tax burden.

One may question the government's strategy of raising
0il prices by also including the o0il fund in retail prices.
This strategy means that the new price levels will have to be
high enough so that the o¢il fund can be adjusted downwards to
stabilize domestic prices when imported oil is getting more
expensive. An alternative strategy is to raice domestic
prices every time import prices move upwards. Therefore,
price adjustments will Bé more frequent and the¢ average

prices over time may be lower than in the first strategye

1/ In 1979, for instance, the price paid by the EGAT
for fuel oil was 1.58 baht/litre while the market price was
2.86 baht/litre. The subsidy amounted to .28 baht/litre or
- nearly 50% of the market price.
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The question is whether one price strategy will have a
Zreater impact on inflation than the other. The answer
depends on the nature of price speculation and the accuracy
with which all actors in the economy (including the govern-

ment) can anticipate changes in import prices.

The above analysis indicates that jovernment
taxation or subsidization plays a big rele im ©il price
novements., Some economic guidelines should e suggested to
enable the government to set the 'optimal tax ond subsidy
rates on o0il products. For instance, the objective of an
0il price policy is to maximize the saving of foreign exchange
spent on imported oil, subject to some constraints related to
the impact of oil prices on inflation, goverament reveaue, and
other important wariables. Such a programming excrcise needs
more knowledge on o0il demand elasticities, the elasticities
of consumer price index and government revenue with respect

to o0il prices, and the structure of domestic oil market,

Narketing margin

The marketing margin is supposed to include storage
cost, transport cost, other marketing costs, aud oil traders®
nermal profits. If the margin is %oo low, the profits will
be squeczed and supply problems may emerged in the form

of lower import supply, fewer gas stations,'oil adulteration,
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and black market. On the other hand, if the margin is too
high, oil traders may earn excessive profits. The government,
therefore, has to deal with the question as to wiat the
marketing margin should be. So far, there is no government
agency which has been assigned to study this question on

a continuous basis. In practice, the margin set is based
on the ctost information occasionally given by oil companies,
with no independent research to check its accuracy and
reliability. This does not mean that the margin allowed by
the government has been excessive., On the contrary, the |
margin for premium gasoline actually declined during the
1973 ~ present period, and the margins for other products
increased slightly. (See table 10) While the actual oil
narketing costs are likely to have increased sipgnificantly
during the period, the small increases in the margin would
#queeze the profits earned by o0il traders and dealers,
Unless the profits were above normal before 1973, this
means that the supply problems mentioned above will become

serious in the future,

Concluding Remarks

The o0il pricing policy in Thailand ianvolves the
government's attempt to intervene in every activity in the
domestic oil market. The main intention is to tax the luxury

of the rich and subsidize the mecessity of the poor, while
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at the same time taking into account uncertainties in supply
and price in the world oil market, Decisions have been

made on the basis of polatlcal expedlency aI the expense of |

genulne eccnomic efflclency..
'. -! L

If is the role of‘antecéhomet to ?diﬁt out that
the energy problem is an economic problem LhiCh cannot be
solved without taking economic factors into coansideration,

-~A proper oil prlc%ng policy is one of several policies which
- are. essentlal to a real solution to- the problemn, Before
such a poilicy canAbe formulated, we -need togkﬁow and pqéeré
stand thoroughly various economic and sdcial:aspects ;f 0il
, prices, é.g. their impacts on the pattern of energy use, -
‘energy cdnservaﬁidn, and other economic and social human
begaviors} Thouéh this article anaiyzes sowfe of these
aspects, a number of unanswered questions raised should
indicate that more study, particularly at a micro'iével,

is badly“needed.' - y



Table 1: ARABIAN CRUDE OIL PRICE AND RETAIL QIL PRICES IN THATLAND,

1973-1981,
T pete ot Avablan Tignt _Theiland Retail Price _______
| Orude 0311 Prio®  promium gasoline High Speed Diesel 03l
e VT g T ey VT
January 1, 1973 2,09 1.00 2,10 100 0,98 1,00
april 1, 1973 2,19 1,045 - . - -
June 1, 1973 2,28 1.092 - - - -
July 4, 1973 - - 2,30 1,095 1,05 1,071
November 14, 1973 - - 2469 1281 1.41 14439
December 17, 1973 - - 3.01 1.833 1460 1.633
January 1, 1974 832 3.977 = - - -
February 27, 1974 - - 3,62 1,724 2,33 2,378
March 17, 1974 9.30  4.445 = - - -
May 17, 1974 9.60  4.589 - - - .
September 19, 1974 9,80 4,685 - - - -
October 3, 1974 10,15  4.852 = . - -
November 1, 1974 10.46 5,000 - - - -

e - - — B e ) ——— - - W Y G A T

October 1, 1975 11,50 5,497 - - - -




Table 1 Continued

'''' Cpate or  ArelanGight T nailond Rowadl Frise
Price Change ——— - Premium Gasoline High Speed Diesel 01l
. . . Q/Barrel Index B/litre Index___ﬁ/litre Tndex
vamary 1, 1977 12,09 5.779 4,22 2,010  2.64 2,694
Mareh 15, 1977 - - - - - -
July 1, 1977 12,704 6,073 - - - -
March 9, 1978 - - 4.98 2,371 - -
January 1, 1979 13,339 6,376 - - - -
January 31, 1979 - - 5460 2,667 3,03 3.092
July 1, 1979 18,00 8.604 - - - -
July 12, 1979 - - T.84 3.733 4,71 44,806
November 1,1979 24,00 11.472 - - - -
January 1, 1980 26,00 12.428 - - - -
February 10, 1980 = - 9.80 4,667  Tat2 7.266
Mareh 20, 1980 - - G.80 4,667 6454 6,673
May 14, 1980 28.00 13,397 - - - -
September 1980 30,00 14,354 3.80 - 6454 -
December 16, 1980 32,00 15.311 - - - : -

- —— - S M S Y S G 7R T G0 S i 1 B AP Y S B - -

January 21, 198% - - 11.90 54667 739 T«541

- -y - - - - - o~ -y



Indicators

1. Growth rate of real GDP (%)
2. Debt Outstanding/GDP

Debt Serviece/Export

Earnings

Debt Service/GDP
3, Total Exports (Baht million)

Potal Imports (Baht million)

Balance of Trade (B million) -12,237

Balance of Payment{$ million)

4. International Reserves
($ million)

5. Petroleum Grude and Products
{(Baht million)

«~ Import

(% of total imports)

6. Growth Rate of @onsumer
Price Index (%)

o S o S RO P

The 1970-1978 data are obtained and calculated from Asian Development Bank, Key Indicators of the Developing

Sourcess

Table 2:
1970 1971

609 801
4,9 5-2
4,8 4,3
«60 »58
14,772 17,275
_27,009 26,794
-9|519
-126-7 "30.3
06 877
2,329 2,721
(8.6} (10.2)
0.3 2.1

THATLAND
1972 1973
4.3 9.4
449 4.2
345 3.1
.55 52
22,491 32,226
30,875 42,184
-8,384 ~9,958
175¢4 41,8
1,052 1,306
3,116 4,661
(10.1) (11,0)
3.9 11,8

ke v O o

540

3e8

2.2
«45
49,799
64,044
-14,245
393.2

1,858

12,571
(19.6)

23.3

Economie Indiecators, 1970~1980

14,233
(21.3)

4e1

2.6
53
60,797
72,877
-12,080

-4.1

1,893

16,695
(22.9)

1978 1979
10,0 6.9
8,2 N.8.
401 N,8

.86 n.a,
82,400 106,881
108,550 153,934
-26,150 -47,053

«653.8 =396.2

2,557 3,129

22,881
(21.0)

32,647
{21.2)

9.7 9.9

= . .

1980

6.0

ha.B,

Nely
NelB,
132,100
190, 100
58,000

258,0

3,055

58,700
(30.9)

20

Member Countries of ADB, April 1979, and Pranee Tinakorn, "Survey of Foreign Debts in the Government Sector of

ASEAN", & paper presented at a workshop on Foreign Debts in Thailand at the Faculty of Economics, Thammasat

University, April 3, 1980,
1979, 1980,

The 1979=-1980 data are extracted from Bank of Thailand, Annual Economic Report,




table 3: Impact on Production Cost and . Consumer Price

Index in 1979

Impact on Cost of Production

1.

24

3.

4o

De

Te

8,

Agriculiure
-~ Agrisultursl service
-~ Sesg Fisheries
-~ Rice
= Sugar Cane
« Poultry

Mining
L=Tin
- Fluorite
- Coal & Lignite

- Quarry

Manufacturing Industry
- Flpss & Glass Products
- Ceramics
- Non-Ferrous Metal
Cemente
~ Paper Pulp, Paper &
‘ Paper Board
Textile
Plagtic Products

Eléctricity
Water Supply
Banking

Construciion
~ Pipe laying, Parking lots etc.
~ Power Plant & Transmission
Syatem Construction
« Noneresidential construction

Trade
~ Wholesale
= Retail

15.05%
10,89%

2.14%

3.07%

To48% .

13.92%
13448%
1190%

16.864

13.46%
10,55%

7.76%

9.03%
6.83%

64 56%

9.66%

7 .86%
4 ,T5%

2,72%
1.54%

3.32%

12.18%

9424%

33.65%

8,28%

1.48%
5 «86%

2.18%



Table 3, Continued,

9. Transportation : 23,80%

-~ Merchandise Transport By Road 26,85%
- Passenger Transport By Road 18,84%
- Passenger Transport By Water 15,49%
10, Services Te32%
-~ Goods Storage Te31%
-~ Municipal 7.70%

Impact on Consumer Price Index

1. Food & Beverages 2.93%
2. Clothing ' 4.61%
3, Purniture, Household aspliances S 8+ 90%
4, Health-care & Personal services 2.40%
5. Public Transport o L 17.84%
6. Entertainments, Reading & Education 0.89%
7. Tobacco & Alcoholic Drinks L 1.36%

Aggregate 5¢27%

v

Sources: Poonsa-Nga Somboonpanya, et. al., The Pricing
" for 011, Electricity and Natural Gas in Thailand,
submitted to the, NESDB, Apr@l j981.




Table 4:

Retail Price and Net Tax or Subsidy =

1/

Unit : Baht/litre

__-_“_-_—-—-—-q._q-—..—--_——_—-—m-nu—n-——uﬁ-u—-—m—.-ﬁ.-—q..-—-m-—-u.-u.--.-.——q-—_w-——q-——_——--——a..—-——u-—m_—_.._._-._—u-—-——___-,______-_~__,,—

o o i Yt . T — T o T ot S ke = e Yt oAl U O N N S N WY W S ke P e st Sl Y e A (S Y Y R S kS Sy il [ 0 AP M e U WY S T M SR D N S e ) S U S D LS S, e S S

0491

January 1973
July 1973
November 1973
December 1973
Pebruary 1974
December 1975
March 1977
March 1978
January 1979
July 1979
Pebruary 1980
March 1580
November 1980
January 1981

5 February 1981

Retail

Price
2.1C
2,30
2.69
3.01
3.62
3462
4,22
4,22
5460
T84
9.80
9.80
92,80

11.9

Tax

(Subsidy) Price

0.91
1.12
1244
1.47
0.93
1444
1.4
2,57
3.66
4443
4.43
4434
5¢82

(except IPG : Baht/ke.)
Kerosene High Speed Puel 011 600" - LPG
Diesel 0il .
TRetail . Tmx | Retail | Tax  Retall  Tax  Retail  Tax | Retail | Tz
{Subsidy) Price  (Subsidy) Price (Subsi@gl Price __£§EE§§§22

1.34 0.39 0.98 O 16 - -~ 4,00 0.59
145 0.39 1.05 0.16 - - 4,00 0.59
1.78 0.41 1.41 “0.18 - - 4,00 0.59
1.78 3. 1 1.60 0.37 - 0449 4,00 0.59
2.41 0.45 2433 0.41 - 0.61 4,00 0.%9
2.41 0013 2433 0,14 Te49 ~0411 4.00 0.59
2.68 0.33 2.64 0.32 1.66 0.001 4,90 0,13
2,68 0.26 2,64 0.24 1.66 .09 4,90 0.18
3.06 0143 3.03 0.52 1,86  0.09 4,90 0,26
5.12 1.7 4,88 “1.10 3.04 0.28 TeT2 1.06
.71 1.40 T.39 2.28 3.78 0.31 10,47 1.48

570 0.39 6454 1:45 3.78 0.31 9,00 0,0001
5470 ~0.,40 6454 1,28 3.78  <0.14 9,00  ~1.18
6.12 0.01 T.39 1.52 4,70 0.42 9.46 « T3
6,12 (¢ 51 T+39 1,14 4,70 -0 .49 9.46 -0,.88

11.9

4,50

. = o T o S i o S S i et S SO iy WD S AP A i i e e S T S g M o I W O S T Gl S B W S T G PR ke SR M S . i D . S T S S T e kSO S . PR Y T W D o S R ol i A e Skt W S U A AP ST D B Gy s o e A e e kS el Y b e el e e

J/Net Tax or subsidy is the sum of %axes and oil fund,



Table S: Annual Average Retail Prices of 0il Products in Thailand, 1973-~1981

o : Unit : Baht/l1litre
o L= R (excent LPG : Baht/ke.)

e o s o o e . S . S e P . . S S P ek S S S 4 e o o e o ks e i s e A e L e e B e A e e e s o e 8 e

) 0il Product 1973 1974 1975 1976 1977 1978 1979 1980  Jan.~Oct,1981
Promium Gasoline . 2.262  3.518 34620  3.620 44096  4.853 6.575 9.637 9.742
| (55.52) (3.00) " (0) (13.12) (18,51) '(35.48) (46,57) (1.09)
]jit;sel oil (H.S.D.)‘ ' 1.068 2.208 2.330 24330 24575 2,640 ‘3.845 6,508 T.319
o X (106,74) (5.53) (0) (10.52) (2.52) (45.64) (69.26) (12.,46)
L.P.Ge | 2,000 4,000 4,000 4,000 4,712 4,900  6.195 9,077 9,422
(0) (0) (0) (17.80) (3.99) (26.43) (46.52) (3.80)
Fuel 011 | S - 10490 1490  © 1.625 1.660 2,397 - 3.718 4.623
- (0) (7.06) (2.15)  (44.40) (55,11) (23,34)
 Kepogens 1,436 2,305 2,410 24410 - 2,624 2,680  3.972  5.778 6,085
: o (60.5) (4.55) (0) (8.88) (2.13)  (48.21) (45.47) (5.31)

e e e i 8 A o o e A e e S Y B 4 R P S S S o A P B P e . e Al 0 A P P e . e 0 0 S S 4 e A L R R4 Uk 1 £ e R T e



Table 61

e s S

1970 1971
Gasoline- 48.8T - 34.08
Diesel 0il -1,12 18,39
L.P.C. -31,72 1-,18
Kercsene ' 23;03 48,327
Fuel 011 16.36 28,26
Total 10.14 25l13

E/Percen‘tage change during January and May.

E/Total oil except LPG.

31450

©40.77
26,17 -

P e il Y S ik P S B i A B B e S S D b P NOu MM LS AT Y S S . S o SOV SN S S S D S . S A Y S R S S Su GAD W SRS A W S TR

1975 1976
9.74 11.38
~2,97 17.08
20,66 14,76
~14.,25 42,68
4,42 16.41
2,37 14,10

Annual Percentage Change of 0il Consumption, 1970-1981

1977 1978 1979 1980 19818/
11.20 5,70 0.75  -~0.75 -8.81
11012 5.27 12.34 ) -7032 "3.71
9.27  13.61  18.59  10.89  41.27
23019 =6.TT 21,17 =11.42  16.52
20.68 12,71  =0.12 0.84  22.76
13079 7.85 5.75 ‘3-10 4.67 2/

-t e o e . S e kA e T T ok Sl S ot D Y S o A g e A S e ke e D S B A e e ot N o st T e e St e P o S e e e e e T Gy i il Y i Sl S A AR D D P T S Y S . e S S 0 S (P 8 S e P S W e o A e i ~



Table T+ The Structure of Retall Prices for Locally Refined and Imported

Refined Products, September 16, 1981 - Present

A. Localiy Refined Products

Product

Unit : Baht/litre

P D ot S g Y T . S0 . T T 0 W W TR R S M A L S S T G N ke S D Y S I S S P A4S A WA S M A S

Ex-refinery 0il fund Excise and muni- Marketing Retail

price cipal taxes Margin price
Premium gasoline 6.4361 0.8918 4,0624 0.,5097 11,90
Kerosene 6.6300 - =1,3020 043956 043964 6,12
High speed diesel 63766  ~0.3807 0.9927 0.4014 Te39
Tuel oil (600) 5.0830 -0 4204 0.0010 0.0964 4,70
LPG (baht/kg) 9.1725 =1.5392 0.0010 1.8266  9.46
B. Imported Refined Products
Import 0il fund Import, busi Marketing Retail
Product price negs and mini- Margin price
A o clpal taxes
Premium gasoline 6.4361 1.1456 3.8086 05097 11,90
Kerosehne 6.7738  =1.4823 0.4321 0.3964 6412
High speed diesel 6.5281  =0,5453 1.0058 0.,4014 7439
Fuel oil (600) 5.1525 20,5499  0.0010 0.0964 4470
LPG (baht/ke) 10,4735 =2.8411 0.0010 1.8266  9.46



Tehle 8: Taxes and 011 Fund as Percentages of Ex-Refinéry Prices fpr Locelly Refined Products.

- - - -—— - T v S W A S S e o A S S S o e ) et A - - -t g,
o B e e S R . 1 e S i S o . i W o P ot o N T St € b e M Vg e A e - i - = A e - ity g D e e e .ty S e i B e

___Fremium Gasoline ____ ____ Keroseno _ __ __ High Speed Diesel 03l _ Fuel 0il1 600  __ _____ LRG_
Taxes 0il - Taxes+ Taxes 011 Taxes+ Taxes 01l Taxes+ Taxes 011 Taxes+ Taxes 01l ;;;;;:---
.................................. 1'-313.9‘-1--9.’-'%.-5“&9‘3---_.----_@99__932-3999__-.n..__lf‘:}il@-_QE}._EEE@_.____—____EEEE?__QEE_EE{}Q________?,‘2139__9}_1_2399 )
1 Jamuary 1973 139.33 = 139,33 61.45 = 61445 30,24 = 30,24 Neae - Nea, 120,40 = 120,40
4 July 1973 106,04 « 106.04 52,27 = 58,27 25.27 = 25.27 n.a. - n.a, 65.73 =~ 65,73
14 November 1973 108.97 - 108:97  39.09 ~ 39.09 19.40 - 19.40  n.a. - Dot 65.73 = 65,73
17 December 1573 139.92 - 139,92 39,09 - 39.02 3977 = 39.77 3.70 =~ 3.7¢ 65,73 - 65.73
27 February 1974 91,39 - ‘91.39 27.03. = 27.03 25,35 -~ . 25.35 | 4,98 4498 65,73 = 65.73
10 Tecember 1975 47.26  6.55 53.81 13.36 =6.,56 6,80 16.41 -9,02 7.39 0,07 =Te37 =Tu30 65,73 = 65.73
15 March 1977 60.34 - 60.34 15.72 = 15.72 15.93 = 15.93 0.06 = 0.06 5.87 = 5,87
9 March 1978 83.10 5.14 88,24 M4t - 11.41 11.55 =« 11.55 0,06 =5,27 =5.21 5.85 - 5,85
31 January 1979 | 77.09 20.09 97.18 10,94 T.78 18,72 11.18 12.22 23.40 0,06 5,10 5.16 8,35 = - 8,35
13 July 1979 87.07 11.16 98.23 21.73 11,17 32,90 21,56 11,00 32.56 0.N4  10.53 10,57 8.14 13,39 21.53
10 February 1980 90.43 B8.56 98,99 24,25 9,21 33,46 23,61 24.77 48.38 0.03 9,01 9.04 7.56 13.12 20.68
20 Merch 1980 90.43 8.56 98.939 T.97 = 7.97 21,06 -9.87 30.93 0.03 9,01 9.01  0.001 = 0.001
20 November 1980 73.53 5421 18.74 6486 =13,89 ~T,03 18.23 =5,31 12,92 - 8,46 «6,14 -3,68 0.,001-14,15 =14,149
21 January 1981 73,06 31.78 104.84 6.93 =6.69 -0.24 18,18 9.78 27.96 0,02 9.93 9.95 0.001 -8,74 -8.739

5 February 1981 73,06 2.46 75.52 6.33 -14.69 -8.36 16.99 2.60 19.59 0,02 «~1.81 -1,79 0.001~10,32 -10.319

ok A e e S A Bl . L R G O D . S S ) G L S A P A il P o) S AR A P N e R e et S g S UL g S A P Y M Y S T S AL G S G A S S (S S ed b B 0 e e S Tl T e e o e A8 e Sy s gk e VS e Sk P i ) S e i S S VR S i S S e (i Ao etk v o e —



Table 9: 011 Tax Revenue as Percentage of Total Tax Revenus

e T o o s e S e B D P R T R P A G e o S g . P Y PPV R Y D D e ot e e S A S e A P o S e i S S i . b it bt v

01l Exgise tax revenue 6,2
0il imprt tax revenue 3.2

Revenue from oil
exclse and import .
taxes 9.4

9.9

8.9

8.4

8.7

7.6

Te6

8.0

L ] L 1
1978 1979
6.3 8.4
1.9 2.4
8.2 10.8

16.3
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Source: Budget Bureau, Ministry of Finance,
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Table 10: Marketing Margin of 0il Products
. - - i B F e Sy b S e S - Sk .a._a...—.---.--m--—---.;-—---—-m—-——-----.----.-...-—.._.....;_---;_ggé-.th_'i_Eat_ls./.lizzg_.._
April 1, "Dec.17, Dec.18, HMarch 18, Jan.31,1979 July 14,1979 Feb, 10,1980~ March 19, 1980
1971 1973 1974 1977 July 13 1979 Feb.9,1980 © March 18 1980 -Present
Premium Gagoline . 0,5435% 0.5487 0,4340 0.3986 0.3958 0.4489 0.,5097 0.508T
Kercsene - 041334 0.32 0.2635 . 0.2844 C.3229 . 0.3756 . G,3951 0.3964
High speed
diesel 0.,2028 0.2929 00,2630 0.2842 0.2880 03357 0.4014 0.4014
Fuel oil (600) - - 0.,0926 0,0777 0.0769 0. 1006 0.0964 0.,0964

LPG (baht/ke) - - - - - 1.5865 1.7120 . 1.8B266 1.8266
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Introduction

The era of cheap energy has ended since the OFEC, acting as a
very powerful cartel, started "taxing’ the rest of the world by rapidly
raising their oil prices in 1973/74%, Yet oil is expected to continue
its dominant role in the world's energy nix ot least until the end of this
century. The world is still in the process of adjusting itself to the
energy problem which has brought economic hardship and instability to most

developing countries.

This paper examines the economic ei“ects of the oil crises on
individual ASEAN countries and the adjustnenis «nd nolicy responses to
the.crises by ASEAN, as a group and as individual sovereign'nations. Some
scope for cooperation within the region to sirengthen its energy security

is briefly discussed.

01l Crises and Their Effects on ASEA] Jcoag:les

During the past eight years the world has witnessed two oil
crises which were characterized by sharp nrice increases and sudden supply
shortages of oil in 1973/74 and again in 1979, The nominal price of oil
has risen by over ten times and its real .:ice e¢lso has more than doubled.
Events during the period should indicate the degree of ASEAN's vulnerability
to the c¢rises., Since o0il plays a very iwmportant role in the international

trade of the ASEAN countries all of which ore rather open economies,



it should be expected that the «ffects of ilie crises on the ASEAN
economies would vary according to the position of each country as a net

0il exporter or importer.

Ipdonesia as a net oil exporter and an OPEC member clearly
benefitted from the increases in oil prices in lhe world market, As
table I shows, oil, the most important foreil;n exchange earner, has
sharply increased its share in total export euruings after 1973 to around
60%, and this share is expected to remain 4igh in the next decade. The
economy grew at a satisfactory rate of almost 75 per year over the 1974~
1930 period, with much less fluctuations thoan in the pre-1970 period,

The balance of trade surplus, which occurred every year since 1970, rose
by 700% in 1974 and by 60% in 1979 as a rosulit oi the big oil price-.-
increases in both years. The balance of peymenis and the foreign éx—
change reserves have also been favorably affcc%ed, with the reserves
growing by 800% over the 1973-1980 period. 4s ~ result, Indonesia's
foreign debt situation improved considerably. Its debt outstanding - GDP
ratic was substantially reduced in 1974 and, thoupgh still high compared
with those in other ASEAN countries, has remaincd roather stable., The

debt service ratios, on the other hand, had a tendency to rise during

the 1970's, But this is perhaps because of the debt burden resulting from

massive government borrowings from abroad during ihe 19601s,

Despite these healthy signs, Indoiacsia did not seem:to be
insulated from the inflationary impact of o0il price increases.- The growth
rate of consumer price index after 1973 reached o double-digit level

every year except in 1978, and was particularly high in 1973, 1974 and 1979.
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Though the government adopted the policy of ;enerally low domestic prices
of oil productsj with subsidies for some products-(e.;. kerosene and

fuel o0il), increases in the money supply due %o repid expansions of the oil
income in the international reserves seemed to ve¢ the main cause of high
and persistent inflation. For instance, in 1379, a 38% increase in the
money supply and a rupiah devaluation brought about an inflation rate of
22%. The higheat rate of 40% was registered in 1974 when the money supply
increased by 40% as a result of a large influi of oil income., It should

be noted that the average inflation rate iu Tndonesia during the past

eight years was the highest among the ASEA’ couniries,

Malaysia has become a net oil cxiorter sinbg-1976, and as the
Tipgures in table 2 show, started to reap the “euneiit of oil price increases
from that year onwards. Being one of the l:uding export items, oil has
consistently increased its share in total exporl value, and in 1980 began
to be the most important eprrt, surpassing such traditional exports like
palm 0il, rutber and tin. The balances of trade and payments, which have
been in surplus in the late 10 yesars, improved visibly in 1976 when the
payrnents balance jumped 500%, the trade balance increased by 110%, and
5%’ of more foreign exchange was added to the reserves. The levels of
these surpluses still remained quite high aftér 1676, particularly in 1979.

grovth performance by expanding

[aF]

The Malaysian economy also improved its
at the annual rate of 8.5% after 1976, comsarcd vith the rate of 7.5%

achieved in the 1973-75‘period. However, all debi indicators for Malaysia

1 It was reported that until reccutly the domestic oil prices
in Indonesia was less then 40% of the world irices. See the World Bank,
Wlorld Development Report, 1980, p. 15.
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has risen in the 1970's - a phenomenbn which is u'expected and inexpli-
cable., As far as inflation is c¢oncerned, ialaysis has had a good record,
Its (71 growth rate reached double-digit levels only in 1973 and 1974,
while it remained relatively low in other years, particularly in 1979

degpite significant oil price increases.

Singapore, as the world's important oil refining center with no
indigenous energy sources of its own, is an iunporter of crude o0il and an
exporter of refined products, In the forei:n trade of Singapore since
1674, o0il has played a very significant role, being both the biggest
import and export items. On balance, Singapore secemed to have suffered
from o0il price increases in 1974 when the econoi:ic pgrowih rate dropped
siymificantly, the trade deficit rose by over VG , the payments surplus
was cut by almost 30%, and the growth rate oi CiI reached 22%. (See
table 3) However, since 1976 Singapore has boen able to achieve quite
iiigh economic growth rates exceeding 8%‘per yeor, though these are still
lower than in the pre-1974% period. The trade bairnce, though still
rather high, increased only moderately., Bein; able to attract more
investment from abroad, Singapore has beosted iis nayments surplus and
international reserves in the last 4-5 years. s in the case of Malaysia,
Sinpapore could keep its inflation rate at a relatively low level of 4%
in 1979. Therefore, the Singaporean econony seeiled to have adjusted
ropidly and successfully to external disturbunces. This is possible through

a drive to expand and diversify exports and te attract more oil surplus
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fund.2 The fact that Singapore is an important cnirepot and refining
center in the region should facilitate the necessary adjustment in the

economy.

Philippines and Thailand are in 4 similazpy position of net oil
importer and most of their energy requirements are met by imported oil,
For both, oil has become the biggest import item since 1974, and its
share in total import value increased from about 10% before 1974 to
25% - 30% in recent years. (See tables & and 5.,) Massive oil price
increases in the past have drastically reduced their import capacity.
in 1980, for instance, Thailand had to spend 44% of its export earnings
to buy oil from abroad. The increases in 197% and 1979 brought about
larpe increases in import values, trade deiicits and inflation rates in
the two countries. Since 1974, their balance oi payments deficits occurred
more frequently than in the previous period. Iievertheless, their foreign
‘exchange reserves expanded gradually every year, except a slight decline
in 1975, This was all possible due to sﬁbstantial borrowings from inter-
nationélrmoney markets, It should be noted that in recent years the
governments of the two countries were for&ed vy sluggish world trade and
higher prices of their imported oil to support their balance of payments
by borrowing more from private capital markeis and paying higher interest

rates than in such official capital markets as the \lorld Bank, the

Singapore was cited as a good example of a developing -
country which ecould cope best with the oil crisis by a temporary slowdown
in growth and a rapid expansion in export. GSee World Bank, ibid, pa. U.
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3 In

International Monetary Fumd, and the Asian Develcpment Bank.
contrast to the period before 1973, all foreign debt indicators of
the two countries increased consistently aftcr the first oil crisis,
although those for Thailand are still the lowesi in A3SEAN, Bj
increasing its foreign debts very rapidly, Philippines has become
one of the heavy borrowers in the international capital market., 1In

1980, for example, the Philippines government's external debts

jumped 25% .

Despite these adverse effects ol the 0il crises on the
two economies, their economic growth performance has not been
seriously affected. Since 1974 both econocuies hove been able to
maintain the average growth rates of 6% - 7% por annum, which are
comparable with the rest of ASEAN amd are relatively high among
oil~importing developing countries, This is due to their ability
to borrow from gbfo;d to finance such high ‘rowlh rates. In addition,
the ‘'‘commodity boom" in 1974, partly precipitated by the oil crises,
also pushed up prices of their major agricultural exports, e.g.
rubﬁer, tin, sugar and rice, This boom plus the fact that they have
been able to boost their industrial exports hclped to cushion the

atverse impact of the o0il crisis on their ecconounies.

3 It was found that the foreilsn debt outstunding in
thegovernment sector for ASEAN as a group coming irom private
capital markets increased from 28% of total debt outstanding in
1974 to 41% in 1978, See Pranee Tinakorn, “3urvey of Toreign Debts
in the Government Sector of ASEAN", a paper »resented at a workshop
on Foreign Debts in Thailand at the Faculty of Economics, Thammasat
University, April 3, 1980.
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Energy security is defined by Deeseh as "a condition on
their economies in which a nation perceives = high probability that
it will have adequate energy supplieSesssee..al affordable prices”.
If the degree of energy security can be zunj:d from the abovementioned
incdicators, our analysis has shown that during the last eight years the
derree tends to very among the 5 ASEAN countries depending on whether
they are net exporters or importers of oil. Philipnines, Thailand,
and to a less extent, Singapore, have clearly suilered from the oil
¢risis. Their positions with reéard to international trade and
payments, and foreign debts have worsened, virilc they maonaged to
meintain high economic growth rates. Indoncsic and Malaysia, on the
other hand, have greatly improved their balauces in international *
trade and payments. But no country scemed to be able to insulate
its economy from the inflationary impact of hiszh oil prices in the

world market, except Malaysia and Singapore in 1979,

ASEAN Adjustment to the 0il Crises

An interesting issue to be investigated is on the ways
in which ASEAN, as a group and as individual countries, has coped
with the o0il c¢risis., For an oll-exporting countiry like Indonesia
and Yalaysia, disruptions of oil supply are noi really its problem.
The only decision its government has to make is whether and how

the country will make the best use of its oil and other energy

Fconomics Politics, and

4 David A. Deese, "Energy 3
4 (3), Winier 1978/1980, p. 140.

Security", in Interndtional Security




-8 -

resources, piver the fact tnat oil -rices, Lotu wominial and real, have
increased very substantially. On the other hand an oil-importing country
has to deal with both the . problem of energy supply which has been

very uncertain and the problem of higher enmergy prices.

Fur Philippines, Thailand and 3ingapore, all of which
have to rely on imported oil for their energy use, adjustments and
responses can be examined on the consumption side and the supply side,

5

in the short run and in the long run.

On the demand side, when oil is gjetting more expensive,
the rational response is to reduce oil consu.tion, or ot least to
rcduce its gréwth rate, and switch to othor cheaper energy rosources.
Having been dependent on o0il for energy for quite some time, it is
rather difficult in the short run for oil-i poriing countries to choose
such a response, Changes in the consumption pirttern of energy, either
in transportation or industry or power generaticr, will take some

cars, for these involve sutstantial investment; .nd it will be very

costly to achieve in the short run, say 2 - 3 vears.

However, events in the past show that sudden increases
ir world oil prices were always accompanied Dby serious supply short-
ages of oil in the world market, caused by the Arab oil embargo in

1973/74 and the Iranian political crisis in 1979/80, These events

5

Deese categorized the policy responses to the oil
crisis into the following: 1) demand reduction and restructuring;
2) arrangements such as stockpiles and shariu;; plans for emergency
conditions; 3) development of alternative doucstic supplies;
4) development and diversification of sources of external supply; and
5) diplomatic, industrial and military measurcs. See Deese, ibid,

Pr. 144-5,



exogenously restricted oil import and oil consumption in some oil-
importing ASEAN countries. As a result, their oil consumption was-
reduced and their total cnergy couﬁsumption grew at very low rates.

As shown in table 6, the consumption of o0il products in Thailand, over

98% of which was imported, was cut back by over 2% in 1974 and 1980;

and total energy consumption growth dropped to only 1.85% in 1974,
compared with the overage growth rate of 15% per year during the 1970-1973
period. These reductions were directly related to the oil supply
disruptions caused by external factors, and had little to do with domestic

adjustment measures.

On the domestic scene, the governments, particularly in the
oil-importing countries, have tried to use both energy pricing and
quantitative restriction measures to discourage the use of 0il. Energy
pricing policies which set domestic oil prices in order to reflect the
higher cost of imported oil are very difficult to implement. There is
an understandable reluctance to impose hardship on low and middle income
population by raising energy prices; and subsidies are given for oil
products consumed mainly by the poorer section of the economy. In Thailand;
the pricing of oil products has become such a sensitive political issue
because of its significant impact on cost of living that one government
was brought down in 1980 after it sharply raised the local prices of oil
products and electricity, In setting energy pricing, the government is
caught in a situation where it has to trade off among different policy
objectives, e.g., a trade-off between an equitable burden distriﬁution
of higher‘cost of living on various groups and the saving (earning) of

foreign exchange spent on {derived from) imported
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(exported) oi1.6

The pricing of differcnt oil products directly affects
the pattern of oil consumption since, to some cxtent, substitution
among different oil products is technically possiblc, e«g. a subse
titution between gasoline and LPG in passenger cars, and kerosene
can be mixed with diesel o0il in transport use. Table 7 displays
the domestic price struct res of 0il products in the A3ZEAN countries,
effective in 1980~81., Indonesia and Mal:oysia, thé only two ASEAN -
oil-eiporting countries, sell their oil products in their domestic
uarkets at the average prices below those in tle pther three oil=-
importing countries. Indonesia and Malaysin also subsidize the use
of kerosene, diesel and fuel o0il (only Indonesin), Thailand gives
subsidy for kerosene, fuel oil and LPG, and Singapore and Philifpines
have no oil sﬂbsidy. The retail prices of all oil products in
Philippines are the highest among the ASEAN countries. In general,
gesoline is more heavily taxed than other prodicis, as it ié regarded
n8 a Yless essential' product mostly consumed by the well-to-do.
herosene, which is mainly consumed by the rural poor, is subsidized
in three countries. The low and subsidized price of ILPQ in Thailand
1as induced more use of it, particularly iu substituting gasoline in
taxis and some private cars. No information can be obtsined for other

ASTAN countries

The author discussed this 2nd ofher trade-offs in
energy pricing in Thailand and proposed an optinization .epproach to
the problem in the case of Thailand in “Taergy Situation in 1980-81
Reaching a Dark End?", a paper presented 2t an annual symposium at
the Faculty of Economics, Thammasat University, 17-18 Tebruary 1981.



" %0 enable us to analyse the effects of these price structure on
their oil consumption patterns. But the data in table 7 should
indicate the fact that a gap in o0il product prices among the ASEAN

countries depends very much on their o0il resource endownent,

Some quantitative restrictions ..casures have been
adopted by the oil-importing ASEAN countries to reduce ﬁhe use of
0il and electricity. 1In Thailand, these measurcs include limite on
tae operating time of gas stations, television station and enter-
tainment establishments,.limits on the use of ncon signs, and a
reduction of highway speed limit for passenpger cars from 100 kph to
90 kph. To encourage the use of fuel saving c-rs, the aanual car
tax is now based on the size of car engine insiead of the car
welsht, and the new tax rates have been made nrogressive, Singa-
pore introduced a law on commercial buildings vith an aim of con-
serving electricity used in lighting and air-conditioning. Some
incentives were given in the form of acceleraped depreciation
allowances for tax purposes to induce energy—é;ving modifications

of cxisting buildings.

Other government and private mensures will be intro-
duced in some ASEAN countries to offer ianceutives and information
for more effecient use of enargy in production, espocialiy in
manufaéturing industrics which usually are the bizgest uéers of

" electricity.

There is an evidence which indicntes that, except
for Indonesia and Singapore, other ASEAN countries have been

relying relatively less on energy ‘to fuel cconomic growth.
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A study by Siddayao7 shows that the elasticiities of energy consump-
tion with respe¢t Lo GDP declined after 1973 in the cases of Philip-
pines, Thailand and Malaysia, though their magnitudes were still
slightly greater than one (except in Malaysia). (See table 8) The
elasticity for Indonesia, on the other hand, increased from less
than one before 1973 to 4 during the 1973-1970 period., ZEvidently
Indonesia was moving towards a more energy-intensive type of economic
growth, aided by‘its vast oil, gas and other cnergy erdowments,

Singapore's elasticity remained constant 2t 1.70 for both periods.

There have already been some si-ns that consumption of
some 0il products in Thailand was rcduced as thelr prices were
raised this year, even though oil import supply was nct restricted.
"he 0il sales figures in table 9 indicate thiat less gasoline and
diesel oil was consumed in the first five monihs of 1931, compared
with the same period of 1980. The 9% reductici in gasoline con-
sumption can be attributed to the rather steep increases in its price
enrly 1981, coupled with some measures niméd nadnly at the use of
passenger cars. A drop in diesel oil use was probably due to a
shift from trucks to boats and barges for cargo transport,.
Kerosene, fuel o0il and ILPG, all of which are subsidized by the
government, registered significant gains ian cousumption. However,
the overall consumption of liguid oil products iuncreased by 5% -

a rather low growth rate compared with thosc¢ in the past normal years.

7 See Corazon Siddayao, '0il Prices, the Ixternal
Debt and Economic Growth', a paper presented ol Input-Output
Research Association Cenference on Industrial International Trade,
ir Singapore, 13-16 April 1981,pp. 14-15, and table 2,
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On the supply side, short-run optic:s for oil-importing
countries with no significant energy resources of their own are :

a) to increase their stockpiling reserves of oil,

b} to diversify sources of oil supply, .nd

¢) to arrange and assure oil supplies from reliable

SQUrces.

Thailand and Philippines have been diversifying their
scurces of o0il import since 1974, and onc of the countries while
they turn to is China. For instance, the ¢il supply from China to
Thailand has been increasing such that in 1979 China was Thailand's
fourth largest supplier of o0il, supplying nenrly 8% of total oil
import in that year. Most of Thailand's imported oil still comes
from the Middle East, and Thailand has succeeded in making 2 medium-
term, government~to-government contract witl S5:-udi Arabia to supply
&5,000 barrels a day of its oil to Thalland, Under a general agree-
rent in 1976 among the ASEAN countries on soiic form of cooperation
in food and energy, Thailand and Philippines hove been provided with
crude and fuel oil from Indonesia and Malaysic to overcome shortages
coused by the Iranian crisis since 1979. In 130C, for example, oil
imported from Indonesia to Thailand was doublcd in voluwe, though
" as a percentage of totai 0il import the Indonesia il was only
around 1%. Singapore also increased the volume of crude 0il processed
for Indonesia and Malaysia in 1980, thus reducing Singapore's excess

refining capecity.

In the long run, duc to uncertainties in the oil supply
from OPEC, likely reductions in OPEC's oil prodiuciion to conserve
their exhaustible resource, and an upward Lrend of the real price

of o0il, the supply of energy for oil-importing countries will have
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to rely more on indigenous eneryy sources. Since 1974, nll ASEAN
countries, except Singapore, have stepped up their oil and gas
cxploration activities. Indenesia now has reserves of about G.5
Qillion barrels of oil and about 24 trillion cubic feet of gas and
it will be able to continue exporting its oil .nd gas in the next
decade and beyond. (See Table 10.) The oil =2nd gas reserves for
lolaysia are reported to be 1,8 billion barrels and 30 trillion
cubic feet respectively.8 With an expected decline in oil production
towards the end of this decade and rising donestic demond, Malaysia
will become a net oil importer in 1980. Philiipzines' o0il reserve
estimates have been fluctuating widely due to tihc rocent unexpected
decline of production from the Nido oilfield nnd o potentinlly good
nrospect for more production from other oilficlds this yénr.9
Although no firm predictions can be made for the unext ten years,
ASCCPE (ASEAN Council on Petroleum) data indlicote that oil produc~
tion in the Philippines would be about 19 thousend barrels a day in

1965, which is still a small fraction of its future neceds.

Indonesia's and Malaysia's reserve figurcs are from
the ASCCOPE report cited above,

9 see Richard Cowper, "Nido dashes 'anila's high oil
hopes*, in Petroleum News, May 1981, pp. 15, and Builea Tagaza,
Tara-1 discovery revives Manila's oil hopes®, in Petroleum News,
July 19381, pp. 8-9.
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Thailand has so far discovered a ges reserve of about
14 trillion cubic feet10 in the Gull and production is expected to

increase from 200 million cubic feet per day :n 1982 to 1,000 in

-

1590, Most of the gas will replace fuel oil in gencroting elec~
tricity, and by 1990 gas will constitute 205 oi total encrgy

requirement in the country.

Besides 0il and gas, all ASTAN countries, except
Singapore, plan to use other energy recsources wilich they can
develop locally. Indonesia's third five~yenr »lon envisages more
use of coal, hydropower, geothermal energy, and nuclear power (in
. s s . 1 .

the far future) in electricity generation. llalaysia plcons te
recduce the share of 01l in its energy consumnpiion by relying more

. . . . 12
on hydropower and imported coal mainly in pouur scneration.
Philippines will introduce coal, geothermal encrpy, nuclear, and

. . N 5
more hydro-power into its energy mix. Goeolhol produced from
sugar cane has already been used at a small scale in transportation.
Thailandts energy plan aims at burning lignitec and imported coal
and exploiting more hydro energy in its power plonts. As shown in

table 11, every ASEAN country, éxcept Singapore, is expected to

10 See David Deese "The Qil-~Importing Developing

Countries'" in David A. Deese and Joseph 8. Nye c¢ds. Energy and
Security a Report of Harvard's Lnergy and Scecurity Research Project.
Cambridge, Ma.: Ballinger, 1981, p.229-260

B See Bernd Knoll, "Repelita III diversifies Indonesia's
power sources', in Petroleum News, August 1950, pp. 22~23.

12 See "Malaysia Supplement 19%1% in Petroleum News,
August 1981, pp. 2734,

13 See Emilia Tagaza, "Philippines rcthinks its
power program', in Petroleum News, August 1930, pp. 18-19.
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reduc: its dependence on oil-for energy needs in 1990, Fhilippines
and Thailand, in particular, will drastically veduce their oii
dependence from over 80% of their total enersgy usc in 19560 to ébout
‘half of the total in 1990, Over.SO% of total cunerpgy consumption in
Indonesia and Malaysia will still be based on oil in 1990. Singapore,
with no indigenous energy resources, is cupecied to rely only on oil
for its energy in the next decade. ASEAN as n group will rcduce its
0il share in total energy requirements from G6) in 198@ to 70% in
1990. This reduction may imply that any oil c¢rigis in the future
will create relatively less adverse impacts ou the ASEAN region,
However, it should be noted that, according itc {he forecast in table
10, 0il to be impertecd by the oil~deficit ASIAL coungries will incfe-
ase from 631,000 barrels per day in 1980 to 775,000 barrels per day
in 1990, mainly because Malaysia will not Dbe seif-sufficient in o0il
in that year. And though Indonesia will be :ble to increase its oil
¢xport in 1990, net o0il export from the region will decline from

733,000 barrels per day in 1990 to 657,000 barrcls per dav in 1990,

ASEAN's Energy Cooperationﬂh

Though the normal conflict of interest between producers
and consumers prevents the ASEAN countfies iroi Laving any common

stand

% See discussion on energy @ooperation in R.C. Waniga-
tunga, "Exploitation of ASEAN Mineral Resources’, Saw Swee-Hock (ed),
ASEAN Economies in Transition, Singapore University Press, 1980,

Pp. 127-129, and the ASCOPE report cited ~bove, ppe 13-14%.
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vis~avis the recst of the world on the oil is ue, there is still

voom for intra-regional cooperation on ener:y. This cooperation
can be achieved mainly in the form of thef;ﬁaring of energy
riesources among the members to overcome teumporary supply-demand
imbalance problems. At present oil shortages in the oil-deficit
members have been partly alleviated by relicel supplies from the
oil«surplus members. But the terms of these supplies world still
have to be negotiated on a case~by-case basis., Uhat the members
{mainly the oil-deficit members) would like is, throurh ASCOFE,

to estahblish an ASEAN petroleum security rescrve to proosct a
membert's economy from the risk of sudden and serious oll supply
disruptions. This security reserve scheme is to have a built-in
mechanism whereby some threshold levels of sup:ly shortages can
trigger the rights of drawing oil from the rescrve. Details on the
size of the reserve, the types of oil products, the location of
the reserve, financial arrangements, replenishuent measures, etc.,
will have to be worked out in the future, It can be ohserved here
thot while® an agreement on the ASEAN rice security reserve was
aiready concluded last year, the concept of Lire ACZAN oil security
reserve which is perhaps more urgently nceded w:s seriously dis-
cussed only this year. This may reflect the difiiculties and the

complex nature of the energy problem, and dificrences in the atti-~

tudes of the members themselves.

Sharing of energy resources 1. ASEAN cawn be achieved
by linking electricity grids of some menmber countries and optimizing
the use of refining capacity in the region, f1hese possible schemes,
which are still being discussed in ASCOFEL will eusure a beiter use

of resources and reduce the risk of temporary encrgy imbalances.
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To reduce wasteful competition and eucess capacity,
the member countries should also explore the puuaibility of loca~
ting some important energy-related and ener v -intensive industries
in places which possess economic comparative ndvantages in terms
of energy cost efficiency. For instance, aluost all ASTAN coun=-
tries play to build a petrochemical comnlex of their own, and
some have already invested in it. ith a lisited market in the
reglon and an uncertain prospect for export to the rest of the
world, a petrochemical industry established in cacih member counw
try is likely to face the problems of oxcess cavacity, scale
diseconomies, waseful protection, and inefficicuncies. Joint
decisions and some kinds of agreement on this nnd other encrgy-
related industries are economically (and politically?) fcasible

and will ensure better energy utilization in tl:¢ regiocn,

In the arcas of o0il and gos expleoration, the develop~
ment of altoernative energy sources, energy coangcovation, and oil
shipuing, there are opportunities for the member countries to
share their knowledge and information, and iu some cases, pool
their resources. For instance, by cocrdinating their efforts in
negotiations with multinational oil companieé, oil~and gos-
preoducing member countries cen insist on and suvcceed in enlarging
their share of production, ag illustrated in tﬂc cxses of Indone-
sin and Malaysia. Thailand, the only A3TAY couniry which adopt
a concessionaire system in o0il and gas exﬁlorapisn, can learn from
the experiences of Indonesia, Malaysia and Philippines in using

productionsharing systems.
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However, even if these regional cooperative efforts
will be made in ASEAN, the scope of actions is still limited and
the derived benefit is likely to be marginal. TUnlike the Euro-
pean Economic Community (EEC), the main objective of ASEAN is
rather to promote ''close cooperation'" than to move towards
"integration". Intra-ASEAN cooperation in the field ol energy
involves, in most cases, some economic assistance given by energy-
fortunate member countries to energy-poor ones. Vithout a final
goal of economic and political integration, =~ relucténce to forgo
some degree of economic sovereignty tends to reduce the impact of
their cooperation. Moreover, the move away from oil and the grea~
ter reliance on indigenous energy resources in wost ASEAN coun~
tries will reduce the role of o0il supply froa foreign sources in
and outside ASEAN. It is only in the areas of rutual benefit where
we can expect productive cooperztion in strengibooing ASEAN's

energy security.



Table 1l: Economic Indicators, 1970 ~ 14980
INDONESIA
Indicators 1970 1971 1972 1973 1974 1975 1 1976 1977 1878 1979 1980

1, Growth rate of real GDP (%) 7.5 n.a. 9.4 11.3 7.6 5.0 7.0 7.5 7.0 5.0 7.0
2. Debt Outstanding/GDP (%) 26,7 36.8 38.6 31.8 25.5 27.8 27.4 26,0 27.6 n.a, n.a,

Debt Service/Export 6.5 | 7.2 ] 7.2 7.1 4,3 3,3 ] 11,5 121} 11.9) n.a.] n.a.

Larnings (%)

Debt Strvice/GDP (%) .84 1.0 1,2 1.3 1.2 1,9 2.7 2.9 3.0 n.a, n,a.
3. Total Ixports (§ milliom) 1.108 11,234 1,778 . 3,21L 7,426 37,103 8,546 110.853 {11,703 §15,600 21,365

Total jmports ($ million) 1,062 11,103 1,562 2,729 3,342 4,770 5,673 6,230 6.681 7,200 j12,384

Balance of Trade ($ millicn) 106 131 216 232 3,584 2,333 2,873 4,623 5,022 8,400 ] 8,981

Belance of Payments n.a. ~35 391 3258 690 -983 736 | 1.001 n.a.f 1,600 | 2,336
4. 1Intern:tional Reserves 160 187 576 807 1492 586 11,499 [ 2,516 2,636 4,100 6,480

3 million) '
5. Petréleum Crﬁde and Products

~ Exports ($ million) 446 478 913 1,609 5,211 $5,311 6,004 7.298 7,400 8.900 {13 200

k) ¢f total exports) (40,3) 1{38.7) | (51.4}) { (50,1} ) (70.2) t (74.8) t (70,21 (67.2)} (63.2}} (57.1)] (61.8)
- Tmports (§ million} 15 20 30 44 183 254 438 732 n.a. n.a. n.a.
~+ Net exports ($ million) 431 458 883 1,565 5,023 5.057 5,566 6,566 n.a. n.a. n.a,

6, Growth Rate of Consumer 12,2 | 4.4 6.4 { 31,0 | 40.6 | 19.1 | 19.8 | 11.0 8.1 22 | 16.0

Price Index (%)

Sources. 7The 1370-1978 data are obtained and calculated from Asian Development Bank, Key Indicators of the Developing .leunber

Countries of ADE April 1979, and Pranee Tinakorn, “Survey of Foreign Debts in the Government Sector of ASEAN”, a

paper presented at a workshop on Foreign Debts in Thailand at the Faculty of Economics, Thammasat University, April 3,

1980, The 1979-1980 data are extracted from Bank of Thailand. Annual Economic Report, 1979, 1980,




?32&3_23 Economic Indicators, 1970 -~ 1980
MALAYSIA
Indicators 1970 197; 19?2‘ 1973 1974 1975 1976 1977 1978 1973 1980
5 :

1. Growth rate ¢f real GDT (%) n,a. n.a m.a. 12.3 6.7 3.5 12.0 7.7 7.5 8.0 8.0
Z. Debt Outstanding/GDP (%) 9.2 12.2 '13.9 .9.8 5 14,9 15.3 16.3 17.9 n.a. n.a

Debt Service/Export Earnings (%) | 3.3 3.0 3.0 2.9 . 3.8 5,0 7.4 9.8 n.a. n.a.

Debt Service/GDP {%) 1.3 1.2 1.0 1,2 . 1.6 2,5 3.5 4.7 n.a. n.a.,
3. TYotal Experts {(Ringgit million) 5,163 5.017 4 .854 7,372 10,195 9,231 13 443 14,971 16,850 24,024 28,140

Total Imports ( " ) 4,288 | 4 416 | 4,543 5,934 9,891 8,531 | 9,722 11,178 13,822 17,058 | 23,420

ralance ot Tradel ; } 875 601 311 1,438 304 700 3,721 3,793 3,028 6,266 4 720

Balance nf Pavnent($ million) 18 40 32 118 188 71 | 803 307 625 1,876 459
4, International Researves 664 B18 970 1,345 1.618 1.524 2,472 2,858 3,330 4,030 4,713

(5 million) j
5, Petroleum.Crude and Products

(Ringgit million) _ _

- Exports . 202¢3,9) [390(7.8) {223(4.6)| 269(3.€)1678(6.7) |861 (9.3} 1,766(13.1) 2,011(13.4)[2,464(14.3) 4,127 6,846

(% of total exports) (3.9) {7.8) (4.6) (3.8) {(6.7) (9.3} {13.1) (13.4) (14, 3) {17.2) (24.3)

.- Importe 518 | 576 368 393 1,004 1,021 1,311 1 422 1,985 1,222 1,869

- Nat exprrt ~316 ‘wlBG ~145 «124 ~326 -160 455 589 419 2,805 4,977
6, Growth Rate of Consumer Price 1.9 1.6 3.2 10,5 17.4 4,5 2.6 4,7 4,9 6.0 7.0

Sources : See Table 1
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Indicators
S S S e S e
1. Growth rate of real GDP (%)
2. Debt Outstanding/GDP (%)

Debt Service/Export Earnings (%)
Debt Service/GDP (%)
3. Total Exports (S $ million)
Total Imports: (8 $ million)
Balance of Twadec. (S § miilion)
Balance of Payment ($ million)
4. International Reserves($ million)
5. Pertoleum Crude and Products
(s $ million)
~ Exports (Petroleum products)
(% of total exports)
~ Imports {(Crude)
~ Net Imports
€, Growth Rats of Consumer Price
Index (%)

See Ta'ble 1.
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Table 3: Economic Indicators, 1970 - 1980
" SINGAPORE
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Te3 8.9 10.2 10.2 102
0.8 0.8 1.6 0.9 0.8
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7,534 8,664 9,538 ] 12,513 } 20,405
~2,778 { =3,293{ ~3,389] ~3,606 | -6,250
183 321 336 411 295
1,012 1,452 1,748 2,286 2,812
818 1,133 1,158 1,354 3,653
(17.2) (21,1 (18.8] (15.2) (25.8}
1,013 1,237 1,383 1,614 4,892
195 104 225 260 1,239
0.4 1.9 241 1946 22.3
_______________________ ) SN S
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Table 4: Economic Indicators, 1970-1980
PHILIPPINES
-------------------------------------------------------------------------------------------------------------------- !r--————-qpn-au_-.l
Indicators 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980
Pt e e o e A A - T S - i e e o o e s it L e e ke o e - ——— .y T i ] o o e e - ot e o e o . - — o
1. Growth rate of veal GDP (%) 4,6 4,9 4,8 8.7 5¢3 6.6 Te5 6.2 5.8 6.0 4,7
2. Debt Outstanding/GDP . (%) 9.2 9,2 0.7 8'4 : Te5- 8.8 12.1 14.3 17.5 Naty Néke
* Debt SE.‘I‘ViCG/EXpOI‘t Earm’.ngs (%) 9.3 . 8.4 13.1. 11-5 608 1000 9.5 10.1 16,0 Ne&, n.2,
Debt SG‘I"V'J.CG/GDP (%) 1.5. 103 1’8 200 1.2 ; 164 Te4 1.5 2.8 Ne&, Ie8,
3. rotél'Exports ($ million) 1,062 | 1,136 | 1,109 | 1,886 | 2,725 | 2,204 | 2,574 | 3,151 | 3,334 | 3,780 | 5,635
Total Imports:  ( " ) - 1,090.| 1,186 | 1,260 | 1,597 | 3,143 }3,459 { 3,633 { 3,914 | 4,600 | 5,540 | 7,814
Balance of Trade ( no ) : - 28 - 50 «124 290 418 1,165 | =1,060 =764 | =1,266 |=1,760 {-2,179
Balance of Payment ( v .- 4 - 1 79 ¢ 664 109 | =521 =164 164 - 54 ~639 ~380
4, International’ Réserﬁes($ miilion) 251 382 561 1,038 1,584 |1,358 1,640 1,524 1,832 2,200 { 3,155
5. Petroleum crude and Products ]
($ million)
~.Imports 119 141 149 188 653 770 | 891 993 ¢ 1,032 | n.a. N8B,
(% of total imports) o 1 (102901 (11,93 (11.8)f (11.8) | (20.8) [(22.3)] (24.5) | (25.4) (22.4)] n.a, Re8e
6. Growth Rate of Consumer Price | |
Index (%) . . . 2306 15-1 10-3 1400 33.5 801 602 709 706 19'6 17.8
—————————————————————————————————————————— J — s ke ey it i i e e st s el e e e e e e s g o —— L-—--——J--——-——-—J .-q-----........-_.---—.L_..._......-..:._..._......_,

Sources: See Table 1,
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.« Growth rate of real GDP (%)

, Debt Cutstaudineg/GDP (%)
Debt Service/Export Eapnings (%)

- Debt Service/GDP %)
Total Exports (Baht million)
‘Potal Imports ( " )
Balanoe of Prade: . " ) )

Balance of Payment ($ million)

International Reserves ($ million)

Petroleum Crude and Products

(Baht miliion)

~ Impert - . 2,329,
(% of total imports)

Growsh Rate .of Consumber Price

Index (%)

Sources: See Table 1,

Table 5:
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2,721
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THAILAND
1972 1973
------- .-|———----\-—-"ll
4,3 9.4

409 Lom 2 M
3.5 3.1
_#55 «52
22,491 | 32,226
30,875 | 42,184
~8,384 | ~9,958
175.4 41.8
1,052 | 1,306
3.116 4,661
(10.1) } (11,0)
3.9 11.8

-

o

e st S Wy e W T i P e, G e R . —— . A

e

3.0
52

45,007
66,835
L21,828
-140.2

1,775

14,233
(21.3)

441

82,400
108,550
-26,150

~-653.8

2,557

22,881
(21.8)

““““““ T
1976 1977
8.2 7-2
5.0 5¢6
2.6 3-1
53 .64
60,797 | 71,198
72,877 }- 94,177
~-12,080 22,979
~4,11 =369.5
1,893 1 1,915
16,695 { 20,777
(22,9) | (22.1)
4.9 Bed
e S

Neae
tyBe

Ne.2s

106,881
153,934
47,053

3,129

32,647
(21.2)

"396.2 )

NeBe
132,100
190,100 |
~58,000
. 25849

3,055

58,700
(30.9)




Tabl€ 6: Consumption of Total Energy and Oil Products in Thailand, 1970-1981

(Unit: o0il equivalent barrel per day)

Total Energy 0il Products
Year .
"~ Amount Growth rate Amount Percentage Growth rate
(%) in total
energy

1970. 108,580 14,42 88,260 81.3 10.37
1971 132,590 22.11 110,415 83.3 25.10
1972 145,730 12.97 128,460 85.8 16.34
1973 162,175 12.94 145,240 | 85.9 13.06
1974 172,300 1.85 141,440 82.1 ~-2.62
1975 182,800 5.14 146.190 75.9 3.36
1976 208,580 14.05 165,080 792.1 12,92
1977 225,620 8.17 184,730 31.9 11.90
1978 238,640 5,77 198.800 83.3 7.62
1979 n.,a. n.a. 212,880 n.a. 7.08
1980 n.a. n.a. 207,455' n.a. -2.55
19612 n.a. n.a, 214,845 n.a. 3.56
Source : National Energy Administration, Ministry of Science,

Technology and Energy, Thailand.




Table 7s Retall Prices of Oil Products in aSEAN

(Us $/litre} Premium Gasoline Kerosene Diesel oil Fuel oil LPG
ReFail Tax (4} retail Tax {+) Retail Tax {+) Retail Tax {+) Retail Tax (+)
price |subsidy (-} price | Subsidy (-}| price Subsidy (~% price |Subsidy (-)] price Subsidy (-}
Tndonesi. 0.352 { n.a. 0.06 | -0.098 0.084 -0,081 C.072 | ~0.085 n.a. n.a
{(May 1  1980)
Malaysia, 0,49 0.11 0.21 §-0.10 0.21 -0.80 n.a. n.a. 0.37 0.11
Taninsulear '
(~pril 18, 19&31)
Singapore 0,49 0.17 0,37 Q.05 0.325 0.03 n oa, n,a. .37 0,02
(July, 1281)
Philipp.res 0.66 0.20 .39 0.02 0.39 0,04 0.26% 0.0L 0.37 0.02
(darch 22, 1961) [
) }
Thailand 0,59 0.27 0.30 ~-0.026 0.36 0.06 0,23 -0,004 0.25 ~0,02
(Fab, 5 1981}

LSource

wholetale price

Data submitted to the ASCOPE/Economic Committee,

{ASEAN Council on Petroleum)




Table §: Estimates of Energy Consumption Elasticities

With Ré@spect to GDP for ASEAN Countries

Indonesia

Malaysia

Philippines

Singapore

Thailand

Period Elasticity
1965 - 1972 0.75
1973 - 1978 4.09
1965 - 1973 1.01
1973 - 1978 0.51
1965 « 1973 2.83
1973 ~ 1978 1.03
1965 - 1973 1.20
1973 ~ 1978 1.20
1965 -~ 1973 2.70
1973 - 1978 1.05

Source : Siddayac, ibid, table 2,




Table 9 Consumption of 0il Products in Thailand

(January - May, 1980 and 1981)

Unit : million litres

January - May Percentage

1980 1981 change
Regular benzene 434 ' 405 -7
Super benzene 519 464 ~-11
XeroSene 115 134 17
High~speed diesel 1,741 1,682 -3
Iow-speed diesel 40 33 ~17
Fuel oil 1,459 1,791 23
LPG (miliion kg) 63 29 41
Total oil(excluding LPG)| 4,308 4,509 5
Source : Department of Commercial Registration, Ministry of

Commerce.




Table 103 Production, Consumption, and International Trade of

oil in ASEAN, 1980 and 1990

Unit : thousand barrels per day

1980 1330

Produc- } Consump- |Export(+)]Produc-] Consump~ |Export(+)

tion tion Import(-)} tion tion Import(-)
Indonesia 1,570 362 1,208 2,298 840 1,458
Malaysia 275 152 123 250 317 ~67
Philippines- 10 211 -201 19 188 ~169
Singapore - 184 -184 - 247 ~247
Thailand - 246 -246 - 318 ~318
ASEAN 1,855 | 1,155 - 700 2,567 {1,910 657

2/ This figure assume that the oil production in the Philippines

is the same a3z in 1985.

Source : Data submitted to the Economic Committee of ASCOPE



Table 11: @il Consumption as a

2rcentage of Total

Fnergy Consumption in ASEAN, 1975, 1980 and 1990

1975 1980 19%0

. a
Indonesia 84 80 802/
Malaysia 85 94 85
Philippines 93 87 56
Singapore 100 100 100
Thailand 92 82 50
ASEAN n.a. 86 70
a/

the author's assumed figure due to data nonavailability

Source : A Report on ‘The Supply/Demand Outlook for Petroleum
in the Context of the total Energy Situation in the
ASEAN Region in the Eighties®, submitted to the l7th
meeting of the ASCOPE Lconomic Committee in Malaysia,

August 12 - 21, 1981.
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