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CHAPTER 14

Future Prospects for Technology Trade

Will  technology t rade  wi th  the  Middle  Eas t
cont inue  to  grow rapid ly  for  the  next  decade ,
has  i t  reached a  pla teau,  or  wi l l  i t  decl ine  in
the remainder of the 1980’s and in the 1990’s?
O T A ’ s  a n a l y s i s  i n d i c a t e s  t h a t  m u c h  s l o w e r
g r o w t h  o f  r e a l  e x p o r t s  t o  t h e  M i d d l e  E a s t  i n
the period 1985-90 appears likely. This will be
o n  t h e  o r d e r  o f  2  t o  5  p e r c e n t  p e r  a n n u m  i f
M i d d l e  E a s t e r n  c o u n t r i e s  k e e p  t h e i r  i m p o r t s
within the bounds of their export earnings. For
t h e  d e c a d e  1 9 9 0 - 2 0 0 0 ,  i t  i s  m o r e  d i f f i c u l t  t o
p r e d i c t  t r e n d s ,  b u t  s t a g n a t i o n  i n  r e a l  e x p o r t s
s e e m s  l i k e l y .

In  th is  chapter ,  OTA assesses  prospects  for
f u t u r e  M i d d l e  E a s t  t e c h n o l o g y  t r a d e .  T w o
scenar ios ,  involv ing  h igh  and  low U.S .  expor t
shares ,  a re  cons t ructed .  Whi le  the  h igh expor t
s h a r e  s c e n a r i o  i s  t h e o r e t i c a l l y  p o s s i b l e ,  O T A
c o n c l u d e s  t h a t  i t  i s  m u c h  l e s s  p l a u s i b l e  t h a n
a  lower  U.S.  expor t  share .  In  l ight  of  ant ic i -
pated slow growth in the volume of overall ex-
por ts  to  the  Middle  Eas t ,  i t  i s  l ike ly  tha t  the
U.S. export share will decline from the roughly
18 percent  share  of  indus t r ia l  count ry  expor ts
h e l d  b y  U . S .  f i r m s  i n  t h e  p a s t  d e c a d e .

P o l i t i c a l l y ,  t h e  M i d d l e  E a s t  h a s  b e e n  t h e
scene  of  much in ternat ional  conf l ic t  and rev-

.

o l u t i o n a r y  f e r m e n t ,  a n d  p o l i t i c a l  f a c t o r s  w i l l
c o n t i n u e  t o  e x e r t  s t r o n g  i n f l u e n c e  o v e r  M i d -
d l e  E a s t e r n  t e c h n o l o g y  t r a d e .  T h e  p o t e n t i a l
e x i s t s  f o r  c o n f l i c t s  t h a t  c o u l d  a f f e c t  t r a d e  a s
c a t a s t r o p h i c a l l y  a s  t h e  I r a n i a n  r e v o l u t i o n  o r
t h e  I r a n - I r a q  W a r ;  s u c h  c o n f l i c t s  h a v e  g e n e r -
a l l y  r e d u c e d  c i v i l i a n  t e c h n o l o g y  t r a d e .  T h e
A r a b - I s r a e l i  c o n f l i c t ,  i n t e r n a l  r e v o l u t i o n s ,
g r e a t - p o w e r  t e n s i o n s ,  a n d  l o c a l  w a r s  a l l  h a v e
t h e  p o t e n t i a l  f o r  t r a d e  d i s r u p t i o n .

The  rap id ly  developing  economies  of  the  re -
g i o n  h a v e  a l r e a d y  a c h i e v e d  s u b s t a n t i a l  e c o -
nomic  complexi ty  and wi l l  cont inue  to  develop
in the future for two basic reasons: 1) the proc-
e s s  u n d e r  w a y  h a s  a l r e a d y  b u i l t  u p  a  c e r t a i n
m o m e n t u m ,  a n d  2 )  r e s o u r c e s  w i l l  c o n t i n u e  t o
be  provided  by  the  o i l  sec tor .  On these  poin ts
economis ts  genera l ly  agree ,  a l though they  d is -
agree  about  how di f f icul t  i t  wi l l  be  to  make a
var ie ty  of  adjus tments  which are  being forced
on Middle Eastern economies by events in the
international oil economy and by structural
changes in their domestic economies. ’

‘For example, Wharton Econometric Forecasting Associates,
Middle East Economic Outlook, April 1983; .Jahan~ir Amuze-
gar, Oil Expozter’s Economic Development in an Interdepend-
ent M’orld, International Monetary Fund, April 1983.

THE VOLUME OF TECHNOLOGY TRADE
In assessing prospects for technology trade, war industrial reconstruction programs of Iraq

the principal uncertainties concern: 1) what the and Iran may be.
growth of real oil revenues will be in the com-
ing decade for each of the producers; 2) how FORECASTING OIL EXPORT
much drawdown of foreign investment and use REVENUES
of trade deficits there will be; 3) how the nonoil
sector in the Gulf countries will manage the The level of Middle Eastern oil revenues will
transition from infrastructure development to be one of the key determinants of technology
a more diversified manufacturing economy (or, trade during the next decade. Forecasting de-
indeed, if such a transition will be made); and velopments in world oil markets and their ef-
4) how effective the industrial rationalization fects on Middle Eastern oil revenues is an en-
programs of Egypt and Algeria and the post- terprise subject to great error, and OTA does
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564 c Technology Transfer to the Middle East

not undertake it in this report. Instead, we re-
view several of the basic forces that drive the
oil market in order to provide a rough approx-
imation of the likely range of oil revenues of
the Middle East.

The oil-exporting countries of the Middle
East must determine individually and as part
of OPEC how much of their depletable oil re-
source to ship during any given period to meet
national objectives of current consumption
and future income growth. Oil left in the
ground constitutes a speculation on its future
price. Keeping it there does not earn current
income, in contrast to selling it and investing
the proceeds in interest-bearing bonds or in
economic development projects. There is a
“capital gain” from leaving the oil in inven-
tory if it will command a higher price when
sold in the future. At any point in time, the
expected capital gain may constitute an at-
tractive enough return to make keeping the
oil in the ground a rational investment de-
cision.

Increases in the real price of oil are, in fact,
to be expected in the long run because of the
way oil owners attempt to manage their ex-
haustible asset.’ The removal of any barrel
from the ground increases the value of each
barrel remaining there, everything else being
equal. From the narrow investment point of
view, the production rate of oil should be set
so as to increase its value in the ground at the
rate that would maximize the expected pres-
ent value of future returns. When the produc-
tion rate is optimized in this way, everything
else equal the real price rises, as withdrawals
from reserves add value to the remaining re-
serves. Most actual projections of oil prices,
in fact, take this into account and project ris-
ing real prices at least in the longer term.

The world is more complicated than the ab-
stract investment model in many different
ways, however. Governments must make deci-

‘For classic references on the economics of exhaustible re-
sources, see Harold Hotelling, “The Economics of Exhausti-
ble Resources, ” Journal of Politid Economy, vol. 39, April
1931, pp. 137-175; and Robert M. Solow, “The Economics of
Resources and the Resources of Economics, ” American Eco-
nomic  Review, vol. 64, May 1974, pp. 1-14.

sions about what fraction of oil revenues to
allocate among current consumption, foreign
investment, and domestic capital formation.
How the benefits are distributed among vari-
ous groups of the population is invariably a
key element in domestic politics and therefore
enters the decision process. The international
political dimensions are also important be-
cause countries use their oil wealth to gain in-
ternational power and prestige and to develop
military strength.

At least for particular member countries,
OPEC production decisions are also an impor-
tant determinant of production rates. Such
production rates are the subject of negotiation
within the cartel and governments take them
very seriously. Iran, for instance, despite the
bitter war, continues to participate fully in
OPEC along with Iraq and its Arab allies.
How much impact OPEC has on overall pro-
duction and prices in the long run, however,
is subject to debate, since actual production
rates differ substantially from those agreed on.

On the demand side, important factors that
must be taken into account in making fore-
casts of prices and production rates in the next
decade are: first, the delayed effects of the
1979 oil price rise on the miles-per-gallon char-
acteristics of the stock of transportation ve-
hicles and the efficiency of stationary indus-
trial energy uses (in other words, conservation);
and second, the rate of economic growth in the
industrial countries.3

A number of forecasting groups have recent-
ly attempted to take all these elements into
account and make medium- and long-term oil
price and production forecasts. Table 113 lists
a selection of forecasts made in 1983 by vari-
ous energy forecasting groups and compiled
by the Department of Energy (DOE).4 Most

3Estimates of the changes in transportation energy use effi-
ciency and price and income elasticities of transportation energy
demand for the United States are presented in Douglas L. Ad-
kins, “Forecasting Transportation Demand for Petroleum: A
New Generation of Econometric Models of Highway and Air-
line Industry Fuel Use, ” paper presented to the Transporta-
tion Research Board, National Research Council, January 1983.

‘Department of Energy, Office of Policy, Planning, and Anal-
ysis, Energy Projections to the Year 2010, October 1983, tables
7-1o, 7-11.
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Table 11 3.—1983 Projections of the International Oil Price and OPEC Oil Production
(1982 dollars per barrel or million barrels per day)

Date 1990 2000

forecast OPEC OPEC ‘
published Forecasting group Price production Price production

6/83 Department of Energy, National Energy Policy Plan Scenario B . . . . . . $32 26 $57 28
4 / 8 3 Energy Information Administration, Annual Energy Outlook Middle Scenario 37 27 59 -–
2/83 Data Resources Inc. . . . . . . . . . . . . . . . . . . 36 26 51

Marine and Preckel, Stanford ., . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36

—

6/83 23 58 25
2/83 Oil Company B . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 26 — 30
6 / 8 3 Oil Company C . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 21 — 27
2 / 8 3 Oil Company D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 23 – 28
4/83 Chase Econometrics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34 — 42
4 / 8 3 Wharton Econometric Forecasting Associates . . . . . . . . . . . . . . . . . . . . . . . 35 — — —

—

4 / 8 3 American Gas Association . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37 — 45 —

1/83 Energy Study Centre . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53 — 64 —
SOURCE Department of Energy Office of Policy Planning and Analysis Energy Projections to the Year 2010 October 1983 tables 710 and 7 11 See this source for

a Iistinq of the publications in which the above forecasts appeared

of the projected 1990 price forecasts fall in a
narrow region of around $35 per barrel (1982
dollars), and most of the 1990 OPEC produc-
tion forecasts are approximately 25 million
barrels per day (b/d), ±2 million b/d. This
range of forecasts is consistent with those of
the International Energy Agency (IEA), which
we used to make forecasts of Middle Eastern
oil export revenues (table 114).

The record of the past 12 years leads us to
be skeptical about all oil market forecasts.
They are based on stated and unstated as-
sumptions that are subject to change. For in-
stance, the 1982 price forecasts for 1990,
which are cited in the DOE report referenced
above, are generally considerably higher than
those published in 1983. The 1982 price soft-
ness in the oil market was the occasion for

Table 114.—Projected Middle East Oil Export Revenuea

.
1980 1983- 1985

Real Oil price (1982 dollars):
High revenue scenariob . ... ... . ... ... ... $36C $28C $32d

Low revenue scenariof ... . . ... . . . . . . . . . 36’ 28C 3 0d

Middle East oil exports (million barrels/day):g

High revenue scenario ., ... . . . . . . . . . . . . . . . 19C 10C 16d

Low revenue scenario . . . . . . . . ... ... ... ... ... . . 19C 10c 18d
Middle East oil export revenues (1982 dollars, billions):

High revenue scenario . . . . . ... . . . . . . . . . . . . . . . . . $250 $102 $187
Low revenue scenario . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 102 197

Change in real revenues (percent per annum, average) . . . . . . 80-83% 83-85% 85-90%
High revenue scenario. . . . . . . . . . . . . . . . . . . . . . . . . -29.9% + 30.3% + 5.2%
Low revenue scenario . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -29.9% + 32.9% + 2.1%

1990

$37
30

18
20

$243
219

1995

$43e

30e

16e

21 e

$250
230

90-95% 95-2000%
+ .6% 0%
+ 1 .0% + o.9%

2000

$49
30

14
22

$250
241

a Middle East members of OPEC Saudi Arabia Iraq Iran Algeria, Kuwait, United Arab Emirates, Qatar and Libya The IEA projections of Middle East OPEC’s share
of total OPEC production were in the 78 to 81. percent range for the period

b OTA's high oil revenue scenario IS the same as IEA’s low demand scenario’ combines low world economic growth and high oil price assumptions that in combination
result in relatively low demand world economic growth —2 4 percent to 1985, 27 percent thereafter, real 01 I price — Increase at 3.0% per annum after 1985

c Actual price and output DolIar magnitudes converted to 1982 dolIars using the GNP deflator (Source ClA, International Energy Statistical Review J u n e 26 1984
pp 2-3, 19). Estimated exports of natural gas Iiquids added (Source Middle East Economic Digest, June 29 1984, p 15)

d lEA's 1985 Projections assume full European recovery from the recession. Since this may not characterize all of 1985, they may be better Interpreted as indicating

the rate of exports and the 011 price when recovery IS complete, rather than a forecast for calendar year 1985
e Interpolated
f OTA's low oil revenue scenario iS the same as IEA's high demand scenario combines high world economic growth and low oil Price assumptions that in combination

result in relatively high demand world economic growth—2 6 percent to 1985 32 percent thereafter, real 01 I price— constant after 1985
g lncludes natural gas Iiquids. lnventory changes are not considered Derived from IEA projections of OPEC production under the low and high demand scenarios ex-

cept that for 2000, IEA’s estimate of the production under a ‘maximum sustainable capacity” scenario (33 million b/d) IS substituted for high demand estimate of
28 million bid If OPEC production should be only 28 million b/d Middle East oil revenues would decline by 16 percent per annum in 1990.2000

SOURCE Based on International Energy Agency, World Energy Outlook Organization for Economic Cooperation and Development (Paris 1982) pp 23-26 80 460461
Dollar magnitudes converted to 1982 dollars using the GNP deflator (table B-3 Economic Report of the President March 1984)
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forecasters to rethink t heir approaches to the
forecasting problem, and they tended to move
together in revising their forecasts downward.5

Although this tendency for forecasts to
change as the current price of oil changes may
stir skepticism, recent forecasts nevertheless
represent the best current professional
thinking.

With this caution in mind, OTA uses the
IEA projections of world oil supply, demand,
and price for 1985, 1990, and 2000 under two
scenarios that combine plausible economic
growth and oil price assumptions that would
together produce high demand for oil, on the
one hand, and low demand, on the other.

Table 114 contains historical data and pre-
sents projections of Middle Eastern oil export
revenues based on IEA’s two scenarios. After
quintupling from 1973 to 1980,’ Middle East-
ern real oil export revenues fell precipitously
from 1980 to 1983 (at an annual average rate
of 30 percent). Real 1983 revenues were only
41 percent of those of 1980.

OTA does not expect revenues to persist at
this depressed level, however. Based on the
IEA projections, OTA expects them to return
to within the $185 billion to $197 billion per
annum range by sometime in 1985, when the
European economic recovery is complete. The
rapid growth of revenues during this recovery
period will reduce short-term pressure on the
balances of payments of Middle Eastern coun-
tries. All forecasters expect rapidly increasing
revenues to to be only temporary, however—
a reflection of the world economic recovery.

‘For a worldwide survey of approximately 200 projections
of the international oil price and of interregional oil and gas
exports, see Alan S. Marine and Leo Schrattenholzer, ‘‘Inter-
national Energy Workshop: A Summary of the 1983 Poll Re-
sponses, ” The Energy Journal, January 1984, pp. 45-54. Most
of the projections reported in this article were done in the years
1981-83 and few are derived directly from formal models. Be-
tween the 1981 and 1983 polls, the median oil-price projection
for the year 2000 declined 18 percent (p. 51). For a historical
analysis of how U.S. energy projections made since 1950 for
years in the 1980’s have changed over the period, see DOE, op.
cit., ch. 7.

‘Derived from the sources cited in table 120. This growth in
real revenues can be expressed as an average annual rate of 22.5
percent. The revenue increases, of course, occurred mainly in
1973 and 1979 and real declines occurred in other years.

A new era of slow growth or even slight de-
cline of Middle Eastern oil revenues is ex-
pected to begin in the period beyond 1985 once
recovery from the world recession has been
completed. Even under the high revenue sce-
nario, real export revenues in 1990 ($243 bil-
lion) recover only to the 1980 level, staying
roughly constant at that level through 2000.

Under the low revenue scenario, Middle
Eastern oil export revenues never again reach
the 1980 level. They increase slowly at 2 per-
cent per annum during the 1985-90 period and
even more slowly (at less than 1 percent per
annum) during the 1990’s.7

In summary, OTA’s Middle Eastern oil rev-
enue projections can be stated as follows:

Vigorous near-term growth of revenues as
economic recovery in the industrial coun-
tries takes place; real revenues, nonethe-
less, remain below the level of 1980.
Slow growth in revenues from 1985 to
1990 at 2 to 5 percent per annum.
Stagnation in the 1990-2000 period.

IMPACT ON TRADE

If exports of goods and services from the in-
dustrial countries to the Middle East grow rel-
atively slowly, in the 2 to 5 percent per annum
range that appears likely to be financed by oil
exports from the Middle East, the new trade
era will be completely different from that re-

‘In IEA computer simulations, the economic growth and price
assumptions are somewhat inconsistent in the 1990’s. This is
particularly evident in the high demand (low revenue) scenario,
as the IEA points out, since the projections were based on the
assumption that policies are unchanged. Changes in policies are,
of course, difficult to forecast, but the IEA has also devised
a reference set of plausible policy changes to promote inter-fuel
substitution that would eliminate excess demand for oil in the
1990’s at the scenario prices. An implicit assumption of the IEA
high demand scenario, which OTA believes to be plausible
enough to construct the scenario, is therefore that the prospect
of higher oil prices will induce policy changes or conservation
that, in absence of a serious supply disruption, will prevent
prices from rising beyond the indicated levels. On the supply
side, we use IEA’s “maximum sustainable capacity’ scenario
in 2000 to indicate our belief that, given declining prospective
oil revenues, Middle Eastern countries might attempt to in-
crease production beyond the previously targeted levels and
that this more plausibly sets an upper bound than IEA’s low
demand scenario for that year.
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cently experienced. The contrast can be seen
when one considers that Saudi Arabia’s and
Iraq’s imports grew at over 25 percent per an-
num during the 1973-82 period (table 13, ch.
4), and that both Egypt’s and Kuwait’s grew
at 17 percent per annum during the same
period.

Certain Middle Eastern countries have the
option of increasing trade at a rate much
greater than the rate at which oil revenues in-
crease because large trade deficits can be fi-
nanced out of foreign investment earnings, by
a drawdown of the investments themselves,
or by credit based on investments. Neverthe-
less, in an era when Middle Eastern oil exports
are growing slowly, it is unlikely that imports
would grow at the phenomenal rates of the
past,

The Middle Eastern oil exporters have re-
cently demonstrated their ability to undergo
massive current account deficits. The Middle
East, as a whole, experienced a current ac-
count deficit of $12 billion in 1983, and the In-
ternational Monetary Fund forecasts a defi-
cit of like amount in 1984. 8

Whether or not the Middle Eastern oil ex-
porters are ‘‘willing’ to undergo such deficits
is another question. Wharton Econometric
Forecasting Associates expects the Saudi def-
icit to disappear in 1986.9 If so, it will be the
combined effect of the world recovery and the
determination of the Saudi Government to live
within current resources.

Assuming that total imports of Middle
Eastern countries over the next decade will be
constrained by the growth of exports just as
they are for most countries,”) annual imports

‘ i n t e r n a t i o n a l  hlf)netar} F’und,  Jl”or]d l~conon]ic Outlook.

Washington, D. C,, 1984,  table  17, p, 1H7.
~~$rharton  I+lc{~non]etric  Ftn-ecas  Ling A ssociates, fifiddle  F;ast

I;conomic  {)u[lfmk, ,.\priJ  1 98{1,  p, 111,
“’This is not to suggest a lock-ship  relationship between ex-

port earnings and the ability to import, Countries can finance
trade deficit~ in a number of ways; ne~erthpless,  for most coun-
tries export rarning-t  are the principal source of ability to im-
port. We should now that l+;~pt and Kuwait are partial ex-
ceptions to this, F;glljt’s import  ~owth will also depend
substantial}’ ( jn t h{’ growth of d{’~’elopment  assistance. F’or
Kuwait, in~;strnent  income  will be of roughlj equal magnitude

tc~ oil re~’enues, and growth in investment incornc  will support

growth in its imports,

will be likely to grow 2 to 5 percent per year
until 1990 and then stagnate or possibly de-
cline thereafter.

THE EFFECT OF OTHER
SCENARIOS ON TRADE

OTA also considered the possibility of vast-
ly different scenarios of oil prices and revenues
and attempted to assess their impact on im-
ports into the Middle East. A disruption sce-
nario, such as the closing of the Strait of Hor-
muz or a revolution in Saudi Arabia, is a
possibility. Since the world oil market is in a
glut, and important non-Gulf producers, such
as Nigeria, Mexico, and Libya, are standing
by with excess capacity, such a disruption
might have less of an impact on the price of
oil than it would have had in earlier periods
of market tightness.

Nevertheless, disruption in the flow of oil
from the Gulf could lead to a substantial in-
crease in the price of oil, which would depend
on the size of the actual loss of supply .1’ This
would reduce revenues of the disrupted coun-
tries but increase revenues of other Middle
Eastern exporters. 12 What the net effect would
be would depend on the characteristics of the
disruption and the impact on the oil price, but
a disruption in the Persian Gulf could nega-
tively affect oil exports from four of the coun-
tries of major concern in this study—Iran,
Iraq, Kuwait, and Saudi Arabia. ”

. .
“A major oil industr~’  executite  sees the political situation

in the Middle East as the one thing that could ha~’e  a dramatic
effect on the world oil market. New }rork 7’inws,  Sept. 12, 1983,

p. D1.  See also, Congressional Research Senrice,  “Wrestern  \’ul-
nerability  to a Disruption of l)ersian  (; ulf oil Supplies: U.S.
Interests and Options, ’ Mar. 24, 19X3:  and [J. S. Congress, of-
fice of Technology Assessment. Strate~tic  Re.~ponses  to an fi~x-
tended oil  Disruption, forth~.oming,  1984.

“We assume in the discussion that follows  that Ix)th the short-
and long-run price elasticities of demand are  suhstant  iaIl~r IPS,S

than one, so that an increase in price r[~sults  in an increase in
r-ex’enues  and ~’ice-versa,

“A disruption scenario in~ml~ring  nom~!iddle P;ast  de\eloping-
country producers, notabl j. Mexico, Nigeria, 1 ncl~nesia,  and
Venezuela, can also he constructed, hut  the potential impact
of a disruption of an~ single count r} among them on the world
oil econom}’  during the next decade  is limited. 1 ~; A expects all
such countrips  together to produce  onl~ about one-fifth of world
oil supply in 1990,  of which ahout one-third would be produced
h} hlexico.  A full disruption of hlexican  supply  would ha~’e sig-
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A scenario of a fall in revenues owing to a
large fall in the price of oil is also possible, al-
though it is difficult to estimate how likely it
is. This scenario would be based on the judg-
ment that the current price of $29 per barrel
(1984 dollars), which is under market pressure
at present, is not sustainable in the interme-
diate future, even with world economic recov-
ery.14 Such a judgment depends in turn on
other judgments about a number of fundamen-
tal questions, such as whether OPEC really
has the power to effectively determine total
world output and the international oil price
and whether large new low-cost producers
might appear on the scene.

If the $29 price should fall significantly, be-
cause OPEC loses power or for another rea-
son, oil revenues would fall substantially in the
short run. If the inevitable long-run increase
in the real price of oil from that level should
also be held off by large new low-cost produc-
tion being placed on the market at the lower
price, the low price and revenues could persist
through the next decade and beyond.

Neither of these widely divergent scenarios
on the oil price would lead to total Middle
Eastern oil revenues growing as rapidly in the
future as they did in the 1970’s. In the disrup-
tion scenario certain Middle Eastern countries
would stand to increase revenues, but others
would stand to lose. In the low-price scenario,
all exporters would lose, and total Middle
Eastern oil revenues would decline.1s

Thus, one is left with a reasonably strong
conclusion, taking into account the unlikely
scenarios, that Middle Eastern oil revenues are
unlikely to increase rapidly in the next decade.
Such slower revenue growth is also likely to
result in slowly growing Middle East imports
from the industrial countries.

nificant impact on world oil prices and would increase Middle
East oil export revenues, all else equal, but estimating this im-
pact is beyond the scope of the present study.

“Significant real oil price declines in 1984 are indicated in
an article on the international oil market (New York Times, July
7, 1984, p. 36) and add plausibility to this scenario.

15See footnote 12.

One implication of a new foreign exchange
constraint on imports in capital-surplus coun-
tries is that Middle Eastern policymakers will
have to face explicitly the tradeoffs between
imports of consumer goods, raw materials, and
capital goods for the first time in a decade. If
machinery and equipment imports increase at
a higher rate than total imports, imports of
consumer goods and raw materials would have
to increase at lower rates or might decrease.

The mechanisms for limiting imports in the
face of limited oil revenues are basically two:
a decline in the value of the currency, which
makes imports more expensive and therefore
less demanded, or a foreign exchange alloca-
tion scheme that politically and/or administra-
tively determines who will be given the right
to import. A marked reduction in imports of
consumer goods, with or without large in-
creases in their prices, would probably have
unpleasant political ramifications that govern-
ments may not be prepared to shoulder. The
unexpected slowdown in foreign exchange
growth, therefore, brings a new and unpredict-
able politics of distribution among competing
uses and groups.

THE IMPACT OF CHANGING
ECONOMIC STRUCTURE ON

TECHNOLOGY TRADE

The economic structure of the oil-exporting
countries of the Middle East appears to be
changing in several ways that will affect tech-
nology imports. The emphasis on investment
in infrastructure16 projects that has character-
ized the economic development and technolo-
gy transfer activities, particularly, of the cap-
ital-surplus countries is starting to give way
to a new phase in which more official empha-
sis is being placed on the development of the

——————
“Infrastructure refers to the type of economic activity that

directly or indirectly provides generalized inputs, usually serv-
ices, for other enterprises, Physical infrastructure is conven-
tionally defined to include transportation, communications,
power, water, and gas services. Social infrastructure, a looser
term, is usually used to refer to education, health and the legal/
regulatory apparatus of the society. Once defined as infrastmc-
ture, the service involved is usually measured in toto, whether
or not it is provided to enterprises or to consumers directly.
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manufacturing sector. In this transition, tech-
nology transfer will be increasingly important.

Continued Infrastructure
Development

It would be a mistake to conclude that in-
frastructure development will not continue;
the contracting emphasis may shift, however,
to smaller and more specialized firms, with
local firms playing a greater role. ” Each of the
countries OTA has examined now has a large
domestic construction industry. In Saudi Ara-
bia, for example, the construction industry
(foreign and local firms participating) has been
making a contribution to gross domestic prod-
uct (GDP) more than four times the contribu-
tion of the manufacturing sector.

Kuwait continues to place heavy emphasis
on telecommunications development. In Alge-
ria and Egypt, considerable force seems to
have developed behind continued airport ex-
pansion. In Iran and Iraq, destroyed or post-
poned infrastructure investments of all kinds
may give rise to large new construction proj-
ects after the war. All countries continue to
invest heavily in social infrastructure sectors
such as medical services and education.

Considering the infrastructure projects al-
ready completed or under way in the region,
operations and maintenance requirements for
existing projects will also be a growing source
of demand for technology imports. Thus, for
many different reasons, including domestic
politics, infrastructure development will con-
tinue to be a stimulus for large imports of ma-
chinery and technologies even if the manufac-
turing sector begins to grow more rapidly in
many Middle Eastern countries.

1 According Lo the .Ifiddle blast Economic l)ig~>st,  the share
of contracts awarded to local and other Middle I+; ast firms rose
to a high of 22.9 percent of the total across all sectors in 1982
before dewlining to 15.6 percent in 1983. See Contracts A warded,
Second Iialf, 1983, p. 1,5.  In hlarch 198’3, Saudi Arahia issued
a royal decree requiring that foreign construction companies
subcontract 30 percent of their work to Saudi firms.

‘mJ$’harton  l;conometric  Forecasting Associates, hliddle  East
b;c<)nomic  outlook, April 1983. The “manufacturing” sector  in-
cludes a small nonpetroleum  mining component.

The Expanding Manufacturing Sector
The expanding Middle East manufacturing

sector will be a second important source of de-
mand for technology imports in the next 15
years. All countries except Kuwait currently
place substantial emphasis on official plans for
the development of their manufacturing- sec-
tors, but they start from different positions.

In Saudi Arabia and the other capital-sur-
plus countries of the Gulf the desired devel-
opment of the manufacturing sector must ex-
pand from a small base. In Egypt, which
already has a sizable, diversified, but ineffi-
cient, manufacturing sector dominated by
public enterprises, the government seeks to ra-
tionalize and reinvigorate it. In Algeria, Iraq,
and Iran, all of which have smaller, but also
inefficient, manufacturing sectors, the empha-

Photo credit Middle East Economic Digest

Mercedes plant in Saudi Arabia
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sis (post-Iraq-Iran War) will probably be on
both renovation and expansion.

Despite the desires of planners, there is sub-
stantial uncertainty about how large machin-
ery and technical services imports will be for
Middle East manufacturing. The existing
small manufacturing sectors of Saudi Arabia
and Kuwait will probably maintain their cur-
rent modest momentum of growth. (Real man-
ufacturing output was growing at about 6 per-
cent per annum in both countries in the early
1980’s.19) But imports of technology to sup-
port continued growth at this rate would not
result in a surge of technology trade in the
next decade comparable to what infrastructure
development produced in the last. Manufac-
turing growth would have to be much faster
to boost the demand for technology imports
in the manufacturing sector into a large frac-
tion of the total.

Looking at the case of Saudi Arabia–by far
the major U.S. trading partner in the region—
a number of considerations are involved in
whether Saudi Arabia will develop a manufac-
turing sector rapidly enough to generate a sig-
nificant demand for equipment and technical
service imports in the next decade.

The first consideration is technology absorp-
tion. Obstacles to absorption, discussed in
chapters 2 through 10, are particularly perti-
nent to the development of the Saudi manu-
facturing sector. Manufacturing firms gener-
ally require greater adaptive technological
capability than infrastructure enterprises do,
and they also require marketing skills neces-
sary to appeal to customers who usually have
alternatives to any given company’s manufac-
turing output. In relatively open economies,
firms engaging in import substitution must
be able to face competition from abroad. One
critical area of uncertainty is whether techni-
cal and entrepreneurial skills will be adequate
to meet these challenges.

A second consideration affecting how rap-
idly the Saudi manufacturing sector will grow

is whether other competing demands for for-
eign exchange will give way to demands from
this new sector to finance technology and raw
material imports. Perhaps the greatest un-
known would be whether a primarily private
nonoil manufacturing sector could compete
successfully for scarce foreign exchange with
government-led social and physical infrastruc-
ture projects.

Third, in an era of greater foreign exchange
scarcity, the riyal exchange rate is likely to de-
cline, and this would have a number of effects.
The most powerful, perhaps, would be an in-
creased incentive to manufacture import sub-
stitutes, since competing foreign goods would
now be more expensive. To be sure, so would
the imported inputs of the new manufacturing
enterprises, but since the government current-
ly subsidizes the local inputs of Saudi manu-
facturing enterprises–for instance, through
subsidized credit and energy prices—a de-
crease in the exchange rate would undoubtedly
still constitute a powerful incentive to ex-
pansion.

Fourth, import-substituting enterprises
may be able to convince the government to
protect them with tariffs and other trade bar-
riers. Such measures might lure erstwhile for-
eign exporters to Saudi Arabia to set Up local

manufacturing enterprises. The relatively
small Saudi domestic market for many com-
modities, however, would still limit invest-
ment opportunities.

Despite all the uncertainties, however, the
Saudi manufacturing sector is likely to gen-
erate a growing, if initially moderate, demand
for technology transfer and trade. By the end
of the next decade, even a moderately fast-
growing manufacturing sector (say, 7 percent
per annum) would double its current size and
probably its imports.

Many of these observations apply in some-
what different form to other Middle Eastern
countries. In Egypt, a relatively large and di-
versified manufacturing sector has been gen-
erating significant technology trade. The ques-
tion about Egypt’s manufacturing sector is
whether recent changes in economic policy will
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allow it to continue to expand. Considering
that Egypt’s industry is primarily in the pub-
lic sector and that foreign investors have yet
to enter the “open door” in any numbers, the
chances of continued rapid expansion of the
manufacturing sector in the future would not
seem bright. It cannot, be ruled out, however.
Despite long-standing conditions of bureaucra-
tic inefficiency, Egypt’s manufacturing sector
has been expanding relatively vigorously by
world standards (10 percent per annum in real
terms in the last few years).20

Alger ia ,  1raq ,  and I ran  have  s igni f icant  but
not highly developed manufacturing sectors,
w h i c h ,  h o w e v e r ,  a r e  w e l l  b e h i n d  E g y p t ' s  i n
size and diversification. They are likely to gen-
erate fairly rapidly growing technology im-
p o r t s  i n  t h e  n e x t  d e c a d e ,  i f  t h e  w a r  b e t w e e n

Iran and Iraq is concluded, since manufactur-
ing is being emphasized in current economic
planning.

It should be emphasized that even if the
manufacturing sector does not develop as rap-
idly as it might, the Middle East will continue
to constitute a large market for technology
trade, as continuing investment is made in
physical and social infrastructure and in other

s e r v i c e  s e c t o r s . A  b u r g e o n i n g  d e m a n d  f o r
manufac tur ing  technology}’  i s  l ike ly  to  be  sa t -
i s f i e d  a t  t h e  e x p e n s e  o f  i n f r a s t r u c t u r e  r a t h c r
t h a n  a t  t h e  e x p e n s e  o f  m i l i t a r y  o r  c o n s u m e r
imports ,  in  the  context  of  the  re la t ive  fore ign

e x c h a n g e  s c a r c i t y  t h a t  w e  h a v e  f o r e c a s t ,  i n
light of the political sensitivity of military and
consumer  impor ts .  In  the  conservse  s i tua t ion-
l o w  g r o w t h  i n  m a n u f a c t u r i n g - - i m p o r t s  f o r  i n -
f r a s t r u c t u r e  i n v e s t m e n t  w i l l  b e  l i k e l y  t o  t a k e
up a good deal of the slack, and the Middle
E a s t  w i l l  r e m a i n  a n  i m p o r t a n t  m a r k e t  f o r
W e s t e r n  t e c h n o l o g y .  W h i l e  t h e  s u b s t i t u t a b i l -

i t y  b e t w e e n  m a n u f a c t u r i n g  a n d  i n f r a s t r u c t u r e
d e m a n d  f o r  i m p o r t e d  t e c h n o l o g y  w i l l  t e n d  t o
maintain the volume of technology imports,
the composition will vary depending on the rel-
ative importance of manufacturing.

PROSPECTS FOR SUPPLIER SHARES
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ination of past trends, quantitative high and
low export scenarios are constructed. Under-
lying these are assumptions about the effect
of politics (and other factors) on patterns of
technology trade.

On the one hand, prospects for expansion of
supplier shares are limited by the desire of
Middle Eastern nations to diversify suppliers
for economic as well as political reasons. As
discussed in chapter 6, for example, Algeria
consciously sought to reduce dependence on
France during the past decade. While the up-
per bound to supplier shares in a particular
Middle Eastern country market is difficult to
quantify, the existence of such an implied up-
per bound even when political relations be-
tween supplier and recipient are strong leads
to the conclusion that it is highly unlikely that
the United States will expand its position very
much in either Saudi Arabia or Egypt.

On the other hand, if political relations be-
tween supplier and recipient are severely
strained, the supplier is unlikely to win or
maintain an overwhelming share of the mar-
ket. The sharp decline in trade between the
United States and revolutionary Iran illus-
trates the negative effects of political disputes
on trade. Persisting political hostility
between supplier and recipient, it is hypothe-
sized, will eventually preclude a large supplier
share. However, the record of the past decade
indicates that this assumption must not be in-
terpreted too rigidly. The United States and
Libya were major trading partners until the
early 1980’s. In addition, countries such as
Iraq which have not always supported U.S. po-
litical and diplomatic positions have preferred
Western, and in some instances U. S., technol-
ogy. Over the course of a decade, however,
overt political hostility between recipient and
supplier can be expected to limit the supplier’s
shares.

HIGH U.S. EXPORT
SHARE SCENARIO

The U.S. market share in exports to the Mid-
dle East is strongly dependent on high indi-
vidual shares for Saudi Arabia and Egypt. In

both of these countries, the United States has
a higher market share than Japan and West
Germany, the two principal competitors of the
United States in the region. In contrast to the
United States, neither Japan nor West Ger-
many has taken a strong political position in
the region nor attempted to couple foreign pol-
icy with trade policy.

It is possible to quantify an illustrative high-
share scenario for the United States based on
an assumption that the United States share
equals the 1982 share of Japan, West Ger-
many, or the United States—whichever was
highest-in each Middle Eastern country.
Thus, the United States keeps its (high) shares
of the Saudi Arabian and Egyptian markets;
takes on the German share in the Iran, Iraq,
Libyan, and Algerian markets; and assumes
the Japanese share in Kuwait and the Gulf
kingdoms. (See table 32 for the 1982 country
share data.)

Applying these assumptions to 1982 ex-
ports, the United States’ overall Middle East-
ern share would have been 32 percent of the
total exports of the six major industrial coun-
tries rather than 22 percent.22 This would ap-
pear to set an upper bound to what the U.S.
share might become in the next decade under
greatly improved performance in all countries
where the United States did not have the larg-
er share. In 1982 this superior performance
would have increased U.S. exports by $7 bil-
lion over the $19.8 billion actually realized, and
U.S. exports to the Middle East would have
increased from 16 to 22 percent of exports to
all LDCs.

The question is whether there is a set of
events that might make the high market share
scenario come true. First and most important,
the United States would have to maintain its
preeminent share in Saudi Arabia and Egypt.

*’Note that these supplier share percentages (and most others
cited in this chapter) are based on calculations including only
the six major Western suppliers, and do not include total in-
dustrial country exports. To be specific, the 22 percent U.S.
share was derived from the data in table 26 as follows: the U.S.
share of total industrial country exports to the Middle East—
17,9 percent—is 22.2 percent of the 80.5 percent total for the
six major industrial countries.
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This, however, is somewhat unlikely. One rea-
son for the U.S. preeminence in Saudi Arabia
was the existence in the late 1970’s and early
1980’s of the “mega” construction projects,
where the United States had a comparative ad-
vantage in technical and managerial services.
In an era of foreign exchange limitation (by
Saudi standards) and growing buyer sophis-
tication, the proportion of smaller unbundled
construction projects will probably increase
and will probably result in a smaller share for
U.S. contractors.

Furthermore, if it follows the general pat-
tern in the Middle East, Saudi Arabia will les-
sen its dependence on a single supplier. In
Egypt, a policy that explicitly links aid poli-
cy to commercial policy could theoretically re-
sult in an expanded U.S. market share, espe-
cially of machinery and equipment imports
(see table 100 inch. 12). However, this seems
unlikely in view of Egypt’s steps toward rap-
prochement with the other Arab countries and
concerns about dependence on the United
States.

The high shares of Japan and West Ger-
many in certain countries probably result in
part from their ability to stay aloof from Mid-
dle Eastern politics. However, it seems unlike-
ly that the United States could similarly dis-
engage itself from Middle Eastern politics
without suffering considerable political costs,
even if it desired to do so for commercial poli-
cy reasons. Therefore, it is unrealistic to ex-
pect that the United States might obtain the
“nonpolitical” maximurn share in all countries.

If foreign economic policy were given more
emphasis, however, it might be possible to in-
crease the U.S. share slightly. Even if foreign
policy disengagement is not vigorously pur-
sued as an across-the-board policy, policymak-
ers might decide to decouple trade from for-
eign policy in a few specific cases. For
example, if a conscious decision were made to
do so because of changed political or other cir-
cumstances, nations such as Iran, Iraq, Syria,
and Libya, which have not been closely allied
with U.S. diplomatic positions, could become
stronger trading partners.

Since it is not clear how much effect controls
and antiboycott/corrupt practices policies
have had on the U.S. market share independ-
ently of broader foreign policy, the magnitude
of any decoupling effect is uncertain. OTA’s
judgment, based on subjective evidence, is
that decoupling would have a small but sig-
nificantly favorable effect on U.S. market
share. Likewise, expanded efforts to represent
U.S. business in the Middle East, including
high-level support, as well as improvements
in the foreign commercial service, might im-
prove U.S. export performance by a small
amount.

An end to the Arab-Israel conflict would ex-
tricate the United States from the unhappy
situation of trying to be friends with those at
odds with one another. The effect on exports
is hard to determine, however. Where exports
from the United States have been reduced be-
cause of the conflict, the United States would
gain; where a strong political position has re-
sulted in a high export share and where this
strong position would dissipate with Arab-Is-
raeli peace, the United States might lose its
share. On balance, there would probably be op-
portunity to expand the U.S. share.

The U.S. market share would also tend to
increase if international trade agreements re-
duced “unfair” export competition by other
countries. For instance, if the new interest-rate
provisions of the Organization for Economic
Cooperation and Development (OECD) ar-
rangement on officially supported export cred-
its lead to less subsidization of exports by
other suppliers, as they appear to be doing,23

all three of the major suppliers may benefit,
since neither West Germany nor Japan use
large amounts of subsidized export credit.
Regarding Egypt and Algeria, all suppliers
have used aid and mixed credits in connection
with exports, so it is not clear what impact a
possibly emerging international agreement on
mixed credits would have on the U.S. share
of Middle East trade.
— —-——

that the new provisions “will phase out most remaining export
credit subsidies by July 1986, ” p. 4,
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All in all, the improved international trade
rules that might be obtained would probably
have only a minor effect on market share in
the Middle East, because it seems unlikely
that they could be tightened enough to fully
hamstring those supplier governments intent
on helping their exporters—and because the
aid/trade connection will always exist.

Currency realignment would probably be rel-
atively powerful over a period of time in chang-
ing the U.S. export share in the Middle East.
If those who think that the dollar is substan-
tially but temporarily overvalued compared to
the yen and the mark are correct, U.S. exports
in the Middle East and elsewhere could receive
a significant price-effect stimulus in the future.

In the last analysis, basic changes in the
comparative advantage of U.S. exportsz4 and
in the economic growth rate of the United
States will probably be the most important
economic factors determining the U.S. export
share in the Middle East—as they will be in
worldwide trade. Long-run changes in compar-
ative advantage in the international economy
are virtually impossible to predict, however.
The leading industrial economies may become
more similar, or the United States may keep
its comparative advantage in exports that de-
pend heavily on research and development and
highly skilled professionals.

To sum up, the factors that could raise the
U.S. export share, which are specific to the
Middle East, appear to be either not very
likely or not very powerful. Those which could
raise the long-run worldwide U.S. export
share, including its share of exports to the
Middle East, exceptionally fast U.S. economic
growth throughout the period or shifts in com-
parative advantage, are together unlikely to
raise the U.S. share more than a few percent-
age points except possibly in the very long
run. The fundamental change in the relation
of the United States to the international econ-
omy that would have to occur for the United
States to have a materially larger export share
worldwide because of these two long-run fac-

tors is probably not likely to occur, and it is
certainly not predictable with any confidence.
This leaves currency realignment as the fac-
tor most likely to give a material upward
boost–on the order of a few percentage
points–to the U.S. export share in the Mid-
dle East and elsewhere.25 Taking all these fac-
tors together, it does not appear likely that
there will be a large increase in U.S. market
share in the Middle East.

LOW U.S. EXPORT SHARE
SCENARIO

On a more pessimistic note, a low-export
share scenario can be quantified on the arbi-
trary assumption that U.S. firms receive the
lowest shares of the three major Western ex-
porters. Under this assumption the United
States would keep its 1982 share of exports
to Iraq, Iran, Syria, and the Yemens; it would
take Japan’s share of Egypt, Algeria, Libya,
Jordan, and Lebanon; and West Germany’s
share of Saudi Arabia, Kuwait, and the Gulf
kingdoms. For 1982, the resulting U.S. Mid-
dle Eastern export share would have been only
10.8 percent of the six major industrial coun-
try total, rather than the 22 percent it actually
was. This less satisfactory performance would
have decreased U.S. exports by $9 billion, and
exports to the Middle East as a share of ex-
ports to all LDCs, all else remaining the same,
would have decreased from 16 to 8 percent.

In fact, such a precipitous fall in market
share could result simply from reducing the
U.S. share of exports to Saudi Arabia and
Egypt to the levels of the other two major
competitors. To demonstrate how dependent
the overall U.S. share is on its high shares of
exports to its major Middle Eastern trading
partners, the following possibility is consid-
ered: if the United States had the West Ger-
man share of exports to Saudi Arabia and the
Japanese share of exports to Egypt, and main-

“As an indication of how much difference a decrease in the
value of the dollar could make, if the long-run price elasticity
of the U.S. six industrial country export share was in the range
of 0.5 to 1.0 (moderate sensitivity), the increased export share
that would be induced by a 10 percent drop in the value of the
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tained its export share at the actual share level
it had in 1982 for the other 13 countries, its
regional share would have been only 12.4 per-
cent of the total for the six major industrial
countries in 1982, which is comparable to its
share under the low export share scenario, and
far lower than its actual share of 22 percent.

Since such a high fraction of U.S. exports
to the Middle East goes to Saudi Arabia, any
factors that would lower either Saudi Arabia’s
total imports more than those of other coun-
tries in the region or would lower the U.S.
share of Saudi imports would be likely to re-
duce the U.S. regional share. Slower growing
Middle East oil revenues in the 1980’s and
1990’s, and hence slower growing exports to
the region, are, in fact, likely to affect Saudi
Arabia disproportionately in absolute magni-
tude, since its import growth was so rapid in
the 1970’s. If exports to Saudi Arabia become
a smaller fraction of total exports to the Mid-
dle East, all else equal, a smaller U.S. share
will result.

It is not unlikely, furthermore, that the U.S.
share of the Saudi market will decline, for a
number of reasons. With the passing of the
“mega” project era, an area of particular U.S.
comparative advantage may also have passed.
If it wasn’t comparative advantage but poli-
tics or established position in the Saudi mar-
ket that resulted in a U.S. export share 36
percent higher than Japan’s in 1982, any dis-
sipation in these latter factors would also be
likely to result in a regression of the U.S. mar-
ket share toward those of its major competi-
tors. An active policy by the Saudi Arabian
Government to reduce its dependence on any
one supplier could have the same effect.

Diversification could result from either dis-
satisfaction with U.S. policy in the region, or
the desire to improve bargaining position by
increasing competition among potential sup-
pliers. Saudi use of trade as a weapon against
the United States, during a period of rough
bilateral relations, could be even more damag-
ing to the U.S. share. On the U.S. side, a
widening of national security controls to limit
the export of technologies having both civil-

ian and military uses would tend to reduce the
U.S. share.

Finally, regime change or political instabil-
ity would raise the possibility of a full break
in relations similar to the break with Iran (and
for the same reasons), which in the latter case
resulted in a current U.S. market share one-
tenth that of its share of the Saudi Arabian
market.

Considering all these possibilities, together
with the competition from other firms for Sau-
di Arabian sales, OTA judges it to be more
likely than not that the United States will
have a smaller share of a Saudi market, which
would result in a significant decline in the U.S.
share of Middle Eastern exports.

Likewise, analysis of the Egyptian market
leads to similar conclusions, although the
United States is in a stronger position to
influence events there through its economic
assistance policy. A decline in the U.S. export
share to Egypt, though, would have less of an
effect on the overall U.S. export share, since
Egypt is a smaller market.

An end to the Iran-Iraq War would probab-
ly increase the Middle Eastern market, but it
is not clear that U.S. firms would necessarily
benefit disproportionately from this trade op-
portunity. Dramatic political as well as eco-
nomic changes would have to occur in order
to expand U.S. export shares to the two coun-
tries—3 percent of exports to Iran and 7 per-
cent of exports to Iraq from the six major in-
dustrial countries in 1982–sufficiently to soon
bring them up to the 1982 regional figure of
22 percent. Furthermore, if U.S. exports re-
mained a relatively small share of expanded
Iranian and Iraqi markets, the U.S. regional
market share would drop. In any case, it is dif-
ficult to anticipate events in these countries,
and trade data are distorted by sales of U.S.
products through third countries.26
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A sharp increase in unfair export competi-
tion from the other leading industrial countries
might result in a decrease in the U.S. export
share if U.S. policies were not changed to pro-
vide matching subsidies. Other important fac-
tors that could possibly reduce the U.S. share
of exports to the Middle East are the funda-
mental ones that would affect the level of U.S.
exports everywhere; for instance, low relative
economic growth in the United States or dis-
advantageous shifts in comparative advan-
tage that could result in perhaps lengthy ad-
i u s t m e n t  p e r i o d s .

decrease in the U.S. export share in the Mid-
dle East. These principally involve the poten-
tial for a fall in the U.S. position in Saudi
Arabia and Egypt and the possibility of a con-
tinuing low U.S. share in post-war Iran and
Iraq, which together could occupy a larger
fraction of the region’s imports. Other factors
mentioned could also lead to a diminished U.S.
share of exports. On a more optimistic note,
only a decline in the value of the dollar holds
clear promise for increasing the U.S. export
share. OTA judges the low U.S. export scenar-
io, therefore, to be more plausible overall than

Thus, there appears to be a set of plausible
the high export scenario given the events

factors that could easily result in a significant
underlying both.

CONCLUSION: PROSPECTS FOR THE 1990’s
Because a significant decline in U.S. mar-

ket share seems considerably more likely than
an increase, and because maintenance of the
current share depends primarily on mainte-
nance of the U.S. export, share with Saudi Ara-
bia, where it maybe difficult for U.S. exporters
to maintain their 35 percent 1982 share of ex-
ports from the six top exporters, we come to
the overall conclusion that the U.S. export
share in the Middle East vis-’a-vis the other
major industrial countries will probably de-
cline in the 1980’s. A not completely, improb-
able low-share scenario could see the U.S. por-
tion drop by half. Instead of securing 22
percent of the exports from the top six indus-
trial countries exporting to the Middle East
(18 percent of total industrial country exports)
the U.S. share might very well drop signifi-
cantly.

We also conclude that after a resurgence in
1984 and 1985, total industrial country ex-
ports to the Middle East will grow much more
slowly in the 1985-2000 period than in the last
decade because of very far-reaching changes
in the oil economy. It seems plausible that
over this 15-year period, exports to the Mid-
dle East will grow no faster than oil exports
from the region. In the 1985-90 period this
would mean a growth of imports of 2 to 5 per-

cent per annum, if we use the range defined
by our low and high revenue scenarios, fol-
lowed by stagnating demand for imports in
the 1990-2000 period.

There are important implications of this pes-
simistic trade outlook for the likely nature of
future technology transfer to the Middle East
and the role of U.S. firms and organizations
in it. Technology transfers may increasingly
take the form of the provision by Western
firms of more specialized technical services in
smaller contracts (more often with local joint
venture firms). As a result of slowly growing
revenues and because of past experience, Mid-
dle Eastern buyers may become more selec-
tive in their purchases of foreign technology,
and local government intervention may help
them to negotiate favorable terms. The em-
phasis that Middle Eastern countries have
placed on diversification of suppliers, for po-
litical as well as economic reasons, can be ex-
pected to persist. To the extent that financ-
ing terms are also important considerations
for buyers, mixed credits and other extraor-
dinary supports for exports may be utilized
more extensively by suppliers, despite the fact
that the subsidy element has been greatly re-
duced in standard official export credits. These
various trends suggest that technology trans-
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fers will involve more two-way interaction, in
which suppliers are required to tailor transfers
to the specific needs of Middle Eastern buyers.

While none of these trends identified above
promises by itself to materially alter the vol-
ume of trade, they do point to changes in its
nature and in the mechanisms for technology
transfer. OTA’s analysis in this chapter indi-
cates that U.S. firms and organizations will
probably not be able to substantially expand
their positions in this changing Middle East
market context, and that they will be chal-

lenged to maintain their shares. While there
is no question that the United States will re-
main an important supplier country, the issue
is whether the apparent comparative advan-
tage that U.S. firms had in large-scale techni-
cal service exports during the past decade can
be converted into a continuing advantage in
smaller and more specialized exports of tech-
nical know-how, training and management
that will contribute to a growth of indigenous
technological capability in the region.


