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- THE IMPACT OF THE PRESERT CRISIS ON THE
ECONOMIBS OF NATO CQUNTRIES

The closing of the Suez Canal and the destructicn of a
number of pipelines with terminals on the eastern Mediterranean

. are having a considerable effect on the economies of some NATO
. countries,
" ‘reserves,
affected,

Industrial output, balance of payments, gold and dollar
prices and, in some cases, budgetary positions are being

2. As long as both the length of time the Canal and the

Iraqd Petroleum Company pipelines remain inoperative and the degree

of help to be expected from the United States are not known, a full
evaluation of the impact of the present crisis on the econcmies of
NATO countries will not be possible. A number of effects are

however, alrsady clear. This paper does not attempt to outllne the
possible implications of the present crisis on the. military effective-

neéss of MATO forces,

Importance of Suez Canal and IPC pipelines

- 3. Eurcpean NATC countriss are normally largely dependent upon
the route via the Suez Canal for the import of such commodities
as o0il, rubber, jute and wool, The importance’ of the r8le played by
the Canal in the supply of these commodities to the United Kingdom,
France and the Netherlands may be seen from the following table:

Percentage of commodity 1o pass through Suez

Destination
0i1 Rubber Jute . Wool
United Kingdom 56 &5 95 70
France Ty 76 97 70
Netherlands 63 . 62 91 23
United Kingdom 5 0 - - 10

0il was the most important single ecargo passing through the Canal,
with nearly 70 million tons a year normally taking this.route to
Western Burope., The oil situation has been rendépred even more
serious by the severing of the Irag Pstroleum Company pipelines,
which regularly delivered a further 25 million tons annually to
%estern Europe (see Annex 1). Indeed} vestern Eurcpe as a whole
depends on the Middle East for over 80w oFf its net imports of crude

0il and i1q1shed products (see Annex IT)
Shippin

L, To malntaln the normal flow of commodities between Western
EuPOpe and countries esst of Suez without using the Cansl, it would

require some 55% more tanker tonnage for the oil and some Eof'more
dry cargo space for other commodities, Existiing shkipping tonnage
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does not, however, permit an expansion of this order. Tankers
formerly employed on the route from.the Persian Gulf through the
Canal snd now diverted around the Cape ¢an carry in a given period
only about 60% of the oil that they Fformerly carried, Even with .
the most efficient use being made of existing fanker tonnage end’
available sources of supply of oil, it is doubtful whether vwestern
murope will be able to secure much more than 75% of normsl supplies
in the short run., Such an operation would recuire en incresse in
output of perhaps over 110,000 tons of ¢il per day by producers in
the Western hemisphere snd the reectivation of the reserve tanker
fleet — a Aifficult task even with the co-operation of the United

States administration,

Stocks and measures to limit consumption

5. Stocks in European NATO countries of many of the
commoedities. wblch regularly pass through the Suez Cansl seem to
be generally sufficient only for a few months, Tpus in the United
Kingdom there are apoarently less than two months! stocks ~f 0il,
rubber, copper, tin and lead, while there are probably three to
five months' stocks of zinc, tea and woonl. In some countrises the
situation is alresdy critical, Stocks of long~fibre cotton in
France are considered. to be sufficient only for two months, while
stocks of heavy fuel oils are thought to be adequate for only one
month, - . The situsation has been worsened in a.npumber of NATO countries

owing to Btockbuilding by individuals. In the United Stztes, on the "

other hand, ¢il stocks amounted to some LO million tons &s of
i7th November hovever, not all of these stocks are availsble for

export demana.

) 6 Now that the last tankers using the Suez Canal have
arrived and those diverted .arcund the Cape are only just beginning
to arrive, existing stocks must bear the brunt of the demand for
oil. Steps to limit the consumption of ¢il have been taken in a
number of Western European countries. CEEC countries have thus
sgreed to reduce consumption as a whole by soms 25%, Measures
introduced thus far include a ban on pleasure motoring on Sundays
in Belgium, Luxembourg, the Netherlands, Portugal and Turkey; .
rationing in the United Kingdom, Prance and Denmark; and a cut
in fuel o0il deliveries in many BEuropean NATO countriss, No
limitation is contemplated however on the sale of 0il or its
derlvatlves in North america,

7. Sbortages of ©il may be partly compcqsﬁtud by & greater
use of cosl. Hevertheless since there is little likelihood of any
appreciable increase in European production, tnis would lnvolve
additional imports of ccal from the United States once domestic
stocks were exhsusted, The lack of shipning space may, however be
expected to 1mped° any s¢gn1flcant ghift to cozl as z source of
energy.

Inaustrlal and sgriculturzl production

8. Industrial production in the United States and Canada seems

'té e somewhet stimulated by current svents, An exparnsion of ths
tanker construction programme in the United States, coupled with a

rise in demend for pipes for oil drilling is irtensifying existing
shortzges of steel plate and pipe. The supply of steel plate is now
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apout LO% behind reqguirements., This is expected to contribute to

an expansion in steel production, which may rise to 120 million tons
in 1957, some 3 million tons above the record year of 1955. The .
production of crude oil in the United States is apparently already .
expanding under the pressure of the increassed Eurcpesn demand, and
output in Canada is also expected to react favourably.

-9, In Western Europe, in contrast, despite limited 1lncreases
in ocutput occurring in some sectors of industry, it is already
evident that the overall rate of industrial progress is being
compromised, Even though shipyards in the United Kingdom, Western
Germany and the Netherlands are benefiting from the shortage of
shipping and the output of ecrude ¢il in Europe itself may somewhat
increase, the reduction in 0il supplies is having an adverse affect
on industries using cil as a source of energy. Industries most
affected are steel making and finishing, glass making, cement and
chemicals, In the United Kingdom a 10% decline in fuel supplies
might well result in a 750,000 ton reduction in the output of
finished steel, Prance, on the other hand, which has fewer open-
hearth furnaces using 0il, msy be expected to suffer relatively less,
Even should oil supplies deecline by as much as & third, output of
steel might not fall by more than 200,000 tons, . Countries where
01l plays a particularly important rcle ag a source of energy, such
as Greece, Iceland, Portugal and Denmarﬂ are in a pasrticularly
susceptlble 9031t10n. In general, the sdverse effects on industry
may be cushioned by the eXtent that priority 15 given to 1ndustrie1

consumption and limited to other users.

1C. Anothsr effect of the present crisis has been the reduction
in the output of the motor car industry in a number of European -
NATO countrles, wlng both %o a drop in internal demand and difficulty

being experlenced in finding shipping spsce for exports._'

11, At this time of year, agriculture should not feel much
adverse effect from the oil shortage. Whether agricultural produc-—
tion suffers much depends on the ¢il situation early next year.

Transport
% of the

) 12, Transport, which normally accounts for some LOY
01l used in Burope, is probably experiencing the most serious
impact of the shortage. Read, railway, air and water transport ars
all affected, There may be a lirited possibility of shifting from
road to rail, which is the least dependent on oil. Clesarly it is
very 1mportant ¢ maintain dletrlbutlon serv1ces to avoid disrupting

production,
Belence of payments and the gold and dollar reserves

13, Both exports and 1mporte ars belng hlndered by lack of
shipping facilities. Whether the balsnce of .trade of European
NATO -countries will be significantly influenced by the sltuation
in the Middle East is still a matter of speculatlon.

. Invisible earnings on the balance of payments may be
Some freight rates

expectad to react sharply to the Suez conflict, _
are above the pesk of the Korean period. DNet earners on the shipping
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account, such as the United States, the United Kingdom end Norway,

far

be 50 since, waile the United Klngdom.exoorts some 30% of her tanker

“tonnage, she is a net importer of tramp tonnage.

15. The terms of trade of Zuropean NATO countries may be
sxpected to be adversely affected, The surchargs on imported

commodities as-well as higher insursnce rates raise the cost of

imports without, at the same time; assuring th&t gxport prices may
be ralsed to a uommensurate degree Already in October import

“'ppices were up by nearly 3% -in the United Kingdom over the previocus

month cwing largely to an increase in tanker freight rates.

" The addltlonal cost of shipplng 0il round the Cape has been estimated

at some £2 = ton,

16, Both sterling and the franc came under rather hesvy selliing
pressure after the operstion in the Suez area, Nevertheless, even
though the London market is particularly wulnerable to the vagaries
of international events on account of the extent of short-term

“eaepitel, selling pressure in recent weeks has not been &s strong in

recent weeks as might have been expected. This may be largely
expla;ned by the fact that the blocxlng of Egypt's sterling accounts
in the United Kingdom and the tension following T&thH&llSLtWOn,

of the Susz Canal 1lsd many holders of short-term capital to take
measures in advance., Though exchange eguelisstion is still limiting
the pressure on sterling through release ¢ gold and dollars,
intervention is appsrently mot being required on a large scale to
maintain free rates close to officiel parities. The consideruble
‘pressure exerted on the franc was to he segen in the rise in. the
grice of gold and the rise in the "parallél" rate of the dcllar,

On the Continent the premiums on coverPLgns over their gold rpoints
parity increassed by as much as 27%; howevsr, the intervention of
central banks when the fres market rate dev1ated from the official
parity limited undue rises in the price of gold, A counterpart of

" this flight from sterling and the Tranc is to be found in the afflux

into Switzerland of foreign funds., Most other NATO countries seem
to have suffered little adverse e¢ffects from the Suez crisis, " Thus
even in Greesce the gold soverelgn inereased in price only from 75 to

78 shllllngs.

l?...Capltal investments of France and - the United Kingdom in
Egypt will undoubtedly receive 2z serious blow from the decree issued
by the Egyptian Government on 1lst November sequssiring sil French and
Brltlsh p“OpertJ. Indeed total French assets in Egypt may well value
several hundred miilion pounds. French and British interests in the
principal commercial and industrisl companies alone, exclusive of
gither the Susz Cansl Company, ths Suez base,.or other propsrty
heldings, have bezen sstimated to havc a value respectively cf £75
million end £55 to £60 million. . o

18. Increnssd purchase of oil in the Westcern nemisphere by .-
European NATO powers, while partly countbrbalanced by a decline in
dollar purchases in the Miadle Bast, can bs expectsd to have an
adverse effesct on their gold and dollar regserves, The loss.te
#estern Burope in dollars, assuming that oil deliveries will be
75% of normal, might rangp hetween £100 and £180 millicn over the
next six montha. This is & cause for considerable concern irn Frange,
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despite the fact that exchangs reserves zre nigh (about £530 million
at the end of October), The trade gdeficit for 1956 was already
expected before the 0il c¢risis to be of the order of £250 million.
Only slightly less preoccupying is the situation in the United
Kingdom, whéere in November gold and dollar reserves fell by £100
million, The positions of France, the United Kingdom, Italy and

the Wetherlands are 211l rendered more difficult by the fact that they
will have to turn to the dollar zrea not only for net imports of 0il
but also for supplies which are normally re-exported (see Annex I1}.

Prices

19. TIncreased freight rateg and, in some cases, shortages, are
generally tending to lead to an increase in prices, Commodities which
regularly pass through the Canal, and oil from the Western hemisphere
have been the most affected, though nearly all imported goods have been
affected to some degree. Western European demand for oil has resulted
in Caridbean and Gulf prices for fuel o1l and heavy crudes shifting
upwards by as much as 10%, while freight rates have risen by between
LO% znd 60% in & month. In France, increased freight rates may add
as much as 12% to the price of tin and 4% to the price of rubber,
Most of these commodities play an important réle in the manufacture
of Buropean finished products, and the rise in prices will tend to
spread throughout the eccnomies of the counitries concerned.

Budget

20, Budgetary expenditures and revenues are both being affected
by events related to conditions in the Middle East. The intervention
of the United Kingdom in Bgypt, the Chancellor of the Excheguer
estimates, will have cost £35 to £45 million by the end of the fiscal
year, The loss in revenue to the Treasury of the petrol and oil
rationing will, on the other hand, be of the order of £6 million a
month, (1 Added to this will be the loss in revenue from the
licensing of c¢ars and purchase tax revenue on nevw cars. French
budgetary expenditures are somewhat less than those of the United
Kingdom, yet a decline of some 25% in the revenue on taxes on
petroleum products conld mean a2n anrnual loss of £100 million in
budgetary revenue, :

Prospects

21, The OEEC has established a Petroleum Emergency Group (OPEG)
designed to faecilitate the pooling of the resources of the leading
0il companies with oversess availability, and an eguitable allocation
of available supplies. The Group proposes to co-operate with the

‘United States Middle East Emergency Committee (NMEEC), The important

r8le played by political cornsiderations in the ovresent crisis renders
highly hazardous =ny estimate of the time that will sventuslly elapse
before conditions return to normal, Tension remains in the Middle
East and there is no assurance that repairs on demaeged eguipment will
proceed unhindered, :

(1) This estimate does not take account of the recently announced
increase in the petrol taxes. S .
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. 22, Bhould the situation resclve itself intc the rurely
technical problem of clearirng the LO wrecks and 2 bridges blocking
the passage through the Cansl and repairing the damzged Irag
Petroleum Company vivelines and threze pumping stations, conditions
might well radically improve in a matter of months and return to
normal | less than a year, Some observers think 1t may be possible
tO;Oan a channel through the Canzl! and to repair cor by-pass damaged
pipelines and stations ir Irag in 2 few months,

- 23, The longsr the Suez Canal remains closed and the Iragq
Petroleum Compzny pipelines inoperative, the greater will he tne
impact on NATO ecoromies. Among the more apparent effects will
tve a loss of gold and dollar reserves, higher prices, a worsening
of the terms of trade and, in some countriés, a drop ir output and
a more difficult budgetary position., TBven more serionrs is the loss
being fzced by France and the United Kingdom in Egypt of capital

 investments and markets in the Middle Esst generally. At the szame -

time; the dangers inherent in Soviet economic penstration will be
increasing.

_2L. The need for as high a degree of co-operation within
NATO as is being shown in the OEEC is apparent The present crisis
has adverse implicetions not only for the WATO economies, which are
the basis of the defence structure, but also, possibly, for current
military programmes.
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(Annual rate in million metric tons,
based on Jaruary-June 1956)

Midale Bast

(2)

Including the Netherlands

NATO RESTRICTED

% (Gross Imports | (POTS. o nop Supplies ..
! Country QOf Crude 2nd ‘ elsewhere :Imports | Via Via IPC" 1
i Products in Eurcpe)’ ‘,GanaliPipeline :
! i ] S -
i T T :
t H [

. : J
United Xingdom 39.8 7.2 . 32,6 | 233 3.5
Frence 26.0 4.8 i 21,2 113.8 | 10.0
Italy 18,2 5.8 E 2.4 8.6 7.0
‘Netherlands i 16,2 8,3 6,9 1 9.0 (2)
lGermany . 10.L 1,0 s.4 | 1.5 2.0
iSweden ; 9,6 9.6 2.2
IBelgium/Luxer— | - O(2)

" Bourg i 3.C 2.2 5.8 3.3 2
Denmark ; 3.6 3.6

Norway % 3,2 L3.2 7.2
iSwitzerland 2.4 L2.4

Others ; 2.8 2.2 | 1.0

3 L ; |

Total i 139,2 j 30.0 109.3 | 68,9 28.5

i ? : t |

(1) Based on destination






