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Abstract

0Qil and the U.S. Dollar :
Options for the Oil Producers

The; price of oil and the exchange value of the dollar have been the two most im-
portant * international parameters affecting world trade and payment relations. The re-
lationship beteeen the two underwent changes in the last two decades reflecting the rapid
changes in the world petroleum market and the international monetary system. The decline
in OPEC’S Power and the shift to a buyers - market resulted in a change from a fixed oil
! price regime characterized by official prices and differentials to a system of flexible oil pric-
' es whereby spot transactions and the paper market in oil ( forward and futures } affect the
prices by the producers. Alternatively, the collapse of the dollar based Bretton Woods sys-
tem led:to a system of flexible exchange rates which affected the working of the foreign ex-
change markets. The new international oil and monetary reigimes are characterized by trans-
parent ¢il prices and exchange rates which would have their effect on the choices available
to the oil producers.

The debate as to whether to switch from the Dollar as an oil price unit of account and
thedium of payment for il transactions, while valid theoretically in a system of fixed oil
prices was impractical during the rise of OPEC power. In the current system, oil prices are
CIF based and tied to changing spot prices via pricing formulas. This system alongwith the
current status of the dollar vis a vis other currencies make the search for alternatives to the
Dollar for oil price denomination and payments irrelevant theoretically and impractical. This
is besides the fact that over the long term real oil prices are more affected by inflation rate
changes than exchange rate changes ultimately the real oil price is determined by the forces
of supply and demand in the oil market, the choice of the currency has little effect on that
price.

In order to protect their real oil revenues from exchange rate losses,the oil producers
have different options within the existing international petroleum and monetary systems.
First, they can resort to including a “currency clause” in their formula pricing which re-
quires good degree of coordination and trust among oil producers. Second, they can adjust
their marketing strategy to account for the exchange rate losses emanating from the Dollar’s
: depreciation which needs structural changes in oil market relations. Third, they can resort to
‘ forcignéexchange market mediums to hedge against exchange rate fluctuations. Forward, fu-
' tures, options and swaps available in the market could be used within a cost-benefit approach
to insure against adverse exchange rate fluctuations. The attractiveness of each option de-
pends on the circumstances of each producing country, and its risk-return preferences .
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