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PREFACE 

F.ach year, in accordance with General Assembly resolution 118 (II) of 
31 October 1947, the &::onomic and Social council, at its second regular session, 
holds a general discussion on international economic and social policy. In the 
general discussion, as specified by the Assembly, the council considers a survey of 
current world economic conditions and trends in the light of its responsibility 
under Article 55 of the Charter of the united Nations to promote the solution of 
international economic problems, higher standards of living, full employment and 
conditions of economic and social progress and development. The World Economic 
Survey 1983 has been prepared to assist the COuncil in its deliberations at its 
second regular session of 1983. In the preparation of the Survey, the provisions 
of General Assembly resolution 37/203 of 20 December 1982 have been taken into 
account. The Survey is intended to provide the basis for a synthesized appraisal 
of current trends in the world economy, particularly as they affect the progress of 
developing countries. It is accordingly hoped that the Survey will also be of 
interest and use to other united Nations bodies, to Governments and to the general 
public. 

Annual surveys prepared by the regional commissions complement the World 
Economic Survey by providing a more extensive and detailed analysis of current 
trends at regional and national levels. 

The Survey has been prepared in the Office of Development Research and Policy 
Analysis of the Department of International &::onomic and Social Affairs of the 
United Nations Secretariat and is based on information available to the Secretariat 
as of 31 March 1983. 

-iii-

\ 



I 

OONTE?ffS 

C1apter ~ 

1 

1 

I. 

II. 

THE ELUSIV'E WORLD RECX>VERY •••••••••••••••••••••••••••••••••••••••••••• 

1983, The current outlex>k •.••••••••••••.••••••••••••••••••••••••••.•• 

IntrodlJC: tion • • • • . • • • • • • • • • . . . • . • • . . • . . • . . • • • . . • • • . • • . • . . . • . • . . • . . • • . 1 

Retrenchment in the developing countries ............................ 4 

Recovery plagued with un::ertainties ••••••••••••••••••••••••••••••••• 5 

Bleak outlook for developing countries .............................. 8 

Adjustment in developing countries, a new phase ...................... 10 

.Adjustment in energy-inporting countries............................ 11 

The energy-exporting countries...................................... 14 

.Further adjustments the dal}3ers ahead •••••••••••••••••••••••.•••••• 17 

Requirements for sustained recovery ................................... 18 

Reviving investment in developing countries......................... 18 

Stepping up investment in the centrally planned economies ........... 
Sustaining recovery in developed market economies ................... 
Lessenil'):J international finarx::ial strains ........................... 

19 

19 

21 

The need for an improved trading environment........................ 23 

Con::luding note, recovery ard international co-operation ••••••••••• 25 

tt:>te s • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 26 

INTmNATIONAL mAIE AND FINAtCE ••••••••••••••••••••••••••••••••••••••• 

An overview ........................................................... 
Two critical issues ................................................... 

Protectionism, further retreat from an q>en trading system ••••••••• 

29 

29 

30 

30 

Shortcomings in the international monetary systera ••••••••••••••••••• 33 

Develq>ments in international trade ................................... 37 

1982: retrogression in the volume of world trade ••••••••••••••••••• 37 

-iv-



CX>NTENl'S (continued) 

Chapter ~ 

Further weakening in the prices of primary commodities.............. 41 

International prices and the terms of trade......................... 45 

International payments................................................ 46 

large shifts in current aoc:ount balances • • • • • • • • • • • • • • • • • • • • • • • • • • • • 46 

Increasing difficulties for debtor developing countries............. 48 

Declines in longer-term flows to develq>ing countries • • • • • • • • • • • • • • . 53 

Some effects of exchange rate instability in the developed 
market ec:onanies • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 55 

Improvement in the external payments situation of the 
centrally planned econcrnies •••...•.•••••.•••..•.•••••.•••...•.•.•••• 59 

t«>tes • • • • • • • • • • • • • • • • • • • • • • • • • • • . • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 62 

III. GROWTH IN 'IUE OORLD ECCNOMY AND QJRRENI' POLICY STANCES • • • • • • • • • • • • • • • • 64 

Virtual stagnation in global economic activity - an overview.......... 64 

An unprecedented recession in develcpi ng countries • • • • • • • • • • • • • • • • • • • • 66 

Deepening of the recession in developed market economies .............. 72 

Continued weak growth in the centrally planned econanies 86 

Modest progress in food production am agriculture • • • • • • • • • • • • • • • • • • • • 92 

Weakening energy demand in world markets.............................. 99 

tbtes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 3 

List of tables 

'!able 

I-1. World production: percentage annual change, by country group, 
1976-1983 . . . . . . • . . . • . • . • •. . . . •. . . • • . • . . • • . . • . . • . . . • . . . • . . • . • • • . . . • . . . • 3 

I-2. t«>minal am real long-term interest rates in the United States 

I-3. Net energy-inporting develcping countries: trade balances in 
real am nominal terms, am growth rates of real output am 

........ 7 

irx::::0111e, 1977- 1982 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 

I-4. Net energy-exporting 1ie9eloping countries, rates of chaf'¥:le in 
the volume of oil output and in average oil prices, 1979-1982 • • • • • • • • • 14 

-v-



CONTEN'IS (continued) 

Table 

I-5. Net energy-exporting develcping countries, rates of change in the 
value of imports, 1980-1982 ••••••••••••••••••••••••••••••••••••••••• 16 

II-1. World trades annual rates of change in voll.Ulle and prices, 1971-1984 38 

II-2. Percentage fall in the indices of market prices of principal 
conunodity exports of develcping countries from their latest peaks 42 

II-3. Rates of change in the prices of internationally traded commodities, 
1980-1984 . . . . . • . • . • . . . . . • • . • • • • . • . . . . . . . . • . . . • . • . . . . • . . . • . • . • • . . . • • . 43 

II-4. World balance of payments on current accounts, by country groups, 
1978-1983 . • • • • . . • . • . • . • . • . . • • • • . • • • • • • • . . • • • • . • . . . • • • . . • . . . • • . . . • . . • 47 

II-5. Capital-importing developing countries• net new borrowing from major 
finarcial centres, 1979-1982 ••••••.•••.••.••••••••••.•••.•••••..•••• 49 

II-6. Capital-importing developing countries• ratios of debt service to 
export earnings, 1978-1982 . • . . •• . . . . • . . • . . . . . . . . • • . . . . . . . . • . • . . . . . . . 51 

II-7. Capital-importing developing countries& average rates of interest 
and amortization of external debt, 1978-1982 •••••••••••••••••••••••• 52 

II-8. Effective net flow of IMF credit to the capital-irrporting developing 
countries, 1978-1982 •••••••••••.•••••••••••••••••.•••.•••••••••••••• 55 

II-9. Developed market ecooomiess balance of payments on current account 
198 0-198 3 • • • • • . • • • • • • • • • • • • • . • • • • • . • • • • • • • • • . • . • • • • • • • • • • • • • • • • • • • • • 5 7 

II-10. lt>minal and effective exchange rates for selected convertible 
currerx::ies, 1981-1982 ••.••••••.•.••••.••••••••••.•.••.•.••••.••.•••. 58 

II-11. Centrally planned ecooomies1 trade balances, 1980-1982 • • • • • • • • • • • • • 60 

III-1. Worlds annual growth rates of output voltDne, by country groups and 
major sectors, 1976-1984 •••••.•••••••••••••••••••••••••••••••••••••• 65 

III-2. Develcping countries: annual rates of growth of real gross domestic 
product, 1976-1984 . • • • . . • . . • . . . . • . • . . . . . • . . . . . . . . . . • . . • . • . • . • • . . • • . • 66 

III-3. Developing countries i annual rates of change in the conswner price 

III-4. 

iOOex, 197&-1982 • • • • • . . . • • • • . • • • • • • • . • • . • • • • • • • • . • • • • . • • . • . • . . . • • • . • 71 

Developed market econanies, 
national product, 1976-1984 

annual rates of growth of real gross ......................................... 73 

III-5. Major developed market econanies, real rate of change in broad money 
supply (M2), 1979-1982 •••.••••••••.•.•.•••••••.••••••••••••••••••••• 75 

III-6. Major developed market econaniesa real interest rates, 1975-1982 ••• 76 

-vi-



CONl'EN'IS ~o nti nued) 

Table Page 

III-7. Selected develq>ed market econanies I general government budget 
surplus or deficit (-) as percentages of nominal GNP or GDP, 
19 7 8-198 2 • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 7 7 

III-8. Selected developed market economies• unenployment rates, 
197 6-1983 • . • • • . • . . . . • • . . • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 80 

III-9. Major developed market economies• annual rates of growth in unit 
labour costs in manufacturing, 1976-1982 ••••••••••••••••••••••••••• 81 

III-10. Developed market economies, rates of change of GNP deflator and 
consumer prices, 1976-1983 • •••••••••••••••••••••••················· 83 

III-11. Centrally planned economies• basic economic growth indicators, 
197 6-198 3 . • . • • • • . • • • • • • • • • • • • • • • . • • • • • • • • . • • • • • . • • • • • • • • • • . • • • . • • • • 87 

III-12. Ind icators of net world food production, 1971-1982 ••••••••••••••••• 94 

III-13. World stocks and trade in cereal.a, 1979-1983 • • • • • • • • • • • • • • • • • • • • • • • 96 

III-14. Trade volume in food products, 1971-1981 indices and trends........ 98 

III-15. World oil production and consunption, 1979-1982 •••••••••••••••••••• 100 

-vii-



Explanatory notes 

'!be following symbols have been used in the tables throughout the report: 

Three dots( ••• ) indicate that data are not available or are not separately 
reported. 

A dash (-) indicates that the amount is nil or negligible. 

A blank in a table indicates that the item is not applicable. 

A minus sign (-) indicates a deficit or decrease, except as indicated. 

A full stop(.) is used to indicate decimals. 

A slash(/) indicates a crop year or financial year, e.g. 1970/71. 

use of a hyphen (-) between dates representing years, for example, 1971-1973, 
signifies the full period involved, including the beginning and end years. 

Reference to "tons" indicates metric tons and to "dollars" (S) United States 
dollars, unless otherwise stated. 

Annual rates of growth or change, unless otherwise stated, refer to annual 
compound rates. 

Details and percentages in tables do not necessarily add to totals, because of 
rounding. 

Forecast magnitudes are rounded to the nearest half percentage point or half 
billion dollars. 

The following abbreviations have been used: 

CHEA Council for MUtual EX:onomic Assistance 

CFF Compensatory Financing Facility 

EEC European Economic Community 

FN) Food and Agriculture Organization of the United Nations 

GATT General Agreement on Tariffs and Trade 

Gross domestic product 

GNP Gross national product 

IMF International Monetary Fund 

OECD Organisation for EX:onomic Co-operation and Development 

ODA Official development assistance 
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OPEC Organization of Petroleum Exporting Countries 

SOR Special drawing rights 

The designations employed and the presentation of the material in this 
publication do not imply the expression of any opinion whatsoever on the part 
of the Secretariat of the United Nations concerning the legal status of any 
country, territory, city or area or of its authorities, or concerning the 
delimitation of its frontiers or boundaries. 

'I'tle term "country" as used in the text of this report also refers, as 
appropriate, to territories or areas. 

For analytical purposes, the following country classification has been 
used: 

Centrally planned economies: China, Eastern Europe and Union of Soviet 
socialist Republics 

Developed market economies: North America, southern and western Europe 
(excluding Cyprus, Malta and Yugoslavia), 
Australia, Japan, New Zealand and 
south Africa 

Developing countries: Latin America and the Caribbean area, Africa 
(other than south Africa), Asia (excluding 
China and Japan) and Cyprus, Malta and 
Yugoslavia 

For particular analyses, developing countries have been subdivided into 
the following groups: 

Capital surplus countries: Brunei, Iran, Iraq, Kuwait, Libyan Arab 
Jamahiriya, Qatar, Saudi Arabia and United 
Arab Dnirates 

Deficit countries, subdivided into the following two subgroups: 

Other net ene.r:gy exporters: Algeria, Angola, Bahrain, BOlivia, Congo, 
F.cuador, Egypt, Gabon, Indonesia, Malaysia 
Mexico, Nigeria, Onan, Peru, Syrian Arab 
Republic, Trinidad and Tobago, TUnisia, 
United Republic of cameroon and Venezuela 
(in the text these countries are 
identified as the deficit energy exporters) 

Net ene.r:gy importers: All other developing countries 

The designations of country groups in the text and the tables are 
intended solely for statistical or analytical convenience and do not 
necessarily express a judgement about the stage reached by a particular 
country or area in the development process. 
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Chapter I 

THE ELUSIVE WORLD RECOVERY 

1983: The current outlook 

Introduction 

The world economy remained in the grip of recession during 1982 and is only 
now beginning in a few places to show some signs of recovery. The unexpectedly 
severe contraction in demand that ensued from the anti-inflationary policies set in 
train by major industrial countries in 1979 and 1980 had brought about a sharp 
curtailment in the growth of world production and trade in 1981, and the 
deflationary impact of such policies was aggravated in 1982. In the developing 
countries as a group, output failed to increase for the first time in the post-war 
period. During the year, the recessionary conditions in fact spread to embrace a 
number of the energ~exporting developing countries which, in preceding years, had 
been centres of growth in the world economy. In the developed market economies as 
a group, total output actually contracted in 1982. In the centrally planned 
economies, economic growth remained positive but at the greatly moderated pace of 
the preceding year. 

The recession has brought about a worsening of living conditions for large 
groups of people in most societies, and an aggravation of social tensions and 
cleavages. In the developed market economies, as well as in some of the more 
industrialized developing countries, unemployment among urban industrial workers 
has reached record levels for the post-war period. More generally in developing 
countries, while the first brunt of international recession has been borne by those 
in export activities, the inescapable policies of retrenchment have affected the 
well-being of many segments of the population. In present circumstances, the 
search for a means of livelihood among such groups as rural migrants and youth is 
almost inevitably doomed to failure, and the outlet of international migration 
previously seized upon by skilled and semi-skilled workers in many parts of the 
world has generally been closed. It is another international dimension of the 
situation that Governments in the developed market economies have come under 
strong, and increasing, pressure to adopt more protectionist stances. National 
sentiments have been gaining ground, intensifying demands for defensive or 
retaliatory actions and weakening support for the larger international framework of 
rules and institutions. 

The volume of international trade declined by between 1 and 2 per cent in 1982 
after having experienced virtually no growth in 1981. Flagging domestic activity 
in major industrial countries brought about a contraction in demand for the exports 
of other countries, both developed and developing. Responding to the same cause, 
the prices of primary collU'flodities continued to weaken. As pressure on their 
balance of payments mounted, many developing countries as well as a number of 
developed market and centrally planned economies introduced direct or indirect 
measures to reduce demand for imports, including food imports. For a number of 
developing countries, the situation was worsened by the concurrence of heavy debt 
service payments which themselves were partly engendered by the progressive shift 
towards shorter-term lending as the world economic outlook deteriorated. Thus, a 
cumulative deflation of demand for internationally traded goods set in, and it has 
not yet ceased. 
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There were a few favourable developments . In many parts of the world, food 
production was very largely unaffected by the global recession, and - for the world 
as a whole - the modest gain in output during 1982 kept pace with the increase in 
population. Growth in high-technology activities, particularly those linked to 
service industries, continued unabated. In the major industrial countries the rate 
of inflation declined, in a few countries rather rapidly, as cost pressures eased. 
Nominal interest rates fell, particularly for short-term loans, from the 
unprecedentedly high levels of 1981. 

In the early months of 1983, some signs of recovery in the developed market 
economies began to emerge. The Goverrunents of the major industrial countries have 
indicated their intention to implement measures which would bring about a 
sustainable improvement in economic growth and world trade. The recovery in 
developed market economies, however, is not expected to be strong, at least in the 
near future. Fears of a revival of inflation and of the persistence of budget 
deficits in the next several years are restraining both policy-makers in 
Governments and decision-makers in enterprises. There is, moreover, little 
abatement of the turbulence affecting international monetary and financial markets, 
and demands for protectionist measures remain insistent. For many developing 
countries, international reserves are at unprecedentedly low levels, export 
earnings are unlikely to recover strongly in the coming months, and the outlook for 
1983 accordingly remains bleak (see table I-1). 

The current situation has forcefully reminded countries of how much more 
interrelated their economies have become. It is evident that the restrictive 
policies of the powerful countries have had onerous consequences for the weakJ it 
is also striking that this weakening of the poorer countries has posed a threat 
both to the viability of financial institutions serving the strong, and to the 
recovery of world production and trade. It is not novel that for individual 
developing countries, the external environment has virtually eliminated any room 
for manoeuvre in economic policy; but it is notable that the vigour of recovery in 
individual developed countries, large as well as small, is also very severely 
constrained by current external circumstances. Necovery in leading industrial 
countries could be seriously endangered if their exports to developing countries 
were further reduced as a consequeoce of contracting financial flows. !/ 

With so many countries substantially integrated into the international 
economy, the prospects for the recovery of investment and growth within individual 
countries depend, to a significant degree, on a generalized improvement in world 
markets. The major developed market economies have recognized the need for some 
co-ordination of policies to promote recovery, no single country, even the largest, 
can reflate alone. As it stands now, great uncertainty surrounds the nature of 
unco-ordinated recovery. If it cannot be translated into healthy and sustained 
growth, the interdependence that links together the developing and developed 
countries will increasingly be seen as an irrpediment to growth and as cause for 
pursuit of alternative patterns of industrialization. 
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world 

Table I-1. world production:~ percentage annual change, by 
country group, 1976-1983 

1976-
1960 1961 1962 .!?/ 

3.9 1.4 0.2 

Developed market economies 3.5 1.3 -0.3 
Centrally planned economies 4.3 2.2 2.6 
Developing countries 5.2 0.7 -0.7 

Net energy-importing 5.1 1.6 0.9 
Net energy-exporting 5.2 -0.4 -2.6 

Surplus countries 3.5 -6.3 -7.4 
Other countries 6.2 4.1 0.1 

1963 £/ 

2 

2 
3.5 
2 

2.5 
1 

source: Department of International a::onomic and social Affairs of the United 
Nations Secretariat, based on official national and international sources. 

~ Gross domestic product for market economies, net material product for 
centrally planned economies. 

El Preliminary estimates. 

~ Secretariat forecasts: based on Project LINK country models and other 
institutional forecasts for developed market economies, 1963 plan figures for 
centrally planned economies, Secretariat forecasts for developing countries. 
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Retrenchment in the developing countries 

Because of the continuing deterioration in the external environment and the 
intensification of domestic difficulties, the economic performance of most 
developing countries in 1982 was worse than the poor record of 1981. ±f The 
per capita income of the group fell by close to 3 per cent. Growth in agricultural 
output was weak and, in any event, insufficient to compensate for the decline in 
industrial activity. 

The urprecedented decline in industrial activity reflects depressed global 
demand conditions. Demand for exports generally remained weak, and in a large 
number of countries export revenue fell considerably. In numerous countries, 
ongoing efforts to bring inflation under control or to cope with increasing foreign 
exchange constraints militated against any action to stimulate domestic demand. 
Nor did private investors - in those developing countries where they play an 
important role - abandon their already cautious attitude. As a consequence, 
aggregate demand sagged and investment tended to fall. 

Supply constraints also contributed to the constriction of domestic 
production. As external payments difficulties worsened, imported inputs became 
scarce. Over the course of 1982, the intensity of the adjustment process changed 
radically in many of these countries. As the continued weakening in export 
earnings was followed by rapidly dwindling international reserves and diminishing 
access to credit, a further slow~own in imports became inescapable. From a 
gradual, usually progranuned, reduction in the expected level of imports, many 
countries had to shift to emergency cuts, mostly ad hoc measures of import 
restriction. For the first time in the last 20 years, real imports of developing 
countries actually declined in 1982, reinforcing the contraction in world demand. 

While developing countries reduced their real imports, they continued to 
increase their real exports, though at a reduced pace. Thus, the very substantial 
adjustment efforts undertaken by the net energy-importing developing countries 
since the second half of the 1970s were continued.~ As in earlier years, 
however, these efforts were very largely frustrated by a deterioration in the terms 
of trade, they worsened by some 3 per cent in 1982, the fifth consecutive year of 
decline. As a consequence, the balance of trade - and hence the current account 
deficit - did not improve to any significant extent during the year. 

For the least developed countries and food deficit countries in general, the 
situation became particularly precarious. The very tight external payments 
position often prevented any significant increase in food imports, while stagnant 
or decreasing family incomes seem to have worsened nutritional standards in many 
areas. In other net energy-importing developing countries, similar problems have 
emerged, particularly among urban groups. 

Gross domestic product decreased significantly in the net energy-exporting 
developing countries. Weakening demand in internati onal oil markets led to a drop 
in the volume of exports and to substantial cutbacks in oil production. The 
cutbacks were heavily concentrated in surplus countries. The reductions in 
production in Kuwait, Qatar, Saudi Arabia and the United Arab Emirates ranged from 
20 to 30 per cent. None the less, other economic activities still experienced 
considerable growth, both in these countries and in other net energy-exporting 
countries. 
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'Ihe weakened market for oil substantially reduced import demand and the 
payments surpluses of the net energy-exportiDJ developing countries. While in 1980 
and 1981, their import volume had increased by nearly 20 per cent and 25 per cent 
respectively, contributiDJ to the growth in trade among developing countries, it 
virtually stagnated in 1982. Export revenues, on the other hand, fell abruptly. 
As a consequence, there was a widespread deterioration in their current account 
balances. The group's surplus, which had been nearly $40 billion in 1981, turned 
into a small deficit in 1982. Although by the end of 1982 the international 
reserve situation was still very comfortable in the majority of these countries, 
policies veered towards further retrenchment, particularly in some of the countries 
with large current account deficits. 

As a result of weakening export receipts and the growing cautiousness in 
international financial markets, the balance of payments tightened for most 
developing countries in 1982. For several of the countries with a large external 
debt, the situation became critical in the second half of the year. The debt 
service ratio - amortization plus interest payments as a share of exports - had 
been gradually increasing in this group of countries since 1974. By 1981, for half 
of the 15 largest debtors,~ this ratio had reached levels of 40 per cent or 
more. In the two largest debtors the ratio was above 60 per cent. As a 
significant part of this debt was on conunercial terms with maturities that had 
progressively shortened and with floating interest rates that had risen, and as 
there was some bunching of repayments, debt service payments due in 1982 increased 
rapidly. At the same time, the extension of new commercial bank credit began to 
slow down, causing in the second half of the year a serious liquidity squeeze in a 
number of countries, and leading in some cases to the postponement of payments on 
principal. International financ i al markets were shaken, and some sources of 
conunercial credit dried up. 'Ihe highly publicized international liquidity squeeze 
pronpted banks to attempt to limit their exposure to developing countries in 
general. This increased uncertainties and magnified the problem, making further 
retrenchment necessary in some countries. 

'Ihe weakening of domestic demand, as well as policies initiated before 1982, 
led to an easing of inflation in most developing countries. The rate of increase 
in consumer prices fell significantly in two thirds of these countries. In 
several, it was halved with respect to the previous year. But in a number of 
developing countries caught in a vicious circle of devaluation, increases in 
consumer prices and wage hikes, inflation accelerated markedly in 1982. By the end 
of 1982, there were about a dozen developing countries, mostly in Latin America, 
whose rate of inflation was well above SO per cent, in half of them it was close to 
10 0 per cent. ~/ 

Recovery plagued with uncertainties 

The weakening of aggregate demand was arrested in some developed market 
economies in early 1983. In the united States, a number of indicators began to 
point to a measure of recovery. The financial position of many corporations has 
improved, and the supply of domestic credit has grown very significantly. '!be 
recent easing of financial conditions has led to a significant pick-up in 
expenditure on some durable goods. Residential construction and car sales have 
increased at a fast pace. However, on the whole, consumption expenditures have 
remained weak, owing to higher unemployment and a cautious attitude on the part of 
wage earners. The real possibility of unemployment has made many people save more 
rather than add to consumption. Business confidence has also not yet improved 
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sufficiently. Investment continues to be adversely affected by a cautious business 
attitude and large capacity underutilization. Private investment planned for 1983 
is below the level of 1982. 

In the face of the high levels of unemployment and extensive underutilization 
of capacity, recently enlarged fiscal deficits in developed market economies have 
helped to sustain aggregate demand. Most Governments, however, have been leaning 
towards sane tightening of fiscal policies and the positive addition to aggregate 
demand of budget deficits in 1983 is generally expected to be small. Nor is the 
outlook hopeful for increased exports. Flagging aggregate demand in general, and 
contraction in many developing countries, particularly those experiencing severe 
balance-of-payments pressures, will adversely affect the exports of industrial 
countries. 

For the developed market economies as a whole, demand is unlikely to provide 
a substantial impetus to growth. unless there is a very significant change in 
business confidence and consumer attitudes, growth in the combined gross domestic 
product of these countries may well remain below 2 per cent in 1983. 

The lack of confidence in the underlying strength and stability of national 
economies largely explains the caution of business and consumers. While prices and 
wages have been advanci~ much more slowly in recent months, fears that inflation 
might be re-ignited are very present. '!'he high levels of unemployment, which are 
unlikely to experience any early reversal, also underline the economic pessimism. 
Even with a moderate recovery in 1983-1984, the rate of unemployment might increase 
by 1 per cent or more in several industrial countries. As a consequence, 
unemployment is becoming a central concern and is likely to remain a persistent 
political, scx:ial and economic issue at least until the end of the decade. 

Prevailing uncertainties are partly reflected in high real long-term interest 
rates. As pointed out in the World F.conomic Survey 1981-1982, recovery in 1982 
hinged on an early and significant drop in interest rates. This did not 
materialize in the first half of 1982. While short-term interest rates in the 
united States did fall appreciably in the second half of the year, long- term rates, 
particularly real rates, have remained high (see table I -2). This again is having 
an important bearing on recovei:y. 

There is no clear-cut explanation of why real rates have remained so high 
during a period of protracted recession. Among the factors which appear to be 
relevant are the lagged effects of the very restrictive monetary policies pursued 
in the united States up to the third quarter of 1982, the efforts of corporations 
to improve their liquidity position by converting short-term into long-term debts 
and lingering uncertainties in international financial markets. But probably of 
greater, and less transient, importance is the concern about what is seen to be 
insufficient progress in coming to grips with expected fiscal deficits. On the 
basis of present tax and expenditure policies, budget deficits are expected to 
increase in some major industrial countries over the next several years, even 
though recovery would raise tax revenues and reduce expenditure on unemployment 
benefits. over the last decade or so, the expenditure of general government has 
risen stror¥3ly relative to gross domestic product in most developed market 
economies. '!'he extension of scx:ial security and scx:ial welfare systems on the 
assumption of a continuation of high rates of economic growth, combined with the 
increasing numbers of the elderly, are among the reasons accounting for the past 
expansion of expenditure. As economic growth has slowed, the share of government 
expenditure in gross domestic product has risen sharply.!/ 
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Period 

Nominal 

Real !?/ 

Table I-2. Nominal and real long-term interest rates 
in the united States y 

(Percentage) 

1965-1969 1970-1974 1975-1979 1980 1981 1982 
Jan- June 

S.7 7.7 8.7 11.9 14.2 14.8 

2.0 1.8 1.3 2.4 4.4 7.1 

July- Dec 

12.8 

7.0 

Source: Department of International a:onornic and Social Affairs, United 
Nations Secretariat, based on a:onomic Report of the President (Washington, D.C.i 
United States Government Printing Office, 1983). 

y Average yield on Moody's long-term Aaa corporate bond issues. Yields on 
these bonds are highly correlated with yields on dollar-denominated international 
bonds issued by United States and European companies. 

!?/ Nominal yields adjusted by the rate of change of the United States GNP 
deflator. 

Without some adjustment in budgetary policies, budget deficits are expected to 
increase even though substantially higher rates of capacity utilization were to 
prevail. Besides the fear that such deficits might be monetized and reignite 
inflation, this gives rise to the expectation that public borrowing will continue 
to make heavy claims on private saving, keeping long-term interest rates high. But 
high real interest rates are a factor behind the weak investment activity and are 
clearly an impediment to sustained recovery. 

'l'\\fo other factors are also affecting global investor confidence: these are 
exchange rate volatility and increasing protectionism. Export activities, and 
particularly new investment in such activities, are hindered by unexpected and 
frequent exchange rate movements and by protectionist moves that increasingly evade 
traditionally accepted rules. 

At the Versailles summit in June 1982, an intensification of monetary 
co-operation among the seven larger developed market economies was agreed upon. It 
was hoped that closer co-operation would lead to increased currency stability. 
However, the implementation of this agreement has proved elusive, and fears of 
unexpected and significant exchange rate fluctuations have not subsided. Nor have 
protectionist pressures eased. Developments in 1982 confirmed that a further 
erosion in the rules of the game was taking place. Not only have new lines of 
activity been affected by protection, but protection has also taken new forms. 
More important perhaps, has been the insistence of several industrial countries on 
achieving a balance on bilateral trade with other industrial partners. All these 
moves tend to inhibit international trade and to deter investment decisions. They 
are hindrances to growth and structural adjustment. Nevertheless, given the 
adverse employment outlook, protectionist pressures are unlikely to diminish in the 
near future. 
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Bleak outl<X>k for developing countries 

Despite the prospects of a mild recovery in the main industrial countries, the 
outl<X>k for developing countries is bleak. A number of forces are at work that are 
at present restraining growth in developing countries, so that the slight 
improvement in the prospects for the developed market economies does not translate 
into a significantly better outlook for developing countries. In fact, a further 
decline in per capita output appears to be in store for a considerable number of 
individual countries in 1983 as well as for the group as a whole. 

At the beginning of 1983, developing countries are experiencing serious 
difficulties which may impede any quick response to recovery in the industrial 
countries. Policies to restrain imports and aggregate demand instituted in the 
last two to three years are not likely to be abandoned in 1983, as the conditions 
which gave rise to their adoption will most probably continue to affect the 
attitudes of policy-makers. 

At the moment, policy-makers' room for manoeuvre has been considerably reduced 
by the continuing impact of an adverse external situation. Even if some of the 
characteristics of the external environment were to turn more favourable, the 
legacy of a long period of increasingly adverse external developments would 
continue to 1 imit the ability of policy-makers to change the tilt of policies in a 
more expansionary direction. For one thing, balance-of-payments difficulties -
particularly in view of the debt situation - are unlikely to be alleviated. 
Moreover, the reserve position of a large number of countries is extremely 
precarious, and any increase in export revenues is likely to be used to improve 
liquidity positions rather than to add to imports. 

Secondly, the debt-servicing problems that a number of countries experienced 
in the course of 1982 will not disappear in 1983. In fact, the solutions adopted 
in some cases could contribute to recurrence of the problem in the coming two 
years, since a significant component of the package to help some countries in 
debt-servicing difficulties involved the short-term roll-over of the principal 
coming due. 1J Even if export earnings rise somewhat, which is not a foregone 
conclusion, debt-service ratios in a number of countries will remain high. 
Moreover, banks have already indicated their unwillingness to continue to expand 
lending to developing countries at past rates, so that further retrenchments in 
lending are likely to take place. While in some cases banks will have no 
alternative but to roll over maturing debt and even provide new loans, the rates of 
growth of net lending will undoubtedly decline and, wherever possible, banks will 
be l<X>king for possibilities to reduce their exposure in developing countries. 

'11\irdly, the likely behaviour of government revenues narrows the scope for 
stimulative government policies. In most developing countries, revenues are highly 
dependent on foreign trade through import tariffs and taxes on export earnings and 
profits. Even if export earnings were to recover, the improvement is not expected 
to be strong enough to reverse the large budget deficits incurred in 1982. In the 
energy-exportill.:I countries, oil revenues are expected to decline again. In 
addition, both energy importers and deficit energy exporters are expected to 
continue to cut back on their imports in an effort to improve their external 
payments situation and to make rex>m for servicing their external debts. Therefore, 
further erosion in import-related government revenues might take place. 



Not only is the recovery in the developed market economies expected to be very 
moderate by past standards, but it is also likely to be unsynchronized . While 
there are already signs in the united States that the recession has bottomed out -
despite some lingering problems such as high prospective budget deficits and 
stubbornly high 1003-term interest rates - most European countries are still caught 
in the quagmire of increasing unemployment and stagnating or declining output. 
Although, as expected, the economy of the United States is expected to be in an 
upswing in the first half of 1983, it would take some time before the impulses 
emanati03 from that country have an effect on the European economies. This lack of 
synchronization translates into continued overall economic weakness for the major 
industrial centres considered as a whole. Thus the impetus that the recovery can 
give to developing countries is reduced. 

Apart from the usual lags, an additional element which might adversely affect 
the transmission of growth impulses from the developed to the developing countries 
is an apparent increase in the viscosity of the transmission process. For example, 
while demand may pick up in the major industrial centres, high levels of 
unemployment and low international food prices make it unlikely that recent 
protectionist actions will be reversed. 'rtlerefore, developing countries will 
continue to encounter difficulties in increasi03 their exports in key product lines 
such as food, textiles, clothing, footwear, steel and consumer electronics. As 
noted above, the retrenchment of conunerc ial bank lending is most likely to force 
countries to reduce the level or restrain the growth of their real imports, 
regardless of whether their exports experience some recovery or stay depressed. 

A number of other key variables in the external environment affecting 
developir¥J countries are unlikely to show a turn for the better. For example, 
developing countries cannot expect any improvement in workers• remittances. In 
sane countries - for example, India, Pakistan, F.gypt, Yugoslavia, and TUrkey -
workers• remittances have played an important role in the past as an additional 
source of foreign exchaRJe. High or even increasing unemployment in the industrial 
countries and the disappearance of the oil-led boom in OPEC member countries imply 
that such remittances, which peaked in 1980, are likely to be reduced further in 
1983. 

Barrir¥J a significant shift in the policies of the major donors, the levels of 
ODA will at best remain unchanged, particularly in real terms, since persistent 
budget deficits in developed countries and falling export earnings in OPEC 
countries are factors often adVanced against increasing ODA flows. The further 
likely retrenchment in ODA flows will particularly affect the lower-income 
countries, whose export earnings are highly concentrated on primary commodities, 
the prices for which are expected to remain roughly at their current low levels. 

'!!le situation of the handful of high-inflation developing countries is 
particularly precarious and their outlook is highly constrained . In these 
countries, the room for manoeuvre in economic policies is even more restricted than 
in other developir¥J countries, since the top priority concerns of policy-makers 
must include the attainment of a greater degree of internal equilibrium. While 
restrictive policies alone are unlikely to solve the problem, the policy package 
would necessarily have to include the maintenance of demand-restraining measures 
for an extended period of time. 

The outlook for the energy-importing countries may improve somewhat in the 
course of the year. Lower average interest rates, weak oil prices, and modest 
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increases in primary commodity prices should bring some relief to the balance of 
payments. In addition, current account deficits are expected to show a marked 
decline in relation to export earnings, which should set the stage for an 
improvement in these countries' credit-worthiness. However, the factors mentioned 
above are likely to override these somewhat less pessimistic elements in the view 
of policy-makers. In addition, the agreements reached with the IMF and the private 
banks in the course of 1982 and in early 1983 call for decisive adjustment 
measures, therefore, if countries in serious payments difficulties are to be able 
to continue drawing on credit lines from these sources, they will have to show 
progress towards meeting the adjustment objectives specified in these agreements. 
In sum, the 1983 growth rate for the energy-importing countries is expected to be 
moderately higher in aggregate than in 1982. Nevertheless, the group's growth will 
lag considerably behind historical experience. 

For the energy-exporting countries which have been significant capital 
importers, the short-term outlook is not promising. 'fllere is a distinct 
possibility that the economic performance of these countries may deteriorate 
further, mainly on account of falling oil prices and export revenues. As in a 
number of energy importers, deflationary adjustment policies, particularly in 
countries with high debt-servicing ratios, may have to be maintained or even 
intensified. 

Even the capital-surplus countries have adopted considerably more cautious 
policies in the wake of the appreciable decline in their financial surpluses. As a 
result, the energy-exporting countries as a group have ceased to be a growth pole 
in the world economy. While this has affected the exports of a broad range of 
countries, retrenchment in the energy exporters has had particularly adverse 
effects on the group of more industrialized developing countries which had cane to 
rely increasingly on them as markets for their exports of manufactures and service 
contracts. 

overall, the short-term outlook for most developing countries is bleak. The 
first half of this decade is likely to be one of stagnation rather than 
development. For the second half of the decade, many uncertainties still persist. 
The main uncertainty relates to investment, which under current circumstances is 
unlikely to rise sufficiently to provide for a substantial acceleration of the 
growth rates. Though growth rates may improve somewhat, given present 
international policy stances, the developing countries are very unlikely to 
approach the 7 per cent growth target set in the International Development Strategy 
for the Third United Nations Development Decade before the end of the 1980s. 

Adjustment in developing countries: a new phase 

nie intensity and duration of external disturbances since the late 1970s have 
progressively affected the policies pursued by developing countries to deal wit;h 
their growing external imbalances. In the aftermath of the disturbances of the 
mid-1970s, the adjustment policies of developing countries contained an element of 
demand restraint to slow down the growth of imports. However, the availability of 
external financial resources gave most countries enough breathing space to spread 
out the adjustment period over a number of years and to emphasize supply- side 
adjustments in the policy mix they adopted to reduce their large current account 
deficits. Thus the expansion of exports and investments in selected sectors such 
as energy and agriculture was actively promoted. These policies were based upon 
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the expectation that shortfalls in export earnings would prove to be temporary and 
that export markets would remain open. In the current situation, conditions are 
very different. With a bleak export outlook, a drastic reduction in the 
availability and a change in the quality of financial flows, adjustment efforts 
tend to em}Xlasize demand and import restraint. In a large number of countries 
imports have fallen in real terms, affecting current industrial production and 
medium-term growth prospects • 

.Adjustment in energy-importing countries 

In the last few years, the energy- importing developing countries have 
experienced a series of severe external disturbances which have resulted in a sharp 
and continuous deterioration in their terms of trade and in acute pressures to 
reduce imports. In the 1978-1982 period, the terms of trade of this group of 
countries are estimated to have worsened by about 25 per cent, with only a marginal 
recovery expected in 1983-1984. 'lhe disturbances that accounted for the 
deterioration in the terms of trade were the increase in the prices of imported 
manufactures (1978-1980), the sharp rise in oil prices (1979-1981), and the slide 
in the prices of primary conunodities that began towards the end of 1979 for 
tropical beverages and became a generalized phenomenon by the end of 1980. In 
addition, countries that had been borrowing in international capital markets were 
adversely affected by the sharp increase in interest rates. Average rates paid by 
the energy-importing countries rose from 7 per cent in 1979-1980 to almost 
10.S per cent in 1981-1982. Interest charges on floating-rate debts to banks 
reached the unprecedented level of 17 per cent in 1981-1982. Finally, 
international credit markets tightened progressively as the unfavourable effect of 
the recession on developing countries• external accounts became more apparent. 

Some countries began to take measures to deal with these adverse external 
developments as early as 1979. Since then the policy stances of a growing number 
of countries have turned increasingly restrictive. I)Jring 1982, efforts to reduce 
trade deficits were intensified, import volume is estimated to have declined by 
3 per cent, while export volume rose by perhaps 3 per cent. For the 1978-1982 
period as a whole, import volume rose at an average annual rate of about 
3 per centJ on the other hand, export volume increased at a rate of nearly 
8 per cent. As can be seen in table I-3, had trade prices remained constant at 
their 1977 levels, the trade deficit of these countries would have all but 
disappeared by 1982. !f 'lhese calculations reveal the efforts that 
energy-importing developing countries have exerted to correct their external 
imbalances . 'lhe cost has been a sharp reduction in their growth rates up to 1980 
and falling per capita output in 1981 and 1982. In spite of the adjustment efforts 
made, their combined trade and current account balances recorded large deficits. 
Only in 1982 did these deficits show any tendency to decline. 
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'nlble I-3. Net energy-importing developing countries: trade balances 
in real and nominal terms, and growth rates of real output 
and income, 1977-1982 

Export, f.o.b. 
(constant 19 77 prices) 

Imports, c. i. f. 
(constant 1977 prices) 

Real trade balance 
{constant 1977 prices) 

Trade balance in 
current dollars 

Growth rate of real 
per capita GDP pJ 

(Trade balances in billions of dollars, 
growth rates in percentages) 

1977 1978 1979 1980 

102.0 113.0 121. 7 132.7 

130.3 140.6 148.2 150.3 

-28.3 -27.6 -26.5 -17.6 

-28.4 -39.0 -53.4 -74.9 

3.3 2.6 1.3 2.2 
(4 .1) (1. 4) (0. 6) (0. 4) 

1981 1982 !/ 

145.4 147. 7 

158.4 149.8 

-13.0 -2.1 

-76.4 -61.9 

-0.6 -1.l 
(-1. 4) (-1.7) 

Source: Department of International F..conomic and Social Affairs of the 
United Nations Secretariat, based on International Monetary F\tnd, International 
Financial Statistics and other international sources. 

!} Preliminary estimates . 

pJ Figures in parenthesis refer to growth rates of real per capita 
GDP adjusted for changes in the terms of trade. Both sets of growth rate~ are 
expressed in 1977 prices and exchange rates. 

'!be policy package adopted to effect the required balance-of-payments 
adjustment has been heavily slanted toward demand restraint and the control of 
imports by whatever means were available. 2J Given the adverse external situation, 
countries found they had progressively less room to stimulate investment in order 
to institute an orderly process of import substitution or to expand exports. While 
export promotion efforts have continued - and in some countries they have yielded 
growth rates in export volumes that are substantially above the expansion of world 
trade - the clouded outlook for world trade and the need to bring about relatively 
quick external adjustment have precluded heavy reliance on such policies. 
Therefore, most countries have had little choice but to attempt to compress imports 
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as rapidly as possible. For this purpose, a combination of measures including 
tariff increases, devaluations and discretionary import controls has been used in 
various proportions by different countries. The imports of capital equipment, 
which can be compressed without affecting current production, have been 
particularly affected. The decline in investment rates and in the imports of 
investment goods cannot but have adverse consequences on medium-term growth 
prospects. Moreover, the unplanned nature of the import controls that have been 
required to deal with external imbalances may eventually have unforeseen effects on 
resource allocation. 

Adjustment policies during the ongoing world economic downturn contrast 
markedly with the policies adopted in response to the recession of the mid-1970s. 
During the earlier period, capital flows behaved in a counter-cyclical fashion and 
developing countries were able to sustain growth even in the face of a sudden 
contraction in aggregate demand in the developed economies. Even though growth 
rates declined somewhat, they did so much less than in the industrial countries. 
Investment, both public and private, was not only maintained, but in some critical 
areas - e.g., in energy and production for export - was significantly stepped up. 
Discretionary import controls were generally avoided, and most countries relied on 
export promotion policies to correct the temporary swelling of their current 
account deficits. While GDP in the developed countries was practically stagnant in 
the two-year period 1974-1975, that of the energy-importing developing countries 
rose by 4.5 per cent per annum. 

I 
This achievement was made possible by favourable conditions as regards 

external capital flows. ODA from developed countries and from OPF.C member 
countries increased stroflJlY in real terms, thereby helping the low-income 
countries to weather the crisis. O:>untries which were considered credit-worthy by 
the international banks had little difficulty in obtaining sizeable medium- and 
long-term credits with which to finance their current account deficits. Both 
supply and demand factors were then favourable to borrowing developing countries. 
Moreover, nominal interest rates on such loans were much lower than in recent 
years. On the one hand, the international banks had an ample availability of 
loanable funds, originating mainly in the deposits of a significant portion of the 
current account surpluses of the oil-exporting countries. On the other hand, the 
general expectation was that the recession would be temporary, and that demand and 
prices for the conunodities exported by the borrowing countries would soon 
strengthen. Therefore, real interest rates in terms of the expected prices for the 
borrowers' exports were very low or perhaps even negative. With the exception of a 
few countries, the levels of foreign indebtedness were canparatively low, and even 
those countries that had relatively high debt-servicing to export ratios were in a 
favourable position to take advantage of a recovery in the developed countries. 
Thus the recycling process went smoothly. In the two years that followed the 
recession, the exports of the energy-importing countries expanded rapidly and their 
combined current account deficit fell dramatically. 

External conditions have been considerably more adverse during the ongoing 
recession. In the first place, the external pressures that developing countries 
have had to absorb have been more intense and protracted. There is less confidence 
in the future growth of export earnings and, therefore, in the capacity to service 
debt. secondly, interest rates have been high. Thirdly, trends in international 
capital flows have been increasingly pro-cyclical. Between 1978 and 1981, ODA 
flows deflated by import prices declined by about 15 per cent, and although the 
information is still very sketchy, there are no indications that these trends were 
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in any way significantly reversed in 1982. Governments in the major industrial 
countries have been making efforts to reduce large and growing budgetary deficits, 
and ODA allocations in several countries have suffered substantially. For their 
part, the oil-exporting developing countries, many of which have seen their current 
account surpluses turn into large deficits, have been hard pressed to sustain their 
already large aid progranunes. 

As regards flows from private capital markets, retrenchment in medium-term 
lending by banks and the need to resort increasingly to short-term financing led to 
a progressive worsening of liquidity positions. In combination with falling export 
earnings, these developments resulted in very rapid increases in debt-servicing 
ratios. In some of the more heavily indebted countries, the situation reached 
crisis proportions in the second half of 1982. !QI 

The energy-exporting countries 

In contrast to the energy-importing countries, where the process of 
deflationary adjustment has been under way for several years, the energy exporters 
were faced with the need to effect an abrupt policy shift as the external 
environment turned adverse in the course of 1981. On the strength of rising oil 
export earnings, brought about mainly by the price increases of 1979-1981, imports 
rose very sharply through most of 1981. As discussed in detail in the following 
chapters, the much higher level of oil prices prevailing since 1979 was maintained 
in the face of a deepening world economic recession by sharp production cut-backs. 
ftt>st of the drop has been concentrated in the capital-surplus countries (see 
table I-4). In 1980-1981 the loss of output stenuning from the Iran-Iraq conflict 
accounted for a large share of the drop in total production. In 1982 most of the 
decline was the result of the deliberate reductions in saudi Arabia's oil 
production. 

Table I-4. Net energy-exporting developing countries, rates of 
change in the volume of oil output and in average 
oil prices, 1979-1982 

(Percentage) 

1979 1980 1981 1982 

Oil output 3.1 -10.1 -13.4 -12.4 

Capital-surplus countries 2.1 -14.7 -18.9 -20.1 

Deficit energy exporters 5.3 - 0.4 - 3.9 - 1.2 

Average oil prices 44.1 65.8 11.5 - 4.8 

Sources Department of International F.conornic and Social Affairs of the United 
Nations Secretariat, based on Oil and Gas Journal, united States Department of 
Energy, Weekly Petroleum Status Report, and Petroleum Intelligence Weekly. 
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As regards the deficit energy exporters, the position of different countries 
has varied. OPEC member countries have generally followed collectively agreed 
policies of scaling down production, while other oil exporters have generally 
increased output, in some cases quite substantially. '!be combined oil production 
of these countries has tended to decline, but by substantially less than that of 
the capital-surplus countries.!!/ 

Until 1981, the impact of shrinking demand was masked by the very sharp 
increase in prices. Beginning in the first quarter of 1981, however, prices began 
to weaken, and the downward movement in the volume of exports was reinforced by 
falling prices. It thus became increasingly evident that earlier expectations of 
rapid increases in export earnings would not be realised. 

'!be capital-surplus countries were in a position to absorb a substantial fall 
in export earnings without incurring current account deficits, and at any rate they 
could fall back on their large stock of accumulated international reserves and 
foreign investments. '!his was not the case for the deficit energy exporters. 
Apart from a few exceptional years when oil prices rose very sharply (1974 and 
1980), these countries have consistently been capital importers. In fact, on the 
basis of their favourable export prospects, some of these countries had been 
borrowing very heavily from the international banks. When exports failed to 
increase according to earlier expectations, the more heavily indebted countries in 
this group found themselves progressively unable to obtain medium-term credit, and 
the proportion of their debts maturing within a year grew very sharply. As oil 
exp::>rt earnings plummeted and interest rates on bank loans remained high, a number 
of these countries were faced with the inability to service their debts in the 
second half of 1982. 

other countries within the group were in a more favourable external financial 
position. Since they had not borrowed heavily from the banks before the eruption 
of the crisis, their debt-service r a tios were still rather low. None the less, 
given the poor prospects for the oil market, they were also affected by the 
retrenchment under way in loans to developing countries from the international 
banks. As a result, most of the deficit energy exporters have been unable to avoid 
takil'¥J drastic action to hold back mounting current account deficits. 

'!be result has been a sudden and dramatic deterioration in economic 
performance. As shown in table I-5, the pace of increase in the imports of the 
deficit energy exporters began to slow down noticeably in mid- 1981. As 
balance-of- payments difficulties mounted, a steep decline in imports set in . ~ 
Even the capital-surplus countries adopted more cautious import policies in the 
course of 1982. 
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Table I-5. Net energy-exporting developing countries: rates of 
change in the value of imports, 1980-1982 

(Percentage change from corresponding quarter of 
preceding year) 

1980 First quarter 
Second quarter 
Third quarter 
Fourth quarter 

1981 First quarter 
Second quarter 
Third quarter 
Fourth quarter 

1982 First quarter 
Second quarter 
Third quarter 

capital-surplus 
countries y 

60.5 
44.8 
33.8 
4.3 

15.4 
32.3 
16.0 
27.7 

13.9 
10.0 

Deficit energy 
exporters!?/ 

28.9 
43.6 
43.2 
33.7 

24.5 
20.7 
10.8 
14.6 

4.8 
-5.3 

-14.5 

Sources Department of International fbonomic and Social Affairs of the United 
Nations Secretariat, based on International ~netary Fund, International Financial 
Statistics. 

~ Excluding Brunei. 

!?J Excluding Angola and Congo. 

The sudden and dramatic reversal of import growth rates reflects the policy 
shifts that were imposed upon the deficit energy exporters by rapidly mounting 
balance-of-payments pressures. Many of the policies which had been instituted 
earlier by the energy-importing countries were increasingly adopted by the deficit 
energy exporters beginning around mid-1981. Although some countries continued to 
pursue relatively expansionary policies well into 1982, most countries had no 
option but to effect a dramatic policy reversal as their export earnings were 
increasingly e roded by the recession, prospects for a prompt recovery vanished, and 
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international capital markets tightened. Ambitious development plans were scaled 
down, new projects were abandoned, and generally deflationary fiscal and monetary 
policies were adopted. While the timing of the crisis has varied from country to 
country, practically all countries, particularly those with very large populations 
(e.g., Mexico, Nigeria and, more recently, Indonesia) have been affected. As a 
result, during 1982 the real imports of the group as a whole may have declined by 
about 5 per cent, after advancing by over 20 per cent in 1981. During 1980-1981 
this group of countries had managed, on average, to realize rates of growth of GDP 
in the range of 4 to 5.5 per cent, in 1982, preliminary figures indicate that their 
aggregate GDP was stagnant. 

Further adjustment: the dangers ahead 

As argued above, under present circumstances a large number of developing 
countries will have little choice but to maintain, and in some cases intensify, the 
adjustment policies that are already in place. This implies either a further 
reduction in import levels or maintaining them at their currently reduced levels. 
The question arises whether this situation can be allowed to continue for long and 
whet.her such policies will be sufficient for the countries with high current 
account deficits to ride out their balance-of-payments problems. 

'Jlle large falls in imports in 1982 had severe consequences for growth and 
adversely affected living standards. Moreover, despite sharp declines in aggregate 
output and imports, a large number of developing countries were unable to avoid 
critical balance-of-payments situations. They had to resort to drawing down 
reserves to dangerously low levels, to emergency loans from official and private 
sources, and to moratoria on the repayment of debt coming due. By March 1983, 
however, the situation appeared manageable since the largest debtors had already 
negotiated a financial progranune with the IMF and with other important creditors. 
The future, none the less, remains uncertain and fraught with difficulties. 

There are still several developing countries which are facing acute payments 
problems and which have not yet negotiated a financial progranvne with their 
creditors. These are mostly low-income and medium-size developing countries and 
countries whose private debt is not large enough to jeopardize the situation of 
commercial banks. Their payments difficulties could be eased substantially through 
renegotiation of official debt. Even so, these countries are unlikely to be able 
to avoid some further compression of imports. Weak oil prices will also put 
further pressures on the financial situation of a number of energy exporters which 
will also require some financial accomodation and probably further adjustment. 
Still, unless oil prices drop well below the benchmark established in March 1983, 
they are unlikely to cause a major disruption in international financial markets. 
In effect, while lower oil prices will intensify financial strains for many energy 
exporters, such strains will subside somewhat in energy-importing countries. 

'Ille overall picture, however, does give cause for concern. Lagging imports 
will continue to depress output and incomes. A second or third year - even a 
fourth year in some countries - of falling living standards can become a reality. 
Under such pressures, the social and political fabric of several countries could be 
disrupted, with consequences difficult to foresee. 'Ille danger of a new financial 
crisis still lingers on. In many countries retrenchment is rapidly reaching the 
limits of tolerable social, political and economic pressures. Therefore, in the 
absence of a decisive recovery in export earnings these countries are unlikely to 
be able to improve their trade balance and reduce or close their external financial 
gap. The situation could become particularly serious for countries with high 
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debt-servicing ratios. Recent negotiations to help countries facing severe 
debt-servicing problems have in the main postponed payments in the hope that 
exports will improve. Meanwhile, outstanding debt continues to increase, even in 
those countries in which current account deficits have been reduced. 13/ As a 
consequence, if exports do not recover vigorously, debt-servicing obligations might 
again outpace current ability to pay. Non-payment by certain countries might 
becane unavoidable and the international financial system, after being weakened by 
1982 developments, might again be shaken. 

Requirements for sustained recovery 

'lhe task which confronts policy-making is not simply how to induce a measure 
of recovery - something which has already begun to happen - but how to translate 
recovery into sustained and vigorous economic growth. A weak recovery will fail 
both to eradicate the large-scale unemployment now affecting the developed market 
economies and to restore to developing countries the prospect of a pace of 
development more commensurate with that envisaged in the International Development 
Strategy. Sustained recovery will be assured only when conditions come to favour a 
steady revival of fixed investment. The central question is how to combine 
policies that will both promote recovery in the next several months and lay the 
grounds for a revival of investment and growth in the years inunediately ahead. 

In an increasingly interdependent world, however, domestic policies can be 
effective only within the framework of a favourable external environment. Though 
global recovery cannot take place without a revival of economic activity in the 
major industrial countries, even these countries cannot act alone, some concordance 
in policies affecting current accounts and capital flows is needed. For many 
developing countries, a lessening of strains in the international monetary and 
financial system would restore to them some room for manoeuvre in domestic policy. 
For all countries, an improved trading environment is a condition for strong 
recovery. More generally, a greater measure of economic co-operation among 
countries is a shared requirement for sustained revival of the world economy. 

Reviving investment in developing countries 

Nowhere is the external environment more important than in the developing 
regions. The efforts by many developing countries to increase saving and 
investment were decisively supported by a gradually improved external environment 
during the 1960s and most of the 1970s. The rate of investment increased and 
overall growth picked up significantly until almost the end of the 1970s. Over 
virtually two decades, growth in output and trade, and increases in fixed 
investment and capital inflows, went hand in hand. Thus, by the end of the 1970s 
the rate of investment in most developing countries was well above that of the 
early 1960s and economic structures had changed substantially. Furthermore, an 
irx:reased rate of investment allowed for some flexibility in resource allocation 
and the needed structural adjustments. In particular greater productive capacity 
in areas such as energy, food and export activities was increasingly being put in 
place. 

The situation changed for many developing countries at the end of the 1970s, 
and for other developing countries in the early 1980s. Following the very abrupt 
change in the international economic environment in 1979, the growth in fixed 
investment started to decline. At the beginning it was mostly in energy- importing 
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developing countries that the rate of investment began to recede. By 1982, 
however, a large number of energy-exporting developing countries were revising 
investment plans downwards. '!be reversal of these trends is crucial. Sluggish 
investment is not only seriously affecting growth prospects in the short term, but 
also preventing a faster pace of structural and technological change. 

Although further efforts by developing countries to increase saving, to seek 
out sound investment projects and to support technological innovation can make a 
significant contribution, a turnaround in the international financial and trading 
environment is vital to a decisive revival of investment. There are three main 
reasons for this. First, developing countries import most of their machinery and 
capital equipment, unless their import capacity improves considerably, investment 
will continue to be severely constrained. Secondly, the saving rate in these 
countries is partly dependent upon export performance, growing exports can lead to 
a significant increase in the financial resources for investment. Thirdly, an 
improved international environment would increase confidence, permit policy-makers 
to adopt bolder policies, and open up new avenues for investment in trade- related 
activities. 

Stepping up investment in the centrally planned economies 

In most centrally planned economies, investment activity also continues to be 
restrained by fears of aggravating external imbalance as well as by fears of 
straining domestic markets for consumer goods. This is especially the case in the 
smaller and more open F.astern European countries, whose policy flexibility has been 
measurably restricted by the debt-servicing burden, turmoil in international 
financial markets, and the ongoing deterioration in their terms of trade. so far 
these economies have been unable to implement the policies envisaged in their 
current medium-term socio-economic plans for 1981-1985. Until these constraints 
are eased, there will be little improvement in reversing infrastructural 
bottlenecks or in speeding up the growth of factor productivity. 

A strong recovery in international markets - in particular import-demand from 
Western Europe - and an easing of tensions in financial markets would contribute 
significantly to the growth prospects of these countries. 14/ However, improvement 
in economic performance also has a regional dimension: a co-ordinated economic 
recovery prograrmne based on specialization and assured procurements of basic fuels 
and raw materials from within the group of planned economies would alleviate a 
number of other constraints that are at present making for weak investment and slow 
growth prospects. 

Sustaining recovery in developed market economies 

A main cause, as well as effect, of the deterioration in the growth 
performance of the developed market economies that has occurred since the early 
1970s has been the decline in the growth of fixed investment. In present 
circumstances, with substantial underutilization of capacity in most branches of 
industry, high long-term interest rates and doubts about the strength of the 
recovery, there is generally little incentive to invest in new capacity. It is 
true that the cha1¥Je over recent months in the thrust of monetary policy in the 
United States should, by putting downward pressure on interest rates, strengthen 
the cyclical upturn in demand, particularly for durable goods, it should also 
contribute to easing the financial strains of corporations and thus bolster 
confidence somewhat, and it should allow partner countries more scope for 

-19-



reflation, particularly through monetary policy. POlicy-makers in the developed 
market economies are none the less generally reluctant to pursue more vigorous 
expansionary policies. They are deterred by the fear that such policies might 
adversely affect business expectations about medium-term prospects, which could 
induce greater hesitation in the making of present investment decisions. But 
without more vigorous expansionary policies, recovery will lack strength, levels of 
demand will not be sufficient to bring present productive capacity into full use, 
and the incentive to undertake new investment will remain weak . 

The main economic concern about the future which complicates the link between 
investment and present demand management policies is the fear of a recrudescence of 
inflation. Expectations of accelerating inflation could discourage investment 
decisions because they increase uncertainties about the future returns on 
investments, not only does accelerating inflation alter the expected yields on 
different kinds of investment, both fixed and financial, but it is also seen as 
likely to bring about reversals in demand management policies which would dampen 
economic activity and lower profits. 

With the presently extensive underutilization of productive resources, there 
seems little likelihood that expansionary demand management policies would generate 
demand pressures sufficient to accelerate markedly the prevaili1¥J upward movement 
of prices and wages. Certainly as recovery gets under way, some price increases 
are likely, and indeed desirable. In particular, prices in most international 
commodity markets should regain some of the losses sustained in recent years. To 
sane extent, the slowir¥3 of inflation in the developed market economies over the 
last two years has been a consequence of falling world commodity prices, a trend 
which has had an important bearing on the retrerx:hment forced on most developing 
countries and on the debt-servicing crises that have threatened the international 
financial system. While it will erase some of the apparent progress made in the 
developed market economies in containing inflation, a recovery in commodity prices 
is much needed. 

In considering the risk of a resurgerx:e of inflation over the next few years, 
the important question is not the trend in commodity prices but the size of wage 
settlements and the behaviour of enterprises in fixing prices. The rate of 
increase in nominal wages has fallen substantially in most developed market 
economies over the last year or so, and the pace of advance is now no higher than 
it was in the 1960s. A number of Governments have introduced general or partial 
measures which will restrain large increases in the immediate future. But these 
steps are ternporaey. Further, the great many enterprises which are not subject to 
intense price competition from other domestic or from foreign producers are likely 
to seek to improve their profitability and their liquidity by raising prices as 
business conditions improve. There is thus still a need to develop a more complete 
and permanent set of measures which will subject the price-setting of enterprises 
and wage settlements to greater external discipline and restraint. Steady and 
pragmatic use of a range of measures running from action to discourage 
oligopolistic pricing behaviour to the exercise of direct controls, would reduce 
the likelihood that recovery could lead to a new acceleration of inflation. The 
consequent benefit would be large. It would enlarge the roan for manoeuvre by 
policy-makers, make possible higher levels of capacity utilization and employment, 
and improve the prospects for investment and growth in the medium term. Indeed , a 
higher rate of investment would itself contribute significantly to a reduction in 
inflation: by brir¥3ir¥3 about a higher rate of increase in labour productivity, it 
would reduce the pace of advance in wage costs per unit of output. 
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Measures to dampen cost inflation and to make possible a more vigorous growth 
in demand would greatly encourage investment decisions. Investment, however, is 
also deterred by the currently high real long-term interest rates and by the fear 
that they may continue indefinitely. While the present high rates have been partly 
caused by the lagged effects of a restrictive monetary policy, they also reflect an 
expectation that budget deficits may increase even after recovery has taken place. 
The persistence of large budget deficits into a period of high levels of economic 
activity would, through public borrowing, make heavy claims on private saving, thus 
restricting the resources available for financing productive investment and 
maintaining the upward pressure on interest rates. The adjustment of budgetary 
policies to remove the prospects of persistent, and large, structural deficits in 
future years is another condition of strong revival in investment. 

While fears of a revival of cost inflation and of persistent budget deficits 
canplicate the task of policy-makers, they are not an argument for inaction. 
Investment will continue to languish if recovery remains weak. Early stimulatory 
action is called for, particularly in those developed countries where inflation and 
pressures for wage increases have eased. Monetary stimuli can be quickly 
deployed. But changes in policies, particularly monetary policy, can easily lead 
to pressures on the exchange rate, unless the timing of such measures is more or 
less synchronized among countries, and economic agents have a broadly similar 
interpretation of the reasons for the policy change. This reinforces the need for 
the international co-ordination of policies. The summit meeting at Williamsburg, 
Virginia, in May of this year provides a fresh opportunity for progress in this 
field. 

Policy actions can change the outlook very significantly. A fragile recovery 
is not the only plausible scenario for developed market economies. Under certain 
conditions, the pace of growth could be significantly stepped up and could be 
sustained. These conditions include restraint in price setting, wage settlements 
more in line with productivity increases, progress in bringing prospective fiscal 
deficits gradually under control, and more predictable and better co-ordinated 
policies among the major industrial countries. Such policies would lead to further 
abatement of inflationary expectations and to the revival of investment. A strong 
recovery in growth and increased confidence could have an important cumulative 
effect on investment, particularly since the long slow-down has not halted the 
creation of opportunities for innovation generated by scientific or technological 
advances. Moreover, if protectionism is kept at bay, international trade could 
also gather momentum. As each factor reinforces the other, the ensuing upswing 
might last well beyond the mid-1980s. 12/ 

Lessening international financ:ial strains 

If developing countries are to participate soon in recovery, and if global 
recovery is to be sustained and vigorous, further action on the international 
financial front is needed. Continued retrenchment in developing countries, which 
today account for one quarter of world imports, can only hamper global recovery. 
At the present moment, the very tight restraint on imports which many countries are 
canpelled to exercise in order to meet other, immediate, payments obligations could 
be eased by an improvement in their short-term liquidity position. A lengthening 
in maturity of the external debt of a number of developing countries would also do 
much to make more foreign exchange available for the purchase of imports. For the 
lower- income countries, a reversal in the trend of ODA is critical for sustaining 
their capacity to import . 
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An improved liquidity position is needed to tide developing countries over 
their short-term payments difficulties. The less restrictive monetary policy of 
the United States will have some positive effect on total international liquidity, 
the more so if other reserve currency countries follow suit. However, the 
consequences of such relaxation for the liquidity position of a large number of 
countries is likely to be small, at least in the near future. Of much more 
inunediate practical significance would be an early allocation of SDRs. The Interim 
Committee of the IMF agreed in February to consider this issue at its next meeting 
in September this year. If early action were taken by the IMF to make a 
substantial SDR allocation, the reserve position of developing countries would be 
significantly enhanced precisely at a time when it is most needed. 

The recent decisions of the Interim Cotllllittee on quota increases, when 
ratified, and of countries participating in the General Arrangements to Borrow, 
will improve the financial position of the IMF. The availability of additional 
resources to make possible orderly adjustments in external payments is not only 
important for individual countries but also provides an assurance against 
disruption of the international financial system. However, resources should also 
be used as fully as possible to lessen the degree of retrenchment forced upon 
countries by the world recession. If countries are to make greater use of such 
resources, current borrowing limits expressed as a multiple of quotas should at the 
very least not be reduced for any of the FUnd's credit facilities. Moreover, the 
appropriateness duril'W3 periods of world recession of the conditions attached to the 
use of Fund resources needs to be reassessed.~ 

A substantial increase in other official flows is also required. The World 
Bank has recently put forward a programme to accelerate disbursements over the next 
two years, to expand lending for structural adjustment, and to give increased 
flexibility to countries in the use of certain project loans. These steps will 
help developing countries to cope with current problems. However, since this will 
be realized by advancing the use of resources available during the Bank's current 
lending programme, there is a need to increase resources in order to prevent 
lending from falling short of planned levels in 1985-1986. 

While global recovery would go a long way towards easing the current 
debt-servicing problems of developing countries, some of the present difficulties 
are likely to persist. With assistance from the IMF, the Bank for International 
Settlements and certain developed countries, a number of developing countries have 
been helped to surmount their immediate debt-servicing problem. But the benefits 
of the rescue operations conducted so far may prove to be transitory if more 
lastir¥J measures are not also taken. The crisis that has confronted a number of 
countries in recent months was brought on not only by the unusually deep and 
protracted recession, but also by the increasingly short-term character of their 
external debt. '111e recent debt reschedulings provided immediate relief but did not 
change the structure of the debt. It is in response to this fact that a number of 
more systematic debt conversion mechanisms have been proposed. 12f At the heart of 
most of these proposals is the search for a means to transform the short-term debt 
of countries experiencing serious temporary debt-servicing difficulties into 
long- term debt. They do differ, however, in how the burden should be shared 
between creditors and debtors. 

1\ction along the lines of the suggested mechanisms could avoid a recurrence of 
the recent debt-servicing crises, which could again happen if the recovery in 
export earnings of debtor countries were seriously delayed or very weak. Besides 
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shoring up confidence in the international financial system, such action could also 
strengthen recovery by easing the extent of the retrenchment which these countries 
have had to pursue. 

From the longer-term point of view, it is a lengthening in the average 
maturity, not only of existing debt, but also of new financial flows, that is 
called for. In the World F.conomi c Survey 1981-1982, attention was called to the 
increasing payments pressures and constraints on growth stemming from the 
shortening in the average maturity of international financial flows. It was also 
indicated that there was a clear possibility that the net flow of private 
international credit might diminish because commercial banks were becoming 
increasingly concerned about their rapidly growing exposure. It is therefore 
important to make further use of the existing channels for long-term financing, 
most especially the multilateral financial institutions, and to search for new 
financial modalities.~ 

The vast majority of low-income countries have been particularly affected by 
current developments. Five consecutive years of deteriorating terms of trade have 
left these countries with a much-reduced import capacity. '!11ere have been 
widespread declines in per capita incomes, particularly since 1980 . Since ODA 

constitutes a very substantial component of financial flows to these countries, an 
erosion of such assistance has very adverse consequences for living standards and 
On:Joing development progranunes. At the very least, ODA, and particularly food aid, 
should immediately rise to levels that ensure no further worsen i ng of poverty and 
malnutrition. An early resumption of growth in the low-income countries would also 
be significantly aided by increased resources for the IBRD-IDA and the soft loan 
windows of regional development banks. In this context, special attention should 
be paid to implementing the immediate action component of the Substantial New 
Programme of Action for the 1980s for the Least Developed Countries. !2/ 

'!be need for an improved trading environment 

An improved trading environment is an essential component of a programne to 
ensure a strong and self-sustained recovery. The record of the post-war period has 
shown that vigorous long-term world economic growth goes hand in hand with 
progressive trade liberalization. At present, the case for an open trading system 
is at least as compelling as it was in the late 1940s: the world economy is now 
more interdependent, in terms of both trade and financial flows, and the problems 
of trade and international finance are now inextricably woven together. The time 
has come for decisive action to begin to dismantle the trade barriers that have 
been erected over a number of years. 

Failure to take action in this regard is likely to cause world trade to lag 
behind the expansion of output. Trade in a growing number of products is now 
constrained by quantitative limits which, if not lifted, will hamper the export 
performance of countries in all major regions of the world economy. As noted a 
number of times in this Survey, the drift of trade policies since the late 1970s 
has been increasingly to limit the expansion of imports through a variety of 
quantitative restraints to trade, often affecting the exports of individual 
countries which are seen to be threatening output and employment in particular 
sectors. lQ/ These measures have affected both trade among developed market 
economies and their imports from certain developing countries and centrally planned 
economies. 
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For developing countries, a recovery in export earnings is critical. The 
modest rates of growth forecast for economic activity in the developed market 
economies do not suggest that export earnings will improve significantly in the 
course of 1983 or 1984. '.l!le additional trade barriers erected in recent years are 
a further reason for such an expectation since they have multiplied the impediments 
to the transmission of growth between countries. But, given the growing degree of 
interdependence of the world economy, continuing stagnation in developing countries 
could become a serious drag on the recovery process. Moreover, the uncertainties 
generated by the financial crisis of the more heavily indebted countries would not 
be dispelled. Protracted debt-servicing problems in developing countries would put 
additional strains on the international financial system. Therefore, it is of 
particular importance for this group of countries that their exports expand at 
rates significantly faster than those of output in the major industrial centres. 
'.l!lis could be aided by a dismantling of the protectionist measures introduced in 
recent years. 

It is indeed questionable whether sustained world growth is possible in the 
context of the current trading environment. The recovery in the industrial 
countries in the short term is widely expected to be based on consumer 
expenditures, particularly on durable goods. Moreover, most forecasts coincide in 
predicting moderate rates of expansion of total output. In this environment, 
unemployment is likely either to remain at its current high levels or even to 
increase. 'nle relative weakness of aggregate demand and pressures to maintain 
trade restrictions imply that investment is unlikely to recover. Therefore, in a 
longer-term context, steps to improve the trading environment and to ensure a rapid 
expansion of trade are likely to be an important ingredient in the revival of 
investment. At the heart of economic growth is the responsiveness of investment 
and other productive resources to changes in the pattern of demand and relative 
prices, to technological advances, and to changes in international 
competitiveness. A strong expansion in investment activity is unlikely to take 
place unless structural change is encouraged,~ and an essential element of such 
change is to bring about the contraction of industries that have become permanently 
uncompetitive. Largely in response to pressures from the industries themselves, 
Governments have often sought to protect or assist declining industries through 
such measures as orderly marketing arrangements, voluntary export restraints, the 
invoking of anti-dumping legislation, or direct subsidies to support present 
output. The need for measures to avoid undue disruption of markets and to assist 
in the orderly redeployment of resources has long been widely recognized.~ But 
too often, the thrust of governmental action has been to delay rather than to ease 
adjustments. 

For all countries, it is critical that resort to arbitrary, ad hoc 
protectionist measures be halted. These measures are now important contributors to 
the poor investment climate that prevails both in developed and in developing 
countries. Quantitative and discretionary limits on imports are bound to affect 
most adversely the weakest members of the international community, since they have 
apparently less to offer as a quid pro quo in negotiations geared to the gradual 
establishment of a managed trading system. '111erefore, developing countries stand 
to lose more than any other group of countries from current trends in the trading 
policies of the major industrial countries. What is less clearly recognized is 
that these policies are also bound to backfire on the countries that resort to 
them: they could put a brake on world economic recovery and seriously hamper 
growth in the long term. 
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Concluding note: recovery and international co-operation 

The analysis above indicates that a change in the thrust of policies can make 
a substantial difference in shaping the strength, spread and duration of the 
recovery . In an environment in which there is a broad acceptance of the need for 
restraint in price setting, in which wage settlements are more in line with 
productivity increases and the rising trend in the structural component of the 
fiscal deficit is halted or reversed, expansionary demand management policies can 
have a very significant effect on growth in the developed market economies without 
re-igniting inflation. under such conditions, investment could regain a certain 
momentum and through its multiplier effects reinforce the thrust of expansionary 
policies. Gradually, in the present situation of pervasive unemployment the 
cumulative effect on demand can lead to subsequent gains in real output. 

However without greater international co-operation, the efforts of individual 
countries to revive output and investment may yield - in the end - meagre 
results. !ot>st countries require growing export markets and a stable international 
monetary and financial system to recover. Even capital-exporting countries need an 
improved, and more predictable, international climate. 

No doubt, attempts to formulate policies directed to the attainment of 
domestic objectives and to the creation of a more stable international economic 
environment do give rise to conflicts. It is not an easy task. But this is not a 
sufficient reason for unilateral actions that ignore the interests of partner 
countries. In a world of increasing interdependence , actions which adversely 
affect the interests of other countries often give rise to economic changes or to 
retaliatory actions which, in turn, harm the interests of the originator. If, in 
the process of policy formulation and discussion of different courses of action, 
more attention was paid to such repercussions as well as to long-term effects of 
policy alternatives, decisions would be improved and global interests would be 
better served. 

Recent experience has shown that without a measure of international 
co-ordination of macroeconomic policies, the volatility of exchange rates, interest 
rates and short-term capital flows tends to increase. 'Jllis heightens uncertainties 
and deters investment. 'lllus, efforts at improving consulations, particularly in 
regard to exchange rates and their determinants, must be strengthened. Since a 
favourable investment climate also requires adherence to and effective respect for 
trade rules, protectionism in any of its forms should be resisted. E\Jrthermore, 
non-tariff barriers built over the last dozen years should be gradually dismantled. 

Co-operation between individual developing countries, international agencies 
and the Governments of some industrial countries has proved effective in tackling 
the financial emergencies of the recent past. Nevertheless , more broadly-based 
international co-operation is needed. Global liquidity should be enhanced soon. 
An early decision by the IMF on SOR allocations could be decisive in reversing the 
recent fall in total international reserves. A quick implementation of the recent 
agreement of the Interim Conunittee on quota increases is necessary to improve the 
financia l position of the IMF. 'lllis action should be accompanied by a maintenance 
of present multiples determining effective access in order to enable developing 
countries to draw more resources from the E\Jnd. 

The revival of investment in developing countries also requires a growing flow 
of long-term capital. There is a need to increase the volume of ODA and to 
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increase the transfer of resources channelled through the IBRD and the regional 
develcpment banks. The low-irx::ane countries, already faced with particular 
difficulties in overcoming their poverty and economic stagnation, have been 
especially hard hit by recent treros. Declining prices for their primary 
conunodities have very adversely affected export revenues. Since in these countries 
ODA constitutes a main element in finarx::ing the inported conponent of fixed 
investment, a substantial increase in ODA flows is particularly important for 
them. Measures to ler¥3then the maturities of the outstanding debt of develcping 
countries in general would increase financial flexibility and lessen uncertainties, 
therefore, such measures could be decisive in stepping up fixed investment. 

At the time of writing, a number of international meetings are fast 
approaching which provide opportunities to advance the sccpe and intensity of 
international co-operation along lines outlined above. While also dealing with 
structural reforms in the international economic system, sane of which have been 
dealt with in this report, the sixth session of the United Nations Conference on 
Trade and Develcpment to be held in Belgrade in June will seek agreement on a wide 
rarge of measures for reactivating the world ecooomy and accelerating the process 
of econanic devel(t)ment. 

Co-operation among developing countries and East-+Jest economic co-operation 
are iJ1i>Ortant to support recovery efforts. airing the 1960s and, more 
particularly, the 1970s, co-operative actions based on mutual advantage resulted, 
in many cases, in considerable progress. The new avenues of economic co-q>eration 
amorg developing countries explored since the early 1970s, especially in the 
financial area and in joint production ventures, have proved particularly 
effective. There is ample scope in the years ahead for further fruitful 
co-q>eration in these areas as well as in more traditional areas such as trade. W 

l'btes 

!J The degree to which the develcped market econanies and the develcping 
countries have become more interrelated is indicated by trends in trade shares. In 
1981 and 1982, the develcped market economies shipped about 25 per cent of their 
merchandise exports to the developing countries compared to under 19 per c ent 
10 years ago. The trend in inports of industrialized market econanies from the 
developirg countries also rose from the early 1970s, when it averaged 18 per cent. 
It reached 29 per cent though in 1980 and 1981. Ebr the first half of 1982, it was 
down to 26 per cent. 

y Of the 81 developing countries for which there is updated information on 
gross domestic product, only 52 e,cperienced a positive rate of growth in 1981. In 
39 of the 52, the rate of growth declined significantly in 1982. 

ij This point is discussed more fully in the next section. 

Y Developing countries with debt service payments ranging from $2 to 
$20 billion due in 1982 were: Algeria, Argentina, Brazil, Chile, El:]ypt, Irxlonesia, 
Mexico, Morocco, Nigeria, Peru, Philippines, South Korea, Turkey, Venezuela, 
Yugoslavia. 
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2f '!bough their nwnber is small, events in these countries have significant 
implications for the world economy, since they account for about 30 per cent of the 
gross domestic product and 20 per cent of the imports of developing countries. 

~ In the United States, the current and projected increase in military 
expenditure accentuates the present upward shift) this, however, does not account 
for the rising share of public expenditure in gross domestic product over the last 
decade as a whole, since the share of military expenditure declined for a number of 
years after the early 1970s. 

1/ Another very important component of this package was an increase in 
official bilateral and multilateral flows, which have augmented official debt. 

~ It should be noted that imports as shown in table I-4 are c.i.f. On an 
f.o.b. basis, the trade balance valued at 1977 prices was in surplus in 1982. 

2J Ek:onomic policy in developing countries is discussed at length in 
chapter III. 

!.QI For a detailed analysis of the debt problem, see chapter II. 

!!/ Exports, of course, have fallen more than production, since domestic 
consumption has undoubtedly risen rather rapidly. Jk>wever, available data on the 
volume of exports are very incomplete. 

~ It should be noted that the figures in table I-6 are derived from import 
values, not volumes. Since import prices rose sharply up to mid-1981 and have 
subsequently declined somewhat, the fall in the rates of change in import values 
overstates the deceleration in the growth of real imports. 

~ As long as the current account deficit exceeds grants, net direct 
investment and the net use of reserves, it increases the outstanding debt. 

~ For further analysis of the interrelationship between trade, external 
financing and medium-term growth in centrally planned economies, see United 
Nations, •Medium-term Growth and Trade in the Light of the Socio-Economic 
Development Plans of Eastern Europe and the union of Soviet Socialist Republics for 
1981-1985•, Supplement to world :Economic Survey 1981-1982 (lbited Nations 
publication, Sales No. E.82.II.C.2). 

~ For a further discussion of the main factors that condition medium-term 
growth in developed market economies, see World Ek:onomic Survey 1981-1982 (United 
Nations publication, Sales No. E.82.II.C.l), pp. 8- 14. 

~ A specific case in point is the functioning of the Compensatory Financing 
Facility (CFF). Developments in commodity markets in recent years have shown that 
the present CFF fails to serve as a device for counter-cyclical financing. 'Ibis is 
discussed more fully in chapter II. 

Kl.I Some of the modalities proposed are the followings 

(a) Transformation of the maturity of the debt of developing countries 
through the intermediation of a new or existing international agency (e.g., the 
world Bank). Such an agency would set up a facility to provide long-term loans 
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(10 to 15 years) on conunercial terms to developing countries in difficulty for the 
amount of their debt coming due in the next two to three years. ("International 
financial co-operation for development: report by the Ul'l:TAD secretariat", 
Proceedings of the united Nations C.Onference on Trade and Development, Fourth 
Session, Vol. III, Basic Documents (United Nations publication, Sales 
No. E.76.II.D.12), document T/188, pp. 71-81). 

(b) A new international institution established by the Governments of the 
industrial countries would issue long-term bonds to banks in exchange for the debts 
of developing countries. It would then proceed to re-schedule the debts of 
developing countries on a one-time basis (Peter B. Kenen, The New York Times, 
6 March 1983J and Felix R:>hatyn, Business Week, 28 February 1983). 

(c) Creation of a temporary facility in the IMF of at least SOR 20 billion 
(or perhaps, use of an enlarged GAB facility), so that the Fund could play a role 
in restoring the credit-worthiness of countries that find themselves in 
difficulty. (John Williamson, "Global economic strategy" Washington, D.C.s 
Background paper, Conference on Global Macroeconomic Policy, Institute for 
International &::onomics, 22-23 n:>vernber 19821 and Pedro-Pablo Kuczynski, "Latin 
.American Debt", Foreign Affairs, Winter 1982/83). 

!!!/ In this regard, the World Bank's decision to test a new set of 
co-financing arrangements in 1983 and 1984 may be noted (see IMF Survey, 
24 January 1983), as the potential for co-financing through the World Bank and the 
regional development banks may be of particular significance in the private lending 
environment of the 1980s. Additional new financing modalities are discussed in the 
Report of the Task Force on Non-concessional Flows to the IBRD/IMF Development 
Cl:>IT'ITlittee (May 1982). 

l2f Report of the United Nations Conference on the Least Developed C.Ountries 
(Paris, 1-14 September 1981). United Nations publication, Sales No. E.82.I.8, 
para. 72. 

1Q/ For a detailed description and analysis of these policies, see Seamus 
O'Cleireacain, "some notes on recent changes in conunercial policy of developed 
market economies", Supplement to World F.conomic Survey 1981-1982 (United Nations 
publication, Sales No. E.82.II.C.2). 

~ In the period between the late 1940s and the early 1970s, when rapid 
econanic growth was associated with even faster expansion in world trade, 
investment in export and export-related industries in both developed market and 
developing economies has recently been estimated to have amounted to between one 
fourth and one third of total fixed investment. See Jan Tumlir, "'llle need for new 
initiatives to oil the growth mechanism•, 'lbe Financial Times, 4 January 1983. 

~ For discussion of such measures, see Supplement to world Economic Survey 
1978 (United Nations publication, Sales No. E.81.II.C.l), pp. 19-28. 

~ 'nlis topic figures prominently in the agenda of the sixth session of 
UICTAD. A more detailed analysis of formal and informal avenues of economic 
co~peration among developing countries appears in Supplement to world F.conomic 
Survey 1983. 
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Chapter II 

INrERNATIONAL TRADE AND FINl\NCE 

An overview 

The global recession is having serious repercussions on international trade and 
finarce. ~ring 1981-1982, and particularly in the latter year, recessionary 
inpulses emanating from the developed market economies spread rapidly to developing 
countries in the form of weakening rates of growth of real exports aoo, especially, 
deteriorating terms of trade. l-t:>reover, the emphasis on monetary policies to 
canbat inflation in the major industrial centres led to very high nominal arx:1 real 
interest rates, which contributed to the payments difficulties of developing 
countries. At the same time, during the course of 1982, the international banks 
became increasingly unwilling to continue to expand lending to most developing 
countries, and particularly to those countries that were experierw::ing difficulties 
in meeting their external payments. As a result, the volume of irrports of 
developing countries contracted, adding momentuJi\ to the recessionary forces at work 
in the world economy. In several countries financial strains became so severe that 
most external payments were delayed. In the secorxl half of the year, the 
international financial system was shaken by simultaneous problems in several large 
debtor countries. 

Although they are less affected by developments in international markets than 
developing countries, the centrally planned economies also had to deal with the 
same broad set of problems, weak world markets for their exports, deteriorating 
tel]!ls of trade for the Eastern E>.Jropean countries, high interest rates on their 
external debt, and the drying up of international bank financing. The countries 
100st affected by these developments were those of Eastern E>.Jrope, and they too had 
to prune their real import levels very substantially. 

Trade in oil and in manufactured gocds was particularly affected by the 
recession. The volume of trade in oil contracted by about 15 per cent, as the 
caubined impact on consUJll)tion of the prolonged recession and the price increases 
of recent years continued to make themselves felt throughout the world economy, but 
particularly in the industrial countries. Trade in other raw materials was a l so 
sluggish, although it does not appear to have declined as steeply as trade in oil. 
The lenJthening recession and high interest rates worked against any move to 
replenish stocks at the user level. The sharp fall in industrial production, the 
drop in the levels of private non- residential investment in the developed market 
economies, and the postponement of investment projects in developing countries 
affected trade in manufactures, particularly machinery arxl equipment. 

The decline in the volume of world trade was accompanied by a generalized 
contraction in the levels of international reserves. The most adverse effects were 
felt by the developin:J countries aoo some centrally planned economies. In the 
abserce of sufficient counter-<:yclical balarce-of-payments finarcing at a time of 
severe pressures on their external accounts, international reserves fell sharply in 
these countries. 

The liquidity crisis of a number of developing and centrally planned economies 
was brought to a head by the progressive loss of confiderce on the part of the 
international banks in these countries ' ability to service their debts. At a time 
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of increasing balance-of-payments difficulties, net new flows of bank credit to 
developing countries began to recede in 1980, and in the course of 1982 the decline 
was particularly steep. For some countries, these problems were compounded by the 
unwillingness of banks to roll over maturing medium-term debts contracted during 
the mid-1970s or even short-term credits arranged in the past two years, when the 
market for syndicated medium-term loans began to tighten and high interest rates 
drove some countries to arrange credits at the short end of the maturity spectrum. 

Thus the problem of extremely high ratios of debt-service payments (interest 
and amortization) to export earnings in a number of highly indebted developing 
countries and also in a few centrally planned economies lex>ms large over the world 
economy at the present moment. 'lbward the end of 1982 and in early 1983, the most 
pressiBJ financin:J needs of some of these countries were met on an ad hoc and 
emergency basis. However, without a sustained recovery in export earnings and a 
resumption of adequate levels of predictable medium-term and long-term capital 
flows, many developing countries and a number of centrally planned economies will 
have no option but to continue to restrict their imports, adversely affecting 
economic activity in the developed market economies and in other developing 
countries as well. 

Growing protectionist pressures and a number of actions undertaken in 1982 are 
also complicating the world trading environment and are affecting the possibilities 
of recovery in both developed and developing countries. '!be gradual erosion in the 
open trading system that has taken place in recent years may dampen the recovery in 
the export earnings of developing countries and thus hamper their capacity to 
resolve their current external payments difficulties. A further deterioration in 
the world trading environment would place unsurmountable roadblocks in the way of a 
solution to the debt problem and could endanger the stability of the international 
financial system. lt>reover, increasing quantitative limits to trade in important 
sectors (e.g., textiles, steel, electronic products) could cause the expansion of 
world trade to lag behind any recovery in the industrial countries. 'lberefore, 
external impulses to growth are being weakened by the intensification of 
protection, especially for developing country exports of manufactures. 

A related problem that continued to affect developments in international trade 
and finance during 1982 was instability in exchange rates, which led to currency 
misalignments. In the course of the past two years, protectionist pressures have 
been partly accentuated by currency overvaluation. '!be sharp appreciation of the 
dollar in real effective terms was accompanied by measures in the United States to 
protect a number of traditional manufacturing sectors from import competition and 
by increasing demands from other affected sectors for similar measures. f.bre 
generally, sharp fluctuations in exchange rates contributed to heighten 
uncertainties, which may have had an adverse impact on investment and international 
trade and specialization. 'Ibey may have also magnified destabilizing capital 
movements. 

Two critical issues 

Protectionism: further retreat from an open trading system 

Protectionist pressures in developed market economies are on the rise, and a 
number of further trade- restricting measures were taken in 1982. Since the late 
1970s the tendency towards trade liberalization that characterized the 
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international economy over the preceding four decades has been increasingly 
jeopardized. A new style of protectionism has been gradually emerging. '!his new 
protectionism is more sectoral in scope, more discriminatory and less transparent: 
it focuses on specific activities, is directed at specific suppliers and relies 
heavily on non-tariff mechanisms. Moreover, it is geared not only to the defence 
of domestic markets through import restraints but also, in certain cases, to the 
capture of foreign markets by means of export subsidies; and, to an increasing 
degree, it takes place outside the GATT framework. lJ 

Unemployment in developed market economies has substantially raised domestic 
demands for further protection. Although many such demands are still being 
resisted, the policy response in several cases has been to erect new trade 
barriers. A notable exception was Japan, which took steps to open up its market to 
foreign goods by easing import standards and customs procedures and by accelerating 
the implementation of the tariff cuts it had agreed in the Tokyo Round. 

By early 1983, non-tariff barriers in developed market economies were becoming 
an increasingly important factor inhibiting trade. Thus, in spite of the 
continuing implementation of the tariff reductions agreed in the Tokyo Round and 
the fact that there have been attempts to liberalize trade further in new areas, 
the general drift in trade policies gives cause for great concern. If 
protectionist trends in developed market economies persist, the world trading 
environment could be qualitatively altered. The change could be particularly 
harmful for developing countries and centrally planned economies; and it could 
result in greater emphasis on import substitution strategies, which usually have a 
strong protectionist bias. 

Pressures to institute trade barriers in specific industries are caused in 
most cases by the loss of markets for a product or certain product lines. In many 
instances it is a response to a temporary or permanent shift in the competitive 
position of any one industry. Technological innovations, rapid wage increases or 
abrupt changes in input prices (for example, energy) can cause such a shift. To 
some extent, the loss of competitiveness in certain industries may be prompted by 
currency misalignments, as recently observed in the United States. But the most 
important factor behind the dwindling markets for certain products and the recent 
surge in protectionist sentiment in the developed market economies has been the 
marked global slow-down in economic activity. 

It is in the above context that many of the recent protectionist actions have 
been taken. l:Xlring 1982, a large number of new protective measures were introduced 
in the areas of trade in textiles and clothing , footwear, steel, automobiles and 
consumer electronics. Trade in agricultural products was also affected by new 
protectionist actions and discriminatory supportive measures. The effect of the 
new measures was to slow trade flows among developed market economies, as well as 
their imports from developing countries and centrally planned economies. 

Actions affecting textiles, clothing and footwear are of special concern to 
developing countries, which have become increasingly important exporters of these 
products. In late 1981 it was agreed to extend the Multi-Fibre Arrangement (MFA) 
until July 1986. The MFA now covers some 85 per cent of trade in textiles and 
clothing and contains more than 3,000 quotas for different countries and different 
products. These quotas do not allow for any significant increase in developing 
country exports of textiles and clothing.~ In addition, the United States 
imposed curbs on 32 categories of textile imports from China (in retaliation for 
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which China has banned imports of soybeans, cotton and chemical fibres from the 
United states). Australia set new tariffs and quotas on yarns and textile imports, 
and Norway extended its policy of global import quotas. Canada and Australia 
tightened their controls on the imports of footwear. '!he EEX; imposed anti-dumping 
duties on yarn imports from TUrkey, and Greece restricted imports of jute from 
India and Bangladesh. A particularly worrisome development is that bilateral 
actions both within and outside the MFA have progressively tended to accommodate 
trade among developed countries, and the exports of developing country suppliers 
have suffered accordingly. 

After a lengthy dispute, the EEX; entered into an agreement to limit its steel 
exports to the United States. Under the three-year agreement (November 1982 -
December 1985), the EFX! will reduce its steel shipments to the United States by 
about 1 million tons to an average of 5.5 per cent of the United States market for 
ten categories of steel. '1lle United States has initiated anti-dumping or 
countervailing proceedings against steel imports from l«>mania, the Republic of 
Korea, Venezuela, Argentina and Brazil. The EEX;, in turn, took action to reduce 
its imports of steel by over 10 per cent, mainly from Japan, the German Democratic 
Republic, Romania, Brazil and the Republic of Korea. Australia and Canada also 
restricted their steel imports. 

In the area of automobiles, the United States renewed its annual quota on 
Japanese imports. Actions to restrain Japanese imports ~ere also taken by Canada, 
the Federal Republic of Germany and the Benelux, while most other countries -
including Italy, France and the United Kingdom - retained the restrictions they 
already had in place. In anticipation of future actions, Japan is actively 
pursuing joint ventures with local autol!K)bile manufacturers in Europe and North 
America. 

Agriculture became more protected in 1982. While maintaining its quotas on 
the imports of meat and dairy products, the United States set import quotas that 
will reduce sugar imports by about 25 per cent from their 1980 level; it also 
increased threefold its import duties on raw sugar. Having failed to persuade the 
ES:: to discontinue subsidies on its farm exports, the United States decided to 
subsidize its own, selling l million tons of wheat to &3ypt at prices well below 
those of the Common Market. Meanwhile, the EFX: took actions to curb the imports of 
manioc, bran and meat. 

Another disturbing development was the resort to administrative delays to 
restrain imports from individual countries. After introducing administrative 
impediments, France is now in the process of negotiating an agreement restraining 
imports of Japanese video recorders. Notwithstanding, at the same time, Japanese 
corporations are beginning production of video recorders in various European 
countries. 

The limited success of the GATT Ministerial Meeting (24-29 November 1982) in 
resolving outstanding trade disputes is symptomatic both of the seriousness of the 
problems confrontiNJ the international trading system and of the faltering 
commitment to global solutions to these problems. The signatories of the 
Ministerial Dec laration did commit themselves to resisting protectionist pressures 
and to making efforts towards further trade liberalization (particularly in 
agriculture, tropical products and textiles); however, they failed to resolve such 
issues as bilateral "reciprocity" (the imposition of rneasures - or the threat to do 
so - to compensate for perceived differences 1n the restrictiveness of the trading 
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regimes of specific partners) and "selectivity" (the prerogative to single out 
specific sources of supply as targets for protective actions). 

The controversy over these issues raises serious doubts about whether the 
principles on which GATT is founded are still generally accepted. As regards a 
number of sensitive areas (safeguards, trade in agriculture, clothing and 
textiles), Ministers undertook to set up machinery to continue to study possible 
solutions to trade conflicts arising in these areas. Although no inunediate 
measures were taken to begin to roll back non-tariff trade barriers, there was 
agreement to study the consequences of phasing out the MFA and returning to normal 
GATT rules in textiles and clothing after the expiration of the current MFA in 1986. 

While commitments to maintaining an open trading system are important, at the 
present moment what matters most is that these commitments be backed by concrete 
actions to reduce barriers to trade, particularly in those areas which the GATT 
Ministerial Meeting decided to keep under close review. Action to bring trade in 
agriculture and textiles more into agreement with GATT rules would be of special 
significance to developing countries. 

Shortcomings in the international monetary system 

The contraction in international liquidity and the continuing wide 
fluctuations in exchange rates among major currencies have brought to the fore the 
inadequacies of the international monetary system that emerged with the demise of 
the fixed exchange rate regime established at Bretton Woods. The domestic policies 
of individual major industrial countries and the operations of only 
incompletely-supervised private international banks have become the major 
determinants of key international monetary variables such as exchange rates, 
interest rates and international reserves. No automatic mechanism has served to 
bring such unco-ordinated actions into a coherent and appropriate whole in the 
interest of an efficient and stable world monetary system. Indeed, perhaps the 
single most important drawback of the present system is its limited arrangements 
for joint official oversight and co-ordination in the interests of the 
international conununity. 

This failing is clearly in evidence in the area of exchange rate 
determination. E>cchange rate movements have come to be unduly influenced by 
speculative capital flows in response to interest rate differentials, expectations 
about future exchange rate changes, and considerations of security in maintaining 
the value of capital assets. These capital flows have tended to overwhelm any 
effects stenuning from changes in underlying trading conditions, with the result 
that exchange rate misalignment, from the point of view of changing cost and price 
relationships, has become an increasingly frequent phenomenon. Large fluctuations 
in excharJJe rates imply also large movements in the prices of tradable relative to 
non-tradable goods and in the prices of the same product from different countries. 
The result is to disrupt the orderly expansion of world trade and of investment 
geared to the production of goods for the export market. The link between exchange 
rate misalignment and protectionist pressures has already been noted in the course 
of this chapter. 

There is, therefore, a need to bring exchange rates under greater 
international supervision. Undoubtedly, the advent of floating exchange rates was 
partly the consequence of the reluctance of individual countries to give up 
autonomy over their macro-economic policies. More stable exchange rates would thus 
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require a concerted effort to achieve a greater degree of policy harmonization. In 
addition, a move could be made to the establishment of exchange rate target bands 
which would correspond to an appropriate notion of equilibrium from the point of 
view of underlying trading conditions. This would lessen uncertainty and the role 
of private speculators in the determination of parameters as important for the 
entire world economy as exchange rates. Such bands could be periodically modified, 
much in the manner in which currency re-alignment takes place at present within the 
European !t:>netary System, in response to changes in countries' relative prices and 
costs. Agreement among the major industrial countries with regard to exchange 
rates and how to defend agreed levels or targets could pave the way for the 
attainment of a greater degree of macro-economic policy co-ordination. The 
substantial overall reduction in inflation and in the dispersion of inflation rates 
among major industrial countries is already providing an environment in which 
greater exchange rate stability can be achieved. 

The behaviour of international reserves provides yet another illustration of 
the shortcomings of the international monetary system. The erratic nature of the 
processes by which international liquidity is created and distributed has become 
increasingly apparent since the early 1970s. While in the 1960s the world's 
international reserves grew at an annual rate of 4.5 per cent, during the period 
1971-1981, this rate rose to 13.5 per cent. In 1982, a contraction in world 
reserves helped to intensify the deflationary forces at work in the international 
economy. 

The international liquidity crisis has affected the developing countries and 
the centrally planned economies with particular vigour. Although the developed 
market economies may experience balance-of-payments difficulties, the 
convertibility of their currencies and their access to international capital 
markets imply that they are unlikely to face problems of international liquidity. 
The fall in their international reserves during 1982 reflected partly lower demand 
for international liquidity sterraning from the decline in their trade volumes and 
prices. 

The creation and distribution of international liquidity is at present a 
complex process which depends largely on the interaction of policies in key 
reserve-currency countries (particularly the United States) and the decisions of 
the international banking system. collective international decision-making through 
the IMF has only a very limited influence: SOR allocations represent only a very 
small fraction of total international liquidity, and since the mid-1970s 
balance-of-payments financing for a large number of countries has been provided 
mainly by the international banks and only secondarily by the IMF. A re- assessment 
of the adequacy of current mechanisms governing the supply of international 
liquidity would necessarily encompass the broader issues of the role of 
international financial intermediaries, both official and private, the set of 
principles, rules, and norms governing access to external credit for 
balance-of-payments purposes, and also the more general issue of 
balance-of-payments adjustment. 

In fact, international action to relieve liquidity constraints would be a key 
element of a policy package geared to stimulate world trade and hence to achieve a 
sustainable world economic recovery in the next few years. The sharp weakening of 
world trade in the last two years was due partly to the external financial 
constraints affecting a large number of developing countries and also some of the 
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centrally planned economies. Thus a relaxation of these constraints could lead to 
a strengthening in their demand for imports, thereby reinforcing world economic 
recovery. 

Recent events have brought to the fore a basic fallacy of composition in 
current approaches to the issue of financing versus adjustment. When a single 
country in balance-of-payments difficulties is made to undertake deflationary 
policies, this will usually have a negligible impact on the world economy. 
However, when a large number of countries, owing to depressed world demand 
conditions, face similar balance-of-payments difficulties and all of them are 
simultaneously instituting strong adjustment measures, the result is to reinforce 
the downward spiral in the pace of world economic activity and to ultimately 
irx:rease the domestic costs of adjustment for each country considered individually. 

The above discussion suggests two ways in which decisive action by the 
international community could help to improve the operation of the international 
monetary system and of the adjustment process. The first one refers to bringing 
the creation and distribution of international liquidity under more effective 
international control. This could be done to some extent through an expansion of 
the role of the SOR. Under present circumstances, a limited step in this direction 
would be prompt agreement on a substantial new SOR allocation . 

Another way of improving the operation of the international monetary and 
financial system would be to bring about a decisive shift in the mix of 
balance-of-payments financing between private and official multilateral sources in 
favour of the latter. In recent years, insufficient resources and the 
conditionality attached to IMF lending has relegated the Fund to the role of lender 
of last resort. Access to unconditional financing from the Fund for countries 
facing payments difficulties due to factors beyond their control needs to be 
improved. While IMF financing did grow rather sharply in 1981-1982, and a number 
of large commitments will be drawn upon in the course of 1983, these amounts are 
still small when compared to those provided by the international banks. 

The accords reached in February 1983 are steps in the right direction but fall 
short of a comprehensive solution. The Interim Committee approved an increase in 
fund quotas of 47. 5 per cent; and the resources of the General Arrangements to 
Borrow (GAB) were expanded to about $19 billion and were made available to all Fund 
members under certain conditions.~ In addition, saudi Arabia expressed its 
willingness to provide resources to the Fund , in association with the GAB, and for 
the same purposes as those of the GAB. Nevertheless, some shortcomings still 
remain . First, the increase in quotas will not be fully proportional but will take 
into account recent changes in the relative positions of member countries in the 
world economy, thereby reducing the share of developing countries in total quotas. 
Second, access to Fund resources is limited to a multiple of quotas - currently 
150 per cent annually or 450 per cent over three years - and it is not yet clear 
whether these multiples will be maintained or reduced by the Fund's Executive 
Board. Third , the recent quota increase could well be insufficient for the needs 
arising before the next quota review takes place. 

Borrowing limits set at multiples of quota have been required because quota 
increases have not kept pace with the need for reserve-related financing. After 
peaking in 1967 at 14 . 5 per cent, the ratio of quotas to imports for the 
capital-importing developing countries declined to about 5 per cent in 1982. An 
increase in quotas of less than 50 per cent, which will go into effect by the end 
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of 1983 at the earliest, requires a maintenance of the present multiples so that 
access in relation to imports is not adversely affected in the next few years. 

Ole way of improving the counter-<:yclical character of Fund drawings is to 
further liberalize the Compensatory Financing Facility (CFF). Lending from this 
facility carries relatively low conditionality, and its purpose is to compensate 
countries in bala~e-of-payments difficulties for shortfalls in their export 
earnings or for overages in their cereal import bill due to causes beyond their 
control. Despite the fact that during 1981-1982 the balance-of-payments 
difficulties encountered by developing countries were due to a large extent to 
recession-induced declines in their export earnings, less than 20 per cent of their 
drawings from the FUnd were from the CFF. The remaining 80 per cent of drawings 
were made under arrangements with varying degrees of conditionality. It is 
noteworthy that in 1982 the aggregate export shortfall for the capital-importing 
developing countries, as estimated using the Fund's formula, was $16 billion ($6.5 
billion for the deficit energy exporters and $9.S billion for the energy 
importers). jJ By contrast, net drawings from the CFF amounted to only $1.S 
billion. 

Export shortfalls bear little relationship to the size of quotas, and in the 
past they have frequently exceeded quotas. 2f Therefore, one of the major 
shortcomings of the CFF is the quota limit placed on drawings (100 per cent of 
quota in the case of export shortfalls, or 125 per cent if cereal import overages 
are added to export earning shortfalls) . Since export earnings are likely to 
remain depressed in 1983, quota limits on CFF drawings need to be relaxed soon. At 
the end of 1982, over one-third of the countries which had loans outstanding had 
already reached their quota limit or were within 20 per cent of it, eliminating the 
possibility of their making further significant drawings soon. As of that date, 
the African energy-importing countries had already drawn up to 56 per cent of their 
combined Fund quotas. '!be recently-agreed enlargement of quotas will not help, 
since it will not come into effect before the end of 1983 • .Moreover, the increase 
in quotas will not solve the basic problem, since in many cases export shortfalls 
are likely to continue to exceed the new quota limits. 

The usefulness of the CFF as an anti-cyclical instrument is also limited by 
the way export shortfalls are calculated, by the fact that increases in the import 
bill due to factors beyond a country's control are taken into account only in the 
case of cereal imports, and by an inflexible repayment period (3 to 5 years). The 
first shortcoming arises from the need to forecast export earnings two years ahead 
in order to estimate trend exports, which are then subtracted from actual exports 
to obtain export shortfalls. under the current formula, the shortfall for a given 
year is therefore highly sensitive to the timing of an expected recovery in export 
earnings. The lo03er exports are expected to remain depressed, the lower the 
estimated shortfall. This issue is particularly important at the present time, 
given the lengthening of the international business cycle and the greater 
synchronization and variability of conunodity price movements. 

These inadequacies themselves suggest the ways in which they could be 
remedied. In the first place, shortfalls could be calculated in terms of the 
purchasing power of exports rather than nominal export earnings. Second, in the 
estimation of trends, forecasts could be made under the assumption of a reasonable 
recovery in export earnings. If such a recovery does not materialize, countries 
could be allowed to draw again (which in many cases would require the relaxation of 
quota limits on drawings). This would be analogous to the situation that now 
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prevails in the case of better-than-forecast export performance, in which case 
countries are required to make repayments ahead of schedule. Third, the 
possibility of a protracted period of poor export earnings also points to the need 
to tie repayments to export recovery rather than keeping to an inflexible timetable. 

Developments in international trade 

1982s retrogression in the volume of world trade 

Since the onset of the recession in the developed market economies in late 
1979, the expansion in the volume of world trade had been progressively weakening 
(see table II-1). lbwever, until 1981 there were still some regions which imparted 
considerable stimulus to the world economy through the dynamic growth of their 
imports. 'll'lus imports into the energy-exporting developing countries rose during 
this period by over 20 per cent per annum in real terms. And even the 
energy-importing developing countries, which were already experiencing severe 
balance-of-payments difficulties and a major slow-down in the pace of their 
economic growth, were able to manage rates of real import growth averaging almost 
3.5 per cent per annum. During the course of 1982, the international recession 
deepened, and the volume of world trade declined by about l per cent. 

The trade volumes of developing countries were particularly affected by the 
recessionary conditions prevailing in the world economy during 1982. Reflecting 
the steep decline in energy consumption in the developed market economies, the 
exports of the net energy-exporting developing countries contracted sharply. 
Within this group, the capital-surplus countries absorbed a large proportion of the 
decline in export volumes. 'ltie imports of these countries appear to have continued 
to expand, albeit at sharply reduced rates, owing to more cautious investment 
policies in the face of large reductions in their financi a l surpl uses. As regards 
the deficit energy exporters, the payments imbalances which had already surfaced in 
1981 intensified in the course of 1982. worsening terms of trade, declining or 
stagnant export volumes, and high debt servicing obligations in some countries 
induced the members of this group either to institute or to intensify policies 
whose overall effect was to restrain imports drastically. 

Imports into the energy-importing developing countries appear to have fallen 
in real terms by about s.s per cent. At the beginning of the year, most of the 
countries in this group were already experiencing severe balance-of-payments 
difficulties. Although their real imports had risen by over 5 per cent in 1981, 
most of the increase was concentrated in seven relatively industrialized countries 
or territories (Brazil, Hong Kong, Israel, Republic of Korea, Singapore , Turkey and 
Yugoslavia) which had been able to raise their export volumes, particularly of 
manufactures, very significantly. During 1982, balance-of-payments constraints 
forced practically all of the energy-importing countries to curtail imports rather 
sharply, sometimes by resorting to ad hoc import and exchange controls, large 
devaluations, and the imposition of emergency tariffs. 'ltius the spread of the 
global recession was more broadly felt in 1982 than in the preceding two years and 
affected the exporters of both primary conunodities and manufactures. 
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Table n-1. World trade, aMual rates of char¥Je in volume 
and prices, y 1971-1984 

(Percentage) 

1971-
1980 1980 1981 1982 ,!y 1983 21 1984 £/ 

Volume of exPorts 

World 5.5 2.1 0.0 -1.5 2 4 
Develcped market economies 6.3 4.2 2.1 -2 2 4 

Developir¥J countries 3.0 -4.5 -3.6 -4.5 3.5 5.5 

Capital surplus countries 0.0 -17.4 -18.4 -16.5 5 

Other net energy exporters 0.2 -6.8 -8.4 -3 5 7 
Net energy inporters 7.2 9.1 9.6 1.5 4 5 

Centrally planned economies ~ 6.7 2.4 0.4 4.5 2 2 

volume of imports 

world 5.2 1.0 1. 7 -1.5 2 4 
O:!velcped market economies 4.6 -1.5 -2.2 -1 2.5 3.5 
Deve lopir¥J countries 6.5 8.1 14. 7 -3.S -o.s 5.5 

ec.:>ital surplus countries 18.0 15.S 30.l 7 5 7 
other net energy exporters 8.7 18.3 22.2 -8 -3 5 

Net energy inporters 3.5 1.5 5.4 -5.5 -1.5 5 

Centrally planned economies ~ 7.4 3.8 0.7 0.5 1.5 2 

t.mit value of exports 

world 14.0 19 .4 -2.7 -4.5 
Develcped market econanies 11.9 13.4 -4.1 -3.5 2.5 ... 
Developir¥J countries 

Capital surplus countries 33.6 70.l 11.4 -4.5 14 .5 
Other net energy exporters 26.3 51.8 6.1 -7 -11 

Net energy importers 11.5 12.2 -3.5 -7 o.s 
Centrally planned econanies ~ 10.2 12.4 0.8 -0.5 2.s 

Unit value of imports 

World 14.1 21.l -2.5 -4.5 0.5 ... 
D:!velcped market economies 14.4 22.4 -2.9 -5 ... 
Developir¥J countries 

Capital surplus countries 13.1 15.0 -3.5 -4 2 

Other net energy exporters 13.9 17.2 -3.0 -4 1 ... 
Net energy importers 16.5 25.5 -0.0 -4.5 -1.5 ... 

Centrally planned econanies ~ 9.6 10.8 -0.4 -1.5 5 
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Table II-1. (continued) 

1971-
1980 1980 1981 1982 ,!y 1983 £/ 1984 £/ 

Terms of trade 

Developed market economies -2.l -7.3 -1.3 1.5 2.5 
Developing countries 

Capital surplus countries 18.l 47.9 15.3 -1 -16 
other net energy exporters 10.9 29.6 9.3 -3 -12 ... 
Net energy importers -4.3 -10.6 -2.8 -3 2 

Centrally planned economies gt 0.6 1.4 1.2 1 -2.5 

Sources Department of International Economic and Social Affairs of the United 
Nations Secretariat, based on International Monetary FUnd, International Financial 
Statistics, and calculations and forecasts made by the Secretariat. 

~ Rates of change in prices estimated from unit value indices expressed 
in dollars. 

,!y Preliminary estimates, rounded to the nearest half of a percentage point. 

£! Forecasts. 

gt Centrally planned economies of Europe only. 

'llle volume of exports of the energy-importing developing countries experienced 
a very sharp deceleration in 1982 as compared with rates recorded in recent years. 
N:>ne the less, the rate of increase of 1.5 per cent recorded in 1982 must be 
considered an important accomplishment in view of the negative overall trends in 
world trade. 'lhe reasons for the relatively satisfactory performance of developing 
country exports during recent years are various. For one, a growing number of 
countries have adopted active export promotion policies. Secondly, the more 
industrialized developing countries have become competitive exporters of a growing 
rate of manufactured goods. Since their share in the markets of the industrial 
countries is still small in most product lines, they have been able to expand their 
exports rapidly without encountering major difficulties. This, of course, has no t 
been the case with a growing number of products (particularly textiles), of which 
developing countries have become important suppliers and which have been 
increasingly affected by protectionist actions. Thirdly, until 1982, trade among 
developing countries had grown very rapidly, and other developing countries, 
particularly among the energy exporters, now constitute important markets for those 
developing countries which have become exporters of manufactures. Thus the growth 
in the exports of the energy-importing developing countries has been highly 
corx;entrated in countries exporting manufactures. 
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'1'he variables making for high export growth from this group of countries 
weakened considerably in the course of 1982. In spite of the competitive advantage 
which some developing countries enjoy in a growing number of markets for 
manufactures in the industrial countries, their exports could not remain inunune to 
the effects of protectionist measures and the protracted recession in the latter 
countries. '1'he contraction in the growth of non-fuel imports into the developed 
market economies has been sharper than that of their GNPs. Trade among developing 
countries was also adversely affected durin:J 1982 by the growing and generalized 
foreign exchange stringency that developing countries experienced in the course of 
that year. 

Real imports into the developed market economies declined by about l per cent 
in 1982. '1'his represented the third year of declining import volumes for this 
group of countries and reflected generally weak markets and continued adjustment of 
oil consumption (and imports) to the price increases of 1979-1981. There were 
significant differences in the behaviour of import volumes as between countries. 
'1'he severe recession in canada caused imports to slump by about 13 per cent. On 
the other hand, import volumes in France, Italy and the United Kingdom, which 
recorded above-average output growth rates, rose in absolute terms. The 
depreciation of the yen helped to keep Japanese imports practically constant 
despite a rate of growth of GDP of about 3 per cent. 

On the other hand, the real exports of the developed market economies dropped 
by almost 2 per cent. One major reason for this weak export performance was the 
effect of the recession on intra-group trade. But perhaps the principal factor was 
the considerable decline in the volume of exports to the deficit developing 
countries. In fact, exports to developing countries appear to have fallen 
substantially more than trade among industrial countries. Thus the impact on 
developed country trade of the recession in developing countries attests to the 
growing importance of the latter as markets for the exports of the former. 

A large share of the decline in the export volumes of the developed market 
econanies appears to have been concentrated in the United States, whose exports 
fell by over 10 per cent, owing to the loss of competitiveness brought about by the 
strong appreciation of the dollar during 1981 and 1982 and to declining import 
demand in developir¥J countries that are important trading partners of the United 
States (particularly Mexico and some south .American countries). Exports also 
declined in Japan and France, in the former owing partly to the imposition of 
restrictions on imports by other developed market economies. On the other hand, 
improving competitiveness as a result of currency depreciation helped the Federal 
Republic of Germany and Italy to record positive rates of growth of export volume. 

Because of differences in the relative importance of trade in their economies 
and in the conunodity composition of their exports and imports, the trade experience 
of the Eastern European countries differed markedly from that of the USSR or the 
Asian centrally planned econanies. Development plans for 1982 generally emphasized 
the priority of correctir¥J external imbalances, especially the containment and 
gradual compression of convertible currency debt. There was therefore little room 
for substantial gains in import volume for the Eastern European countries. 
Similarly, China imposed import restraints as one element of its ongoing adjustment 
policies. By contrast, the Soviet Union had counted on some increase in its 
imports in view of the harvest setbacks of 1981 and demanding pipeline construction 
projects. On the other hand, export promotion was to be pursued with determination 
in all planned economies, the Eastern European ones in particular. 
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In the wake of unanticipated developments, some of the Asian and nearly all of 
the Eastern European countries curtailed their import volumes more drastically than 
they had envisioned. On the one hand, their liquidity problems in their trade with 
the convertible currency area were accentuated by a virtual cut-off f r om 
international financial markets, which also affected other planned economies that 
would not otherwise have encountered payments problems. On the other hand, Eastern 
Europe had to face a curtailment in the availability of key conunodities, 
particularly oil, from the USSR. While import retrenchment extended to all partner 
groupings, the sharpest import cuts were administered by the Eastern European 
countries most severely affected by the financial crunch (Poland and Romania) to 
their trade with convertible currency countries. The Soviet Union's substantial 
machinery and equipment imports boosted import volume by perhaps 6-7 per cent, 
which was however nearly completely offset by the sharp retrenchment on the part of 
Eastern Europe. Olina's import volume also contracted by about 10-12 per cent. 

In spite of weak world demand, only modest domestic output growth of readily 
exportable products and tensions in the international political environment, the 
centrally planned economies (and particularly the Eastern European countries) none 
the less recorded a strong increase in export volume amounting perhaps to 
4 per cent. This gain resulted in part from the near-recovery in Poland's 
exports. However, the major impetus to export growth came undoubtedly from the 
export promotion to which the Eastern European countries resorted in an effort to 
come to grips with severe external constraints. While it worked to correct the 
external imbalance, the kind of export promotion that these countries resorted to 
exacerbated domestic bottlenecks in material supplies in a number of countries and 
accentuated shortages in consumer markets. 

In the past, during periods of economic expansion, world trade tended to grow 
considerably more rapidly than world output. By contrast, there is a distinct 
possibility that trade will fail to make a significant contribution to world 
economic growth during the recovery that is expected to begin in the course 
of 1983. Imports into the developed market economies are likely to expand 
moderately, as a result of the relatively mild recovery expected in these countries 
and the protectionist barriers erected in recent years. While imports into the 
capital-surplus developing countries might grow again in 1983, balance-of-payments 
constraints will continue to have a significant bearing on the capacity of other 
developing countries to expand their imports. Therefore, the recovery in these 
countries' import levels is likely to be postponed until 1984. Trade prospects for 
the Eastern European countries are similar, since they are expected to continue 
with their efforts to reduce their external debt. The Soviet Union and China are 
exceptions to this general picturez below- plan crops in 1982 and low cereal 
inventories will require further substantial imports by the former, and the latter 
is planning a sharp increase in imports as part of its modernization progranune. 

Further weakening in the prices of primary commodities 

The experience of recent years confirms that primary conunodities are the most 
vulnerable sector of the world economy. In the case of the vast majority of 
primary commodities, the main impact of disinflation and recession has been a 
drastic reduction in prices, as regards oil, while prices have receded somewhat 
from their peaks in the first quarter of 1981, adjustments to falling demand have 
been effected mainly by reducing export volumes sharply. 
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The most significant characteristic of recent movements in the prices of 
primary commodities is their synchronization: practically all conrnodity prices 
have moved down sharply since the onset of the current global recession. 'lbe 
extent of the fall in prices can best be appreciated by comparing their levels in 
the most recent trough with those achieved in the latest peak duriny 1979-1980. 

'D:lble II-2. Percentage fall in the indices of market prices of 
principal conunodity exports of developing countries 
from their latest peaks~ 

Commodity group Peak month Trough month Percentage fall 

~ October 1980 October 198 2 62 
Tropical beverages September 1979 August 1982 39 
Vegetable oilseeds 

and oils July 1979 October 1982 49 
Agricultural raw 

materials February 1980 December 1982 31 
Minerals, ores and 

metals February 1980 June 1982 34 
Crude petroleum February 1981 .March 1983 17 

Source: For non-fuel commodities, United Nations Confereoce on Trade and 
Development, lt>nthly Conunodity Price Bulletin, for crude petroleum, Department of 
International F.conomic and Social Affairs of the United Nations Secretariat. 

!J All indices are expressed in terms of dollars. 

On a year-to-year basis, the price indices of all major non-fuel primary 
c0Jt1T1odity groups fell abruptly both in 1981 and in 1982 (see table II-3). As the 
recession deepened and became more protracted, an increasing number of commodities 
was affected. The price declines during the current recession have been so 
pronouooed that the terms of trade for all major conunodity groups relative to 
manufactures exported by the developed market econanies have deteriorated more 
sharply than during any other economic downswing in the post-war period. Towards 
the end of 1982, the prices of beverages and metals rose sanewhat, which might 
signal a firming of commodity prices. However, market prospects for 1983 do not 
indicate that prices are likely to stage a significant recovery. 

Undoubtedly the major factor behind the decline in canmodity prices, 
particularly for industrial raw r,1aterials, has been the recession in the industrial 
countries. 'lllis has coincided with conditions of unusual excess supply in the 
markets for commodities whose prices are more affected by supply than by demand 
developments (e.g., food and tropical beverages). 'lbe supply of tropical beverages 
responded to the sharp price increases of 1976-1977 with its custanary lag of 
several years, and the increase in production and stocks helped to bring down 
prices beginning in late 1979. Cereal prices were depressed by excellent crops in 
19 81/8 2 almost worldwide (except for those of the Soviet Union and some developing 
countries) • 
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Table II-3. Rates of change in the prices of internationally 
traded commodities, 1980-1984 y 

(Percentage) 

1980 1981 1982 1983 Ef 1984 Ef 

Non-fuel primary commodities 14. 7 -15.7 -15.3 1 7 

Food 63.2 -21.4 -30.2 -6 9 
Tropical beverages -5.9 -18.9 -4.4 5 4 

Vegetable oils and oilseeds 14.9 -3.1 -23.0 -9 7 
Agricultural raw materials 11.2 -13.0 -12.9 3 8 
Minerals, ores and metals 13.3 -13.4 -12.7 5 10 

Crude petroleum 65.8 11.5 - 5.6 - 15 5 

Manufactures 
Exported by developed market 

economies 10.5 -5.1 -2.0 3 5 
Elcported by developing 

countries 6.4 5 . 4 3.0 ~ 3 5 

source: Department of International :Ebonornic and Social Affairs of the 
United Nations Secretariat, based on United Nations Conference on Trade and 
Development, Monthly Conunodity Price BulletinJ united Nations, Monthly Bulletin of 
Statistics, and information provided by the National Institute of Economic and 
SOcial Research (IDndon). 

y Expressed in dollars. 

W Forecasts. 

fl Preliminary estimate. 

The ongoing cyclical downswing has had some peculiarities which have put 
additional downward pressures on prices. High interest rates have forced consumer 
industries to reduce their inventories and may have dampened speculative activity 
as well. The sharp appreciation of the dollar since late 1980 has made conunodities 
whose prices are strongly influenced by United States markets more expensive in 
terms of other currencies, reducing demand for them in non-dollar markets and 
perhaps their dollar prices. The downswing in prices, together with other factors 
analysed in detail below, have resulted i n unusually severe balance-of- payments 
problems in a large number of developing countries. Some countries which are 
heavily dependent on the exports of a particular commodity have been reluctant to 
curtail their exports, and in some cases they have sought to increase them. 
Conversely, demand for imported conunodities in developing countries and also in 
Eastern Europe has been adversely affected by the same factors. 

The weak recovery expected in the main industrial countries implies that, in 
the foreseeable future, commodity prices are unlikely to return to the levels 
prevailing before the most recent price slide. Good crops in recent years and the 
consequent accumulation of large stocks will serve to keep the prices of a number 
of agricultural conunodities (e.g . , cereals, oilseeds and cotton) depressed. Among 
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food commc:xlities, only sugar can be expected to experience some recovery from its 
current low levels, as many producers abandon unprofitable sugar production. 
Beverage prices will also continue to be adversely affected by the stock overhang 
that has resulted from several years of excess supply. Demand for some raw 
materials will depend on the behaviour of specific sectors. For example, the 
strength of the recovery in the construction sector will be a determinant factor in 
the case of tropical timber, and the fortunes of the auton¥)bile industry, a 
particularly depressed sector, should influence the prices for natural rubber. As 
regards metals, excess capacity will probably IOC>derate price pressures stemming 
from actions by consumers to replenish their inventories. In sum, although primary 
commc:xlity prices may bottom out in the first half of 1983, they are not likely to 
show a strong rebound in the following 18 months. As demand in the world economy 
strengthens in the second half of 1983 and into 1984, the prices of some 
conunodities, particularly among the metals, may begin to rise somewhat faster than 
the prices of manufactures exported by developed countries. 

In recent years, price swings have increased in intensity and have become more 
pro~yclical: after a sharp run-up beginning in 1972, they plunged in 1974-19751 
the upswing in economic activity of 1976-1979 was accompanied by a considerably 
stronger rise in commodity pricesJ and during the current recession prices have 
been unusually depressed. Taking a longer view of the behaviour of commodity 
prices, it becomes apparent that price variability has been increasing over time, 
especially if one compares trends since 1970 to the experience of prices during the 
1960s. §./ Moreover, price movements have become more synchronized across 
commodities. J.I The increase in the amplitude and synchronization of business 
cycles in the developed market economies since 1970 as compared to the earlier 
post-war period appears to be the most significant factor explaining these trends 
in the behaviour of commodity price changes. In addition, the generalized increase 
in the degree of uncertainty - as reflected in large and rapid changes in exchange 
rates, inflation, and interest rates - prevailing in the world economy has 
undoubtedly spilled over into the area of commodity price formation. The result of 
these price trends has been to render the export earnings of developing countries 
ircreasingly more unpredictable. 

During 1982, oil markets were also severely affected by the deepening and 
synchronization of the cyclical economic downturn in the major industrial 
countries. In the first quarter, spot crude prices fell sharply. After recovering 
in April, they remained remarkably stable until late 1982, although continuing to 
stay somewhat below official prices. Reflecting the heightened uncertainty over 
the future course of oil prices caused by the failure of the January 1983 OPEC 
consultative Ministerial meeting to reach accord on production cut-backs, spot 
prices weakened considerably. Official prices, which had remained relatively 
stable in 1982, also came under increasing downward pressure. Since mid-February, 
when the North Sea producers lowered their contract prices by about 10 per cent and 
Nigeria soon followed suit with a price cut of almost 15 per cent, an uneasy and 
speculative atmosphere has characterized conditions in world oil markets. 

The fact that during the current recession oil prices have fallen only 
moderately in the face of a continuing weakening in demand reflects the important 
role of supply restraint in bearing the brunt of adjustment. Since producers which 
are not members of OPEC have increased their exports, prices have been maintained 
by agreement among OPEC member countries to curtail production sharply. While most 
countries were affected, a large share of the cut in output was borne by the 
surplus countries. In view of the difficult balance-of-payments situation of the 
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deficit OPEC members, these countries are likely to resist further production 
cut-backs. Although the situation is extremely fluid, the most likely outcome for 
1983 is an average decline in prices of about 15 per cent on a year-on-year basis, 
which would imply some additions to inventories in the developed market economies, 
a moderate increase in exports by the deficit OPEC member countries, but perhaps 
stationary export volumes in the capital-surplus countries. AJ3 demand gradually 
recovers, prices should firm in the second half of 1983. In the absence of supply 
shocks, oil prices in 1984 are likely to move in line with international inflation. 

International prices and the terms of trade 

In 1982 the terms of trade of the net energy-importing developing countries 
worsened for the fifth consecutive year. Whereas in the 1978-1980 period the major 
factor had been an increase in import prices - for manufactures and oil - in 
1981- 1982 the deterioration in the terms of trade of this group of countries was 
caused mainly by falling primary convnodity prices. Without a doubt, the world 
economic instability of recent years has had its most serious consequences on the 
energy-importing developing countries. The adverse economic environment for these 
countries is clearly reflected in the evolution of their terms of trade, which 
deteriorated by about 25 per cent between 1978 and 1982. This factor alone goes a 
long way to explain the unsatisfactory economic performance of these countries 
during the past three years, their severe current balance-of-payments difficulties, 
and their growing levels of external indebtedness. The external environment is 
unlikely to provide much relief in 1983 and 1984, as these countries' terms of 
trade are expected to improve only marginally. 

As a result of falling oil prices, the energy-exporting developing countries 
also experienced worsening terms of trade during 1982, thus reversing a three-year 
trend of very sharp improvements in their relative foreign trade prices. The drop 
in oil prices may well become somewhat more accentuated in 1983. Since import 
prices are likely to rise, the terms of trade of the energy-exporting countries 
will probably deteriorate further in 1983 before stabilizing in 1984. 

The main beneficiaries of price movements during 1982 were the developed 
market economies. Although their export prices (measured in dollars) fell, the 
drop in their import prices was considerably larger, owing to the sharp fall in the 
prices of imported primary cormnodities. A recovery in export prices and continued 
weakness in the prices for their imports should bring further terms-of-trade gains 
in 1983. 

As regards the centrally planned economies, mainly because of the special 
pricing arrangements that prevail within the CMEA, the price movements in 
intra-group trade differed measurably from those in trade with the market 
economies. In the latter, unit values (in terms of dollars) declined for both 
exports and imports by 6-7 per cent, with the result that the terms of trade 
changed only marginally. In intra-group trade, however, the annual revision of the 
CMEA price formula entailed another deterioration in Eastern Europe's terms of 
trade of 3 to 5 per cent on balance, while the Soviet Union registered a 
corresponding gain. In 1982, fuel prices increased by roughly 25 per cent in terms 
of transferable roubles to reflect further the changes that occurred in world oil 
prices in the late 1970s. '!be repositioning of intra-<MEA energy prices to world 
price averages of 1977-1981, from the 1976-1980 base in the preceding year, did 
not, however, suffice to establish parity with current world prices, although the 
latter were declining in the second half of 1982. As a result, another round of 
adjustments, amounting perhaps to 17 to 20 per cent, can be anticipated for 1983. 
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International payments 

Large shifts in current account balances 

In the period 1979-1981, current account developments in the major regions of 
the world economy were shaped to a large extent by terms~f-trade movements, 
particularly the increase in the price of oil and the drop in primary commodity 
prices. 'l'hus most net energy-exporting countries (mainly a few developing 
countries and the Soviet Union) experienced sharp increases in their trade and 
current account surpluses, while net energy-importing countries (most developing 
countries, most developed market economies, and Eastern Europe) had to cope with 
substantial and, in many cases, increasing deficits (see table II-4). Until 1981, 
while certain sources of private financing were already tightening, countries were 
by and large able to finance the larger current account imbalances resulting from 
adverse international price movements. As regards the Eastern European countries, 
deliberate policies to minimize the increase in convertible currency debt helped to 
reduce their trade deficit in spite of worsening terms of trade. 

During 1982, the forces at work were more complex. Terms~f-trade movements 
affected current accounts as before, although the country groupings which 
experienced falling terms of trade changed, as has been described above. A second 
imp:>rtant factor that was very widespread in 1982 was a limitation on external 
resources available to finance current account deficits. If external financing to 
maintain normal rates of economic growth had been forthcoming, most deficit 
countries would have registered considerably larger trade and current account 
deficits in both 1981 and 1982. However, international financial markets became 
increasingly less accessible to developing countries, and lending to the centrally 
planned economies practically ceased altogether. In spite of growing interest 
payments and adverse terrns~f-trade movements, the combined current account deficit 
of the energy-importing developing countries fell markedly, reflecting a 
considerable adjustment in the trade accounts. 'rtle extent of these countries• 
adjustment efforts can be gauged from the fact that in 1982, at the trough of the 
recession, their collective deficit was equivalent to only 35 per cent of their 
export earnings on goods, as compared to 45-50 per cent in 1974-1975. Likewise, 
the F.astern European countries were forced to take unexpectedly severe adjustment 
measures and actually recorded a sizeable aggregate trade surplus. 

'rtle fall in oil prices and the sharp contraction in the volume of oil t rade 
had a major impact on the current accounts of the energy-exporting developing 
countries. 'lhe large surpluses recorded by these countries in 1979-1980 had 
already begun to dwindle in 1981 under the impact of rapid rates of expansion of 
import volumes and declining oil exports. During 1982, despite falling imports in 
real terms, these countries registered a collective deficit. 'As regards the 
capital-surplus countries, their surplus declined by almost $80 billion between 
1980 and 1982. During this period, there was also a large negative swing in the 
current account of the deficit energy exporters, although it was not as pronounced 
as that of the capital-surplus countries. In the second half of 1982, some of the 
deficit energy exporters encountered sudden and significant financing problems in 
international capital markets, and this may have worked to restrict their 
deficits. In addition, the decline in their export earnings was not as sharp as 
that of the capital-surplus countries. 
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Table Il-4. world balance of payments on current accounts, y 
by country groups, 1978-1983 

(Billions of dollars) 

Country group 1978 1979 1980 1981 1982 !?/ 1983 ~ 

Developed market economies 31.0 -6.5 -42.l -12.2 -2 10.5 
Major industrial countries 35.1 5.0 -15.9 14.8 18.5 21.5 
other surplus countries y 2.1 0.2 -0.9 10.8 11.S 13 
other small economies -6.3 -11. 7 -25.3 -37.8 -32 -24 

Developing countries -32.2 10.8 36.8 -32.9 -69.S -89 
Capital-surplus countries 19.9 61.3 101.0 65.9 23 -5.5 
other net energy exporters -22.3 -3.4 3.4 -26.3 -28.5 -33.5 
Net energy importers !f - 29.8 -·'7.1 -67.6 -72.S -64 -so 

Centrally planned economies y -6.2 -0.3 0.9 4.8 16 10 
China -1. 2 -2.1 -1.3 1.6 4.5 l 
Eastern Europe -6.7 -5.1 -5.8 -2.1 4 4.5 
USSR 1.6 6.9 8.0 6.2 7.5 5 

~sidual balance g/ 7.4 -4.0 4.4 40.3 55.5 68.S 

Sources Department of International Economic and Social Affairs of the United 
Nations Secretariat, based on International Monetary FUnd, International and 
Financial Statistics, other official national and international sources, and 
forecasts of the Ulited Nations Secretariat. 

~ EKcluding government transfers • 

.el Preliminary estimates rounded to the nearest half billion dollars. 

~ Forecast. 

Y Netherlands, Norway and SWitzerland. 

y '!he data presented herein underestimate the deficit of these countries 
owing to the exclusion of some countries, accounting for about 5 per cent of the 
group's exports, for whtch insufficient data were available. 

Y Trade balances only. 

g/ The world current account discrepancy reflects timing asymmetries, 
omissions and errors in trade balances and under-recording in the receipts of 
services, in particular investment income that is channelled through off-shore 
financial centres. An important additional source of discrepancy in world trade in 
1981-1982 that has produced biases in favour of imports has been large reductions 
in oil stocks in shipments still at sea. 
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In the developed market economies, a significant improvement in the terms of 
trade was the main factor behind the $10 billion reduction in their current account 
deficit. l'ltile their trade deficit declined by $9 billion, their surplus on 
services and invisibles rose by about $1 billion.~ 

The forecasts shown on table II-1 for trade volumes and prices during 1983 and 
the expectation that, year-on-year, average interest rates during 1983 will be 
lower than in 1982 have important implications for current account developments. 
Among developing countries, the continuation of stringent adjustment in 
energy-importing countries, some improvement in their terms of trade (mainly on 
account of lower oil prices), and lower interest rates should translate into 
further substantial reductions in their current account deficits. The energy 
exporters are expected to experience large terms-of-trade losses owing to a drop in 
the price of oil relative to their import prices. As a result, the surpluses of 
the capital-surplus countries should continue to shrink. 'lhe deficit energy 
exporters, however, are likely to continue to adjust their real import levels 
downward, and their export volumes could experience some recovery as a result of 
modest increases in their oil exports and some pick-up in other export categories 
as well. Therefore, their collective current account deficit should not rise 
substantially. 

The expected decline in relative primary commodity prices, particularly oil, 
would benefit mainly the developed market economies, which should experience a 
swing into current account surplus. 'lhe Eastern European countries are expected to 
.,~; ~er further terms-of-trade losses in their intra-CMEA tradeJ however, current 
plans call for further efforts towards import substitution and raising the volume 
of exports which, if realized, would lead to a slightly higher overall trade 
surplus. 'lhe Soviet Union's trade surplus is expected to decline, owing directly 
to the fall expected in fuel prices on world markets, further large imports of 
food, and a possible increase in machinery imports from the major industrial 
countries. These factors making for a lower surplus could be partly offset by 
terms-of-trade gains in intra-Q.1EA trade. As regards China, the trade surplus may 
decline sharply as a result of ambitious import plans. 

Increasing difficulties for debtor developing countries 

In 1982 the liquidity difficulties of developing countries, which had been 
building over recent years, reached critical levels for a number of the countries 
which have been significant international borrowers. By the end of 1982, several 
countries with different economic and social systems and at different stages of 
development in Africa, Asia, Europe and Latin America had been affected. In all 
such cases the debtor countries found themselves unable to make timely contractual 
payments of principal, and sometimes also of interest, on their foreign debts, 
particularly on loans from international conunercial banks. 

Debt-servicing difficulties erupted when a number of private banks, especially 
but not exclusively smaller banks which were relatively new to international 
lending, became unwilling to renew or roll over maturing credits to certain 
borrowing countries. Net new lending to a number of other countries also became 
difficult to arrange. l'llile net flows from the banking system to the 
energy-importing countries had been'on a downward trend since their peak in 1979, 
the contraction in 1982 was dramatic (see table II-5). 'As regards the deficit 
energy exporters, the decline in net lending began in 1982, when it became 
ircreasingly apparent that their export earnings would be severely affected by the 
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recession. Having already been drawn down extensively, foreign exchange reserves 
did not provide adequate liquidity, and the result for a number of countries was an 
accumulation of debt-servicing arrears . 

'!able 11-5. Capital-inportir¥;J develq>ing countries, net new tx>rrowing 
from rnaj or f inar¥:: ial centres, y 19 79-19 82 

(Billions of dollars) 

1979 1980 1981 1982 !2/ 

Net chan:Je in liabilities of develq>ing 
countries to banks 

Deficit net energy exporters £1 17 .3 16.6 19.l 12 

Net energy inporters 27.8 23.S 19.6 11 

Net charge in liabilities minus assets 
held by banks 

Deficit net energy exporters £1 -s.o 1.4 23.2 21 

Net energy inporters 19.3 26.2 17.7 13 

Sources Department of International F.conomic arrl Social Affairs of the United 
Nations Secretariat, based on quarterly data of the Bank for International 
Settlements. 

~ Includes sb:>rt-term debt • 

.Q/ Preliminary estimates. 

£1 FxcludiBJ Bahrain arxl Qnan. 

For some countries, ad hoc emergency furxliBJ measures of a sb:>rt-term nature 
were arraB.3ed by the Governments of the major industrial countries, in certain 
cases with the financial co-operation of the Bank for International Settlements. 
Medium-term lines of credit arxl adjustment progranunes were also negotiated with the 
IMF, arxl the international banks were persuaded over time to exterxl further 
credits. Finally, an extremely large minber of debt reschedulings were arranged 
durirg the year. Thus 21 multilateral debt reschedulings were agreed in 1982 or 
were still under negotiation at the end of the year, of which 16 entailed 
rea::hedulirg of debt to foreign c01M1ercial banks ("Lorxlon Club" meetings) arrl five 
involved rescheduling of debt to official sources ("Paris Club" meetings). By 
comparison, there was a total of 12 such reschedulings of developing country debt 
in 1981, itself atx>ut twice the m1nber of reschedulings in each of the preceding 
three years. 
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A large number of developing countries, nevertheless, did not experierx:e 
debt-servicing difficulties. Indeed, in mid-1982 almost half the developing 
countries were net creditors to the international banks. 2J Several of the net 
creditors were oil-exporting countries which had placed substantial portions of the 
surpluses earned over the past decade in accounts with the banks. But most of the 
countries were small or low-income countries - including the large majority of the 
least developed countries - which have not had significant access to international 
bank loans and which tend to maintain their foreign exchange reserves primarily in 
the form of bank deposits. 

As the international recession lengthened, export revenues fell and the export 
outlook worsened. Many countries which had access to the international capital 
markets nevertheless experienced increasingly more acute liquidity problems. The 
progressive drawing down of their deposit balances with the banks and declining 
ratios of undisbursed credits to debts falling due caused rising concern in the 
international banking community. Thus developing countries found their acces s to 
medium-term financing sharply curtailed and had to resort to short-term credits. 

As a result of high interest payments, growing recourse to short-term 
borrowing and the fall in export earnings, the demands which debt-servicing 
payments made on foreign exchange earnings reached an unusual intensity in 1982, 
especially when repayment of short-term credits is included • .!.QI If all 
debt-servicing requirements had been met out of current foreign exchange earnings, 
the capital-importing developing countries would have had to devote over 
60 per cent of those earnings to service their external debt in 1982, up from about 
37 per cent during 1978-1980 (see table II-6). Since external debt is very 
unevenly distributed among developing countries, in 1982 the total debt-servicing 
burden of the 20 largest debtor countries would have absorbed almost 70 per cent of 
their foreign exchange earnings, more than twice the debt-servicing burden of the 
remaining capital-importing countries. 

It is of particular concern that the ratio of interest payments to export 
earnings had also become quite substantial by 1982, absorbing over 15 per cent of 
total foreign exchange earnings, or twice the ratio prevailing as recently as 
1978. Interest payments rose owing to increasing debt levels and average interest 
rates (see table II-7). The rise in interest rates paid by developing countries 
reflected mainly the upward trend in all market-related rates and increasing 
reliance on the international banks. Whereas the capital-importing developing 
countries as a whole held 48 per cent of their total debt with the commercial banks 
at the end of 1977, that share had surpassed 60 per cent by the end of 1981. M:>st 
of that debt was either of a short-term nature or at floating interest rates, in 
either case subject to annual interest and related charges which exceeded 
17 per cent on average in 1981 and 1982. !!/ The fall in base interest rates on 
international bank loans which began in rnid-1982 will help contain the 
debt-servicing burden in 1983. 

A continuing problem, however, is the high level of debt amortization. 
Indeed, whereas average interest rates began to fall in 1982, average amortization 
rates - i.e., the share of total debt repayable during the year - continued to 
rise, particularly for the energy-exporting debtor countries (see table II- 7). The 
rise in the short-term component of debt was particularly steep for the 
energy-exporting countries in 1982. 

-so-



Table II-6. Capital-importing developing countries, ratios of debt 
service to export earnings, !f 1978-1982 

(Percentage) 

1978 1979 1980 1981 

Interest payments 7.6 9.1 10.5 13.3 

Total debt service 37.0 36.4 38.1 48.2 
Net energy exporters 41.l 34.6 34.1 45.9 
Net energy importers 34.5 38.l 41.4 50.0 

'lwenty largest debtors 41. 7 41.1 42.8 54.4 
others 23.4 22.6 22.6 26.6 

Memorandum items: 
Debt service on public and 

publicly guaranteed debt 15.4 15.8 13.8 15.1 

'lbtal interest payments 
plus amortization on 
public and publicly 
guaranteed debt £1 17.7 19.2 18.0 21.1 

1982 E/ 

15.5 

61 
63 
59.5 

69.5 
33 

20 

26 

Source, Department of International Ex:onornic and Social Affairs of the United 
Nations Secretariat, based on World Bank, Debtor Reporting System, Bank for 
International Settlements, Maturity Distribution of International Bank Lending, 
International f.t:>netary Fund, International Financial StatisticsJ and Secretariat 
estimates. 

~ Debt-service payments (excluding servicing of IMF credits) as a share of 
exports of goods and services and net private transfers. Figures are based on a 
sample of 86 developing countries for which adequate data were available. 

El Estimates rounded to the nearest half percentage point (no account is 
taken of any delays in scheduled payments). 

c/ Entails a lower-bound estimate of amortization of all medium- and 
long-term debt since private, non-guaranteed medium- and long-term debt is excluded. 
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'!able II-7. Capital-importing developing countries1 average rates 
of interest and an.>rtization of external debt, !I 
1978-1982 

(Annual payments as percentage of outstanding debt 
at beginning of year) 

1978 1979 1980 1981 

Aver!9e interest rates 
Capital-importing developing 

countries 6.6 8.1 9.9 11.0 
Net energy exporters 7.2 9.0 10.8 12.3 
Net energy importers 6.3 7.6 9.3 10.3 

Aver~e amortization rates 
Capital-importing developing 

countries 25.8 24.3 26.0 29.0 
Net energy exporters 29.9 25.9 28.9 32.9 
Net energy importers 23.4 23.4 24.3 26.8 

1982 !?/ 

10.9 
11.9 
10.3 

30.9 
36.S 
27.6 

Sources Department of International F.conornic and Social Affairs of the United 
Nations Secretariat, based on World Bank, Debtor Reporting System, Bank for 
International Settlements, The Maturity Distribution of International Bank LendingJ 
and other international sources. 

!I Includes all external debt to ca1unercial banks (including short-term 
debt) as reported by the Bank for International Settlements plus all goverrunent and 
government-guaranteed external debt as reported by the World Bank (excluding double 
counting). Debt to the International Monetary Fund is excluded. Based on a sample 
of 86 countries for which adequate data were available. 

!?/ Estimates (no account is taken of any delays in scheduled payments). 

The unusual debt-servicing difficulties of a number of developing countries in 
1982 has undoubtedly changed the perceptions of borrowers and lenders regarding the 
desirability of relying excessively on short-term credits to finance 
balarx:e-of-payments gaps which may turn out to be more durable than previously 
expected. The remaining question is whether sufficient volumes of medium- and 
long-term credit from the private sector, as well as fran various channels of 
official international co-operation, will be forthcoming to permit an orderly 
lengthening of the maturity structure of developing country debt. Concerning the 
private sector's contribution, the answer is tied to the outlook for sufficient 
growth in export earnings in order to service such debt appropriately. 
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Declines in longer-term flows to developing countries 

As detailed elsewhere in this survey, developing countries have been taking 
stringent policy measures to decrease their balance-of-payments deficits on current 
account to levels which can be supported by normal long-term capital inflows. 
Based on recent trends and policy stances, the levels at which current account 
deficits may be sustained - and thus the level of real transfers of resources -
themselves appear to have fallen canpared to what might have been expected a few 
years ago when the International Development Strategy for the Third United Nations 
Development Decade was negotiated. 

Certain of the adverse trends in capital flows in 1982 were related to the 
debt-servicing crisis discussed previously. Thus there was a 16 per cent drop in 
the gross value of agreed Euro-currency bank credits arranged for the 
capital- importing developing countries. For the energy-importing countries, the 
fall was a much sharper 31 per cent. W As noted above, net flows from the 
banking system contracted sharply. The value of bond placements, which in any case 
are only a small fraction of borrowings from the international banks, fell 
marginally. 

The decline in Euro-currency credits points to an uncertain future for what 
had become a major vehicle for medium- and long-term capital transfers. There is 
now enhanced sensitivity on the part of the management of international banks, 
their national regulatory authorities and the capital markets in general to further 
lending to developing countries. To a certain degree, such sensitivity could be 
mitigated by recent joint efforts of the major banks to improve the quality and 
timeliness of information on borrowing countries. Nevertheless, no strong upsurge 
in international bank lending to developing countries is anticipated for the time 
being. 

After a promising rise of about 24 per cent in 1981, direct investment flows 
to capital-importing developing countries appear to have fallen in 1982 and, based 
on surveys of investor intentions and other sources, a further decline in such 
flows in 1983 is quite possible. Most direct investment is either in 
resource-based sectors or in manufacturing. Trends in canmodity prices and the 
stagnation of incomes associated with the current recession may have discouraged 
potential investors, despite the policy measures developing countries have taken to 
increase these flows. 12J Any significant pick-up in direct investment flo,,s is 
contingent on an acceleration in the pace of economic recovery. 

Most disturbing, however, have been the trerds in ODA, since these flo,,s 
finance activities and projects for which private financing is not a practical 
substitute. In 1981 naninal ODA receipts expressed in dollars fell by 
11 per cent . The 1980 level of ODA receipts was probably not regained in 1982. In 
the light of the difficulties being experienced by both developed and developing 
country donors, the outlook for ODA is not promising . W Moreover, the particular 
financial difficulties and uncertainties of the 1111ltilateral development assistance 
institutions disbursing highly cor¥::essional resources remained unresolved. t\Jring 
1982 much concern had centred not only on the agreed level of contributions to a 
number of multilateral institutions - including the International Development 
Association, the Ulited Nations Development PrograDllle and the International Fund 
for Agricultural Development - but also on the timely payment of these 
contributions. Since the least developed and other low-incane countries have no 
effective alternative to finance the imported canponent of development programmes, 
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the development consequences of a continuation of current trends in overall ODA 
flows should not be underestimated. 

In the coming few years, developing countries will not be in a position to 
apply all of their capital inflows to finance current account deficits. 
Significant improvement of reserve positions will also be necessary, both in 
rebuilding depleted reserve levels and in repaying the recent spate of official 
balance-of-payments loans, principally to the IMF. 

Given the inadequacies in the levels of capital inflows and the high cost of 
non-coooessional flows, since 1980 the deficit countries have made heavy drawings 
on their international reserves. Hore particularly, the reserves of the 
energy-importing countries fell by almost $16 billion between their most recent 
peak at the end of 1979 and the end of 1982 (a decline of over $7 billion in 1982 
alone). As a result, about half of the capital-importing countries had under two 
months' import coverage, and a quarter had import coverage of less than one 
month. 12./ 

As the experience of recent years has demonstrated, the international economy 
is subject to great instability. In the absence of adequate access to 
counter-cyclical balance-of-payments financing, in rebuilding their international 
reserves developing countries will be under sane incentive to increase their import 
coverage above levels formerly considered desirable. 

Balance-of-payments difficulties drove a growing number of developing 
countries to seek financing from the Fund. As may be seen in table II-8, beginning 
in 1979 net borrowings from the IMF rose steadily, reaching almost $5 billion in 
1982. In early 1983 there were heavy drawings as countries began to use facilities 
arranged since late 1982. It may nevertheless be observed that the value of IMF 
agreements in effect and their undrawn balances at the end of 19 82 were well below 
those of end-1981, despite continuing and even intensifying balance-of-payments 
difficulties. This resulted from the unprecedented cancellation of about 
$4.5 billion in undrawn balances, only sane of which were eventually 
re-negotiated. The reason for these cancellations was the inability of a number of 
countries, under the circumstances prevailing in 1982, to meet all the conditions 
attached to their IMF lending progrananes. 

Overall, financing by the IMF in 19 81 and 19 82 was arranged in support of very 
difficult adjustment prograzmnes. Despite the fact that developing country deficits 
could be attributed to a large extent to the depressed cyclical conditions 
prevailing in the world economy, drawings from low-conditionality facilities played 
a relatively modest role, as can be seen in table II-8. Moreover, the average 
length of agreements decreased sharply (from 22 roonths in 1980 to 14 roonths in 
1982). In other words, in the midst of an extremely intense international 
recession from which only a slow, uocertain and drawn-out recovery was anticipated, 
the IMF was coocentrating its financ: ial resources on programmes requiring rapid 
adjustment. This notwithstanding, the IMF programmes did help finance import 
levels which otherwise might have been foregone. Nevertheless, rapid adjustment in 
many countries implied stringent demand management policies which had drastic 
deflationary effects. 
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'!able II-8. Effective net flow of IMF credit y to the capital-importing 
developing countries, 1978-1982 

(Billions of dollars) 

1978 1979 1980 1981 1982 

IDw conditionality flows 0.2 0.8 1.0 -0.6 1.1 
Buffer stock financing facility 0.1 
Conpensatory financing facility 0.4 0.2 0 . 2 0. 4 1.5 
Oil facility -0.7 -0.6 -0.7 -0.8 -0.4 
Trust Fund 0.4 1.2 1.5 -0.2 -0.2 

Higher conditionality flows 0.1 1.0 2.1 5.3 3.7 
Credit tranche drawings 0.7 1.4 3.0 1.6 
Extended facility drawings 0.1 0.3 0.7 2.2 2.1 

'n>tal flows 0.3 1.8 3.1 4.6 4.8 

Memos 
Agreed stand-by and extended 

arrangements at year-end 3.2 3.8 10.9 19 .5 13.4 
undrawn balance of above 2.4 2.6 8.0 14.1 7.2 

Sources Department of International Economic and Social Affairs of the United 
Nations Secretariat, based on International Monetary Fund, International FinarK:ial 
Statistics. 

y Measured as difference between indebtedness to IMF at beginning and end 
of year, thus including valuation change as well as actual flows . 

Some effects of exchange rate instability in the developed market economies 

External financial developments in the industrialized market economies during 
1982 were influenced by the high real interest rates prevailing in the United 
States, the continuation of substantial capital flows into this country, and the 
sharp appreciation of the dollar. In addition, there were significant changes in 
the pattern of current accounts as between countries. 

Perhaps the single roost iirportant variable explaining differences in current 
account movements was the very substantial appreciation of the dollar against all 
major currencies between the fourth quarter of 1980 and the third quarter of 1982. 
During this period, the dollar appreciated by almost 30 per cent in effective 
terms. This develq,ment reduced the coirpetitiveness of United States industries 
and increased the canpetitiveness of the manufacturing sectors of the Federal 
Republic of Germany and Japan, countries which had lower rates of inflation than 
the United States. It is estimated that, in 1982, while the markets where the 
Otited States sells its manufactures contracted by about 1.5 per cent, that 
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country's exports of manufactures declined by more than 15 per cent. ]&/ Partly as 
a consequence of exchange rate developments, the current account surplus of the 
Ulited States was eroded, and the current account surpluses of the Federal Republic 
of Germany and Japan rose (see table II-9). l:llring 1983, the effects of past 
exchan:.3e rate movements and a stronger cyclical position in the United States than 
in its major trading partners are expected to give further impetus to the swings in 
current account balances observed in 19821 while the United States current account 
is likely to go into considerable deficit, as a consequence of a record trade 
deficit of about $50 billion, the surpluses of the other two major econanies could 
increase substantially even in the event of continued trade restrictions on 
Japanese exports. 

Other variables also had an influence on current account developments. 
Overall demand conditions which were stronger than in their main trading partners 
helped to reduce the United Kingdan's surplus and to increase France's deficit. Q-\ 

the other hand, the disappeararx:e of canada 's traditional current account deficit 
was due to the unusually strong recession affecting the Canadian economy. The 
rebuilding of inventories, which have a high import content, and falling oil export 
revenues were also factors explaining the decline in the United Kingdan's surplus. 

The smaller develq>ed market econanies have had growing balance-of-payments 
problems in recent years, owing mainly to worsening terms of trade. High interest 
rates have also had an adverse impact on their current accounts, since most of them 
are capital importers. Improving terms of trade appear to have helped reduce their 
canbined current account deficit in 1982. nirther terms-of-trade gains, relatively 
depressed danestic demand conditions, am lower interest rates are all factors 
making for a rather substantial decline in these countries' deficit during 1983. 

The sharp exchange rate fluctuations that have characterized the period since 
the demise of the Bretton Woods system of fixed parities continued during 1982 and 
in the early months of 1983. As sb::>wn in table II-10, since the end of 1980 until 
the third quarter of 1982, the dollar appreciated steadily against all other major 
currerx:ies, notwithstanding the fact that danestic price levels and unit labour 
costs in manufacturing rose faster in the United States than in the Federal 
Republic of Germany or Japan. 

Up to the middle of 1982, perhaps the main explanatory variable was the large 
and widening spread between interest rates in the United States vis-a-vis those in 
other major money market centres. Since rnid-1982, however, interest rate 
differentials have tended to narrow, as naninal interest rates in the United States 
have cane down considerably faster than elsewhere. t«>netheless, until the closing 
months of 1982, the dollar continued to appreciate, and after a hiatus of about two 
months, the upward trend in the dollar resumed in the early months of 1983. 

Several factors appear to explain these develcpments. In the first place, in 
the United States real and nominal interest rates have remained higher than in 
other major industrial countries. Secondly, political instability and the 
perception of better prospects for the United States economy than for the major 
D.Jrcpean countries may have contributed to capital flows into dollar-denaninated 
assets. Thirdly, there appear to have been substantial flows of direct investment 
into the Ulited States from other major industrial countries and particularly from 
Japan, motivated to some extent by mounting trade tensions. 



~ble II-9. Developed market econanies, balance of payments 
on current account !I 1980-1983 

(Billions of dollars) 

Country or country group 1980 1981 1982 !?/ 

Developed market econanies -42.l -12.2 -2 

Major industrial countries -15.9 14.8 18.5 
Canada -1.3 -4.9 2 
Pran::e -6.l -5.3 -8.5 
Germany, Federal Republic of -8.5 -0.1 10 
Italy -9.6 -8.0 -5.5 
Japan -9.5 6.1 8.5 
United Kingdan 11.1 16.0 10 
thited States 8.0 11.0 2 

Other countries -26.2 -21.0 -20.5 
&Jrplus countries 5!/ -0.9 10.8 11.5 
Others -25.3 -37.8 -32 

1983 £1 

10.5 

21.5 
2.5 

-4 
15 
3.5 

16.5 
1 

-13 

-11 
13 

-24 

Source, Department of International a:onanic and Social Affairs of the United 
Nations Secretariat, based on International Monetary Fund, International Financial 
Statistics, and forecasts of the United Nations Secretariat. 

!I EKcluding government unrequited transfers. 

El Preliminary estimates rounded to the nearest half billion dollars. 

£1 Pb recast. 

~ Netherlands, Norway and Switzerland. 

~· Because of the large residual balances for the world current account 
ain::e 1980 as slx:>wn in table II-4, the figures reported in this table should be 
taken more as a reflection of the direction of chan:Je in the balances of individual 
countries than as precise magnitudes. 
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'nlble II-10. Naninal and effective exchange rates for selected 
convertible currencies, 1981-1982 

(Fourth quarter of 1980 = 100) 

United 
D:?utsche French Japanese Swiss States 

mark franc yen Sterling franc dollar 

El<change rates against the united States dollar y 

1981 First quarter 93 .1 91.1 96.2 94.l 92.1 
Second quarter 81.8 79.0 89.9 81.5 86.8 
Third quarter 84 . 2 81.1 87.2 75.5 89.5 
Fourth quarter 86. 8 78.6 92. 3 80.0 98.1 

1982 First quarter 81.0 72.4 82.4 74.7 91.2 
Second quarter 79.5 66.1 79.9 72.9 83.8 
Third quarter 77.4 63.3 75.3 71.0 81.4 
Fourth quarter 8 2. 4 67. 2 86.4 67.7 88.4 

Effective exchaBJe rates W 

1981 First quarter 96.5 95.8 106.4 101. 7 95.0 104.3 
Second quarter 95.1 92.0 10 3.8 97.7 94. 2 111.6 
Third quarter 93.7 90.l 101. 7 90.4 95.6 117. 7 
Fourth quarter 98 . 6 89.3 10 2.8 89.6 106.5 113. 7 

1982 First quarter 97.9 87.3 101.1 91.0 107.5 118.2 
Second quarter 99.8 85.8 98. 3 90.2 103. 7 122.5 
Third quarter 100.3 80.4 95.l 91.3 102.1 128.5 
Fourth quarter 101.9 80.3 96.5 89.0 10 2.6 130.6 

Sources International M::>netary FUnd, International Financial Statistics. 

y End of period. 

Ef Period average; as defined and calculated by IMF, International Financial 
Statistics. 
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Although it is extremely difficult to forecast their direction and magnitude, 
it is likely that exchange rates will continue to fluctuate widely. The 
configuration of current account balances forecast for 1983, with growing surpluses 
in the Federal Republic of Germany and Japan and a substantial deficit in the 
united States, suggests that the dollar may come under sane pressure. Moreover, 
there are indications that the improving prospects of the Japanese economy have 
already brought about a reversal of the long-term capital outflows of the past two 
years. An additional imponderable is the possible impact of the disappearance of 
the OPEC current account surplus. Both public and private asset holders in OPEX:: 
member countries have exhibited a marked preference for holding their assets in 
dollars. As the surplus of these countries continues to shift towards industrial 
countries other than the United States, it is possible that there will be 
substantial swings in the demand for various currencies, perhaps against the dollar 
and in favour of other major currencies. Thus the balance of forces in the near 
teen appears to be in favour of a depreciation of the dollar. Kl/ 

Improvement in the external payments situation of the centrally planned economies 

Since the spring of 1981, the rapid changes in the international financial 
environment have posed perhaps the most binding constraint on the econanic growth 
of the F.astern European economies. The severe credit squeeze inhibited the 
implementation of their already modest growth targets. Poland was the first one to 
feel the full impact of the credit squeeze in view of its inability to meet 
external obligations on schedule and agree to the debt rescheduling terms offered 
by the conunercial banks. This situation was compounded by the refusal of 
Q:>verrunents in sane major industrial countries to renegotiate that part of Poland's 
debt due in 1982, which also prolonged the rescheduling exercise by commercial 
banks. M:>re recently, HurY:3ary and lbnania had to face up to a liquidity crisis as 
private banks withdrew their deposits and called in otherwise predictable 
roll-overs of short-term credit facilities. I«xnania was forced to reschedule but, 
after some difficulties, Hungary obtained fresh funds. ~ The other F.astern 
Eurq,ean countries also experienced far tighter credit conditions than in recent 
years. The payments difficulties of Poland and Romania at a time of hardening 
lending terms contributed to financial markets losing confidence in the ability of 
the F.astern European economies to manage their debt. 'lhe global economic recession 
and the sharp deterioration in the political climate only exacerbated the liquidity 
crisis. 

As a result, syndicated bank lending to F.astern Europe and the USSR, which had 
practically ceased by the second half of 1981, did not recover, and little new 
financirY:3 from other sources became available. The strictures on obtaining fresh 
funds at a time of record debt-servicing obligations left the most exposed Eastern 
European countries little choice but to enact a combination of externally-induced 
adjustment measures, involving abrl4)t and incisive import curtailment and 
accelerated export promotion, if necessary by postponing an::I possibly aggravating 
internal imbalances and, by implication, short- and medium-term growth prospects. 

The adjustment measures enacted in 1982 also underline the degree to which 
policy-makers of planned econanies can drastically compress their import needs and 
boost exports. Seen from another angle, the experiences of 19 82 demonstrate that 
the external debt of these econanies is manageable. A prq,er restructuring of 
their exposure in combination with more buoyant global economic activity and 
maintenance of relatively unhindered access to foreign markets would go a long way 
towards solving the liquidity crunch that stifled economic activity in a number of 
Eastern Eurq,ean countries. 
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While adverse developments in non-socialist markets had been eased in earlier 
years in part by the traditional institutional and policy-1R2lking arrar¥Jements 
typical of the OlEA, in 1982 forces from within the group did not compensate for 
the impact of the global recession and the loss of confidence by the international 
financial carununity. In addition to the further deterioration in Eastern Europe's 
terms of trade, new loans that had cane forth in preceding years to spread out over 
time the impact of price increases not only failed to emerge in 1982, but they were 
in fact reversed in a nwnber of instances. Perhaps more illportant was the 
reduction in deliveries of basic fuels and raw materials from within the region. 
Finally, the implementation of regional integration plans under the CMEA long-term 
target programmes of co-operation remained limited in scope. 

The adjustment measures adopted were successful in attaining their objective. 
The trade balance of the USSR, Eastern Europe and China canbined improved by Sll 
billion - a truly remarkable achievement under the circumstances. The swing of 
over $6.6 billion in. Eastern F.urope's trade balance was particularly impressive 
(see table II-11). China held to its chosen course of further adjustment and 
cautious import policies, which enabled it to record a $4.6 billion trade surplus. 
In spite of weak prices for its convertible currency exports and continuing · 
difficulties in the production of exportable primary canmodities, the Soviet Union 
also registered an increase in its trade surplus of about $1.4 billion. 

Table 11-11. Centrally planned ecorx>miesa trade balances, 1980-1982 

World 

Centrally 
planned 
economies 

Developed 
market 
economies 

Developing 
countries 

(Billions of dollars) 

F.astern Europe 
1980 1981 1982 !/ 

~ 
1980 1981 1982 !/ 

-s.8 -2.7 4.0 8.o 6.2 7.6 

-1.9 -3.2 -1.6 4.1 6.0 4.1 

-3.8 -2.9 1.1 0.2 -1.2 

-0.1 3.5 4.5 3.7 1.s 3.6 

China 
1980 1981 1982 !/ 

-1.3 l.6 4.6 

-0.1 -0.1 -0.4 

-6.3 -5.9 -2.6 

5.1 7.6 7.6 

Sources Department of International E:onanic and Social Affairs of the United 
Nations Secretariat, based on official national and international data sources as 
well as independent estimates. 

!/ Preliminary estimates. 
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The improvement in the USSR 's external position emerged largely from 
accelerated export promotion in spite of weak danestic activity and sluggish world 
demand. This situation contrasts with the sizeable increases in export revenues 
obtained in the past few years chiefly resulting from higher oil prices • .!2f Last 
year's $1.2 billion deficit with the develc.ped market econanies was fully wiped 
out, the surplus with the planned ecooomies declined by alx>ut $1.9 billion, but 
that with develc.ping countries expanded by an al.Joost equal amount. ]9../ 

While China's overall export value in dollar terms rose by 4 per cent, import 
value contracted very sharply - by about 12 per cent. Trade with the planned 
ecooomies rose very markedly in both directions. Aided by the good grain harvests 
of 1981-1982 and the substantial increase in domestic production of light 
manufactures, exports to the market ecooomies increased by alx>ut 7 per cent in 
value, while illi)Ort substitution, especially of durable consumer goods, and the 
abandoment or postponement of contemplated import-intensive investment projects 
resulted in a decline in dollar import value of 17 per cent • .!!/ 

The most dramatic changes in the foreign sector were, however, experienced by 
&stern Ellrc.pe. As noted above, through a canbination of strict import controls 
and stepped up export promotion, these countries were able to bring alx>ut a 
significant improvement in their canbined trade balance. Though precise numbers 
for trade quantum changes are not available at this stage, preliminary calculations 
suggest a significant divergence in trade behaviour as regards convertible currency 
countries and the transferable rouble area. 

Available information suggests that exports to the market econanies may have 
risen by S to 6 per cent in real terms and that import volume from these economies 
probably declined by as much as 13 per cent. Together with nearly uncha~ed terms 
of trade, this trade profile resulted in a dramatic improvement of $5 billion in 
the external balance with the market economies - four fifths with the develc.ped 
countries. The easing in Eastern Europe's imbalance with convertible currency 
partners was not an isolated phenomeoon, as had been the case in preceding years: 
the German Democratic Republic, Poland and lbmania irrproved their trade position 
with oon-socialist countries by about f;l.5 billion each, and Hu1¥3ary gained $0.5 
billion. 

In trade with socialist countries, Eastern Europe boosted exports and pruned 
inports by 2 to 3 per cent in quantum terms, mainly in an effort to contain the 
effects on the trade balance of the 4 to 5 per cent deterioration in its terms of 
trade as a result of the continued adaptation of intra-<MEA fuel prices to world 
levels. The external deficit with socialist countries, the Soviet Union in 
particular, decreased by about Sl.6 billion, nearly exclusively on account of 
Poland. 

The sharp curtailment of Poland's deficit and the nearly unchanged net 
position of the other Fastern Eurq>ean countries facilitated the acconunodation of 
transferable rouble imbalances within the traditional intra-otEA clearing system. 
As regards convertible currency transactions, the difficulties encountered by 
nearly all centrally planned ecooomies in financial markets led to a reduction in 
their outstandir¥J debt levels. In spite of record debt-servicing outflows, partly 
stemming from high interest rates, the combined net convertible currency debt of 
the atrc.pean planned econanies (ircludir¥J the two OfEA banks) probably decreased 
from $67 billion in 1981 to around $62 to $63 billion in 1982, mostly on account of 
reductions in the debt of the Eastern Eurc.pean countries. BJ This contrasts 
markedly with the progressive increases in debt levels of recent years. 
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Notes 

!/ Jibr instance, of some 114 safeguard ac tions in effect since 1978, only 
30 have been taken within GM'T's article XIX (Escape Clause)> the rest, including 
37 voluntary export restraint or orderly market agreements, have ignored GATT 

' procedures. 

y See World F.cooomic survey 1981-1982 (lbited Nations publication, Sales 
No. E.82.II.C.1), p. 81. 

y Ebr full texts of these decisions, see IMF survey, 18 January 1983 and 
21 February 1983. 

Y The shortfall equals actual export earnings minus trend earnings. '!he 
trend is estimated using a five~ear geanetric average of export earnings centered 
in the stx>rtfall year (in this case, 1982). It thus requires forecasting export 
earnings two years ahead (198 3 and 1984). Ebr this purpose, the forecasts of trade 
volumes and prices stx>wn in table II-1 were used. Since stx>rtfalls calculated with 
aggregated data are likely to und.erestimate the sum of the shortfalls for 
ind.ividual countries, a fotmula proposed by Goreux to correct for this bias has 
been used to estimate the aggregate shortfalls in export earnings for the two 
groups of deficit developing countries. See L. M. Goreux, "Cotli>ensatory 
f i narx:ing, the cyclical pattern of export shortfalls,• IMF Staff Papers, 
NovembE:r 1977, pp. 632-637. 

Y A relevant illustration is given by the range of experieoces in 1975, a 
year of plun;Jing commodity prices and burgeoning current account deficits. Based 
on actual trade data, 45 developing country members of the IMF had stx>rtfalls in 
that year. As a percentage of quotas, the shortfalls raBJed from a low of 
4 per cent for Yugoslavia to a high of 804 per cent for Singapore. ~ile half the 
countries had shortfalls of 70 per cent of quota or more, the dispersion of country 
stx>rtfalls was quite marked; e.g. , the standard deviation was 1.3 times the mean 
shortfall. 

§./ Two measures - the standard error of the regression of the natural 
logarithm of price on time and the coefficient of variation - show a significant 
iocrease in price instability for almost all camnodities sioce 1970 as canpared 
with the period 1961-1970. 

J.J The coefficient of variation of price changes across individual 
colllllodities exhibits a statistically significant decline in the 1961-1981 period • 

.!V There is evideoce that the net investment income of these countries is 
under-reported. This could be due to the growing importance of off-shore 
international banks not subject to full control by national authorities, wtx>se 
revenues have risen rapidly in recent years as a consequeoce of higher interest 
rates and growing levels of lending to deficit countries. This factor alone can 
explain a significant share of the large world current account discrepancy shown in 
table II-4. 

2J Data of the Bank for International Settlements (excluding developing 
countries or territories which are off-shore financial centres). 
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1Q/ Short-term bank credits, most comnx:>nly used to finance international 
trade, have frequently been excluded from discussions of external debt on the 
grounds that such credits are usually self-liquidating, e.g., they are repaid with 
receipts from export sales. However, in a situation such as existed in 1982 in 
which short-term credit was also used for overall balance-of-payments financing and 
in which further extension of any credit was not always assured, it is appropriate 
to consider the problems arising from the servicing of all debt. For comparison, 
indicators of debt-servicing burden, excluding amortization arxl all servicing of 
short-term debt are given in table II-6 • 

.!!/ Organisation for F.conomic Co-operation and Development, External Debt of 
Developing Countries, 1982 survey, p.31. 

12/ Based on data canpiled by the Organisation for Economic Co-operation and 
Development, Fina~ial Statistics M:>nthly, January 1983. 

13/ See World Economic Survey, 1980-1981 (tllited Nations publication, Sales 
No. E.81.II.C.2), pp. 83-85. 

W For an assessment of the prospects for aid from ~C member countries, see 
Organisation for B::onomic Co-q:>eration and Ievelopment, Ieveloprnent Co-cperation, 
1982 Review. 

12/ Based on a sample of 59 countries. 

]!/ Organisation for B::onornic Co-q:>eration and Development, OECD B::onomic 
n.Jtlook, No. 32 (December 1982), p. 125. 

K!..J Given the difficulties in predicting excha1¥3e rates, the forecasts 
included in this survey are made on the basis of the technical asswnption that 
excha1¥3e rates will remain unchanged from their levels of end-1982. 

]!/ The latter's accession to the IMP in early 1982 undoubtedly eased the 
credit crunch. 

W Petrolewn exports to developed market ecooomies account at present for 
more than three fourths of Soviet exports. 

W The source of the larger surplus with developing countries is unclear at 
this stage. The most pronounced increase was reported in trade with Iraq and the 
Syrian Arab Republic. However, the bulk of the increase occurred in the 
unspecified residual - that is, the difference between the reported sub-total and 
the sum of the identified partners - which contains, atnOBJ others, defence-related 
transactions. 

W Trade data reported for China by various national and international 
sources are not yet fully consistent. In what follows, the official Chinese 
statistical handtx>ok for 1981 and canmunications from the newly created Ministry of 
Foreign Trade are utilized. In sane instance, however, these sources had to be 
supplemented with estimates derived from other sources. 

'!:1:.f In the first three quarters of 1982, reductions in outstanding debt 
levels amounted to $1. 9 for Poland and to alx>ut $0.6 billion each for the German 
&:etnocratic Republic, Hu1¥3ary and Ianania. 

-63-



Chapter III 

GROW'IH IN 'IHE ~RLD ECONOMY AND aJRRENT POLICY STANCES 

Virtual stagnation in global economic activity - an overview 

In 1982, the economic recovery in the developed market economies, forecast for 
the second half of the year, failed to materialize, and the current world-wide 
economic recession intensified; global output growth decelerated for the third 
consecutive year to reach a low 0.2 per cent - the worst performance since the 
recession of the mid-l970s (see table III-1). 'Ihe present slow-down stands in 
marked contrast to the roughly 4 per cent annual rate of expansion registered in 
the 1970s. 

The stagnation of global economic activity in 1982 was the result of weak 
growth throughout the major country groupings. Retrenchment was widespread in the 
developing economies and disinflationary policies continued to be pursued in most 
develcped market economies. Although the centrally planned economies as a group, 
and especially the European countries, reported one of their weakest economic 
performances of the post-war period, their growth none the less was positive in 
contrast to that of the other groups of countries. 

Several factors determined the course of world econanic activity in 1982. One 
of the most important ones was the pursuit by the United States for most of 1982 of 
a highly restrictive monetary policy which conflicted with a large fiscal deficit. 
Another was the canmitment of other major industrial economies to curb domestic 
inflation, if necessary by further tightening monetary restraints, in order to 
prevent a substantial deterioration of their exchange rates relative to the United 
States dollar. This policy mix could not but further curtail effective demand and 
hence reduce their output and employment well below the already depressed levels of 
1981. Another factor was the adcption by the Eurcpean planned economies of modest 
objectives for output and internal demand in their 1982 plans in an effort to ease 
a variety of constraints that had hirx:lered their growth since the late 1970s. 
These cautious output policies in developed countries severely blighted the 
prospects for an upswing in trade and, by implication, in the exports of develcping 
countries. 'lhe external envirorwnent was particularly bleak for the countries that 
rely heavily on primary commodities for their export earnings. In addition, the 
sharp reversal in world financial markets in 1982 severely constricted the flow of 
funds, especially to the fast industrializing developing countries which recently 
had financed part of their industrial expansion from foreign sources. 

In spite of the fact that the current recession is already in its third year 
and has affected without exception all major groups of market and planned 
economies, the prospects for swift recovery in 1983 and beyond are not very 
encouraging. On the basis of current forecasts, the growth of aggregate output in 
the develcped market econanies could reach perhaps 2 per cent in 1983. In view of 
the modest targets for expansion in the 1983 plans of the planned economies and the 
prospect for 2 per cent growth in developing countries, this means that global 
output in 1983 is unlikely to grow by more than 2.5 per cent. Although the current 
outlook for 1984 is not as bleak, with growth possibly accelerating to about 
3.5 per cent, the likelihood of sustaining even this modest pace beyond 1984 is not 
at all assured. 
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Table III-1. World a annual growth rates of output vollDlle, 
by country groups and major sectors, 19 76-19 84 

(Percentage) 

1976-
Item and countri gro!:!E aL 1980 1981 1982 bL 1983 cL 1984 cl._ 

Gross danestic product~ 
World 3.9 1.4 0.2 2 3.5 

Developed market econanies 3.5 1.3 -0.3 2 3.0 
Developing countries 5.2 0.7 -0.7 2 3 
Centrally planned econanies y 4.3 2.2 2.6 3.5 4 

Agricultural production y 
World 2.0 3.0 1.9 

Developed market economies 1.9 3.7 1.0 . . . ... 
Developing countries 2.6 4.2 1.2 
Centrally planned econanies y 1.6 1.5 3.5 6.5 

Industrial production g/ 
World 4.7 0.7 -1.0 

Developed market econanies 4.4 0.4 -2.3 
Developing countries 4.8 -1.4 -2.0 
Centrally planned econanies !I 5.3 2.5 3.1 3.5 

Source, Department of International Ecooomic and Social Affairs of the United 
Nations Secretariat, based on international and national sources. 

!f For a specification of the country groupings, see the explanatory notes at 
the beginning of the present docwnent . 

!Y Preliminary estimates, derived in some cases from data for a period of 
less than 12 roonths. Estimates for the developing countries are based on a sample 
of 81 countries which jointly account for more than 90 per cent of the population 
and for 95 per cent of the aggregate GDP of the group. 

£/ For the developed market ecooornies, Secretariat forecasts based on Project 
LINK country models and other institutional forecasts, plan figures for centrally 
planned ecooomies, and Secretariat forecasts for developing countries. 

91 Net material product in the case of the centrally planned econanies. 
1980 prices and exchange rates were used to obtain regional and global averages. 

y China, Eastern Europe and the USSR only. 

Y Based on gross output indices prepared by the Food and Agriculture 
Organization of the United Nations, except for the centrally planned econanies in 
1981-1983, for which national statistical sources were used. Data for 1982 are 
estimates as of December. The average annual growth rates measured over a 
multi-year period reflect exponential trends obtained by fitting regression lines 
to the data points. 

g/ Based on indices of value added in developed market ecooomies, indices of 
gross output at constant prices in the centrally planned econanies, and Secretariat 
estimates of gross output for the developing countries. The coverage is 
International Standard Industrial Classification categories 2-4 (that is, mining, 
manufacturill3, and electricity, gas and water). 
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An unprecedented recession in developing countries 

Since 1979, the developing countries, which account for more than half of the 
world's population, have seen their growth rates decline. However, in 1982, for 
the first time in more than forty years, their aggregate output actually fell (see 
table III-2). Out of 82 countries for which preliminary data are available, 29 
registered negative growth, and for some the recession acquired the traits of a 
depression. 

Table III-2. Developing countries• annual rates of growth of real 
gross domestic prcxluct, 1976-1984 !I 

(Percentage) 

1976-
Country group b/ 1980 1981 1982 c/ 1983 d/ 1984 d/ 

Developir¥J countries 5.2 0.6 -0.7 2 3 

Net energy-exporting 
countries 5.3 -0.2 -2.7 l 1.5 

Capital surplus 3.9 -8.3 -7.4 

Other countries 6.2 4.5 ... 
Net energy-importing 

countries 5.1 1.3 0.9 2.5 4 

Source, Department of International a::onanic and Social Affairs of the 
United Nations Secretariat, based on national and international sources. 

y See footnote .el to table III-1 • 

.el For specification of the country groupings used, see the explanatory 
notes at the beginning of the present docl.D'llent. 

'Ef Preliminary. 

~ Ebrecast. 

Durir¥J this global recession, unlike that of the mid-1970s when their own 
foreign reserves were larger and massive foreign loans were available, the 
developir¥J countries could not avoid being particularly badly affected, and indeed 
their growth decelerated by substantially more than did that of the developed 
countries. In view of their weak economic performance over the past years, the 
group's growth target of 7 per cent, set forth in the International Development 
Strategy for the 1980s, has becane increasingly remote. Olly a resumption of 
vigorous economic expansion can prevent a decline in per capita output during the 
first half of the 1980s. 
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The fall in output in 1982 caused per capita output to fall for the second 
consecutive year. Countries that had maintained relatively strong growth in 1981 
registered either a marked deceleration or stagnation, the energy exporters of the 
Western Hemisphere even experienced a retrogression. Only the countries of South 
and East Asia (particularly the more industrialized exporters of manufactures) 
attained gains in per capita output levels, although their aggregate rate of growth 
slackened from over 6 to under 4 per cent. 

The regions with the poorest economic performance in 1982 were Africa, Western 
Asia and the countries of the Western Hemisphere. Under the impact of falling 
petrolewn production and exports, the aggregate output of the countries of Western 
Asia contracted by over 18 per cent in 1979-1982. After experiencing practically 
stagnant aggregate output in 1981, the developing countries of the Western 
Hemisphere registered a decline of between 1 and 1.5 per cent. For their part, the 
African countries experienced the fifth year of shrinking per capita output. 

hnong the energy-exporting countries, the major factor behind the contraction 
in output was the sharp fall in the external demand for oil. In the capital 
surplus countries, a steep decline in aggregate activity occurred despite vigorous 
expansion in the non-oil sectors, especially manufacturing, public investment and 
services. Since the oil sector accounts for between 65 and 90 per cent of 
aggregate output, except in Iran, the imposition of comparatively low production 
ceilings by OPEX:: members to prevent a major slide in oil prices resulted in very 
substantial reductions in overall output. '!he performarx::e of the deficit energy 
exporters was also affected by the decision to set low quotas, although to a lesser 
degree since oil exports constitute a smaller proportion of their aggregate 
output . In addition, other energy-exporting developing countries were not bound by 
the OPEC agreement to curtail production and some (including Egypt, Malaysia and 
Mexico) succeeded in raising their exports. 

Aside from those capital surplus countries that remained in current account 
surplus despite the steep decline in export earnings, the energy-exporting 
countries generally had to face tightening foreign exchange constraints. In most 
of these countries, ad hoc inport and exchange controls were inposed in an effort 
to cope with a steadily worsening external payments situation. Although some had 
recourse to international capital markets to finance essential inports, the 
combination of declining exports and the need to curb danestic absorption for 
balance-of-payments reasons reduced growth rates substantially. It is estimated 
that on average their GDP stagnated in 1982, implying a reduction in per capita 
output of 2.5 to 3 per cent . 

The net energy-importing developing countries also experienced severe 
balance-of-payments problems because of the international recession. The scarcity 
of foreign exchange in a number of countries could be overcane in the slx>rt run 
only by compressing inports, sanetimes through emergency controls, and hen::e the 
pace of feasible growth. While foreign exchange slx>rtages reduced the availability 
of primary and intermediate inputs, their effects were ItK>St pronourw::ed for capital 
equipment, which may impair growth in the medium term. 

The international recession also had a severe impact on aggregate demand. 
Plummeting commodity prices led to cuts in the domestic demand for manufactures by 
tlx>se sectors of the population whose incomes depend crucially on agricultural 
commodity exports. While revenues in terms of local currency were in some cases 
supported by devaluations, in many African and Asian econanies farm revenues fell, 
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leading to curtailments in the demand for manufactures. Also the developing 
country exporters of manufactures were faced with depressed markets for their 
prc:xlucts in both the iooustrial aoo other developing countries. 

The intensity aoo length of the global recession, coupled with the 
international credit squeeze and the inadequate expansion of ODA, made it 
impossible for most developing countLies to undertake counter-cyclical policies of 
the kind they had pursued in the mid-l970s. The vast majority of both energy 
exporters aoo energy importers therefore either enacted severely restrictive 
policies or tightened those policies that were already in place. Particularly in 
Latin America, the exacerbation of inflation resulting from the sharp devaluations 
that became inevitable in the face of serious payments deficits made it inpe ra tive 
to apply restrictive policies. FUrthermore, in the absence of adequate 
counter-cyclical financing, a growing number of countries had recourse to the IMF 
aoo introduced comprehensive adjustment programmes that were a condition for 
drawing from the Fund. 

The main objective of policy in most developing countries was a reduction in 
their recession-ioouced external payments imbalances. To this end, a variety of 
instruments were applied either to reduce imports or to stimulate exports. In 
order to constrain inports, countries resorted to or intensified strict in.port 
controls, imposed prior inport deposits, increased tariffs aoo, in some cases, 
uooertook sharp devaluations. As devaluations improve international 
competitiveness, they also tended to stimulate exports. Other policies that were 
adopted to stimulate exports included fiscal incentives to export activities over 
and above those which were already in place, preferential access to bank credit, 
frequently at subsidized interest rates, and inducements to foreign investment 
aimed at producing for foreign markets. Efforts were also made to attract tourism 
and induce capital inflows by offering attractive returns on foreign currer¥::y 
deposits. 

Because of its effect on government revenues aoo outlays, the global recession 
made the adoption or intensification of restrictive policies all the more 
necessary. The recession reduced danestically generated fiscal receipts, and 
declinir¥J trade values had an adverse impact on revenues from foreign trade taxes, 
on which most countries depeoo heavily. Ql the outlay side, the export--promotion 
measures in particular tended to widen the budget gap. In sane countries where 
Governments attempt to stabilize the incanes of primary camnc:xlity exporters, the 
maintenarce of prices paid to producers at a time of steep declines in 
international prices, also exacerbated budgetary difficulties. 

On balance, though, discretionary fiscal policies turned increasir¥JlY 
restrictive in the course of 1982. Ql the revenue side, most countries raised both 
direct and indirect tax rates and attenpted to broaden their tax base. Efforts 
were also made to curtail current expeooitures1 real wage rates in the public 
sector were allowed to decline, public sector employment was reduced through 
attrition, and subsidies on g<X>ds and services provided by public enterprises were 
either eliminated or cut back. 

Certain expenditures, including defence, were difficult to trim aoo others, 
such as foreign debt service, inevitably rose. In the face of these 
inflexibilities and the difficulties in reducing current expenditures at a time of 
growing unemployment, the brunt of the effort to curtail overall budget deficits 
fell on public investment, as in the precedir¥J two years, new investment projects 
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were either postponed or abamoned altogether. &pemiture was slashed to 
drastically below the planned levels in 1982, particularly in the larger deficit 
energy exporters, am the 1983 budgets that have been published indicate that most 
<bvernments intend to continue with their policies of restraint. Even the capital 
surplus countries reduced the growth of their public expemitures to well below the 
rates of recent years. 

Monetary policy was also progressively tightened in most developing countries 
through the adoption of increasingly stringent ceilings on the expansion of credit 
to the private sector am through increases in those interest rates that were umer 
policy control. In a m111ber of Latin .American countries where interest rates are 
determined by market forces, real rates reached record levels. The policy-imuced 
domestic liquidity squeeze in these countries was accentuated by the collapse of a 
large number of financial institutions and by sharp falls in international 
reserves, as fears of devaluation led to capital flight and to atteJ1t>tS by private 
debtors to repay their external debts as soon as possible, in advance of further 
curreocy erosion. In these circlltlstances, it became necessary to ease the credit 
squeeze. 

The industrial sector was the one most seriously affected by the recession. 
The cutbacks in oil production by the major energy exporters translated directly 
into a marked contraction of their industrial output. Producers of other minerals 
and metals fared somewhat better as their tight foreign exchange situation forced 
them to maintain, and in some cases to increase, production aoo exports, even when 
unit values were falling. The brunt of the recession was borne by manufacturing. 
This was for a variety of reasons. As this sector depends most heavily on imports 
for primary and intennediate inputs and capital goods, inport controls set a limit 
to the levels of feasible activity. Furthermore, since the demand for manufactures 
is particularly incane-elast ic, the falls or stagnation in aggregate absorption 
adversely affected danestic demand for them. Finally, the exporters of 
manufactures saw their markets shrink appreciably, and in some cases the volt.Ille of 
their exports contracted. 

In many developing countries, particularly the lower-ircome countries, growth 
depeoos heavily on agricultural production because it is the main contributor to 
aggregate output. Moreover, agricultural incomes provide a major source of demand 
for domestic manufactures. Although agriculture fared somewhat better than 
iooustry in 1982, increases in production did not keep pace with population 
growth. In Africa, the trend of declining per capita agricultural and food 
production observed since the early 1970s was arrested but not reversed. AlthoUCJh 
satisfactory crops were harvested in many countries, severe droughts throughout 
southern Africa reduced grain output am contributed to a poor overall economic 
performan:e. In Asia and the Pacific, agricultural production generally stagnated 
on account of adverse weather coooitions, in several countries, irx:luding India, 
output declined. 

The improvements in the eJlt>loyrnent situation that some developing countries 
registered in the 1970s came to an abrtpt halt during the current recession . 
Although the information available is at best sketchy, the labour market situation 
appears to have deteriorated very sharply in the past two to three years. In Latin 
America, urban unemployment reached proportions without recorded precedent, and 
real wages in rnanufacturir¥J declined significantly. sane countries experienced 
rapid growth in disguised unenployrnent, generally in the form of services with very 
low marginal productivity. Although unemployment in Asia did not rise to the same 
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extent, there were also signs of softer labour market conditions, such as stagnant 
or declining real wages. In sane countries, including India and Malaysia, the 
number of new jobs created fell substantially short of the expansion of the urban 
labour force. 

Although developing countries as a group experienced an increase in recorded 
rates of inflation, this steirrned from events in the Western Hemisphere, where 
several countries recorded annual rates of inflation approaching or exceeding 
100 per cent1 with the exception of a few countries in Africa and of Israel, 
inflationary pressures tended to ease elsewhere (see table III-3). In the Western 
Hemisphere, balance-of-payments pressures and falling international reserves led to 
sharp devaluations which irtlllediately affected local prices. In addition, most of 
these countries used a variety of irrport controls that had a direct impact on 
domestic prices. On the danand side, the global recession and its danestic 
repercussions worked to diminish their fiscal revenues. Since these countries do 
not have well-developed danestic capital markets, the resulting budget deficits 
were mostly monetized, and money st4>plies rose rapidly, albeit by less than 
domestic prices. 

While the above factors were also present to varying degrees in other regions, 
restrictive domestic policies and declines in the foreign prices of irrported goods 
helped to ease inflation in the countries that did not have to resort to large 
currency devaluations. In general, those countries that were able to avoid a steep 
decline in the value of their currency were relatively successful either in 
reducing their inflation rates or in maintaining rates which were well below the 
average for developir,:; countries. Finally, some countries in Africa enacted price 
controls to repress inflation. 

The near-term growth prospects for the developing countries are not very 
encouraging. While foreign exchange constraints should ease somewhat in the coming 
18 months, the external difficulties faced by most developing countries will not be 
quickly eliminated. The forecast of weak growth in the develq>ed market economies 
in 1983-1984 should lead to only a modest improvement in the export earnings of the 
develq,ing countries. Moreover, there might be only a gradual easing in the severe 
liquidity squeeze of 1982. For deficit countries, these factors set against the 
persistence of payments difficulties, suggest that, in the absence of significant 
policy changes, output growth, although likely to improve, will continue to be 
sluggish. 

The outlook for the energy exporters as a group depends heavily on demand for 
oil, which is expected to remain flat in 1983, and on the evolution of oil prices . 
After weakening in early 1983, these are expected to remain stable for the rest of 
the year. While some of the deficit energy exporters, particularly those that do 
not belor,:; to OPEC, may increase their oil exports, this is likely to be 
accomplished at the expense of falling exports in other countries. Thus the 
capital surplus countries may register further declines in their aggregate output. 
The magnitude of the drq>, though, is likely to be considerably smaller than that 
experienced in the past three years. 
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'!able III-3. Develcping countries, annual rates of change 
in the consumer price irxlex, 1976-1982 y 

Country group 

Develcping countries 

Africa 

South and East Asia 

Western Asia 

Western Hemisphere 

Others 

Memoranch.un i terns: 

Net energy-exporting 
countries 

Net energy-inporting 
countries 

(Percentage) 

1976-1980 

33.5 
(11. 7) 

17.1 

9.1 

15. 4 

62.0 

32. 0 

15.4 
(11. 7) 

46.8 
(11.6) 

1981 

38.l 
(13 .8) 

22.2 

13.6 

20.2 

65.0 

37.5 

18.8 
(16.2) 

51.5 
(13.2) 

1982 !?/ 

45.8 
(10 .8) 

15.4 

7.0 

18.0 

87.4 

31.0 

28.7 
(11. 9) 

55.8 
( 9. 8) 

Source: Department of International Fcooomic arxl SOcial Affairs of the United 
Nations Secretariat, based on International Monetary .Eund, International Financial 
Statistics, and United Nations, Monthly Bulletin of Statistics. 

y The group for which data are available includes 19 net energy-exporting 
arxl 59 net energy-iJtForting developing countries. Figures in parenthesis indicate 
median values • 

.El Preliminary. 

Even this gloomy forecast for the developing countries is subject to 
considerable downward risk since it asswnes that export earnings will improve 
somewhat, that f inarc ing for the persistently large current account deficits will 
be forthcoming, and that countries experiencing cash-flow problems will be able to 
roll over or re-finar1::e maturing credits . These are rather optimistic assumptions 
given the current world economic situation and the stance of the major actors in 
the world ecooorny. If economic conditions in the irxlustrial centres do not stx:>w a 
marked improvement, protectionist sentiment could endaBJer even the modest recovery 
forecast for developing countries. A prolongation of the 1982 credit crunch would 
also adversely affect the develcping world, chiefly as a result of inevitable 
import restraints. This in turn would dampen growth in the industrial centres. 
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... 

Deepening of the recession in developed market economies 

The economic recession that began in the developed market economies in the 
latter part of 1979 deepened in 1982. Whereas official and other forecasts made at 
the end of 1981 had predicted a gradual fall in the rate of inflation and a slow 
recovery of output in the course of 1982, this did not happen, largely because of 
the macroeconomic policies pursued with great determination in the United States. 
'nlese policies were aimed at reducir,;J the domestic rate of inflation but they also 
reduced the amount of freedan other countries had to pursue more expansionary 
economic policies, and thus quickly choked off the inventory-led 1.4>turn that was 
hesitantly beginnir¥3 in some of the developed market economies at the start of 
1982. The final result was that, in 1982, nearly all of the develq>ed market 
ecoromies experienced falling or stagnant levels of real output (see table III-4), 
sharply rising unemployment, very high real interest rates, record nl.lTlbers of 
business insolvencies, continuir¥3 weak demard for private investment, large fiscal 
deficits, and a general weakenir,;J of currencies vis-a-vis the United States 
dollar. The one positive development was the rapid slow-down in the pace of 
inflation in several countries. 

The outlook for 1983 points in the direction of a mild upswing with the growth 
of aggregate real output raB3ing fran l to 2 per cent - a very anaemic rate after 
such an extended and deep recession. Although by the second half of the year, the 
rate of growth in the tnited States should accelerate to between 4 and 5 per cent, 
only 2 1/2 per cent is projected for the year as a wl'K>le. In addition, a few other 
major develq>ed countries, including canada, the Federal Republic of Germany and 
the United Kir¥3dan, are expected to regain some semblance of ecoromic expansion in 
1983. M'.>st &lrq>ean countries will share in the recovery only by year-end or the 
beginnir¥3 of 1984. By then the pace of economic activity in the developed market 
econanies as a group could accelerate to an annual rate of 3 per cent. 

As a result of the present recession, the longest am, for most developed 
market econanies, also the deepest since the Great Depression of the 1930s, the 
group's aggregate output grew from 1980 to 1982 by an annual rate of 0.5 per cent 
in comparison to 5 per cent fran 1961 to 1973 and 4 per cent fran 1976 to 1979. By 
1982, the downturn affected nearly all countriesa the level of economic activity 
contracted in 11 countries!/ and an additional five~ showed little or no 
growth. Only Japan reported anything like a satisfactory rate of growth, of 
3 per cent, which was, though, unusually low when compared with that country's past 
achievements. 

1982 was, then, the third year running of the recession that had gathered 
momentwn in the wake of the contractionary adjustment measures urrlertaken first 
in 1979. Any successful and proq>t adjustment in ecoromic structures to contain 
the :i.Jllnediate effects of this doubling of the oil price on inflation and on its 
underlying expectations would have involved the adq>tion of some canbination of 
disinflationary policies. lk>wever, since the deflationary irrpact of the second oil 
slx>ck on aggregate danestic demand in the developed market countries had lost 
considerable strength by 1981 at the latest, the explanation for the lack-lustre 
performarce of 1982 and the less than canforting outlook for an early and 
sustainable recovery in 1983 lies elsewhere. 
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'lable III-4. Develcped market econanies, annual rates of growth 
of re al gross national product, !/ 1976-1984 

(Percentage) 

Country or 1976-
country group 1980 1980 1981 1982 .ef 1983 £1 1984 £1 

All develcped market econanies 3.5 1.2 1.2 -0.3 2.0 3.0 

Major industrial countries 3.6 1.0 1.2 -0.4 2.0 3.5 

Canada 2.9 o.s 3.1 -4.5 2.0 3.5 

Frarr::e 3.3 1.1 0.3 1.5 1.0 2.0 

Germany, Federal Republic of 3.6 1.8 -0.2 -1.1 1.0 3.0 

Italy 3.8 3.9 -0.2 -0.3 -1.0 2.5 

Japan 5.0 4.8 3.8 3.0 3.0 3.5 

United Kingdan 1.5 -1.8 -2.2 o.s 2.0 2.0 

t.bited States 3.7 -0.4 1.9 -1.7 2.5 4.0 

Other industrial countries 2.8 2.5 0.8 0.2 0.5 2.5 

Source: Department of International Economic and Scx::ial Affairs of the 
United Nations Secretariat, based on various official national and international 
sources. 

!/ Constant 1980 prices and exchange rates in United States dollars. fur 
Frarr::e, Italy, the lbited Kingdom and all of the "Other industrial countries•, the 
measure used is gross danestic product. 

!?/ Preliminary estimates. 

£1 Secretariat forecasts (based on Project LINK country mcxlels and 
other institutional forecasts). 

This explanation is to be found primarily in the demand-depressing policy 
starces adcpted by Governments in most of the develcped market econanies and,in 
particular, in the conflicting but, on balame, deflationary mix of fiscal and 
monetary policies pursued by key develcped market econanies. These policies 
lerJ3thened and intensified the present slump, and adversely affected trade policy 
starx:es. The basic aim of almost all of the deflationary policies adcpted has been 
to erode inflationary expectations and to cut inflation by setting targets for 
money supply growth that were below the expected increase in naninal GNP, and that 
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allowed little room for increases in the Government's borrowing requirements. 
lbwever, these policies led to historically high interest rates, which depressed 
aggregate demand in nearly all developed market economies. The resulting 
underutilization of factor inputs, and particularly labour, lowered the rate of 
inflation and moderated wage demaoos. 

In the United States, the retightening of monetary policy from the latter half 
of 1981 until well into the third quarter of 1982 not only deepened the recession 
there and in Canada, Y but through its effect on interest aoo exchange rates, also 
removed the possibility of the long-expected recovery in &irq,e and Japan from 
taking firm root. Furthermore, the spreading economic slow-down and high interest 
rates acted as a barrier against the few countries~ that were initially following 
expansionary policies. In nearly all cases, the results of these policies were 
increases in inflation and in external imbalances and only marginal gains in 
employment aoo output. 

High nominal aoo real interest rates in the United States exerted a major pull 
on capital movements and led to a significant appreciation of the United States 
dollar against most other convertible currencies. This association of high real 
interest rates with an appreciating currency - ircidentally, a major departure from 
post-war experience - was strengthened by large flows of direct aoo portfolio 
investments into the lbited States. These were spurred not so much by bolstered 
confidence in that country's economic fortunes, as by the fact that real long-term 
interest rates there were very high and the prospects for profitable investment in 
many other market economies were perceived to be even less reassuring. 

As well as depressing domestic private investment, persistently high real 
interest rates in the United States militated against a relaxation of monetary 
policy in other irxiustrial countries.~ Many of them set restrictive targets for 
some variant of monetary aggregates aoo indeed real money supply growth decelerated 
or remained small in nearly all major economies (see table III-5). Because of the 
openness of the smaller developed market economies and their continuing high pace 
of inflation, a relaxation of monetary policy '-Ould only have been construed as 
inflationary aoo would have added to the external pressures on their currencies. 
Sane of these countries (including Belgium and the Netherlands, which were subject 
to the disciplines of the European Monetary System) therefore focused their efforts 
primarily on maintaining their exchar¥Je rates aoo kept the growth of their money 
supply in line with that of their main trade partners. 

As a result of the tight monetary policies being pursued, interest rates 
remained high, although some easing in nominal terms occurred in response to the 
contraction in private demand for credit. However, since inflation declined more 
thsn nominal interest rates, real long-term interest rates, as conventionally 
measured, increased in early 1982 and remained high duriN;J the year, prestsnably 
owiBJ to the fact that inflationary expectations were still high (see 
table III -6). ~ In some key develcped market econanies, real interest rates were 
quite high by post-war staooards, Y and this was especially the case for long-term 
rates, whose trends were perverse in several countries, in sharp contrast to the 
experience of the previous recession. y This unusual coircidence of high real 
interest rates with the trough of the cycle discouraged consumer borrowing and 
deterred investment. 
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'Jable III-5. Major develcped market econanies, real rate of chan:Je 
in broad money supply (M2), y 1979-1982 

(Percentage chan:Je from previous period-end) 

1982 sf 
1st 2nd 

Country 1979 1980 1981 1982 .Q/ half half 

Canada 6.8 4.9 6.7 -3.9 -2.6 -2.9 

Prar¥:e 3.9 -1. 7 0 . 9 2.1 -3.4 0.7 

Germany, Federal 
Republic of g/ 2.1 1.3 0.3 o.o -3.0 4.8 

Italy 4.0 -6.3 -5.0 -3.l -8.8 -6.2 

Japan y 6.4 4.1 7.7 5.4 2.1 5.9 

lbited I<in:Jdom y -2.7 1. 7 1.2 l.5 3.8 3.4 

United States 0.3 0.6 0.3 3.6 3.9 4.8 

Memorandum item 
' narrow money (Ml) 91 

United States -0.9 -1.6 -3.8 2.5 -0.6 8.6 

Canada -6.4 -0.4 -9.2 -6.0 -8.9 4.7 

Sources Department of International Economic and Social Affairs of the United 
Nations Secretariat, based on International Monetary Fund, World Economic Outlook, 
19821 OECD, Main Economic Indicators, February 1983J Commission of the European 
Canmunities, Annual lt:onomic Report, 1982-83. 

y IMF definition of money (Ml) plus quasi-money. The rate of change in real 
money supply is measured by calculating the end of period to end of 
period change in the stock of M2 and deflating it by the GNP deflator. 

!?/ Preliminary, money stock up to the end of December 1982 for Canada, the 
Federal Republic of Germany, the United Kingdan and the United States, money stock 
up to the end of N:>vember 1982 for JapanJ money stock up to the 
end of September 1982 for Frarce and Italy. 

£! Annualized half-yearly growth rates deflated by GNP deflator of the 
same period. 

g/ Ml plus danestic saviDJ deposits. 

y H2 plus certificates of deposits. 

lj Sterlir¥J M3. 

Sl/ Ml is narrowly defined money supply, that is, currercy plus danestic 
demand deposits. 

-75-



~ble III-6. Major developed market economiesa real 
interest rates, y 1975-1982 

Country 

Canada 

Prarce 

Short-tern 
long-term 

Short-term 
long-term 

Germany, Federal Republic of 
Short-term 
I.ong-term 

Italy 

Japan 

Short-term 
long-term 

Short-term 
long-term 

tkaited Ki nJdOrn 
Short-term 
long-term 

thited States 
Short-term 
long-term 

(Percentage) 

1975 

-1.6 
-1.7 

-4.5 
-3.4 

-2.l 
1.1 

-5.8 
-5.0 

3.0 
1.6 

-12.3 
-9.8 

-3.2 
-0.1 

1976 

-0.9 
-0.3 

-1.3 
-0.7 

0.5 
4.3 

-1.9 
-4.2 

0.3 
2.0 

-0.3 
-0.2 

-0.1 
2.5 

1979 

3.2 
-0.1 

-1.3 
-0.l 

2.1 
3.6 

-3.5 
-1.6 

3.1 
5.0 

1.6 
-1.8 

2.5 
a.a 

1980 

6.0 
l. 7 

-6.5 
1.0 

4.1 
3.5 

-3.0 
-3.8 

7.7 
6.0 

-4.l 
-4.2 

4.0 
2.2 

1981 

4.2 
4.7 

2.9 
3.3 

6.8 
5.9 

l. 7 
2.5 

4.5 
5.7 

-1.0 
2.3 

6.4 
3.9 

1982 E/ 

3.1 
3.1 

2.4 
3.3 

3.3 
3.5 

1.8 
2.6 

4.4 
5.5 

0.2 
3.4 

5.6 
6.3 

Sources Department of International F.conomic and Social Affairs of the United 
Nations Secretariat, based on International Monetary Fund, International Finaocial 
Statistics, and Morgan Guaranty Trust Conpany, World Finarcial Markets. 

y Both short- and long-term rates are period averages net of the charJJe in 
the GNP deflator. 'l'he soort-term rate is the bank rate in Canada and the United 
KirJJdom, call money rate in France, Germany, Italy and Japan, and the Federal Funds 
rate in the United States. 'l'he lorJJ-term rate for Germany is the yield on Public 
Authorities lk>nds and for others the yield on long-term government bonds. 

W Preliminary. leta up to November 1982 for Italy, for all other countries, 
data up to December 1981. 
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IX!rir¥J 1982, then, the brunt of the battle against inflation was generally 
borne by restrictive monetary policies. Fiscal policies were generally supportive 
ard in only a few cases were they expansionary. However, through its effect on 
autanatic stabilizers, the recession triggered unprecedented increases in naninal 
government deficits in most countries. Tight monetary policy in the majority of 
market econanies therefore had to be pursued simultaneously with substantial public 
sector borrowin; requirements that in many cases were even rising as percentages of 
GNP (see table III-7). y 

Table III-7. Selected developed market ecooomiess general government 
budget surplus or deficit (-) as percentages of 
nominal GNP or GDP, !I 1978-1982 

Country 

Major developed market econanies 

Canada 
Frarv::e 
Germany, Federal 

Republic of 
Italy 
Japan 
Ulited Ki r¥JdOrn 
United States 

Other econanies 

Belgium 
~nmark 
Netherlards 
91.ieden 

1978-
1980 

-2.4 
0.1 

-2.8 
-9.l 
-4.8 
-3 . 5 
-0.2 

-7.3 
-1.7 
-3.S 
- 2.5 

1980 

-2.l 
0.3 

-3.l 
-8.3 
-4.2 
-3.2 
-1.3 

-9.3 
-3.2 
-4.1 
-4 . 0 

1981 1982 E/ 

-1.0 -4.0 
-1.6 -3.5 

-4.5 -4.2 
-11.9 -13 . 0 
-4.0 -3.4 
-2.3 -1.5 
-1.0 -3.6 

-13.4 -13.0 
-7.0 -9.0 
-4.8 -6.0 
-5.3 -6.0 

Sources Department of International Economic ard Social Affairs of the United 
Nations Secretariat, based on OECD, OEa> B::onanic Oltl<X>k and other official 
national ard international sources. 

!I Budget deficit or surplus of central, state ard local governments. 

!¥' Pre liminary figures based on partial data. 

Cyclical factors were largely responsible for the growth in budget deficits. 
Transfer payments to the growing ml'llbers of the unemployed rose and record 
debt-servicir¥J payments, irduced by higher interest rates, had to be met. In the 
smaller developed market econanies, in particular, expenditure on social benefits, 
ard on supportir13 basic irdustries, many of which had been losing their 
coq>etitiveness, increased rapidly. Several of these countries (ircluding Belgium, 
Deranark and Irelard) .!QI borrowed heavily in international money markets to 
finarv::e, in effect, public and private sectors' conswiption. Finally, at the same 
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time as the recession caused government expenditures to rise, it caused tax 
revenues to fall short of budgeted levels. 

In a number of countries serious efforts were made to compress the 
non-cyclical, discretionary part of public expenditures. However, for some of the 
major countries the current record budget deficits also stern from changes in the 
discretionary conponents. This was especially the case in the United States, where 
two reductions in income tax rates, a variety of tax concessions and incentives 
enacted in 1981 and 198 2, and the acceleration in real defen::e outlays would have 
yielded a deficit even if there had been full ernployment. The third reduction in 
in::ome tax rates in rnid-1983 will exacerbate this structural disequilibrium unless 
comprehensive balarx:ing controls are put in place. 

Although the present fiscal deficits are large, recent estimates of the 
cyclically adjusted budgetary imbalances for 1982 suggest that the overall effect 
of the fiscal policy stances of the seven major industrial countries was 
neutral. !1J In the smaller developed market economies, the recession and high 
interest rates teooed to reduce fiscal inflows and increase outflows, but these 
effects were mostly counterbalanced by changes in the discretionary component. 
Whereas in 1981 chal'l3es in the discretionary conponent had generally provided a 
stimulus, in 1982 they tended to depress economic activity. In a few cases 
(i n::luding Belgium, Greece and Ireland), the net result was an actual reduction in 
the budget deficit. The austerity prograJIU1les promulgated in some of these 
countries also sought to compress what had hitherto been treated as the public 
sector's non-discretionary component; social security contributions were raised and 
current spending, particularly on civil service pay and some social benefits, was 
held down. 

Even in the few countries which pursued expansionary fiscal policies aoo, as 
in the United States, g/ granted a variety of direct in::ane tax cuts and 
iocentives, the outcome in terms of real growth of output aoo employment was on 
balan::e disappointing. In the United States, private demand failed to respond to 
personal income tax cuts and to increased social security benefits, and corporate 
demand to fiscal iocentives. This largely explains why the expected consumer- led 
recovery did not materialize in 1982. ]1/ Uncertainty about the employment 
situation, high interest rates and faltering business confideoce in the wake of 
disappointing sales all led to a sharp contraction in total consumer spending on 
durable gooos and on residential construction, a decrease in private capital 
formation and a precipitous reduction in inventories. 14/ 

While the pace of economic activity slowed down in the majority of countries 
in 1982, the degree of divergence in the growth rates of the major industrial 
economies, as iooicated by the standard deviation, was appreciably higher than in 
1981. ]2/ This was chiefly caused by differences in the relative restricti veness 
of monetary and fiscal policies, and in the magnitude and impact of shifts in the 
various components of final demaoo, including trade. 1:.§/ In some of the major 
countries, stocks were built up slightly, but in others the sharp fall in the level 
of real private consumption was followed by precipitous declines in inventories . 

In the the case of the smaller develq>ed market econanies, not only was 
activity depressed by restrictive monetary policies, and in some cases too by 
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f is:::al restraint; it was also strongly affected by exchange rate pressures and the 
depressed demand for their goods from their main trading partners. As prices of 
nearly all internationally traded cormnodities are denominated in US dollars because 
of the preponderant weight of the United States in world cOlllllodity markets, the 
dollar's sharp appreciation led to price pressures from within the group of 
developed market economies as a whole that adversely affected domestic inflation, 
especially in these smaller countries. Monetary policy, particularly in most 
European members of the group, could therefore not be relaxed, and in sane it was 
in fact tightened to stem the erosion in the value of their curreocies. E\lrther 
fis:::al austerity and monetary restraint increased considerably the degree of 
disinflation and helped produce levels of unemployment even higher than those which 
policy-makers had already found difficult to tolerate. Nevertheless, policies of 
disinflation did not always suffice to offset external pressures (especially those 
caused by weak demand in the Ellropean Ebonomic CoJl'lllunity, the unexpected strer¥Jth 
of the US dollar, capital outflows and high debt- service requirements), and five of 
the smaller E>.Jropean countries (Belgium, lenmark, Finland, Spain and Sweden), in 
addition to Fraoce, devalued their currencies, Greece resorted to the same measure 
in early 1983. The primary corranodity producers - Australia, New 1.ealand and South 
Africa - were also buffeted by weak prices for their export conunodity and a 
contraction in the inflow of foreign investment. 

By year-end the absolute number of the unemployed in the developed market 
economies soared to 32 million - a record average of 8.5 per cent of the civilian 
labour force, only Japan maintained a low rate, of 2.3 per cent. Youth, who 
normally experierce frequent but short-term spells of unemployment, and the 
"continuously unemployed", who are more likely to be older workers, were 
particularly stror¥Jly affected. In the United States, the rise in the level of 
employment came to a halt as the procyclical fall in productivity and the 
continuing recession induced businesses to shed labour to protect their finarcial 
positions. Record bankruptcies and faltering business confidence made for gloomy 
re-employment prospects. Whereas in the seven major economies, unemployment surged 
from 6.5 to 8 per cent (see table III-8), the inpact of the recession was much more 
pronounced in the smaller countries, where unemployment moved up from 8.8 per cent 
in 1981 to an unprecedented 10.5 per cent in 1982. 

The severe reduction in economic activity was felt most by industry. As a 
result of surging pessimism as to the strength of an eventual recovery, labour 
unions in a nwnber of countries gradually accon111odated to employer and government 
demands that they moderate nominal wage raises and, in some cases, even pared down 
existing benefits 12f in return for greater job security. Nevertheless, average 
annual unit labour costs in manufacturing, which roughly equal nominal wage 
increases net of changes in average labour productivity, inched up in all of the 
major countries. A rather modest decline, of 3 to 4 percentage points, in the 
actual rate of increase, occurred only in the Federal Republic of Germany, Italy 
and the United Kingdom (see table III-9). The data for the smaller countries are 
less comprehensive, but also point in the direction of increasing unit labour 
costs. I:bwnward wage rigidities, in particular, have made it exceedingly difficult 
to align the cha1¥3es in nominal wages only to those in labour productivity. 
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'Iable III-8. Selected developed market econanies: 
unenployment rates, y 1976-1983 

(Percentage) 

Country or 1976-
country group 1980 1980 1981 1982 .ef 

Major developed market economies 5.3 5.6 6.5 8.0 

Canada 7.7 7.5 7.6 11.0 

Fra rx:e 5.3 6.3 7.3 8.3 
Germany, Federal 

Republic of 3.4 3.1 4.8 7.6 

Italy 7.1 7.4 8.5 9.0 

Japan 2.1 2.0 2.2 2.2 

lhited KiBJdOm 6.4 7.3 10.6 12.0 
United States 5.2 7.0 7.5 9.7 

Other economies 

Belgium 8.2 9.4 11. 7 13. 9 

~nmark 5.7 6.1 8.1 9.1 
Ireland 8.5 8.3 10 .3 12.1 

Netherlands 4.3 4.7 7.5 10.4 

1983 £1 

9.0 

13.0 
9.5 

9.0 
9.5 
2.5 

12.s 
10 .5 

14 .5 
9.0 

14 .o 
13.0 

Source, Department of International Economic and Social Affairs of the United 
Nations Secretariat, based in the case of the major countries on OECD, 
.™ Economic Q.itlook and in the case of other economies on Conunission of the 
European Conununities, Annual B::onomic Report 1982-83. 

y Number of uneq>loyed persons as a percentage of the civilian labour force. 

Bf Preliminary estimates. 

£1 Forecasts. 
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Table III-9. .Major developed market ec:ooomiesa annual rates of 
growth in unit labour costs y in manufacturing, 
1976-1982 

(Percentage) 

1976-
Country 1980 1980 1981 

Canada 7.7 10.9 10 .3 

Frarce 9.4 12.3 11.2 

Germany, Federal Republic of 5.0 8.7 4.1 

Italy 12.9 13.7 20.8 

Japan 0.7 2.7 3.2 

lbited l<ir¥JdOm 15.7 22.7 8.6 

United States 8.1 11.0 7.1 

1982 9f 

15.0 

14.0 

1.5 

17.0 

3.5 

5.0 

7.2 

Sources Department of International Economic and Social Affairs of the United 
Nations Secretariat, based on International Comparison of Manufacturing 
Productivity and Labor Costs, United States Department of Labor, and OECD, OECD 
lbonanic ~tlook, December 1982. 

y All figures are expressed in local currency, unit labour cost (ULC) may be 
equated with the nominal wage bill per unit of real output. The percentage char¥Je 
in ULC is therefore roughly equal to the percentage char¥Je in average nominal wage 
rate less the percentage char¥Je in average labour productivity. 

!?;' Preliminary estimates. 
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This rigidity of wage costs, together with downward pressures on producer 
prices and the high cost of financing inventories, reduced corporate profit margins 
in some developed market ecooomies, am particularly the United States. This 
further compressed corporate demand for factor and intermediate inputs. As a 
result, factory closings am business bankruptcies mounted not only in depressed 
sectors, such as steel and ship-building, but also in growth irxlustries, including, 
in some countries, electronics am canrnunications. ]!/ These am other factors 
contributed to a substantial idling of plant and equipment. While levels of 
capacity utilization in manufacturing fell rapidly in the secom half of 1982, they 
still were not as low as those observed in the trough of the mid-1970s, except in 
the United States, where they dipped to 68 per cent. But differences in the 
measurement base stemming from the very weak rates of investment since the late 
1970s, in contrast to the rapid capital accumulation that preceded the previous 
recession, should not be ignored. 

The contractionary policy mix in the major imustrial countries resulted, on 
average, in a deceleration of inflation - measured in terms of consumer prices - of 
2 to 3 percentage points. In the smaller countries, however, the decline was only 
marginal, from an average 11.8 per cent in 1981 to 11.2 per cent in 1982 (see 
table III-10). This difference can be attributed largely to the varying inpact of 
chall3es in trade prices. In the united States, for example, the near halving of 
the aMual rate of increase in consumer prices to aoout 6 per cent in 1982 was only 
in part directly imuced by policy, the drop in ccmnodity prices and the dollar's 
appreciation accounted for a significant portion. On the other ham, the smaller 
gain in the battle against inflation in &.lrope stemned in part from external 
factors. Movements in the GNP deflator, which is an aggregate imicator of 
internal price movements from which the inpact of inport prices is netted out, help 
clarify these points. It declined by 3.4 percentage points in the United States 
and 4 percentage points in the united KirxJdom, stayed virtually unchaD:Jed in Japan, 
am increased in all other major am most of the smaller ecooomies. 

The reduction in inflation, achieved primarily through monetary restrictions, 
has, then, so far been modest. W It has, however, been achieved at a 
considerably greater cost in loss of output than in the preceding period. The 
particular policy mix adopted - to which there were alternatives, as argued in the 
world R::onomic 9.lrvey 1981-1982 ~ - can explain much of this difference. 
Furthermore, it has yet to be learned how far weak investment activity and the loss 
of labour skills caused by cutbacks in training and lay-offs may entail bottlenecks 
early on in the recovery. 

Apart from the contribution of weak canmodity markets, the major reason for 
the slow-down in inflation in sane countries in 1982 was the moderation in the 
in:::reases in labour costs. W For example, hourly earniD:Js in manufacturing 
decelerated markedly in all major developed countries, except Frarx:e. However, 
these improvements were in some cases counterbalarx:ed by a procyclical decline in 
average laoour productivity, only in the Federal Republic of Germany and the 
United Kingdan was the downward trem in wage increases reinforced by productivity 
gains, which came about through substantial laoour shedding. 
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'.Dlble III-10. ~velc.ped market econaniesa rates of chaD3e of 
GNP deflator and consumer prices, 1976-1983 !f 

(Average annual and annual percentages) 

Country o r 1976-
country group l980 1980 1981 1982 1?J 1983 gj 

GNP deflators 

All developed market economies 7.9 9.0 8.3 7.2 6.0 

Major industrial countries 1.1 8.9 8.2 6.7 5.5 
Canada 8.7 11.0 10.1 10. 7 6.5 
France 10.2 11.9 11.0 12.0 10.0 
Germany, Federal 

Republic of 4.1 4.4 4.2 s.o 4.0 
Italy 17.5 20.6 18.4 17.7 14.0 
Japan 3.9 2.8 2.6 2.4 3.0 
lbited KiD3dorn 14.4 18.5 12.7 8.8 5.0 
United St ates 7.8 9.3 9.4 6.0 4.5 

Other i ndustrial countries 8.7 9 . 0 9.1 9.8 8.5 

Consumer pr ices 

All developed market economies 8.9 12.l 10.2 7.8 

Major industrial countries 8.7 12.2 9.9 7.1 ... 
Canada 8.7 10.1 12.5 10 .8 
France 10.4 13.6 13.4 11.9 
Germany, Federal 

Republ i c of 4.1 5.5 5. 9 5.3 
Italy 16.3 21.2 19.5 16.4 
Japan 6.5 8.o 4.9 2.6 ... 
Ulited Kin;,dom 14.4 18.0 11.9 8.6 ... 
United Stat es 8.9 13 .s 10 .4 6.2 

Other industrial countries 10.1 11.3 11.8 ll.2 

Source, Department of International F.conomic and Social Affairs of the United 
Nations Secretariat, based on International Monetary Fund, International Financial 
Statistics, OECD, OECD Fconomic Outlook, and other official national and 
international sources. 

y Base y ear is 1978. 

1?J Preliminary estimates. 

gJ Forecast. 
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The outlook for the modest successes in the battle against inflation of 1982 
continuing into 1983 aoo 1984 is clouded by uncertainties. Most commodity prices 
are showing signs of streB3thening and those currerx=ies that appreciated in 1982, 
thus helping reduce domestic inflation, could reverse their movements in 1983. 
Cbnfiderce that inflation will be held down to the rates of the latter half of 1982 
must, then, be based largely upon weak labour markets or substantial improvements 
in productivity holding down unit labour costs, and, perhaps even more 
questionably, upon a further and significant decline in the prices of energy. 

The prospects for growth in the develcped market econanies are decidedly 
mixed: only a modest recovery to about 2 per cent is forecast for 1983 - making it 
the fourth successive year of sluggish performance. In addition, the further 
decline in business investment projected for all the major economies, except Japan 
and the tl'lited Ki.B3dom, unfavourably affects the outlook for sustained growth 
beyond 1983. Since export demand is projected to be weak, the key to recovery in 
the develcped market economies must be the revival of domestic demand. This 
however depeoos almost totally on further declines in interest rates and on a 
continuation of the relatively expansionary monetary policy in the United States 
that started in August 1982. 

Under these conditions, a mild recovery is expected to start in North America 
and to gather some momentum by mid-year, the Federal Republic of Germany may grow 
by perhaps 1 percentage point ard Japan may repeat its modest performance of 1982. 
It>wever, many of the E>.ucpean economies, major as well as smaller, are not expected 
to share in this recovery until the latter part of 1983 or early 1984. 

The main inpetus for the cyclical upswing in the United States is expected to 
come from a moderate expansion in personal demaoo for durables, which will be 
helped by the tax cut scheduled for July, a sharp rebound in private residential 
investment and a moderate restocking of inventories. ~ the other hand, the 
momentum of the recovery should be slowed by an anticipated contraction, for the 
second consecutive year, in non-residential investment and by weak demand for 
exports together with a surge in inports, both caused by the effect of the strong 
dollar in 1982 being felt in 1983. In Europe, policies sh>uld continue to remain 
cautionary mainly to forestall currency depreciations and balarx=e-of-payrnents 
difficulties. In many of the smaller countries, but also in Frarce and Italy, the 
same constraints on economic policy as applied in 1982 - large fiscal deficits, 
high rates of inflation, weak external positions and the resulting pressures on 
exchall3e rates - will continue to apply in 1983 and are bound to inhibit the 
emergerce of a bold stimulus to growth. In Japan, however, relatively strong 
consumer demand and a moderate increase in exports together with low growth in the 
volume of imports are projected to keep growth at about 3 per cent in 1983. 

The growth rates projected for 1983 remain well below those traditionally 
associated with a recovery period, especially after such a protracted and deep 
recession. For example, while the cyclical rebound rate in the United States, 
measured over four quarters from the trough of the recession, has traditionally 
exceeded 6 to 7 per cent, current forecasts average out to a markedly slower pace. 

Even these modest forecasts embody several risks and uncertainties. This is 
particularly so for the reaction of interest rates to the currently projected 
budgetary deficits in the United States. vilile the latter's fiscal policy stance 
is somewhat expansionary, as it should be at the bottom of a recession, without a 
pronourced monetary acconunodation the public sector's expected borrowing 
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requirements may, by 1984, cro~ out the credit markets. This would be happening at 
a time when the demand for credit by the business sector should be high siree the 
in::reases in conswner experoiture aro inventory re-stocking projected for 1983 
should by then have led to substantial increases in the rates of capacity 
utilization. In these circumstances, a credit squeeze could prove decisive in 
preventing any appreciable increase in business fixed investment, and could choke 
off the in::ipient upswing in 1984. For these reasons, a further decline in 
interest rates is still essential for bringing about an improvement in conswner and 
business conf iden::e. \'bi le inflation is expected to remain low in the near future, 
it is as yet unc:ertain whether this will be sufficient to bring down naninal 
lorg- term interest rates quickly. 

Given the declared commitment of United States policy-,nakers to keep inflation 
in check as against the fact that several factors that have kept inflationary 
expectations high have not changed, it is not possible to rule out at this stage a 
rekiroling of inflation and a resunption of the conflict between fiscal and 
monetary targets. This might lead to an increase in interest rates and to a 
weakening of the recovery in the United States and, consequently, through the 
direct influence on the monetary policies of other countries aro through the 
indirect influences, via the exchange rate, on global financial markets, to a 
further deflationary push to the rest of the world economy. 

The experieree of 1982 deioonstrates the limitations of unco-ordinated policy 
actions. It also indicates that while individual countries can accelerate their 
pace of economic expansion th rough stimulatory policies, a co-ordination of the 
macroeconomic policies of the key developed countries is necessary to mitigate the 
risks of rekiroling inflation and to ensure a sustained recovery beyond 1983. An 
agreement on co-ordination could be guided by the recognition that in a globally 
interdependent economy, although an individual country's restrictive monetary 
policy might be successful in obtaining the often very necessary result of reducing 
domestic inflation, its effect on econanic activity at home and, through these 
direct and iroirect effects on activity in other countries, are often very 
irrportant. Fbr the monetary aro also fiscal policies of individual countries to be 
truly successful in restoring non-inflationary growth to them aro to the world 
economy would, then, require that they support and be supported by policies being 
pursued elsewhere. This could be achieved by the design aro inplementation of an 
internationally dovetailed mix of macroeconomic policies. 

A joint recovery progranune for the developed market economies would in general 
entail the implementation of expansionary monetary and/or fiscal policies. Fbr 
each country, the form and size of the stimulus would depero on its particular 
situation and economic structure. Such a co-ordinated policy mix could usefully be 
supplemented by the adoption of incomes policies by countries which, in view of 
their already high fiscal deficits and inflation rates or balarx:e-of-payments 
problems, have little freedan of manoeuvre to relax their monetary or fiscal 
policies without adding to their present difficulties. }k)wever, it should be added 
that if existing trade barriers remain intact, a co-ordinated recovery programme by 
the major iroustrial economies may fail to produce the results that it would have a 
few years ago. That is, in the present protectionist enviroment, it can only be 
expected that the positive stimulus of the domestic growth of one country to that 
of other trading countries will be considerably lessened. 
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Continued weak growth in the centrally planned economies 

Sirce the late 1970s, the centrally planned economies as a group, and 
particularly the Eastern Fllrq>ean countries, BJ have had to face a variety of 
obstacles to their growth. The protracted slow-down in global ecooomic activity 
and changes in world markets forced adjustment Lp<>n these econanies and partly 
explain their weak economic performarce. At the same time, though, adjustment has 
had to be made to account for the slowing growth of factor availability and for 
supply bottlenecks within the a.tEA, as well as for the only limited successes with 
measures to save material inputs and foster factor productivity. Prq>er adjustment 
to these factors has proved to be a major challenge for the planning ard management 
systems of these countries, as eviderx:ed by the ongoing reappraisals of medium-term 
development policies in a number of them. 

The growth in the aggregate output of the group of centrally planned economies 
in 1982 virtually equalled that of 1981 - namely, 2.5 per cent.~ In spite of 
this being the fourth consecutive year of below-plan output ievels and slow growth, 
econanic activity in these countries was none the less more buoyant than in any 
other major group of developed or developing market economies. 

The mild recovery from a decline in activity of 1.2 per cent in 1981 to the 
in::rease of 2.8 per cent anticipated in the Eastern European plans for 1982 was not 
achieved, aggregate economic activity declined marginally (see table III-11) owing 
to the fourth consecutive year of negative growth in Poland. The Soviet Union's 
target of 3 per cent, slightly below the 1981 achievement, was not attained, 
aggregate growth decelerated to 2.6 per cent. Over the past four years, the pace 
of expansion of the Fltrq>ean centrally planned economies canbined averaged an 
urcharacteristically low 2.3 per cent per year (with 0.5 per cent for Eastern 
Fltrq>e but 3 per cent for the soviet Union). The achievements of 1981-1982 and the 
forecasts for 1983 suggest that most members of the group are not likely to fulfil 
their current five;1ear plan (1981-1985) targets. l!J In fact, some have already 
reassessed their medium-term development prospects, W but no comprehensive 
revisions to their plans have as yet been published. 

In 1982, the Asian planned economies regained substantial growth in both 
irdustry and agriculture in spite of shortages reported in the availability of 
skilled workers ard materials. The latter stx>rtages were partly caused by import 
constraints. China over-fulfilled its plans with a 5 per cent rate of growth 
because of good grain ard cash crops that came in response to agricultural reforms, 
an acceleration in coal output and a successful adjustment to external constraints. 

The Soviet Union had envisaged a repetition of the previous year's performance 
by setting a 3 per cent target for growth in 1982. The expansion was expected to 
come from a sharp recovery in agriculture, good growth in industry as bottlenecks 
in infrastructure and material supplies were anticipated to ease, ard a faster 
coming on stream of projects already in progress. ~ the other hard, only marginal 
increases were planned in overall investment activity. E\lrthermore, the foreign 
trade sector was expected to contribute little to growth, owing to the virtually 
unchanged level of oil output, in particular, and to the need for sizeable inports 
of foodstuffs ard fodder grain to offset the low 1981 harvest. With the exceptions 
of the commissioning of investment projects and the successful export drive, the 
assumptions behind the plan as to the feasible rate of danestic economic activity 
proved in retrospect to have been too q,timistic. 

-86-



Table III-11. Centrally planned economies• basic 
econanic growth indicators, 1976-1983 

(Average annual and annual percentages) 

Country or country group 
1976-
1980 

1981-
1985 !/ 1980 1981 1982 .e/ 1983 !/ 

Eastern Europe £1 
Net material product 
Industrial gross output 
Agricultural gross output 
Gross fixed investment 
Export volume y 
Drport volume y 

Soviet Union 
Net material product 
Industrial gross output 
Agricultural gross output 
Gross fixed investment 
Export volume y 
Import volume y 

China 
Net material product 
Industrial gross output 
Agricultural gross output 
Gross fixed investment 
Export value (in dollars) 
Inport value (in dollars) 

3.9 
5.5 
0.8 
2.7 
6.4 
4.0 

4.3 
4.5 
1.6 
3.4 
4.8 
5.8 

4.9 
7.4 
3.8 
8.5 

20.3 
21.2 

3.2-3 . 4 
3.7-4.0 
2.2-2.9 ij 
-0.4 ~ 

. . . 
3.4 !/ 
4.7 
2.5 ij 
2.1 ~ 

4.0 
4.0 
4.0 
1.7 ij 
8.1 !!/ 
9.2 !y' 

0.7 -1.l -0.1 3.3 
3.0 -o.s 0.6 4.1 

-3.8 2.1 0.6 2.5 
-2.2 -7.6 -5.8 -2.8 !/ 
2.3 1.7 4.5 ... 
1.1 -4.8 -6.7 ... 
3.9 3.3 2.6 lj 3.3 !/ 
3.6 3.4 2.8 3.2 

- 1.9 - 1.0 4 10.s 
2.4 3.8 2 3.2 
1.6 0.4 5.4 
7.3 8.2 7.5 ... 

5.2 3.0 5.0 g/ 4.0 
8.7 4.1 7.0 4.0 
2.7 5.7 5.0 4.0 
7.9 -20.6 5.6 19.5 

28.7 14.4 3.8 o.s 
19.9 -1.2 -11.5 21.8 

Sources Department of International and Economic and Social Affairs of the 
tl'lited Nations Secretariat, based on national statistical publications, plans and 
plan fulfilment reports. 

!I Plan targets. 

el Preliminary estimates based on plan fulfilment reports and other partial 
information. 

£1 Bulgaria, Czechoslovakia, German Democratic Republic, Hul'J3ary, Poland and 
lbnania. 

ij <llal'J3e in the five-year average output from the average of the preceding 
five years expressed as an annual conpound rate. 

y Estimates based on scattered infonnation in plans and related policy 
discussions. 

!/ Net material product utilized. 

g/ Estimates based on GDP indicators. 

hf Based on plan data expressed in local currency. 
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Perhaps the central explanation for the below-plan performance in the USSR was 
the lack of success in boosting productivity growth - a feature that extends to 
nearly all European planned economies. The environment allows for only minimal 
increments in capital and labour inputs, with both being increasingly appropriated 
for sectors, such as services and enviroranental protection, that do not quickly 
result in material output increments. J:conornic activity in consequence has become 
vulnerable to rigidities in economic management, to st¥,rtcomings in material 
supplies, to capacity constrains in some sectors, and to structural imbalances in 
the cont>OSition of demand ard supply. 'l:2J 

It is being increasingly recognized in many planned economies that a sustained 
improvement in productivity requires a canbination of technological change, more 
flexible management techniques, and significant improvements in the working and 
social envirorunent. These improvements include the mechanization of repetitive or 
hazardous tasks, a more objective evaluation of jobs and responsive approaches to 
pranotion, as well as increases in residential construction, in social 
infrastructure, and in public transportation and a reduction in waiting lines. 27/ 

However, in the abserce of large increases in investment outlays, the shift in 
outlays away from traditional priority sectors since 1979 in the USSR in 
canbination with below-target growth in average labour productivity may have 
reduced the feasible levels of output of basic industrial goods. This in turn 
lolOuld consequently have affected the levels of feasible activity elsewhere in 
industry. A moderate pace of investment, with expenditure being geared towards 
non-conventional projects, such as consumer services and transportation, may then 
have favourable implications for medium- and long-term growth, mainly through 
increased labour productivity, but will continue to constrain traditional sectors 
in the immediate future. 

The above constraints to growth in the USSR have become particularly important 
in an environment such as that of the early 1980s. Moreover, 198 2 was another year 
of adverse weather conditions - inadequate winter cover and excessive summer 
drought - which were exacerbated by shortfalls in the availability of fertilizer, 
by the idling of farm equipment, and by the inadequacy of storage and 
transportation facilities. Furthermore, energy and material conservation was below 
that planned, the expansion of oil and coal output was insufficient, and the 
export-promotion drive helped create supply bottlenecks. 

The conditions for short-term growth in Eastern Europe were markedly different 
from those elsewhere. In 1981, the growth of aggregate output, and of industrial 
and agricultural production, was below plan, and the outlook for external trade and 
finarcial flows appeared unfavourable so planners adqJted modest goals for 1982. 
These were set at about 2.8 per cent growth for total income, 2.2 per cent for 
irrlustry and 4 per cent for agriculture (as against -1.2 per cent for incane , 
-0.5 per cent for industry and 1.9 per cent for agriculture realized in 1981). 
There was also an explicit col111\itment to moderate investment activity and 
accelerate exports. 'Ihese targets for investment levels and for export growth , as 
well as other targets, especially in the construction, services and transportation 
sectors, were not met. Import constraints, above-plan cutbacks in investment, 
constraints in intra--cMEA deliveries of basic irdustrial inputs and an all out 
export drive for balance-of-payments reasons are the chief causes responsible for 
idling a significant part of the production infrastructure in these countries. But 
employment levels were maintained, albeit at the cost of slow or even negative 
growth in labour productivity. 
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In some contrast to the USSR, in Eastern &lrq>e it was mainly adverse external 
factors that determined growth in the short term. Two deserve special enphasis. 
Ole was the intensification of the global economic recession and rising 
protectionist trends in the European market economies which placed bounds on the 
planned export drive. Indeed, the substantial gains in export volumes actually 
achieved under these difficult circumstances were remarkable. 'lbe other was the 
high interest rates in financial markets which substantially increased the 
debt-service burden for countries with a large external exposure - all these 
countries but Bulgaria and Czechoslovakia. In the first half of 1982, these 
pressures were considerably exacerbated by shifts in the confidence of financial 
markets in the overall payments position of Eastern &lrcpe, and particularly in the 
solvency of Polarrl and Ic>mania, both of which resorted to debt rescheduling. '!he 
effects of these shifts in confidence were aggravated by the abrupt deterioration 
in the international political climate that sets the framework for economic 
co-operation between market and planned economies. Un:ler these circ1.111stances, 
countries that otherwise ~uld not have encountered debt-servicing problems were 
drawn into a liquidity squeeze as commercial banks suddenly withdrew their 
short-term deposits arrl called in otherwise predictable roll-overs. 'Ibis abrupt 
action particularly affected the German Democratic Republic, Hungary and lonania. 
The dramatic curtailment of capital inflows at a time of record interest rates, the 
protracted debt-rescheduling negotiations with Poland and Ranania, and the delays 
in securing new short-term credit facilities only complicated matters. In addition 
to these pressures emanating from the market economies, the larg~ energy inporters 
in particular incurred another substantial upward adjustment in the price of energy 
traded within the omA, although regional prices there continued to remain markedly 
below current world levels. As a result, most Eastern European countries were 
faced with further adverse shifts in their intra-cMEA terms of trade, and with 
below-plan deliveries of regional supplies of crucial primary inputs, particularly 
oil. 

The Eastern European countries were in consequence left with little room for 
manoeuvre, external factors necessitated economic adjustments and so inports were 
sharply curtailed and exports promoted, especially in relations with convertible 
currency partners. In sane cases, the curbs in i.nports and the skinuning of 
domestic markets for exports worsened the bottlenecks in domestic supplies of 
irrlustrial inputs and foodstuffs. Although the external account showed a dramatic 
turnaround, this gain was obtained at a considerable price in terms of output 
foregone, of reduced per capita real income levels in some countries and of 
widespread cuts in investment, even beyond those set in the plans. The cumulative 
effect of these cuts cannot but affect the potential for medium-term growth. 

The net result of these various factors was that, in 1982, economic activity 
in &lstern &lrq>e as a whole did not recover from the weak level of 1981. The 
relative magnitude of the shortfalls below planned performance differed markedly 
from country to country, but all countries except Czechoslovakia and ~nia 
performed less well in 1982 than in the preceding year. Poland saw further sharp 
contraction in economic activity, though of a lesser magnitude than in 1981. 

Industrial production of the group inproved slightly from a drop of 
0.5 per cent in 1981 to an increase of 0.6 per cent in 1982. This was mostly 
because of a much smaller contraction in output in Poland than in 1981. While the 
evidence for the different sectors is at this stage still sketchy, there are some 
signs that the slow-down may have affected heavy irrlustry more than consumer­
oriented imustrial branches. The main reasons for this are probably the extreme 
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tightness of energy supplies, the continued sluggishness in construction, the 
generally modest successes with conservation~ and input-substitution policies, 
and the concerns about balaooe in consumer markets for certain products. 

&:ooomic activity, particularly in energy-intensive branches of irxiustry, 
continued to be held back by the below-plan production levels and tight supplies of 
essential fuels arxi raw materials. The overall production of energy products 
increased by over 3 per cent, owing to the recovery of coal output in Polarxi and to 
substantial gains in the USSR •s natural gas output levels. Oil production on 
balarx:e remained unchaJ'¥Jed, the small increase in the USSR being offset by the 
contraction for Romania. The pattern of energy conswnption, though, was affected 
by reductions in Soviet deliveries which complicated the material supply situation 
i n a number of Eastern European countries. Also, the output of other basic raw 
materials (irx:luding cement, steel and primary chemicals) was not very buoyant. 
Certainly, some countries succeeded in compressing the material-intensity of 
production, but there are evidently limits to what can be achieved without major 
changes in technology, in the structures of production arxi consumption, arxi in 
managerial styles. The situation was worsened by short-term investment and trade 
exigencies, which inhibited structural change. Most countries did not attain their 
planned targets for conservation, and the reduction in the volume of consUllption of 
mat erials resulted on the woole from weak activity in user iooustries. 

The year 198 2 was characterized by generally good cereal and on the whole 
satisfactory root crops in Eastern Europe. However, the group's agricultural 
performarce has continued to be a source of considerable internal and external 
bottlenecks. In addition to their lingering effects on user sectors in industry, 
the successive poor to moderate crops and the very tight constraints on inporting 
feedstock inhibited activity in the livestock sector. Planners strove to minimi7.e 
herd losses, and mainly because of inport constraints, enacted a significant shift 
in the composition of herds arxi herce in the structure of livestock products. As a 
result, food markets in most planned economies remained very tight) in some 
countries they worsened. However, the better crops of 1982 may reduce the need for 
foodstuff and feed inports for some Eastern Eurcpean countries in 1983 and boost 
export revenues for others. '!be same appears to be the case for the Asian planned 
economies, chiefly on account of above-plan grain crops. The USSR 's 1982 harvest, 
though substantially above the preceding year's, was weak for the fourth 
consecutive year. Consumer markets in livestock products in particular continue to 
be very tight. 

Sirx:e the late 1970s, investment activity has borne the brunt of shifts in the 
external environment and of internal bottlenecks. However, with the exception of 
the construction sector, the slow growth in the capital stock has not so far curbed 
aggregate output to any significant extent. Yet this situation cannot but 
cumulatively lower medium-term growth, particularly if, as appears likely, planners 
fail to carry out those investment projects that, in their current medium-term 
plans, they had apparently counted on to buttress shifts in production arxi 
consUllption structures. 

Most countries were able to cushion the adverse effects of slow growth on 
consumers. li::>wever, some strains in conswner and labour markets were increasingly 
evident as weak ecooomic performaooe restricted nominal gains in labour and other 
ircomes. Irxieed significant increases in consumer prices eroded these gains in 
several Eastern European countries. 
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The Cbvernments of the centrally planned economies have so far without 
exception held on to their canmitments to full enployment and to the protection of 
attained levels of living whenever feasible. However, under conditions of downward 
rigidity in the levels of real incomes and of insufficient incentives for job 
mobility, there is little room left for macroeconomic adjustment beyond reducing 
inventories and whittling down investment programmes. As these "reserves" are 
gradually exhausted, incremental adjustments will by necessity irrpinge upon 
consumption, as became very clear in 1982. 

Growth in a number of indicators of real levels of living have so far lagged 
well behind the medium-term plan targets. Furthermore, real per capita income 
levels contracted in several countries as a result of increases in retail prices 
which were not offset by special allowaoces, as had generally been the norm with 
price revisions since the mid-l960s. :!!1/ The rationalization of the retail price 
system may facilitate the irrplementation of conservation measures, particularly for 
fuels and foodstuffs on which planners have put the highest priority. In the 
medium to long run, a price system that better reflects true relative ecorx:>mic 
scarcities may have a salutary effect directly on production and distribution, and 
indirectly on conswner market balarx:e and motivation in labour markets. In the 
short run, however, such drastic adjustments in the price system without 
substantial improvements in the availability of goods and services as occurred in 
1982 in several countries, lQ/ may discourage workers and hence complicate the 
lorv:.1-sought boost in factor productivity. 

On the basis of the 1983 plans and related policy discussions, economic 
development priorities in the group are unlikely to change drastically from those 
discussed above. El<ternal payments considerations continue to be the central focus 
of output and distribution plans, and therefore the pivotal constraint on policy 
flexibility with respect to output, trade and income distribution. However, the 
outlook is favourable for more substantial growth than in recent years. The 
Eastern Eurc.pean plans for 1983 stipulate positive, albeit low to moderate growth1 
the USSR is hoping to increase output by over 3 per cent; and China and the other 
Asian planned economies anticipate on the whole a repetition of their 1982 growth 
performao:e. 

In the post-war growth context, the USSR 's overall output target for 1983 
appears quite modest, yet its attairunent depen:ls on a m.J'llber of com itions: on a 
substantially larger increase in factor productivity than that achieved in recent 
years, on the success of energy and material conservation measures, on the 
attairunent of the levels of energy output specified in the current five-year plan, 
and on better and more intensive utilization of existing plant and equipment. In 
this respect, the modest expansion of investment activity by 3.2 per cent will 
serve primarily to foster modernization and speed up the completion of unfinished 
investments. The targets for growth in industrial output (3.2 per cent) and in 
labour productivity (3 per cent) are moderate, although quite superior to recent 
achievements. Those for agricultural output (10. 5 per cent) .W and its 
coq>onents, are perhaps too ambitious, even when the rather low base is taken into 
account, and especially if weather conditions were to remain adverse. Moreover, 
the targets for key livestock products appear to be on the high side in view of the 
poor 1982 harvest, the inauspicious outlook for world trade and capacity 
bottlenecks in harbour unloading and storage facilities. 

In Eastern Europe, a recovery to 3 per cent growth could be facilitated by an 
orderly debt-rescheduling for Poland and lbnania, a recovery, even though weak, in 
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Poland, relatively normal coooitions in international financial markets aoo a more 
buoyant external demand, especially from the market economies. Reductions in debt 
levels and in payments imbalances continue to be accorded the highest priority in 
the majority of countries and so policy discussions centre on further retrenchment 
in domestic absorption in order to ease these external pressures. For the first 
time in the post-war planning experience, certain members of the group are now 
targeting for negative real incane growth~ and for another round of significant 
cutbacks in investment outlays. These may delay further the upgrading of the 
ccl)ital stock employed in material production and hence the acceleration of the 
growth in factor productivity that the medium-term plans had envisaged. 

In 1983, economic conditions in Eastern E>..ircpe will also be affected by the 
further adjustments expected in the energy inporters' intra-otEA terms of 
trade. llJ The necessity of improving the balance of payments forces these 
economies to adopt even more stringent energy-conservation and inport-sobstitution 
measures. Although global economic comitions in 1983 do not appear to favour 
gains in the volumes of trade, some of the planned economies have made the 
fulfilment of their plans comitional on a sharp improvement in exports. This may 
well be contingent on shifts in the carunodity structure of exports. t.Jnder 
prevailing comitions, inport activity is planned to remain sluggish and most 
countries are not anticipating sizeable quantl.ll\ changes, a goal that may be 
facilitated by the good 1982 harvests. 

China's 1983 plan is based upon further restrictions on government 
expemitures and domestic credit fostering structural adjustment and 
stabilization. The growth rates of aggregate output, of industry and of 
agriculture are each expected to be 4 per cent. Oil output might continue to 
stagnate am production of basic iooustrial products, including steel, will 
contract more as the reorientation of China's economic structure away from heavy 
towards light iooustry proceeds. Management aoo incentive reforms, which have 
already contributed to lowering urban unernplQyment and to raising rural purchasing 
power levels, are to be continued. Investment priorities include energy, 
eE:pecially off-shore oil projects, and transportation, in both of which there have 
been rather important bottlenecks in recent years, am the upgrading of existing 
manufacturing facilities. 

Modest progress in food production and agriculture 

~ile agriculture is the sector normally least disturbed by the vicissitudes 
of the world economy, the present recession has appreciably affected it through the 
trade sector. The fall in the demand for non-agricultural primary commodities 
aggravated the balance-of-payments problems of the developing economies in 
particular, and many countries were forced to restrain inports of food and related 
products. Eurthennore, high interest rates and large inventories of foodstuffs in 
the exportir,J countries did not provide much of an economic incentive to build up 
inventories elsewhere. This was especially the case in countries where 
infrastructural investments would have been required. Stocks of foodstuff in many 
large inporting countries therefore continued to be low. Finally, trade in 
agricultural products has suffered from the protectionist pressures resulting from 
the recession, and traditional exporters have threatened to retaliate if 
agricultural subsidies in many industrial countries are not corrected soon. The 
consequences for stability in world markets are potentially very serious . 
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Agriculture performed reasonably well in 1982 and global output of food and 
agricultural produce reached record levels. While the growth of food production 
slowed down in 1982 and remained below the average rate of the previous 11 years 
(see table III-12), per capita output levels showed modest advances in most areas 
of the world. On balance, the possibility of serious global food shortages 
emerg in:J in the short run receded. Indeed, surpluses overhuTJ3 the markets of all 
major focxlstuffs and strergthened the price slide that had started in early 1981. 
Non-food agricultural production declined in 1982 in all country groups, except 
Asia and Q::eania, mainly because demand for industrial crops (such as cotton, jute, 
rubber, sisal and timber) was lower in the user sectors of the industrial 
countries. 1!f Beverages experienced production declines. 

The varied food and agricultural performances of the different country groups 
suggest that many serious problems are far from resolution. This is especially 
true for the developing countries, whose per capita food production declined 
fractionally. This decline was caused by some significant shortfalls, especially 
in India, Sri Lanka and Thailand, and only a modest growth in output elsewhere. 
'lbtal and also per capita food and agricultural production increased in the 
centrally planned economies, but output levels in several countries lagged behind 
forecasts. With the irrportant exceptions of Australia and South Africa, develc:ped 
market economies either increased their food and agricultural production in 1982, 
as in Canada and Western Ellrc:pe, or matched recent record food production levels, 
as in the United States. 

In Africa, per capita output of food and agriculture stabilized after the 
previous year's decline, but the overall situation remained critical with a total 
of 21 Sub-Saharan countries facing abnormal shortages at the beg innin:J of 1983. 
This was even before the problems caused by the exodus of aliens from Nigeria to 
Chad, Ghana and Togo - three countries already classified as having abnormal food 
shortages - had been taken into account. Droughts affected the Sahel, parts of 
East Africa and, most severely, Southern Africa. overall food production in South 
Africa and Zimbabwe, the two largest net food exporters of the region, fell by 
20 per cent in 1982. This is particularly serious because of the generally parlous 
state of agriculture in the African developing countries. Their per capita and 
sometimes even total production is below the levels of a decade ago, a situation 
which is all the more grave in that, unlike the food-deficit countries of the Near 
East, few of them command sufficient export revenues to ~ake up easily for any 
drastic shortfalls in production through inports. As a result, their nutritional 
levels are generally below acceptable minimwn levels. This critical situation 
highlights the continuing need, even in a time of overall global balance, for an 
emergerx:y food reserve and substantial food aid. 

The International Elnergenc:y Food Heserve (IEFR) was set up to alleviate the 
plight of the victims of drought or man-made disasters. Their numbers in 1982 were 
estimated at about 8 million. The bulk of emergency food assistaroe has recently 
benefited the victims of man-made disasters particularly those in Afghanistan, F.ast 
Africa and Karrpuchea. However, the medium- to long-term viability of IEFR is not 
at all assured. W'lile the IEFR 's annual replenisl'lnent target of O. 5 million tons 
of grain was surpassed by about 20 per cent in 1981, in 1982, funding fell short by 
about 10 per cent, and pledges for 1983 am 1984 amounted, as of early 1983, to 
only one half and one third of their respective replenishment targets. 
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Table III-12 . Indicators of net world food production, y 1971-1982 

(1969-1971 D 100) 

Total food Eroduction Per c~ita net Eroduction 
Growth Growth 

Country group trend !?f 1980 1981 1982 trerd !?/ 1980 1981 1982 

World 2.4 125 129 131 0.6 104 105 106 

Developed market economies QI 2.0 121 125 126 1.2 111 113 114 
?t>rth .America 2.6 123 134 134 1.5 111 120 119 
Western Europe 1.8 123 121 125 1.3 117 115 119 
O::eania 2.1 123 132 120 1.4 107 114 102 

Developing countries ,9/ 3.3 133 139 141 0.8 104 106 105 
Africa 1.9 119 122 126 -1.0 90 89 89 
Lat in America 3.7 138 144 149 1.2 108 110 111 
Near Elst 3.2 138 140 144 0.4 104 103 103 
Far East 3.5 134 142 142 1.3 107 111 109 

Centrally-planned econanies 2.0 124 124 129 0.5 107 106 109 
Asia 3.1 136 141 147 1.5 115 117 120 
&lrq>e 1.1 115 113 117 0.3 106 104 106 

Source, Department of International Economic ard Social Affairs of the United 
Nations Secretariat, based on FAO data. 

!/ All edible camnodities that contain nutrients net of intermediate use, 
such as seed ard animal feed. 

!?/ Average annual growth rate for 1971-1981, obtained as the slope of a 
regression line fitted to the data. 

QI Including Israel, Malta and Yugoslavia . 

g/ &<eluding Israel, Malta ard Yugoslavia. The PAD regional groll)ing used 
in the table is as follows• •Africa• excludes South Africa, &Jypt, the Libyan Arab 
Jamahiriya and SUdanJ •1.aun America• irx:ludes the caribbeanJ •Near East• irx:ludes 
Afghanistan, Bahrain, Cyprus, Democratic Yemen, &Jypt, Iran, Iraq, Jordan, Kuwait, 
Lebanon, the IJ.byan Arab Jamahiriya, Onan, Qatar, Saudi Arabia, Sudan, the Syrian 
Arab Republic, Turkey, the United Arab Emirates aoo Yemen, •Par East• irx:ludes 
Ban]ladesh, Bhutan, Brunei, airma, Democratic Kampuchea, East Timor, India, 
Indonesia, the Lao People's Democratic Republic, Malaysia, Maldives, Nepal, 
Pakistan, the Philippines, the Republic of ~rea, Singapore, Sri Lanka and 
Thailand, and also includes the territory of Hon] Kong ard the Chinese territory of 
Macao. 
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/part from the need for food aid to meet present and future emergencies, there 
continues to be a need for the kind of agricultural assistance that will raise 
nutritional levels in many developing countries to acceptable levels. After the 
substantial iocreases over a number of years in the international resource 
commitments to food and agriculture, there has recently been a slow-down in the 
growth of food assistaoce. For example, shipments of food aid in cereals increased 
from 8.9 million tons in 1980/81 to only 9.0 million tons in 1981/82, and 
allocation, for 1982/83 are for 9.4 million tons. ~ile the bulk of this aid is 
flowing to the food-aid priority countries, because of their growing population the 
share of their cereal imports covered by aid has been slipping to 18 per cent in 
1981/82 from an average of 24 per cent in the three preceding crop years. 

In view of the above developments, many countries, especially the low-irx:ome 
food-deficit countries in Africa, were forced to divert scarce foreign exchange to 
importing cereals, often at the expense of their development programmes. Foreign 
exchange shortages were aggravated by the very weak prices these countries received 
for their cormnodity exports. Sioce these prices are not expected to stage a strong 
recovery in 1983, foreign exchange constraints will continue to limit severely the 
ability of these countries to relieve food stx>rtages. The need for substantial 
food aid from the international community will therefore become more urgent. 

The overall favourable performance of world agriculture in 1982 resulted in 
substantial net additions to stocks, especially for cereals which increased from 
231 to 275 million tons (see table III-13). The distribution of these stocks 
reflected the varied situation of individual countries. In fact, the total 
increase in global stocks was accounted for by North America arxl fully 39 million 
tons of the increment was in coarse grains, which are not for direct human 
consumption. On the other hand, carry-over stocks in the developing countries 
increased by only 4 l/2 million tons and remained unchanged in China and the USSR. 
The latter's stocks of cereals were estimated to be less than half their 1979 level. 

Forecasts for 1982/83 prepared by FAD show a further increase of 51 million 
tons in the carry-over stocks of cereals in the United States am a total iocrease 
in global stocks of 55 million tons - about 70 per cent in coarse grains. 12/ This 
would raise total cereal stocks to be 21 per cent of consumption - above the 
average of the previous decade, but not that of the 1960s. Whereas throughout !!¥)St 
of the post-war period stocks were held primarily by the major exporters to smooth 
fluctuations in world markets and thereby assure price stability, the present high 
United States inventories reflect the difficult conditions of the farming industry 
in that country. 

In 1982, prices received by farmers in the United States were only 3 per cent 
higher than in 1979, whilst the cost of their primary and intermediate inputs, 
includir¥J financir¥J arxl fiscal charges, had risen by over one fourth. Although 
government loans against crop collateral initially alleviated the farmers' 
situation, the prolonged slide in real prices forced many farmers into default, 
which accelerated the build-up of government-held surpluses and added to government 
expenditures. Policy-makers are therefore now seeking to reduce surpluses by a 
scheme under which farmers would be paid cash subsidies for agreeing to take 
20 per cent of their acreage out of production and would receive conunodities from 
the government reserve if they agreed to take out another 30 per cent. The scheme 
is proving effective in reducing the acreage planted aoo might have an appreciable 
impact on stocks and marketed supplies in 1984. On the other hand, there are 
long-term risks in the present policy, especially if the prolonged setting aside of 
acreage were to be conpounded by any adverse climatic factors . 

-95-



Table llI-13. world stocks and trade in cereals, 1979-1983 

(Million tons) 

Stocks~ 

Countr~ grou2 !/ 1979 !ill. 1981 .!lli ':./ 1983 ~/ 

world 273 256 231 275 330 

Developed market economies 147 141 120 163 217 

North America 95 92 75 120 174 

Western Europe 28 26 26 24 

Australia 6 s 3 3 l 

Other 18 18 16 16 

Developing countries 50 46 51 55 55 

Africa 5 4 5 7 6 

Latin America 7 6 10 10 11 

Near East 6 8 9 9 9 

Far East 33 28 28 3l 32 

Centrally planned economie11 !/ 76 69 61 57 58 

Ex~rts y ImEQrts !/ 
1980 .!1.!!.! !ill.£! ~ 1981 ~£/ 

world 208 215 203 207 215 203 

Developed market economies 178 180 167 57 59 56 

North America 139 139 130 2 l l 

Western Europe i/ 21 21 22 29 30 28 

Australia ]3 15 10 

Japan l 1 25 24 24 

Other 4 4 5 1 4 3 

Developing countries 25 30 32 85 84 89 

Africa 1 l 1 24 24 24 

Latin America 14 19 21 27 19 22 

Near East 1 1 24 28 30 

Far East 9 11 10 10 13 13 

Centrally planned economies 6 s 4 65 73 58 

USSR 1 l l 35 45 34 

China 1 1 l 14 u 16 

Other 4 3 2 16 14 8 

Sources Department of International Economic and Social Affairs of the United 
Nations Secretariat, based on Food and Agriculture Organization of the United 
Nations, Food outlook, 1982, No. 11/12 and 1983, Nol, land 2, and FAO Monthly 
Bulletin of Statiatics, 1982, No. 10. 

~/ Coverage of regional groupings ar. in table III-12. 

~ Carry-over stocks for crop yea1s ending in the year given. 

£1 Preliminary. 

~ Forecast. 

!f USSR and China only. 

y Export and import data refer to crop years starting in the year shown in 
column heading, except for rice on a mill.e<l b~sia, for which data refer to the 
calendar year of the year shown. Cereals include wheat, coarse grains and rice on 
a milled basis. The data include the wheat equivalent of wheat flour. Components 
may not add to totals because of roundinq. 

fJ1 E><clude1 intra-EEC trade. 
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Another factor behind the increase in global stocks of cereals was the fact 
that consumption grew by less than population. This largely stemmed from a 
weakening in the demand for feed grains caused by a shift towards less expensive 
substitutes, the effect on demand of the world recession, balance-of-payments 
difficulties in many food importers and the well below-plan grain harvest in the 
Soviet Union. The stx:>rtfall there was not fully compensated through inports. A 
change in these factors might lead to a sharp increase in cereal consunption, which 
could reverse the apparently favourable stock position in due course. 

In view of these considerations, a situation in which the security of 
international grain supplies depends upon the major exporter holding stocks at a 
higher level than it perceives to be prudent continues to be inherently unstable. 
It would, then, be expedient for major inporting countries, both market and 
centrally planned, to build up their inventories, especially at this time of low 
prices. However, foreign exchange constraints or inadequate storage and transport 
facilities have prevented many countries from pursuing this objective. 
Nevertheless, a solution to the present instability in cereal markets would require 
individual countries to pursue such a policy. Moreover, internationally 
co-ordinated efforts are needed to reduce the instability in world markets that 
results from large swings in the levels of stocks held by individual countries. 

The figures for trade in food products given in table III-14 illustrate 
several unsatisfactory features of the recent agricultural situation. With greater 
international specialization, the volume of trade in food products could be 
expected to expand. However, many of these countries that have becane dependent or 
irx:reased their dependence on net inports of food were in a weak position to 
finance these inports by increases in their export earnings from other 
cormnodities. In the 1970s, the developing countries, except those in the Far East, 
and the centrally-planned economies saw their food inports grow more r~idly than 
their exports. The situation in Africa was especially grave as the volume of its 
food exports in 1981 was 25 per cent below the average for 1969-1971, whilst that 
of its imports was 169 per cent higher. Foreign exchange constraints make it 
doubtful whether past inport levels can be maintained in Africa - and many other 
developing countries - and in several planned ecooomies. On the other hand, the 
developed market economies have seen their food exports grow more rapidly than 
their food imports. Moreover, a sustained expansion of demand from the world's 
largest food- inporting region, Western Fllrope, is also uncertain. 

Because of these considerations, the possibility of disposing of the future 
surpluses of the major net exporting areas, primarily Australia and ?brth America, 
cannot be thought of as encouraging. Indeed, the main focus of attention in 
current discussions on agricultural trade is the reconciliation of the agricultural 
policies of the European F.conomic Conununity and Japan with the export needs of the 
united States. This has become an increasingly contentious issue for some 
developing countries too. 
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Table III-14. Trade volume in food products, !/ 
1971-1981 indices and trends 

(1969-1971 ... 100) 

Exports 
Growth Growth 

Imports 

Country group,!?/ trend £! 1979 1980 1981 trend £! 1979 1980 1981 

Ievelc.ped market economies 6.3 183 204 211 2.3 134 132 133 
North America 7.5 210 240 247 0.6 114 107 114 
Western &Jrc.pe 6.2 178 193 205 2.3 134 135 132 
Oceania 3.6 142 161 143 2.0 129 128 130 

I:evelc.ping countries 2.s 128 125 138 9.3 210 252 263 
Africa -3.9 77 77 75 9.6 216 248 269 
Latin America 3.3 132 121 141 10.6 227 291 289 
Near East 3.5 132 124 154 13.3 301 360 401 
Far Jmst 6.5 183 196 207 5.9 151 178 178 

Centrally-planned economies - 1.1 95 94 90 7.0 205 224 249 
Asia -1.l 106 110 97 7.3 209 208 211 
Europe -1.0 92 88 88 6.9 204 229 260 

Sourcea Department of International E:onornic and Social Affairs of the United 
Nations Secretariat, based on Food and Agriculture Organization of the United 
Nations, FAO Trade Yearbook, vol. 35 (1982). 

!f Food products excluding fish. The trade volume indices are of the 
Laspeyres type with 1969-71 average unit value weights. 

,!y Coverage of regional groupings as in table III-12. 

£1 Average annual growth rate for 1971-1981, obtained as the slc.pe of a 
regression line fitted to the data. 
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Weakening energy demand in world markets 

The intensification of the global econanic recession in 1982 reduced total 
energy demaoo, which affected prices aoo led to some cutbacks in production levels 
for the third consecutive year. These cutbacks were, though, not deep enough to 
maintain energy price stability. Total primary energy production declined by al:out 
2.6 per cent - slightly less than the contraction in 1981. While the levels of 
output of oil aoo natural gas contracted by about 6 aoo 3.3 per cent respectively, 
that of coal rose by 3.4 per cent. These magnitudes suggest that further shifts in 
the world energy balan::e occurred in 19821 because of the sluggishness of the 
projected recovery in consuming countries, they are expected to continue in the 
near future. 

Dernaoo was perhaps the crucial determinant of the state of world energy 
markets in 1982. E\Jrther conservation measures as well as the substitution of coal 
for other primary fuels, irrplemented in response to the 1979-80 oil price rise, 
intensified the reduction in demand brought about by sluggish economic activity in 
energy-using sectors, particularly cement aoo electricity generation. As a result, 
the energy intensity of GDP declined further: in the industrial countries, energy 
use relative to GDP has fallen by as m~h as 16 per cent from 1973 to 1981. 

'lbtal world production of coal inched up in 1982, primarily because in Poland 
output recovered from its amormally low level of 1981 and in tt.e United States it 
increased slightly. Since world coal trade dropped sharply, a substantial 
accumulation of inventories took place. After having risen by 9 per cent in 1981, 
exports of steam coal decreased in 1982, as weak .E>..Jrcpean consW1ption was not 
offset by the strength of Far Eastern demaoo. 'l'tle drop in exports was very sharp 
for the United States,~ owing to Poland's re~ntering the Western Ellropean 
market and the dollar's appreciation, which gave a pronounced competitive edge to 
other exporters, and South Africa in particular. 

World output of natural gas contracted by 3.3 per cent in 1982 owing to a 
variety of factors, in::luding goverrunent pricing policies, downward revisions of 
investment programmes, receding oil output aoo the overall decline in energy 
demand. With the exceptions of Mexico and the Soviet Union, output declined 
throughout the world, particularly in Western Europe. 

The weakness in the overall market for energy had its greatest effect on 
petroleum. The drastic reduction in the level of world oil consumption since 1980 
reflects both the vigour of conservation and substitution efforts undertaken in 
reaction to past oil price hikes and the slow-down in the pace of world economic 
activity. In spite of sizeable production cutbacks by OP~ member countries, the 
world oil industry experierced a substantial uooerutilization of refining and 
production capacity, I!./ falling prices, shrinking revenues and increasing 
uncertainty over future demand and price. 

In the past three years, world oil consumption has dropped steadily: in 1982, 
it declined by 3.3 per cent to 58.4 mbd bringing the contraction from the 1979 peak 
of 65 mtxl to 10 per cent (see table III-15). As in the previous year, the 
developed market economies accounted for the bulk of the contraction (about 
80 per cent in 1982). However, the reduction in the level of oil consumption of 
the develcping economies of between 3 per cent and 4 per cent in 1982 is 
particularly noteworthy since it may signal a break in their lol'l3 - term pattern of 
oil use.~ 
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Table III-15. World oil production y aoo consumption, 1979-1982 

(Million barrels per day) 

1979 1980 1981 19 82 !?/ 

Production 

Developed market economies 14.3 14.4 14.4 14.6 
tbrth America 11.6 11.6 11.5 11.4 
Western Europe 2.3 2.5 2.6 2.8 

~veloping market econanies 36.5 34.0 30.4 27.4 
OPEC member countries 31.8 28.0 23.6 19.5 

of whidu crude oil 30.9 21.0 22.5 18.6 
Mexico 1. 5 1.9 2.4 2.7 

Centrally-planned econanies 14.4 14.6 14. 6 14. 7 
USSR 11.8 12.1 12.1 12.3 

World total 65. 2 63.0 60.2 56. 7 
of which s crude oil 62. 8 60.0 55. 9 53.2 

CbnslDTJ)t ion 

Developed market economies 40.6 38.7 36.0 34.4 
United States 18.5 17.0 16.0 15.4 
Western Europe 14.5 13.8 12.8 12.3 
Japan 5.2 4.7 4.4 4.2 

Developing market economies 10.6 11.6 11.s 11.1 

Centrally-planned econanies 13.5 13.3 12.9 12.9 

Total 64. 7 63. 6 60.4 58.4 

Source: Department of International B::onomic and Social Affairs of the United 
Nations Secretariat, based on Oil aoo Gas Journal, United States Department of 
Energy, M>nthly Energy Ieview, and OECD, International Energy Jlgency, World Energy 
OJtlook, 1982. 

y Including natural gas liquids. 

!?/ Preliminary. 
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In the 1970s, oil consunption in the energy-inporting develq,ing countries 
rose steadily: at an average annual rate of 5.1 per cent during 1974-1981, in 
contrast to only 0.4 per cent in the industrial countries. Based on the long-held 
view that growth in oil consumption in the developing countries will not fall below 
a minimum of 4-5 per cent a year, global oil demand was expected to keep expanding 
even if demand in the developed countries were to contract steadily. The 
1982 experieoce conflicts with this view and does not appear to be a tenporary 
phenomenon e1:Pecially as several large developiDJ country importers of petroleum 
have made substantial progress in their conservation efforts. Most forecasts of 
world oil demand will accordingly need to be revised downward. 

In addition to the sharp reduction in global oil consunption, a marked rundown 
in the stocks of the industrial countries in 1982 also played an important, 
although less decisive, role in curbiDJ demand and thus in intensifying pressure on 
prices. Inventories were liquidated very rapidly in the first half of the year 
because of high interest rates, large world surpluses of crude oil, tankers and 
refining capacity; and the growing expectation that oil prices would fall even 
further. Ebr the year as a whole, the inventories were run down by roughly the 
volume that in 19 81 was held in excess of normal requirements. W 

Since the end of the year, inventories have remained at normal levels and so 
current spot market prices can be considered as reflecting the underlying 
demand/supply balarx::e, and therefore as being good indicators of official oil 
prices in the near future. The substantial drop in spot prices in the first 
quarter of 1982 was directly related to de-stocking and the sharp upswiDJ in the 
amount of Soviet oil exported to the market ecooomies. iQ/ Af. ter recovering in 
April, 1:POt oil prices stabilized until year-end at an average of around $32 a 
barrel for Arabian Light and $33 . 60 a barrel for higher quality Africarv'North Sea 
oil. In early 1983, downward price pressures gathered sane momentum. The price 
stability of 1982 was achi eved because the burden of the adjustment to weak demand 
was borne by supply, in some contrast to develq>ments in other primary contnodity 
markets where prices have fallen sharply. 

World output of petroleum declined by 6 per cent in 1982 to an average of 
56.7 rnl:xl or 13 per cent below the 1979 peak of 65 ml:rl. As in recent years, OPEC 
members bore the brunt of this adjustment; their canbined output of crude and 
liquids fell by 17.3 per cent to 19.5 ml:xl, a decline of about 40 per cent from the 
1979 peak of 31 mbd. output on balaoce stagnated in North America and the 
centrally-planned ecooomies, but in other major producers, particularly Mexico and 
Western &lrq,e, it increased significantly. 

At the present time, it is rather difficult to assess future oil price 
develq>ments. The dominant view is that nominal oil prices will at most remain 
unchanged for the foreseeable future but that in the stx>rt run they are more likely 
to fall. However, if such views caused a slackening of the drive towards energy 
conservation and substitution, they could prepare the ground for further unexpected 
oil price increases, especially if the levels of inventories remain relatively low. 

The near-term outlook for stable oil prices hinges largely on the pricing and 
production policy of OPFI; members, although their share in world supply has 
contracted markedly. In view of sluggish demand and tightening finarx:ial 
constraints, these countries have to choose between lowering prices to elicit 
demand and curbing production levels. ~ile the options are rather clear, the 
alternative outcomes are not since there is considerable uncertainty about the 
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output and pricing policies of other producers and, most inportantly, about row 
erratic will be fluctuations in world demard for oil. 

Recent experience indicates that world oil demand can oscillate quite widely 
in the soort run. In the post-war period, consumption rose steadily until 1975, 
when it fell by about 2 per cent, it then rebounded sharply in 1976 and grew 
gradually until 19791 in 1980, it once again reversed course ard began to fall 
rapidly. In other words, fluctuations in aggregate oil consunption went through 
two different cycles in the last ten years generally parallelling those in the 
level of economic activity in the industrial economies. In the last three years, 
however, this relationship appears to have been invalidated as the positive, albeit 
modest growth in the industrial countries was achieved without increasing oil 
consumption. For example, while the absolute level of economic activity iocreased 
by about 2. 6 per cent between 1979 and 1981, oil consunption actually dropped by 
14.4 per cent. This recent experience raises questions atx:>ut the nature al'Y:l 
stability of the link between oil demand and aggregate economic growth. 

Another important factor determining the demand for oil is the cumulative 
influence of conservation and substitution measures taken in response to price 
shifts. To forecast the future levels of demard for oil is, then, a very uncertain 
undertaking, requiring an assessment of the results of past and future investment 
in conservation and in the research and development of new energy-saving 
technologies. These investment efforts were intensified in the first half of the 
1970s and then at the erd of the decade because of the shifts in oil prices. The 
results of the research and development efforts are still being assessed and 
applied and steps to conserve energy are continually being taken. Moreover, the 
evidence is that although the present level of energy prices has deter red 
investment in several new capital-intensive projects to produce synthetic energy, 
there is still a considerable incentive to invest in energy-saving technologies. 
Little, though, is known atx:>ut the future direction ard results of this research, 
and, in particular, about how it will be affected by future price trends. In view 
of these considerations, a tentative overall cooclusion would be that, although 
part of the drop in demand for energy was caused by the present recession, a 
considerable part was also produced by past investments in conservation ard 
research and development and that, although these efforts might slacken somewhat in 
the medium term because of expectations of weak prices, the lagged effect of past 
efforts will continue to restrain energy consunption during that period. 

F.arly results of a study of the oil market suggest that in industrial 
countries as much as 40 per cent of the drop in oil consunption was of a structural 
or permanent nature - that is, predaninantly caused by energy conservation arrl 
substitution and the adoption of energy-saving technologies.!!/ This would lend 
support to the view that the modest recovery in ecoromic activity forecast for 1983 
for the irdustrial countries is unlikely to reverse the present excess sa.pply of 
oil especially if, as expected, recovery in energy-intensive sectors (such as 
auto1TK>biles, steel and chemicals} takes place with some lag. 

Under these conditions of weak demard ard stable inventories, aggregate oil 
production would have to be kept at its 1982 level of 53. 2 mbd in order to match 
total demand. Any irx:rease in the output of non-OPEC producers, which could be 
expected to be 1 mbd, would have to be offset by lower OPEC production levels if 
the group were not to see a fall in prices. 
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Notes 

.!/ Belgium, Canada, the Federal Republic of Germany, Italy, Iceland, 
Luxembourg, the Netherlands, New Zealand, Sweden, Switzerland and the United States. 

Y Austria, Greece, N:>rway, South Africa and the United Kir¥Jdorn. 

1J The present recession in North America was far more severe than that of 
1975, when output slackened by less than half the 1982 rate. 

Y Fran::e, Greece, New Zealand and Spain. 

11 Cespite the expansionary monetary policy in the United States towards the 
latter half of 1982, the after-effects of the earlier constriction remained severe 
for many countries. In spite of small inflationary pressures in Japan, monetary 
policy was relatively tight to protect the yen and therefore entailed high real 
rates of interest. Fbr much the same reason, the Federal Republic of Germany and 
the United Kingdom followed cautiously acconunodating policies as money supply 
growth remained at or slightly below the upper targets. In France and Italy, on 
the other hand, in view of relatively high inflation rates, monetary policy 
moderately tightened towards the end of 1982 to relieve exchar¥Je rate pressures 
within the European Monetary System (&IS). The monetary policy of the smaller 
E>..trq,ean countries belor¥Jing to the EMS more or less followed the Federal 
Republic's. 

2/ The real interest rate equals the nominal interest rates net of 
inflationary expectations, which, however, cannot be observed. The deflation of 
nominal interest rates with the char¥]e in the GNP deflater therefore yields only an 
approximation of real interest rates as perceived in financial markets. 

]/ But in some of the smaller countries, including Greece am Ire lam, 
negative real interest rates prevailed for most of 1982. 

!!/ With a given increase in money supply during a recession, idle money 
balarces tend to flow into financial markets, where yields and hence interest rates 
come under pressure. This is normally reinforced by the flow of private funds 
withheld from new capital assets. Since in a recessionary environment the fall in 
nominal interest rates usually exceeds the reduction in inflation, real interest 
rates then tend to be very small or even negative. 

2/ Belgium, the Federal Republic of Germany, Japan arrl the United Kir¥Jdan 
were irrportant exceptions. 

10/ Debt-service ratios for Demark arrl Ireland are the highest among the 
develq,ed market economies. 

!Y Canada, Frarx::e and the United States had on balarx::e an expansionary 
fiscal policy, while in the other major countries it was contractionary (see OECTl, 
&:oromic Outlook, December 1982, pp. 22-25) • 

gJ Other countries (irx::luding Australia, the Netherlams, New zealand and 
Norway) also reduced personal income taxes am granted various fiscal irx::entives to 
business investment and construction. 
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f!J Rather than benefiting current consunt>tions, the personal i~ome 
i~rements may have been used to rebuild cash positions in response to the decline 
of real household wealth during the preceding two years. 

MJ Residential investment in real terms decreased by an annual rate of 
10.9 per cent and production of vehicles and parts by 10.2 per cent during 1982. 
However, the decline in nominal interest rates and the very favourable financing 
rates set for new car purchases led to an appreciable increase in housing starts 
and automobile sales towards year-end. 

]2/ The standard deviation of these countries' growth rates increased in 1982 
to 2.2 from 1.7 in 1981. 

W Arnor¥J the major seven industrial economies, trade's contribution to 
growth was negative in France, the United Kingdom and the United States, its 
positive contribution in the case of Canada resulted mainly from a sharp reduction 
in inport voll.Ulle, but in the case of other countries from export quantum gains. 

17/ In the United States' manufacturing sector, for example, the rate of 
increase in gross hourly earnings fell from nearly 10 per cent in 1981 to an 
estirna':ed 6.4 per cent in 1982. The drop, although less pronounced, also occurred 
in other sectors, including construction, mining and services. 

W In the Federal Republic of Germany, for example, insolvencies in the 
first half of 1982 were 40 per cent higher than a year earlier. In the United 
Kingdom, the corresponding rate was 35 per cent or 63 per cent over 1980 levels 
(Financial Times, 6 January 1983). In the United States, business failure in 1982 
exceeded 25,000 which was roughly 50 per cent higher than in the preceding year 
(U.in and Bradstreet, Weekly Business Failures (few York), various issues) • 

.!V Also exceedingly modest in comparison with the mid-1970s. The 
2.8 per cent average drop, with a standard deviation of 4.3, in the rate of change 
in consumer prices in 1982 for the major economies contrasts with a 1.9 per cent 
drop, although with a standard deviation of 5.7 in 1975, when these countries 
followed acconvnodating fiscal and monetary policies, excluding the United Kingdan, 
where inflation actually increased in 1975, the average drop was 3.5 percentage 
points with a standard deviation of 4.2 • 

.!QI World B::onomic &lrvey 1981-1982 (United Nations publication, Sales 
No. E.82.II.C.l), pp. 15-17. 

W Tax-induced non-wage labour costs did, though, increase in a number of 
countries. ( See E. van Iennep, "Getting the balance right", OEa:> Observer, 1982, 
No. 11, pp. 4-5.) 

W Albania, Bulgaria, Czechoslovakia, the German Democratic Republic, 
Hu113ary, Poland and Ibnania. 

W The aggregate growth of the European centrally-planned economies and 
China of 2.5 per cent in 1982 appears to have been surpassed sanewhat by the other 
planned economies. However, the result for the group as a woole is not likely to 
exceed the cited magnitude. 
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W Fbr a more comprehensive analysis of these plans in the context of the 
current world economic situation arrl long-term growth prospects of the European 
planned economies, see ''Medium-term growth and trade in the light of the 
socio-economic development plans of Eastern Europe and the Union of the Soviet 
Socialist Republics for 1981-1985", Supplement to World Economic Survey 1981-1982 
(lhited Nations publication, Sales No. E.82.II.C.2), pp. 20-27 . 

y See, for instaooe, the recent statement by N. Ceausescu, Secretary-General 
of the Romanian Communist Party, in Scinteia (Bucharest), 17 December 1982. 

~ As the USSR 's plan fulfilment report notes, "shortcomings of labour, 
material and technical supplies, fluctuations in transport services and 
interrtptions of energy supplies in various regions of the country" constrained 
growth (Pravda (J.bscow), 23 January 1983). 

E.J These problems are being increasingly recognized. As an illustration, 
Mr. Y. v. Andropov, the new Secretary-General of the Communist Party of the USSR, 
recently emphasized the central inportaooe of solving economic and organizational 
problems that are depressing productivity (see Konununist (Moscow), 1982, No. 17, 
pp. 15-16) • 

1!!f However, the German Democratic Republic again succeeded with very 
ambitious conservation measures. In industry, for example, the specific 
consumption of important energy and other primary materials decreased by over 
6 per cent and, in consequerce, the material cost of production per unit of output 
value declined by 2.6 per cent (Neues Deutschland (Berlin) , 15-16 January 1983). 

m The case of Poland, of course, is exceptional as the sharp contraction in 
output levels of the last two years was passed through also to consumption. Fixed 
iooome earners were particularly strongly affected . Fbr a recent commentary on the 
dilermna this poses for socialist policy makers, see the interviews with 
Cz. B:>browski in Zycie warszawy (Warsaw), 1-2 January 1983 and J. &>rdos in Zycie 
Gospodarcze (Warsaw), 1983, It>. 1, pp. 1, 4. 

lQ/ In fact, in several countries rationing of a nt1t1ber of foodstuffs and 
other consumer goods remained in effect or was reinforced in the course of the year. 

~ If realized, this would yield the level envisaged in the current 
five-year plan. 

32/ The HuN;;Jarian 1983 plan slates a 3 to 4 per cent decrease in aggregate 
domestic uses comprising a 10 per cent cut in investments and 0.5 to 1 per cent 
decrease in private consumption relative to anticipated 1982 levels . Average real 
iooomes in 1983 will surpass, but real wages will drop below the corresponding 1980 
levels (Nepszabadsag (9..tdapest), 3 December 1982). 

~ Because of the delayed passing through of world market prices in the 
intra-Q1EA trade price formula, energy prices in the group will rise by arx>ther 
17 to 20 per cent to reflect 1978-1982 average world prices. Sioce the world 
energy prices of 1981-1982 considerably surpass those of 1977-1978, intra-Q.1EA oil 
prices will remain below current world levels in 1983. 

lY 'lbe high 1982 global food output stenuned in part from the fact that the 
acreage withdrawn from the production of non-food agricultural commodities because 
of depressed prices had largely been devoted to foodstuff production. 
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W Rice stcx:ks are expected to decrease by aoout 3 million tons primarily 
because of the setback in Indonesia's harvest. 

1&j tl'lited States coal exports totalled 96.4 million tons, 5 . 6 per cent less 
than in 1981. 

BJ current surplus refining capacity in Europe is aoout 40 per cent 
(Petroleum Intelligen:e Weekly, 22 lt>vember 1982) 1 in OPF.C alone, it amounts to 
aoout 5 mbd (see Petroleum Intelligence Weekly, 8 November 1982). 

~ In the first half of 1982, for example, consunption fell by 4.5 per cent 
in Brazil, 7 per cent in the Republic of Korea, 10 per cent in Thailand and 
6 per cent in the Philippines (Petroleum Intelligen:e Weekly, 15 lt>vember 198 2). 
In contrast, the oil exporters increased consumption in 1982, albeit at a slower 
pace than in the past. 

~ Oil stocks peaked at 127 days of consumption in rnid-1981. At the end of 
1982, total crude and product stocks amounted to 113 days of consunption, which 
compared with just 97 days in early 1979, seems to be quite adequate in view of 
probable oil price develq:>ments. See Petroleum Intelligen::e Weekly, 
18 October 19 82. 

~ Net exports of crude and products increased by 0.4 mbd or 26 per cent in 
the first half of 1982 compared with the corresponding period a year earlier (see 
Petroleum Intelliqerx:e Weekly, 6 December 1982). 

!!/ These results are based on an aggregate econanetric model of oil 
consumption behaviour in the OECD countries. The model was constructed in the 
Department of International .Ebonomic and Scx::ial Affairs of the United Nations 
Secretariat and was estimated, using quarterly data, over the 1971-1981 period. 
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