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PREFACE 

After the most protracted global economic recession since the 1930s, the prospects for 
sustained and broad-based growth are still not satisfactory. This unresolved issue is the 
focus of the World Economic Survey 1984. 

A major development in 1983 was the recovery in North America. The recovery of 
the developed market economies as a whole is expected to become more widespread this 
year, but further strengthening beyond 1984 is uncertain. Much will depend on the fiscal 
policy stances of the major countries. High interest rates are a major issue, of concern 
to the entire international community. 

The performance of the centrally planned economies improved in 1983, yet remained 
on the whole well below post-war trends . 

The developing countries as a group registered no economic growth in 1983, and the 
prospects for an early resumption of rapid growth are dim. The difficult international reserve 
position of low-income countries and payments problems of highly indebted countries are 
key concerns. The decline in investment that has occurred since 1981 in many countries, 
partly as a consequence of severe import constraints, is slowing down the process of struc
tural adjustment. It is notable that several Asian countries, facing less severe payments 
pressures, were able to sustain their restructuring efforts and achieve relatively strong 
economic growth. The limited but successful experience with supply-oriented structural 
adjustment programmes deserves appropriate recognition at the policy level, nationally 
and internationally. · 

The situation in sub-Saharan Africa is most serious. These countries have experienced 
no economic growth so far this decade. Drought conditions were widespread in 1983 and 
critical food shortages are being experienced in many counties. 

Trade among developing countries appears to have contracted substantially in 1983, an 
indication of the interregional impact of setbacks in the formerly rapidly growing developing 
regions. 

World trade itself failed to pick up in 1983, which was atypical of any recovery phase 
in past decades. The protectionist trend of recent years accelerated last year, and there 
are fears that trade restrictions could become even more widespread in 1984, rather than 
abate with the current recovery. The strength of world trade will also depend on the ade
quacy of international liquidity. 
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The current situation thus gives rise to a number of specific policy measures which are 
summarized in the concluding section of chapter I. At this juncture, the importance of 
greater international economic co-operation cannot be over-emphasized. The prolonged 
world recession has left a difficult legacy. In many developing countries, per capita in
come at mid-decade will be below its level at the start of the decade. Co-operation in key 
policy areas, such as financial flows, debt and trade, is most urgent for an early reactiva
tion of development. 

The Survey was prepared in the General Analysis and Policies Division of the Depart
ment of International Economic and Social Affairs, on the basis of infonnation available 
as of 31 March 1984. A supplement to the Survey, which includes a study on economic 
co-operation among developing countries, will be published later this year. 

It is hoped that in addition to supporting the work of the Economic and Social Council 
and other United Nations bodies, the World Economic Survey 1984 will be of interest to 
Govenunents and the general public. 
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EXPLANATORY NOTES 

The 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"($) United States dollars, 
unless otherwise stated. 

Annual rates of growth or change, unless otherwise stated, refer to annual compound 
rates. In most cases, the growth rates forecast for 1984 and 1985 are rounded to the nearest 
half of a percentage point. 

Details and percentages in tables do not necessarily add to totals, becau~e of rounding. 

The following acronyms and abbreviations have been used: 

CMEA Council for Mutual Economic Assistance 

DAC Development Assistance Committee of the Organisation for 

Economic Co-operation and Development 

EEC 

FAO 

GATT 

GDP 

GNP 

IDA 

IMF 

LINK 

European Economic Community 

Food and Agriculture Organization of the United Nations 

General Agreement on Tariffs and Trade 

Gross domestic product 

Gross national product 

International Development Association 

International Monetary Fund 

International Research Group of Econometric Model Builders 
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Net material product NMP 

ODA 

OECD 

OPEC 

SOR 

Official development assistance 

Organisation for Economic Co-operation and Development 

Organization of Petroleum Exporting Countries 

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. 

The 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: 

Developed market economies: 

Developing countries: 

China, Eastern Europe and Union of 
Soviet Socialist Republics 

North America, southern and western 
Europe (excluding Cyprus, Malta and 
Yugoslavia), Australia, Japan, New 
Zealand and South Africa 

Latin America and the Caribbean area, 
Africa ( other than South Africa), 
Asia (excluding Japan) and Cyprus, 
Malta and Yugoslavia 

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

Capital surplus countries: Brunei, Islamic Republic of Iran, Iraq, 
Kuwait, Libyan Arab Jamahiriya, Qatar, 
Saudi Arabia and United Arab Emirates 

Deficit countries (or capital-importing countries), subdivided into the following two 
subgroups: 
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Other net energy exponers: 

Net energy imponers: 

Algeria, Angola, Bahrain, Bolivia, 
Cameroon, Congo, Ecuador, Egypt, 
Gabon, Indonesia, Malaysia, Mexico, 
Nigeria, Oman, Peru, Syrian Arab 
Republic, Trinidad and Tobago, Tunisia 
and Venezuela (in the text these 
countries are identified as the deficit 
energy exporters) 

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 

WORLD ECONOMIC CONDfflONS: RECENT TRENDS AND PROSPECTS 

1983-1984: Uneven recovery in world output 

While a reversal of recessionary trends began in 1983, recovery has not become general. 
There are contradictory influences at work in the world economy making for a diversity 
of experience among regions. Some parts of the world, especially North America and some 
developing countries of South and East Asia, are now experiencing quite a rapid pace of 
advance in income and output. Economic growth in the centrally planned economies has 
also accelerated, though its rate generally remains at a lower level than in past years. But 
most developing countries are beset by problems which seriously hinder their prospects 
for vigorous reactivation of development; and recovery in Western Europe has so far been 
weak. World output appears to have expanded at a rate of about 2 per cent in 1983, and 
may accelerate to between 3.5 and 4 per cent in 1984 and 1985 (see table 1-1). While 
these rates are markedly higher than those attained in the first three years of the decade, 
they are modest for a period of economic recovery. 

Table 1-1. Growth of world output and trade, 1978-1985 

(Percentage) 

1978 1979 1980 1981 1982 1983° 1984b 1985b 

Gross domestic product 

World 4.5 3.4 2.0 1.7 0.8 2.2 4 3.5 

Developing countries 4.1 5.0 3.2 1.6 0.5 0.0 3.5 3.5 

Developed market 
c.:conomies 4.0 3.1 1.2 1.5 -0.2 2.0 4 3 

Centrally planned 
economics" 6.2 3.1 3.7 2.4 3.7 4.3 4 4 

International trade 

World impons 5.5 5.2 1.2 1.6 -0.7 0.6 4 5 

Sow-ce: Oepartmcnl of International Econoouc and Social Affairs of the United Nations Secretanat. 

: Prclun1111ry C$1UllllCS, 
Forec:a.11 

c Net 1tW1Uia1 product. 
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The differences in perfonnance among regions derive in no small part from the ef
fects on each of the policies and trends at work in the others; the present effects of in
terdependence combine less to induce a shared and concurrent improvement than to generate 
considerable divergences in performance. While the upswing in North America has been 
exerting a decidedly expansionary influence on the exports of other countries, the un
characteristically high interest rates prevailing in the United States have aggravated the 
debt-servicmg burden of indebted developing countries and limited the room for pursuit 
of less restrictive policies in Western Europe. The severe deflation of economic activity 
in the indebted developing countries, implemented to accommodate debt service payments 
in their external accounts, has diminished the threat to the commercial banking system 
of developed countries, but this has been accomplished at the cost of greatly reduced im
ports. As numerous other developing countries have also experienced serious payments 
difficulties stemming from weak demand for oil and other primary commodities, and ag
gravated in some areas by drought, these countries generally have exerted a strong defla
tionary influence on world trade. This has again contributed to the limited recovery in 
Western Europe, a fact which goes far to explain the lack of a robust revival in primary 
commodity prices. 

The situation in much of the developing world remains deeply troubling. Many coun
tries are emerging from the recession with a legacy of difficulties which will not be dissipated 
by recovery elsewhere. The aftermath of a pervasive drought has left many sub-Saharan 
African countries with a very precarious payments position. Debt-service ratios, particularly 
in Latin America, are likely to remain unusually high even after recovery in industrial 
countries, and debtor countries will still be compelled to retrench drastically. While there 
is recognition of the need for adjustment of productive structures to allow higher levels 
of domestic activity that would be consistent with lower current account deficits, neither 
internal nor external conditions are conducive to the mobilization of sufficient resources 
for the needed investment. Apart from a number of countries, mostly in South and East 
Asia, per capita incomes have fallen for several consecutive years, and investment expen
ditures are generally well below the levels realized in the late 1970s. External loan financ
ing from private sources has slowed down to a trickle, and the very stringent international 
liquidity situation restricts capital goods imports. 

Among the developed market economies, a normal cyclical upswing in the United 
States and continued growth in Japan are being accompanied by a recovery in Western 
Europe that is so far limited to some countries and is cyclicaly weak. While an expan
sionary fiscal policy has aided recovery in the United States, a number of Western Euro
pean countries have chosen to pursue relatively restrictive fiscal policies in order to reduce 
structural budget deficits and the overall size of the government sector. Lack of dynamism 
in demand has also restrained the expansion of output in Western Europe. Intra-European 
trade, which comprises a large percentage of total exports, has been adversely affected 
by weak aggregate demand; and exports to developing countries - more than half of total 
exports to countries outside the region - have contracted in absolute tenns. 
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In these countries generally, a significant decline of inflation and a slow down in wage 
increases have improved business confidence, and rates of investment have recently been 
picking up. While the momentum of investment is likely to be maintained in the near future, 
the strength and duration of the cyclical upswing remain an open question. There are con
cerns that it may be vitiated by the persistence of structural budget deficits and high in
terest rates in the United States or a prolonged period of restrictive policies in Western 
Europe. Were the next downturn to come early or to approach the severity of the last 
recession, a number of developing countries could face a renewed debt-servicing crisis. 

Among the centrally planned economies, the Asian countries have continued their strong 
recent performance, the Soviet Union has maintained its more modest pace of growth and 
the Eastern European countries have recovered from the very sluggish level of activity 
in 1982 Several of these latter countries had borrowed substantially in the 1970s and fac
ed increased debt service payments and a drying up of new credit in recent years. Through 
vigorous export promouon and through import restraint, they have sought to generate grow
ing current account surpluses in order to work down their external debt. 

It is a mark of the weak and uneven character of world economic recovery in 1983 
that world trade failed to pick up. Indeed, for the first time in decades, an increase in 
world output, albeit very modest, was not accompanied by a proportionately larger gain 
in imports. World imports, in fact, virtually stagnated. This largely reflected the pattern 
of recovery. Strong rates of growth in imports were registered only in North America, 
a few developmg countries of Asia, and some centrally planned economies, notably China 
and the Soviet Union. Real imports fell in Japan and remained stagnant in Western Europe. 
In most developing countries, there was a sharp dec1ine in import volumes. 

The failure of world trade to pick up strongly during the current recovery has dampened 
the pace of economic activity in most parts of the world economy. Expansionary influences 
at work in individual countries act cumulatively on each other through international trade; 
and the same is true of deflationary influences. In the current situation, both expansionary 
and deflationary influences have been at work. though until mid-1983 at least, the latter 
appear to have been more dominant. For 1984, some improvement in trade is expected 
and world imports may rise roughly in line with world output. 

The functioning of both the international trading and the international financial systems 
has been further impaired by events of the recent past. Protectionist measures have multiplied 
and the transfer of capital to developing countries has greatly diminished. If a reactivation 
of development is to take place over the next few years, it is not only immediate measures 
to broaden and strengthen recovery that are needed. Reinvigoration and improvement of 
the international trading and financial system are equally essenual. 
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A weak recovery in developing countries 

The short-term outlook: a modest expansion in 1984-1985 

After several years of falling rates of economic growth in most developing countries, 
and a virtual stagnation in 1983, a reversal of trends is gradually emerging. As can be 
seen in table I-2, the annual rate of growth of GDP is likely to increase to 3.5 per cent 

Table 1-2. Developing countries: average annual rate of 

growth in GDP. 1976-1985 

(Percenllge) 

1976-1979 1980-1983 1984-1985 

Africa 5.0 0.6 2.5 

Latin America 5.2 0.4 3.0 

Mediterranean 5.5 2.0 3.5 

South and East Asia 5.9 5.3 5.5 

West Asia 5.7 -1.9 4.0 

Developing countries 5.5 1.3 3.5 

Sour«: DepanrnQu of lntcmauollll Econocmc and Social Affain of the Un,led NIIJooS 
Sccrecanal. 

in developing countries as a whole in 1984-1985. This rate, however, is well below the 
rate achieved in the second half of the 1970s. There is also a significant diversity of situa
tions among regions. While countries m South and East Asia are likely to achieve rates 
of economic growth considerably higher than the growth of population, for a very large 
number of developing countries in other regions per capita GDP will remain stagnant in 
1984-1985. These trends are in no small part a consequence of recent experience. 

The impact of external economic developments in the early 1980s 

The downward shift in the economic perfonnance of developing countries in the ear
ly 1980s was widespread. A great many developing countries proved very vulnerable to 
the recession and have emerged with difficulties which are crippling their present and pro
spective performance. Generally, these countries entered the recession already weakened 
by serious structural problems or with an external debt whose level and structure left 

them exposed to sudden adverse changes in the availability of foreign exchange and to 
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increases in interest rates. These weaknesses became critical when the recession turned 
out to be an unusually protracted recession which was, moreover, accompanied by un
characteristically high interest rates. 

Export earnings fell sharply during the recession, and they have since failed to recover 
fully. In fact, in many countries export earnings are still below their 1980 levels. Increas
ing protection in the main industrial countries has to some extent aggravated the cyclical 
decline in demand. Although the trend towards protectionism predates the recession, it 
received an imponant imperus during the prolonged economic downswing of the early 
1980s. As regards the energy-exporting countries, a sharp and sustained declined in energy 
consumption in the developed market economies, partly the consequence of the recession 
and partly in response to previous price increases, adversely affected their export earnings. 

The terms of trade of the energy importers had been deteriorating in the years im
mediately preceding the recession owing to rapid increases in the prices of petroleum and 
manufactures. With the advent of recession, these prices stabilized but the prices of primary 
commodities declined very sharply. The deterioration in terms of trade consequently con
tinued until prices of primary commodities began to improve in mid-1983. As regards 
the energy exporters, their terms of trade improved markedly up to 1981, but have worsened 
substantially since then. 

For the more heavily-indebted countries, the consequence of the sudden shift to un
characteristically high interest rates that began in 1979, has been a dramatic rise in the 
share of export earnings that must be devoted to the payment of interest. Although nominal 
interest rates in the major capital markets began to recede in 1982 from the high levels 
they reached in 1980-1981, they ceased to decline in 1983 and have even begun to inch 
up recently. 

Another adverse external factor has been the behaviour of capital flows. Since the 
early 1970s, countries with access to private international capital markets had relied on 
bank loans for financing long-term investments as well as for balance-of-payments finan
cing. But since the Mexican debt-servicing crisis erupted in mid-1982, net private lending 
to developing countries has slowed to a trickle (see table 1-3.) Most developing country 
borrowers have been affected, particularly those heavily indebted to the private banks. 
Indeed, it was when the banks became unwilling to continue to extend credit that an un
precedented number of borrowing countries fell into arrears and initiated negotiations to 
restructure their debt. 

The combination of a series of disturbances tending to enlarge current account deficits 
with a drastic curtailment of available payments finance left countries with no option but 
to attempt to reduce their deficits as rapidly as possible. Given the severity and duration 
of balance-of-payments pressures, international reserves proved to be insufficient to pre
vent a major reduction in real imports. In most energy-importing countries, some measures 
to restrain imports have been in place since 1980, although their stringency has generally 
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Table 1-3. Developing countries: growth trends and indicators 

of the external environment, 1978-1983 

(Percentage) 

1978 1979 1980 1981 1982 

Rate of growth of GDP 

Net energy importers 4.5 3.9 4 .4 1.5 0.8 
Deficit energy exporters 4 .3 6.4 5.5 4.8 0.9 
Surplus countries 2.6 6.5 -4.1 -3.5 -1.3 

Rate of change in the volume of imports 

Net energy importers 7.8 5.2 2.8 6.1 -3.1 
Deficit energy exporters 46 -10.4 18.7 23.4 ~ .4 
Surplus countries 0.8 -3.3 15.5 23.5 11.9 

Rate of change in the tenns of trade 

Net energy importers -4.9 -3.0 -8.7 -3.9 -7.2 
Deficit energy exporters -8.3 15.8 30.3 9.6 -1.6 
Surplus countries -9.7 24.7 47.7 14.7 0.2 

Interest payments as a share of foreign 
exchange earnings 

Net energy importers 8.8 10.9 12.4 16.0 19.4 
Deficit energy exporters 8.1 8.4 8.4 11.4 15 .5 

Effective net borrowing from commercial 
banks (billion dollars)b 

Net energy importers 19,l 26.8 26.6 20.l 11.0 
Deficit energy exporters 15.6 17 .9 17.5 19.0 10.0 

1.4 
-0.7 
-3.9 

0.5 
-19.0 
-11.0 

5 
-3.5 
-8 

18.0 
15.0 

4.0 
6.0 

So..rct: Oeputmenl oflntemauonal Economic and Social Affain of the United Nations Secretariat, based on national sources, 
regional comnuss1ons, !he ln1tmational Mooewy Fund, the World Bank and the Bank for International Se1tleme1us. 

a Preliminary estimalCI. 
b Change in debl ouut&Dding to foreign banb, mc:luding short-term debt, based on qtWterly banking data of the Ban.le of ln

temalional Setllements. 

increased as time passed. Balance-of-payments difficulties are a more recent phenomenon 
in the deficit energy-exporting countries, and policies to reduce current account deficits 
began to be widely adopted in 1982. In the capital surplus countries, it was not until 1983 
that they began to run substantial and uncharacteristic current account deficits. This led 
them to make downward revisions in public expenditure programmes, and to effect some 
reduction in the volume of imports. 

In a number of countries, the reductions in imports have been dramatic and without 
precedent in recent history. The decline of import volumes in the period 1981-1983 was 
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about a sixth in the energy-importing countries of Africa and about a third in the energy
importing countries of Latin America. Some least developed countries and other develop
ing countries such as Argentina, Brazil, Costa Rica, Chtle, Ghana, Ivory Coast, Kenya, 
Uruguay, Zaire and Zambia experienced a drop in the1r import volumes ranging from 
a third to about a half in the same period. The decline in imports in the energy exporters 
started in 1982. In the period 1982-1983, the drop in import volumes was of the order 
of 50 per cent or above in Mexico, Nigeria and Venezuela and close to 25 per cent in 
countries such as Cameroon, Ecuador and Peru. In the reductions, imports from all sources 
were affected, including those from other developing countries. 

The contraction in imports of the developing world was achieved by a variety of means. 
In many countries, policies geared to dampen aggregate demand were adopted, usually 
accompanied by significant devaluations. But as export revenues remained weak and in
ternational reserves continued to fall , a large number of countries introduced more direct 
forms of unport controls. In many of these countries, this marked a departure from past 
trends of liberalizing trade policy as part of new policy thrusts toward raising domestic 
productivity through increased competition and more appropriate prices.• However, given 
the substantial reduction in the capacity to import of many of these countnes, import con
trols were unavoidable: an adjustment through the exclusive use of macro-economic policies 
would have implied a fall in real incomes far larger than many of these countries were 
already experiencing and would have required even more personal sacrifices than the popula
tion had already been asked to bear. 

In fact, the social cost in a number of developing countries of the sharp adjustment 
measures taken has already been very onerous.2 Per capita output has fallen in each of 
the last four years in almost one out of every four developing countries. Fiscal austerity 
has led to the curtailment of assistance to lower-income groups in the form of consumer 
subsidies, and levels of open unemployment have risen to unusually high levels.J The 
economically weaker portions of the population have been experiencing particular 
hardship.4 

Development prospects have been set back The combined effect of import scarcity 
and demand restraint have fallen with singular force on investment. In 1983, investment 
in many countries of Latin America and sub-Saharan Africa was below its level of the 
late 1970s. In many countries, existing installed capacity has deteriorated and innumerable 
enterprises have gone out of business. Moreover, the investment outlook is limited since 
deflationary pressures are expected to remain strong. 

Adjustment efforts have also resulted in some countries in a worsening in inflation. 
The destabilizing shocks of large devaluations and the sudden reduction in the availability 
of imports have had particularly adverse consequences for domestic price levels. In addi
tion, the recession has led to a fall in tax receipts and to large budget deficits, which have 
intensified inflationary pressures from the demand side. Although considerable unemploy
ment , idle capacity and slack demand already exist in such countries, the need to combat 
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inflation will continue to restrict the options of policy-makers. The serious difficulties in
volved in reducing budget deficits that are much larger as a percentage of GDP than in 
the developed market economic imply that some countries will have to maintain stringent 
measures for quite some time. 

The economic adversity presently faced by many developing countries has not only 
depressed investment, and with it prospects for growth, but has also re-focused attention 
on the relationship between prevailing economic conditions and the social health of na
tions. Recent social conflicts have many sources, some of which run deep. But shrinking 
incomes, rising joblessness or sudden shortages - especially when occurring after a long 
period of profound social and economic change, as that of the 1960s and 1970s - have 
in places heightened already present tensions or rekindled old hostilities. In such an at
mosphere, expressions of discontent may easily spill over into violence or clashes bet
ween different elements of society. The belief that the current difficulties are merely tran
sitory can be sustained by credible, fair and efficient economic policies. Such a belief would 
act as a powerful barrier against the social protests becoming destructive with all their 
immediate and, in the long·term, unforeseeable economic and political consequences 

Diverse adjustment experience among developing countries 

While a great many developing countries proved vulnerable to the worsening of the 
international economic environment that was associated with recession, there was nonetheless 
some diversity of experience. Countries in all regions which entered the recession with 
relatively a large external debt have generally experienced severe difficulties, and the struc
tural problems of many countries in sub·Saharan Africa also placed them in very exposed 
positions. The situation of such countries is discussed in greater detail in the next two 
sections. However, in a small group of Asian countries - Burma, India, the Republic of 
Korea, Pakistan, Singapore, Sri Lanka and Thailand - the average annual growth of per 
capita GDP during the period 1980.1983 exceeded 2.5 per cent. This is not to say that 
these countries grew steadily throughout this period. Some experienced individual years 
of very low or significantly negative growth. Nevertheless, compared to the 1980·1983 
average for the other energy-importing developing countries of 0. 7 per cent per annum, 
these countries experienced relatively strong economic growth (see table 14) 

While there are several reasons of varying importance which appear to explain why 
these countries weathered the international recession with less strain, a common characteristic 
is that their balance of payments was put under less severe pre sure than in other coun
tries. This is largely accounted for by the particular nature of their external links, the changes 
in the structure of domestic output brought about by past policies, and the kinds of adjust
ment policies pursued since 1980. 

In some of these countries - particularly the Republic of Korea, Singapore and, to 
a lesser extent, India - manufactures comprise a predominant share of exports, and export 
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Table I-4. Selected economic trends in certain energy-importing 

developing countries of Asia, 1976-1983 

(Pcrcenlllgc) 

All other 

Bunna India Pakist.an Republic Singapore Sri Thailand energy 
of Korea Lanka importers 

Average annual 
growth of GDP 

1976-1979 5.6 2.7 4.0 10.6 8.2 5.4 8.0 5.0 
1980-1983 6.6 5.2 6.4 4 .4 8.6 5.1 5.6 0.7 

A veruge annual 
growth of 
agricultural output" 

1976-1983 5.2 3.3 3.6 3.3 -3.5 3.5 3.5 2.4 

Average annual 
growth of 
primary energy 
productionb 

1976-1982 8.4 6.2 8.7 2 .1 5.6 25.0 3.7 

Average annual 
growth of 
services exports, 

1976-79 to 
1980-83C 23.0 19.2 21.6 15.9 24 .5 38.9 29.1 12.8 

Memorandum : 
Share of 

agnculture 
in GDP 

1979-1980 43 32 28 18 27 26 18 

Ratio of services 
earnings to 
merchandise 
exports , 

1980-1983 17 60 115 29 43 50 34 45 

Share of bank 
debt m total 
foreign debt , 

1982 22 10 13 66 33 54 68 

Slnuc~: Ocpanmcnt of Intcnlllional Social and Economic Affairs of the United Nations Scc:rcwiat, based in part on data of the 
lntemationnl Monetary Fund and the Food and Agricultural Organiution of the United Nations. 

: Growth as measured by FAO production index (1974-76 • 100). 
Measured m ion., or oil equivalent. 

c Slupping, travel, overseas construction, workers' re1111ttanccs and other non-merchandise exports (excluding interest and divi-
dend income). 

9 



earnings from manufactures are less recession-sensitive than earnings from primary com
modities. In addition, both Singapore and the Republic of Korea have sought to shift 
their industrial structures towards goods having more dynamic export prospects and greater 
domestic value added. Further, all the countries have been relatively successful in in
creasing foreign exchange earnings from the export of services (see table I-4). Most of 
the countnes have supplied substantial amounts of skilled or semi-skilled labour to a number 
of oil-exporting countries. India and the Republic of Korea have also emphasized overseas 
engineering and construction services and, in addition, Singapore has concentrated on 
building upon its role as an international financial centre. 

In contrast to other developing countries. capital flows to the these countries did not 
cease abruptly. Four of the countries (Burma, India, Pakistan and Sri Lanka) are relatively 
large recipients of unrequited official grant assistance in relation to their current account 
deficits. Moreover, the countries as a group have received substantial amounts of other 
official capital, including official development assistance (ODA) loans and non-concessional 
credits from the World Bank, the Asian Development Bank and other multilateral sources. 
In some countries, private capital inflows have also been large. During 1980-1982, net 
direct investment in Singapore exceeded that country's current account deficit by over 
a third. In addition, each of the countries has enjoyed a certain measure of access to 
international private capital markets, and these flows were not drastically curtailed. 

It is true that the countries have maintained a generally cautious approach to external 
debt. Most of these countries had debt levels below the average of all other energy im
porters in 1982.' In addition, with few exceptions. the share of bank debt contracted 
at floating interest rates is much smaller in these countries than in the more heavily-indebted 
developing countries. Higher interest rates in international capital markets have accor
dingly affected these countries to a much smaller extent than other developing countries. 

Success with longer-term policies of structural adjustment in the fields of agriculture 
and energy also contributed to the relatively good overall economic performance of these 
countries in the early 1980s. In those countries having substantial agricultural sectors, 
agricultural production has grown more rapidly since the mid-1970s than the average 
for the rest of the energy-importing developing world (see table 1-4). Similarly, despite 
rapid increases in the consumption of energy, the degree of reliance on domestic energy 
supplies has remained the same or improved in most of the countries. For the other coun
tries, as in many other parts of the energy-importing world, there apparently were no 
new, large-scale energy reserves to be discovered; and the limited opportunity for im
port substitution in energy made it necessary to place greater reliance on expanding ex
port earnings for purchase of energy imports. 

A further reason for the relative success of this group of Asian countries is that most 
adopted early adjustment measures. These policies consisted not only in fiscal and monetary 
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restraint but they also included measures to effect adjustments in the structure of produc
tion, often through the use of public investment expenditures and changes in taxes, sub
sidies and administered prices. 6 These policies were supported by substantial amounts of 
IMF credit, a large proportion of which was provided as a medium-term basis from the 
Extended Fund Facility, and by structural adjustment lencting from the World Bank. In 
particular. Bunna. the Republic of Korea. and Thailand entered into stand-by arrangements 
with the IMF in the first half of 1981 : while Sri Lanka in 1979. Pakistan in 1980 and 
India in 1981 obtained relatively large credit commitments from the Extended Fund Facility. 
Some of these countnes subsequently returned to the Fund for additional stand-by ar
rangements. The Republic of Korea, Pakistan and Thailand also received structural ad
justment loans from the World Banlc The credit provided by the IMF, in particular from 
the Extended Fund Facility, was specifically designed to support changes in the structure 
of the economy, as conditionality requirements were reinterpreted to include supply-side 
considerations. 

ln sum. the above-average economic performance of these countries can be attnbuted 
to the fact that they were less affected by the unfavourable external environment than other 
developmg countries and to the early adoption of appropriate adjustment policies from 
both the supply and demand sides of the economy which were supported by substantial 
amounts of external financing. By contrast, for those countries currently caught in an ad
JUstment process that entails working down an insupportable debt-servicing burden, the 
additional investments needed to accelerate structural adjustment seem currently out of 
reach; and in the low-income countnes which have had to sustain a drop in personal con
sumption, particularly in sub-Saharan Afnca. the possibilities of financing such investments 
out of increases in domestic saving are very slim indeed. 

The debt problem and the consequences of continued high interest rates 

The developing countries that had borrowed heavily in international capital markets 
during the 1970s and had therefore accumulated large external debts at floating rates of 
interest were among those most adversely affected by the reces ion. Now a large debt 
overhang and high interest rates are cloudmg their growth prospects. 

During the 1970s, in spite of the rapid increase in the foreign indebtedness of the 
capital-importing developing countries, their debt-to-exports ratio did not change much, 
since exports rose al practically the same rate as foreign indebtedness (about 19 per cent 
per annum). This situation changed radically in the early 1980s. The relation between debt 
and exports, which stood at 1.36 in 1979, climbed to l.60 in 1982 and further to 1.70 
in 1983 . There are two main reasons that explain this abrupt change. First, there was a 
marked slow-down in the growth of export earnings. While they grew substantially in 1980 
and 1981. export earnings of the capital importing countries declined by about 6 per cent 
in 1982 and by more than l per cent in 1983. Secondly, borrowmg countries expected 
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this slow-down to be short-lived. Therefore, it was believed that cut-backs in ongoing in
vestment programmes were unnecessary and that the temporary financing gap could be 
filled with further borrowing. In a few countries, one of the main objectives was also to 
maintain consumption at satisfactory levels. Thus, debt in many developing countries con
tinued to increase at the pace of the preceding decade well into 1982. By the end of 1983, 
the total debt of the capital-importing countries stood at about $730 billion. 

Debt increases were, of course, not homogeneous among countries since many develop
ing countries had little access to commercial loans. A distinctive feature of the rise in debt 
was the growing importance of commercial debt at floating rates, most of which was con
tracted in dollars. In fact, the share of loans at floating rates in the total medium- and 
long-term debt of developing countries, which was about 20 per cent in 1975, climbed 
to more than 30 per cent in 1980 and stood at more than 35 per cent in 1983. 

Dollar interest rates began a gradual increase in 1977: by 1981, when they reached 
their peak in most markets, they were more than twice the level of 1977. Dollar interest 
rates decreased during most of 1982, and from the last quarter of that year until early 
1984 they remained virtually stable but still well above the levels of the late 1970s. In 
the early part of 1984, interest rates began to rise once again. Interest rates on developing 
country foreign debt, which rose with the jump in interest rates in the major capital markets 
1984 they remained virtually stable but still well above the levels of the late 1970s. In 
the early part of 1984, interest rates began to rise once again. Interest rates on developing 
country foreign debt, which rose with the jump in interest rates in the major capital markets 
of the world in the beginning of the decade, began to come down rather slowly and with 
a lag, as may be seen in table 1-5. Indeed, the effective interest rate paid by developing 
countries in 1982 was not below that of 1981, and the reduction in 1983 was only modest. 

This disparity arose for two main reasons. First, as it became clearer that a number 
of developing countries had fallen into precarious debt-servicing situations, private bank 
lenders increased the margins or "spreads" above market interest rates, as well as various 
fees, which they charged developing country borrowers for both medium- and short-term 
credits. Secondly, the higher market interest rates of earlier years had raised the cost of 
funds borrowed by the official institutions which lend these funds to developing countries 
at fixed interest rates. 

The difficulties encountered by one of the large debtors - Mexico - in making timely 
debt-servicing payments in August 1982 shook financial markets and prompted banks to 
reassess financial conditions in all debtor countries. Commercial loans dwindled. Partly 
because of this, but also because of sluggish export earnings, an exhaustion of mterna
tionaJ reserves, and high interest payments, many countries had to seek to restructure their 
debt-service payments through negotiations with their private and public creditors. There 
were more cases of bank debt restructuring in 1983 than in the whole period 1980-1982. 
Thirty capital-importing developing countries (16 from Latin America and the Caribbean, 
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Table 1-5. Measures of the interest cost on the external debt 

of capital-importmg developing countries, 1979-1983 

{Percentage) 

1979 1980 1981 1982 1983° 

Interest rates on total debib 
7.8 9.2 10.7 10.9 9.2 

Official dcvelopmem assistance 
loansl' 

2.2 2.3 2.2 2.1 2.2 
Export creditsc 

7.8 8.2 7.9 8.4 9.0 
World Bank loans" 

8.6 8.5 8.1 9.2 9.6 
Use of IMF credi~ 

5.1 6.7 11.1 10.4 9.2 
Medium-term debt at floating 

interest rates" 
12.3 15.5 17.4 17.3 12.7 

Interest payments in relation to 
foreign exchange earnings 

9.9 10.7 14.1 17.9 17.0 

~ . Dq,anmml of llWnltional l!conorruc and Social Affain of the UIUICd N-Secrmrial, based on hletDlbona1 Monciat) 
Fund. Balaltct of Pay,MIII$ Slalutia, lntnnotional Financial Szalistrl's, AMual Rq,orts (various issues), and quarterly fiDIJICtal 
atatements: World Bank. World Dd,t Tabh!s and AMuaJ Rq,arrs: &nit for lntrmatioll&I Sctllemenrs da1a senes on the matunty 
dlllribution of mtemational bank lenchna: and Organisation for Economic Co-openuion and Development, DcHwpr,unt Ct>. 
opmmon. 198.J Rt-view. 

O Prel lllWIU)' tlllrtlllC. 
b Allnllal IDlemt payments lllllde (rmher lhan Ullereat due) u a pm:en11ge of disbuned oubW!ding debt &1 the 1Jea111111ng 

of the year. 
c Estimates of OECD s«tttanat; ODA llld e,q,on credrtJ from member countnes of the Developtn1:m A.sistance Com· 

mince only. 
d lnterut and roes for Ill World Bank bom>wen, excludina lntcmaJJOnal Development Assoclauon Joans, fiJcaJ yun en· 

dlna lO Junr 
• !111.creat ICCnied tor all -n of JMF CftdJt for fiscal ycan tiea,nning I May; esuma1e for 1983 baed 1111 rwo quaners 

of fiscal year. 

10 from Africa, 3 from Asia and 1 from Europe) either restructured their commercial 
debts or initiated debt renegotiation processes. 7 Similarly, an unprecedented 17 develop
ing countries from Africa and Latin America renegotiated their debt to one or more foreign 
official creditors during 1983. Almost $70 billion of debt servicing was restructured dur
ing 1983, more than 10 times the amount of developing country debt restructured in 1981 
and 1982 combined. 

The above notwithstanding, many high-debt developing countries have yet to reach 
a sustainable set of debt-servicing obligations. For the countries whose debt renegotia
tions had not been completed in 1983, at least $40 billion remained to be settled in 1984. 
Moreover, since many of the debt renegotiations of 1983 did not pertain to debt-servicing 
obligations through all of 1984 and very few included 1985 debt servicing, there is a possibili
ty that there will be a significant number of new debt-restructuring negotiations over the 
near tenn. 
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In the restructuring process, emergencies were dealt with and are still being dealt with 
through ad hoc arrangements involving committees of private banks and committees of 
creditor Governments (in particular, the Paris Club), and including the participation of 
multilateral institutions. In this, the International Monetary Fund has played a central role, 
both in support of the debt-renegotiation process and in working out with member Govern
ments adjustment programmes which would be supported with the use of IMF credit. As 
a consequence, a certain set of practices has been established which has regularized the 
steps in restructuring debt and thereby helped to reduce the likelihood of financial crises. 
Nevertheless, original plus rescheduled amortization payments and continuing high in
terest rates are still putting substantial financial pressures on high-debt countries. 

Interest payments in capital-importing countries presently absorb about a sixth of ex
port earnings on goods and services. For low-income countries, though on the increase, 
the corresponding figure is only about a twentieth. This lower figure is explained by the 
fact that a substantial part of their debt is either on concessional terms or debt from of
ficial sources contracted at fixed interest rates at a time when such rates were comparatively 
low. For other developing countries, the share of export earnings taken up by interest 
payments varies widely. Latin American countries have been particularly affected by ris
ing interest rates. In 1983 two thirds of the countries in Central and South America paid 
interest on external debt that represented from 20 to 50 per cent of the total exports of 
goods and services. In half of these countries interest payments abroad absorbed more 
than 5 per cent of their national income that year. 

As observed previously, most developing countries, as a reaction to increasing cur
rent account deficits, instituted policies leading to significant import cut-backs. As a con
sequence, current account deficits in capital-importing developing countries narrowed 
substantially in 1983. The magnitude of import cut-backs has been such that m a large 
number of countries a significant surplus in the trade balance emerged in 1983. In some 
of these countries, however, large interest payments caused the current account to remain 
in deficit, and consequently, debt levels increased further. B The dynamics of a large ex
ternal debt when accompanied by high interest rates are such that even dramatic efforts 
on the part of the debtor - including considerable consumption cut-backs - and a significantly 
improved export outlook are not necessarily sufficient to achieve lasting solutions to the 
debt problem. Recent experience has shown, in fact, that certain heavily indebted coun
tries have had difficulties in meeting payments even shortly after restructuring exercises 
were completed. 

Clearly, debt restructuring exercises have significantly contributed to a short-term 
improvement in the payments positions of debtor countries. In 1983, if amortizations had 
been met out of current earnings, they would have absorbed about 10 per cent of the capital
importing countries' foreign exchange earnings. However, amortization requirements have 
only been postponed and only for a brief period. After 1985, rescheduled amortization 
payments begin to fall due in substantial amounts and will be added to previously-scheduled 
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amortization payments falling due at the same time. In short, from the perspective of develop
ing country repayment profiles, a more permanent solution to the debt-servicing crisis 
would have been a conversion of medium-term debt to long-term debt instruments.9 Fail
ing that, a renewed debt crisis will be avoided only if creditor banks remain sufficiently 
confident in the debt-servicing capacity of developing countries to roll over a substantial 
share of debt repayments with new loans in the latter half of the 1980s. 

For the capital-importing developing countries as a whole, as well as for certain high 
debt countries in particular, the prospects for reducing the interest burden in the near term 
are not encouraging. Based on forecasts for exports contained in chapter II of the present 
Survey and the outlook for interest rates, at best a marginal reduction is expected in the 
17 per cent share of foreign exchange earnings which was needed in 1983 to effect in
terest payments. In other words, if there were a modest 5 per cent annual growth in debt 
outstanding (Jess than the growth of debt in 1983) and if the effective interest rate on total 
debt were 10 per cent, then the ratio of interest payments to foreign exchange earnings 
would be almost 17 per cent in 1985. In order to rewm by 1985 to interest-servicing ratios 
roughly equivalent to those prevailing at the end of the 1970s, growth in export earnings 
would have to be about 20 per cent per annum and average interest rates would have to 
fall by two percentage points. 

Therefore, if debtors are to avoid repeated interest-servicing difficulties, in addition 
to a substantially higher rate of growth of export earnings, interest rates must fall. In fact, 
the spreads that private banks are charging on new syndicated credits to the two countries 
with the largest outstanding debt, i.e. Brazil and Mexico, began to fall in late 1983. Fur
ther declines should be encouraged from the extremely high rates charged some develop
ing country borrowers during the crisis of confidence in 1982 and 1983. However, a reduc
tion of spreads will not lower the overall interest burden sufficiently, since lower spreads 
would apply only to new loans and would leave the cost of servicing the entire stock of 
floating-rate debt unaffected. A significant alleviation would come only from lower base 
interest rates, and this requires changes in macroeconomic policies in the main capital 
market centres. 

The special difficulties of sub-Saharan African countries 

The sub-Saharan African countries have been particularly vulnerable to the impact 
of the recession. Given the low level of income of most of these countries, decreases in 
output and employment cause great hardship. The average per capita income of the 45 
countries in the region is only half that of developing countries as a whole. Among the 
group, 26 are least developed countries with a per capita income below $300 per annum. 
Even in mineral-exporting countries, rarely less than two thirds of the population works 
in agriculture, half of whose output is derived from subsistance production. Agriculture 
is still the mainstay of the economy in most countries, contributing about one-third of GDP. 
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During the early 1980s, the economies of these countries have on the whole stopped 
growing (see table 1-6). In the energy-im{X)rting countries, growth rates of GDP were already 

Table 1-6. Developing countries in sub-Saharan Africa: 

annual rates of increase in key variables, 1970-1983 

(Percentage) 

Real GDP 

Total 
Energy importers 
Energy exporters" 

Agricultural production 

Total 
Per capita 

Food production 

Total 
Per capita 

Memorandum item 

Percentage share of eitports in eitports 
of all developing countries" 

Total 
Non-fuel exports 

1970-1975 

4.5 
2.8 
6.1 

1.6 
-1.2 

1.6 
-1.2 

11.8 
18.6 

1976-1979 

3.0 
2. J 
3.9 

1.1 
-1.5 

1.5 
-1.4 

8.6 
9.2 

1980-1983 

0.0 
0.6 

-0.4 

1.9 
-1.1 

2.1 
-1.0 

7.5 
7.0 

Sourrt: Department oflntemauonal Economic and Social Affain of the Unned Nations Secretariat, hued on Interna
tional Monetary Fund, lnunrDrional Filtlllldal $tahstics and da!& provided by Ille Food and Agriculture Ol'Janmtion 
of the United Nations (PAO) and the United Natio111 Conference on Tnde and Development (UNCTAD), 

a Angola, Cameroon, Conjo, Gabon and N1,er11. 
b Dau refer to 1970, 1978 and 1982. 

low in the 1970s and declined to almost nil in the early 1980s. Owing to the oil price 
increases in international markets and significant oil findings, the energy exporters were 
able to maintain a considerable momentum during the 1970s, but since 1981 their com
bined output has contracted. 

The adverse impact of the international recession and the current drought have com
pounded problems of a more long-standing nature. One of the reasons for the low rates 
of economic growth in the energy-im{X)rting countries since the 1D1d-l 970s is that several 
countries in the region delayed adjustment to the disturbances of the first half of the decade. 
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Overvaluation of the currency became common and, as a consequence, the volume of ex
ports lagged considerably .1° The share of sub-Saharan exports in the exports of all 
developing countries fell by more than a third between the early 1970s and the early 1980s. 
The fall in the corresponding share of non-fuel exports was even more pronounced. Thus, 
as compared to other developing countries, exports did not play a dynamic role in stimulating 
and modernizing the economy and allowing for increases in the capacity to import. 

Another important factor has been the weak performance of the agricultural sector. 
In a large number of countries, the growth of food production and of agriculture in general 
has remained well below population growth as a result of low productivity per unit of 
land, inadequate investment, poor incentives to farmers, limited research, and institutional 
constraints.II Adverse climatic conditions also contributed to the weak performance of 
several countries, even before the 1980s. 

Food shortages and famine remained more localized during the 1970s than in the ear
ly 1980s.12 The drought that started in 1982 became widespread in 1983. It is estimated 
that 150 million people are at present threatened by hunger and malnutrition.1J Moreover, 
the drought has coincided with a very strained external payments situation that has rendered 
these countries particularly vulnerable to any disturbance. As a result, many of them are 
experiencing difficulties in supplementing their dwindling food supplies with increased 
imports. 

Despite lagging food production during most of the 1970s, certain developments 
prevented the situation from reaching a critical stage. Although the export earnings of 
the energy-importing countries grew less than those of other regions, they none the less 
registered some increases, particularly since export prices remained favourable during most 
the period. Rapid increases in the export earnings and incomes of the energy-exporting 
countries stimulated exports and migration from neighbouring countries. 14 In the energy 
importers, emigration alleviated the food situation, while exports to, and workers' remit
tances from, energy-exporting countries added to their capacity to import. Official finan
cial flows also increased at a relatively fast pace in many countries during this period. 
Some countries (particularly among the energy exporters) also had access to private flows, 
and international reserves remained at levels equivalent to almost three months' imports. 
Thus, on the whole, there was some room for increased food imports without substantial 
cut backs in the imports of other essential commodities. 

In the early 1980s the situation has changed radicaJly. The export earnings of the energy
importing countries have declined markedly and persistently as a result of the interna
tional recession and of growing excess supplies for some primary commodities. The situation 
compares very unfavourably to that of the energy-importing countries of Asia and Latin 
America, whose exports have continued to grow, albeit at a reduced pace. The prices of 
cocoa, coffee, copper, groundnut oil and sugar, which constitute the main export pro
ducts of these countries, experienced a significant decline after 1980, and by 1983 they 
were still below their 1979 levels. Meanwhile, the cost of imports has continued to 
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increase. and ODA flows have stagnated (see table 1-7). The nse in interest rates has 

Table I-7. Developing countries in sub-Saharan Africa: 

international trade and reserves, 1978-1983 

Merchandise exports (billion dollars) 

Energy importers 
Energy exporters 

Merchandise imports (billion dollars) 

Energy importers 
Energy exporters 

Gross reserves (end of period} as percentage 
of imports 

Energy importers 
Energy exporters 

Prices of main export commodities 
(1977 = 100) 

Cocoa 
Coffee 
Copper 
Cotton 
Groundnut oil 
Sugar 

Energy-importing countries": unit value 
of imports (1977 = 100) 

Real net ODA disbursementsb 
(billion dollars) 

1978 

26.8 

13.3 
13.5 

32.6 

17.1 
15.5 

9.5 

11.1 
7.7 

79 
65 

104 
101 
126 
121 

110 

4.7 

1979 

39.0 

16.5 
22.5 

32.3 

18.9 
13.4 

16.7 

10.6 
25.4 

74 
74 

151 
108 
104 
145 

128 

5.1 

1980 

52.1 

19.0 
33.1 

44.9 

24.0 
20.9 

18.3 

7.5 
30.6 

59 
65 

166 
131 
100 
179 

156 

5.5 

1981 

38.8 

15.2 
23.6 

42.9 

20.9 
22.0 

12.3 

9.1 
15.6 

47 
46 

132 
117 
122 
169 

155 

5.7 

1982 

34.4 

13.6 
20.8 

39.4 

18.9 
20.5 

9.1 

9.5 
8.7 

40 
49 

112 
101 
68 

147 

150 

5.6 

1983 

29.5 

12.5 
17.0 

32.3 

16.1 
16.2 

I l.2 

13.7 
9.2 

48 
55 

121 
118 
83 

143 

152 

Souru: Department of International Eoonoauc: and Social Affairs of the Urutcd Nat10111 Sccretanat, bucd on International Monetary 
Fund. lnitmallonal Financial Suuwics llld World Economic Owloolc (Washington. O.C., 1983); and OrgamS&t1on for Economic 
Co-operauon and Development, Dn·t'l(Jf)mmt Co-o~ration, 1983 Review (Para, 1983). 

O Includes cameroon, Congo, Gabon and Angola 
b In 1977 pnces and exchange rates. Deflated by the ODA deflator of DAC member countnes. 

led to an additional outflow of resources, although not as large as in other developing 
countries. International reserves have been gradually exhausted in many countries, and 
imports have had to be compressed substantially.I' Between 1979 and 1983, the fall in 
the volume of imports was virtually uninterrupted. 
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The export earnings of the energy exporters - Angola, Cameroon, Congo, Gabon and 
Nigeria - experienced a marked increase m 1979-1980. Although the export earnings of 
the smaller countries continued to mcrease m 1981 , there was a substantial drop in Nigeria's 
oil exports . The latter was affected not only by soft oil markets but also by the OPEC 
agreement to cut oil export volumes. Nigerian export earnings continued to fall in both 
1982 and 1983, by more than 15 per cent in each year. Coupled with a comparatively 
high private debt, this led to severe strains on the balance of payments and on overall 
economic activity . Furthermore, since this country's large economic size and rapidJy ex
panding output had transformed it into a growth pole in the region, the contraction in its 
economic activity has had substantial effects on neighbouring countries. Problems were 
compounded for the latter as many migrant workers were asked to return to their home 
countries. 

The downswing in export prices which began at the end of the 1970s clearly revealed 
the vulnerability of the balance-of-payments situation in many sub-Saharan countries. As 
a result, various adjustment measures were undertaken, often in conjunction with the IMF. 
However, as the world recession deepened and persisted longer than anticipated, adjust
ment programmes had to be repeatedJy revised and extended. Thus, in each year since 
1979, roughly a dozen sub-Saharan countries entered into stand-by arrangements with the 
IMF for Fund-supported adjustment programmes. 

Programmes in the context of IMF assistance have contemplated substantial modifica
tions in general economic policies aimed at correcting internal as well as external imbalances. 
Currencies have been devalued, in some cases, by a substantial amount. In an effort to 
reduce budget deficits and correct distortions in the domestic price system, there have 
been sharp increases in producer prices for agricultural goods, and the subsidies on basic 
foodstuffs and fuel have been phased out. ln addition , in several countries reforms have 
been introduced in public enterprises. 16 This does not mean that the implementation of 
adjustment programmes has been easy. Indeed, smooth and time!)' achievement of adjust
ment objectives has been the exception rather than the rule owing, inter alia, to exogenous 
factors. difficulties in mobilizing sufficient political suppon for requisite adjustment 
measures, limitations in administrative infrastructure and delays or shortfalls in net in
flows of ODA.'7 

Although most of these adjustment programmes were initially of about one year's dura
tion (and many had to be extended), some of the adjustment programmes were originally 
understood to require longer periods and more significant domestic changes. Indeed, cer
tain countries received support from the Extended Fund Facility, while some participated 
in the structural adjustment lending programme of the World Bank. 

But desp1te the policy changes already implemented, balance of payments strains are 
unlikely to abate in the short term, particularly since the region's export markets are ex
pected to remain sluggish in the near future . Oil export earnings are expected to remain 
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depressed because of weak world demand, and large stocks in world markets for other 
commodities of interest to sub-Saharan Africa hinder prospects for sustained increases 
in their export prices. These dim short-term prospects make progress towards export diver
sification, energy transition and improved agricultural perfonnance even more urgent. 

Yet in addition to the reforms which these countries can undertake on their own, others 
require investments which are beyond their capacity at the present time. Adequate exter
nal support is therefore essential to help sub-Saharan countries accelerate progress in what 
has become a painful adjustment process. Firm commitments to policy reform should not 
be jeopardized by strained balance of payments situations and poverty-related social ten
sions that threaten political stability. The immediate situation requires the emergency pro
VISion of food aid in much increased amounts. Improvement in foreign exchange availabilities 
is also critical, since widespread shortages of basic inputs and raw materials have brought 
the investment effort and certain manufacturing activities to a virtual halt. Moreover, such 
shortages may jeopardize the positive impact of recent policy reforms by worsening inflation. 

The special needs of the region have been recognized by such international agencies 
as the World Bank, which has allocated a greater share of concessional aid to sub-Saharan 
Africa for the next triennium. More recently, the Secretary-General of the United Nations 
has undertaken a major initiative to focus international attention on the present crisis, to 
help in mobillzmg additional re ources and to improve through concerted action, the ef
fectiveness of efforts made in the international community. 

Foundations for a sustained recovery 
in developed market economies 

While the present situation offers little promise of an early and vigorous reactivation 
of development throughout the developing world, the strength and duration of the recovery 
now under way will be of key importance in shaping the prospects for these countries 
over the next few yeari;. Were the recovery to fail to gather strength or were the next 
cyclical downturn to be early. the developing countries currently enmeshed in difficulties 
inherited from the last few years could find their difficulties stubbornly persist. But it is 
also possible that the emergence of an appropriate conjunction of policies and circumstances 
in the developed market economies may shift them on to a growth path which, though 
still cyclical, is on a higher plane than that of the last ten years. The central question on 
this score is whether policies and circumstances will combine to induce a higher level of 
fixed investment. While the annual rate of growth of gross fixed investment exceeded 6 
per cent during the buoyant years between 1964 and 1973, it slowed to only 0.5 per cent 
in the much more sluggish years between 1974 and 1983. Since mid-1983, investment 
in the developed market economies experiencing a cyclical upturn, has generally been picking 
up. However, the question remains whether the changes in investment behaviour repre
sent only a cyclical rebound or whether they presage a shift in longer-tenn trends. 

It is certainly apparent that a number of circumstances are more favourable to invest
ment than bas been the case for quite a number of years. For one thing, anti-inflationary 
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policies and the recent recession have substantially lowered the pace of inflation - by four 
percentage points between 1980 and 1983 in the major developed market economies as 
a group - and have dampened inflationary expectations; and they have also brought about 
changes in relative prices and costs which have improved the profitability of investments. 
Although the problem of wage rigidity continues to challenge policy makers in some coun
tries where inflation remains high and unemployment rates are at double-digit rates, in 
many countries flexibility in wage setting bas increased. There are increasingly more cases 
where eXtsting long-term contracts have been re-opened, where wage rounds in one sec
tor have been delinked from those in other sectors, or where the link between wage rates 
and price inflation has been broken. While high rates of unemployment are clearly a ma
jor reason for these changes, they may also be indicative of more lasting changes in wage
setting behaviour. As it stands now, the share of wages in manufacturing income, which 
until recently exhibited a secular upward trend, seems to be falling. 

Some other costs - raw materials and energy - have fallen quite considerably. Current 
prospects for energy prices are that they will not exhibit any major increases in the near 
future, and primary commodity prices are recovering slowly. While these price declines 
have obviously had an adverse effect on the producing sectors or countries, they have 
also helped to improve the profitability of manufacturing industry. 

An additional factor that has a bearing on investment decisions is the relationship bet
ween market valuation of existing firms and the reproduction cost of capital.IS This rela
tionship, partly on account of cyclical reasons, has increased very significantly in the last 
eighteen months. This suggests a strengthening of investment demand, at least in the short 
run. 

For the longer run a major question is whether the change in the price and cost rela
tionship will prove to be durable or whether it will be reversed as the recovery in economic 
activity matures. The greater wage flexibility evident in the last few years in a number 
of countries could tend to lessen as and when unemployment begins to decrease. By the 
same token, primary commodity prices could begin to rise more rapidly if the overall rate 
of economic growth were to accelerate sufficiently. But for the next few years growth 
rates are likely to be moderate in most parts of the world economy, and unemployment 
in most developed market economies may remain high or even increase in some countries. 

There is, however, one element of costs which has not undergone a relative decline 
in recent years, and that is the financial cost of capital. Though price inflation has declin
ed, real long-term interest rates remain high. It is true that high long-term interest rates 
are only a part of the net cost of capital relevant to business investment. Tax rates and 
capital consumption allowances, as well as debt-equity ratios, determine the net costs of 
capital for business; and in the United States, though less so in Western Europe, the tax 
deductibility of interest payments and the introduction of accelerated depreciation methods 
have reduced such net costs. Even so, the high level and uncertainty regarding the future 
direction of long-term interest rates remain important concerns for investment prospects. 
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At the present time, business confidence is strengthening in several major developed 
market economies. Besides the changes in the price and cost situation, the utilization of 
installed capacity, though still low, is increasing, and the prospective need for additional 
capacity is growing.'9 Indeed, presently recorded rates of capacity utilization may 
overstate the actual amount of idle capacity that remains to be brought into use since some 
proportion may well have become obsolete because of changes in relative prices of in
puts, in the composition of demand and in international competitiveness. In addition, the 
recent spurt of innovations in fields such as micro-electronics, biotechnology, laser 
technology and optic fibres could also provide an impetus to new investment that could 
last for many years. The application of these technologies to industrial processes has barely 
begun, and they seem to have a vast potential for future commercial application. 

However, equally as important as present demand is bow its evolution over the next 
several years as perceived by those talcing investment decisions. For them, the question 
is whether the growth of demand will be sufficiently strong and stable to give reasonable 
promise of an adequate rate of return; and this depends in no small degree on the economic 
policies that are adopted in the large industrial countries. In the United States, the conflict 
between an expansionary fiscal policy, reflected in large federal budget deficits projected 
well mto the future, and a relatively restrictive monetary policy, is a major cause for con
cern. It is feared that, as the recovery matures, persistent budget deficits may put pressure 
on prices which would force the monetary authorities to practice greater monetary restraint. 
In this view, policy makers would have to choose between high interest rates and reces
sionary conditions or a return to higher inflation, neither of which would be conducive 
to the sustainability of investment. 

In Western Europe, policies in the early 1980s have been non-accommodating and 
anti-inflationary and have acted to restrain the cyclical recovery. Monetary policies have 
been generally cautious and have been constrained by interest rate developments in the 
United States. Even in the midst of a recession, fiscal policies have been directed at reducing 
the size of the Government's budget deficit through raising taxes and cutting public sector 
investment. Fiscal austerity in a number of European economies has also been aimed at 
contracting the relative size of the public sector. This has been a central element of a policy 
to promote longer tenn economic growth by increasing the role of the private sector and 
reducing market rigidities. However, by restraining aggregate demand, these measures 
conflict with the short-term objective of raising levels of economic activity. Indeed, if 
policies were not to allow the progressive restoration of aggregate demand to high levels, 
they might fail to provide sufficient inducement to invest, thus frustrating realization of 
the longer term aim. 

In Japan, too, economic policies have tended to be restrictive for some time and could 
remain so in the immediate future. The aim of reducing budgetary deficits is also impor
tant in Japan, so that planned changes in taxes and expenditures in 1984 may, on balance, 
have a deflationary impact on the economy .20 Monetary policy has also contributed to the 
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relatively restrictive stance of economic policy. The growth of monetary aggregates have 
tended to be within policy targets, and real short-tenn mterest rates have been higher than 
in the United States. Whether such policies will be maintamed in the longer run is the 
question. 

In sum, the longer-tenn outlook for investment is still mixed. While certain changes 
have taken place in recent years that are favourable to a restoration of strong growth in 
investment, it is not yet clear that these changes are of a permanent nature. Moreover, 
high real interest rates persist, and perhaps most important, doubts about the consequence 
of economic policies for long-tenn growth of demand may deter investors. The strength 
of aggregate demand will depend significantly on whether econouuc policies can both be 
sufficiently expansionary and meet such other objectives as dampening inflation or mak
ing room for greater private initiative in the economy. 

Broadening recovery and reactivating development: 
some requirements for international co-operation 

Some aspects of the current world economic situation are encouraging. A number 
of developing countries in Asia have demonstrated a capacity for vigorous growth even 
in the face of world recession. The centrally planned economies of Eastern Europe have 
made substantial progress in adjusting to a much more difficult external payments situa
tion. Inflation has subsided in most developed market economies, and recovery is under way. 

But the current situation has major flaws and dangers. Prospects for a more sustained 
revival of investment and growth in the developed market economtes are threatened in 
different ways by their present policy stances; these stances may either persist in leaning 
towards deflationary restraint or provoke a reversion to deflationary measures. At the present 
time, deflationary policies remain inescapable for much of the developing world as a con
sequence of the debt burden, high interest rates and the weakness of recovery in world 
trade. More important for the medium-tennis the fact that the functioning of the interna
tional trading and financial system - within which the reactivation of development must 
take place - has been seriously impaired by events of recent years. Besides immediate 
measures for recovery, the restoration and improvement of that system is essential for 
the reactivation of development. 

Changes in the poltcy stances of developed market economies could help both to broaden 
the present recovery and to improve the medium-tenn prospects in these countries 
themselves. A major contribution would be a towering of real, long-term interest rates 
through a contraction in the prospective budget deficits of the United States combined with 
the pursuit of a less cautious monetary policy. In Western Europe and in Japan, lower 
interest rates in the United States should provide more room for economic expansion, at 
least in those countries that have already reduced their structural budget deficits . The 
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current bias in demand-management policies there continues to be on the side of caution. 
which, in an interrelated group of countries, cannot but engender a greater deflationary 
shift than intended by each of the countries. A mutually supportive relaxation of these 
cautious fiscal policy stances in the majority of European countries and in Japan could 
result in a gradual convergence of growth rates around a much higher level . It is possible 
that in this context both objectives - higher growth and a smaller phase of government 
expenditure on gross national production - can be achieved concurrently in the medium tenn. 

Many developing countries continue to face severe liquidity difficulties in their exter
nal payments. Though some part of these difficulties originate in the cyclical behaviour 
of the world economy and are therefore temporary, the international reserves and payments 
finance available to these countries have proved far from sufficient to cover such tem
porary deficits. Their reserves were generally drawn down in the earlier phases of the 
recession and payments finance from private markets dried up with the onset of the debt 
crisis. While the volume of official finance made available through the IMF increased 
substantially, recent experience demonstrates that the total international liquidity available 
to developing countries severely restricts the size of the temporary deficits that can be 
supported. An issue of SDRs in the immediate future wouJd be one step towards correc
tion of the situation. 

The alleviation of the plight of sub-Saharan African countries is of particular impor
tance. Food aid is critical, but it is not enough: sufficient supplies of seeds and fertihzers 
need to be made available to fanners now to improve the outlook for 1984-1985 harvests 
Apart from providing for immediate needs, it is necessary for the future not to allow in
vestment levels to deteriorate further. This underscores the contribution that the World 
Bank. and regional financial institutions can make and the need for these institutions to 
be provided with the requisite resources. It also shows the crucial importance of the in
creased support from other multilateral agencies and bilateral donors. 

For the more heavily indebted countries, the strengthening of their external payments 
situation is markedly aggravated by the high level of interest rates, as weU as by the widened 
spreads on renegotiated loans. The source of these high rates is the particular mix of policies 
pursued in the United States, and some alleviation of the rates paid by the indebted coun
tries is called for, either through a general decline in market rates or by more direct means. 
The ability of these countries to restore high levels of domestic economic activity while 
maintaining much reduced, or even negligible, current account deficits, could be long 
delayed if their present capar.ity to pay for imports is not substantially improved. The 
domestic investment needed to effect the appropriate adjustment in productive structures 
will be slow to occur if imports and domestic economic activity remain severely curtail
ed. The recent experience of South and East Asian countries points to the benefits of ex
ternal loans in support of structural adjustments. Some restoration of lending to the coun
tries now experiencing the everest balance of payments difficulties would both hasten 
the easing of these difficulties in the medium-term and lessen their presently deflationary 
influence on world trade and production. 
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The situation calls for an array of measures to strengthen existing, and to introduce 
new mechanisms for long-term resource transfers for development and to meet short-term 
international stabilization needs. Private international banks are not likely to resume the 
role they played as financial intermediaries in the 1970s, at least not to the same extent; 
and as recent experience with the banks bears out, there is no reason to presume that financial 
markets, left to themselves, will reach the most appropriate solution. The role of private 
markets can be enhanced through improvements in their functioning. But recent experience 
emphasizes the need to enlarge the flow of capital through official channels. Limited steps 
have already been taken in this direction. instances are the review of quotas of the IMF. 
the recent capital expansion of regional development banks and the preliminary agree
ment on the selective capital increase of the World Bank.2 • Nevertheless, these are far 
from sufficient. Neither the outlook for bilateral ODA, including IDA replenishment, nor 
the growth in lending forthcoming from the multilateral financial institutions yet seem ade
quate to create an environment favourable to a healthy reactivation of development. 

Like mechanisms for the transfer of real resources, the functioning of the interna
tional tradmg system has been impaired by the events of recent years. Yet, like the transfer 
of real resources, an expanding trade has a central role to play in recovery of the world 
economy and the reactivation of development. It is not only that trade serves as a means 
through which countries, by pursuing their own comparative advantage, can make more 
productive use of their own resources; it is also that, through trade, the expansion of 
economic activity in individual countries can become mutually reinforcing. The interac
tive dynamics that work through trade are today a major element in shaping the climate 
for investment in most countries. 

A consistently faster rate of growth of world trade than of world output has been an 
important charactensuc of the post-war period. In both the developed and the developing 
market economies, the share of exports in gross domestic product nearly doubled between 
1960 and 1980 (see table 1.8). In 1983, however, there was a sharp reversal in the role 
of trade in the world economy; in failing even to keep pace with the small increase in 
world output, it became a deflationary rather than an expansionary influence. 

No doubt, the reversal in the role of trade has been temporary and very largely a 
consequence of the particular pattern of recovery. However, it is troubling that it has followed 
a period of rising protectionist measures. Indeed, it is difficult to be sanguine about the 
expansionary role of trade in an increasingly protectionist climate. The recent call from 
several Governments for a new round of multilateral trade negotiations is therefore en
couraging; it gives hope that a new period of trade liberalization may be in prospect. It 
is very likely that a prominent issue in such negotiations would be non-tariff barriers. But 
the possibility of new trade negotiations should not lead to complacency; actions to halt 
and reverse protectionist measures now are required: they are a key element in the restoration 
of growth and development. 
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Policy conclusions: 

The analysi!, contained in this chapter, in conjunction with the assessments 
and forecasts of the chapters to follow. points to a number of directions that cur
rent policy should take in order to improve the international economic environ
ment and set the stage for sustained, non-inflationary growth of the world 
economy. These may be summarized as follows: 

I. That both domestic policies and the international economic climate are vital 
factors in successful adjustment can be seen from the ruverse. experiences of in
dividual countries in the early 1980s. The growth prospects in many developing 
countries depend significantly on the effectiv-!ness of domestic measures design
ed to ease import constraints and increase export capacities. In developed coun
tries, there is a comparable need for progressive adjustment of productive struc
tures to improve growth prospects. 

2. Lower interest rates are required to provide a further stimuJus to investment 
in developed and developing countries and to ease the debt service burden of many 
of the latter. The implementation of proposals being considered by the United 
State Government to reduce its pro pective budget deficits couJd make a major 
contribution towards this end. 

3. A mutually supportive relaxation of the cautious fiscal policies currently be
ing pursued in Japan and Western Europe, particularly in those countries which 
have already reduced their structural budget deficits, could result in a gradual 
convergence of growth rates around a higher level. This could be facilitated by 
lower interest rates in international financial markets. 

4 . Most of the European centrally planned economies are pursuing adjustment 
policies to correct their current external imbalances. To achieve and sustain a 
higher pace of growth would require them to redesign their national and group
wide economic policies so as to reflect better their current development conru
tions. The economic summit of the CMEA countries scheduled for June 1984 
offers a unique opportunity to do so. 

S. Actions to halt and reverse pntectionist measures are key elements in restoring 
dynamism to international trade and broadening the recovery. There are strong 
grounds for supporting the recent call for a new round of multilateral trade negotia
tions. Preparations for such a round should not detract from immediate action 
by governments to increase access to their markets. 
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a recapitulation 

6. An increase in international liquidity 1S likely to impart a needed stimulus 
to international trade. An issue of SDRs in the immediate future could significantly 
alleviate the severe liquidity constraint faced by many developing countries. 

7. A revival of trade among developing countries is an important element in 
fostering diversification and economic growth. A follow-up of the guidelines pro
vided in the Economic Declaration of the Seventh Conference of Heads of State 
or Government of Non-Aligned Countries 22and in the Quito Declaration and 
Plan of Action of the Latin American Economic Conference 23could make a 
valuable contribution to this end. 

8. An increase in food aid and an improvement in food distribution systems are 
vital to alleviate the critical situation brought about by the effects of the droughts 
in sub-Saharan Africa. Food aid requirements have almost doubled since 1982/83. 
Moreover, sufficient supplies to farmers of seed and fertilizer are required now 
to enhance the prospects for the 1984-1985 harvests. For the longer tenn. the 
implementation of effective domestic policies for agricultural development is 

central. 
9. A greater flow of ODA, both bilateral and multilateral, is necessary to facilitate 
structural adjustment and to reactivate development in low income countnes, par
ticularly the least developed countries. It is essential that there be a timely 
replenishment of the resources of the International Development Association of 
the World BanJc, bringing them at least up to previous levels. 

10. The resumption of international lending to highJy-tndebted countnes would 
avoid further retrenchment in these countries and its deflationary consequences 
for the world economy. One of the actions required is a more systematic conver
sion of medium term debt to long-tenn debt instruments. 

11 . An increased availability of long-tenn capital should help revive investment 
in developing countries. Early agreement on the proposed Selecuve Capital In
crease of the World Bank by at least $8 billion would be an important contribution. 

12. Programmes 10 correct the balance of payments disequilibria of developing 
countries should contain a proper mix between demand management policies and 
supply side measures. An important step in this direction would be an e,c_pansion 
in the use of extended arrangements and the adoption of stand-by arrangements 
which normally exceed one year. as originally provided for in the IMF Executive 
Board's decision in 1981 establishing the Enlarged Access Policy. 
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Table 1-8. Annual growth of real GDP and volume of trade, 1960-1983° 

(Percentage) 

Country groups 

Developed market economics 

GDP 
Expon 
Im pons 

Developing market economies 

GDP 
Ex pons 
Im pons 

Memorandum item: 

Rauo of expons to GDf>C 

Developed market 
economies 

Developing market 
economies 

1961-1973 

5.0 
8.4 
8.9 

6. 1 
6.7 
6.0 

10.7 

13.0 

1974-1979 19~1983b 

2.6 1.2 
5 .1 1.6 
3.6 -0.2 

5.2 0.3 
2.0 -3.2 
8.9 3.9 

15.S 21.0 

23.6 26.0 

So11rtt: Dq,anment of lntm1a1ional Ecoaomic and So,;ill Afta1r1 of the Unilcd Nwons SccrelanM 

O Gcometnc means. 
b 1983 ~urruites m prchmmary 
c McrchandtJe 1ml'('tU a. a percentaee of GDP tn cv.nent pnca and UnllOd Swea dollar Cllchangc 

rates: ••Cl'l&C of the beg1nn111g and eod of period (figul'C$ for the I 91k) 1983 period for aggregate 
nominal GNP have been apccially ICDSIUve IO the ,treninJi of the dollar. TI111 Cllplains ..tty rMlOi 
IIICn:ased s1gn1ficantly ,a this period desp11e slugWt growth in exporu J 

At this juncture, the importance of greater international economic co--0peration can
not be over-emphasized. While the world is beginning to emerge from the prolonged 
international recession, it is necessary to start taking the actions discussed above to avoid 
a recurrence of recent difficulties and to reactivate development in the developing world. 
A more detailed analysis of these and related actions appears in the recent report of the 
Secretary-General on review and Appraisal of the International Development Strategy 
for the Third United Nations Development Decade.24 

This report addresses the main policy issues that result from an examination of long
term growth problems and of the new circumstances brought about by developments in 
the early 1980s. It describes the concrete policies required to accelerate growth in the 
different regions and to protect the development process from excessive fluctuations in 
the international economy. In the context of interdependence, it pays particular attention 
to the changes required in the international financial and trading system. Although the 
Report acknowledges some erosion of collective international action in the first years 
of the Decade, it reiterates that the ''recognition of long-term mutual interest will counsel 
renewed efforts at c0--0perative approaches within a multilateral framework." 
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Chapter II 

INTERNATIONAL TRADE AND PAYMENTS 

An overview of the main issues 

Developments in international trade and payments since the beginning of 1983 have 
illustrated the crucial interaction between the evolution of international economic and finan. 
cial variables, on the one hand, and the strength and spread of world economic recovery, 
on the other. The upswing in the business cycle in some developed market economies has 
given some impetus to world trade. With the exception of fuels, exports to these countries 
have been rising rapidly, and there has been a modest recovery in non-fuel primary com
modity prices after their steep decJines in the period 1980-1982. However, external fman
cial constraints have been responsible for a broad decline in the imports of developing 
countries, and this has dampened the growth of exports and output in developed and develop
ing countries alike. At present, there are few signs that a decisive tum-around in the im
ports of developing countries will take place in the near future. The weakness of the recovery 
in Europe and. to a lesser extent, in Japan has also made for rather subdued rates of growth 
of international trade volumes. 

The year 1983 can be seen as a period of change, when international trade volume 
and prices stopped declining and a moderate expansion in world trade got under way. As 
the year progressed, the growth in the volume of international trade gathered momentum. 
None the less, for the year as a whole, the growth of world imports was rather weak, 
amounting to less than 1 per cent. In the coming two years, a significant acceleration in 
the growth of world trade may take place as the recovery in world economic activity 
continues. 

Nevertheless, several problems are still clouding the horizon. The strength and spread 
of the recovery will have an important bearing on the evolution of international trade. 
Of particular concern are the economic prospects for Europe. If growth in Europe fails 
to rebound strongly, this could have adverse consequences for world trade, since the Euro
pean economies are more open than other developed market economies. As of the time 
of writing, it is not clearly evident that a strong acceleration of growth rates will take 
place in Europe in the next two years . 

Unless their export earnings grow sufficiently, developing countries will fail to make 
a significant contribution to the expansion of world trade, since their imports are con
strained by an acute scarcity of foreign exchange. For most developing countries, neither 
export volumes nor prices are likely to increase strongly enough to permit a major expan
sion in their imports. Besides the limited recovery in European countries, protectionist 
actions have escalated in recent years. If the protectionist threats that have recently emerged 
are acted upon, the exports of developing countries would be further affected. Although 
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non-oil primary commodity prices could contmue to rise, no major boom appears to be 
in the offing. Thus prices could remain considerably below the peaks they reached in 
1979-1980. As regards oil, little or no change in prices is expected to take place in the 
next two years. Meanwhile, increases in the prices of manufactures imported by develop
ing countries could be at least as large as the average increase in export prices, so that 
the terms of trade of developing countries may change very little. 

These rather subdued prospects for export earnings are of particular concern to coun
tries in debt-servicmg difficulties. These include a number of developing countries and 
some centrally planned economies. The drying up of capital inflows from international 
capital markets, large amortization payments coming due. and stubbornly high interest 
rates, forced many developing countries into unprecedented reductions in import levels 
in 1983. In spite of severe adjustment, several countries were unable to service their ex
ternal debt normally. Arrears became common, and there were a number of formal 
rescheduling exercises. Since the capacity to reduce imports further has been all but ex
hausted and the growth of export earnings in the next two years is expected to be only 
moderate, many countries could still face severe difficulties in meeting their debt-servicing 
obligations as they now stand. 

An alleviation of the debt problem entails a reduction in interest charges and a substantial 
lengthening of maturities. In the absence of such measures, fears of an international financial 
crisis may recur. Moreover, continued stagnation or economic decline in the indebted coun
tries is a serious drag on the world economic recovery. 

Inadequate international liquidity is an even more widespread problem among develop
ing countries than that of external debt. Although some countries began to rebuild their 
reserves in 1983, in a large number of countries reserves remain well below the levels 
necessary to finance three months' worth of imports. The problem is particularly acute 
in Africa, where in many countries reserves are insufficient to finance even one month 
of imports. The inadequacy of international liquidity is another reason for believing that 
the economic recovery will spread in an uneven and delayed way throughout the world 
economy and that it may elude many developing countries. Instead of using increases in 
export earnings to fmance needed developmental imports, many countries will be devoting 
a good part of any such increase to improve their international liquidity positions. 

The strength of world trade will depend in no small measure on the ability of Govern
ments to resist rising protectionist pressures. Unfortunately, in recent years there has been 
a strong increase in the share of world trade affected by protectionist actions. Partly as 
a consequence of the strength of the dollar, demands for import restraints have grown 
louder in the United States. In Europe, too, protectionist pressures and actions are on the 
rise. Trade disputes between the major trading partners have become more acrimonious 
and are giving rise to the possibility of an escalation of measures and counter-measures. 
Particularly ominous signs since early 1983 have been the use of retaliatory actions, the 
spread of protectionism from one sector to another, and the competitive subsidization of 
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agricultural exports by some industrial countries. Although developing countries have been 
able to expand their exports of manufactures at a stronger pace than the growth of world 
trade, the exports of many countries have encountered increasing trade barriers in the 
developed market economies. Measures now being contemplated could reduce their market 
access significantly in several sectors. 

Another important problem clouding the international picture is the continued fluc
tuation of exchange rates and the uncertainties to which it gives rise. Large and unstable 
capital movements have come to dominate exchange rate determination, with the conse
quence that, from the point of view of trade, exchange rates have often been misaligned. 

During 1981-1983 large capital flows into dollar-denominated assets caused the dollar 
to appreciate persistently, in spite of a growing current account deficit in the United States 
and a widely held perception that the dollar was overvalued from the point of view of 
changes in the prices of tradeable goods in the United States vis-a-vis those of its major 
trading partners. A rapidly expanding current account deficit in the United States has been 
accompanied by growing surpluses in other developed market economies, particularly in 
Japan and the Federal Republic of Gennany. These disequilibria are expected to become 
even more pronounced in 1984. The result could be a sudden tum-around in the direction 
of capital flows and a decline in the dollar. Signs that this was beginning to take place 
were already in evidence in early 1984. Of course, the magnitude and speed of a possible 
fall in the dollar depend on a variety of factors , the evolution of which cannot be deter
mined with any degree of certainty. In any event, it is clear that exchange rate fluctuations 
could continue to be very large. A weakening of confidence in the dollar could result in 
capital outflows from the United States and a depreciation of the dollar that is sharper 
than would be warranted by underlying trading conditions. 

An orderly decline in the dollar, especially if it were not accompanied by a tightening 
of monetary policy in the United States and by higher interest rates, would have some 
favourable effects on world trade and finance. In panicular, it would help alleviate the 
debt burden of developing countries, since a large portion of their debt is denominated 
in dollars. In addition, it would contribute to greater equilibrium in the external accounts 
of the United States and other major industrial countries. The real dangers are that the 
dollar might fall very rapidly and that it could overshoot its equilibrium level from the 
point of view of trade fundamentals . 

The longer-term consequences of turbulence in exchange markets and protracted 
misalignments of exchange rates have already been analysed in some detail in a previous 
Survey.I It is now time to take steps to ensure that exchange rates do not deviate excessive
ly from their equilibrium levels.2 Progress in this direction would help to build confidence 
and could have beneficial effects on investment in trade-related activities. 
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The evolution of international trade 

Modest upswing in world trade volume 

The volume of world trade is now well into an upswing after almost three years of 
stagnation and decline. The expansion began in the course of 1983, when the imports of 
some segments of the world economy began to rise at a relatively rapid pace. However, 
the upswing so far has been modest (see table Il-1). Although a significant acceleration 
in the growth of world trade is expected to take place in 1984, and even more so in 1985, 
these rates of increase are relatively low for a period of world economic recovery. For 
example, during 1976-1979, world imports expanded at an annual rate of over 6.5 per 
cent. By contrast, the growth rates expected for 1984-1985, when averaged with the estimate 
for 1983, yield an average annual rate of growth of world imports of only 3.5 per cent 
during the upswing of 1983-1985. 

The main characteristic of the growth of world import volume during the current 
recovery has been its geographical unevenness. There have been very few poles of strong 
import expansion in the world economy. The most notable have been North America, which 
is in the midst of a strong cyclical rebound, and a few centrally planned economies. In 
Western Europe and Japan import growth rates continue to be negligible or negative. Ex
ternal constraints have forced developing countries and most centrally planned economies 
to reduce their import levels in absolute terms or curtail their rates of increase. 

The sharpest increases in imports have taken place in North America. The substantial 
gain in the imports of Canada and the United States has been due partly to a relatively 
strong recovery in aggregate demand. In addition, appreciation of the United States doUar 
(and, to a lesser extent, of the Canadian dollar as well) against practically all other major 
currencies have made imports very competitive with domestic production. In the developed 
market economies outside of North America, relatively sluggish economic growth and 
depreciating currencies led to little or no expansion in import volumes. In some of these 
countries, imports actually fell in real terms. The imports of North America should con
tinue to exparxi strongly in 1984 but considerably less so in 1985. As regards other developed 
market economies, it is expected that their imports will rise during this year and the next, 
but growth rates could tum out to be moderate. 

Developing countries have been under strong pressures to adjust their import volumes 
downward. In a large number of countries, foreign exchange constraints have increased 
in severity. During 1983, the energy-exporting countries were affected by falling oil prices 
and a slackening in the demand for oil in both the developed market economies and in 
energy-importing developing countries. As a consequence, their export earnings contracted 
sharply. In many deficit energy exporters, the need to make room for debt-servicing 
payments that were a large percentage of export earnings also contributed to reduce im
port levels in real terms. The contraction in imports was particularly sharp in the deficit 
energy exporters (estimated at close to 20 per cent), but even the capital-surplus countries 
saw their imports decline in absolute terms. 
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Table Il-1 . World trade: annual rates of change in volume 

and prices,0 1976-1985 

1976-1980 1981 1982 1983b 1984r 1985(.' 

Volume of exports 
World 5.2 0 .2 -2.2 1.5 4 5 
Developed market economies 6.6 2.2 -2.2 I 5 4 5 
Developing countries 2.0 -4.8 -4.8 -0.2 4.5 5 

Capual-surplus countrie'> -2.4 - 16.7 -20.5 -5 4 4 
Other net energy exporters 3.4 -6.2 -2.5 -0.5 4 5 
Net energy importers 8.0 11.0 8. 1 3 5 6 

Centrally planned economies<' 5,6 l.O 6.5 6.5 3 3 

Volume of imports 
World 5.6 1.6 -0.7 0.5 4 5 
Developed market economies 5.5 -2. 1 -0.9 3 5 5.5 
Developing countries 6. 1 13.6 -1.0 -7 2 4 

Capital-surplus countries 11.8 23.5 11.9 -11 3 5 
Other net energy exporters 6.5 23.4 -6.4 -19 2 4 
Net energy importers 4 .5 6.1 -3.1 0 .5 2 4 

Centrally planned economies<' 4.7 1.0 1.9 4 4 4 

Unit value of exports 
World 12.2 -1.8 4 .4 -3.5 4.5 5.5 
Developed market economies 9.7 -4.2 -3.2 -3.5 5.5 6 
Developing countries 

Capital-surplus countries 23.5 10.5 -4.l -11 5 
Other net energy exporters 21.0 6.2 -5.8 -6.5 1.5 4.5 
Net energy importers l 1.2 -4.7 -11.6 4.5 4 

Centrally planned economiesd 8 .8 0 .2 -1.4 -1.5 4 .5 4 

Unit value of impons 
World 11.6 -2.5 · 5.0 -4.5 4 .5 5.5 
Developed market economies 12.2 -2.9 
Developing countries 

-5.3 -5 4.5 5.5 

Capital·surplus countries I0.4 -3.6 -4.3 -3 5 5.5 
Other net energy exporters 10.8 -3.1 -4 .3 -3 .5 5 5.5 
Net energy importers 13.0 -0.8 -4 .7 -4.5 4 5.5 

Centrally planned economies<' 6 .9 -0.6 -3 .3 - l.O 3.5 3.5 

Tenns of trade 
Developed market economies -2.2 -1.4 
Developing countries 

2.2 2 0.5 

Capital-surplus countries 11.9 14.7 0.2 -8 -5 -0.5 
Other net energy exporters 9.2 9.6 - 1.6 -3.5 -3.5 - I 
Net energy importers - 1.5 -3.9 -7.2 5 0.5 -1.5 

Centrally planned economies<' 1.7 0 .9 1.9 -0.5 I 05 

Sovrct Dcpu,ment of l111emat1onal Economic and Social Alf11n of lhe Unncd ~-S«relanat, hued OD llllttllll(IOO&I Moncwy 
fond , lnr~rnonoraal Financial S11U1st1C'S, and cakulaliom and forecasu mlldc b) Ille .s«reww 

: Ra1e1 of chan.ge in prices esumAICd from unit value 1odlc:a exprt>SCd in dollar, 
Pn:lumnary ciumates, rounded to t~ nearest half I pcrcenllgc point 

r Forc«$1, 
d Eastern Europe Ind the Soviet Union only 
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The net energy-importing countries are also facing severe external payments pressures 
stemming from continuing debt-servicing difficulties, an insufficient recovery in export 
earnings, and a drying up of external financing from the international private banks. In 
1983, declines in import volumes were widespread among these countries, although as 
a group their imports were practically stagnant. Sharp declines in imports in the more 
heavily indebted countries were compensated by strong increases in the Asian countries 
whose economies expanded rapidly. In sub-Saharan Africa, drought and other natural 
disasters affected the domestic production of foodstuffs and raised food import requirements. 

Import cut-backs have already reached unsustainable levels in many developing coun
tries, and some increase in import levels is likely to take place in 1984-1985. In the capital
importing countries, improved export earnings and a temporary easing of the debt-servicing 
burden as a result of debt-restructuring exercises may allow for a measure of recovery 
in import levels . However, continuing balance-of-payments pressures and the need to 
replenish international reserves may limit the feasible rates of import growth. Although 
there may be some increases in the imports of the capital-surplus countries, import policies 
are likely to remain cautious in the light of continuing current account deficits. 

The external payments situation and the policies adopted to cope with it have differed 
measurably in Eastern Europe, China and the USSR. The foreign trade policies adopted 
by China and the USSR have largely reflected domestic development conditions. China's 
real imports expanded strongly in 1983 (perhaps by about 10 per cent), and further in
creases are being planned for 1984. The Soviet Union, on the other hand, has continued 
to tailor its import stance to domestic needs and export prospects . Its import volume may 
have increased by 4-5 per cent in 1983. Eastern Europe has placed absolute priority on 
obtaining current account surpluses, if necessary by restraining imports, and some coun
tries (especially Poland and Romania) have encountered very severe external payments 
problems. In spite of these obstacles, Eastern Europe's import volume appears to have 
expanded by about 4 per cent in 1983. This surge beyond plan targets needs to be seen 
against the contraction of roughly 10 per cent in import volume in 1981-1982. Therefore, 
real import levels are still below those in 1980. During the next two years, however, the 
aim of reducing their external debt further may hold back the growth of imports of these 
countries. 

The countries whose exports have been most adversely affected by developments in 
international markets have been the energy-exporting developing countries. Since 1979, 
the volume of exports of the capital-surplus countries have declined by almost 50 per cent. 
Faced with falling demand, OPEC member countries decided to curtail production and 
exports in order to stem the decline in prices . Energy exporters that are not members of 
OPEC have gained in market share, and some smaller exporters have even been able to 
increase the absolute volume of exports. In the deficit energy exporters, non-oil exports 
appear to have expanded at a stronger pace than oil exports. 
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In recent years, the energy-importing developing countries have been able to increase 
their exports substantially faster than world trade. This trend continued in 1983. However, 
while some export markets were buoyant, demand in others either showed few signs of 
reviving or declined even further . Exports of manufactures and industrial raw materials 
from Asian and Latin American countries to North America were very dynamic. On the 
other hand, exports to Western Europe expanded slowly, and exports to other developing 
countries appear to have fallen significantly. Owing to weak demand in major consuming 
centres and supply problems in several countries, the exports of Africa appear to have 
declined rather sharply. 

Several factors account for the relatively strong export performance of some developing 
countries. Stimulated by a finning in demand and the anticipation of more buoyant sales, 
raw material stocks in the developed market economies began to be rebuilt. In some in
dustrial countries, particularly in North .\.merica, demand for manufactures was strong. 
In addition, the sharp devaluations undertaken by developing countries in balance-of
payrnents difficulties made their exports very competitive in the markets of the industrialized 
countries. 

The somewhat better growth prospects for the European economies and a rebound 
in energy consumption in the developed market economies in the coming two years should 
result in stronger rates of growth of exports for most developing countries. Barring fur
ther drift towards protectionism, the exporters of manufactures should be the major 
beneficiaries, but even oil exporters are likely to see some gains in export volumes. 

During the 1970s and up to the onset of the recession, trade among developing coun
tries expanded at rates substantially above those of world trade or of the total non-fuel 
exports of developing countries. Since 1982, trade among developing countries bas suf
fered a setback. While the industrial countries were entering into the upswing of the business 
cycle in 1983, most developing countries experienced a decline in per capita output. 
Therefore, trade among developing countries failed to participate in the recovery of world 
trade. In fact, preliminary information reveals that such trade may have contracted substan
tially in 1983. Intra-regional trade in Latin America, hitherto an important component 
of trade expansion among developing countries, was particularly affected by the generalized 
cut-backs in import levels in that region.3 The exports of gocxis and services to the energy
exporting countries, another important source of demand for goods from other develop
ing countries, also appear to have fallen off sharply. In view of the need to maintain a 
careful control of imports in order to manage external positions, flexible and imaginative 
policies will have to be adopted if trade among developing countries is to be revived. Concern 
over the future of economic co-operation among developing countries was expressed in 
the Economic Declaration of the Seventh Conference of Heads of State or Government 
of Non-Aligned Countries and in the Quito Declaration and Plan of Action of the Latin 
American Economic Conference. Both of these documents also outline new measures to 
foster economic co-operation among developmg countries.• 
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As a result of exchange rate developments and the relative economic strength of their 
major trading partners, the behaviour of exports in the developed market economies has 
differed widely from country to country. In 1983, the exports of countries for whlch the 
United States market is important, especially Canada and Japan, expanded briskly. On 
the other hand, United States exports contracted by about 7 per cent in volume terms. 
The strong appreciation of the dollar reduced the competitiveness of United States pro
ducts. Drastic cut-backs in import levels by Latin American countries in balance of payments 
difficulties also contributed to the decline in the exports of the U oiled States. Owing mainly 
to better economic performance in Europe, trade among the developed market economies 
is expected to increase substantially in the near future. Accordingly, these countries' ex
ports may begin to rise more rapidly. 

The priorities accorded in Eastern Europe's plans to improving external balances as 
well as to some recovery in economic activity could be implemented only through strong 
export promotion. During 1983, sharp gains were attained in spite of the fact that cir
cumstances in these countries' main trading areas were far from favourable. In spite of 
sluggish import demand in Western Europe and continued external constraints in most 
of the developing countries, Eastern Europe's exports to the market economies rose by 
nearly 10 per cent in real terms, while their total exports increased by about 7 per cent. 
Chlna's and the Soviet Union's export potential was adversely affected by weak energy 
demand m the market economies and comparatively slow growth in the domestic output 
of key primary goods. In these circumstances, the increases in export volume of about 
5 per cent in the case of the Soviet U oion and perhaps 7 per cent for China are considerable. 
In 1984 and 1985, in spite of an improvement in demand conditions for their exports -
mainly oil and other primary commodities - China and the Soviet Union may encounter 
some supply constraints to increasing their exports. The Eastern European countries are 
expected to continue to promote their exports of manufactures vigorously. 

Protectionism threatens to slow recovery in world trade 

Although there are signs that international trade is beginning to revive, further pro
tectionist actions could significantly slow down its momentum. On balance, recent pro
tective measures have far outweighed trade-promoting actions. The latter consisted main
ly of the implementation of the fourth round of annual tariff cuts negotiated in the Tokyo 
Round, and the easing on the part of Japan of import regulations affecting a large number 
of industrial and agricultural products. Regarding the Generalized System of Preferences 
(GSP), some improvements have been made in schemes affecting the least developed coun
tries; on the other band, certain categories of products from some of the more advanced 
developing countries have been excluded from the GSP schemes of the United States and 
the European Economic Community (EEC). Some progress has also been made in the 
implementation of the directives of the GATI Ministerial Declaration of November 1982.5 
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The drift towards protectionism of recent years appears to have accelerated in the 
course of 1983 and in the first months of 1984. It is estimated that over half of world 
trade is now subject to some form of non-tariff barrier. 6 With increasing frequency, pro
tectionist measures have been in violation of the GA TT and have been directed against 
specific suppliers. What is particularly worrisome is the growing conviction in some quarters 
that some form of managed trade is preferable to an open trading system. 

It has been suggested that protectionist pressures would tend to abate with economic 
recovery in the main industrial countries, and that protectionist actions would therefore 
diminish. This hope may turn out to be illusory, since the most protected sectors appear 
to have permanently lost their competitiveness and are suffering from high unemployment 
and excess capacity, problems which will not be remedied to a significant extent with the 
advent of economic recovery. · 

In the case of new, high technology industries, where a comparative advantage can 
be acquired and is less a matter of factor endowment, the industrial countries are struggl
ing to enhance their competitive position and establish a stronghold in the emerging inter
national structure of production. 7 In the process, questions are being raised as to how far 
it is permissible to go in promoting these industries by means such as restricting market 
access, subsidies, public funding of research and development, and government procure
ment provisions favouring domestic suppliers. 

In the case of agriculture, the defence of farmers' incomes is the primary objective 
of farm policy, and the right to protect domestic markets so that farm prices can rise above 
world levels has long been tacitly recognized by the major trading partners. However, 
the practice of subsidizing agricultural exports has come under increasing attack by more 
efficient producers. During 1983, the struggle between the United States and the EEC 
to gain agricultural export markets through subsidization intensified. The United States 
Congress appropriated substantial funds to undercut subsidized European farm sales. some 
of which have already been used in sales to a number of developing countries. Mean
while, a complaint submitted by ten sugar-producing countries& to the GA TT in early 1982 
against the EEC's sugar subsidies remains unresolved. 

Recent developments have tended to weaken the connrutrnent to an open trading system. 
The spread of protectionism from one country to another through retaliation has gathered 
strength. A recent instance of this spillover effect was the action taken by the EEC in 
March 1984 to restrain imports from the United States in retaliation against the curbs on 
specialty steel decreed by the United States in July 1983. In addition, there are indications 
that measures originally viewed as temporary are becoming more permanent. A particularly 
important case is that of steel, where trade restraints appear to be following the pattern 
of those in the textile sector. Restrictions on trade in textiles, embodied in the Multi-Fibre 
Arrangement (MFA), started off as temporary. The MFA has now evolved into a more 
or less pennanent fixture of the international scene regulating almost nine-tenths of total 
trade in textiles and leaving practically no room for the growth of developing country ex
ports to the developed market economies. 
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A large number of trade-restricting actions have been taken in the steel sector over 
the last two years.9 Nine months after entering into a voluntary export restraint agree
ment with the EEC, in July 1983 the United States took measures to restrict specialty steel 
imports from all sources for the next four years. As noted above, the EEC has decided 
to retaliate by restricting imports of chemicals, sporting equipment and burglar alanns 
from the United States. Canada has also announced reprisals. The EEC, which has in ef
fect export restraint agreements with its main foreign suppliers. has recently imposed anti
dumping duties on steel imports from several developing countries. 

Since the beginning of 1983, a large number of trade restrictions have been imposed 
by several industrial countries in a wide range of industrial products, including textiles 
and chemicals.JO These measures fell mainly on developing country exporters. 

Beyond the restrictive actions actually taken, protectionist pressures continue to in
crease Between August 1982 and July 1983, the industrial countries initiated no less than 
one hundred cases of antt-dumping and countervailing duty actions against exports from 
developing countries alone. I 1 While not all of them will result in the imposition of duties, 
such investigations tend to disrupt trade and often lead to voluntary export restramt 
agreements and price undertakings. 

Since the July steel curbs, two new petitions have been filed which, if acted upon, 
would limit all carbon steel imports into the United States. One of them, in particular, 
could be very detrimental to developing country exporters. It proposes to limit imports 
to 15 per cent of the United States market (versus 22 per cent now). In all likelihood, 
the EEC and Japan would retain their current market share of approximately 5 per cent 
each, while other suppliers would have to compress theirs significantly. 

Trade restrictions could become even more widespread in 1984. In January alone, 
petitions for protection were filed in the United States by the steel, footwear, flatware, 
copper and tuna fish industries. Unlike most previous petitions, which were filed under 
''unfair trade'' clauses of the Trade Act and thus required a detennination of dumping 
or subsidization on the part of specific suppliers, the new petitions are all "escape clause" 
cases seeking industry-wide protection from all competitive imports, including those traded 
fairly. The retaliatory measures by the EEC against the United States steel curbs may well 
lead to counter-retaliation, given that the affected industries in the United States are unrelated 
to the original EEC grievance. Moreover, the EEC has warned that if the United States 
takes additional restrictive action in steel in response to petitions recently filed, it would 
abrogate the 1982 export restraint agreement. This could lead to a new round of protec
tive measures in the steel sector and may escalate the chain of retaliatory and counter
retaliatory reactions. 

Thus 1984 is shaping up as a critical year for the future course of trade policies in 
the major industrial countries. If Governments are successful in resisting the pressures 
for further protection stem.ming from high sectoral rates of unemployment, chances are 
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that a change in mood could be brought about that is conducive to a gradual improvement 
in the trade climate. If, on the contrary, protectionist pressures are translated into further 
actions, the drift towards a managed system of world trade will be given an important 
impetus. 

Partial recovery in primary commodity prices 

In the course of 1983, the prices for internationally traded non-fuel primary com
modities began to recover from the sharp slide of the preceding two years (see table II-2). 

Table II-2 . Rates of change in the prices" of internationally traded 

commodities, 1981-1985 

(rcrccmagc) 

1981 1982 1983 19846 1985b 

Non-fuel primary commodities · 15.6 -16. l 5.8 6 

Food -2 1.4 -30.1 6.3 l 
Tropical beverages -18.9 4.4 5.8 11 -3 
Vegetable oils and oilseeds ·3.2 -23.0 23.4 10 -12 
Agricultural raw materials -13.0 -12.9 7.0 6 6 
Mineral~. ores and metals -12.3 -12.7 2 8 

Crude petroleum 11.5 ·5.6 - I I.I 5 

Manufactu~ 
Exported by de~eloped 
market econorrues -6.0 -2.1 4.4 6 6 

Exported by developing 
countries 0.0 -11.0 -5 .oc 6 6 

Sou«,· Depatuncm of lntcn1111ional F.conomlc and Soc:ial Alf11n of the Uruted NIIIOIII Secreur1111. based on Un11od NIIJOll Can 
fereocc on Trade and Development, MOlllhly C,o,nnwdity Pric~ &lldin: Urutcd Naunas, Mot11h/v Bullnm o/Slati:u1c1, llld mfonna
uoo provided by the N111onal lmuwte of F.conorruc and Soc:ial Rcaearc:h (London). 

: E~prcwed III dollatl 
Forecuu. 

c ~limmary esllm&ICI 

While some prices have experi("nced strong rebounds, other prices have remained depressed. 
On average, the upswing in prices can be characterized as moderate, and price increases 
have been much smaller than the preceding price declines. Given the expectation of a relative
ly weak recovery in Europe and Japan, the excess capacity prevailing in many markets 
for industrial raw materials and the large stocks of some commodities, prices are not like
ly to rise significantly in 1984-1985. As a result, by the middle of the current decade, 
prices on the average could still be about 20 per cent below their levels in 1980. 
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These forecasts for commodity price changes have important implications for both 
developing countries and developed market economies. For developing countries, they 
mean that export earnings are unlikely to receive a boost from substantial price increases. 
Therefore, the payments problems of countries may not be eased sufficiently to prevent 
renewed debt-servicing crises or protracted stagnation in their import levels. As regards 
the developed market economies, moderate increases in commodity prices would provide 
some room for more growth-oriented policies without threatening the gains already made 
against inflation. 

As compared to their average levels in 1982, the prices for minerals, ores and metals 
have remained practically unchanged. With the exception of aluminium, the prices for 
most of these commodities continue to be depressed by a large overhang of producers' 
inventories and by an excess of productive capacity over demand. If, as presently expected, 
the pace of overall recovery will remain moderate, these problems are unlikely to be over
come in the next two years; therefore, prices are not expected to improve significantly. 

The prices of agricultural raw materials have fared somewhat better, but the price 
advance for the group as a whole has been modest. The increase in prices has concen
trated largely in two commodities (cotton and rubber) . Rubber prices have been bid up 
by the strong revival of the automobile industry in North America. In the case of cotton, 
an acreage reduction programme in the United States and poor crops in some other major 
producing countries contributed to the upward price movement. In 1984-1985, for the group 
as a whole, competition from synthetics, large stocks and substantial increases in produc
tion should help moderate pressures on prices arising from the continued strengthening 
of demand. 

The prices of grains and vegetable oils and oilseeds rose during 1983, in some cases 
markedly. Supplies were affected by poor weather conditions and the adoption of an acreage 
reduction policy in the United States in the wake of the sharp price declines of 1981-1982. 
As this acreage is returned to cultivation and assuming more normal weather, price in
creases should moderate in the next two years . In fact, grain prices began to ease in the 
closing months of 1983, and the decline was continuing in early 1984. 

After several years of decline, the prices for sugar and tropical beverages have been 
rising for several months. In the case of cocoa, this is due largely to bush fires and disease, 
which affected supplies in the major African producers, and to smaller crops m Brazil. 
As for other commodities, low prices in recent years have discouraged production, so 
that there is now a better balance between production and demand. With the exception 
of tea, however, stocks are still large and could limit the increase in prices in the near future. 

As a result of weak demand and the draw-down of inventories in the industrial coun
tries, oil prices declined in the first quarter of 1983 and have remained stable since then. 
Oil consumption in the developed market economies has not yet responded to the pick-up 
in economic activity. In fact, the trend towards declining consumption prompted by past 
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price increases has continued. albeit at a slowing pace. Consumption in developing coun
tries has fallen sharply owing to depressed economic conditions. Only the adoption of pro
duction quotas by OPEC member countries has prevented further price declines. 

In 1984, the demand for oil in the developed market economies is expected to begin 
to increase for the first time in several years. In addition, some recovery in consumption 
in developing countries could result from the somewhat higher rates of economic growth 
forecast for 1984-1985. Therefore, oil prices are unlikely to fall further and, by 1985, 
they could begin to rise at a rate roughly similar to the average rate of inflation in the 
developed market economies. As for the immediate future, increases in demand are likely 
to be met by rising supplies, given the large excess capacity that exists in producing coun
tries and the need to earn foreign exchange of many oil producers which are facing tight 
balance-of-payments situations. 

Reflecting the strong appreciation of the dollar, the prices for internationally traded 
manufactures declined in dollar terms in 1982 and 1983. Even in domestic currencies, 
the increase in these prices tended to moderate together with domestic inflation in the main 
producing countries. While underlying cost factors should remain largely unchanged dur
ing 1984-1985, dollar prices could begin to rise once again as the dollar depreciates against 
other major currencies. 12 

Little progress has been made to improve international institutions to stabilize the prices 
of primary commodities. In particular, the Common Fund has not yet been ratified by 
a sufficient number of countries so that it can go into operation. It is unlikely that com
modity prices will experience a generalized dechne in the next couple of years. But if 
this period is not used to improve international price stabilizing mechanisms, commodity 
prices and the export earnings of developing countries could continue to exhibit very wide 
fluctuations m the future. 

Effects of international price changes on the terms of trade 

Terms-of-trade movements since early 1983 have been quite different from those of 
previous years. For the first time since 1977. the terms of trade of the net energy-importing 
developing countries have been improving. International price movements have been 
favourable to these countries: the prices of non-oil primary commodities have been on 
an uptrend, and the prices for oil and imported manufactures have fallen. However, most 
of the terms-of-trade gains for this group of countries during the current recovery may 
have already taken place. While primary commodity prices may continue to rise, owing 
to dollar depreciation the dollar prices of manufactures imported from the developed market 
economies are likely to increase just as rapidly. Smee nominal oil prices are expected to 
stay largely unchanged until 1985, the tem1s of trade of the energy-importing countries 
may improve in 1984, but by considerably less than in 1983. By 1985, renewed terms-of
trade losses are possible, but they are likely to be relatively small. 
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If the terms of trade of the energy-importing countries effectively do not continue 
to improve, the burden of alleviating external payment~ constraints would fall on a vigorous 
increase in export volume But for many countries whose exports are heavily dependent 
on primary commodities, this 1s very unlikely to take place. World demand for food and 
beverages is unresponsive to increases in mcome. And increases in the exports of industrial 
raw materials may be restrained by relatively weak demand conditions in some developed 
market economies and in developing countries. 

The change in direction in the price of oil has adver ely affected the two groups of 
energy-exporting developing countries. Worsening terms of trade have contributed to the 
precarious balance-of-payments situation of most of these countries. For 1984, stable oil 
prices and rising prices for manufactures spell a further worsening in their terms of trade. 
Even if oil prices were to rise omewhat in 1985. the positive impact on the terms of trade 
is likely to be offset by the negative effect of higher prices for imported manufactures. 

As with the energy-importing countries, in the near future the energy exporters can
not count on price increases to improve their external payments situation. Most of the 
surplus countries have large reserves of foreign exchange to draw upon. Thus, they can 
withstand temporary current account deficits without having to resort to significant net 
borrowing. However, many countries m the capital-importing group are facing severe debt
servicing difficulties and tight balance of payments situations. Since energy exports are 
not expected to rise very rapidly, these difficulties are unlikely to be eased except through 
continued cautious import policies and restrained growth. 

The developed market economies have benefited from recent international price 
movements. Since, with the exception of the United Kingdom and Norway, the developed 
market economies are net energy importers, the sharp fall in oil prices has had a favourable 
effect on their terms of trade. In spite of declines in the dollar prices of exported manufac
tures and moderate increases in the prices of primary commodity imports, their terms of 
trade have improved. Relative international price changes are expected to continue to favour 
the developed market economies, whose terms of trade may continue to improve in 
1984-1985. 

Estimates of price changes in the external trade of the centrally planned economies 
show a sharp dichotomy between developments in intra-group trade as distinct from those 
observed in world markets . Regarding intra-CMEA relations, for a number of years now, 
there have been gradual increases in the relative cost of fuels and raw materials. In 1983, 
the forward absorption of past changes in world market prices into the intra-CMEA trade 
price structure, under the formula of averaging world prices of the preceding five years, 
resulted in a further shift in the regional terms of trade of the Eastern European countries, 
which are net importers of fuels and raw materials. Since most of the pnce movements 
occurred in trade with the Soviet Union, this country's terms of trade with the CMEA 
improved. By contrast, in trade with the market economies, there appears to have been 
a worsening in the tenns of trade for both Eastern Europe and the USSR, attributed in 
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large part to weak export prices for fuels and for the raw materials and foodstuffs ex
ported by the Eastern European countries to the market economies. China's tenns of trade 
appear to have remained largely unchanged for the past 12 to 18 months. 

In the coming two years, the net importers ofliquid fuels are Likely to incur a further 
worsening m the terms of trade with CMEA partners. Changes in the terms of trade with 
the market economies may be relatively small, in the light of the limited changes in inter
national prices that are foreseen at the present moment. The outlook for the next two years 
or so is therefore for a worsening in the terms of trade of Eastern Europe, while China's 
remain relatively unchanged, and those of the Soviet Union experience some gains. 

International payments 

Major current account developments 

The principal recent shifts in current accounts in the world economy have been the 
large swing into deficit in the capital-surplus developing countries, the sharp reduction 
in the deficits of the capital-importing developing countries, and a very significant increase 
in both the deficit of the United States and the surpluses of other major industrial coun
tries, particularly Japan and the Federal Republic of Germany. Expectations are that this 
broad configuration of current account postttons will remain largely unchanged in the near 
future, except that the United States' deficit could become substantially larger while the 
combined surplus of the other developed market economies may also increase from cur
rent levels (see tables 11-3 and II-6). 

At the present time, current account positions are not a constraint to nsing levels of 
economic activity in most developed market economies. With the exception of the United 
States, where current account deficits are self-financing, most of the other major industrial 
countries, and particularly the Federal Republic of Germany and Japan, are in a strong 
surplus position. By contrast, the state of the current account is a severe constraint to 
economic expansion in most developing countries and centrally planned economies. Since 
1981, the unavailability of financing has forced the capital-importing developing coun
tries to reduce their current account deficits very sharply. In 1984, external payments dif
ficulties are expected to remain strong. 

The tum-around in the current account of the capital-surplus countries since 1980 has 
been spectacular. These countries, which since the early 1970s had been important con
tributors to the supply of international loanable funds, have now begun to draw down their 
accumulated international assets. Despite lower export earnings, the other net energy ex
porters managed to reduce their combined current account deficit quite substantially, essen
tially through compressing imports. The contraction in the current account deficit of the 
net energy-importing developing countries was unexpectedly sharp. These countries have 
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Table II-3. World balance of payments on current account,0 

by country groups, 1980-1984 

(BilliotU of dollars) 

Country group 1980 1981 1982 1983b 1984C 

Developed market economies -37.8 - 6.6 - 7.4 2 -15.S 

Major industrial countnes -11.9 19.2 JS. I 6.5 -20 
Other countrie~ -25.9 -25.7 -22.6 -4.5 4.5 

Developing countries 36.5 -37.5 -96.2 -67.5 -67 

Capital·\urplus countries 101.7 60.3 3.9 -6.5 -11 
Other net energy exporters 1..5 -25.7 -32 .3 -11 -12 
Net energy importer.; -66.7 -72. l -67.8 -50 -44 

Centrally planned economies<' 
0.9 3.5 16.8 18.5 17.5 

China -1.3 3. 1 2 - I 
Eastern Europe -5.8 -2.7 4.4 5.5 6 .5 
USSR 8.0 6 .2 9.3 11 12 

Residual balance" 0.4 40.6 86.8 47 65 

Sow-ct: Oepuuncm of lnJemational Eoonomic and SocW A mun of lhe Unitod NIUOl'li Secfflarila, hued on lmematiooal Monr.wy 
Fund, lnumdl1onal FillQ/ldol S"1ttmcs: olher official national and inccmauonal aourccs; and fon:a.11 by !he s«~r..u. 

O El!clod1ng govcmmcnc trlnlfcn. 
I> Prchm1nary csumaces rounded to lhe nearest half b~hon dollars 
t: Forecast. 
d Tndc balancu ooly. 
'The world cum:111 ICCIOUnt d11erepancy reflects t1mm1 IJ)'mmttnes, !he balance on aervlcts of the centrally planned 

cc:onorrues, crron Ill lfldc balancu and llllder.recorchng 1n the reccip11 of aervtca. Part.:ulady large sources of 
di,crepancy arc 1nvcsunen1 mcx,me c:hanndlcd through ofl-sborc financial cencru and non faonr 1erv1ccs exported 
by lhe developed ll\ll'ltct ec:oll<!mics 10 OPEC member countries For a diKUnion of lhe IIUU~ of d15Crcpancy in 
the world services balance, - Organisation for Economic Co-operation and Dcvelopmenl, OECD Economic 
Owlook, No 34 (December 1983), pp. 140-142, 

already achieved a substantial degree of adjustment in their external accounts. When deflated 
by import prices, their combined deficit in real terms is now at levels that are not much 
larger than those prevailing before the oil price increases of the early 1970s. 

Since 1981, the centrally planned economies of Eastern Europe have been under strong 
adjustment pressures. During this period they have succeeded in converting a current ac
count deficit into a growing surplus. This has enabled them to reduce their external debt 
for two consecutive years. The Soviet Union, on the other hand, has benefited from terms
of-trade gains and has recorded increasing current account surpluses. The surpluses of 
both the Eastern European countries and the Soviet Union are ellpected to be even larger 
in 1984. Deliberate policies to increase imports account for the decline in China's current 
account surplus observed in 1983 and for a further fall expected in 1984. 
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Intense current account adjustment by developing countries 

The capital-importing developing countries underwent an unusually large adjustment 
in their balance of payments in 1983, reducing their aggregate deficit on current account 
for the first time in the 1980s. The size of the change, according to most recently available 
data, was much larger than anticipated.13 Adjustment policies have now been adopted 
throughout the developing world. In the energy-importing countries, the trend toward lower 
current account deficits, which began in 1982, accelerated dramatically in 1983. For the 
deficit energy exporters, 1983 marked a sharp reversal in current account trends. Up to 
1982. their combined current account bad deteriorated to what appeared to be an unsus
tainable level. 

The current account improvements in the capital-importing developing countries in 
1983 were mainly the result of deliberate policies to reduce import levels. In the energy
importing countries other favourable factors were better tenns of trade and a surge in ex
ports, particularly exports of manufactures to North America. With economic recovery 
in the developed market economies gaining strength, exportS could expand somewhat faster 
in 1984 than in 1983. On the other hand, the imports of many countries will continue 
to be constrained by external payments difficulties. In addition, in a number of countries 
improved performance in the agricultural and energy sectors in 1983 should lessen the 
need for food and petroleum imports in 1984, further contributing to lower current ac
count deficits. By contrast, the drought-affected countries of Africa will need to increase 
their imports of food, and this will make further adjustment of their external positions 
very difficult. 

For the capital-surplus countries, 1983 was the first year since before the 1970s that 
their aggregate current account position moved into deficit. The deficit arose primarily 
from a fall in the value of their exports by over 15 per cent since 1982. This was the 
third consecutive year of falling export earnings for this grouping: in fact, 1983 exports 
were only 60 per cent of their 1980 value. Certain countries of this grouping, most pro
minently Saudi Arabia, were in a position to absorb a disproportionate share of the cut
back in oil production agreed to in March 1983 by OPEC member countries. Having ac
cumulated substantial foreign exchange reserves and other foreign assets in the past, most 
countries of the group have been able to finance their export shortfalls without difficulty, 
for example, by drawing down deposits in international commercial banks. In 1984, the 
current account deficit of this group of countries as a whole may become larger, owing 
mainly to a further worsening of the tenns of trade. 

Capital nows to developing countries recede sharply 

A major cause of the need to adjust external positions rapidly in the capital-importing 
developing countries has been the drying up of external financing from private sources, 
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particularly of bank lending. As a result, countries have been forced to reduce import levels 
in an attempt to restore equilibrium in their external payments. Current attitudes of both 
lenders and borrowers suggest that, for the foreseeable future, these flows are unlikely 
to resume their strong upward movement of the 1970s. 

As can be seen in table 11-4, there bas been a sharp decline in private lending to develoJ>
ing countries, particularly on a long- or medium-term basis. Direct foreign investment 
has also fallen considerably. The loss of confidence by the private banks in developing 
country borrowers has had a pervasive influence on lending to most countries. Indeed, 

Table II-4. Financing the current account deficit of capital-importing 

developing countries,0 1978-1983 

(Billions of dollars) 

1978 1979 1980 1981 1982b 1983' 

Current account balance -49.1 -49.9 -60.6 -91.4 -94.2 -57 

Net external private finance 38.0 40.3 38.7 48.3 27.5 22 

Direct investment 7.4 9.8 9.9 14.1 11 8 9 
Long-term credits 29.1 23.4 22.8 40.9 29.7 25 
Short-term capital" 1.5 7.2 6.0 -6.6 -14.0 -12 

Net external official finance 22.4 29.6 38.7 40.4 42.0 42 

Official long-term resources 18.9 25.8 30.1 31.7 30.0 31 
Unrequited tranSferse 6.4 11.5 12.0 12.6 10.7 11 
Long-term credits 12.5 14.3 18.1 19.2 19.3 20 

Payments-related official credit 3.5 3.8 8.6 8.7 12.0 ll 
Net use of IMP credit -0.4 0.5 l.9 5.4 5.5 1 I 
Other official credit/' 4.0 3.3 6.7 3.2 6.5 

Recorded arrears 0.8 -0.1 0.5 7.9 -2 
Use of reservesB -12. t -19.9 -16.9 2.3 16.8 -5 

Soi,'": Depanmem of llltemational Economic and Social Affairs or the Urutcd Nauom Secretarial, bucd on International Monewy 
Fund, &lantY of PO)'f'IIMlJ Slalistics and lnmnarional FWU1cial S:atutrcs; World Bank, World lhbt Tabin; aatioNJ data and ocher 
IOUn:Q, 

O Samph: of 86 developing countries ICCOWIUllg for almoa 9S per cent of the a~pie current account deficit of !he capital· 
b importing developing countries. 

Pattial ty estuna!ed. 
c Prdmuna.ry Secretariat estimates based on incompltte data, particularly with regard to the unung of the flow, ansing from 
d variou,, debt·restructunng 1grecmen1S in 1983. 

tn.:ludcs errors and omissions. 
t Includes SDR allocauons, 1979-1981. 
I Includes IMF Trust Fund (!O 1981) llld subsidy 11CC011nts, STAB.EX, lllld other m11lulatcral lllld bllatcral payments financ:e, 111-

chld,ng shon-tcrm bridgmg credltJ. 
8 Minus 51gn indJCIIC$ addtlions !O reserves. 
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a good share of the recent gross international bank lending to developing countries 
was arranged as part of debt-restructuring packages and can thus be considered to have 

been in a sense involuntary. In 1983, such loans accounted for $14 billion out of a total 
of $32 billion in gross medium- and long-term bank credits to the capital-importing coun
tries. The implicit $18 billion in voluntary gross lending in 1983 may be contrasted with 
the $41 billion lent in 1982 and $50 billion in 1981. u 

Not only have private bank flows declined in volume, but their cost bas remained 
high. Although base interest rates have fallen since 1982, they are still very high when 
compared to expected trends in export prices. Moreover, spreads over base rates have 
tended to widen, reflecting a higher subjective assessment of risk on the part of lenders. 
In recent months, though, there has been some decline in spreads, particularly on restruc
tured debts. Another factor that has served to maintain borrowing costs high for develop
ing countries in debt-servicing difficulties were the special fees charged by banks for 
rescheduling their debt. 

A further dimension of the difficulty developing countries have recently faced in mobiliz
ing private financial resources has been in the behaviour of short-term capital flows. From 
198 J to 1983. the capital-importing developing countries as a whole recorded a large net 
outflow of short-term capital (see table 11-4). Moreover, up to 1982, these net outflows 
coincided with an extremely rapid build-up in gross short-term inflows in the form of bor
rowing from international banks. The implied gross outflow of short-term capital from 
these countries was thus extremely large. This outflow represented many and widespread 
private decisions in developing countries to transfer personal wealth on a temporary basis 
to the developed market economies, particularly the United States. 

The decline in private flows over the past two years has not been compensated by 
increases in official financing. Although some categories of official flows have risen, in 
the aggregate these flows have remained virtually stagnant since 1980 despite the pro
tracted payments crisis of recent year . 

This is not to deny that certain efforts have been made, especially in 1983, to increase 
some categories of official resource transfers in response to current needs. In particular, 
the World Bank and regional development banks did adopt measures to alleviate the payments 
difficulties of borrowing countries. For example, they increased their share of total pro
ject financing and accelerated the disbursement of funds. The World Bank, as part of its 
Special Assistance Programme, also sought to expand its structural adjustment lending 
and programme lending in support of sectoral adjustment. J.S On the other hand, these 
departures from past practice must be financed out of the regular resources of these in
stitutions, which implies that they must either restrict other lending programmes or ac
quire new capital resources. One capital expansion under negotiation in 1984 is the selec
tive capital increase of the World Banlc, which provides an opportunity for a significant 
increase in its resources. 
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Official development assistance (ODA) bas behaved erratically in recent years. In 
real terms, the ODA receipts of developing countries were practically unchanged in 1981 
and dropped sharply in 1982. Aid flows from DAC member countries decreased in 1982, 
as did concessional financial co-operation from OPEC member countries. 16 There were 
no indications that a significant overall increase in the sum of these flows had taken place 
in 1983. 

As regards multilateral development co-operation, recent trends have become dis
quieting. Following a decade of rapid expansion averaging 22.5 per cent per annum, net 
multilateral disbursements in the 1980s are going through a phase of slow growth and, 
in some cases, absolute stagnation. Difficulties in arranging adequate levels of future 
multilateral flows have been only imperfectly resolved. Major donors have agreed that 
the delayed seventh replenishment of the International Development Association should 
be at a level of $9 bilJion for three years, in contrast to the initially agreed $12 billion 
for three years (and later extended to a fourth year) under the sixth replenishment. The 
tentative agreement on the second replenishment of the International Fund for Agricultural 
Development reached in March 1984 makes it virtually certain that contributions during 
the next three years ( 1985-1987) will not exceed those originally pledged for 1981-1983 
(and then extended to 1984). Pledges to the World Food Programme for the 1985-1986 
biennium amounted to less than 50 per cent of its target of $1.35 billion. With respect 
to operational activities for development funded through the United Nations system, the 
favourable results of the 1983 United Nations Pledging Conference for Development Ac
tivities raised hopes that the negative trends of recent years might be finally arrested. 

Official and officially guaranteed export credits have also lost their former dynamism. 
Here, however, a prime adverse factor has been the need of developing countries to cut 
back on their imports. To the degree that imports recover. the provision of officially sup
ported export credits may increase pari passu. This notwithstanding, the concessional ele
ment embodied in official export credits will be reduced. The countries participating in 
the OECD Arrangement on Guidelines for Officially Supported Export Credits agreed 
in October 1983 to phase out by July 1986 all subsidies inherent in existing interest rates 
on export credits.17 Under the existing Arrangement, minimum interest rates are set for 
credits of differing maturities for different groups of countries, with the lowest income 
countries now receiving the most favourable rates. 

International reserves, the first line of defence in a balance-of-payments crisis, were 
extensively drawn down in 1981 and 1982. Since then. the erosion of reserve levels in 
the capital-importing developing countries as a whole has been halted, and in many coun
tries a reserve rebuilding process has begun. On the other hand, certain other countries 
with unresolved external debt problems have had to continue drawing down their reserves. 
Furthermore, about 15 per cent of the energy-importing countries ended 1983 with reserves 
insufficient to purchase even one month's imports,18 despite import compression in 1983 
as well as in previous years. Indeed, less than half of the energy importers had reserves 
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which met the minimum rule-of-thumb level of three months· import coverage. The energy
importing countries are thus expected to rebuild their reserve levels to some extent in 1984 
Even though beginning at a high level in some cases, the reserve levels of the deficit energy
exporting countries have also been heavily drawn down during the recent crisis. Therefore, 
some rebuilding of reserves in these countrie is also likely to take place in 1984. 

In recent years. balance-of-payments financing from the IMF has expanded considerably 
(see table ll-5). Nevertheless. in 1983 official balance-of-payments credit as a whole 

Table Il-5. Net flow of IMF lending to the capital-importing 

developing countries, 1978- l 983 

(Billion~ of dollm) 

1978 1979 1980 1981 1982 1983 

Low conditionality flows 0.2 0.2 1.3 1.4 2.2 

Buffer stock financing 0.1 0.3 
Compensatory 

financing 0.2 0.2 0.3 0.6 1.7 2.0 
Oil Facility -0.9 ·0.6 -0.7 -0.7 -0.4 -0.1 
Trust Fund 0.9 0.7 1.6 0.1 -0.1 

Higher conditionaJiry flows 1.0 2.3 5.7 4.2 9.1 

Credit tranche 
drawings -0. l 0.7 1.5 3.3 1.9 4.2 

Extended Facility 
drawing 0.1 0.3 0.7 2.4 2.3 4.9 

Total flows 0.2 1.2 3.6 5.7 5.7 11.3 

~ : Oepartmcnl or ln!el"llltional Ea,nom1c and Social Affair. 01 lhc Unncd Nauom Socmariat, besed on lmu-
nabooal Monetary Fund, /,uemanonal fl11411na/ SllUirtlc-s. 

actually fell, since declines occurred in other forms of official payments finance. In par
ticular. the bridging loans arranged in 1982 by countries in debt-servicing difficulties with 
the Bank for International Settlements and national authorities were replaced to a large 
extent by formal programmes with the IMF .19 

The provision of support to countries experiencing debt-servicing difficulties assum
ed an important role in IMF lending in 1983. Of the 40 stand-by or extended financing 
arrangements between the IMF and developing countries in existence at the end of 1983, 
over half were with countries which had found 1t necessary to c;eek a restructuring of their 
private or public debts ince 1982. Furthermore, as many of the countries concerned 
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had relatively large payments financing requirements, countries in debt-related difficulties 
accounted together for about two thirds of the $22 billion of total lending agreements in 
effect. 

The overall predominance of lending through stand-by or extended arrangements -
as opposed to lending through relatively automatic, low-conditionality facilities - inten
sified in 1983. The two low-conditionality facilities - the Buffer Stock Financing Facility 
and the Compensatory Financing Facility (CFF) - increased their level of lending con
siderably. However, the absolute amounts of financing provided through these facilities 
remain relatively sman.20 

IMF lending under conditional arrangements is provided in support of balance-of
payments adjustment programmes. In view of the persistance of many developing coun
tries' adjustment needs, numerous CMF lending agreements were renewed in 1983. As 
the adjustment process continues in an international trade and financial environment that 
is less supportive than would be desired, it appears likely that many of the 27 IMF lending 
agreements with developing countries which are set to expire in 1984 will also have to 
be renewed. 

The ability of the IMF to increase its net lending in 1984 was assured by the end of 
November 1983 when the requisite minimum number of member countries of the Fund 
consented to increa es in their quotas under the Eighth General Review of Quotas. In
terim financing of SDR 3 billion was arranged with the Bank for International Settlements, 
which increases the short-run financiaJ flexibility of the Fund. Its potential recourse to 
financing was also improved by the coming into force of the revised and enlarged General 
Arrangements to Borrow and the parallel arrangement between the Fund and Saudi Arabia. 

None the less. decisions taken by the Executive Board in early January 1984 may 
restrict the degree to which the IMF can lend to member countries in 1984. With the in
crease in quotas, all member countries would have been eligible for additional borrowing 
from the Fund. However, the limit to outstanding borrowings was reduced from 600 per 
cent of quota to 408 or 500 per cent, depending on the seriousness of the country's balance
of-payments needs and the strength of its adjustment efforts. Annual limits were reduced 
from 150 per cent of quota to l 02 or 125 per cent. At the same time, maximum allowable 
drawings from the CFF and the Buffer Stock Financing Facility as a percentage of quota 
were also scaled down.21 Although the Fund retains the ability to exceed these limits in 
exceptional circumstances, lending is expected to remain within the established guidehnes. 
Funhermore, the continuation of the Fund's ability to lend up to even these lowered multiples 
of quota is not assured. as extension of the Enlarged Access Policy itself beyond the end 
of 1984 requires a further decision by the Executive Board. 

One ource of compensatory finance for expon fluctuations which has served as a 
significant form of highly concessional payments support for many generally small and 
low income developing countries is the ST ABEX scheme, operated by the EEC for the 
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benefit of the 63 associated African, Caribbean and Pacific (ACP) countries. Loans and 
grants under the scheme in 1983 fell to about $58 million, compared to transfers of $187 
million in 1982 and $124 million in 1981.22 Despite a special effort made in May 1982 
to supplement its resources, in recent years ST ABEX has not had enough resources to 
meet all qualifying applications. The future conditions and financing of the scheme are 
now being decided as part of the ACP-EEC negotiations begun in October 1983 for a new 
agreement to succeed Lom6 II, the most recent ACP-EEC co-operation agreement. 

Thus the availability of balance of payments financmg, particularly of a compensatory 
nature, is still very inadequate. As a result, the development process continues to be very 
vulnerable to the international effects of the business cycle in the developed market 
economies. 

Large shifts in current accounts among the developed market economies 

The trends in current accounts since 1981 in the developed market economies became 
considerably more pronounced during 1983. Largely as a result of differing cyclical posi
tions and the continued appreciation of the dollar, the current account deficit of the United 
States increased sharply, while the combined balance of the remaining countries swung 
from a small deficit in 1982 to a large surplus in 1983 (see table Il-6) . 

The major factor behind the increase in the United States' deficit in recent years has 
been a deterioration in the real trade balance. In 1983, real imports rose very rapidly, 
while export volumes contracted. In spite of a lower oil import bill and improvements 
in the terms of trade, the trade deficit is estimated to have risen by over $23.5 billion. 
The traditional surplus on services also appears to have declined by almost $3 bilbon, 
owing largely to lower nominal interest rates and a rapid erosion in the country's net creditor 
position. 23 The contmuation of massive inflows of capital, mainly in the form of port
folio investments, would transform the United States into a net intemation <l debtor. 

In the other developed market economies combined. there was a strong swing from 
a small aggregate current account deficit to a considerable surplus. With the exception 
of the United Kingdom and a few small economies, the shift was generalized. Improvements 
in competitive positions, relatively weak domestic demand conditions and better tenns 
of trade all worked in the direction of substantially enlarging the aggregate trade surplus 
of these countries. In addition, their combined deficit on services and private transfers 
declined, also contributing towards a larger current account surplus. 

The current account surplus of Japan exhibited a particularly strong increase in 1983. 
Since 1980, the shift into surplus of the Japanese current account has exceeded $30 billion. 
Most of the swing has been due to a sharp increase in the trade surplus, with more moderate 
declines occurring in the deficit on invisibles. Nearly all the increases in the trade surplus 
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Table Il-6. Developed market economies: balance of payments 

on current account°, 1980-1984 

(Billions of dollars) 

Country or country group 1980 1981 1982 1983b 1984C 

DevelopcJ market economies -37.8 -6.6 -7.4 2 -IS.S 
excluding United Stales -44.8 -17.8 -3.9 32 S4.5 

Major industrial countries -11.9 19.2 15.1 6.5 -20 
Canada -1.3 -S.3 2.0 3 3 
France -2.5 -2.8 -9.S -3 
Germany, Federal 

Republic of -8.0 0.7 10.6 12 14 
llaly -9.7 -7.9 -S.2 -1.S 
Japan -9.5 6.2 8.1 21 28 
United Kingdom 12.0 17.1 12.S s s 
United States 7.0 l l.2 -3.S -30 -70 

Other countries -25.9 -25.7 -22.6 -4.S 4.S 

Surplus countricsd .0.7 s.s 9.4 10 12.5 

Others -25.2 -31.2 -31.9 -14.S -8.0 

Sown: Department or International Bconomic and Social Affairs of the Uruted Nlllons Soc:rctarlat, bued on lntema
tional Monewy Fund, ln1mwll)flQ/ F"INUICloJ Slarlstlcl , and foiecas11 or the United Natloos Secretariat. 

: Excluding pernment unrequited IJ'a!llfen. 
Ptd1111umy e5Ullll1el rounded to the nealUI half billion dollln. 

c P«ecast 
d Neuierland,, Norway and Sw11Urland. 

were due to volume effects. In fact, between 1980 and 1983, Japan's export volume ex
panded by nearly 18 per cent, while its imports fell by more than 3.5 per cent. It should 
be added that export growth would have probably been even stronger had it not been for 
the trade restrictions imposed on Japanese products by its major trading partners. 

In the Federal Republic of Germany, a moderate decline in the invisibles deficit caus
ed the current account surplus to rise somewhat in 1983. The trade surplus remained roughly 
constant as a result of compensating price and volume movements. Though the swing in 
the Gennan current account since 1980 has been less than in Japan's, it has none the less 
been quite significant (about $20 billion). 

The trends observed in current accounts among the developed market economies in 
the past two years are expected to become accentuated in 1984. The current account deficit 
of the United States is expected to increase by about $40 billion, with the combined surplus 
of the other countries rising by over $20 billion. Economic activity is expected to be 
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very buoyant in the United States and considerably less so mother countries. In addition, 
the lagged effects of the strong appreciation of the dollar in the past three years are likely 
to continue to be felt throughout 1984. As a result of both of these forces, while real im
ports rise strongly and real exports continue to stagnate in the United States, export volumes 
should be comparatively stronger than import volumes in other industrial countries. 

The short-run impact of dollar depreciation would tend to exacerbate the situation. 
While exchange rate changes have a delayed impact on quantities traded, their price ef
fects are felt rapidly. Countries whose currencies depreciate tend to experience worsen
ing terms of trade, since import prices in domestic currency increase more than export 
prices (the so-called J-curve effect). Conversely, the short-term consequence of currency 
appreciation is usually an improvement m the terms of trade. Therefore, were the dollar 
to depreciate, the short-term impact would be to increase the trade deficit of the United 
States and the trade surpluses of countries with appreciating currencies (most likely the 
Federal Republic of Germany and Japan). 

Exchange rate instability among major currencies 

During 1983, exchange rates continued to fluctuate widely (see table Il-7) . The salient 
feature of exchange rate movements was the continued strength of the dollar Despite the 
United States' growing current account deficit, the dollar continued to appreciate for the 
third consecutive year, albeit less than in the preceding two years. In the early months 
of 1984. there were some indications that there might be a reversal in this trend, since 
the dollar began to decline against other major currencies. During 1983, however, the 
excess demand for the dollar resulting from net capital inflows that far exceeded the cur
rent account deficit caused the dollar to appreciate against most other major currencies. 
The dollar also appreciated on a real effective basis, that is, after differentials in inflation 
rates among major trading partners are taken into account in estimating avera~e changes 
in exchange rates. This indicates that the average nominal appreciation of the dollar was 
greater than the percentage that would have been necessary to offset a lower rate of infla
tion in the United States than in its major trading partners. 

For the past three years, the dollar has been sustained by strong capital flows into 
the United States (see table 11-8). To a large extent, these flows have been stimulated by 
the persistence of an interest rate differential in favour of dollar-denominated assets in 
nominal terms. In addition. expectations as to the rate of inflation in the United States 
are likely to have been revised sharply downwards. Not only has inflation in the United 
States receded rapidly , but the monetary authorities appear to be less willing to accom
modate a new surge in inflation. Therefore, interest rate differentials in favour of the dollar 
may have more than compensated for differentials in expected rates of inflation, giving 
rise to expectations that the dollar would appreciate and to flows of capital into dollar
denominated a sets. More generally, capital flows were attracted to the United States by 
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Table II-7. Selected developed market economies: 

exchange rate movements, 1981-1983 

(Year-end percentage change) 

Spot exchange rate Nominal effective Real effective 
against $US exchange rate- exchange rateb 

Country 
1981 1982 1983 1981 1982 1983 1981 1982 1983 

Canada 0.7 -3.7 -1.2 3.4 -2.2 0.9 4 .6 -2.3 3.0 
France -27.3 -16.9 -19.4 -6.9 -5.7 -7.5 -3.2 -2.2 -1.3 

Germany, Federal 

Republic of -15. l -5.4 -12.7 2.1 7.2 -0.9 2.7 -3.3 

Italy -28.9 -14.2 -17.4 -10.2 -2.5 -4.4 -4.7 1.7 -0.3 
Japan -8.3 -6.8 1.2 1.8 -3.9 8.9 -6.6 -8.8 -3.7 

United Kingdom -20.0 -14.4 -10. l -8.0 -4.7 -1.3 -6.9 -3.2 -0.9 

United States 9.0 10.9 6.0 10.4 10.2 3.4 

Belgium -22.0 -21.9 -15.1 -3.1 -9.6 -2.8 -5.0 -8.0 -2.2 

Denmark -21.8 -14.4 -17.7 -3.8 -1.0 -4.2 -2.6 0.0 -3.4 

Netherlands -15.9 -6.3 -14.3 1.4 5.6 -1.5 2.2 3.6 -2.2 

Switzerland -1.9 -10.9 -8.5 15.0 -1.2 6.0 9.8 -3.7 3.5 

Sotutt: Dq,anmeni of lntematioml Ecooomk and Social Affain or the United N1110111 Secreww, based oo lntelllltiooal Monetary 
Fund, lnttrM11"""1 FilllllldaJ Sladst1cs; and Morgan 0111t1nty Tru.st Company of New York, World Financial Mattns . 

O Based on 1980 v.eights derived from bilateral trldc in m&Duf1cuuu with IS major tniding putncn. 
b Nominal cffocuvc exchange rate lldJusted for differential rate of di1111e in wholesale pricu of ma.nuflClllret. 

favourable expectations among investors regarding its economic prospects. The dollar was 
aJso strengthened by capitaJ flight seeking a safe haven from other parts of the world, 
including certain developing countries. 

In the near future, it is unclear to what extent capitaJ inflows will be large enough 
to offset the net outflows of dollars stemming from current account transactions. As already 
noted, the current account deficit is expected to rise markedly in 1984. Therefore, con
siderably larger inflows of capitaJ would be needed to sustain the dollar. This would pro
bably require a widening of interest rate differentials in favour of dollar-denominated assets. 
Even if this were the case. the rapid increase in the current account deficit of the United 
States, and rising surpluses in the Federal Republic of Germany and Japan, could cause 
a significant change in perceptions about the strength of the dollar vis-a-vis other major 
CW'f~ncies (particularly the deutsche mark and the yen) and a change in the direction of 
shori-t~nn capitaJ flows. If so. the dollar could depreciate substantially. 
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Table ll-8. Major developed market economies: net short-term and long-term capital flows, 

1980-1983 

(Billions of dollars) 

Short-term capital flow (net) Long-term capital flow (net) Total capital flows plus errors 
Country or country and omissions (net) 

group 
1981 1982 '1983G 1981 1982 1983° 1981 1982 1983° 

Major industrial countries 5 .5 1.3 57.0 -6.0 -20.4 -24.9 16.0 16.8 36.0 

Canada 12.7 -6.7 2.3 0.4 5.8 2.1 5.5 -4.2 0.7 

VI France 11 .1 8.3 5.0 -6.7 1.1 7.6 2.1 8.4 11 .8 
O\ ' 

Germany, Federal 

Republic of 2.7 6 .6 -1.0 3.7 -6.9 -2.3 7.8 -0.6 -0.8 

Italy . -4.3 7.2 8. 1 4.5 1.2 1.5 t.1 7.8 

Japan 4.9 - -2.4 -6.4 -16.3 · 19.9 -1.1 -11 .6 -19.8 

United Kingdom 3.6 15.6 6 .5 -18. l -15.0 -8.9 -13.5 -5 .8 -8.6 

United States -29.5 -18.2 39.4 13.0 6.4 -4.7 7.7 29.5 44.9 

Sourt.·C': lntcmutional Monetary F11nd, Ba/anu of Paymrnu Slori.ttics , lllld /numar/011111 F/nQtletOI Statistics . 

a 845ed on Jata for the three quarter, (Federal Republic of Ocnnany, Japan, United Kingdom and Unned Su,tcs ) or the fir>l half of the ycai. All figurca are 

annualized 



The situation is now reminiscent of that of the middle and late 1970s, when the United 
States saw its deficit increase rapidly while the Federal Republic of Germany and Japan 
were running large and increasing surpluses. During the earlier period, large current 
account deficits in the United States were accompanied by an erosion of confidence in 
the dollar, outflows of short-term capital, and a steady depreciation m the dollar against 
other major currencies. By contrast, as already noted, since 1981 capital flows into the 
Uruted States have been massive. As shown in table 11-8, while direct investments and 
long-term portfolio flows were dominant up to 1982, more recently they have increas
ingly taken the form of short-term flows, mostly bank deposits and purchases of United 
States Treasury bills. These flows could be easily reversed if further increases in the 
United States' current account deficit caused investors to lose confidence in the dollar. 
Therefore, the dollar could come under sudden and intense downward pressures. 

Since short-term capital flows can be destabilizing, the possibility of protracted dollar 
weakness and overshooting in a downward direction (from the point of view of changes 
in relative trade pnces) is a very real one. However, in the recent past widely held ex
pectations of an impending dollar depreciation have been confounded, and capital flows 
into the United States continued at a strong pace even in the face of a clear overvalua
tion of the dollar from the point of view of trade fundamentals. Therefore, while everything 
indicates that there should be a fall in the international value of the dollar beginning 
in 1984, it is difficult to predict the extent to which the dollar might fall or how long 
the correction could take. 

Further improvement in the external payments position of the centrally planned 
economies 

The priority of the national economic plans of the majority of the Eastern European 
centrally planned economies remains the holding down of domestic absorption, con
taining imports and promoting exports, in order to improve external balances with both 
the transferable rouble and the convertible currency trading areas. This policy goal was 
fairly closely adhered to in 1983, even though actual circumstances in the course of the 
year, connected with a surge in investment and an upturn in industrial activity, diverged 
somewhat from the major assumptions underlying the plans. 

The policies that have been adopted in recent years underline the determination of 
policy makers in Eastern Europe to restrain absorption in order to reduce their actual 
vulnerability to uncontrollable external events. Recent policies are also indicative of the 
course that these countries are likely to pursue in the immediate future. Further improve
ment in the current account with market economies and a reduction of the convenible 
currency debt without worsening imbalances in intra-group trade remain on the agenda 
for 1984. 
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As shown in table II-9 , the adjustment measures in Eastern Europe have yielded a 
growing trade surplus with the market economies, in spite of only modest growth of import 

Table II-9. Centrally planned economies: trade balances, 1981-1983 
(Billions of dollars) 

Eastern Europe USSR China 

1981 1982 1983° 1981 1982 1983° 1981 1982 1983° 

World -2.7 4.4 5.4 6.2 9.3 11.2 3.1 1.9 

Centrally planned 
economies -3.2 -LO -1.0 6.0 4.4 4.1 0.1 --0.3 --0.4 

Developed market 
economies -2.9 1.3 2.6 -1.2 --0.1 1.2 -4.6 -3.7 -4.6 

Developing countries 3.5 4.1 3.9 1.4 4.9 5.9 4.6 7.0 6.8 

Sollru: Department of lntem1111onal Economic and Soclil Affairs of the Uruted N111ons Secrcttnat, based oo official national and inter· 
national data ,ources u well as indcpe.ndc111 C1t1mates, 

O Prehmu11ry estimates 

demand in the latter countries. The group's export drive has been most conspicuous in 
relations with the developed market economies. with which the 1983 trade surplus of $2. 6 
billion was double that attained in the previous year. The Soviet Un.ion, on the other hand, 
increased its overall trade surplus by about $2 billion by reversing its small deficit with 
the developed market economies and increasing its trade surplus with developing coun
tries . China's trade surplus fell by over $1 billion, largely owing to an increase in the 
deficit with the developed market economies. 

The current account balances of the Soviet Union and the majority of the Eastern Euro
pean countries, especially in convertible currency cransactions, have remained less in surplus 
than what the trade balances might suggest. Net outflows on account of interest payments 
have been sizeable. especially for the Eastern European countries. None the less, rough 
estimates indicate that both the Eastern European countries and the Soviet Union recorded 
surpluses on current account in both 1982 and 1983.24 In 1983, the combined surplus on 
current account of these countries was probably of the order of $14-15 billion in all trade 
relations and $6.5-7 5 billion with convertible currency partners. Thus for the second con
secutive year, Eastern Europe and the Soviet Union experienced net outflows of financial 
resources and a corresponding reduction in their foreign debt with the developed market 
economies. China also ran a sizeable current account surplus in 1983, which must have 
been around $3-4 billion. 
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Most Eastern European countries, and particularly Poland and Romania, continue to 
encounter severe external payments difficulties. The magnitude of the problem is particularly 
pronounced with regard to convertible currency transactions. In 1983, these countries' 
access to credit was seriously restricted ,25 but the experience gained in the two preceding 
years enabled negotiators to reschedule satisfactorily the convertible currency debt falling 
due in the course of 1983. Although a few other countries obtained some fresh loans, net 
inflows from world financial markets to Eastern Europe and the Soviet Union were negative 
for the second consecutive year . The net external debt of the European planned economies 
probably contracted by a larger amount than in 1982, to perhaps about $60 bilJion at the 
end of 1983. 

Especially large shifts have occurred in the composition of the convertible currency 
debt of the European planned economies over the past two to three years. Eastern Europe's 
net debt to private banks in the market economies declined from about $40 billion at the 
end of 1980 to some $33 billion at the end of 1982 and appears to have fallen by a further 
$5-7 billion in 1983. 

The overall debt of the region has probably declined less than bank debt, for several 
reasons. In the first place, debts to Governments have longer maturities than bank debts 
and , therefore, are being paid back at a slower pace. Second, there has been a shift in 
the composition of debt, since a part of the unpaid debt to the banks that had government 
guarantees has been transferred to the guaranteeing Governments. Third, some Eastern 
European countries have, in essence, used suppliers' credits to work off their bank debt. 
These have been especially important in the case of re-exports on the spot market of crude 
petroleum obtained on a credit basis from some oil-exporting developing countries. 
However, even after all of these factors are taken into account. Eastern Europe has undergone 
a significant measure of external adjustment, and this has had a favourable impact on the 
group's external indebtedness with the market economies. 

On the other hand, in recent years there have been no noticeable changes in the CMEA 's 
mechanisms of regional economic co-operation, which require that approximate bilateral 
balance in the reciprocal exchange of goods and services be attained annually. The worsening 
in Eastern Europe's terms of trade with the CMEA has been absorbed mainly through 
export promotion. 

Furthermore, the prospects for an acceleration of regional economic integration, and 
hence for underpinning a more expansionary medium-term policy stance by the Eastern 
European countries, remains uncertain. Nearly all CMEA members are supporting the 
convenmg of a summit meeting of top decision makers in order to formulate improvements 
to the traditional mechanisms of regional economic co-operation and to re-examine the 
development goals to be served by mtra-CMEA economic integration. This high-level 
meeting, which has been under preparation for several years, is now scheduled to be held 
sometime in 1984 and may provide an important impulse to economic growth and trade 
within the group in the medium to long run. 
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There are two other noteworthy aspects of the adjustment efforts undertaken in the 
early 1980s. The first refers to changes in the geographical distribution of exports. Over 
the period 1981-1982 Eastern Europe shifted the geographical direction of exports towards 
outside markets, especially the developing countries. In 1981. a substantial contraction 
in exports to the developed market economies was offset by large gains in exports to develop
ing countries. This suggests that some Eastern European countries were very actively sear
ching for alternative export outlets in the face of economic recession in the developed market 
economies. This strategy gradually ran into difficulties and could not be sustained in 1983. 
Demand in developing countries was far from buoyant, and their external financial con
straints called for greater balance in reciprocal trade, thus making it difficult for the Eastern 
European countries to continue to enlarge their trade surpluses with developing countries 
in order to service their external debt with the developed market economies. During 1983, 
most of the increase in export volumes was in trade with the developed market economies, 
at a time when the latter were ~lowly eanerging from their longest recession of the post
war period. 

Another important aspect of Eastern Europe's adjustment efforts has been the chang
ing commochty composition of trade. In intra-group trade, the composition of exports has 
remained relatively stable, and the fastest-growing exports have been in the categories 
of investment goods and semi-finished manufactures. By contrast, the most dynamic 
categories in exports to outside partners have been, paradoxically, energy products, raw 
materials and consumer goods.26 The export drive was implemented by dampening con
sumer demand, by stringent energy and raw material conservation measures, and by per
mitting the emergence of imbalances in some domestic markets, especially foodstuffs. Smee 
these policies are unlikely to be sustained for long, export growth could be more moderate 
in the next couple of years. On the other hand, the upturn in Western Europe in 1984 
may open up some room for the exporu of manufactures from Eastern Europe. However, 
success with that endeavour will depend on further structural adjustments in most Eastern 
European countries. 

Notes 

I World Econmnic Survey 1983 (United Nations publication, Sales No. E.83.U . I), pp. 33-34. 
2 An interesting proposal in this coMection has been recently advanced in J. Williamson, The Exchange 

Rate System (Washington, D.C .• Insutute for International Economics, Sepu:mber 1983). 
3 See United Nations Economic Commission for Latin America, Balance Preliminar de la Economia 

~ricana durante 1983 (E/CEPAL/G 1279), Santiago, 16 December 1983, p. 13. 
4 See General Assembly documents A/38/132-S/15675 and Corr.I and 2 (8 April 1983); and 

A/39/118-E/1984/45 (29 February 1984). 
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Notes (continued) 

S A Committee on Trade in Agriculture and a Group on Quantitative Restrictions and Other Non-Tariff 
Mea res have been set up and are due to report their findings and recommendations in late 1984. 
The Committee on Trade and Development has undertaken a review of the implementation of the pro
visions granting prefercnllal treatment to developing countries, and it bas held a round of consultatJOns 
on tropical products. At lhe same time, the Working Party on Textiles and Clothing has begun to study 
the possible effects of phasing out the MFA. However, the most pressing item on the agenda remains 
unsolved: de.spite protracted negotiations, it has not been possible to reach a new comprehensive understan
ding en safeguard action against a r.urge in imports threatening domestic industry 

6 "Non-tariff barriers affecting the trade of developing countries and transparency in world trading con· 
ditions: the inventory of non-tariff barriers'', (TD/B/940), repon by the UNCTAD secretariat, 2 February 

7 
1983, pp. 6-9. 
For instance, the EEC is considering the adoption of a plan combining the injection of new funds into 
high ttchnology :.cctorr. and a significant, though temporary increase in external tariffs to protect Europe's 
infant high technology industries. 

8 Argentina, Australia, Brazil, Colombia, Cuba, Dominican Republic, lndia, Nicaragua, Peru and the 
Philippin~. 

9 The indu try is currenl.ly suffering from overcapacity due to the entrance of new suppliers, slack: de
mand, and the growing u:.e of steel substitutes. 

10 In the field of textiles, the United States availed itself of the right to call for consultations seeking to 
renegotiate 50 bilateral agreements under the MFA. ln addition, the United States imposed counter
vailing actions on, or initiated proceedings against, certain textile imports from a number of develop
ing countries. The EEC imposed 20 new quotas on imports from MFA countries. Canada, Greece and 
Ireland also took measure to curb textile imports funher. However, the United States and China lifted 
mutual trade sanction~ and entered into a new textile agreement. More recently, China bas applied 
to enter the MFA. In another, unrelated action, the EEC renewed for another year its voluntary export 
restraint agreements with Japan, covering 10 categories of sensitive products which account for 40 
per cent of Japan's exports to the Community. The voluntary export restraint agreement limiting Japanese 
automobile exports to the United State~ was extended for a founh year, raising the limit from 1.68 
to l.85 million units . 

11 General Agreement on Tariffs and Trade, "Report of the Sub-Committee on Protective Measures" 

12 
(COM.TD/SCPM/6), 20 October 1983, pp. 8-9. 
It is extremely difficult to forecast exchange rate variations. For the purpose of the forecasts contained 
in thi Sun'e)', it has been assumed that the dollar will depreciate against major convertible currencies 
by 5 per cent in nominal effective terms in both 1984 and 1985 on a year-to-year basis. 

13 For example, forecasts by the Secretariat at the beginning of the year for the current account of the 
capital-importing countries as a group yielded a reduction in their combined deficit of about $9 billion 
in 1983 relative to 1982. Current estimates suggest that the reduction could have been of the order 
of $39 billion. For earlier forccasl!> of 1983 current account balances, see World Economic Survey 1983. 
p. 47. 

14 Organisatton for Economic Co-operation and Development, Financial Stalistics Monthly, February 1984. 
15 World Bank, Anrwal Rtport 1983 (Washington, D.C., 1983), pp. 39-40. 
16 Data in 1981 prices and eitchange rates . Organisation for Economic Co-<>peration and Development, 

Devtlop~nt Co-<Jptrorion, /983 Review (Paris, 1983), p. 52. 
17 OECD Obstrver, November 1983, p. 19. 
18 Based on a sample of 56 energy-importing developing countnes for which adequate data were available 

to esumate imports for the year and year~nd reserves. 
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Notes (continued) 

19 International Monetary Fund, Recenl Multilaleral Debt Resrructurings with Official and Bank Creditors, 
Occasional Paper No. 25 (Washington, D.C., 1983). 

20 The other two low-conditionality facilities shown in table ll-5 are no longer disbursing any funds. Loans 
under the Oil Facility have now been fully repaid. Loans from the Trust Fund, which bad been established 
with some of the proceeds from the sale of IMF gold holdings in the 1970s, began to be repaid on 
a small scale in 1983. 

21 IMF Survey, 9 January 1984. 
22 Derived from data presented in The Courier (ACP-EEC), January-February 1984 and previous issues. 
23 It should be noted, though, that large amounts of investment income channelled through so-called • 'tax 

havens" may have remained unrecorded. See Economic Report of the Presiden1 (Washington, D.C., 
United States Government Printing Office, February 1984), pp. 43-44. 

24 Official balance-of-payments data are not available for most centrally planned economies. Only Hungary, 
Poland and Romani.a publish balance of payments statistics on a fairly regular basis. 

25 However, Hungary and Romani.a were able to borrow some funds from the IMP under stand-by ar
rangements. In early 1984, Romania abrogated its stand-by agreement with the IMF, owing to the perceiv
ed onerous conditions attached to the release of the last credit tranche. 

26 Although the Eastern European countries are net importers of energy products, an 1983 some of them 
engaged in the re-export of crude petroleum from some developing countries. In addition, success in 
conservation allowed for some exports of domestically produced energy. 
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Chapter ill 

GROWTH IN THE WORLD ECONOMY AND CURRENT POLICY ST ANCF.S 

Overview 

In 1983, the level of economic activity in the world as a whole expanded by about 
2 per cent (see table lli-1). Though this mild upturn brought a welcome relief from three 
consecutive years of sharp deceleration in the pace of growth, economic performance in 
1983 was very unevenly divided not only among but also within major country groupings. 
The growth observed in 1983 derived from the sharp economic recovery in North America, 
the measurable rebound in the pace of activity in some of the Eastern European countries , 
and the rather high levels of activity in many of the Asian economies. Elsewhere, however, 
growth remained exceedingly weak and very uneven. Prospects for a moderate expansion 
in levels of economic activity in the other developed market economies in 1984 are rather 
good, but for the majority of developing countries they remain fairly gloomy. 

The economic upswing in the developed market economies that had been forecast for 
1983 turned out to be much stronger in North America than had been anticipated early 
in the year, but started to become noticeable in some other large developed market economies 
only towards the end of the year. The economic upturn should spread further in 1984. 
But the strength and durability of the recovery beyond 1985 remain uncertain at this stage, 
owing partly to the still unsolved conflict in the macroeconomic policy mix pursued by 
the United States. On average, the pace of economic activity in the Eastern European planned 
economies accelerated somewhat in 1983. However growth there was virtually indepen
dent of economic events elsewhere in the world and stemmed mainly from the fairly strong 
recovery in Poland. This moderate growth in the industrial economies alleviated the situa
tion of most developing countries only to a small measure. Because of the latter's general
ly precarious external payments situation, they were compelled to resort to further import 
cuts , which constituted an important drag on world economic expansion. In fact, the room 
for policy flexibility in these countries continued to be severely constricted by the very 
limited volume of external finance, the only modest recovery of some commodity export 
prices and the very high debt-service burden. 

A number of different factors determined the pace of global economic activity in 1983. 
Perhaps the most important were the effects on prices, real disposable incomes and saving 
ratios of the economic policy stance of the United States. That country's expansionary 
fiscal policy was accompanied, from the third quarter of 1982 to the third quarter of 1983, 
by an accommodating monetary policy. This particular combination contributed to very 
substantial, and widening, budgetary and current account deficits. While nominal interest 
rates declined, real interest rates remained high. Because of the latter, as well as increas
ed confidence in the United States economy, the dollar strengthened further in spite of 
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Table ID-1. World: annual growth rates of output volume, 

by country groups and major sectors, 1976-1985 

(Percentage) 

Item and country groupl' 

Gross domestic product' 

World 
Developed market economies 
Developing countries 
Centrally planned ecooomiese 

Agricultural productionf' 

World 
Developed market economies 
Developing countries 
Centrally planned economic~ 

Industrial production' 

World 
Developed markel economies 
Centrally planned economies~ 

1976-
1980 

4.0 
3.5 
5.0 
4.6 

2.2 
2.3 
2.7 
l.S 

4.4 
4.1 
5.3 

1981-
1983 

1.6 
1.1 
0.7 
3.5 

1.1 
-2.5 
1.9 
3.8 

0.4 
-0.9 
3.7 

1982 

0.8 2.2 
-0.2 2.0 
0.5 0.0 
3.7 4.3 

2.6 -0.3 
1.8 -6.5 
l.1 2.9 
6.0 3.8 

-1.4 1.7 
4 .0 0.8 
3.3 5.2 

3.8 3.5 
3.8 3 
3.5 3.5 
4 4 

Sow-cw: Depu,menl of lntemalionll Bcooomk and Social Affairs of the United Nations Secretarial, based on intemauooal and na
tional IOUt'Ctl. 

O Por a apedfic:allon of the country ,roupinp, 1ee the explanatory notes II the beginning of the preacot documeul. 
b Preliminary Cltimatei, derived in 101I1e cuea from data for a period of leu than 12 months. Estimales for lhe develop111g 

c:ounlriea are bued oa a ample of 83 c:owll1'iel, which jomtly ICCOllOl for more than 90 per cent of the population and for 
95 per ce111 of the aarea• GOP of the ,roup. 

c For the developed marllzt ecooomlea, Secrewiat fol!CISII bued on Project LINK COWltry models and other UIStirullonal 
forecuu; plan fiaurea for cenll"ally planned ecooomies; and Secrellriat forecu11 for deYelop111g COWltries. 

d Net llllllerial product In the case of the eeomlly planned ~ - 1980 prices and exchanae !'lies were used to obtain 
rqional IDd a)obal avc:.rqa. 

t China, Euun Europe IDd the USSR only. 
I Bued oo aroa output iDdicea ~ by the Food and Apiculture Organiz.ation of the United Natiom, except for lhe cen

ll"ally plannal OCOIIOllliel in 1981-1984, for which national lllliltical .:>11rtea were uted. Dall for 1983 are C$timaleS as of 
December The averqe IDIIUll powth ra:ea, measurod over a multi-year period, renect exponential trends obtained by fit· 
liq rqreplon Unee tQ the dat1 poinll. The datl for die aroups were agregaled with the PA0'1 weiahts for 1974-1976. 

I Bucd on lndlcea of ...Jue edded in developed markec econmnle$, indlc:cs of groa OlltJ>Ul at COIIJWll pricea m the centrally 
planned ccooomx:a, IDd Secretarill eattmatel of srou ouiput for the developing counmc1. The coverage is In1m11tlonal 
Standard lndllllrial Clualficatloo cateaoriea 2-4 (lhal. IJ, minin&, D11D11facturin&, aod cla:uic:try, gas and w11er). The data 
for the IJOUP' w~ aurqaled Willi 1980 weiahts. 

an increasing trade deficit. While the rise of the dollar contributed to holding down the 
pace of inflation in North America, it complicated policy choices in other developed market 
economies, particularly in Europe. 



Policy makers in many European countries were determined to reduce fiscal deficits 
and to avert a rekindling of inflation. Monetary policies in most of these countries re
mained cauuous. This combination of tight fiscal policies and cautious monetary policies 
did not support economic expansion. Moreover, the trade-related stimulatory effect of the 
recovery in North America in the second half of the year, while positive, was weak owing 
to the comparatively small share of the United States in Europe's exports. The major ex
ternal impulse to the European market economies can emerge only from mutually suppor
tive expansionary policies as well as from a strong revival of economic activity in the 
developing countries. In actual practice, the policies pursued by the major developed market 
economies had important - sometimes negative - repercussions through financial and trade 
links on developing countries in particular. 

The economic performance of the centrally planned economies, although it improved 
over 1982, remained on the whole well below post-war trends. While the planned economies 
of Asia maintained the comparatively brisk pace of economic expansion registered in 1982 
and Poland reversed the sharp contraction in economic activity levels of the past four years, 
the pace of economic growth in most other countries was modest. In Eastern Europe, this 
resulted from cautious output and distribution policies that were focused on the correction 
of current account imbalances and the gradual reduction of external debt levels. However, 
imports accelerated well beyond planned levels in Eastern Europe and remained strong 
in China and the Soviet Union, and so this group of countries imparted a modest impulse 
to world trade. 

The economic situation in the developing countries as a group continued to be a cause 
of serious concern. Because of the lack of a sharp pick-up in international trade, the severe 
external constraints on their policy flexibility were not substantially alleviated. This was 
especially the case for the countries with a large foreign debt. Whtle the decline in interest 
rates provided some relief, the magnitude of the debt-service burden was such that a very 
substantial share of export revenues had to be appropriated for factor services; as a result, 
imports were further compressed. 

In the late 1970s, a large number of developing countries had been making progress 
in effecting structural adjustments, partly by mobilizing additional resources and chang
ing the structure of public investment, and partly by relying more on market-determined 
prices. This process has been seriously hampered by the length and severity of the global 
economic recession. The difficulty of fmancing external deficits has severely restricted 
short-tenn domestic policies to expand output and has depressed feasible activity levels; 
many of these countries have been obliged to embrace policies aimed at reducing aggregate 
demand substantially. In many countries, the consequence of adjustment measures since 
1980 has been the scrapping or postponement of investment projects, which will seriously 
limit attainable rates of growth in the medium-term, even if the world economic environ
ment were to improve considerably in the near future. The compression of investment 
activity is slowing down the structural adjustment process in these countries and inhibiting 
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a sharp acceleration in economic activity levels. As a result, the alleviation of their cur
rent external payments problems through domestic policy efforts and external financial 
resources has been proceeding much more slowly than would be desirable. 

While sluggish international demand and only a weak recovery of export pnces slow
ed down the growth of export earnings for the year as a whole, the tum-around in interna
tional trade since the latter part of 1983 is starting to improve the outlook for export earn
ings. However, policy flexibility in the developing countries remains constrained by serious 
financial problems: the expansion of long-tenn official financial flows is still well below 
past trends; the persistent debt problem has implications that extend well beyond develop
ing countries themselves; high interest rates are still being engendered by the macroeconomic 
policies of some industrial countries; and international reserves in a large number of develop
ing countries are at exceedingly low levels. On top of an already constrained external fman
cial setting, a pervasive drought is further complicating the situation in Africa. Food out
put has fallen in many countries and, as a consequence. malnutrition is spreading. 

The recession of the early 1980s was the longest of the post-war period and the sharpest 
for a number of countries The recovery already under way in North America and now 
spreading to Japan and Europe, may lead, on the basis of current forecasts, to an acceleration 
of overall global growth to perhaps 3. 8 per cent in 1984 The developing countries as 
a group are expected to attain about 3.5 per cent growth, which, if realized, would yield 
the first, albeit small, increase in GDP per capita since 1980. 

This acceleration in global economic activity levels would certainly constitute a welcome 
change from four years of recession in most market economies and very slow growth 
throughout the world economy. However, because of a number of uncertainties in the 
policy stances of major actors in the world economy and considerable unevenness in the 
recovery, it is at this stage difficult to prejudge how sustained the recovery will be or 
how severe the next cyclical downturn. Present policies are characterized by a conflict 
between the monetary and fiscal policies of the United States. by perhaps overly cautious 
fiscal policy stances in a number of European market economies, and by commercial policies 
that increasingly inhibit trade among the developed market economies as well as with other 
countries and by vigorously deflationary policies in the more indebted developing coun
tries. If these policies remain in place, the current recovery might remain lop-sided and 
might not last very long. This would have particularly detrimental consequences for the 
developing countries. 

Widespread stagnation in developing countries 

The severe development crisis affecting the economies of developing countries since 
1980 was prolonged through 1983 as aggregate output for the group as a whole stagnated 
(see table ID-2). Per capita GDP, on average, declined for the third consecutive year. 
The number of countries experiencing stagnation or negative growth increased markedly 
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Table m-2. Developing countries: rates of growth 

of GDP,0 1979-1983 

Regions and country groupings 

Africa 

South and East Asia 

Western Asia 

Western hemisphere 

Mediterranean" 

All developing countries 

Capital-importing developing 
countries 

Least developed countries 

Memorandum item: frequency 
di tributioo of GDP growth rates 
for 83 countries 

Zero or below 

0.1-2.S 

2.6-5.0 

5.1-7.5 

7.6 or over 

(Percentage) 

1979 

4.8 

2.5 

6.0 

6.5 

2.9 

5.0 

4.7 
2.4 

10 

8 

28 

20 

17 

1980 1981 

1.9 -1.0 

6.0 6.6 

-2.9 -1.1 

5.3 0 .7 

1.2 2.6 

3.2 1.6 

4.8 2.6 
2.3 1.2 

17 30 

12 II 

25 16 

12 12 

17 14 

1982 

0.5 

3.5 

-0.5 

-1.4 

2.5 

0.5 

0.8 
I.S 

32 

22 

18 

9 

2 

1.0 

S.2 

-3.1 

-2.8 

1.8 

0.7 
2.0 

40 

12 

17 

9 

5 

Sow-rt · Oepartmcn1 of ln1ema1ional Econo~ and Social AffaiB of the Uruced Na1ioos Seereuna1, bued on national and interu
tional IOUICeS 

; The daia for the regional groups are •uregal.ed with weights bucd on constant 1980 prices and e~hange mes. 
Preliminary Cllimatcs. 

c C)'J)N$, Malta, Turkey and Yuio,.lavaa. 

and most developing countries incurred a fall in per capita GDP. However, there were 
significant differences in economic perfonnance among the various regionaJ groups. Whereas 
most countries in South and East Asia and some in North Africa' experienced an accelera
tion in the rate of economic growth, per capita incomes continued to decline elsewhere. 
Absolute levels of real GDP fell in Latin America for the second year in a row and in 
Western Asia for the fourth. These contrasts in economic performance need to be viewed 
against the backdrop of the global economic environment and the type of domestic policies 
that these countries have pursued in the past five years or so. 

The pace and character of economic growth in most developing countries in 1983 
were determined by a number of factors . In the first place, the unfavourable international 
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financial environment and sluggio:;h expansion in global trade severely constrained the choice 
of policies open to many of these countries. Second, adverse weather affected the agricultural 
performance of a number of developing countries. Third, many countries kept in place, 
or even reinforced, restrictive domestic fiscal and monetary policies in order to cope with 
external payments constraints, fiscal imbalances and high inflation rates. In many cases, 
the measures adopted in earlier years to come to grips with internal and external imbalances, 
which, until 1981, had been allowed to widen, were continued and strengthened in 1983. 
While some countries have implemented policies that will in time lead to a restructuring 
of their productive potential and to shifts in demand which will ease the recent imbalances, 
their effects in the short run, especially in 1982 and 1983, have been to constrain output. 
Other countries need to strengthen further their domestic efforts to overcome the imbalances 
in the medium run. A significant improvement in the external environment in the near 
future would certainly facilitate the restructuring efforts of the developing countries. 
However, this should not be viewed as a strong reason for postponing further domestic 
adjustment measures designed to ease import constraints and enlarge their export capacities 
in the medium-term. 

The state of the world economy during most of 1983 was not conducive to the re
activation of growth in the developing countries. Because the economic recovery in the 
industrial countries was uneven, the impulse to growth provided by their demand for the 
exports of developing countries was generally weak. As noted in chapter II, oil prices 
fell substantially and the upswing in other commodity prices remained modest. Among 
the markets for exports of manufactures from the developing countries, only North America 
exhibited a strong expansion. Exports to other developed economies remained sluggish. 
Oil exports to the developed market economies contracted in volume terms for the fourth 
consecutive year and to other developing countries they fell for the second year in a row. 
This fall translated directly into a sharp decline in aggregate output in most of the coun
tries where petroleum represents an imponant share of GDP. But the drop in oil prices 
eased somewhat the external payments constraint of the net oil-importing countries. 

Besides the direct impact on their export sectors, the evolution of the international 
economic environment bad an indirect effect on the developing countries' domestic 
economies through the foreign exchange constraint. With the exception of most countries 
in South and East Asia, and some in North Africa and Western Asia, external payments 
pressures were pervasive throughout the developing world. Governments were compell
ed to compress import volumes by a variety of direct measures and by strict demand manage
ment policies. As a result, output levels fell sharply. The contraction in the volume of 
the imports of key intermediate and capital goods must be counted as one of the major 
causes for the poor economic performance of the developing world. The policies of overall 
demand restraint required by the state of the external accounts bad an additional adverse 
effect on output. 
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The precarious liquidity positions and the serious balance-of-payments problems of 
most developing countries have been a binding constraint on economic growth throughout 
the early 1980s. However, since the middle of 1982, the large overhang of external debt 
and the associated burden of debt service have considerably worsened the already tight 
external payments situation, especially in Latin America. With interest rates remaining 
high, export prices stagnating or increasing only slowly, export demand growing only 
modestly, and large amortization payments coming due, these countries bad no option but 
to attempt to compress their imports as rapidly as possible. Although there were many 
instances of debt renegotiation, these were as a rule insufficient to prevent imports from 
falling. Pressures to reduce imports emanated not only from insufficient growth in export 
revenues, despite some increases in export volumes and some recovery in prices, but also 
from the need to make room for servicing the external debt. In addition, capital flows 
experienced a violent contraction, owing mainly to retrenchment by private banks involv
ed in lending to these countries. For the second consecutive year, net remittances of pro
fits and interest in Latin America far exceeded the net in.flow of capital, so that in practice 
none of that capital was available to purchase imports.2 In fact, the volume of Latin 
America's imports declined by an unprecedented 28 per cent in 1983. 

Policies in those developing countries facing severe balance-of-payments problems 
have turned highly restrictive. Since most energy-importing countries have experienced 
deteriorating terms of trade and worsening payments difficulties for several years, the drift 
of policy since 1980 has been in the direction of increasing restraint. Adjustment efforts 
in the deficit countries have been impressive. In the period 1980-1983, the export volume 
of the energy-importing countries expanded by 36 per cent while their import volumes 
ro e by barely 2 per cent. The deficit energy-exporting countries, on the other hand, main
tained an expansionary posture up to 1982 as they benefited from very favourable terms 
of trade. The drastic deterioration in the external payments situation of most of these countries 
and the drying up of external capital since then has brought about a sharp change in their 
policy orientation. Most of their adjustment efforts during 1982-1983 resulted in falling 
imports - there was a contraction of over 22 per cent - and in no significant increase in 
real exports. 

Adjustment has been particularly severe in countries with high debt-servicing obliga
tions. The austerity measures embraced in an effort to come to terms with the external 
payments constraints have thrust a number of highly indebted countries into severe reces
sion. Not only has total output fallen, but the decline has affected particularly the modem 
sectors. Industrial production has dropped sharply over the last two to three years, in some 
countries by 10 to 20 per cent. In the context of the postwar growth experience, the ab
solute contraction in output and employment levels in manufacturing is a new phenomenon 
that has had alarming consequences for economic growth and urban unemployment. The 
fall in activity levels did improve the current accounts of many of these countries in the 
manner envisaged in the debt-restructuring programmes worked out with private and of
ficial financial institutions. It has also, though, prevented the creation of the productive 
capacity that would enable these countries to meet future debt obligations. Rather 
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than opt for downward adjustment of activity levels, which becomes mutually reinforcing 
as other countries join the process, these economies need to be re-activated through a 
vigorous expansion of their exports. 

During the period 1979-1981, many developing countries adopted specific program
mes of structural adjustment, often designed to increase self-sufficiency in food and energy; 
and they stepped up investment to achieve this end.3 Since then, the severity of the overall 
contractionary adjustment that has taken place in these countries has sharply reduced the 
potential for investment. The tight foreign exchange situation has left little room for the 
import of capital goods. Moreover. restrictive financial policies have made credit for in
vestment very scarce and costly. Most countries are fast approaching the limits of con
tractionary adjustment: import levels cannot be further reduced without unforeseeable 
economic, social and, in some cases, political consequences. The continuation of adjust
ment without further adverse consequences on development will require substantial new 
investments to re-orient the structure of the economy away from the production of non
tradables to that of goods that can be either exported or substituted for imports. This pro
cess needs to be supported by the infusion of additional medium- and long-term external 
resources. As already noted, the sharp fall in the availability of such resources from private 
capital markets has been one of the reasons for the austerity in government policies and 
the decline in investment. 

Although the price rises experienced in 1983 in the developing world cannot solely 
be attributed to the external environment, the severe balance-of-payments pressures often 
had an additional adverse impact on growth through their aggravating inflation. Many coun
tries, especially in Latin America, were forced to devalue their currencies sharply in an 
attempt to stimulate exports and substitute domestic production for imports. This contributed 
markedly to the acceleration of inflation to historically unprecedented levels. The dismal 
inflation picture in 1983 provided a further inducement to intensify some of the restrictive 
monetary and fiscal policies that had earlier been adopted for balance-of-payments reasons. 
In Latin America, these policies, necessitated by the incidence of exogenous factors, con
tributed to the worst recession of the last 50 years and caused a 3 per cent contraction 
in aggregate GDP. 

All in all, the application of restrictive economic policies was intensified in most coun
tries in the cour e of 1983. Although budget deficits did rise in many countries, this in
crease did not result from a deliberately expansive policy stance and, given the massive 
underutilization of resources, can hardly have been the root of the current external im
balance. On the contrary, in most cases the rising fiscal deficit was a consequence of the 
recession. Moreover, since most developing countries depend heavily on foreign trade 
taxes to raise government revenue, declines in foreign trade values have also worked to 
enlarge fiscal deficits. None the less, Governments have attempted to contain these en
dogenous increases in fiscal deficits through a variety of means, including cutting public 
expenditures, particularly investment, eliminating subsidies, enacting new taxes and 
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increasing tax rates. Monetary conditions have also been tight, as witnessed by the un
precedentedly high level of real interest rates. A degree of monetary accommodation to 
the strong inflationary pressures stemming from devaluations and other factors was in
evitable if an even larger contraction in economic activity was to be avoided. However, 
increases in the money supply in most countries have remained considerably below infla
tion rates. 

The overall adverse economic performance of the developing world in 1983 masks 
some substantial differences among countries and regions. Indeed, some developing coun
tries, mostly in Asia, recorded substantially higher rates of growth of output than other 
developing countries. As discussed in chapter I, these countries have managed to main
tain relatively strong rates of economic advance throughout the 1980s. Although they were 
also buffeted by external disturbances, these were not as harmful as for other developing 
countries. They generally adopted adjustment policies sooner than other countries, especially 
in the areas of export promotion and import saving, and enjoyed a stronger agricultural 
performance. 

In 1983, favourable weather conditions and continued success with agricultural moder
nization efforts resulted in pronounced increases in agricultural production in many coun
tries of South and East Asia. In some cases, this good perfonnance amounted to a recovery 
or mild rebound from the previous year's weak crops. In the Indian subcontinent in par
ticular, the agricultural sector still accounts for a large share of GDP. Therefore, strong 
agricultural performance was associated with a marked improvement in overall economic 
growth. 

Industrial activity accelerated significantly in developing Asia, particularly in the 
relatively more industrialized economies. For example, manufacturing output rose sharp
ly in Hong Kong, Malaysia, the Republic of Korea and Singapore, which helped to reduce 
urban unemployment. In these countries, the recovery dunng 1983 was based largely on 
exports of manufactures to the developed market economies, in the first instance to the 
United States. Exports to this country were encouraged by the consumer-led recovery there 
and by the real effective depreciation of the exporting countries' currencies. The first fac
tor provided a significant boost to demand and the second made the exports of manufac
tures from Asian developing countnes very competitive with domestic production in the 
United States and with imports from developed countries." 

In other parts of Asia, notably India, Pakistan and Thailand, the expansion of manufac
turing production was related more to domestic factors than to export demand. In coun
tries experiencing an improvement in agricultural performance, stronger domestic demand 
and increased availability of inputs for agro-industries encouraged manufacturing produc
tion. Some countries with manageable debt levels continued to pursue vigorous industrializa
tion policies, aimed at producing for the domestic market, through external borrowing. 
Elsewhere, increases in industrial production reflected the coming on stream of projects 
designed to attain greater self-sufficiency in energy production or to expand energy exports. 
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Adverse weather conditions, such as floods and drought, had a negative impact on 
agricultural production especially in Africa but also in a number of countries in Asia (Fiji, 
Malaysia, Philippines, Thailand and Western Samoa) and Latin America (Bolivia, Brazil 
and Peru). In sub-Saharan Africa, a severe drought devastated agricultural production which 
led international authorities to declare 24 countries to be suffering from critical food shor
tages. s Coming on top of a long-tenn decline in per capita food production, the drought 
is a cause for serious concern. In order to stave off hunger and malnutrition, the affected 
countries are diverting significant amounts of foreign exchange to food imports. Even if 
commercial imports and food aid were forthcoming at the required levels, as examined 
in the annex to the present report, it remains as yet unclear whether this effort will suffice 
to avert severe malnutrition or even starvation, especially in rural areas where food sup
plies are normally provided locally. Prospects for the near-tenn are not encouraging, ow
ing to the low seed and fertilizer stocks for the next crop and the sluggish recovery in 
export revenues. The North African countries have also been experiencing drought. Despite 
the comparatively greater strength of their economies, additional cereal imports are digg
ing into their foreign exchange reserves and thus jeopardizing their development plans. 

Although the average rate of inflation, as measured by consumer prices, intensified 
in all developing regions (see table ill-3), the medians indicate that in many countries in
flation remained on the whole unchanged from the magnitudes recorded in 1982. It can 
thus not have been a major factor behind the current external payments problems of many 
of these countries. In South and East Asia the increase in the average inflation rate was 
modest and reflected mostly higher import costs stemming from currency devaluations. 
The acceleration of average price inflation in Africa, as measured, is probably not an ac
curate reflection of the overall situation on the continent; the medians appear to be more 
representative of conditions in most countries. However, acute shortages of foodstuffs as 
well as of imported goods in general have been putting upward pressure on prices. In any 
event, the sharpest increases - in many cases to historical records - in inflation were observed 
in Latin America. Triple-digit inflation rates were experienced by four countries, and the 
intensification of inflation was widespread throughout the region. 

Inflation in Latin America has historically been higher than elsewhere in the develop
ing world (see table ill-3). Since 1981, and particularly in 1983, a number of developments 
contrtbuted to a sharp acceleration in the region's average rate of inflation. The very substan
tial devaluations required by the scarcity of foreign exchange and the need to effect a rapid 
shift of resources from the domestic to the foreign trade sectors put strong upward pressures 
on price levels. Cost pressures were also intensified by the widespread elimination of sub
sidies on such basic items as food and certain social services, and by changes in pricing 
policies for fuels and public utilities . There were some demand factors as well. As noted 
above, the recession caused public sector deficits to widen sharply in some countries. Since 
capital markets in these economies are not well developed, large deficits are usually financed 
through borrowing from central banks, which accelerates the growth of the monetary ag
gregates. Finally, as inflation gathered momentum, changes in expectations led to further 
increases in prices. 
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Table ID-3. Developing countries: annual rates of change 

in the consumer price index, 1976-1983° 

(Percentage) 

Regions 
1976-
1980 1979 1980 1981 1982 1983b 

Africa 
Mean 17.2 14.7 14.9 21.2 l l .6C 19.9 
Median 13.5 13.8 12.2 13.1 12.5 10.8 

South and East Asia 
Mean 9.1 11.8 15.8 13.6 7.9 10.2 
Median 9.0 10.0 14.7 12.7 7.9 10.7 

Western Asia 
Mean 15.3 11.5 20.4 19.7 16.9 24.5 
Median 11.6 10.5 18.9 18.4 14.3 8.1 

Western Hemisphere 
Mean 62.0 55.5 57.8 64.7 79.1 160.8 
Median 13.0 17.8 21.5 19.7 11.8 16.4 

Mediterranean' 
Mean 31.7 38. l 66.4 37.5 31.2 40.9 
Median 18.0 21.3 29.9 36.6 30.8 34.4 

Total 
Mean 33.5 31.1 36.0 37.3 39.3 75.2 
Median 11.5 12.5 15.5 13.3 11.6 11.7 

Sovrc,: Deputmt01 of lntemauonal Econonuc and Social Affairs of the Uniicd Nations Sccmariat, based on l111111111UORa1 Moncwy 
Fund. J,u,.mational FillOJtdal Ston11,'cs; and United Nauons, MOflJhly &dlctln of Suuistics. 

: Based on d:&11 for 79 COUDlnes The means ue aggregated using 1980 ODP wc1gbls. 
Prchnum.ry CIIUllllleS t.sed on partial elm. 

e The Cffllidcrablc decline or tbc average rate of mOatJOn m Africa in 1982 is largely cxplaulCld by the abrupc fall, from over 100 
ptt CCIII 111 1981 r.o about 20 per CCt1l in 1982. in Ille rec:ordc:d l'IIC or inflation of Ghana; 11 surged ~n 10 the three~git level 
in 1983. 

d Cyprus, Malla, Turkey and Yugoslavia . 

Infonnation on employment trends is still incomplete. Unemployment appears to have 
climbed further and has now reached unprecedented levels in many countries. In those 
Asian countries exhibiting relatively fast economic growth, some progress appears to 
have been made in reducing the rates of unemployment. But in Africa and particularly 
in Latin America, unemployment continued to rise rapidly during 1983. For many of 
these countries, it has now reached alarming levels in urban centres. 

The prospects for an early resumption of rapid economic growth throughout the develop
ing world are dim. The recovery now under way in the industrial countries and the revival 
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of world trade that is widely forecast for 1984 and 1985 is expected to provide only a 
moderate stimulus to the exports of developing countries. 

Countries where petroleum production is a rugh proportion of GDP are likely to benefit 
from the recovery in industrial countries which should bring a moderate increase in oil 
consumption and imports, after four years of precipitous decline. These developing coun
tries• GDP may, therefore, rise by about 4 per cent per year during 1984-1985. A slight 
expansion in oil prcxluction should be accompanied by a robust increase of the non-oil 
sectors of many of these countries. Among the other developing regions, only the ex
porters of manufactures in Asia are expected to achieve growth rates more or less in 
line with their experience of the two decades preceding the recent global recession. Most 
of these countries are favourably positioned to continue to expand their expons to the 
industrial countries as the recovery gathers some momentum. Although several of them 
have encountered debt problems, by and large the servicing of their foreign debts should 
not present great difficulties. 

The remaining two groups of developing countries - Africa and Latin America - are 
expected to see only a very mcxlest measure of recovery in 1984-1985. While primary 
commodity prices could continue to recover, the lags ellpected in the upward movement 
of the price of key commodities, parttcularly metals, are bound to restrict the increase 
in ellport revenues of many developing countries. The drought and its after-effects per
mit only cautious output policies in the majority of African countries, especially in view 
of the strain on their balance of payments resulting from their food imports. The debt
restructuring exercises of the past two years have temporarily alleviated debt-servicing 
requirements - but at most until the scheduled resumption of amortization payments. 
However, if net capital inflows do not recover, the countries with large debt-servicing 
problems, including most of Latin America but also several other developing countries, 
will have to divert a sizeable proportion of any increase in ellport earnings to debt ser
vicing. At present, there are widely held expectations that interest rates in capital market 
centres will, if anything, rise in the near future. Therefore, there will be no relief from 
this quarter for the highly indebted countries. 

These forecasts for the likely economic performance of developing countries in 
1984-1985 imply that, after three years of declining average per capita output, the pace 
of economic growth will still remain low. Although the room for manoeuvre m domestic 
policies continues to be very narrow, it is crucial that these countries sustain therr own 
efforts aimed at restructuring their economies. If no change occurs in key policy areas, 
such as capital flows , interest rates and trade, in the years ahead little progress will be 
made to resolve the development crisis that has engulfed most countries in the develop
ing world since the beginning of the decade. 

Uneven recovery in developed market economies 

Led by a vigorous economic upturn in North America, several developed market 
economies began to emerge from their longest post-war recession in the course of 1983. 
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However, growth averaged only a modest 2.1 per cent (see table ID-4). Although the 
recovery in the United States and Canada has been remarkably simiJar to other post-war 

Table ill-4. Developed market economies: annual rates of growth 

of real gross national product, 0 1976-1985 

(Perceniage) 

Country or 1976- 1979- 1981 1982 1983b 1984C 1985c 
country group 1980 1983 

All developed market economies 3.5 1.6 1.6 -0.2 2.1 3.8 3.1 

Major indus1rial countries 3.7 1.7 1.7 -0.3 2.4 4.1 3.2 
Canada 3.1 1.2 3.4 -4 .4 3.0 4.0 3.5 
France 3.3 1.3 0.3 1.8 0.2 0.5 1.5 

Germany, Federal Republic of 3 5 I.I -0.3 -I.I 1.4 3.0 3.0 
Italy 3.8 l.4 0.1 -0.3 -1.2 2.0 2.5 
Japan 5.1 4.1 4.0 3.3 3.2 4.5 4.0 
United Kmgdom I 6 0.4 -2.0 1.5 2.7 3.0 2.5 

United States 3.7 1.3 2.6 -1.9 3.3 5.5 3.5 

Other industrial countries 2.7 1.4 0.9 0.3 0.5 2.2 2.5 
Memorandum item. 

North America 3.6 1.3 2.7 -2.1 3.3 5.4 3.5 
Europe 3.0 1.l -0.3 0.4 0.9 2.1 2.4 
Others 4.6 3.7 4.1 2.6 2.3 4.3 3.9 

Sowct: Dqlartment of lntel'III.IJODII Economic and Social Affaus of the Uruted Natiom Secm&riat, based on vanow offkial na· 
uonal and int~mauonal ~ 

O Constant 1980 prices and dollar uchange n.teS. For France, llaly, lhe Uruted Kingdom and all of lh.e "Other indusui&l 
b countries' ·, the measure used is gross domestic product. 

Preliminary fflll1\II.Q 

c Secraariat forec:ast1 (based on Pro.)CCt LINK country models and other UISlltuuollli forecuu) 

cyclical upturns, that of Europe has been weak, hesitant and erratic. Japan began a modest 
recovery from its growth recession in the second half of 1983. In fact, the pace of recovery 
of real output outside North America is estimated to have been much slower in comparison 
to the cyclical upturn in 1976;6 for Canada the rate has been a bit lower than that in 1976. 
For the Federal Republic of Gennany, Japan and the United Kingdom, the rate of recovery 
thus far has been only half of their respective rates in 1976. 
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While the economic upturn in industrial countries other than Nonh America has re
mained weak in comparison with earlier experiences, inflation rates in most countries have 
come down appreciably and have begun to converge; in 1983, the average change in con
sumer prices was less than 5 per cent. But the average unemployment rate remained unusual
ly high at about 9 per cent, although its rate of increase slowed down significantly. Because 
of the strength of the recovery, the unemployment rate actually decreased sharply in the 
United States. 

Industrial production on a year-end basis rose by about 16 per cent in the United States, 
18 per cent in Canada and 10 per cent in Japan; more moderate gains. in the range of 
4 to 6 per cent, were attained by the Federal Republic of Germany and the United Kingdom. 
There were also modest increases in Australia, Belgium, the Netherlands and Sweden. 
However, industrial activity continued to contract in France and Italy. By the end of 1983, 
the rate of capacity utilization in manufacturing showed significant increases over the 1982 
low in Canada, Japan, the United Kingdom and the United States; none the less, it re
mained generally far below the high levels of late 1978.7 

Given the existing pattern of trade interdependencies, the surge in impon demand 
in the United States during 1983 directly benefited the economies of Canada, Japan and 
some of the net energy importing developing countries in Asia and Latin America. However, 
since the share of the United States in the total exports of most European economies is 
relatively small (about 7 per cent), the direct benefits of the Nonh American upturn have 
been much less significant for Europe than for Japan and some of the exporters of manufac
tures among the developing countries. Also, because the sharp downturn in the pace of 
economic activity in the developing countries, particularly the oil exponers, bas not been 
arrested by the upswing in North America, the indirect effects oft.his recovery upon Europe's 
exports have remained weaker than in earlier upturns. 

In 1983, the strengthening of demand in the United States was led by consumer durables 
and residential construction.B Towards the end of the year, a gradual build-up in inven
tories and a fairly strong increase in investments in plant and equipment took place. Especial
ly important for investment in the current recovery bas been the considerable improve
ment in business profits. This has manifested itself most markedly in the United Kingdom 
and the United States, but to a lesser extent in other developed market economies. It resulted 
not only from the upturn in production levels and pro-cyclical gains in labour productivi
ty, but also from the significant moderation in wage increases, particularly in manufactur
ing where unemployment rates have been the highest. Private investment in machinery 
and equipment picked up noticeably in the latter part of 1983 and early 1984 in the Federal 
Republic of Germany and to a lesser extent in Japan and the United Kingdom. 

In Canada and the United Kingdom the major determinants of the sizeable rebound 
in the pace of economic activity in 1983 were the strength of consumer spending, the sharp 
rise in residential investment and the start of inventory rebuilding from the very low levels 
reached in 1982. The strength of private consumption demand in these economies, 
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and to some degree also in the Federal Republic of Germany and France, partly resulted 
from falling saving ratios. This fall was associated with the slowing of inflation and im
proved consumer confidence.9 However, the overall rate of economic activity remained 
weak m the Federal Republic of Germany. Because of the anti-inflationary stance of 
macroeconomic policy, the economies of France and Italy stagnated during 1983. Although 
the rate of inflation remained relatively high in these two countries, it showed a signifi
cant decline relative to 1982. This was a result of looser wage indexation in Italy and wage 
and price controls in France. Rising exports, mainly in the latter half of 1983, and falling 
imports were the main sources of the modest 3 per cent growth in Japan's GNP. However, 
wage moderation, fiscal austerity and high real interest rates adversely affected domestic 
demand through most of the year. 

As a consequence of the economic conditions in the major European economies describ
ed above, 10 as well as the lack of strength in international trade, their own cautious 
macroeconomic policies, and their deeply embedded structural problems,11 real output 
in most of the small European developed market economies either rose only marginally 
or declined in 1983.12 However, some support for the small European economies was 
provided by their net exports of goods and services, especially in intra-European trade. 
Nevertheless, the recession in most of the small countries continued through 1983. 

Until 1982, progress in cutting inflation had on a whole been slow and uneven among 
countries,IJ in spite of the restrictive monetary policies that had been adopted to break 
the back of inflationary expectations by demand contraction. In 1983, inflation continued 
to abate in all the major developed market economies, and also in many of the smaller 
members of the group, and tended to converge to a lower level. Record unemployment 
levels restrained wage demands in most countries. Moderation in the rate of wage increases, 
pro-cyclical productivity gains, 14 lower energy prices and the fall in nominal interest rates 
were key factors leading to a low 4.8 per cent average rate of consumer price inflation 
in 1983 in comparison with 7.9 per cent in 1982 (see table ID-5). In the United States 
and Japan, the relative strength of the national currencies was an additional factor in keeping 
import prices low. While there was some progress too in the smaller countries. the pace 
of consumer price inflation on average remained relatively high and in some (Iceland and 
Portugal) it actually accelerated. 

Unemployment rates in most developed market economies, particularly in Europe (see 
table ill-6), have remained stubbornly high for a number of reasons. An improvement 
in the employment situation, especially in the smaller European countries, is not in sight.JS 
These high, and in some countries rising, levels of unemployment have started to put 
downward pressure on wage demands. In addition to high levels of unemployment, fiscal 
austerity measures have also had a direct bearing on wage demands in a number of the 
European countries. In line with efforts to foster greater flexibility in labour markets, 
widespread cut-backs in public sector wages and transfer payments, and modifications of 
wage indexation schemes, including the temporary lifting of indexation altogether, have 
slowed down the rate of increase in real wages. This has been a major factor behind the 
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Table ill-S. Developed market economies: rates of change of 

GNP deflator and consumer prices. 1976-19844 

(PerY:Cntage) 

Country or 1976- 1980 1981 1982 1983b l984C 
country group 1980 

GNP dcflators 

All developed market economics 8.2 9.4 8.7 7.3 5.4 5.1 

Major industrial countries 8.0 9.4 8.6 6.9 5.0 4.9 

Canada 9.0 11.1 10.6 10.l 6.5 4.0 
France 10.2 12.2 11.3 12.7 9 1 8.5 
Gennany, Federal Republic of 3.9 4.S 4.2 4.8 35 2.2 
Italy 17.6 20.6 17.4 17.2 15 .S 13.0 
Japan 4.4 2.8 2.6 2.0 1.1 1.5 

United Kingdom 14.S 18.5 12.4 1.5 s.o s.s 
United States 7.2 9.2 9.4 6.0 4.2 5.0 

Other industrial countries 9.5 9.3 9.4 9.8 7.9 6.2 

Consumer prices 

All developed market economies 9.0 12.2 10.3 7.9 4.8 

Major industrial countries 8.8 12.3 10.0 7.2 4.2 

Canada 8.8 10.3 12.4 10.9 5.8 
France 10.4 13,8 13.4 11.8 9.3 
Gennany. Federal Republic of 4.0 s.s 5.9 5.3 3.0 
Italy 16.3 21.2 17.8 16.S 14.6 
Japan 6.5 8.0 4.9 2.7 1.9 
United Kingdom 14.4 17.9 11.9 8.6 5.3 
United States 8.9 13.5 10.4 6.1 3.2 

Other industrial countries 9.9 11.0 11.4 11.0 8.0 

Sowtt: Dq!lltma1t o( lmmllioaal EaJaocnlc and Socal Affain of the U11111!d Natioffl Sem:lariat. hued on lra:maoonl1 Momary 
Fund, /nltmillwnal Financial Sla11sr1cJ; Organisation for Eco11on11c Co-oper11ion and Devclopmcni. OECD Economir" Olltlool:; 
Projccl LlNlC; and Olbcr official, national and int.cmational 10Urtc.1. 

: Bue year 11 1980. 
Prdiminary tllUlll~. 

c Forecast. 

improvement in corporate profits. An immediate side effect of these developments, however, 
has been that gains in personal disposable incomes, and hence in consumer demand in 
some countries, have been limited. 
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Country or 
country group 

Table W-6. Selected developed market economies: 

unemployment rates,0 1976-1984 

(Percentage) 

1976- 1981 1982 
1980 

Major developed market economies 5.3 6.5 7.9 

Canada 7.7 7.6 11.0 
France 5.3 7.3 8.0 
Gennany, Federal Republic of 3.4 4.8 6.9 
Italy 7.1 8.5 9.1 
Japan 2.1 2.2 2.4 
United Kingdom 6.4 10.6 11.0 
United States 5.2 1.5 9.7 

Other economies 

Belgium 8.2 10.7 12.6 
Denmark 5.7 8.3 9.7 
Ireland 8.5 10.2 11.7 
Netherlands 4.3 7.1 12.7 

1983b 1984C 

8.0 7.9 

11.9 10.7 
8.2 9.2 
8.5 9.2 

10.0 10.3 
2.7 2.6 

11 .5 11.6 
9.6 7.7 

14.5 15.3 
10.7 11.8 
14.6 16.6 
15.6 17.6 

Sourct. Department of International Economic and Social Aff111rs of the United Natio!IS Secretariat. based in the case of the major 
countn~ on Organisation for Economic Co-operation and ~velopmeot, OECD ECOMfflic Outlook and other official national sources, 
and in the cue of other economies on Commission of the European Communities, Annual &:onomic Rq,on 198J-1984. 

: Number of unemployed persons as a percentage of the civilian labour force. Period average. 
Prehmllllf)' csumatct. 

c Forecasts. 

The large degree of unevenness in the timing and strength of the recovery among the 
developed market economies,16 particularly between North America and Europe, stems 
chiefly from the particular combinations of monetary and fiscal policies pursued in Europe 
and the United States. Especially important have been the structural fiscal deficit of the 
United States and the consequences of fiscal restrictiveness in many other countries. The 
fiscal policies of many countries in Europe have retarded the recovery there and may even 
be weakening it; they also may hasten the onset of the next downturn. Moreover, serious 
structural impediments to the growth of output and employment in Europe may be im
peding the strengthening of the recovery there. The European market economies are in
tricately intertwined through trade and, owing to their integrated capital markets, cannot 
pursue monetary policies independently from those in the United States without repercus
sions on exchange rates and inflation. So far, the recovery has proceeded even though 
the pohcy stances of the major market economies have been unco-ordinated; in some coun
tries, they have actually been inconsistent. This feature has been an obstacle to the strengthen
ing and widening of the conomic recovery, particularly in Europe. 
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In 1983, the monetary policies of nearly all developed market economies continued 
to be constrained by high interest rates in the United States. Early in the second half of 
1982, the Federal Reserve in the United States had gradually allowed the growth of the 
narrow monetary aggregate (Ml) to overshoot its preset target range (see table IIl-7)/7 
a poHcy that was maintained through the first half of 1983.'B This easing of monetary 
policy was an important factor in the decline in nominal interest rates in nearly all the 

Table ID-7 . Major developed market economies: real rate of change 

in broad money supply ,0 1979-1983 

(PcrccnlJlge change from previous penod-end) 

llit 

Country 1979 1980 1981 1982 1983b half 

Canada 5.6 6.6 1.0 -2.1 -5.34 -4.5 

France 3.8 -1.8 -1.S 1.0 -0.5 -3.0 

Gennany. Federal Republic ofl' 2.0 1.8 0.3 2.0 2.8 -2.5 

Italy 2.8 -6.5 -6.6 -2.5 -4.0 -1.0 

Japai{ 7.1 3.3 8.5 66 6.4 3.0 

United Kingdom' -5.0 3.0 3.1 2.1 5.0 8.2 

United States 0.1 -1.0 0.4 4.5 7.0 12.1 

Memorandum item: 
narrow money (M 1) 

United States -0.7 -2.7 -3.5 3.9 5.3 10.2 

Canada -7.6 0.1 -8.7 -6.0 12.54 11.l 

1983(' 
2nd 
half 

-3.o' 

LO 

6.5 

-5.0 

10.0 

1.7 

2.0 

2.0 

-5.o' 

Solll'Cf: ~anmeru oflntemallonal EconomlC and Social Affaln of the Uruled Nauons Sec;retariat, based on lntmlallOnal Monewy 
Fund , l111tl'1IOl11>111Jl F'1N111C1al Suitlstk.r, OrpnillllOn l'or BcoDOllllC Co-operation and Development, MaJn E.ctmomiC" lfldicGtors; and 
Comnuuion of Eun,peaa CommUDilla, AMval U't1IIOlltiC" !upon, /982-/98.3 . 

O Ml. lhll ia curreacy m drculllioo plia demand depolau (Ml) plllS q111S1-money. Tbe rWlC of cbmlge ID real money supply 
is llll'Ullred by cak:ulalmg die cod of period to end of pretiediag period cbanie • lhc money IIOCk md ddlatmg it by lhe 

b l'IIC of c:hanae m the ONP deflalor of the same period. 
Prclumllll'}', 

~ AMualiud half-yearly arowth ra1t1 
Ba,c,d on end-Sepcembcr data 

j Money ,toek Ml (M2 pliu i.rae time depoo11). 
M2 plua cenlnc.ia of dcpoE11. 

I Sierhna Ml (normal M3 w11hout l'oreip currency ckposlu ID lht Urutcd Kingdom) 
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major developed countries and provided room for them to increase credit so as to accom
modate the recovery in economic activity.19 However, since August 1983 the monetary 
stance m the United States has been tightened and Ml has been growing close to the floor 
of the announced target range. 20 This increased the potential for conflict between the large 
budget deficit and the monetary policy stance, and thus was an important factor in keep
ing real interest rates high (see table ID-8). 

Monetary policy in Europe and Japan has remained cautious and restrained largely 
because of the impact of the macroeconomic policy mix in the United States on interest 
rates. Indeed, the re-emergence of the clash between fiscal and monetary policy in the 
United States, and the restrictive monetary policies in the other industrial economies have 
been major factors in the persistence of high real interest rates. 

An issue of particular importance in the current recovery phase has been the strength 
of the United States dollar and high interest rates. As inflation moderated in the latter 
part of 1982, both long- and short-term nominal interest rates began to decline in most 
developed market economies. During the first half of 1983 they remained virtually un
changed and, since then, they have increased somewhat. Real interest rate differentials 
remained generally in favour of the United States. These differentials, positive expecta
tions about the recovery of the United States as well as other economic, and also political, 
factors elicited a substantial capital inflow from abroad which brought about a further ap
preciation of the United States dollar in real terms in spite of growing trade deficits. The 
dollar's appreciation in 1983 bolstered exports to the United States and helped to keep 
down inflation. But it put upward pressure on costs m countries with a depreciating cur
rency, thus complicating their anti-inflationary policies.21 

High interest rates have not just had appreciable effects on exchange rates and capital 
flows. They have also markedly increased the size of government budget deficits;22 
weakened investment prospects, particularly in interest-sensitive sectors; and, by impos
ing a substantial debt-servicing burden on economies with a large foreign exposure, they 
have reduced the import ability of these countries.23 

In 1982-1983, the budgetary stance of the United States remained highly expansionary: 
whilst the unadjusted general government deficit remained nearly unchanged (see table 
ID-9), 24 the cyclically adjusted general government budget deficit relative to GNP in 1983 
increased by nearly one percentage point in comparison to 1982. Based on present trends 
and announced policies. the size of the federal budget deficit of the United States is ex
pected to remain at around $200 billion per year in the foreseeable future because of a 
continuous increase in the structural deficit.25 In most European countries and Japan, 
however. fiscal policy bas been restrictive. In fact, in sharp contrast to the policy stance 
during the 1975 recession, most European economies have recently tried to reduce their 
structural budget deficits, in some cases by raising taxes, even in the midst of the reces
sion. Such a restrictive fiscal stance may in the medium run stimulate private investment. 
However, it can be argued that these programmes of fiscal austerity undertaken 
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Table m-s. Major developed market economies: real 

interest rates," 1975-1983 

(Percentage) 

Country 1975 1976 1980 1981 1982 1983" 

Canada 

Short-term -3. 1 -0.5 1.0 6.4 3.5 2.7 
Long-term -1.6 -0.3 1.3 4.2 3.7 4.9 

France 

Sho11-tenn -4.8 -1.4 :.0.3 3.6 1.8 3.3 
Long-term -2.6 0.5 1.4 4 .5 2 .8 4 .8 

Germany, Federal Republic of 

Short·term 1.7 0.4 4 .4 6.7 3.7 1.8 
Long-term 3,9 4.3 3.8 5.1 3.8 4.4 

Italy 

Shon-term -6.5 -2 .0 -3. 1 1.9 1.9 4 .5 
Long-term -5.2 -4.0 -7.2 -2 .9 -0.4 4.8 

Japan 

Short-term 2.2 0.3 7.9 4.7 4.8 5.2 
Long-term 1.2 0.7 6.0 6.2 6.1 6.6 

United Kingdom 

Short-term -13.7 -3.2 -3.2 -1.3 2.1 2.5 
Long-term -10.5 -0.9 -4.5 1.5 4.4 5.2 

United States 

Short-term -3.2 -0.2 3.7 6.3 5.9 4.4 
Long-term -1.0 2 .5 1.9 4. 1 6.4 6.6 

Memorandum item: 
nominal rate of interest 

United St.atei 

Short-term S.8 5.0 13.3 16.3 12.2 9.0 
Long-term 8.2 7.8 11.4 13.9 12.7 l l.3 

So111cd)epuune111 of 1D1ernatiooal &onomic lUld Social Affain or Ille Umted N1U0111 Setreunat, bued on Morpn 
GIIIRIII)' TIU Compmty, World FutallCiaJ Nartm; IOd inttr!lllional Moncwy Fund, /nJ~mlJlionaJ FINllldal Slansha. 

41 Boch ahort· ud lona·ttnn raies arc penod avcraacs net or the change m the GNP dcflator, The lhon-ierm raie 

ia the bUlk rate ill Clll8da and the United Kinadom, call money rate in France, Federal Republic of Germany, 
!Illy llld J1p111; and the Federal Funds ra&c in the Umted Simi. The lon .. tenn ...ie for Federal Republic or 

I, Oermaay is the yield OD Public Authonties Bondi and for olhen the yield on looa·tenn pmnunent bonds 
Prdimlnary tllU1W.CS bued Oil dam up to llld iocludina N~embcr 1983, except for Italy, wbolO clala emnd to 
die eDd or Oclober 1983. 
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Table ID-9. Selected developed market economies: the unadjusted 

general government budget surplus or deficit (-) as 

a percentage of nominal GNP. 01 1978-1983 

Country 

Major developed market economics.-! 

Canada 
France 
Gcnnany, Federal Republic of 
Italy 
Japan 
United Kingdom 
United States 

Other economiesdl 

Belgium 
Denmark 
Netherlands 
Swedencl 

Memorandum item: budget deficit as 
a percentage of net private saving"' 

United States 

1978-
1980 

-2.5 
-0.9 
-2.8 
-9.1 
-4.9 
-3.6 
-0 1 

-7.3 
-1.9 
-3.7 
-2.4 

3.5 

1981 

-1.l 
-1.9 
-3.9 

-11.7 
-4.0 
-2.8 
-0.9 

-12.8 
-7.0 
-5.2 
-5.3 

15.0 

1982 1983"' 

-5 3 -5 7 
-2 6 -3.4 
3 5 -3.1 

-I I 9 -12.0 
-4.1 -3.4 
-2.0 -2 7 
-3.8 -3.9 

-1 1.7 -12.2 
-9. 1 -8.8 
-7.0 -6.7 
-6.7 -6 8 

71.0 68.0 

SQuru: Department of Jn1ern111onal Economic ond Social Affair~ or the Uruted Nauoru Secretariat, based 
on Orgamsat,on for Economic Co-opcnmon and De•clopmcm. OECD f."ronomic Oullrok, December 
1983: and Commi >1on of the European Commum11e1, All1lll4I &onomtc Rq,on, J98J·l984 

: BudgCI surplus or defic,1 (-) of central, sute and local government) 
Prchm,nary 

e Bucd on OECO ~~tan.at csumatcs. 
d Based on cs11mates of the Commission of the European Commurut,cs 
" Net pnva1c saving 1$ defined as the dtrfcrcnce between gro" pnvatc ~ving and capital consump-

1,on alloWIDCe). 

simultaneously at a time of severe recession by a number of countries that are intimately 
intertwined through trade has aggravated the severity of their recession. 

With regard to the fiscal policy stance of most European and Far Eastern developed 
market economies. there are several important issues concerning the relationship between 
medium-term objectives and short-term effects. First, countries in recent years have sought 
not only to reduce budget deficits but also to bring down the share of the public sector 
in GNP. The sharp rise in the ratio of public sector expenditures to output in the 1970s 
has been viewed by many policy makers as an undesirable, and m many instances ineffi
cient, use of resources that may have been one crucial determinant of the deterioration 
of economic conditions in recent years.26 Second, there has been a significant shift in the 
composition of government outlays from investment to mainly interest payments and 
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social transfers. If the fiscal measures designed to change the comp:>sition of public outlays 
and to reduce its share in total output stimulate private investment then the overall medium
term effects of these shifts in policy will be favourable. 

Except in the Federal Republic of Germany, Japan and the United Kingdom. automatic 
stabilizers sharply increased as a result of the recession and this largely offset the impact 
of the above structural policy measures on the size and composition of budget expenditures. 
In 1983. for the six major economies as a group. but especially the Federal Republic of 
Germany, Italy and Japan, the cyclically adjusted budget deficit relative to GNP showed 
a significant change toward fiscal tightening in comparison to 1982.27 However, the ratio 
of the general government budget deficit to GDP increased for all major economies, ex
cept the Federal Republic of Germany and Japan. The budget deficit averaged over 6 per 
cent of GDP for the group of small market economies, but for some (Belgium, Greece, 
the Netherlands and Sweden) it exceeded 10 per cent. 

The recovery is expected to become more widespread in the near-term. This spreading 
in 1984 is taking place in spite of the growing conflict between fiscal and monetary policy 
in the United States; the continuing restrictiveness of the fiscal p:>licy stances of the Euro
pean economies; and only weak demand impulses from developing countries. However, 
these policy conflicts give rise to a number of uncertainties regarding the strength of the 
recovery and the medium-term outlook for economic expansion, particularly in Europe. 
In 1984, output growth for the group as a whole 1s forecast to accelerate to nearly 4 per 
cent, mainly on the strength of the anticipated expansion of over 4 per cent in Japan and 
5.5 per cent in the United States. The average inflation rate, as measured by the GNP 
price deflator. will probably inch up moderately in the few countries that will be in the 
second year of their recovery. Elsewhere, however. inflation is likely to continue to fall, 
but at a slower pace than in 1983. While the unemployment rate in North America is forecast 
to decline further, albeit at a slower pace, it is still expected to rise somewhat in Europe. 
Therefore, the unemployment rate for the group as a whole is likely to remain at around 
9 per cent of the civilian Jabour force in 1984. 

The continuation of the recovery in 1984 and beyond in the United States will in
creasingly depend on private investment. Factors in favour of a sustained, albeit moderate, 
increase in capital formation in the near future are the considerable rise in company pro
fits. improved equity prkes and tax incentives. A major, still unsettled, issue is the evolu
tion of interest rates. During the first months of 1984, a gradual upward movement m 
interest rates could already be observed. Any further sharp increase in interest rates, possibly 
owing to the financing of very large budget deficits through sales of bonds that increas
ingly conflict with private credit demand, would threaten investment in structures, expan
sion in plants, as well as demand for durable consumer goods. Increases in employment, 
which boost total personal disposable income and hence consumer spending, and growing 
defence outlays are expected to keep domestic demand strong in 1984. This might be par
tially offset, however, by an increase in the saving ratio, the scheduled higher social security 
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taxes and the possibility of "fiscal drag" effects.28 Foreign demand for exports is not 
likely to exert a strong positive effect, even in the event of a decline in the value of the 
United States dollar. at least for a while. However, if the budget-gap is to be financed 
partly through foreign savings, higher interest rate differentials would have to emerge if 
the dollar depreciated as expected. In combination with the large and growing current ac
count deficit, a sharp fall in capital inflows could adversely affect interest rates in the United 
States and would exert downward pressure on the value of the United States dollar vis-a
vis other major currencies. Such an outcome, though benefiting the export prospects of 
the United States, would have adverse effects on the rate of inflation and nominal interest 
rates. 

Against the above backdrop of expansionary fiscal and cautiously restrictive monetary 
policies, growth in the United States is likely to be about 5.5 per cent in 1984 with a moderate 
slow-down towards the end of the year and into 1985 as the rates of increase in consumer 
spending and private investment begin to decelerate. Inflation is expected to be around 
5 per cent in 1984 as the effects of lower oil prices, the strong dollar, pro-cyclical gains 
in productivity and wage moderation begin to fade. The unemployment rate wilJ probably 
fall below 7 .5 per cent by year-end. 

In both the Federal Republic of Germany and Japan, increasing private consumption 
and investment, and rising exports will provide the main impetus to non-inflationary growth 
which, in 1984, should reach 3 and 4.5 per cent, respectively. Further increases in private 
consumption and considerable buoyancy in private investment will be the main determinants 
of an expected 3 per cent growth in the United Kingdom during 1984. Because of stronger 
domestic demand resulting from still increasing real wages and relatively buoyant exports, 
real GNP m Italy could rise by nearly 2 per cent in 1984. However, due to sluggish private 
investment, output in France is expected to continue to stagnate through most of the year. 
Inflation rates in both countries are likely to subside somewhat, but will remain by far 
the highest among the seven major economies. 

The outlook for the strengthening of the recovery in Europe beyond 1984 and for 
it being sustained is more uncertain. The reason is that the prolongation of the recovery 
critically depends on private investment activity. There are several grounds for optimism 
in this regard. Business investment attitudes are likely to be favourably stimulated by the 
recent moderation of inflation and of real wage increases. Barring sharp fluctuations in 
commodity prices and exchange rates. inflation is likely to slow down during 1984-1985. 
Wage demands, in turn, will remain moderate as a result of the inflation outlook and the 
fiscal policy measures discussed above, and also of the substantial levels of unemployment. 

As already noted, the unemployment rate in Europe is expected to increase further. 
This is partly a consequence of the lack of dynamism in the exports of these countries. 
However, a number of structural factors that cannot be remedied by any cyclical upturn 
loom large over their employment situation. These include limited downward flexibility 
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of real wages, other rigidities in labour markets and social or political provisions that act 
to discourage mobility out of declining sectors (such as steel). 29 In addition, many of these 
countries have incurred a significant erosion of their competitive positions and shares in 
world markets as their adjustment to shifts in world trade has been incomplete, in part 
because of the prolonged period of weak investment activity. Many of them have also 
experienced sharp increases in the labour force for demographic rea ons. All these fac
tors impose formidable constraints on economic policies to fo ter employment. 

Regarding the prospects of sustaining the recovery in the United States, much will 
depend on the fiscal policy stance there. The low levels of capacity utilization and the 
inflow of capital from abroad, partly in response to favourable interest rate differentials, 
have so far facilitated the accommodation of large budget deficits at prevailing interest 
rates. However, as business investment in the United States gathers further momentum 
in the course of 1984 and begins to exhaust the internal financial resources of firms, in
terest rates are likely to move upward. Also the pressure from the supply side of savings 
is bound to intensify if the direction of short-term capital movements were to be reversed 
sharply. 3Q These expected movements, through their effect on real long-tenn interest rates, 
will adversely affect the investment outlook. Indeed, interest rates are likely to assume 
greater weight as the composition of investment changes from inventory restocking and 
equipment to the expansion of plants and new structures. In tum, future interest rates will, 
to a large extent, be influenced by the course of macroeconomic policy in the United States. 

These prospects have already begun to complicate policy choices in Europe, particularly 
in the smaller economies. For example, in order to counteract the inflationary pressures 
that might arise from a depreciation of their currencies against the dollar, in most of these 
economies the authorities abruptly halted the decline in interest rates that was taking place 
in response to the shift in the monetary policy of the United States.JI The outlook with 
respect to the ustainability of the recovery in Europe also depends importantly on favourable 
expectations offuture demand. These could in tum be bolstered by a more flexible fiscal 
stance and a sharp rebound in exports, and the successful overcoming of those structural 
inflexibilities that have inhibited economic activity in recent years. Budget deficits in these 
countries continue to be very high, in part because of high interest payments by the public 
sector. 

Given the policies that had been announced as of early 1984 and the expectation of 
only a moderate increase in interest rates in the course of the year, the projections for 
1985 indicate that the growth rates of real output in the developed market economies will 
begin to converge as the rate of expansion in the United States moderates and the expected 
mild upturn in Europe takes hold. The rate of growth for the group as a whole is forecast 
to be within the range of 3 to 3.5 per cent. Japan's growth is projected to be above this 
average. Barring sharp exchange rate swings and large increases in commodity prices, 
inflation rates hould remain well below those experienced in the 1970s. The moderate 
increa~es in nominal wages that are forecast and continued improvements in productivity 
should keep the average rate of inflation to an annual 6 to 7 per cent. 
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A modest acceleration in some of the centrally planned economies 

The pace of economic activity in the centrally planned economies as a group inched 
up from 3.7 per cent in 1982 to an estimated 4.3 per cent in 1983, which was substantial 
in comparison with much of the rest of the world. However, this average masks a number 
of important differences in the economic performance of the various countries. These were 
evident not only for aggregate output and distribution, but also with respect to activity 
levels in the main economic sectors. 

Buoyed by record or near-record output levels in most agricultural sectors and rapid 
industrial growth, the Asian planned economies repeated their strong overall economic 
performance of the preceding year. Aggregate output grew by about 6 per cent, with 
somewhat higher growth in China (see table ID-10).32 China's expansion of the past three 
years was such that the targets of the 1981-1985 plan for industry and agriculture have 
already been achieved; and the overall growth target will be fulfilled ahead of ti.me in 
the course of 1984. Good agricultural performance, though below plan, and a rebound 
in industrial activity enabled the Soviet Union to attain several key plan targets: overall 
output growth was about 3.5 per cent,JJ with industry and agriculture reaching 4 and 5 
per cent growth, respectively. 

The 3.4 per cent growth of Eastern Europe in 1983 was in sharp contrast to the very 
sluggish performance of the preceding four years. However, the acceleration was uneven 
not only among but also within the various countries. The comparatively good average 
showing stems from a variety of factors, including the economic recovery in Poland, less 
constrained conditions in external trade and finance, stringent fuel and raw material con
servation measures, and a pronounced gain in labour productivity. Though 1983 was on 
the whole a good year, it bears stressing that the current pace of growth in Eastern Europe 
remains well below the post-war trend, that the group's 1983 plan targets for overall and 
industrial output were only just fulfilled, that the upswing required the selective abandon
ment of import restraints which led some countries to an uncontrolled rise in investment, 
and that further efforts will be needed to work off internal and external imbalances in the 
medium run. 

During the past three years, most of the European planned economies have made 
substantial adjustments to the changing internal and external economic environment. Policy 
makers still remain cautious with respect to accelerating the growth of output. At the same 
ti.me they are determined to curb domestic absorption in order to ease external constraints. 
The continuation of the austerity measures first adopted in the early 1980s in several Eastern 
European countries, because of the shifts in the internal and external economic environ
ment, makes the short-term outlook for growth not too bright. Therefore, it will be ex
tremely difficult to achieve a number of the key output growth targets of the current 
(1981-1985) medium-term plans, as these had been based on policy precepts of the mid 
and late 1970s that could not be pursued. However, the policies actually implemented in 
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Table ID-10. Centrally planned economies: basic 

economic growth indicators, 1976-1984 

(Average annual and annual percentages) 

Country or 1976- 1981- 1981-
country group 1980 1985° 1983 1981 1982 

Eastern Europe" 

Net material product 3.9 3.2-3.3 0.4 -1.8 
Industrial gro s output 5.6 3.7-3.8 1.7 -0.6 1.2 
Agricultural gross output 0.8 2.5-2.9" 1.0 1.8 1.7 
Gross fixed investment 2.7 -0. ld -3.3 -7.2 -4.S 
Export volumo' 6.4 5.1 1.S 6.8 
Impon volumof 4.0 -2.0 -4.8 -4.7 

Soviet Union 

Ncl material product 4.3 3.41 3.4 3.3 3.9 
Industrial gross output 4.5 4.7 3.4 3,4 2.9 
Agricultunl gross output 1.6 2.54 2.6 -1.0 s.s 
Gross fixed investment 3.4 2.ld 4.1 3.8 3.6 
Export volume' 4.8 3.9 0.4 6.3 
lmpon volume~ S.8 7.2 8.2 9.1 

China 

Net material product 6.0 4.0 6.2 4.8 7.4 
industrial gro OUlput 9.2 4.0 7.5 4.1 7.7 
Agricultural gross output 5.1 4.0 8.2 6.6 11.0 
Oro~ fixed investment 6.5 1.7d 10.2 -20.5 26.6 
Export value (an dollars) 20.3 8.111 6.3 14.4 4.5 
Import value (in dollars) 21.2 9.211 -1.0 -0.4 -10.3 

1983b 1984° 

3.4 3.9 
4.6 4.3 
-0.4 2.3 
2.0 1,4• 
7.0 
3.9 

3.11 3.11 
4.0 3.8 
5.0 6.4 
5.0 3.9 
5.0 
4.2 

6.5 
10.2 
s.o 

18.0 
0.5 
8.5 

~ . Oepartmenc or lnicmauolll.l and Economic and Social Aff11n of the Umlled NIWO!II Sccrcwiat, based oo IIIUODll utiJtical 
publicauon,, plans and plan fulfilmtot rq,ons. 

" Plan tat&elJ 
b Prehmmary cS11mal1:i hued on plan fulfilment rcporu and Oilier panla1 infonnation. 
r Bulpna, Cuchoslovwa, Oennao Democratic: Republic, H1111pry, Poland and Romarua 
d Change in tbt five-yw avenige Olllpllt from the avenge of the preced1111 five ycan expRUed u an 11U1ual compound rate. 

the early 1980s may enable most of these countries to strengthen the foundations for a 
sustainable acceleration in their growth in the latter half of the decade. It has become in-
creasingly recognized that for an acceleration of growth not to exacerbate existing im-
balances or to re-ignite those that led to the recent austerity policies depends critically 
on whether national and group-wide economic policies can be designed to reflect the prevail-
ing development conditions. 

The 1983 plans and related macroeconomic policy discussions had forecast a cautious 
expansion in most countries. The very severe external constraints encountered in the 
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course of 1982 led policy makers to slate improvement in the current account as the cen
tral concern of overall output and distribution plans. All Eastern European countries en
visaged a rapid promotion of exports with stagnant or only moderately increasing imports. 
The growth of domestic absorption, investments in particular, was to trail that of aggregate 
production. Against the backdrop of the 1982 achievements as reported in the plan fulfil
ment report,34 the Soviet Union had envisaged for 1983 only a slight acceleration in its 
aggregate output. This was largely due to the unimpressive prospects for its main exports, 
particularly petroleum, lingering bottlenecks in transportation and capacity limitations in 
basic supplier sectors. China's 1983 plan forecast moderate but more balanced growth 
and a further extension of the managerial and incentive refonns that have been progressively 
introduced since the late 1970s. 

Many countries were unable to abide by key features of these plans. While in Europe 
the intentions in the plans with respect to exports and personal incomes were adhered to 
rather rigorously, those relating to imports, investment activity and consumer markets in 
many cases were not. Major deviations from planned levels occurred also in China. Although 
imports did not accelerate to the high levels forecast, domestic investment expenditures 
far surpassed plan targets and imbalances between heavy and light industry and between 
consumption and accumulation were noticeable. 

One of the major 1983 targets in Eastern Europe was for a very slow or even negative 
growth of investment activity in line with the experience of the two preceding years. Policy 
makers hoped, however, that this sluggishness would not inhibit the achievement of mcxlerate 
output growth on the basis of productivity gains and the more efficient utilization of fuels 
and raw materials. China and the Soviet Union had also envisaged only modest increases 
in investment outlays. These policy goals were embraced in order to hold down imports 
and domestic absorption, at the same time as minimizing the impact of austerity measures 
on consumption levels and freeing up goods for exports. 

The plans for Eastern Europe called for an average contraction of about 2 per cent 
in overall investments, but with a wide range from a 10 per cent decline in the German 
Democratic Republic and Hungary to a 2 per cent increase in Bulgaria and Poland. Because 
of excess spending, particularly in the Oennan Democratic Republic, Hungary and Poland, 
the group in fact averaged 2 per cent growth. In spite of major restraints enacted in the 
second half of 1983, China also experienced an unplanned surge in investment. 

The spurt in investment activity, although it provided a welcome impulse to construc
tion and industrial activities , violated the explicit intentions of central policy makers. The 
leap forward occurred partly because investment decisions were often made by local ad
ministrative units and individual enterprises based on retained profits and banks loans. 
To control this surge thus provided a major challenge to planners during most of the year 
in a number of countries. However, the problem arose not only from the violation of plan 
targets . Some part of the excess investment activity stemmed from the gradual re-assessment 
of distribution priorities in the light of changing circumstances.JS The difficulties 
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encountered in controlling decentralized investment expenditures led to imbalances in 
domestic markets and to import pressures. In particular, planners' hopes to complete pro
jects in progress and thereby accelerate the bringing on stream of new capacity met only 
with moderate success in some countries. 

The combination of the above-plan expansion of investment and the strong emphasis 
on export promotion in 1983 permitted only moderate gains in levels of living. This 
manifested itself not only in rather low rates of increase for private welfare indicators 
such as money incomes, wage rates, social transfers and retail sales. The decision of policy 
makers to ease the impact of domestic adjustments on consumers to a lesser degree than 
in preceding years also brought about sharp, planned and ad hoc, price increases. 

Maintaining price stability in consumer markets has been a major preoccupation of 
policy makers since the mid-1970s. However, there has been rising awareness in these 
economies of the need to overhaul price policies as an integral part of the redesigning 
of planning and management systems with a view to better coming to grips with the grow
ing complexity of economic structures and to fostering efficiency. In addition to bringing 
current prices into line with internal and external cost relations, policy makers have become 
more and more inclined to decontrol prices. However, in order to forestall dislocations 
in markets and to minimize consumer resistance, the process of introducing greater price 
flexibility has had to proceed gradually. This is especially so in economies, such as Poland, 
that are characterized by sizeable imbalances; but it applies also to those that have adhered 
to a policy of adjusting wholesale prices only at five-year or even longer intervals.J6 

In 1983, there were several price changes in the majority of the European economies 
that were not neces arily in line with the annual plans. Though growth in wages and social 
transfers in real terms remained small as planned, in the course of the year balance-of
payments considerations prompted further measures to increase exports and curb imports. 
Some mea:iurcs took the form of sharp revisions in consumer prices,37 others simply of 
a reduction in upplies which gave ri e to shortages, and a few even of an explicit 
rationingJB of goods that the authorities decided to earmark for exports on a priority basis39 
or not to import in the required quantitics.40 

In view of the tight balance-of-payments situation, economic activity was geared to 
production for exports and import· ubstitution, of agricultural and energy products in par
ticular. Throughout the European members of the group, industry had been growing rather 
slowly in 1981-1982. The moderate growth targets set for 1983, which averaged 3.5 per 
cent, were approximately reached in most countries. Romania was the most notable ex
ception, owing to severe external payments problems. inflexible domestic fuel supplies 
and bottlenecks in food-processing sector . On the other hand, the recovery in Poland 
was strong and rather satisfactory results with raw material and energy conservation/I 
and the export push to market economies helped to realize the targets set m other coun
tries. In many cases, this could be achieved only by boosting exports, including those of 
goods that the plans had earmarked for supplying domestic markets, and by easing 
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import restraints. However, difficulties with the procurement of basic industrial inputs 
from withtn the CMEA and the strict management of convertible currency reserves clear
ly limited the degree to which alternative import sources could be tapped. 

Above-plan industrial activity was nowhere more pronounced than in China: heavy 
and light industry expanded by 12. l and 8.4 per cent instead of the planned 3. 9 and 4.1 
per cent, respectively; this discrepancy caused planners serious concerns. In panicuJar. 
the rapid expansion of heavy industry was responsible for placing demands on energy and 
raw material sectors that could only be met by diverting supplies from other sectors 
Moreover, it severely stretched transportation capacities, and as output increases did not 
correspond to planned levels sizeable mventories built up. The sharp expansion further 
led to bottlenecks in supply sectors and disproportions within industry itself. It also induc
ed above-plan investment expenditures, 42 an increase in purchasing power for which the 
available supply of consumer goods did not suffice, and upward pres!;ure on commodity 
pricel! that had to be eased by fiat in mid-year. 

In contrast to the comparatively good agricultural performance recorded in 1982 
throughout the group, 1983 was an uneven year. Whereas food and industrial crops as 
well as livestock production m the Asian centrally planned economies fared very well, 
adverse weather conditions. including spring floods and a hot dry summer, played havoc 
with the crop season in many areas of Eastern Europe and, to a smaller extent. also in 
the Soviet Union. The summer wheat crop43 was adversely affected, and coarse grains 
and some root and forage crops experienced particularly sharp losses. 

The European countries had hoped to increase food self-sufficiency and, in particular, 
to curtail their dependence on imports. Crops were to expand faster than livestock out
put.# While the import restraint was closely adhered to, the set-backs incurred in grain, 
root and forage crops caused stagnation in overall agricultural production. The 1983 grain 
harvest in Eastern Europe was about 5 per cent below that of 1982, which was a record 
or near-record year for most countries. 45 Losses were substantial in Bulgaria, Hungary 
and Romania and are bound to affect not only the 1984 current accounts but even more 
importantly the state of domestic consumer markets. Livestock production levels were 
restrained by the combination of import Limitations and below-plan forage crop levels. 
Herd sizes changed little in the course of the year. but the cut-backs enacted in late 1982 
and early 1983 curtailed meat production later in the year Given the emphasis in the plans 
on export promotion, inclusive of foodstuffs, there was little scope for markedly improv
ing domestic market supplies. 

The USSR also failed to reach its main targets for certain components of agriculture, 
but the overall growth of 5 per cent was substantial. Although this year's grain crop of 
about 200 million tons was significantly below the annual average target of238-243 million 
tons for the 1981-1985 period that was embodied in the food programme for the decade, 46 

it was none the less the best since 1978 and the fifth largest ever. Favourable weather 
during the harvesting season, coming after the summer's drought, was one crucial factor. 
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However. additional inputs of farm equipment and fertilizers, higher procurement prices, 
and experimental reforms in the planning and management of farms need also be credited. 
Of especial promise for the future are the results attributed to the experiment with the 
''brigade contracting system''. 47 The improvement in grain supplies and forage crops in 
the USSR created room for a significant increase in herds and livestock production. Meat 
output in 1983 in fact appears to be an all-time high. The comparatively good agricultural 
situation should permit tangible improvements in market supplies well into 1984; it should 
also reduce the need for imports. 

In 1983, agricultural production in the Asian centrally planned economies was generally 
very good. New incentives and regulations in Viet Nam as well as favourable weather 
throughout the group yielded record or near-record grain crops. 48 The 4 per cent target 
for agriculture in China was exceeded in part because of another record grain crop and 
record cotton production. Further institutional and incentive reforms in rural areas appear 
to have played a more important role than incremental commitments of machinery and 
other resources to the sector. Favourable weather conditions in both 1982 and 1983, in 
spite of severe set-backs in some regions, helped. of course, but cannot be relied upon 
to prevail at all times. Further improvements in farm management, in the supply of fer
tilizer and high-yielding seeds, and in the availability of suitable farm equipment may be 
required to sustain the increase in unit yields. 

Growth prospects of the European centrally planned economies in 1984 will to some 
extent depend on the recovery in developed market economies. This is clearly the case 
with regard to how far export promotion can be pursued, provided the output of expor
table commodities will rise sufficiently. The recovery in Western Europe is also crucial 
in improving the envirorunent for external finance which could help to validate a more 
expansionary policy stancl!, especially in the most heavily indebted Eastern European coun
tries. The spreading and strengthening of the recovery in the Western European market 
economies are, then, undoubtedly important in selecting the levels of economic activity 
that the European centrally planned economies can sustain without exacerbating their ex
ternal payments problems. However, the major constraints on the latter's growth prospects 
for 1984 are of a domestic nature. Aside from the fact that the developed market economies 
are not Eastern Europe's major trade partners and that there is keen competition for their 
markets, growth in Eastern Europe and the Soviet Union is expected to remain constrain
ed, if perhaps to a smaller degree than in the past, by those internal and external problems 
that have been pivotal determinants of the pace of economic development since about 1980. 

As in 1983, the majority of the Eastern European countries are placing very high priority 
on rectifying external imbalances, especially with the market economies The policy stances 
that enabled these countries to start amortizing their external debt in 1982-1983 without 
jeopardizing the state of approximate balance in intra-CMEA trade are slated to remain 
in place and, where possible, to be strengthened. In view of the desire to reduce debt levels 
as well as the likely shift in their intra-CMEA terms of trade, the objectives to be pursued 
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are all-round export promotion, restraint on imports, efficiency in the use of industrial 
inputs and a limitation of the increase in total domestic absorption. The latter target is 
to be attained primarily, as in recent years, by slow growth in investment activity but in
creasingly also by making inroads into private consumption demand. Plans forecast a 
uniformly higher rate of expansion for overall output than for domestic uses. 

The rate of growth of aggregate output planned for 1984 in Eastern Europe averages 
out at under 4 per cent - only slightly above the 1983 achievements. A sharp acceleration 
is envisaged only in Romania, where the target of 7 .3 per cent for NMP is more than 
double the 3.4 per cent reported for 1983. Most countries are striving to minimize any 
adverse impact of this continued modest growth on already attained levels of living. But 
it is increasingly realized in policy discussions that continued slow growth of investments 
would seriously mortgage the growth potential in the medium run. 

Reflecting the need to undertake further adjustments, investment in 1984 is to expand 
less rapidly than in 1983, but growth is planned to be positive in the majority of countries. 
On the other hand, aggregate consumption will increase only minimally and it wilJ in fact 
decline in some countries. Planners are aiming at the stricter regulation of investment ac
tivity so that decentralized decisions will also be in line with overall policy stances. Priority 
will be given to fostering fuel production and making more efficient use of primary and 
intermediate inputs. Industrial development, which is planned to be more balanced in coun
tries that failed to achieve that objective in 1983, will be export oriented or linked to im
port substitution and energy conservation. The expected spreading of the economic recovery 
in Western Europe may facilitate the achievement of these external objectives. In agriculture, 
crop targets are in line with 1982 levels, but livestock production is slated to increase 
only marginally , owing to import restraints and the crop set-backs incurred in 1983. 

The USSR' s 1984 plan has been built around a modest expansion of aggregate economic 
activity, a similar performance in industry (3.8 per cent) as in 1983, but with higher growth 
for light industry for the second consecutive year, and substantial growth (6.4 per cent) 
in agriculture. As is the case in F.astem Europe, the USSR is planning to increase ag
gregate output through marked productivity gains , especially in agriculture (8.5 per cent), 
but with only a modest expansion in capital outlays (3 .9 per cent). Improvements in the 
structure of production, stricter norms for the specific material intensity of production, 
and sharp improvements in product quality are important policy goals. The growth in out
put is earmarked primarily for improving levels of living. The total real income of the 
population is slated to increase by 3.5 per cent. 1984 will also be the first year of ex
perimental reforms in some selected industrial enterprises which together account for perhaps 
5 per cent of gross industrial output. The goal is to improve economic performance by 
devolving greater planning and managerial responsibilities to enterprises. 
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For 1984, the Asian planned economies continue to emphasize quantitative as well 
as qualitatJve self-sufficiency in agriculture and the strengthening of their material base, 
with the planned magnitude depending on 1983 achievements. While growth in China is 
expected to remain strong, planners are bent on controlling investments, partly through 
more stringent government expenditure policies, on achieving a better balance in industry 
at lower overall growth rates, on expanding fuel and raw material output, and on further 
extending the reform and adjustment policies of the past few years. These policies will 
be supported by a sharply expansionary import programme for advanced technology. Further 
incentive reforms in agriculture may well offset the effect on output of less favourable 
weather conditions. 

Notes 

1 Aside from the pronounced acceleration in output growth in Tunisia and the more moderate improve
ment in Algeria and Egypt, the major factor behind the slight increase in the pace of growth in Africa 
was the mucb smaller contraction in the Libyan Arab Jamahiriya 's overall output in 1983 than in 1982. 

2 For a fuller analysis of current conditions m Latin America, see Economic Commisslon for Ult.in America, 
Balance Prelim.inar de la EcoMmla latinoamericana durante 1983 (Santiago, 16 December 1983). 

3 For a description of these policies see World Economic Survey 1981-1982 (United Nations publication, 
Sales No. E.82.D.C. l), pp. 86-87. 

4 Sharp devaluations also enhanced Latin American exports to the United States. 
5 See Food and Agriculture Organization of the United Nations, Food Emergencies in Africa· Silualion 

and Outlook/or 1983/84 (Rome, October 1983). The food situation of sub-Saharan Africa in a global 
context is aruuysed in greater detail in the annex. 

6 In the United States, the growth for the first year of recovery from the trough in the fourth quarter 
of 1982 was 6.1 per cent. This figure compares to the following past percentage rates of real growth 
from trough during the first year of recovery: 7.4 in 19.SS, 8.4 in 1959, 7.0 in 1962, 4.7 in 1971, 
6.7 in 1976 and 4.3 in 1981. 

7 For example, capacity utilization in the United States increased from 69.4 per cent in December 1982 
to more than 79 per cent at the end of 1983 - far below the nearly 90 per cent marlc reached in the 
latter half of 1978. 

8 The implementation of the final phase of cuts in income tax rates, rising consumer borrowing and the 
sizeable increase in total disposable income, largely because of over 3 million gain in employment, 
were the additional factors that favourably affected the strong increase in private consumption expen· 
diturcs in the United States. Growth in private consumption accounted for more than 80 per cent of 
total growth in GNP in 1983. 

9 Rising interest rates usually stimulate personal savings. However, the favourable real wealth effects 
stemming from lower inflation rates tend to work in the opposite direction. The latter appears to have 
outweighed the former in 1983, thus reducing the saving ratio. In the United States, for example, the 
ratio of personal saving to personal disposable income declined continuously from 6.6 per cent in 1981 
to only 4.0 per cent by mid-1983 ; it increased somewhat to 4.S per cent in the latter half of 1983. 
In countries that were still experiencing recession, the usual pro-cyclical effect, stemming from con
sumption expenditures weakening less than personal disposable income, may have led to a fall in the 
personal saving rate. 

IO In 1981, for example, the percentage shares of the Federal Republic of Germany, France and Italy 
combined in total expons of selected countries were: Belgium-Luxembourg 44, Denmark 27, Greece 
32, Ireland 20 and the Netherlands 46. The average ratio of exports of goods and services to the GDP 
for these small economics as a group exceeded 44 per cent. 
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Notes (continued) 

11 Sec Commission of the European Communities, Annual Economic Report 1982-1983 (October 1982). 
pp 7.9-7.13; and Annual Economic Rtport 1983-1984 (November 1983). pp. 94-96. 

12 Small economies with littJe or no growth in 1983 were· Ireland, the Netherlands, New Zealand, Por
tugal and Switzerland. Australia, Belgium, Greece, New Zealand and South Africa experienced a decline 
in the level of real output. Output in Australia and New Zealand also contracted on account of the 
drought-related set-back:s in farm output which exacerbated the weak impulse from the international 
envirorunent. 

l 3 For a broader analysis of anti-inflationary policies m the early 1980s, see World Econor,uc Survey 1983 
(United Nations publication, Sales No. E 83.11.C. l) , pp. 73-83. 

14 Labour productivity in many developed countries grew in the course of 1983. It averaged 2 per cent 
for the major countries, but Italy experienced a further decline. In some, this gain was pro-cyclical 
as it resulted from strong output performance with modest incre~ in employment (especially North 
America and Japan). Particularly in the smaller European countries, productivity gains resulted primarily 
from the further shedding of labour. 

15 In fact, in the European Communities the unemployment rate is forecast to inch up further to about 
11 per cent (Commission of the European Communities. Annual Economic Rtpon 1983-1984 (October 
1983). p. 41). 

16 During the recovery of 1976, output growth for six of the seven major members exceeded the average 
rate for all developed mark:ct economics. In 1983, however, three countries (France, the Fe.deral Republic 
of Gcnnany and Italy) fell well below the average In fact, the variation of output growth among the 
major economies, as measured by the standard deviation, was more than twice that observed in 1976. 
This disparity in economic performance reflects the unsynchronized nature of the recovery and its underly
ing macroeconomic policies. The present lop-sided upturn has been depending cruciaJly on the signifi
cant growth (3.3 per cent) of the United States and its strong import demand since the latter half of 1983. 

17 ln 1982, the official target range for Ml remained at an annual 2.5-5.5 per cent, while in the second 
half of the year Ml grew at an annual rate of 11.2 per cent. 

18 Ml grew al an annual 12.7 per cent during the first half of 1983. 
19 The situation in France and Italy differed since these countries have been following restrictive demand

management policies to bring inflation in line with that of major trading partners. In France, the growth 
of the broad monetary aggregate (M2) slowed down considerably as a result of the weakening of private 
credit demand. In Italy, on the other hand, the growth of total domestic credit exceeded the preset 
target rate because of large borrowing requirements by the public sector. 

20 Based on preliminary figures, seasonally adjusted Ml grew only at an annual rate of3.7 per cent dur
ing the second half of 1983. 

21 Currency deprectation against the United States dollar in 1983 added substantially more to the rise in 
consumer prices in the smaller than in the major developed market economics. 

22 For example, the average budget deficit as a percentage of GDP in the European Communities in 1983 
before and after deducting interest payments were estimated at -5.4 and -1.6, respectively (see Com
mission of the European Communities, Annual Economic Rtport 1983-1984 (October 1983), pp. 16-18). 
This suggests that the size of the public debt and the rate of interest are key determinants of fiscal 
outlays in these economics. 

23 The weak international trade situation has had particularly adverse effects on the European economies. 
A recent econometric simulation indicates that for every 2 percentage points slow-down in the growth 
of world tmde the growth rate of real GDP of the European Communities as a group decelerates by 
0.5 percentage point with a lag of one year. The loss may rise to as high as l percentage point if the 
weaker trade situation continues (see Commission of the European Communities, Europtan Ecom>my, 
No. 18 (November 1983), p. 53). 
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Notes (continued) 

24 The ratio of the federal government budget deficit relative to GNP increased from 4.8 per cent in 1982 
to nearly 5.5 per cent in 1983. Although the surplus of state and local government:. increased, the general 
government budget deficit still rose marginally to 3.9 per cent of GNP. 

25 Based on estimates prepared by the Council of Economic Advisors, by 1988 cyclical and structural 
deficits will be $16 billion and $187 billion in comparison to $95 billion and $101 billion in 1983, 
respectively (see CEA, Economic Rtpor1 oftht Presidtnr (Washington, D.C., U.S. Government Prin· 
ting Office, 1984), p.36). 

26 Government outlays relative to GDP for the group rose from 29 per cent in 1961 to nearly 41 per cent 
in 1981; m the small European economies, that share nearly doubled. from 26 per cent to nearly 52 
per cent in the same period. The possible repercussions of this ~urge on levels of economic activity 
are described in some detail in Suppltmi!nt to World Economic Survey 1983 (United Nations publica· 
lion, Sal~ No. E.83.II.C.3), pp. 21-30. 

2 7 In 1983, the cyclically adjusted general government deficit in the following countnes showed movements 
towards fiscal tightening: Belgium, Denmark. Federal Republic of Gennany, Ireland, Italy, Japan and 

Spain. 
28 With a given level and pattern of expenditures and unchanged tax rates, as the economy approaches 

full employment the deficit relative to GNP will decline and so will 1ts impact on aggregate demand. 
29 See Organisation for Economic Co-operation and Development, Posirfrt AdjustTMnl Policits • M011ag· 

ing Structural OuUlgt (Paris, 1983) and Job Loss ts ,n Major lnmmrits • Manpo.,.,·tr Strategy Responses 
(Paris. 1983). 

30 ln 1983, the net inflow from abroad exceeded one half of the generaJ government deficit. Since the 
corporate sector is likely to become again a net borrower in 1984. the brunt of financing the govern· 
ment deficit will have to be borne by the foreign sector. 

31 Subsequent to the rise in the United States and then in German interest rates, Austria, Belgium and 
the Netherlands also raised their interest rates . This trend, however, was not followed by Denmark 
and Ireland, where the basic rates of intercc.t have been allowed to come down moderately. 

32 In some countriu, however, import constraints stemming from weak export commodity prices for 
minerals and metals inhibited industrial activity. 

33 The plan fulfilment report (Pravda. 29 January 1984) only gives the growth in the use of net material 
product (NMP). However, it had earlier (Prawla, 29 December 1983) been disclosed that NMP pro
duced per worker in 1983 grew by 3.5 per cent. Since there was probably some growth in the labour 
force in the material sphere, NMP produced expanded by about 3.5-4 per cent. 

34 Pravda, 23 January 1983, reported 2.6 per cent growth in the domestic use of net material product. 
However, this was revised to about 3.6 per cent (Narrxin« ldwvaistvo SSSR v 1982 g. (Moscow, Finansy 
i statistika, 1983), p. 36). The 1983 plan target was therefore an acceleration over the original but 
not over the revised 1982 growth rate. 

35 For a strong tatement on the importance of maintaining adequate invc&tment activity, even at the cost 
of stagnation of consumption. by a top Hungarian policy maker. sec J. Hoos in Figyei&, 13 October 1983. 

36 Especially in Czechoslovakia, the German Democratic Republic and the Soviet Union. 
37 Pronounced price adaptations were reported by Bulgana, Czechoslovakia, Hungary and Romania. 
38 For eu.mple, in order to cut down on fuel imports. Romania in late 1983 decreed the halving of fuel 

consumption in all activities other than material production, even though sharp raises in fuel prices 
had been introduced twice earlier in the year. Where necessary, the reduction in fuel consumption has 
been accomplished by simply cutting supplies. 

39 In some Eastern European countries, mcluding Poland and Romania, above-plan procurements of fuels 
and some basic foodstuffs, particularly meat and meat products, were reserved for exports, as sales 
of manufacw.rcs in convertible currency markets Jagged well behind plan. 
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Notes (continued) 

40 In addition to the export requirements, marketed quantities of fruits, vegetables, flour, bread and bakery 
products were inadequate in some countries because of import constraints or adverse weather condi
tions or both. The tight supply of flour, bread and bakery products was the indirect effect of substituting 
gram stocks for fodder that would otherwise have been imported . 

41 Several of the European planned economies reported quite noticeable success with raw material and 
energy conservation measures, which had been allotted a key role in the 1983 plans and will remain 
of great importance in the next two years or so. 

42 Largely because central planners have devolved a good deal of control over investment decision mak
ing in recent years. Thus the share of State to total investment outlays declined from 80 per cent in 
1979 to an estimated 43 per cent in 1983 (China Daily (Beijing), 15 July 1983, p. 4). 

43 In some countries, reseeding in mid-season helped to stave off even sharper output losses. 
44 In the latter sector the recent shifts in herd composition were to be strengthened in order to save on 

imported feedstuff. 
45 Thus. the 95-100 million ton harvest still slightly exceeds the average of 1976-1980. 
46 See Narodnoe klwziaistvo SSSR 1922-1982 (Moscow, Finansy 1 statistika, 1982), p. 53. The USSR 

has not disclosed annual plan targets for the last three years. 
47 Brigades of kolkhoz members contract with farm management for delivery of an amount of produce 

in exchange for fixed quantities of inputs, with penalties for either side in case of non-compliance with 
the lllne- or size-dimension of the contract. The precise utilization of these primary and intermediate 
inputs, the mobilization of labour and the distribution of tasks among the brigade members are up to 
the brigade. Wage regulations are flexible and above-contract deliveries yield sharply incremental in
centives to the brigades concerned . 

48 For the first time since the Second World War, Viet Nam became a net rice exporter. 
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Annex 

SELECTED SECTORAL TRENDS 

The food crisis in Africa in the context of global production and trade 

Despite the relatively good performance of agriculture in developing countries as a 
whole during 1983, the serious problems faced by this sector in many areas are far from 
being resolved. Only the Asian countries, mostly the countries east of Pakistan, experienced 
a substantial gain in food output. In all other developing regions, per capita production 
of food fell to its lowest level in four years. The situation continues to be very alarming 
in Africa, where the most severe drought in a decade reduced per capita food production 
for the fifth consecutive year. The greatest set-back occurred for coarse grains, which 
constitute the basic ingredient of the diet in the predominantly rural areas, and critical 
food shortages are being experienced by many countries. 

Although agricultural output in Africa is small in the global context (less than 5 per 
cent), it is the dominant type of economic activity, often in the form of subsistence farm
ing, for over 200 million people. The very modest growth in Africa's agricultural produc
tion, with stagnation in food output, had wide-ranging repercussions on overall economic 
activity in the continent. But it is not expected to have sizeable effects on world food markets 
in spite of the fact that some major net exporters of agricultural products experienced a 
sharp contraction in output. 

While in 1982, the reasonably good perfonnance of agriculture in the world as a whole 
lessened the severity of the world economic recession, in 1983, global net agricultural 
output, food as well as non-food,0 fell slightly below the 1982 level. After having kept 
ahead of population growth for almost six years, the decline in per capita agricultural out
put in 1983 is likely to entail some adjustments in global demand and trade. 

Adverse weather conditions in much of the the world contributed to the contraction 
in agricultural output. In addition to adverse weather. the programmes designed to regulate 
supplies in developed market economies, particularly the United States, were a key deter
minant of world agricultural performance. Agricultural production of the developing coun
tries as a group expanded by almost 3 per cent - more than double the 1982 growth rate 
and roughly in line with the 1976-1980 trend. Because of propitious monsoon rains, out
put in most of Asia accelerated sharply. The combined level of production of all centrally 
planned econoIIUes rose modestly, largely in response to comparatively favourable weather 
conditions in combination with institutional and incentive changes in China and the USSR. 

The contraction in the agriculture of developed market economies was particularly 
severe for food - about 8 per cent in 1983 (see table A-1). Owing largely to the 1983 
acreage-restriction programmes of the United States and adverse weather conditions dur
ing the summer growing season, North America's food output fell by almost one fifth. 
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Table A-1. Indicators of net world food productioo,0 1971-1983 
(1974-1976 • 100) 

Total Per capita 

Growth 
Country group trcnd6 1980 1981 1982 1983 

Growth 
trcnd6 1980 1981 1982 1983 

World 2.4 11 l 114 117 117 0.6 101 103 104 101 

Developed market 
economies" 2.1 109 114 116 107 1.3 105 109 110 101 

North America 2.8 112 125 125 102 1.8 106 117 117 94 
Western Europe 1.8 111 110 114 112 1.3 109 107 111 109 
Oceania 2.8 103 114 102 120 1.5 98 107 94 110 

Developing 
countriesd 3.2 116 120 122 126 0.8 103 104 103 104 

Africa l.8 109 111 115 115 -1.1 94 93 93 91 
Latin America 3.7 l 18 123 127 126 1.2 104 106 107 104 
Near East 3.4 114 117 119 121 0.6 99 99 98 97 
Far East 3.5 117 125 124 132 1.3 105 110 107 111 

Centrally planned 
economies 2.1 107 109 114 118 0.7 101 101 105 107 

Asia 3.2 l 18 121 130 132 1.5 109 111 117 118 
Europe 1.5 101 101 105 110 0.6 97 96 100 104 

Sourc<' • Department of lntcmaoonal Economic and Social Affairs of the Umced N11ions Secmarill. based on Food and Agn.:ulture 
Orgamution of the Uni1ed Natiom,, Producrion Inda N11111Mrt. 

O All edible commodltlCS tbal coruin nutrienb net of intcrmcdille ute, aid! u seed and lllimaJ feed. 
b Average ar,nu,J a,owth l'lle for 1971·1980, obauncd u the $lope of a regression line frtltd I.O the clmla. 
" lncludin& hrael , Malta and Yugoslavia. 
d E~clud,ng lsniel , Malia and Yugoslnia. The FAO regional IJ'OIIPUII used III the I.able 1s ts foUows: "Afnca"' excludes 

South Afnc:a, Egypt, the Libyan Arab Jamaltirtya and Sudan; .. l.at1J1 America" includes lhe Caribbean; "Near East" in-
cl~ Afgliam'ltln. Bahrain. Cypru5, Deroocralte Yemen, Egypt, Wamic Republic of Iran, Iraq. Jordan. Kuv.ait, Lebanon, 
the Libyan Arab Jamahiriya. Oman. Qaiar, Saudi Arabia, Sudan, !he Synan Arab Republic, 'Jwtey, the Uruted Arab 
En11n11ci and Yemen; .. Fu East" 1J1Chldes Ban~. Bhutan, Bnmei, Burma, Oemocnttic: Kampuchea, Easl T11110r, India, 
lndoncaia, che Lao People's Oemoaatic: Repubhc, Mmys,a, Maldives, Nepal. Puastan, lbc Pluhppines, the Republic of 
Korea, Singapore. Sn Lanka and Thailand, and also includes lhe territory of Hong Kong and the Chinese tem1ory of Macao. 

Such a sharp compression of output in one of the largest producing are-as in the world 
would nonnally have had serious consequences for global food security. It did not for 
three reasons. First. the reduction in North America was virtually offset by the improved 
performance of other countries, especially Australia, China and the USSR, so that world 
food output declined by less than 1 per cent. Second, the substantial food inventories car
ried over from 1982 would, in any case, have sufficed to make up for the production losses 
in the short run. Third, the developing countries as a group increased their food output 
sufficiently to maintain per capita levels attained in the preceding two years or so. Their 
aggregate demand for imports from world markets therefore changed little from 1981-1982 
levels. 
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Virtually all components of the food sector registered a decline in global production. 
The main exception was meat. A rise in feed pnces led to an increase in the rate of herd 
liquidation despite continued sluggish world demand. World output of cereals declined 
by 6 per cent, mamJy on account of the nearly 40 per cent reduction in the United States.b 
Cereal output of Western Europe also decreased, partly because budgetary restraints only 
allowed for a raise in grain prices guaranteed by the European Communities lower than 
the increase in costs. Among the developing countries, a very large gain was attained in 
the Asian countries, particularly India. However, adverse climatic conditions in many coun
tries of Africa and Latin America reduced the cereal crop of these regions by 10 and 7 
per cent, respectively. 

The reduction of the cereal output stemmed especially from the sharp fall in the pro
duction of coarse grains for which global output is very dependent on the performance 
of Africa, Latin America and the United States - the regions that experienced the most 
serious shortfalls in output in 1983. Wheat was comparatively less affected by the pro
longed drought in the United States since the bulk of the harvest was over by the time 
the drought reached its peak. As a result, world output of wheat remained virtually un
changed. Global rice production rose by 2 per cent, due to favourable weather conditions 
in Asia. 

Despite the large stocks accumulated at the beginning of the 1983/84 season, the severe 
contraction - over 12 per cent - in world output of coarse grains in 1983 has already ex
erted upward pressures on the export prices of cereals. At the end of November, the price 
of maize stood 50 per cent above that of a year earlier. At that level, it became profitable 
to substitute wheat for maize in animal feed, especially in the United States and the Euro
pean Communities. The decline in the output of coarse grains also resulted in a significant 
run-down in global stocks, which in the course of the present season are likely to be halv
ed. This would be the steepest fall ever recorded in a single season and could bring world 
stocks of all cereals down from 323 million tons to 254 million tons during the 1983/84 
season (see table A-2). The end-of-season stocks would amount to 16 per cent of expected 
utilization in 1984/85 - a coverage that falls slightly below the 17 per cent coverage that 
the FAO has stated as the minimum required for world food security. 

However, since stocks are still sufficient to cover anticipated domestic and import 
needs during the present season, there is no immediate cause for alarm. Most of the decline 
will occur, as intended, in the United States, while the cereal stocks held by net food
irnporting countries will probably increase sharply. At the end of the 1983/84 season, cereal 
stocks will as a result be more evenly distributed among exponing and imponing countries. 

The decline in cereal output has had little effect on world supplies of cereals for direct 
human consumption since nearly all of the contraction was registered for coarse grains, 
which are mainly used for fodder. The weak recovery experienced so far in the world 
economy as well as continued balance-of-payments difficulties of many developing coun
tries have limited the demand for food cereals, which is stagnating in 1983/84. Increased 
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Table A·2. World stocks and trade in cereals, 1979·1984 

(Million tons) 

Stocksb 

Country or country group O 1979 1980 1981 1982 1983C 19844 

World 277 258 237 281 323 254 
Developed market economics 148 141 121 165 203 123 

North America 96 94 76 121 161 81 
Western Europe 28 26 27 24 28 24 
Australia 6 5 3 3 1 6 
Other 18 17 16 17 12 12 

Developing countries 51 47 54 57 56 57 
Africa 5 s 6 7 7 6 
Latin America 8 7 12 10 11 8 
Near Ease 7 7 11 12 8 9 
Far East 31 28 25 27 30 34 

Centrally planned economic~ 78 70 62 (i() 64 74 

Exports/' lmponsf 

1981 1982 1983C 1981 1982 )983C 

World 215 195 197 215 195 197 
Developed market economies 180 1S8 163 59 52 56 

Nonh America 139 123 124 1 I I 
Western Europe' 21 22 21 30 24 24 
Australia 15 11 16 
Japan 1 24 25 25 
Other 4 2 2 4 2 6 

Developing countries 30 31 32 84 82 88 
Africa 1 1 1 24 23 28 
Latin America 19 20 20 19 22 23 
Near East 28 24 21 
Far East 11 10 11 13 13 16 

Centrally planned economies 5 s 4 73 61 54 
uSSR 1 1 1 45 33 29 
China 1 1 l 14 20 17 
Other 3 3 2 14 8 8 

Sc,ur~ · Dq1utmmt or lnttmauonal Economic: and Soci&J Affairs or !be United Nations s«rctarlat. based on Food and Agriculture 
Organ1Zlll1011 01 the Urutcd Nanons, Food Owllook, 1983, No. 10 and 1984, Nos. I and 2; and FAO Monlhly Bu/Iron of Slatism:s. 
1983, No. 12. 

: Coverage of regional groupings as in table A-1. 
Carry·o\rr stocks for crop yun ending ,n the year aiven. 

r Preliminary. 
d Forec.i.st. 
t USSR and China only. 
f Elll)Qlt lllJ unpon dJla refer to crop years starting in the year ihown in column bead1111. eiwepc for nee on a milled basis, 

for .,..h,ch d;ita n:fer to the calendar year of the year shown Cereals mc:lude wheat, coane gl'llllS and rice on a milled 
ba.i,. nic Jaia include the .... heal cqu1valen1 of wheal nour Componen!S may IIOI add to lotals bcca115e of rounding. 

g E,ctudes intra· EEC trade. 
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imports of wheat in Africa and Latin America have been compensated by lower import 
requirements on the part of China, India and the USSR. The shift from maize to wheat 
in feed demand by developed market economies is placing some upward pressure on wheat 
export prices, but the large stocks at the beginning of the season have been cushioning 
its impact." Rice export pnces have also remained well below their 1981 peak. 

Longer-term prospects for world cereal supplies are encouraging. The 1984 winter 
wheat acreage in the United States is expected to be sharply higher than in 1983. This 
reflects, in part the lower benefits available to wheat farmers under the 1984 acreage
reduction programme. The latter also excludes diversion and deficiency payments, as well 
as payments in kind, from the potential benefits granted to coarse grain farmers. Moreover, 
in the case of coarse grains, the loan rate for the 1984 crop is below that of 1983 and 
the minimum reduction of acreage required to qualify for the programme benefits bas been 
halved. Under normal weather conditions, provided the programme is not modified,d 
cereal output in the United States in 1984 should significantly surpass the 1983 harvest. 

The deterioration in food output has led to a critical situation especially in sub-Saharan 
Africa/ where a drought described by authoritative analysts as the worst in a decade, is 
presently afflicting more than 150 million people in 24 countries/ Two thirds of the af
fected countries belong to the least developed group. For many of them, 1983 was the 
second consecutive year of exceptionally dry weather. The drought spread throughout the 
region during 1983: most of the Sahel region, the Hom of Africa, and western and southern 
Africa experienced erratic and well below-average precipitation levels. The latter's 
deleterious effect on production was aggravated by widespread bush fires and a recur
rence of rinderpest, which is a serious threat to the livestock sector., Aggregate cereal 
import requirements of these 24 countries for 1982/83 were estimated at 4.6 million tons 
but actual commercial imports stagnated at some 2 million, owing to serious balance-of
payments difficulties. Domestic inventories, which surged in 1981 because of bumper crops, 
were mostly used up to bridge the shortfall in cereal production in 1982 and can therefore 
not provide any relief. 

Short-term prospects for the drought-affected countries are even more alarming. Shor
tages of seeds and fertilizers required for multiple plantings in drought times will affect 
the 1983/84 crop, which is forecast to be lower than this year's. The ability to increase 
imports has declined on account of rising world prices for cereals, while export volume 
has stagnated and average real prices for the basic exports of these countries - cocoa, cof
fee. cotton and groundnuts - remain well below their pre-recession levels. Concessional 
aid remains sluggish and other sources of finance are unlikely to expand to any significant 
degree. Several of these countries were forced to reschedule their foreign debt over the 
past two years. h It is doubtful, then, that food shortages can be met by increased com
mercial imports. On the assumption that enough foreign exchange can be secured to maintain 
commercial imports at their 1982/83 level, food aid requirements will increase to about 
3.8 million tons - about double the amount actually delivered in 1982/83. Of this total, 
only two thirds had been pledged by donor countries as of early February 1984.i 
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Although food crop conditions in other sub-Saharan countries are currently rated as 
nonnal, the group of low-income sub-Saharan countries will continue to need food aid 
at least at the same level as in recent years. Such aid has proved to be increasingly inade
quate: as a share of total food imports it dropped from 36 per cent in the mid-1970s to 
less than 23 per cent in 1982/83. In the absence of remedial action, per capita food availabili
ty, which has already been below minimum nutritional requirements for more than a decade 
in these countries, will further decrease. 

Given the current high global grain inventories, avoiding famine in Africa is primari
ly a matter of mobilizing foreign exchange reserves and food assistance. Funding minimum 
import demand from the historically low foreign exchange reserves in most of these food
deficit countries will be very difficult. Further, current export revenues do not appear 
to be improving markedly in spite of the rise in commodity prices for the exporters of 
tropical beverages (cocoa and some types of coffee) and industrial crops (cotton, rubber 
and sisal) since early 1983, because the recovery in developed countries has not yet led 
to a sustained strengthening of international demand for such commodities. The weak in
creases in export revenues in combination with the persisting low levels of international 
reserves inhibit many developing countries from covering domestic production shortfalls 
through commercial food imports. 

Regardless of the level of commercial and other food imports, the incidence of the 
drought will be felt differently by various groups in the affected countries. Because of 
high domestic transportation costs and not well developed distribution systems, urban 
markets in sub-Saharan Africa are regularly supplied to a large extent through imports. 
Cereal provisions to these markets have therefore been less directly affected by the drought, 
although the import constraints, of course, have had some direct impact on urban provi
sions. By contrast, the basic diet of the predominantly rural areas, in which the larger 
proportion of the population lives, overwhelmingly consists of domestically grown sorghum, 
millet, maize and cassava. The output of all of these items was drastically reduced by 
the drought. Rural areas, especially in remote parts of the land-locked countries, will be 
particularly severely affected by the drought unless extra resources are appropriated to 
assure delivery of foreign assistance to where it is in greatest need. The foreign assistance 
necessary to finance the distribution costs involved in meeting the minimum food re
quirements, particularly of the rural population, through imports was estimated at some 
$6 million) 

World cereal markets are unlikely to be seriously affected by these import requirements 
oflow-income sub-Saharan countries. The latter's cereal imports normally represent less 
than 2 per cent of the world total and any increase, which is rather unlikely given the 
scarcity of foreign exchange in these countries, would be offset by the lower import needs 
of China and India. Moreover, rice and wheat, for which world supplies are still relative
ly ample, account for almost 70 per cent of cereal imports of sub-Saharan Africa.A: The 
impact on global supply will also be small since, even though output of sorghum and millet 
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in the drought-affected countries represents about 10 per cent of world production, most 
of it is domestically consumed and only a small fraction is regularly exported. 

Shipments of world food aid in cereals for developing countnes as a whole are ex
pected to decline marginally in 1983/84 and pledges to the World Food Programme for 
the current biennium 1983-1984 amount to only 80 per cent of the organization's original 
target. International assistance to agriculrure has fared even worse than food aid. Multilateral 
institutions, which normally provide more than half of total aid to agriculture in develop
ing countries, have been disproportionately affected by the curtailment of aid program
mes of developed countries. Of particular concern are the problems encountered by the 
International Development Agency (IDA), which is the largest single donor to agriculture, 
in the seventh replenishment, at an adequate level, of its current funding. Total IDA resources 
might be reduced from $12 billion in the previous replenishment period to $9 billion over 
the 1984-1986 period. Also some bilateral programmes have hardened their loan terms, 
including the degree to which aid is tied to procurements in donor countries. 

During the past several years, some modification in the regional pattern of global food 
trade flows has emerged (see table A-3). In the early 1980s, the developing countries as 
a group limited food l.Dlports and, in fact, encouraged food exports partly for foreign ex
change reasons but also because of good agricultural performance. Dependence of these 
countries on net food imports from the developed economies therefore appears to be declin
ing, in contrast to the 1970s, when food imports of developing countries grew three times 
faster than their food exports. A parallel change in the opposite direction is noticeable 
in food trade flows of developed market economies, whose export growth has recently 
been lagging behind that of imports. 

It would be premature at this stage to assess the redirection of food trade as indicanve 
of the future. Short-term factors are obviously involved: the above-mentioned revision 
of the supply-control programmes of the United States should increase food production 
and thus encourage exports. Moreover, the African developing regions particularly will 
remain dependent on food imports for years to come. But the recent shifts in the direction 
of trade and the greater share of importing countries in world cereal stocks forecast for 
1984 point to a more balanced trade relationship at the global level. This could enhance 
world food security. 

The situation in world energy markets 

The effect of the economic upturn in a number of industrial countries on demand for 
energy in 1983 remained too weak to offset the decline in energy use that resulted from 
continued conservation efforts in reaction to the two rounds of oil price increases of the 
1970s. This further contraction in the structural demand for energy in tum triggered once 
again a combination of supply and price responses. In some contrast to the uncertainties 
in global energy. particularly oil, markets in 1980-1982, a greater degree of stability emerged 
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Table A-3. Trade volume in food products,a 

1971-1982 indices and trends 

(1974-1976 100) 

Exports Imports 

Growth Growth 
Country groupb trendC 1980 1981 1982 trendc 1980 1981 1982 

Developed market economies 6.2 148 154 150 2.3 111 110 113 

North America 7.4 156 161 156 0.1 96 103 94 

Western Europe 6.0 143 153 151 2.4 113 110 116 
Oceania 3.7 148 129 131 2.7 100 96 137 

Developing countries 3.1 118 130 133 9.3 179 188 183 
Afnca -3.2 86 85 86 9.6 193 207 217 
Latin America 3.6 117 132 128 10.1 208 197 168 
Near East 0.1 116 151 170 12.7 190 217 222 
Far East 7.2 145 153 171 5.2 139 146 139 

Centrally planned economies -1.4 97 94 92 7.5 156 177 178 

Asia -l.3 99 85 82 7.5 185 197 217 
Europe -1.5 97 99 97 7.5 149 172 168 

Souru: Oeparuncnt of lntcrnauooal Economic and Social Affulrs of lhc United Nations Sccrelariat, bued on Food and Agriculwre 
Organization of the Unired Nauons. fAO Tratk Ytarbook, vol . 36 (1983) 

~Food producis uch1dlng fish . Tbt trade volume iDdices are of the wpeyres type wnh 1974-1976 avenae untt value 
wc,gbb 

b Coverage of repooal p-oupiop as ID !able A-1. 
c Avenge annual poWlb rate for 1971-1980 obtained as lhe slope of 1 ~n hoe fined to the dlll. 

in the course of 1983 and it was expected that this change in the character of the market 
outlook would remain in place in the medium term. However, the flare-up in the linger
ing military confrontation between the Islamic Republic of lran and Iraq and the more 
general insecunties in the Persian Gulf in early 1984 have increased the fears that markets 
may be destabilized again. 

Total world primary energy output declined in 1983 by about 1.4 per cent - almost 
one half of the contraction in 1982. While weakness in aggregate energy production in 
the last three years reflected chiefly the fall in the output of oil and natural gas, the 1983 
decline was about evenly distributed with production of oil, natural gas and coal contrac
ting by 1.2, 1 5 and 1.6 per cent, respectively. World energy markets are currently 
characterized by large idle productive capacity and sizeable fuel stocks. In 1984, any in
crease in the energy demand on account of the strengthening recovery of the industrial 
countries is therefore more likely to elicit larger supplies than price pressures. Thereafter, 
barring political upheavals, world energy prices may grow in line with the overall rate 
of inflation in the industrial countries. 
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In 1983, the world coal industry experienced some of the problems that have been 
typical of the oil sector since 1981. Despite the 1.6 per cent decline in the level of output, 
the industry experienced record stock accumulation, flat export demand and intensified 
competition.' With the exception of China and Poland, where coal output advanced by 
34 per cent, coal output in other major producer stagnated or declined. The drop was 
particularly large in the United States (about 6 per cent), owing to sluggish domestic and 
foreign demand. In the European Communities, total output declined by an estimated 5 
per cent, while it remained virtually unchanged in the Soviet Union. 

In 1983, world output of natural gas averaged 55 trillion cubic feet.m This contrac
tion of about 1.5 per cent stemmed chiefly from the overall sluggishness of energy de
mand. But also government pricing policies, lagging investment and the oil-gas joint pro
duct association in many countries may have exerted a downward pull on production. Though 
the largest decline occurred in North America, particularly in the United States, output 
was also lowered in the Middle East. It rose, however, by 3. 7 per cent in Western Europe 
and, buoyed by the 7 per cent output gain in the Soviet Union, by 6.3 per cent in the 
centrally planned economies. 

Developments in the world oil market were marked by the sharp drop in world crude 
oil prices in the first quarter of 1983 and the price stability that has been prevailing since 
then. The fall in prices reflected the excess supply condition created by weak consump
tion demand and, most importantly, by a substantial reduction of oil inventories in the 
OECD. In the first quarter of 1983, oil inventories were run down at the abnormally high 
rate of 4 million barrels per day (mbd), which prompted OPEC members to scale down 
their aggregate oil output to 15.2 mbd - the lowest level since 1965. Despite this, the im
balance between demand and supply continued to exert pressure on oil prices and, in the 
end, OPEC felt compelled to lower the price of its marker crude (Saudi Arabian Light) 
by 15 per cent and to re-introduce an aggregate maximum production quota of 17 .5 mbd. 
Though the recovery of demand in the United States in the second half of the year and 
the termination of speculative destocking, which followed the official price reductions an
nounced in March, led to an increase in the level of world oil output in the latter part 
of the year, the industry continued to operate with substantial unutilized refining and pro
duction capacity. Furthermore, the uncertainty about the future course of international 
oil demand and world prices complicates the production picture for the oil industry. 

Over the last four years, world oil consumption declined steadily, albeit at a slowing 
pace. At 57 .6 mbd, consumption in 1983 was 1. 7 per cent below the level of the previous 
year and 11.3 per cent below the 1979 peak of 65 mbd {see table A-4). While oil use 
in the centrally planned economies increased by 1.5 per cent, it declined by 2 per cent 
in the developed market economies and by 4.5 per cent in the developing countries. In 
contrast to the experience of the last three years during which the developed market 
economies accounted for the bulk of the contraction in the absolute volume of world oil 
use, in 1983 the decline was roughly evenly split between developed and developing market 
economies. 
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Table A-4. World oil productiooa and consumption, 1980-1983 
(Million barrels per day) 

1980 1981 1982 1983b 

Production 

Developed market economies 14.4 14.4 14.6 lS.S 

Nonh America 11.6 11.5 11.4 11.6 
Weatem Europe 2.5 2.6 2.8 3.3 

Developing market economies 34.0 30.4 27.4 25.6 
OPEC member countries 28.0 23.6 19.5 17.9 

of which: crude oil 27.0 22.5 18.6 17.2 
Mexico 1.9 2.4 2.7 2.7 

Centrally planned economies 14.6 14.6 14.7 14.9 
USSR 12.1 12. l 12.3 12.4 

World total 63.0 60.2 56.7 56.0 
of which: crude oil 60.0 55.9 53.2 52.6 

Consumption 

Developed market economies 38.7 36.0 34.5 33.8 
United States 17.0 16.0 15.3 15. 1 
Weatem Europe 13.8 12.8 12.4 12.0 
Japan 4 .7 4.4 4.2 4. 1 

Developing market economics 11 .6 11.S 11.1 10.6 

Centrally planned economies 13.3 12.9 13.0 13.2 

Total 63.6 60.4 58.6 57.6 

$owe,: Deputmcnl of lnlmllllooal l!conotnic and Socla1 Affain of lhc Unlccd NIIDODI Sccffluill, bucd on Oii Giid Gu 
JOIIIJIO/; Unhed Sm.ea Oq,anment of E11a1Y, Monthly EN'fJ RM~; llld Pnroleilm lllklll1a1« Wtd:ly, vario111 issues. 

: lnchldlq IIINrll Pl liquids. 
Prdimlmry. 

The relatively large drop in the level of oil consumption of the developing countries 
in 1983 is particularly noteworthy as it represents the second year of declining oil use. 
This drop in oil consumption reflects primarily the steady deterioration in the general 
economic situation of many developing countries but also the influence of enhanced con
servation measures prompted by the substantial increase in oil prices. Since the early 1980s, 
a number of countries have enacted programmes to economize on the use of energy, par
ticularly oil, by letting the real domestic price of petroleum products rise to reflect more 
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appropriately the real cost of imports." The steps taken have included the elimination of 
explicit government subsidies as well as letting domestic prices adjust fully and promptly 
to the impact of currency devaluations. This upward drift in real domestic oil prices had 
adverse consequences for demand. 

The observed drop in the level of oil use of the developing countries in 1982-1983 
is likely to be a temporary phenomenon, however. The growth of population, continued 
industrialization and urbanization, and increasing substitution of commercial fuels for rapidly 
depleting traditional fuels, such as wood and animal wastes, will inevitably increase the 
demand for commercial, particularly liquid, fuels . While the growth rate of energy con
sumption during the remainder of the 1980s is expected to be markedly lower than that 
of the preceding two decades, the incremental requirements arc considerable and satisfac
tion of this demand may be a major challenge for these countries. 

Increased volatility and unpredictability of market conditions have been important 
characteristics of world oil markets in the last couple of years. Despite prompt and large 
output adjustments by OPEC member countries, oil prices have been largely unpredic
table. While real world oil prices increased on the average by about 140 per cent from 
1978 to 1981, they declined by 19 per cento over the last two years. Unfulfilled price 
expectations have, in tum, been partly responsible for the recent reversal in the intensity 
of exploration and development, both of which bad been thriving on the expectation of 
rising prices. 

One important source of instability in the world oil market in the last four years or 
so has been the sharp fluctuation in the demand for inventories.P In the last 10 years, 
changes in inventories in the OECD area have accounted for about 30 per cent of the variation 
in total demand of these countries. q While part of the fluctuation reflects seasonal changes 
in the level of oil use, in recent years changes in inventories for speculative reasons have 
played an increasingly important role in the overall balance of world oil demand and supply 
and hence in the determination of world oil prices. Thus, the fall in crude oil prices in 
the first quarter of 1983 was directly related to the substantial depletion of stocks; similar
ly, the two oil price increases of 1973-1974 and 1979-1980 occurred when large stock 
accumulation in anticipation of supply shortages led to panic buying and tight market 
conditions. 

With world oil demand for consumption steadily declining throughout 1983, albeit 
with normal seasonal fluctuations, the fragile balance prevailing between aggregate world 
oil demand and supply reflected the offsetting movements of changes in the level of oil 
inventories and OPEC's aggregate output. After the sharp rundown of about 4 mbd in 
the first quarter of 1983, the level of world oil inventories remained virtually unchanged 
in the second quarter, but it increased at a rate of 1.5 mbd in the third quarter; in the 
final quarter of the year, stocks were once again being depleted at a rate of about 0.7 
mbd. Movements in OPEC's aggregate output, from 15.2 mbd in the first quarter to 18.3 
mbd in the third quarter, almost fully compensated for these fluctuations in demand. 
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Notes 

4 Only the component tropical beverages registered a significant output gain largely because of the cyclical 
peak of the ooffee crop in Brazil. 

b The programme to set aside acreage in exchange for payment-in-kind accounted for a substantial part 
of the decline in wheat output; the impact on coarse grains, such as maize and sorghum, was less since 
these summer crops were severely affected by the long drought. But the acreage allocated to coarse 
grains in 1983 was the lowest since the mid-1950s. 

c In late 1983, prices were about S per cent below those of a year earlier. 
d The Unit.cd States Congress bas approved a bill which provides greater benefits to wheat farmers. Although 

the Admmistration initially opposed this proposed legislation, it appears to have abandoned its opposi
tion in early March 1984 (N~ Yorlc ~s. 9 March 1984) The Senate is now likely to pass the bill soon. 

e For a broader picture of the situation in that region, see World Bank, Sub-Saharan Africa: Progress 
hport on Devtlop~nl Prospects and Programr (Washington, D.C., September 1983). 

f Angola, Benin, Botswana, Cape Verde, Central African Republic, Chad, Ethiopia, Gambia, Ghana, 
Guinea, Guinea-Bissau, Lesotho, Mali , Mauritania, Moz:.ambique, Sao Tom~ and Principe, Senegal, 
Somalia, Swaziland, Togo, United Republic of Tanzania, Upper Volta, Zambia and Zimbabwe. 

8 Rinderpest outbreaks have been reported in Benin, Chad, Ethiopia, Ghana, Mali, United Republic of 
Tanzania and Upper Volta, while livestock in the Central African Republic, Gambia, Guinea, Mauritania, 
Mownbique and Somalia is threatened by independent outbreaks in neighbouring countries. 

h Central African Republic, Senegal and Togo. 
Food and Agriculture Organization of the United Nations, Food Supply Situalion in 24 AjriCllll Coun
tries Affected by Food and Agriculture E!Mrgencies in 1984 (Rome, February 1984). 

1 Food and Agriculture Organization of the United Nations, International &Mrgency A.ssistanct hquired 
in Food SuppUes, Agriculture and Animal Husbandry for African Countries in 1984 (Rome, 9 January 
1984). 

k F.conomic Commission for Africa: Survey of &onomic and Social Conditions in Africa 1981 -1982 (Ad
dia Ababa, 1983). 
In 1983, exporta of coal by the United States declined by 26 per cent (Quanerly Coal !upon, July
September 1983). 

m Bued on dlta for the first nine months of the year (Oil and Gas Journal (Tulsa, Oklahoma}, S December 
1983). 

n World Bank, 71te Energy Transition in Jkveloping Coun1rles (Washington, D.C , August 1983), p. lS. 
O Average world crude prices deflated by the United Nations unit value index of manufactures exported 

by the developed market economies. 
P Stocki of crude and products in OECD countries as a whole increased sharply from 67 days of oil con

sumption (doc) in early 1974 to a peak of 119 doc in the second quarter of 1982; they declined to about 
109 doc in the first quarter of 1983. 

q Bued on quarterly data (1974:ll-1983:J) of total OECD stocks of crude and products (Organisation for 
Economic Co-o~ration and Development, Quarterly Oil Statistics, various issues). 
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WORLD ECONOMIC SURVEY 1984 analyses current 
trends in the world economy, their effects on the 
development process and the requirements for interna
tional co-operation Chapter I focuses on the legacy of 
the recent world recession and its 1mphcat1ons for 
growth in developing and developed countnes and 
delineates policies for a more sustained recovery. 
Chapter II traces the major developments and policies 
affecting international trade and payments Chapter Ill 
presents an appraisal of the main d1mens1ons of 
economic performance and the short-term outlook. 


