
2 A ten-year perspective

The 1980s have begun on a slug-
gish note. Growth in the indus-
trial market economies as a group
slowed down sharply in 1980 and
will remain slow in 1981 as well.
These countries show few signs of
overcoming the inflationary
legacy of the 1970sjust one of
several similarities between the
two decades. Others include ris-
ing real oil prices; continuing large
trade deficits and, consequently,
heavy borrowing from abroad by
the developing countries; and the
prospect of much slower growth
in low-income countries than in
middle-income countries.

The 1980s will not, however, be a
straight rerun of the 1970s; the
contrasts between the two could
be almost as significant as the
parallels. For example, the price of
energy in real terms is unlikely to
fall in the 1980s as it did in the last
half of the 1970s. The reality of
higher energy prices has been
accepted and the need to make
adjustments recognized by most
countries. Many of the lessons of
the 1970s have now been learned
so that countries may adjust more
effectively, and with less loss of
growth, than they did before.

This chapter highlights the
international influences on de-
veloping countries. The various
projections and assumptions it
makes about the three most
important of those influences
trade, energy and external
financeare drawn from the de-
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tailed analysis in the next three
chapters. But the developing
countries' domestic policies also
affect their performance. Their
achievements in boosting saving
and investment; in making effi-
cient use of their capital and
human skills; in expanding
exports and economizing on
importsall these, as Chapter 6
demonstrates, have powerfully
influenced their record in the past,
and will continue to do so.

In practice, national and inter-
national factors are connected.
With a favorable external environ-
ment, developing countries may
find it easier to make internal
adjustments. On the other hand,
the degree to which the external
environment deteriorates will
determine the scope of internal
adjustment required. For exam-
ple, a slight increase in current
account deficits can be covered by
external borrowing in the short
and medium term, but a larger
deficit will require more funda-
mental changes over the longer
term. These links are incorporated
in the projections contained in this
chapter.

Growth in the 1970s

The industrial countries grew at just
over 5 percent a year in the 1960s
and, until the last years of the
decade, experienced relatively lit-
tle inflation or unemployment.
Their erratic growth in the 1970s

averaged only 3.3 percent a year.
Aggregate output fell in 1974-75;
although it then recovered, the
steady growth of the 1960s has not
been resumed. Of all the different
country groups, the industrial
countries have fallen farthest be-
low their earlier trend.

The reasons for this perform-
ance are both familiar and com-
plex and can be reviewed only
briefly here. The problems of the
1970s were rooted in the late 1960s.
At that time, several European
economies experienced rapid
wage inflation. In the United
States major new social programs
and the Viet Nam war raised
government spending substan-
tially, with no additional taxation
to finance it. Slowing productivity
growth in American agriculture
and manufacturing also made its
first appearance in the mid-1960s.

Corrective measures led to a
mild recession in the industrial
countries in 1970-71but infla-
tion did not slow down. Later,
expansionary policies produced a
sharp recoveryand another
surge in inflation. As a group,
these countries experienced dou-
ble-digit inflation for the first time
in 1972, with a further rise in 1973.
Stagflation had been born, with
successive peaks of activity at ever
higher unemployment levels and
a seeming disappearance of the
"trade-off" between inflation and
unemployment.

Growth in many economies



was pushing against a ceiling,
both physically and in terms of
the increasing difficulty of resolv-
ing competing claims for the fruits
of the growth. Certainly, the rela-
tion between growth and energy
use was untenable and had to be
corrected. Some commentators
even suggest that a longer cycle
has been in progress, involving
a fundamental slowdown in
technological innovation and
investment.

The 1973-74 rise in oil prices
threw the industrial countries into
further disarray, because:

The contractionary effect of the
price increase, on top of restraint
imposed to curb the excessive
expansion of 1972-73, halted
economic growth in 1974-75.

The unpredictability of future
oil prices induced a mood of great
uncertainty both for private inves-
tors and for government fiscal and
monetary managers.

The oil-price increase itself
added to inflationalthough by
how much is controversial. At
least in the countries where infla-
tion was moderate, rising oil
prices did not impart a major extra
inflationary impetus (Figure 2.1).

The marked slowdown in the
industrial economies in the mid-
1970s led to a relatively quick re-
turn to current account balance.
In 1974 they had run a collective
deficit of $8 billion; by 1978 this
had been converted to a surplus of
$30 billion. Yet reduced deficits are
not themselves evidence of suc-
cessful adjustment; if they are
achieved simply by slowing down
activity, they underwrite the con-
tractionary effect of higher oil
prices. That was the main result of
the industrial countries' post-1973
response to more expensive en-
ergy. They were slow to start
economizing on their use of oil,
even though their earlier rapid
growth of consumption had itself
contributed to price increases.

Their most successful short-term
adjustmenta sharp rise in their
exports to the oil exporterswas
dwarfed by the effects of slower
economic activity.

The slowdown in productivity
growth now affected not just the
United States but Europe and
Japan as well; and few countries
managed to curb inflation other
than by severely reducing their
growth. Inflation became the
central issue of economic policy.
Governments started paying
more attention to supply factors,
fearing that boosts in demand
would raise prices, not output, if
productive capacity was growing
slowly. At the same time, invest-
ment resources had to be used to
replace capital stock made obso-
lete by the changes in energy
prices, reducing the potential
increase in productive capacities.

After falling by 9 percent be-
tween 1975 and 1978 in real terms,
oil prices rose 83 percent in
1979-80. In percentage terms, this
was less than half as large as the
increase of 1973-74. But because
oil had a larger weight in total
spending by 1979, the size of the
"oil transfer" was on each occasion
about 2 percent of the industrial
countries' GDP. It is still too early
to be sure how the industrial
countries will respond this time.
Certainly, they have managed to
avoid as severe a fall in output as
they had experienced in 1974-75.
Investment has not fallen as
much. Their combined current
account deficit has not been com-
ing down as quickly as it did in
1974-75. Finally, it is clear that the
industrial economies have been
becoming more economical in
their use of oil (Chapter 4).
Coupled with a growing supply of
energy from domestic sources,
this meant that in 1980 they
imported only 18 percent more oil
than they did in 1970, despite the
37 percent rise in their real GNP.
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The progress of developing coun-
tries has been influenced both by
the external environment and by
their domestic policies. For the oil
exporters, where one-fifth of the
population of developing coun-
tries lives, the 1970s were a period
of rapid growth. Some developing
countries also obtained indirect
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benefits from higher oil prices-
by increasing their exports to the
oil producers or from remittances
of migrant workers or from aid
from the oil producers.

As a group, oil importers were
affected in two main ways by the
events of the 1970s:

Their current account deficit
widened, from $7 billion in 1973 to
$33 billion in 1974 and $39 billion
in 1975 (5.2 percent of GNP). It
then fell to $26 billion by 1978 as
the industrial countries recovered
and the developing countries
expanded their exports. But the
1979-80 oil-price increase and
slower growth in the industrial
economies boosted the develop-
ing countries' current account
deficit to $44 billion in 1979 and $70
billion in 1980 (4.5 percent of
GNP). Preliminary estimates indi-
cate that it may remain at about
this level in 1981.

Their growth slowed down,
but there were marked differences
between the low-income and the
middle-income countries. Per
capita growth rates in the low-
income countries were more than
halved (from 1.8 percent in the
1960s to 0.8 percent in the 1970s).
However, with the exception of
certain African countries, the mid-
dle-income oil importers grew
strongly throughout 1960-80.
Their manufacturing growth
averaged 7.6 percent a year in the
1960s and 6.8 percent a year in the
1970s. Allowing for population
growth, their performance com-
pares favorably with that of the
industrial countries. GNP per
person in the middle-income
countries rose 3.6 percent a year
in the 1960s and 3.1 percent a year
in the 1970s, compared with 3.9
percent and 2.4 percent in the
industrial countries.

Prospects for the 1980s

The future is best explored not by
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attempts at precise forecasts but in
terms of scenarios that span the
range of reasonable expectations.
This Report therefore follows last
year's approach in presenting its
projections in the form of High
and Low cases. In addition, it
examines the sensitivity of these
projections to external factors and
departures from present trerds.
The projections posit smoothly
continuous activity, not the
bumpy experience of the real
world; they are therefore con-
cerned with the average rates of
change over the decade, not year-
to-year movements. (While 1980 is
treated as an actual year in the
following discussion, in fact many
of the data, particularly for
developing countries, are based
on estimates or projections.)

Growth in industrial market and
non market economies

The industrial countries are an
important influence on the
economic health of the developing
world. The impact of the oil-price
increase contributed to a fall in
their growth rates to only 1.4
percent in 1980, well below the
3, percent annual average in
1970-78. Their recession has prob-
ably now bottomed out, and
recovery will begin in late 1981 or
early 1982.

This recession has not been, and
the recovery is not projected to be,
as sharp as in the mid-1970s. The

industrial countries need to make
structural adjustments in order to
boost productivity growth, econo-
mize on energy and stimulate its
production. Most important of all,
they need to find some way of con-
taining inflation while growing
fast enough to reduce unemploy-
ment.

The High case reflects a view
that the industrial countries will
be relatively successful in meeting
these challenges (Table 2.1). If so,
growth will recover significantly
in the second half of the decade,
from 3.3 percent a year in 1980-85
to 4.0 percent a year in 1985-90.
This would still be considerably
below their 1960s' average of 5.1
percent but about equal to their
performance in the early 1970s.

If the industrial countries fail to
make the necessary adjustments,
their growth is likely to be closer to
that of the Low case. Under this
scenario, recovery is somewhat
slower in the first half of the 1980s.
Continuing difficulty in mastering
macroeconomic problems, and
possible external disturbances,
then restrain the average rate of
growth for the 1980s to only 2.8
percent a year (compared with 3.6
percent in the High case).

The international environment
will also affect the nonmarket
economies, though to a lesser
extent. Given the labor-supply
and energy constraints that many
of them are experiencing, they will

Table 2.1 Growth of GDP in industrial countries, 1970-90
(average annual percentage change)

Actual Projected

High case Low case

Country group and region 1970-80 1980-85 1985-90 1980-90 1980-85 1985-90 1980-90

Industrial market
economies 3.3 3.3 4.0 3.6 2.6 3.0 2.8

North America, Japan,
Oceania 3.6 3.6 4.2 3.9 2.9 3.2 3.1

Western Europe 2.8 3.0 3.6 3.3 2.2 2.7 2.4

Nonmarket industrial
economies 4.8 4.0 3.8 3.9 3.8 3.6 3.7



Table 2.2 Growth of export volumes,
goods and nonfactor services, 1970-90
(average annual percentage change)

find it hard to grow as rapidly as
the 4.8 percent a year average of
the 1970s. They are projected to
grow by 3.9 percent a year in the
High case and 3.7 in the Low. On
past evidence, their performance
barely affects the developing
countries.

TRADE. Two important influ-
ences on world trade in the
1980s, as in the 1970s, will be
growth in the industrial countries
and the nature and extent of pro-
tectionism. Both factors are
linked. Slower growth will not
only limit demand for developing-
country exports but could also
increase pressures for greater
protection-particularly against
manufactures-as unemploy-
ment in industrial countries rises.

Conversely, slow growth is less
likely if protection is avoided since
protection itself would reduce the
incentives that promote techno-
logical innovation and produc-
tivity improvements. The interac-
tion between growth and protec-
tion is discussed in more detail in
Chapter 3.

The High case projects world
export growth of 5.7 percent a year
in the 1980s; the Low case sees
only 3.7 percent a year (Table 2.2
and Figure 2.2). For the develop-
ing countries, exports are ex-
pected to average 7.0 percent
growth in the High case and 3.9
percent in the Low case.

For primary goods and services,
the sluggishness of the Low case is
the result purely of slower indus-
trial-country growth. For man-

ufactured goods, however, the
Low case also presumes increased
protectionism, so that the share of
developing-country exports in the
industrial countries' consumption
of manufactured goods remains
fixed.

This would have a dramatic
effect, reducing the growth in
developing countries' manufac-
tured exports from 12.2 percent a
year in the High case (much the
same as the average for the 1970s),
to only 5.1 percent in the Low case
(Table 2.3). This combination of
slower OECD growth and in-
creased protectionism results in
a trade growth rate significantly
below the trends of the 1970s.

Developing-country exports are
not wholly dependent on indus-
trial-country growth and trade
policies. Trade among developing
countries has grown since 1973, a
large part of which involved
exports from the oil importers to
the oil exporters. South-South
trade will become even more
important in the future as these
countries' imports continue to
grow rapidly (see box, overleaf).
The demand generated by the oil
producers affects not only visible

Figure 2.2 Developing countries'
merchandise exports, 1980 and
1990, High and Low cases
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High case Low case

Origin 1970-80 1980-85 1985-90 1980-90 1980-85 1985-90 1980-90

World exports 5.3 5.0 6.4 5.7 3.5 3.8 3.7

Developing
countries' 4.7 5.9 8.2 7.0 3.7 4.2 3.9

Oil importers 6.3 6.8 9.5 8.2 4.0 4.7 4.3
Oil exporters 1.6 3.6 4.0 3.8 3.1 2.8 2.9

Industrial
countries 5.5 4.9 6.2 5.5 3.5 4.0 3.8

Memo item

Industrial
countries' imports 4.3 3.9 5.8 4.8 2.6 3.4 3.0

a. Excludes China.

Table 2.3 Exports of all developing countries, 1970-90

Billions of
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Manufactures
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primary
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Export composition

Value
(billions of 1978 dollars)

Growth rate
(average annual
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1990

1980 High Low 1970-80 High Low

Merchandise, total

Nonfuel primary
Fuels
Manufactures

Services

Goods and services'

264.4 550.3 386.4

88.9 131.6 123.6
73.0 105.3 98.0
97.4 308.3 159.6

96.5 162.3 144.9

360.9 712.6 531.3

4.6 7.6
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12.9 12.2
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4.7 7.0

3.9

3.4
3.0
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4.2
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a. Nonfactor services only.



Some other factors: South-North and South-South
The projections presented in this chapter
mainly show the impact of the behavior of
industrial and oil-exporting economies
on the developing countries. The growth
and performance of the latter, however,
will also have an important influence on
the trade and growth performance of the
industrial countries. In other words,
there are important flows from South to
North as well as from North to South.
While these "feedback effects" are weaker
and more difficult to estimate, it has been
estimated that policies which raise
developing-country growth by 1 percent,
are likely to "feedback" on the growth rate
of the OECD countries so as to increase
their growth by about 0.1 to 0.2 percent
(which in turn would have a further small
effect on the developing countries).

Another missing element in the discus-
sion is the fact that not all developing-
country exports go to the industrial coun-
tries; there is a significant and growing
amount of South-South trade in today's
world. The matrix gives some very
approximate figures for the shares of
world trade between the "North"
industrial market and nonmarket econ-
omiesand the "South," which includes
both developing and capital-surplus oil
exporters. These matrices show that

South-South trade is projected to increase
(in the High case) from 7 to 9 percent of
world trade between 1980 and 1990. More
importantly, South-South trade will
increase as a share of total exports of the
South from 27 to 32 percent. Much of this
increase is accounted for by the exports of
primary products to both the oil exporters
and the semi-industrial countries. South-
South trade in primary products is pro-
jected to increase from 8 to 11 percent of
world trade. On the other hand, South-
South trade in manufactures is expected
to remain at about 5 percent of world
trade during the decade. The easing of
trade restrictions between developing
countries could result in a significant
increase in trade and growth and help
offset the adverse influence of more slug-
gish OECD growth.

Trade Flows
(percentage of world trade)

Year From/to North South Total

1980 North 50 24 74
South 19 7 26

69 31 100

1990 North 51 21 72
South 19 9 28

70 30 100

trade but also the export of certain
services, such as construction. In
addition, many developing coun-
tries earn considerable foreign
exchange from remittances sent
back from migrants to the oil-pro-
ducing countries.

CAPITAL FLOWS. The impor-
tance of foreign capital for devel-
opment is difficult to estimate
precisely. For all oil importers dur-
ing 1975-78, net transfers of
foreign resources (the "resource
gap"see box, page 13) totaled
3.7 percent of GDP, compared to
investment rates of about 24 per-
cent of GDP. Foreign capital
therefore financed nearly one-
seventh of total investmenta sig-
nificant, but not dominant, contri-
bution. On the other hand, most
gross investment in developing
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countries takes the form of hous-
ing and other construction.
Foreign capital often provides the
essential imports of machinery
and materials that make other
domestic investments possible.

There is considerable uncer-
tainty about the amount of
commercial capital developing
countries will be able or willing to
borrow in the 1980s (Chapter 5).
The prospects for world output
and trade themselves interact
with the capital forecasts. Faster
growth in the industrial countries
would boost developing coun-
tries' exports and terms of trade
and therefore their ability to
contract and repay commercial
debt. It could also encourage
industrial countries to increase
their aid (Table 2.4).

This Report assumes that private

capital flows will grow less rapidly
in the 1980s than they did in the
1970s. As Chapter 5 shows, the
commercial banks have already
lent heavily to the developing
countries, and may therefore be
more reluctant than before to
increase their exposure. In addi-
tion higher interest rates have
discouraged some potential bor-
rowers. Some of the largest bor-
rowers face problems of debt
management that may deter them
from increasing their debt so
much again. The oil exporters will
again have the capacity to borrow,
but possibly less need to do so
than in the 1970s.

The High case projects noncon-
cessional capital flows increasing
at about 10 percent a year during
the 1980s, and about 5 percent in
the Low case, net of repayments.
Since inflation is assumed to aver-
age 7 percent a year, the real trans-
fer would fall in the Low case.
These projections may prove too
low if developing countries can
improve their debt-servicing
capacity by higher exports. No
allowance has been made,
moreover, for a bigger lending role
for the International Monetary
Fund (IMF).

Net disbursements of Official
Development Assistance (ODA)
from all donors in 1980 were $35.4
billion, of which $26.6 billion came
from DAC donors. The latter
represents a level equal to 0.37
percent of the combined GNP of
the DAC countries, compared
with an average for the previous
five years of only 0.34 percent. For
the High case, it is assumed that
this higher level of 0.37 percent is
maintained through 1990; for the
Low case a decline is projected to
0.33 percent. ODA from OPEC
countries is assumed to rise from
$7 billion in 1980 to $15 billion in
1990 in both cases. While net
disbursements from all donors
amounted to over $35 billion in



1980, the actual receipts of ODA by
developing countries were about
$22 billion. The difference be-
tween these two figures is
accounted for by technical assist-
ance flows which are not recorded
in the balance of payments, and
contributions to multilateral orga-
nizations which have not been
disbursed or which form the capi-
tal base for nonconcessionary
lending. On this basis, the pro-
jected total ODA inflow for
developing countries would range
between $54 and $66 billion in
1990, depending largely on GNP
growth in the OECD countries.
The High case also assumes a con-
siderable reallocation of ODA, so
that 50 percent of it goes to the low-
income countries by 1990, com-
pared with the present 34 percent.
The High case thus incorporates a
fair degree of optimism about
ODA for low-income countries.

ENERGY. Energy prices remain
one of the key uncertainties affect-
ing growth prospects. On the evi-
dence discussed in Chapter 4, real
petroleum prices are likely to
increase at some 3 percent a year

in the 1980s, or 10 percent a year in
nominal terms. This would raise
the OPEC average price from
$30.50 a barrel in 1980 to $42 a bar-
rel (in 1980 dollars) in 1990.

A smooth upward trend in
petroleum prices is not meant to
imply that they will not fluctuate,
but that 3 percent will be the aver-

Table 2.4 Net financing flows, all developing countries, 1970-90
(billions of dollars, current prices)

Capital flows: a glossary
Confusion often arises over the definition
of such terms as trade balance, resource
balance, resource gap and the current
account balance. In this Report they are
defined as follows:

Trade balance. Exports of goods minus
imports of goods, or the balance on
merchandise trade.

Resource balance. Exports of goods and
nonfactor services minus imports of
goods and nonfactor services. Essentially,
the trade balance plus the balance on
trade in services (such as tourism, ship-
ping), but excluding factor payments
(such as interest, workers' remittances
and dividends).

Resource gap. Imports of goods and
nonfactor services minus exports of
goods and nonfactor services, or the
resource balance with the opposite sign.
This gap constitutes the net transfer of
resources from abroad and is equal to the

difference between gross domestic
investment and saving. Countries with a
negative resource gap (or positive
resource balance) save more than they
invest and transfer resources abroad.

Current account balance. In the stan-
dard definition, as used by the IMF and
others, this is equal to the resource
balance plus net factor income, plus net
transfers, both private and official.
Because of interest payments on loans,
developing countries typically make net
factor payments abroad, so their current
account deficit is larger, in a negative
sense, than their resource balance. It is
the Bank's practice, however, to exclude
official transfers from the current account
deficit. Since these are composed largely
of official development assistance
received in grant form, it is more appro-
priate to treat them as a means of financ-
ing current account deficits.

age annual increase. That is con-
sistent with the range of growth
rates projected for the industrial
countries and the likely avail-
ability of energy supplies. It has
therefore been used for both Low
and High cases. In the Low case,
demand for oil is reduced, but it is
assumed that oil producers would
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Projected'
Growth rates'
(percentage)

Actual High Low 1980-90

Source 1970 1980 1985 1990 1985 1990 1970-80 High Low

Official Development Assistanceb 4.1 21.7 40.9 65.7 35.3 53.6 18.1 11.7 9.5
Nonconcessional loans

Official 1.2 8.1 13.1 22.0 12.3 18.7 21.0 10.5 8.7
Private 6.0 36.9 54.7 94.6 38.8 55.2 19.9 9.9 4.1

Direct investment 2.5 8.6 15.7 24.4 13.6 19.4 13.2 11.0 8.5
Total' 13.8 75.3 124.4 206.7 100.0 147.0 18.5 10.6 6.7
Total, 1978 prices 29.5 62.7 70.5 87.5 56.6 62.2 7.8 3.2 -0.2

Memo item
Net exports (goods and services) -8.5 -52.0 -67.2 -128.3 -55.9 -92.1 19.9 9.5 5.9
Net exports (1978 prices) -18.2 -43.3 -38.1 -54.3 -31.6 -39.0 6.7 4.5 1.1

Current account balanced -10.9 -68.6 -95.4 -173.4 -84.4 -129.6 18.4 11.5 8.2
DAC-ODA: GNP (percentage) .34 .37 .37 .37 .34 .33

Note: All items net of repayments. C.

a. Average annual percentage change. d.
b. Includes ODA grants (official transfers). e.

Excludes short-term capital and reserve changes.
Exdudes official transfers.
Deflated by OECD GDP deflator.



restrain their production to match
world demand, so that the real
price would be maintained.

Developing-country performance

In the 1970s developing countries
adjusted in different ways to a
world of moderate growth in out-
put and trade and rising real
energy prices. In the 1980s they
face a similar need to adjust. Their
performance will depend on sev-
eral factors, including their ability
to increase the inflow of external
capital and to raise the rate of
domestic saving in order to
finance investment aimed at
restructuring their economies.
Also of critical importance will be
their success in increasing export
growth and reducing dependence
on imported oil, capital goods and
raw materials.

Table 2.5 summarizes the dif-
ference between the High and
Low cases in terms of some mac-
roeconomic indicators. For oil
importers the ratio of net fuel
imports to GDP (both in constant
prices) declined from 3.3 percent
in 1970 to 2.7 percent in 1980; it is
assumed to fall to about 2 percent
by 1990.1 That will require consid-
erable efforts of conservation, and
substitution of domestic for im-
ported energy. Historically en-
ergy consumption has increased
more quickly than GNP when
countries are industrializing and
urbanizing.

The oil importers have so far
responded to the 1979-80 oil-price
increases by raising their foreign
borrowing. The current account
deficit rose from 2.3 percent of
GDP in 1978 to 4.4 percent in 1980.
In the longer term, however, their
rising debt-service burden, cou-
pled with the limited availability

1. In constant 1978 prices, this ratio reflects
the relationship between the volume of pro-
duction and the volume of oil imports. In
current prices the ratio is 5.2 percent in
1980.
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Table 2.5 Performance indicators, oil-importing
developing countries, 1970-90
(percentage of GDP)

a. In constant 1978 prices, this ratio reflects the relationship between the volume of produc-
tion and the volume of oil imports.

of concessional capital, means that
they will have to rely less on for-
eign borrowing. In the High case,
increased domestic saving sub-
stitutes partially for foreign capi-
tal, and exports increase from
some 21 percent of total value
added in 1978 to about 28 percent
by 1990. Combined with the sav-
ings on fuel imports, the oil
importers manage to absorb the
impact of higher oil prices while
reducing their dependence on for-
eign capital inflows.

The Low case takes a less favora-
ble view on all these counts. As a
share of GDP, exports remain
roughly at their 1980 level, as does
domestic savings. Poorer domes-
tic performance affects credit-
worthiness, and thus limits the
supply of foreign capital, and
imports have to be cut to reduce
current account deficits. Inevita-
bly, the cost of this squeeze is
slower growth.

PROJECTED GROWTH, DEVELOPING

COUNTRIES. The overall effect of
all these different influences sug-
gests that developing countries
could improve on their record of
the 1970s, when they grew at 5.1
percent a year. In the 1980s the
High case projects about 5.7 per-
cent a year, the Low case about

4.5 percent (Table 2.6). While
countries adjust, growth is con-
strained. In the High case, it
regains its pace of the 1960s and
early 1970s. In the Low case,
growth remains below historical
averages throughout the decade.

Average growth rates for all
developing countries conceal the
likely diversity of experience
between groups of countries, as
well as individual countries. The
oil exporters, for instance, are
expected to grow reasonably fast
in both High and Low cases. Their
oil exports help to insulate them
from the external influences that
affect the oil importers. On the
other hand, the sub-Saharan
African countries will grow by
only about 3 percent a year, even
in the High case. In the Low case,
their GNP is likely to grow less
rapidly than their population, and
below what was achieved in the
1970s. These countries face diffi-
cult problems arising from both
external events and such internal
factors as poor original resource
endowment and weak domestic
policy formulation.

On the other hand, the middle-
income oil importers, with their
better resource endowments and
more open trade policies, are
expected to do better than the low-

Item 1970 1975 1978 1980

High Low

1985 1990 1985 1990

Constant (1978) prices
Fuel imports, net 3.3 2.6 2.8 2.7 2.5 2.3 2.6 2.1

Nonfuel imports 21.8 21.0 19.9 20.2 20.4 23.8 17.9 18.4

Exports 19.2 19.7 21.1 21.6 23.5 28.0 21.7 22.1
Savings 19.9 19.2 20.8 21.5 21.7 21.9 20.7 21.1

Current prices
Current account

deficit 2.4 5.1 2.3 4.4 3.2 3.0 2.9 2.4

Fuelimports, net 1.0 2.9 2.8 5.2 5.8 6.1 5.9 5.6



income countries. Their overall
growth rates are likely to average
between 5 and 6 percent a year,
with those in the East Asia region
perhaps reaching as high as 8 per-
cent in the High case. As a result,
the disparity in per capita incomes
between the low-income and mid-
dle-income countries will widen
in either the High or the Low case.

SENSITIVITY TO WORLD GROWTH.

The relative importance of the
various factors affecting the
developing countries' perform-
ance can be roughly gauged by
further simulations of the world
economy. Table 2.7 indicates the
impact of slower OECD growth
and reduced capital inflows on the
High case projections. These sim-
ulations indicate that, if the OECD
countries achieve only the growth
projected in the Low case, this
could slow the oil importers'
growth from 5.4 to 5.0 percent a
year. The effect on the middle-
income oil importers is greater
than on the low-income countries
because of their greater depend-
ence on exports to the industrial
countries. If in addition the capital
flows of the Low case are as-
sumed, the growth rate of the oil
importing countries would fall to
4.8 percent a year because of their

Table 2.6 Growth of GD?, by region, 1960-90

Table 2.7 GDP growth rates, 1980-90

inability to finance the required
imports. The balance of the dif-
ference between this simulation
and the Low case is a result of the
assumptions of greater protec-
tionism in the Low case plus
poorer performance in the devel-
oping countries themselves.

Naturally, these simulations
only indicate what might happen
given certain changes in the
assumptions of the underlying
model. They do not consider pos-
sible offsetting effects: for exam-
ple, better performance in the
developing countries themselves
could raise their growth, even
with a deteriorating external

High Low

1970 1980 1985 1980 1980 1985 1980

80 85 90 90 85 90 90

.5.1 5.0 5.8 5.4 3.8 4.4 4.1

3.0 4.0 4.3 4.1 2.8 3.2 3.0

2.4 3.0 3.0 3.0 1.8 2.0 1.9
3.2 4.2 4.6 4.4 3.0 3.5 3.2

5.6 5.2 6.1 5.6 4.0 4.7 4.3

3.5 3.0 3.3 3.1 2.7 3.0 2.8
8.2 7.8 8.5 8.1 6.3 6.5 6.4
6.0 5.1 6.0 5.6 4.4 4.8 4.6
4.9 4.1 4.1 4.1 3.0 3.3 3.2
4.6 4.3 5.0 4.6 2.5 3.5 3.0

5.2 6.2 6.8 6.5 4.9 5.9 5.4

5.1 5.3 6.1 5.7 4.1 4.9 4.5

environment. These projections,
therefore, should be taken only as
illustrating the relative importance
of certain factors affecting growth.
The future is always uncertain,
and it is possible that the projec-
tions of OECD growth and capital
flows themselves could be too
low. It is therefore possible to
envisage circumstances in which
the High case might be exceeded
(see box, overleaf).

CAPITAL REQUIREMENTS FOR
FASTER GROWTH. The low-
income countries in particular,
and the oil importers in general,
could be helped by a larger inflow
of ODA. While ODA is a relatively
small part of the total resources
available to all developing coun-
tries, it accounts for about 14 per-
cent of the low-income countries'
investment and about 20 percent
of their imports.

To move the low-income coun-
tries from the 3-percent-a-year
growth of the Low case to the 4.1
percent of the High case would
require additional ODA of about
$30 billion in 1990 at current prices
or about $15 billion at 1980 prices.
That extra $30 bfflion would come
on top of the $54 billion projected
in the Low case. It would require
OECD donors to raise their aid to
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(average annual percentage)

Lower

Lower
OECD growth

plus lower
Country group High case OECD growth capital flows Low case

Oil importers 5.4 5.0 4.8 4.1

Low-income 4.1 4.1 3.7 3.0
Middle-income 5.6 5.1 5.0 4.3

Oil exporters 6.5 6.5 6.5 5.4

All developing
countries 5.7 5.4 5.3 4.5

Assumptions
OECD growth,

1980-90 3.6 2.8 2.8 2.8

Resource gap, 1990
(billions of
1978 dollars) 54.3 54.3 39.0 39.0

(average annual percentage)

1960
Region 70

Oil importers 5.7
Low-income oil importers 4.2

Sub-Saharan Africa 4.0
Asia 4.3

Middle-income oil importers 6.2
Sub-Saharan Africa' 4.1
East Asia and Pacific 7.9
Latin America/Caribbean 5.3
Middle East, North Africa 4.1
Southern Europe 7.0

Oil exporters 6.5

All developing countries 5.9

a. Excludes South Africa.



0.50 percent of GNP, compared
with the 0.33 assumed in the Low
case. That may appear a substan-
hal increase, considering recent
trends, although in fact it would
only restore the 0.49 percent of
GNP achieved in 1965.

Alternatively, the needs of the
low-income countries could be
met by a substantial increase in
their present 34 percent share of
existing ODA. The High case
already assumes this would reach
50 percent by 1990; an even higher
proportion might by then be con-
ceivable. As described in Chapter
6, concessional aid is needed for
investments to finance structural
changes in the longer run as well
as to cover the short-term liquidity
problems resulting from a wors-
ening current account. Thus a
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large share of any increased ODA
flow would have to be in the form
of rapidly disbursing assistance.
The projections, however, do not
distinguish these two kinds of for-
eign assistance needs.

ENERGY-PRICE SENSITIVITY.
Despite conservation efforts in
developing countries, energy
imports have increased from
about 9 percent of oil importers'

Table 2.8 Fuel-import cost ratios, 1970-90

total exports in 1970 to 26 percent
in 1980. For the future, efforts at
conservation and substitution will
tend to slow the rise in the volume
of fuel imports, but this will be
offset somewhat by the expected
real increase in prices. As a result,
the fuel-import ratio may come
down only slightly by 1990-and
in the Low case, would actually
increase (Table 2.8).

Under these circumstances, the
developing countries will still be
affected by changes in energy
prices. If petroleum prices were to
rise at 5 percent a year in real terms
throughout the 1980s, the oil
importers' GDP might grow by
some 0.5 percentage points a year
less. On the other hand, if real oil
prices did not rise at all, their GDP
might grow by 5.8 percent a year
instead of the High case's 5.5 per-
cent a year. Of course, changes in
oil prices have an important effect
on such things as growth and
inflation in the industrial coun-
tries and the size of the oil export-
ers' surpluses, which in turn affect
the developing world. These
secondary effects are not included
in the growth estimates shown in
Table 2.9.

Implications for poverty

Regardless of whether the High or
Low case prevails, large dispar-
ities of income between develop-
ing and industrial countries will
remain. In 1980, income per per-
son in the industrial countries was
about five times that of the devel-
oping countries as a whole, and 12

Note: Ratio of gross fuel imports to exports of goods and all services, current prices.

Requirements for faster growth
Several factors could boost the develop- rate of real capital inflows (the resource
ing countries' growth above the rates pro- gap). This would produce real transfers of
jected in the High case. For example, the capital of $83 billion in 1990, as opposed to
level of capital flows, particularly from $54 billion in the High case. Reducing
the private sector, may be considerably protectionism is assumed to have the
higher than expected; and the industrial effect of raising export-growth rates by
countries could reduce or eliminate non- one percentage point a year. While this
tariff barriers that restrict the volume of implies an easing of barriers for both
developing-country exports. Neither manufactures and agricultural corn-
development is probable, but neither are modities, the benefits go largely to the
they outside the bounds of possibility, middle-income countries. The overall

The table shows what their effects effect would be to boost growth in the oil-
might be. The second column illustrates importing developing countries by an
the consequences of doubling the growth extra half-percentage point a year.

Projected GDP growth, 1980-90
(average annual percentage change)

Higher capital
Higher flows plus reduced

Country group High case capital flows protectionum

Oil importers 5.4 5.6 5.9
Low-income 4.1 4.5 4.5
Middle-income 5.6 5.9 6.2

Oil exporters 6.5 6.5 6.5

All developing countries 5.7 5.9 6.1

Memo item
Resource gap, 1990

(1978 billion dollars) 54.3 83.1 83.1
Export growth

(average annual
percentage change) 7.0 7.0 8.0

(percentage of exports)

1990

Country group 1970 1980 High Low

Oil importers 8.6 26.3 24.4 28.7
Oil exporters 3.8 6.1 10.2 10.9
All developing countries 7.5 19.3 19.9 22.2



Table 2.9 GDP sensitivity to oil-price increases, 1980-90
(average annual percentage increases in real GOP)

Country group

Oil importers
Low-income
Middle-income

Oil exporters

All developing countries

a. Growth rate of petroleum prices, 1980-90, in real terms.

times that of the low-income
oil importers. These compari-
Sons have made allowance for the
large differences in purchasing
power between countries; on an
exchange-rate conversion basis,
the gaps would be much larger
(see box).

Will that gap be reduced in the
1980s? In the High case, GNP per
person is projected to grow at 3.3
percent a year for all developing

Oil price increases'

o percent 3 percent 5 percent

5.8 5.5 5.0
4.3 4.1 4.0
6.1 5.7 5.2

6.3 6.5 6.6

6.0 5.7 5.5

countries, slightly faster than the
3.1 percent a year in the industrial
countries (Table 2.10, overleaf).
Thus the gap between those
groups will narrow slightly in rela-
tive terms. However, because
GNP per person is projected to
grow at only 1.8 percent a year in
the low-income countries, the gap
between this poorest group and
the middle-income and industrial
countries will widen further.

International comparisons of real income
Converting the GDPs of different coun-
tries to a common currency at prevailing
exchange rates is a misleading way of
comparing real incomes. Exchange rates
do not necessarily reflect the purchasing
power of currencies because they exclude
that (often large) portion of GDP which
does not enter into international trade.
Moreover, exchange rates now fluctuate
widely; changes of 20 percent or more
within a single year have not been uncom-
mon, even among major currencies.

The International Comparison Project
(ICP) is intended to correct these short-
comings. It makes comparisons of price
ratios for 153 expenditure categories
within total GDP. The comparisons are
made with respect to prices in the United
States and are then weighted together to
produce a purchasing-power exchange
rate. On the basis of comparisons made in
1975 prices, purchasing-power exchange
rates have been calculated for 34 coun-
tries. Using certain short-cut approxima-
tions, these results have been generalized
to all developing countries. The net effect
of using ICP adjustments is to increase
the estimates of GNP per person substan-
tially, particularly in the low-income
countries (see table).

These figures should be treated only as
rough estimates since any attempt to
derive "true" purchasing power equiv-
alents inevitably faces numerous diffi-
culties. For example, quality and style dif-
ferences make it hard to compare con-
sumer goods; the value of services is hard
to measure, particularly if they are sup-
plied free by the public sector. Neverthe-
less, the ICP results represent the best
methodology available for making inter-
national comparisons of income and are
much superior to standard exchange rate
conversions.

Exchange rate and purchasing power
conversions of real GNP per person,
1980
(dollars)

Country group

Oil importers
Low-income
Middle-income

Oil exporters
All developing

countries
Industrial

countries

Exchange Purchasing
rate power

conversion conversion

790 1,700

220 730
1,710 2,690

1,060 2,080

850 1,790

10,660 8,960

In the Low case, oil importers
will grow more slowly than the
industrial countries. GNP per per-
son will grow by only 2.1 percent a
year in middle-income countries,
and only 0.7 percent a year in the
low-income countries. The indus-
trial countries will still be able to
increase income per person at 2.3
percent a year. Thus, even under
the most favorable circumstances,
the gap between the richest and
poorest will widen in this decade,
and this effect will be more pro-
nounced under less favorable cir-
cumstances (Figure 2.3).

The outlook for reducing pov-
erty has worsened along with the
prospects for the poor countries.
Current estimates suggest that in

1,000

600

Figure 2.3 Developing countries'
GNP per person 1970-90, High
and Low cases

(t980 de15r)

Oil-importers

Oil-exporters and oil importers
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Table 2.10 GNP per person, 1980-90
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Figure 2.4 Numbers in absolute
poverty, 1980 and 2000

Mi/boos

1980 about 750 million people
lived in absolute poverty in the
developing world, about 33 per-
cent of its population (these esti-
mates exclude China). If High case
growth is extended to the year
2000, the proportion could by then
be reduced to 18 percent. But con-
tinued rapid population growth
would mean that the absolute
numbers living in poverty would
still total 630 million (Figure 2.4).
Under the Low case, at the end of a
century of unprecedented eco-
nomic and social advance in some
parts of the world, 850 million
people may still be living in abso-
lute poverty.

Naturally, projections that look
years ahead should be treated

Proportion of
poputliOr5

1161

(8)

1980 2000

only as rough estimates. Indeed,
the definition of poverty and its
relation to income growth is very
uncertain. Domestic policies that
improve the productivity of the
poorest, decrease fertility and
increase the provision of basic ne-
cessities can reduce poverty within
a given total income. Neverthe-
less, the external environment
and the nature of the structural

adjustment undertaken by the
developing countries will have a
pronounced effect on the num-
bers living in poverty in the years
to come.

Interdependence

Despite the widening of the gap in
incomes per person, production
in the developing countries is
growing faster than that of the
developed countries (Table 2.11).
(The explanation for this derives
from the faster population growth
rates in developing countries.) As
a result, the developing world is
projected to contribute about 20
percent of world GDP by 1990,
compared to only 15 percent in
1970. Furthermore, it is expected
to contribute about 26 percent of
the increase in world production
between 1980 and 1990 (High
case). By 1990 its exports will con-
stitute 25 percent of total world

Table 2.11 World production and trade, High case, 1970-90

a. 'Others" includes China as well as nonmarket and capital-surplus economies.

1990
(1980 dollars)

Growth rate 1980-90
(average annual percentage

change)

Country gmup 1980 High Low High Low

Oil importers 790 1,060 950 3.1 1.8
Low-income 220 260 230 1.8 0.7
Middle-income 1,710 2,400 2,120 3.4 2.1

Oil exporters 1,060 1,560 1,410 4.0 2.9
All developing

countries 850 1,180 1,050 3.3 2.2

Industnal
countries 10,660 14,520 13,380 3A 2.3

Exports, goods and nonfactor services
(billions of dollars, current prices)

1970 1980 1990 1970 1980 1990

Industrial
market economies 274 1,531 5,412 69 61 59

All developing
countries 78 561 2,300 20 22 25

Oil importers 59 357 1,565 15 14 17
Low-income 7 27 88 2 1 1

Middle-income 52 330 1,478 13 13 16
Oil exporters 19 204 735 5 8 8

Others' 42 435 1,460 11 17 16

Total 394 2,527 9,172 100 100 100

Gross domestic product

Amount
(billions of 1978 dollars)

Percentage

Country group 1970 1980 1990 1970 1980 1990

Industrial
market economies 4,334 5,973 8,539 69 65 62

All developing
countries 979 1,615 2,810 15 18 20

Oil importers 718 1,181 1,998 11 13 14
Low-income 148 198 297 2 2 2
Middle-income 570 983 1,701 9 11 12

Oil exporters 261 434 812 4 5 6

Others' 988 1,608 2,395 16 17 18

Total 6,301 9,196 13,744 100 100 100
Low-income Middle-income

countries countries
(35)

(48)

(26)

1980 2000

800

600

400

200

0



trade and will account for 26 per-
cent of the increase in world trade
between 1980 and 1990.

Since world trade is growing
faster than world production, the
ratio of trade to output will
approach 27 percent by 1990, com-
pared to only 22 percent in 1980
and 13 percent in 1970. As trade
links grow closer, the developing
countries will become increas-
ingly integrated into the world
economy.

It is, of course, difficult to mea-
sure the exact degree of depend-
ence between countries or regions
on the basis of trade statistics.
Total trade includes both essential
minerals and food as well as less
essential consumer goods. While
the global projections indicate a
rise in "interdependence," indi-
vidual countries (and even groups
of countries) continue to be char-
acterized by "net dependence"
on the international economy.
The low-income African coun-
tries, for instance, had imports
equal to 25 percent of their com-
bined GDP in 1978, indicating a
high degree of vulnerability to
conditions in the international
economy. Yet their combined
exports totaled less than 1 percent
of world trade, and their share is
expected to decline during the
1980s.

Balance-of-payments patterns

Throughout the 1980s the devel-
oping countries are expected to
have current account deficits that
are relatively large in real terms
although they will decline as a
percentage of GNP (Table 2.12).
Such deficits, of course, depend

Table 2.12 Current account balances, 1970-90

Note: Excludes official transfers.
a. These projections are subject to particular uncertainty.

on the creditworthiness of devel-
oping countries and their access to
capital markets (Chapter 5). Be-
tween 1980 and 1985 the oil export-
ers are likely to move from small
surplus to deficit, and then remain
there. Conversely, the industrial
countries are projected to turn a
small deficit in 1980 into a sizable
surplus by 1990. Their growing
surplus is offset by a decline in the
surplus of the capital-surplus oil
exporters, from $85 billion in 1980
to between $16 billion and $35
billion (in 1978 dollars) by 1990.

Such a decline depends on the
expected growth of imports in
these countries, which is subject
to a high degree of uncertainty.
Present projections imply imports
of $6,500 per person in these coun-
tries by 1990, compared with GNP
per person of only $8,100 (both fig-
ures in 1978 dollars). If imports
grew 1 percent a year slower than
projected in the High case, the

1990 surplus of these countries
would rise by $21 billion, on top of
the currently projected $35 billion.
Thus the projected surpluses for
the OPEC countries could easily
vary over a wide range, within the
assumptions of the High and Low
cases. Changes in these sur-
pluses, of course, would imply a
different pattern of surpluses and
deficits for the other groups as
well.

Whatever the accuracy of the
projections, a more interdepen-
dent world has emerged as a result
of the events of the 1970s. Despite
continuing uncertainty and insta-
bility, this interdependence seems
likely to grow during the 1980s,
producing a different kind of
world from that of only a few years
ago. The following chapters ex-
hibit in greater detail the nature of
interdependence in energy, trade
and capital flows.
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(billions 1978 dollars)

High Low

Country group 1970 1975 1978 1980 1985 1990 1985 1990

Oil importers -18.5 -49.8 -25.5 -52.7 -49 -60 -41 -43
Low-income -3.5 -7.0 -5.1 -8.6 -12 -15 -8 -9
Middle-income -15.0 -42.8 -20.4 -44.1 -37 -45 -33 -34

Oil exporters -4.7 -3.2 -17.6 4.1 -5 -14 -7 -12
All developing

countries -23.2 -53.1 -43.1 -48.6 -54 -74 -48 -55
Capital-surplus

oil exportersa 6.0 39.7 18.8 85.1 [57] [35] [55] [16]
Industrial market

economiesa 25.9 28.4 29.9 -24.5 [12] [55] [8] [55]
Nonmarket industrial

economies and
China 3.4 -9.0 -0.2 -0.1 -3 -4 -2 -3

Statistical
discrepancy -12.3 -6.0 -5.4 -11.9 -12 -12 -13 -13


