
8 Overview

The main theme of this Report has
been adjustment, both global and
national, to promote sustainable
growth in the world economy. It
has described the interplay be-
tween national and international
policies and their effects on
development. This last chapter
summarizes the principal findings
and policy implications, bringing
out some features of interdepen-
dence both among different
groups of countries and among
issues.

The international environment
is most powerfully shaped by the
behavior of the industrial coun-
tries and the main oil exporters.
These countries today have a
mutual recognition of each other's
interestsand, increasingly, of
the way their interests overlap
with those of developing coun-
tries, especially the better-off
among them.

It is the poor countries that
emerge so vividly in this Report
as being left behind by world
growth, and facing a further dete-
rioration in their prospects. They
remain on the periphery of the
expanding trade and financial
links among industrial, oil-export-
ing and middle-income countries.
Nevertheless, in some sectors,
and especially if longer-term
trends are considered, the richer
countries have strong reasons for
intensifying their cooperation
with the poorer ones as well.

The nature of interdependence

Interdependence is not a new fact
or a new idea. It has been given
prominence in a number of recent
reports and studies, notably those
of the Brandt Commission, and
OECD's Interfutures project. In
the 1930s, countries learned how
trade restrictions and competitive
devaluations aimed at securing
national advantage could quickly
cause universal harm. The institu-
tions and procedures established
after the second world warthe
World Bank and International
Monetary Fund, the GATT, the
United Nations agencieswere
designed to create an environ-
ment for liberal trade and to pro-
mote international economic
cooperation. Under their in-
fluence, the world economy
expanded rapidly, especially in
the 1950s and 1960s. International
trade has grown still faster. Even
under the strains of the 1970s the
industrial countries refrained
from trade measures which might
have incurred retaliation.

Interdependence has been
given new meanings in the years
since 1945.

The number of sovereign
states has increased threefold,
making the task of international
cooperation both more necessary
and more difficult.

The growth of the semi-
industrial countries has created

new centers of manufacturing and
technological innovation. The
developing countries are pro-
jected to contribute over a quarter
of the increase in world produc-
tion between 1980 and 1990, bring-
ing their share of the total to 20
percent, compared with only 15
percent in 1970.

The developing countries
play an increasingly important
role in world trade. They will
account for nearly 30 percent of
the increase in world trade be-
tween 1980 and 1990. They pur-
chase 38 percent of EEC exports
outside the Community; of this
total, half are purchased by oil-
exporting countries and half by
oil-importing countries. The
United States sells 36 percent of its
exports to developing countries; a
third of these go to the oil-export-
ing and two-thirds to the oil-
importing countries. For Japan the
relevant figures are 46 percent to
developing countries, with 14 per-
cent going to oil exporters and 32
percent going to oil importers. In
manufactures trade as a whole,
the industrial market economies
had a surplus of $34.5 billion with
the developing countries in 1978.

The developing countries
increasingly act as an "engine of
growth" for the rest of the world.
While the main transmission of
economic activity is still from the
industrial to the developing coun-
tries, the reverse effects are not
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negligible. Some estimates sug-
gest that an extra percentage point
on the growth rate of developing
countries would raise industrial
countries' growth by about 0.1 to
0.2 percent. Another study calcu-
lated that, by sustaining their
imports in the mid-1970s while the
rest of the world's slowed down,
the middle-income countries had
an impact on the industrial coun-
tries equivalent to a significant
reflation of the economy of the
Federal Republic of Germany.
They prevented the recession in
the industrial world from becom-
ing even worse than it was.

Banking links have become
closer. The Report has dwelt on the
role of trade and finance in mak-
ing international payments for
energy. The health of international
banking, with its growing
exposure in the middle-income
countries, depends on those
countries' export prospects to a far
greater degree than it did a decade
ago. In addition, Far Eastern,
Latin American and Arab banks
now have significant roles in the
world banking system.

Though interdependence has
strengthened the ties between
industrial and developing coun-
tries, a particular responsibility
for global prosperity rests on the
industrial countries. Their growth
depends on their ability to master
domestic macroeconomic prob-
lems, to curb inflation, raise
investment and productivity, and
become more economical in their
use of energy.

None of these tasks is made
more difficult by the dynamic
effects of international trade on
their own economies; on the con-
trary. Imports from developing
countries help them to contain
inflation. If the industrial coun-
tries were to become more protec-
tionist, they would reduce the
exports and thus the creditworthi-
ness of many developing coun-
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tries. This in turn would reduce
the ability of developing countries
to borrow, to grow, and to import
from the industrialized world. No
group of countries would gain; all
would lose from slower growth.
Similarly, the pricing and produc-
tion decisions of the capital-
surplus oil exporters, together
with their internal development
and its effects on their imports and
their lending, will strongly in-
fluence the world economy.

Growth in the 1980s will proba-
bly be somewhat slower than was
feasible in the era of cheap energy;
but concerted efforts to ease
bottlenecksof energy, finance,
skills, food and raw materials
will help to ensure that even the
slowest-growing countries of the
1960s and 1970s can make greater
progress.

In energy and food in particular,
all countries share an interest in
raising production in developing
countries: here there is coin-
cidence between the concerns of
industrial and low-income
developing countries, as well as
those of the middle-income coun-
tries. Population growth also,
which is intimately linked to
development, will affect all coun-
tries. Wherever it occurs, it puts
pressure not only on world
demand for food and energy, but
on the environmentair, soil and
oceansand all exhaustible
resources. Ultimately, the future
of humanity is at stake in the
progress of development in the
coming decades.

Developing countries in the 1970s
and 1980s

The importance of the developing
countries' own policies emerges
clearly in this Report. Ex-
periencenot least that of the
more populous oil-exporting
countriesshows that even when
external conditions are favorable,

development is still difficult. In
many countries, domestic policies
and performance had left much to
be desired long before the external
climate deteriorated. In several
countries trade and foreign
exchange policies, for example,
have harmed the chances of
manufacturing growth; sub-
Saharan Africa has had a par-
ticularly poor agricultural record.

Nevertheless the international
environment has had a major
influence on their progress. Fluc-
tuating commodity prices have
affected domestic policies, entic-
ing several countries into short-
lived investment booms that have
had to be followed by drastic
economies in current and capital
spending. And oil-importing
countries had to cope with
depressed markets for their
exports, and deteriorating terms
of trade in the mid-1970s which
were only partly due to the higher
cost of imported oil.

A number of the middle-income
oil importers managed to sustain
growth in the 1970sthey were
able to increase their exports,
reduce imports and borrow large
amounts of commercial capital.
For that growth to continue, the
markets they sell to must remain
open and continue to expand. In
addition, the countries them-
selves will have to continue to
seek out new products and new
markets. Commercial borrowing
is expected to go on rising;
however, not all countries bor-
rowed equally wisely, and some
now face short-term liquidity con-
straints.

Among the low-income coun-
tries the record has varied. For
most slower growth was the rule.
Without finance to cover current
account deficits, and with little
capacity to increase exports in the
short-run, they found the tighter
external environment difficult.
Immediately after the first round



of oil-price increases, aidinclud-
ing that from OPEC countries
expanded considerably. But this
expansion did not continue. The
African countries had the slowest
growth, most frequently from
domestic rather than external
causes; their GNP per person rose
by only 0.5 percent a year in the
1970s. In several countries per
capita incomes and food produc-
tion actually fell. South Asia fared
somewhat better, assisted by
workers' remittances, several
years of good harvests, and com-
pared with the African countries,
a relatively satisfactory record of
domestic economic management
and greater freedom from war and
civil strife.

The 1980s began with a worsen-
ing of external conditions for the
oil importers. Recession in the
industrial countries has reduced
their export prospects; current
account deficits have increased in
the past two years, this time by
amounts closely matched by the
increases in their oil import bills.
There can be some confidence in
growth expectations for most mid-
dle-income countries once recov-
ery begins in the industrial world,
but the outlook for low-income
countries is unpromising.

There is no sign of current or
future aid increases comparable to
those which helped them through
the mid-1970s. Workers' remit-
tances will grow more slowly. Few
will have easier access to commer-
cial borrowing, nor will there be
any rapid improvement in their
export earnings. Adjustment by
slower growth is likely to become
more common. Only their own
domestic efforts combined with
increased aid can change the
prospect of balance-of-payments
crises and acute financial strin-
gency early in the decade.

National adjustment: the oil importers

Most developing countries face a

difficult decade adjusting to such
conditions. They must reduce
their present balance-of-pay-
ments deficits to sustainable
levels. Ultimately adjustment
requires shifts in trade, domestic
production and consumption;
borrowing is a necessary instru-
ment for investment to accelerate
growth, and for gaining time for
adjustment to take place. But
countries that have borrowed to
support unsustainable patterns of
production, consumption and
trade soon face the reckoning of
excessive debt and forced macro-
economic contraction.

In the Report's comparative
analysis of countries, little statisti-
cal relationship was found be-
tween the magnitudes of external
shocks in the mid-1970s and sub-
sequent rates of economic growth
compared with the past; but this
does not at all mean that external
conditions are unimportant. As
noted, in the mid-1970s additional
capital was forthcoming for low-
and middle-income countries;
expanded trade was also impor-
tant for the middle-income coun-
tries.

The analysis showed that the
effect of external changes also
depends a great deal on domestic
policy responses and basic
economic structure. It indicated
above all the value of an outward
orientation, which makes coun-
tries more rather than less able to
cope with the external environ-
ment. Export expansion is not
equally easy for all countries
low-income countries with one or
two exportable commodities and
modest manufacturing capacity
obviously have less room for
maneuver. Efficient import-
substitution, reflecting interna-
tional scarcities and comparative
advantage, is also an important
part of outward orientation.

Policies that favor development
and growthraising domestic

savings, improving the efficiency
of the use of capitalalso assist
adjustment. The same is true of all
policies that help to switch
resources efficiently into tradeable
goods and import substitutes. In
fact in the poorest countries it is
hard to distinguish between
adjustment and development
because so many of their problems
stem from internal circumstances.
When, on top of all their han-
dicaps, the external environment
deteriorates, the poorest countries
suffer acute hardship. The task of
remedying their long-standing
deficiencies becomes more impor-
tant than ever.

Human development

Human development programs
are threatened by the austerity
inevitable during a period of
adjustment. However they pro-
vide the essential skills for long-
term development, so govern-
ments need to be especially care-
ful to avoid indiscriminate cuts.
This places a premium on pursu-
ing the programs efficiently, on
finding ways to cut costs, and on
spreading the benefits as widely
as possible. External assistance
has a valuable role to play in pro-
vidmg financial and technical sup -
port in times of difficulty.

Food and nutritional problems
seldom derive from global food
shortfalls; more often from local
and seasonal supply variations,
poor distribution systems, and a
lack of effective demand. The
underlying cause of hunger and
malnutrition is that those who
need food do not have the money
to buy it. In food as in energy, the
most intractable policy problems
arise from the conflict between the
desirability of high prices as pro-
ducer incentives (and as curbs on
consumption, in the case of
energy), and their undesirability
to poor people buying food and
fuel. Countries have tried various
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solutions, some successfully
but there are no easy ways out.

Today's population pressures
are the legacy of inadequate
development in the middle of this
century. So, too, the heightened
pressures of the twenty-first cen-
tury will reflect today's failures.
Except in an initial phase when
mortality falls before fertility
decline follows, rapid population
growth results from failed
developmentfailed human
development in particular. The
response required is active promo-
tion of those features of develop-
ment associated with fertility
declineeducation, improved
health, advancement of women,
modern-sector employment
and family planning programs.
All these are at risk from the
budget cuts made likely during
adjustment in the 1980s.

Oil exporters

For the oil-exporting developing
countries the rise in oil prices has
obviously been a boon, but it has
not by any means solved their
development problems. Greater
ease in the balance of payments
and capacity to borrow has
resulted. But many of these are
large countries with large, rapidly
growing populationsIndonesia,
Nigeria, Mexicoand all the
other problems faced by most
developing countries, not least, a
considerable presence of poverty.

The key policy need is to use oil
revenues efficiently for making
the transition to durable long-
term growth. A factor in this will
be domestic energy pricing itself;
domestic consumptionoften
subsidizedis currently growing
so fast as to cut into future oil
exports. Policies must be found to
improve incentives for investment
in manufacturing and agriculture.
The signals to the domestic econ-
omy given by exchange rate
appreciation (caused by oil
114

exports) are often the opposite of
what is needed in the longer run;
and the close fiscal ties between
the oil sector and governments
make it easy to expand public
expenditure and investment,
which in many cases ought rather
to be curbed. Excessive invest-
ment, not always in projects with
high returns, recalls the problems
of other countries experiencing
commodity booms. The oil boom
is longer-lived, but for most pro-
ducers, not more than one or two
decades at current rates of produc-
tion and consumption.

Few of these countries have yet
found a development strategy that
promises not only industrial
growth, but improved rural
development, expanded employ-
ment and redistribution of
incomes, the provision of basic
services to the poor and limitation
of population growththe only
path to lasting prosperity. Unlike
the low-income countries, the oil
exporters are much less hampered
by shortage of financial resources
to achieve these goals.

Global adjustment

The experience of the 1970s points
to numerous lessons for develop-
ment in the 1980s. The interna-
tional environment can comple-
ment or thwart domestic efforts; in
this Report that environment is
described under three main sub-
jects: trade, energy and interna-
tional capital flows.

Trade

For developing and developed
countries alike trade has a crucial
role in growth and adjustment.
The failure of the low-income
countries to participate in the
expansion of world trade is a prin-
cipal reason for their disappoint-
ing performance in the 1970s.
Their exports have not grown fast
enough to match the rising cost of

oil and other imports. It is a story
partly of their difficulty in expand-
ing their supply of competitive
exports, and partly of the obsta-
cles to trade and low rate of
growth in their export markets.
Most of these countries still
depend heavily on commodities,
with little potential for exploiting
the rapid growth in demand for
manufactures. But even within
commodities, the low-income
countries' export prices have been
eroded more than those of the
middle-income countries. Lack of
flexibility and adverse supply con-
ditionsranging all the way from
inadequate infrastructure causing
high costs to ill-advised export-
taxation policies reducing pro-
ducers' incentivesplay a signifi-
cant part.

It seems natural for the original
producers to go in for process-
ing and gain a larger share of the
final value of goods made from
their raw materials. Yet they are
prevented from doing so by a
combination of international and
domestic factors. Internationally,
escalating tariffs confront suc-
cessively "higher" stages of pro-
duction. However, the low-
income countries have had the
smallest share of such increases in
exports as have been achieved.
The reasons include marketing
conditions; technical and other
considerations which make proc-
essing at source more rather than
less expensive for some com-
modities; and more general condi-
tions of industrial efficiency. Proc-
essing is an industrial activity. It
appears to be more efficient where
manufacturing in general is more
broadly established.

An industrial base is obviously
even more important for estab-
lishing exports of manufactures.
However, even where there are
modern and potentially competi-
tive manufacturing enterprises in
low-income countries, their



export performance is frequently
hampered by inappropriate fiscal
policies and foreign-exchange
regimes. At the same time, the
would-be exporter often faces pro-
tection or the threat of protection,
which inhibits investment and
leaves the field to those who can
better afford to take risks.

This appears to be saying that
success breeds success. It does.
But that is also inherent in the
process of development; though it
can happen, modernization and
efficiency do not usually tend to
break out in a single sector while
the rest of the economy is back-
ward. Rather, the gradual im-
provement of physical and human
capital leads eventually to a point
where growth can accelerate. With
well-designed policies, this broad
development can be accom-
panied, not just followed, by
exports of manufactures. Such
was the case in a number of mid-
dle-income countries which were
poor themselves only two decades
ago. The condition of the low-
income countries is not immutable.

But the findings do imply that
international measures to improve
the trading prospects of develop-
ing countries will tend to benefit
most the more advanced among
them. The implication is not that
such measures are without merit
in their own right; on the contrary,
reduction of trade barriers and
other trade-enhancing measures
are importantboth to develop-
ing and developed countries. But
the main lesson for most low-
income countries is that the
expansion and openness of
markets are important as permis-
sive factors, but ones that will not
soon yield a major source of
growth, except for those few with
established manufacturing sec-
tors, unless their development
simultaneously advances in other
directions.

Despite a number of problems,

on balance over the 1970s the
international trading system did
not become less open. An in-
creased share of developing coun-
tries' trade with the industrial
countries came under one sort or
another of governmental
"scrutiny" that was harmful to
some countries or products, but a
similar share came under various
trade-creating arrangements,
such as the GSP and offshore
assembly provisions, which
brought benefits to others. The
danger in recent trends in han-
dling trade policy issues stems
from the increasing politicization
of trade, which increases the risk
that protection will take hold.

The most stringent remaining
industrial-country import barriers
are on agricultural products, pro-
cessed materials and textiles.
Developing countries tend to pro-
tect the same sectors as do th
industrial countries, so their trade
with each other is similarly
limited. Nonetheless, trade
among developing countries has
expandedmainly between and
to the benefit of countries that
have adopted more outward-
oriented, nondiscriminatory trade
policies.

During the 1970s, the world
groped for ways to tackle the
remaining trade barriers. The
nontariff codes negotiated in the
Tokyo Round are a beginning, but
they are only a framework: one
that can guide the development of
suitable approaches but cannot
provide the resolve or the political
dynamic needed. That dynamic
will have to come from the
individual countries themselves,
through their decisions to make
the adjustments needed to restore
their own growth. This would be
facilitated by building the gains
from trade into domestic and
international decision processes.
At present the "costs" are given far
more weight. (Particularly, "in-

jury" in the safeguards code might
be expanded into a net concept,
including consumer gains; cur-
rently, it includes only producer
losses.) The heavy costs of protec-
tion are rarely brought to public
notice, and the political sensitivity
to possible loss of employment
through competitive imports is
acute while employment gains
from exports play a smaller part in
government decisions.

The prospects for the 1980s are
mixed. The economies of the mid-
dle-income countries will con-
tinue to expand rapidly if the trade
environment remains as open as it
is now. Their export expansion has
resulted more from their own
"push" than from the "pull" of
world markets, and they have
demonstrated considerable
capacity to diversify. Their
economies are becoming large
enough to support economies of
scaleparticularly if they "open
up" to each other.

The low-income countries face a
more difficult future. A few
negotiated agreements have
brought them some modest
benefits; but more rapid advance
will depend considerably on their
further development and policies
toward exporting sectors.
Experience shows that agricul-
ture-based countries can, with
proper incentive policies, diver-
sify production and make valua-
ble export gains. One possible
area for exploration is "affirmative
action" by the capital-surplus oil
exporters to purchase more of
their imports from developing
countries generally, and the low-
income countries in particular.

A major determinant of trade
prospects for developing coun-
tries is whether or not the
industrial countries maintain a
reasonable rate of economic
growth and of employment. But
the effects run in both directions:
there are gains from trade which
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contribute to efficiency and
growth. Indeed, the choice for the
industrial countries is not to
adjust or protect; the choice is
grow or protect.

Energy

The pattern of energy use before
the oil-price rise in 1973 was
unsustainable. When the con-
sumption of oil began to grow
faster than additions to reserves,
the stage was set for higher prices
even without deliberate action
by the oil-exporting countries.
Although the adjustment to
higher prices has not been
smooth, their effects have already
been marked. In the industrial
countries, growth of consumption
has slowed. The amount of energy
used for a unit of production has
fallen significantly and is expected
to fall further as further adjust-
ments are made. In developing
countries energy intensities can-
not be expected to decline at all
soongiven their growing need
for commercial energy as develop-
ment, urbanization, and the
transformation of industry and
agriculture all take placeeven if
energy efficiency improves, as it
can.

Comparable adjustments on the
supply side will also take place to
ease energy bottlenecks in the
coming decade. Investments in
energy developmentwhich
because of the long lead times
made little contribution to adjust-
ment in the past decadeare now
coming to fruition. In the 1980s
changes in the composition of
supplies are expected to be as
important as changes in demand.
While oil provided more than 60
percent of the additional energy
supply in the 1960s, in the 1980s its
incremental contribution will be
about one quarter. Production of
coal is expected to grow twice as
fast as that of oil in the 1980s. Coal
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will gradually replace oil as the
world's main source of energy
growth. Later, a significant
increase in nuclear and synthetic
fuels may also be expected. The
speed of these demand and sup-
ply adjustments implies a con-
tinued increase in real energy
prices, averaging some 3 percent a
year between 1980 and 1990,
though year-to-year changes will
inevitably be erratic.

To date the energy transition
has been managed relatively
smoothly in the oil-importing
developing countries, whose
growth path was not substantially
disrupted in the mid-1970s. A
variety of factors combine to make
the outlook for their continued
progress more difficult in the
1980s. Reflecting the impact of
higher oil import prices and lower
exports, balance-of-payments
deficits have risen to levels which
cannot be sustained for long. The
effects of higher domestic energy
prices are also now being felt. In
some energy-intensive sectors,
such as manufacturing and
transport, they could be pro-
nounced.

However, there is little indica-
tion that, on their own, higher
energy prices will prevent
industrialization and a resump-
tion of faster growth. There will be
some changes in comparative
advantage, and slower growth in
the transition period. Policies to
increase domestic energy supplies
and to plan for efficient energy use
will ease this transition.

For many poor countries the
energy problem is the fuelwood
crisis and spreading deforesta-
tion. It is a problem with wide
ramifications: it affects not only
their own physical environment
and ecology, but that of the world
as a whole and its climate. Fuel-
wood today represents one quar-
ter of developing country energy
consumption, and few tasks are

more urgent than the steps
necessary to put its use on a sus-
tainable basis.

The energy market is a global
one; the development of addi-
tional energy supplies anywhere
brings benefits to all countries.
There is thus a strong incentive for
all parties to help boost energy
production in developing coun-
tries. Higher oil production in
these countries could take
pressure off international
markets, in addition to diversify-
ing sources of world supply;
expansion of other energy sources
reduces the demand for oil. No
investments show a greater coinci-
dence of the economic and stra-
tegic interests of the developed
and developing countries.

International cooperation is
needed to promote this energy
development. Considerable
resources are called for, and must
come from the industrial coun-
tries and the capital-surplus oil
exporters. The Report has argued
that there are good reasons why
international financial institutions
should play a significant part in
this process, borrowing in private
capital markets for the purpose.
Such measures would serve the
triple function of promoting
development, easing energy
markets and recycling capital.

The other main components of
adjustment in energy require
actions from all oil exporters and
from the industrial countries. It is
widely agreed that there is a need
for oil exporters to pursue more
stable price policies. Price,
however, depends on both supply
and demand, and year-to-year
fluctuations cannot be avoided.
Since the largest share of demand
comes from the industrial coun-
tries, it is important that they con-
tinue their own efforts to save
energy and develop alternatives to
oil.



Capital flows

Borrowing by developing coun-
tries has always been an important
source of balance-of-payments
support, permitting higher levels
of imports and domestic invest-
ment to accelerate growth. In the
1970s, borrowing also served the
crucial purpose of giving time for
countries to adjust to changed
conditions. It helped considerably
to limit the immediate impact of
terms-of-trade losses. The inter-
national capital market recycled
the OPEC surpluses efficiently,
particularly to middle-income
developing countries. Bilateral
and multilateral aid agencies re-
sponded well, at least at first, to
the immediate needs of many low-
income countries. Remittances
from migrant workers in the Gulf
States also helped. The second
round of oil-price rises in 1979-80,
however, has been accommodated
with the help of short-term bor-
rowing and use of reserves to a
degree which is not viable for very
long.

The projections in this Report
indicate the continuing need for
substantial external finance
commercial loans for the better-
off countries, and (mainly) con-
cessional loans and grants for the
poorer countries. For the better-
off, high interest rates will
increase capital requirements if
there is to be a substantial net
transfer, and shorter maturities will
call for more frequent refinancing.

The international capital market
is capable of providing much of
the required external finance.
Commercial banks have had a
smaller proportion of bad debts in
their lending to developing coun-
tries than to industrial countries.
As a group, developing countries
are no less creditworthy today
than they were a decade ago. The
number of middle-income coun-
tries with short-term liquidity

problems has, however,
increased, at a time when the
banks may be beginning to be
somewhat constrained for one
reason or another: the balance of
domestic and foreign loans in
their portfolios, country-exposure
limits, national regulation, risk
perception or capital-asset ratios.
The composition of borrowers
and lenders may well change,
but the private capital market is
expected to continue to play a
major role in recycling funds
from the surplus to the deficit
countries.

Nonetheless, there will be a
need for national governments
and international financial institu-
tions to bear a larger share of the
overall flow of recycled funds. The
latter in particular can assist in
lengthening maturities, in coor-
dinating capital flows with adjust-
ment needs and in cooperating
with commercial capital markets.

Recycling would require less
international support if the capi-
tal-surplus countries were to buy
more from developing countries,
and to lend and invest more in
them directly. Banks and develop-
ment agencies of the capital-
surplus countries show signs of
expanding their direct financing.
In the same way that they have
moved to take a larger share of the
profits of selling oil, it may well
appeal to them in the course of
time to take a larger share of the
profits currently accruing to banks
in the industrial countries which
borrow and on-lend oil revenues,
if they are willing also to assume
the management costs and bear
the risks.

It is harder to see how the needs
of the low-income countries will
be met. The prospects for bilateral
official aid are mixed, with some
donor countries improving their
performance, others cutting back.
The nonmarket countries are still
insignificant aid donors. The cur-

rent attitude of some industrial
countries toward development
assistance may limit the capacity
of the multilateral institutions to
play a larger role in concessional
lending. And, mainly for political
reasons, a large share of official aid
goes to middle-income, not low-
income countries.

For the low-income countries,
the adjustment problem described
in this Report has no short-term
solution. Apart from immediate
balance-of-payments needs, the
longer-term tasks of investment
and restructuring will require a
decade or more of increased sup-
port with concessional funds. The
time-scale is even longer for the
very poorest countries, where
the essential foundations of eco-
nomic developmentinfrastruc-
ture, human capital, commercial
networks, and effective adminis-
trative capacity at all levelsare
not yet in place.

Agenda for growth

The Report has described how
adjustment may take place inter-
nationally and nationally with the
least damage to continuing devel-
opment objectives. A summary of
the results may be found in the
Report's two projected scenarios
for 1980-90. Under the High case,
the middle-income countries
grow at 5.6 percent annually in the
1980s, the low-income countries at
4.1 percent; under the Low case,
they manage only 4.3 percent and
3.0 percent respectively.

The difference between the
scenarios is not just one of growth
rates, but a fundamental
difference of outlook. In the High
case, poverty is steadily pushed
back in developing countries;
world trade expands considera-
bly; overall adjustment in the
world economy is made easier. In
the Low case, economic develop-
ment slows down and poverty
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affects ever-larger numbers of
people. By the end of this century,
the difference between the two
cases amounts to some 220 million
more absolutely poor people.

The main requirements to reach
the higher scenario are not
excessively demanding.

Industrial economies have to
grow 0.3 percentage points a year
faster in 1980-90 than they did in
1970-80. That means their
approaching 4 percent average
annual growth in the second half
of the 1980s.

Combined with this higher
growth, industrial countries
should refrain from imposing any
additional trade barriers; oil-
importing developing countries'
exports could then grow at rates
comparable to those of the 1970s.

The measures described to
achieve a global balance between
demand and supply for energy
should result in an annual real
increase in oil prices of no more
than 3 percent over the decade as a
whole.

Aid to low-income countries
should increase. Either industrial
countries must increase their aid
steadily and couple this with a
considerable reallocation to low-
income countries; or they must
raise their aid more substantially
(keeping the same distribution
between low- and middle-income
countries). Either way, the low-
income countries need to receive
some $4 billion a year more (in
1980 dollars) than they do in the
Low case.

Developing countries should
maintain their domestic savings
rates at least at 1980 levels and
improve the efficiency of their use
of capital.

The various policies needed to
ensure that adjustment is accom-
panied by rapid growth are
stylized in the tableau (see box).

Each group of countries has to
invest efficiently and raise or
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maintain growth ratesthis will
be assisted by the adjustment
mechanisms. The task of adjust-
ment is made easier for each group
of countries by complementary
actions in energy markets, capital
flows and trade, rather than by
exclusive reliance on any one of
them. Similarly, in each area of
policy the actions of the main
groups of countries need a degree
of consistency.

Policy making in the 1980s may
seem more difficult than in the
l970s. There may, however, be
some compensating advantage in
the knowledge derived from

analysis of adjustment in the 1970s
and a better understanding of the
workings of the world economy.
In particular there will be more
realistic expectations about the
role and price of energy: the
general dimensions of the energy
transition are now accepted on all
sides. With reasonable manage-
ment, adjustment need not be
harder in the next decade than in
the last.

The experience of the past seven
years shows that to a large extent
the direction and coordination of
adjustment policies can be guided
by price signals resulting from

Adjustment mechanisms
Countries Trade Energy Capital flows

Oil-
importing
developing
countries

Expand exports,
including diver-
sification of agri-
cultural exports,
and adequate
incentives for
exporters

Import substitution
in line with inter-
national prices

Raise internal
prices to encourage
production and
conservation

Expand energy
supplies

Borrow to cover
balance-of-pay-
ments deficits and
invest for struc-
tural adjustment

Capital-
surplus
oil
exporters

Expand imports,
especially from
developing
countries

Stabilize price
policy

Support assistance
for developing
countries' energy
production

Increase aid to
poor countries

Increase direct
lending and invest-
ment in develop-
ing countries

Industrial
countries

Expand imports
from developing
countries

Avoid protection
and make positive
adjustments to
expand trade

Conserve energy

Switch to alterna-
tive energy sources

Support assistance
for developing
countries' energy
production

Increase aid to
poor countries

Support recycling

Interna-
tional
policies

Measures to
improve poor
countries' gains
from trade

International finan-
cial institutions
assist developing
countries' energy
production

International finan-
cial institutions
allocate aid to
poorest countries
and support
recycling



national action. Nevertheless,
there are several areas in which
governmental action and interna-
tional negotiation is needed to
reinforce existing institutional
arrangements and to supplement
markets. A number of these have
been discussed in the Report. The
most important for the poor coun-
tries is an increase in capital flows
on concessional terms; they have
no alternative form of adjustment
except to slow down growth.

Major responsibilities lie with
developing countries for improv-
ing domestic performance.
Simultaneously, the richer coun-
tries of the world must tackle the
necessity of higher aid levels for
low-income countries by one

means or another, if poverty is to
be attacked. Most of the other
global policy requirements are in
the joint interests of all countries;
insofar as aid is used for investing
in energy and food production in
low-income countries, even that
rebounds to the donors' benefit.
The expansion of world trade will
also benefit all countries; and the
assurance of recycling will
forestall unnecessary contraction
in global demand.

The difficult world environ-
ment of the 1980s may make it all
too easy to lose sight of the pur-
poses of economic development.
The most urgent of them is to
further the struggle against
poverty. The faster economic

growth that this Report judges to
be attainable will provide the
resources to tackle poverty
directly. People and governments
in developing countries must play
their part in ensuring that this
happens. Poor people must be
reached by the education and
health programs that have equip-
ped others to raise their incomes,
live longer lives and fulfill their
potential. The slower economies
grow, the greater the risk that
those programs will be sacrificed
for lack of finance. The vicious cir-
cle of poverty and slow growth
will then be drawn round another
generation. That is the price of
failure. It is a price that need not be
paid.
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