
3 Long-term development trends

The temptation to succumb to the
rampant pessimism surrounding
the 1980-82 recession should be
avoided. In this chapter we ex-
amine briefly the trends and les-
sons of the past three decades, so
as to lay a firm base for the analy-
sis of prospects for the 1980s in
Chapter 4. As the events de-
scribed in Chapter 2 make clear,
the current recession is unex-
pectedly prolonged. But it should
not obscure the achievements of
the developing countries or the
important structural changes that
have taken place in the world
economy, both of which are pos-
itive elements for future progress.
The growth performance of most
developing countries has im-
proved markedly over the past
three decades. The international
environment has been more fa-
vorable to growth than ever be-
fore, and the relative income gap
between the industrialized coun-
tries and most middle-income
countries has narrowed. Even
during difficult periods of adjust-
ment to external shocks, the mo-
mentum of growth and change has
been sustained, as has the closer
integration of all but the very poor
countries into the world econ-
omy.

Output and income growth

From 1955 to 1980 world output
tripled in real terms, as growth in
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every region of the world sur-
passed both expectations and
previous records. Though popu-
lation rose from 2.8 billion to 4.4
billion, income per capita dou-
bled. While incomes do not strictly
measure well-being (see Box 3.1),
the quality of life improved in most
parts of the world. Many devel-

oping economies grew faster than
the industrial ones, but higher
population growth limited their
per capita income gains (Table 3.1).
The oil exporters, benefiting from
changes in the terms of trade, and
the major developing-country ex-
porters of manufactures made
striking gains in real income rel-

Box 3.1 What are we trying to measure?
Gross national product (GNP) measures
economic activitynot welfare. But as a
measure of aggregate economic output
and expenditure, GNP data are often
ambiguous or deficient. Ambiguity ex-
ists, for example, because public services
such as administration and defense are
treated as final rather than as interme-
diate services, and purchases of con-
sumer durables other than residences are
regarded as consumption rather than in-
vestment. Moreover, GNP does not make
allowance for the varying amounts of
capital, including mineral and other nat-
ural resources, used up during produc-
tion. These are notoriously difficult to
estimate. Gaps exist in basic data, most
notably for subsistence production in de-
veloping countries and for illegal activi-
ties in most countries. Measurement
problems also arise because of lack of
consistency among countries in calculat-
ing changes in real output over time; this
is particularly true between the market
economies and the centrally planned
economies Moreover major problems
arise in intercountry comparisons of lev-
els of GNP converted to a common cur-
rency by using exchange rates.

Welfare could not be fully measured
even if it were possible to collect perfect
GNP data for each country, based on
Standard National Accounting defini-
tions, and make international compari-
sons based on the International Com-
parison Project (which overcomes some
of the limitations of exchange rate con-
versions; see Box 3.2). GNP does not
measure items that are important to
welfare in most societies, such as the dis-
tribution of income and wealth, employ-
ment status, job security and opportu-
nities for advancement, availability of
health and education services, unpaid
services, the quality of the environment,
and climatic differences. The complexity
of incorporating these conditions into a
comprehensive welfare indicator leads
economists to settle for partial measures
such as GNPwhich at least covers most
of the goods and services available to
meet important consumption needs. GNP
data, however, need to be comple-
mented by other indicators, particularly
those which relate more directly to the
"quality of life" such as the social data
in Table 3.3.



ative to the United States, and
other middle-income countries
were able to grow in relative terms
too.

The structure of the world
economy has changed out of all
recognition over this period. In
1955, the United States domi-
nated the world economy, pro-
ducing two-fifths of global out-
put. As this share has fallen-to
less than a quarter in 1980-other
groups of countries have risen in
economic importance (Figures 3.1
and 3.2, Table 3.2). Western Eu-
rope, growing annually at 3.4
percent per capita, became a larger
economy than the United States,
which grew at 2 percent. Japan,
with a 7.2 percent per capita
growth rate for twenty-five years,
has become the second largest
OECD economy. The Soviet bloc
has grown in relative strength too.

These poles of economic activ-
ity had already emerged a decade
ago. Since then, the income and
trade map has changed still fur-
ther with the rise of the Middle
Eastern high-income oil export-
ers. About a dozen middle-in-
come countries in Latin America
and southern Europe and on the
Pacific rim of Asia accelerated their
relative growth, rapidly expand-
ing production in both agriculture
and manufacturing and capturing
increasing shares of world mar-
kets. This group has a record of
growth in industry and agricul-
ture second only to Japan's. The
middle-income oil-exporting
countries grew almost as fast. The
progress of other middle-income
oil-importing countries was less
spectacular, particularly in agri-
culture in which their share of
world production fell, but their
real income per capita nonethe-
less doubled in a generation. The
low-income countries, by con-
trast, achieved only a 2 percent
annual rate of increase in income
per capita (Table 3.1). Even this

growth rate mainly reflects the
relatively strong performance of
China and, more recently, India.
Income per capita in the other low-
income economies, mostly in sub-
Saharan Africa and South Asia,
grew at 1.2 percent on average over
the twenty-five years, and unfor-
tunately not at all over the past
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decade.
The country groupings used in

this Report are based on current
income levels. (Box 3.2 explains
the way in which the use of in-
ternational prices would modify
the comparisons of income levels
based on US dollars that are used
in the Report.) However, the slow

Figure 3.1 Per capita GNP of selected countries
as percentage of US per capita GNP, 1913-79
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Table 3.1 Growth of population, GNP, and GNP per capita,
1955-80
(average annual percentage change)

Population CS/P CNP per capita

Country group 1955-70 1970-80 1955-70 1970-80 1955-70 1970-80

All developing countries 2.2 2.2 5.4 5.3 3.1 3.1
Low-income 2.1 2.1 3.7 4.5 1.6 2.4

China 2.0 1.8 3.3 6.0 1.3 4.1
India 2.2 2.1 4.0 3.4 1.8 1.3
Other 2.4 2.7 4.4 2.7 2.0 0.0

Middle-income 2.4 2.4 6.0 5.6 3.5 3.1
Major exporters of

manufactures 2.1 1.8 6.1 5.6 3.9 3.6
Other oil importers 2.6 2.6 5.9 5.3 3.2 2.6
Oil exporters 2.5 2.7 6.0 5.7 3.4 2.9

High-income oil exporters 3 7 5.1 8.6 6.3 4.7 1.3
Industrial nonmarket economies 1.4 1.1 7.3 3.9 5.8 2.8
Industrial market economies 1.1 0.8 4.7 3.2 3.6 2.4

Europe 0.7 0.2 4.8 2.6 4.1 2.4
Japan 1.0 1.1 10.3 5.4 9.2 4.2
United States 1.4 1.0 3.4 3.1 2.0 2.1

World 1.9 1.9 5.1 3.8 3.1 1.9

1913 29 37 50 55 60 70 79



Table 3.2 Population, GNP, and GNP per capita: Shares, relationships, and growth, 1955-80

a. Evaluated at current prices and exchange rates.

growth of the low-income coun-
tries is not explained by the fact
that fast-growing countries no
longer belong to this group: al-
though there were marked shifts
in relative positions within groups,
few countries have moved from
one income group to another over
the past three decades.
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Figure 3.2 Per capita GDP of selected countries as percentage
of US per capita GOP, 1955-79 (ICP method)
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Among developing countries
with relatively low per capita in-
come at the beginning of the pe-
riod, the majority have achieved
only slow growth since then (Fig-
ure 3.3). Most of the rapidly
growing developing countries
were in the middle-income group
in the 1950s and had the advan-

tage of a long development his-
tory. Agricultural and political re-
forms had occurred, education
was widespread, and these coun-
tries were well situated to benefit
from the expanding trade and
capital flows of the 1960s and
1970s. Investment levels were
above average and were sup-
ported either by large capital in-
flows or by oil revenues. Among
the fastest growing economies, all
except Brazil and the oil produc-
ers had above average literacy
rates for their income levels; all
achieved growth across sectors,
including vigorous market-based
agriculture; and most, especially
in the 1970s, considerably ex-
panded their trade with industrial
and developing countries alike.

In the world at large, standards
of living are much higher than
they were thirty years ago. But
although the differences between
middle-income and industrial na-
tions have been reduced, there are
now greater gaps between rich and
poor, both in real purchasing
power, as indicated in the Inter-
national Comparison Project (ICP),
and in more simple nominal in-
come comparisons (Table 3.2). By
the end of the 1970s, the 47 per-

Share in world
population Shore in world GNP'

Per capita GNP in
current prices as

percentage of US GNP
Per capita GNP in

constant 1980 dollars

Country group 1955 1980 1955 1980 1955 1980 1955 1980

All developing countries 68.1 73.6 20.7 21.5 4.5 6.4 340 730
Low-income 44.7 47.1 8.1 4.8 2.7 2.2 160 260

China 22.0 22.2 4.7 2.5 3.2 2.5 160 290
India 14.4 15.2 2.2 1.6 2.3 2.2 170 260
Other 8.3 9.7 1.2 0.7 2.1 1.7 140 190

Middle-income 23.4 26.5 12.6 16.7 8.1 13.7 700 1,580
Major exporters of manufactures 7.1 7.3 5.1 7.7 10.7 22.9 1,050 2,650
Other oil importers 6.7 8.0 3.8 4.0 8.4 10.9 600 1,260
Oil exporters 9.6 11.2 3.7 5.0 5.8 9.7 500 1,120

High-income oil exporters 0.2 0.3 0.1 1.4 8.1 95.8 4,900 11,080
Industrial nonmarket economies 12.4 10.7 8.6 12.4 10.4 25.0 940 2,880
Industrial market economies 19.3 15.4 70.6 64.8 54.7 91.8 4,940 10,610

Europe 9.2 6.5 26.6 27.9 43.2 92.8 4,640 10,720
Japan 3.3 2.6 2.4 9.5 11.0 77.9 1,600 9,010
United States 6.0 5.1 40.3 23.7 100.0 100.0 7,030 11,560

World 100.0 100.0 100.0 100.0 14.9 21.7 1,320 2,510

1955 1970 1979

Source Kr,,vls and others, ICI' III, World a,ul l,uonu,



cent of the world's population liv-
ing in the low-income countries
accounted for only 4.8 percent of
the dollar value of world output
(perhaps two to three times more
in ICP numbers), whereas the
richest 15 percent of population
accounted for 65 percent of out-
put.

In the past it has taken dec-
ades, sometimes centuries, to es-
tablish the preconditions for ac-
celerated growth. The accumu-
lation of educated and skilled
people, of physical infrastructure,
of directly productive capital, and
of institutions which encourage
and reward entrepreneurship and
savings is a difficult process at low-
income levels. It may be impeded
by a shortage of resources or in-
terrupted by unfavorable external
events, mismanagement, or po-
litical disorder. But it is a process
which inescapably depends on
policy actions. To prevent a fur-
ther widening of the income gap
between rich and poor nations re-
quires actions both from the in-
ternational community and from
domestic policymakers.

Improvements in living
standards

As stressed in World Development
Report 1980, improvements in lit-
eracy, health, nutrition, and other
aspects of social welfare not only
alleviate the worst aspects of ab-
solute poverty, but also create a
momentum for growth in output
and incomes. Although the low-
income countries' per capita in-
come growth has lagged, their
standards of social welfare have
risen fast and converged with
those of richer countries (Table
3.3). By broadening technical and
managerial skills, by improving
the knowledge and efficiency of
farmers and workers, and by
helping to reduce fertility, the in-
vestments in human develop-

Box 3.2 The International Comparison Project
For want of a better alternative, com-
parisons of income levels across coun-
tries have for years been made at official
exchange rates. These comparisons yield
estimates that are known to misrepre-
sent the actual purchasing power of cur-
rencies. In particular, they tend to un-
derstate incomes in poor countnes relative
to those in rich ones. This is because the
prices of nontraded goods are generally
lower in poor countries than in rich. In-
ternational trade tends to drive the prices
of tradable goods toward equality across
countries; with equal or nearly equal
prices, differences in wages among
countries reflect differences in labor pro-
ductivity in the production of tradable
goods. Wage levels are the basis for eval-
uating items that are not traded inter-
nationally, most notably services. In most
services, producti ity differs little among
countries, so in the high-income coun-
tries high wages lead to high-priced ser'-
ices while in countries with low wages,
services are cheap.

The United Nations International
Comparison Project (ICP), which the
World Bank has helped support since
1969, has developed a methodology for
comparing incomes in terms of the real
resources needed to purchase precisely
specified goods and services. With this
methodology, comparisons can be made
not only across countries but also across,
say, different socioeconomic groups
which face different price levels.

The results of the third study in the
ICP, recently published, provide com-
parisons of real GDP per capita for thirty-

four countries in 1975, made up from
price and quantity estimates for 151 cat-
egories of goods and services. Because
the study provides estimates of detailed
components of GDP, it affords insights
into comparative economic structures. For
example, it shows the extent of country-
to-country price differences in invest-
ment goods and other components of
GDP in real (price-corrected) terms.

ICP information can be used to make
comparisons of per capita welfare or of
economic power between countries at
different income levels. It can also be
used to interpret the catching-up proc-
ess. When a relatively fast-growing

country reduces the productivity gap be-
tween itself and a slow-growing, high-
income country, its overall relative price
level rises: its currency tends to appre-
ciate in real ternt't When fast-growing
countries are compared with countries
with slower growth, their relative GNP
at current pnces and exchange rates tends
to converge faster than their relative GNP

Exchange-ratedeviation index
in relation to real GDP per capita,
thirty-four countries, 1975

Exchange-ratedeviation index
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Note: The index is the ratio of the actual
exchange rate to the notional exchange rate
that would equalize the average price of GOP
to the average price of US GDP.
Source: Kravis and others, ICP III,
World Product and Income.

at constant prices. For similar reasons,
this is also true for countries with im-
proving terms of trade. Thus, from 1955
to 1980, Japan's constant (1980) price per
capita GNP rose 3.4 times faster, while
its current price per capita GNP rose 7.1
times faster, than those of the United
States. The corresponding ratios were 1.4
and 2.15 for northwestern Europe, and
1.53 and 2.14 for the developing coun-
tries which are major exporters of man-
ufactures. In the future, the same phe-
nomenon can be expected to help reduce
the apparent gap between fast-growing
developing countries and the industrial
countries, and to increase it between both
these groups and the slowest growing
low-income countries.
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Figure 3.3 Long-term patterns of economic growth, 1955-79
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ment of the past thirty years offer
hope that incomes in these coun-
tries can improve faster in the
coming decades.

Many countries, despite their
growth in aggregate income, con-
tinue to have large pockets of
poverty, both among disadvan-
taged residents of relatively
wealthy areas and in backward
regions (Box 3.3). Governments
that have given sustained atten-
tion to the social policies that af-
fect the distribution of consump-
tion and access to public services
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especially education, preventive
health services, and family plan-
ninghave not done so at the cost
of long-run growth. Rather, the
reverse is true.

Literacy

About one-third of adults in the
developing countries were liter-
ate in 1950. By 1979, the literacy
rate had risen to 56 percent. The
middle-income developing coun-
tries have already achieved a lit-
eracy rate of 68 percent. There
have also been impressive gains

in the low-income countries: only
one-fifth of the population could
read and write in the 1950s, but
today about half can do so. If

progress continues at recent rates,
a literacy rate of 78 percent in the
low-income countries of today can
be expected by the year 2000.

Health
Life expectancy in the developing
countries now averages 58 years,
a level attained in the industrial
countries only in the 1930s. Over
the past thirty years developing
countries, aided by medical ad-
vances, have achieved as much
progress as had the industrialized
countries in two centuries. There
are, however, considerable differ-
ences among income groups and
regions. Life expectancy in south-
ern Europe and Latin America, for
example, stands at 68 and 64 years,
respectivelycomparable to that
in the industrial countries in the
1950swhile in Africa it lags con-
siderably behind, at 48 years. The
gains made by industrialized
countries in lengthening life ex-
pectancy are thought to be ap-
proaching the biological maxi-
mum. If developing countries
continue to progress at the rates
achieved in the past three dec-
ades, they should reduce the re-
maining differential quite rapidly.

Experience in improving nutri-

a. Deaths per thousand children aged I to 4 years. b. The 1950 data for North Africa include the Middle East.

Table 3.3 Trends in life expectancy, child mortality, and literacy, 1950-79

Life expectancy (years) Child rnortahty Literacy rate (percent)

Country group 1950 1960 1970 1979 1950 1960 1970 1979 1950 1960 1970 1979

All developing countries 43 48 54 58 28 22 16 12 33 38 46 56
Low-income 41 47 53 57 28 22 16 12 20 27 29 51

Africa 35 39 43 46 44 38 32 27 . 17 17 29
Asia 41 48 53 58 27 21 15 11 20 28 31 52

Middle-income 46 50 55 59 28 22 16 11 48 49 64 68
Africa 37 41 46 50 42 35 27 22 16 22 37
Asia 42 47 53 59 28 22 14 9 54 54 69 75
Latin America 51 56 60 64 23 17 12 8 57 65 72 78
North Africa 42b 47 52 57 40b 36 27 15 19 19 24 40
Middle East 48 53 57 30 18 16 . 17 35 49
Southern Europe 59 62 66 68 10 7 5 3 75 80 85 85

High-income oil exporters 46 51 57 35 20 11 . . 14 26 32
Industrial market economies 68 70 71 74 3 2 1 1 95 97 98 99
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tion and reducing child mortality
has varied widely among coun-
tries, a variation that mainly re-
flects the performance of govern-
ment programs in these fields.
Remarkable improvements in
some or all key measures of wel-
fare have been attained even at
low levels of per capita GNP, as
in China, Sri Lanka, and Tanza-
nia. In contrast, progress in health
and literacy lags behind rises in
average incomes in some wealth-
ier countries such as Brazil, Mex-
ico, and Peru where incomes are
much less equally distributed. In
health, as in literacy, average
achievements in Asian countries
far exceeded those in Africa, re-
flecting, in part, the capacities of
public administration.

Population growth

Improvements in health and nu-
trition have led initially to higher
rates of increase in population in
both low- and middle-income de-
veloping countries, and this is
holding back the achievement of
higher per capita income. This is
particularly the case in the low-
income countries, where output
expansion has been sluggish and
where high population growth has
imposed heavy demands on pub-
lic expenditure and administra-
tion. Population growth in many
countries of this group has reached
2.6 percent a year and is accel-
erating; this compares with a rate
of population increase in the in-
dustrialized countries of 0.7 per-
cent a year currently or 0.5 per-
cent a year at the time of their
own industrial revolutions.

The rise in population growth
rates, whether in nineteenth-cen-
tury Europe and Japan or in de-
veloping countries this century,
has largely reflected declining rates
of mortality. Although birth rates
have varied much more widely
than mortality rates, they gener-
ally remained stable in develop-

Box 3.3 Regional disparities within countries
The common overall policy framework
provided by a central government does
not ensure equal progress in living
standards for different regions of a coun-
try. Specific policies to reduce income
differentials among regions can, how-
ever, be quite effective over time.

In India, with the major exception of
West Bengal, the states with the highest
income levels in 1960 have grown fastest
since then. They have also had higher
levels of education and better health fa-
cilities than the less favored states. In-
terstate differences have been dimin-
ished by large-scale movements of people
to regions with higher income levels and
better opportunities.

In Brazil, there are poor people in all
areas, but by far the majority are in the
Northeast. Thirty-five million people live
there, about a third of Brazil's popula-
tion. In 1979 average per capita income
in the region was just under $800, about
40 percent of the national average. The
Northeast's infant mortality rate was 40
percent higher, and its adult literacy rate
40 percent lower, than the Brazilian av-
erage.

India: Progress in living standards related to income levels of
1960-61, by groups of states

Per capita net domestic product

The Brazilian government has been
trying for at least a century to reduce the
disparities between the Northeast and the
rest of the country. Before World War II,
most of these efforts took the form of
public works programs. More recently,
they shifted to promoting integrated ru-
ral development and, through fiscal and
credit incentives, a modern industrial
base.

These direct action programs, substan-
tial emigration (over 2 million North-
easterners migrated to other regions dur-
ing the 1970s), and the increased growth
momentum within the region as its per
capita income has grown have at last be-
gun to reduce the Northeast's lag behind
the rest of the country. During the 1970s
its real per capita GNP increased some-
what faster than that of the country as a
whole, while infant mortality declined
and literacy rates improved more than
the national average. Further progress
will depend on the continued energetic
pursuit by the government of programs
to reduce the disparity.

ing countries at slightly over 40
per thousand for some two cen-
turies before 1950, but declined to
just above 30 per thousand by 1980
(Figure 3.4). Only China, among
the low-income developing coun-
tries, and a group of smaller mid-
dle-income countries (such as
Cuba, Greece, Hong Kong, Por-
tugal, Singapore, Romania, and
Yugoslavia) have managed to
lower the birth rate to below 20
per thousand.

The causes of reductions in birth
rates are complex. Among the
economic factors to which birth
rates are related are per capita in-
come, the extent of education (es-
pecially primary education and the
education of women), income
distribution, the degree of urban-
ization, and, more broadly, the
various costs and benefits asso-
ciated with childbearing and fam-
ily size. Given all these influ-
ences, family planning services are
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(1960 rupees)
Hospital beds

Group Group
limits, average,

Group
average,

Growth rate,
1960-61 to

Share of Literacy
population, rate,

per 1,000
population.

1960-61 1960-61 1977-78 1977-78 1960-61 1971 l9'9

Under 254 235 263 0.66 32 26.4 4.8
255-329 281 320 0.77 35 29.3 6.2
Over 330 382 456 1.05 33 39.3 9.8



Figure 3.4 The demographic transition'
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Table 3.4 Shares of world merchandise exports, 1955-79

a necessary but not a sufficient
component of population policy.
Many countries in the Middle East,
Latin America, and Africa have
yet to formulate social policies in
these areas.

Long-term trends in the
international environment

All countries faced essentially the
same favorable international eco-
nomic environment in the 1950s
and 1960s and faced similar con-

26

straints in the 1970s, yet they have
performed very differently. In
trade, the General Agreement on
Tariffs and Trade (GATT) led to
a series of multilateral reductions
in tariffs and other protective bar-
riers. World trade grew much
faster than output, averaging 5.1
percent annually from 1955 to 1980
and 6.9 percent annually from 1965
to 1980.

Export growth is crucial to the
developing countries' ability to

import the goods and services
necessary for overall growth, and
it also determines, together with
overall growth, their capacity to
service debt and hence to borrow
abroad. The developing coun-
tries' export performance in a
widening global trading environ-
ment has been one of the most
successful aspects of the past thirty
years' growth. The middle-in-
come exporters of manufactured
goods were able to raise their share
in world exports, as were coun-
tries that export oil, in the wake
of rising oil prices: the latter in
1980 supplied 18 percent of world
trade (Table 3.4). In manufac-
tured goods there was growing
market penetration (Figure 3.5).

By contrast, most primary com-
modity exporters, including most
of the low-income and many pri-
mary-producing middle-income
countries, did not have the pro-
ductive structure to allow them to
participate in manufactured goods
trade. They also suffered a dete-
rioration in their terms of trade
(Box 3.4), since prices of most
nonfuel primary commodities
weakened with respect to those
of petroleum (Figure 3.6) and of
manufactured goods. The low-in-
come countries now supply only
2 percent of world exports.

Some primary producers, such
as Colombia, Ivory Coast, Ma-
lawi, and Malaysia, were able to
move into processing or expand
output and did relatively well.
Difficulties in supply limited the
expansion of primary commodity
exports elsewhere, particularly in
sub-Saharan Africa, where most
countries were unable to take ad-
vantage of recent opportunities for
expanded food trade. Indeed, the
weakness of agriculture has been
an important reason for the poor
growth performance in sub-Sa-
haran Africa. In Latin America,
rising domestic demand coupled
with agricultural protection by the

(percent)

Country group 1955 1965 1970 1980"

All developing countries 27.3 20.2 18.4 21.4
Low-income 5.6 3.4 2.5 1.9

China 1.4 1.0 0.7 0.9
India 1.4 0.9 0.6 0.4
Other 2.8 1.5 1.1 0.6

Middle-income 21.7 16.8 19.5 19.5
Major exporters of manufactures 6.8 5.7 6.2 8.0
Other oil importers 6.9 4.1 4.3 3.9
Oil exporters 8.0 7.0 5.4 7.6

High-income oil exporters 2.1 2.5 2.4 10.2
Industrial nonmarket economies 8.5 10.9 10.1 7.9
Industrial market economies 62.1 66.5 69.0 60.5

Europe 36.1 41.1 42.5 38.5
Japan 2.1 4.5 6.2 6.5
United States 16.5 14.6 13.6 10.9

World 100.0 100.0 100.0 100.0

Memorandum item
World exports (billions of dollars)

Current prices 94 186 313 1,995
1978 prices 420 542 821 1,405

a. Includes some estimates.



industrial market economies
caused the loss of export markets
for several agricultural products
in the 1960s. Despite the fall in
Latin America's share of world
merchandise exportsfrom 12
percent in 1950 to 8 percent in
1960 and about 5.5 percent in the
1970ssome countries, notably
Brazil, nonetheless made remark-
able progress in manufactured ex-
ports (Box 3.5). South Asian
countries' exports, large and di-
verse in the 1950s, fell in relative
terms over this period, as did
those of Middle Eastern nations,
except for petroleum. The East and
Southeast Asian countries in-

creased their share of trade rap-
idly from decade to decade. About
a third of the exports from the
newly industrializing countries
went to other developing coun-
tries.

The rapid expansion of world
trade over the past three decades
was paralleled by similar growth
in capital flows, aided by reduc-
lions in controls on capital move-
ments, easier convertibility among
currencies, and the development
of international financial institu-
tions. After World War lithe
United States fueled the growth
of the world economy through aid
flows of unprecedented generos-
ity, and gave impetus to the cre-
ation of the international frame-
work for monetary relations,
trade, and financing reconstruc-
tion and development. The latter
began and continued the virtuous
circle of capital flows and trade.

On average, foreign capital has
financed about one-seventh of to-
tal investment in developing
countries. Although domestic
savings are almost always the
principal source of finance for in-
vestment, foreign capital signifi-
cantly augments countries' capac-
ities to import the machinery,
materials, and techniques needed
for investment and production.

Figure 3.5 Imports of manufactures from developing countries
as percentage of GNP of importing countries
Percent
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Furthermore, foreign capital in-
flows typically play an important
role in countries characterized by
rising investment and accelerat-
ing growth, and also help cush-
ion balance of payments shocks.

Official flows to developing na-
tions grew rapidly in the 1950s,
reaching about 0.4 percent of in-
dustrial countries' GNP in the
early 1960s, and have grown more
slowly since then. The centrally
planned economies' contribution
to aid has been negligible, but
high-income oil exporters have
made substantial contributions
since the early 1970s. There have
been slow but steady improve-
ments in the quality of aid, as the
grant element of total flows has
increased and less aid has been
supplied in kind.

Commercial capital flows to de-
veloping countries account at most
for 4 to 5 percent of world sav-
ingsand usually for less. They
have evolved steadily (Table 3.5),
especially since the emergence of
OPEC surpluses. Although there

have been misjudgments by bor-
rowers and lenders alike (for ex-
ample, the excessive use of sup-
pliers' credits in the 1960s or
overborrowing by countries such
as Turkey and Zaire in the 1970s),
on the whole, flows from private
sources have gone to those coun-
tries best able to use these addi-
tions to domestic savings.

The role of domestic policies

Economic structures become more
flexible as a country accumulates
resources. There are obviously
structural reasons behind the dif-
ferent patterns of development of
the past thirty years. Yet a review
of these patterns shows emphat-
ically that the degree to which
countries managed to participate
in international economic expan-
sion was determined largely by
the policies they pursued.

Economic management after the
depression and during World War
II demonstrated that public policy
could be used to help solve eco-
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Box 3.4 Response to terms of trade shocks
in Sri Lanka

Sri Lanka provides a dramatic example
of adjustment to external shocks, and of
the elusiveness of success in the face of
continued deterioration of the interna-
tional environment. At independence, Sri
Lanka's exports consisted largely of tea,
rubber, and coconut products, whose
relative prices have fallen almost contin-
ually. The increase in the value of per
capita gross domestic product between
1960 and 1980 was reduced from 2.6 per-
cent a year in real terms to 1.1 percent
after changes in the terms of trade are
taken into account.

Despite the loss in the terms of trade,
Sri Lanka adjusted by raising invest-
ment; but in the face of declining capital
inflows, this necessitated consumption
restraint. Thus, as shown in the table,
while the volume of production rose in
the 1960s, per capita consumption fell
markedly. This was enough to allow Sri
Lanka to raise per capita investment in
constant prices by more than 60 percent.

Rising investments helped further to
increase the growth momentum of CDI'
in the 1970s, notably through the devel-
opment of food crops, some import-sub-
stituting industries, tourism, and, more
recently, exports of manufactures. How-

ever, the increase in the volume of CDI'
was once again offset by deteriorating
terms of trade, although to a lesser ex-
tent than in the 1960s. Per capita con-
sumption stagnated, but investment grew
even faster than in the 1960s, this time
largely financed by sharply rising capital
inflows. Throughout the postwar period,
Sri Lanka was exceptionally successful in
protecting the poor from the worst ef-
fects of falling consumption and in im-
proving, albeit slowly, the high quality
of life as measured by various social in-
dicators.

In 1980 Sri Lanka found itself with a

Sri Lanka

CDI'
Cross domestic income adjusted terms of

trade loss
Consumption
Investment

Net capital inflow
Consumption
Savings
Investment

volume of per capita CDI' almost 70 per-
cent higher than in 1960, a fourfold in-
crease in real per capita investment, an
extraordinarily high (and clearly unsus-
tainable) capital inflow, yet reduced per
capita consumption. Sri Lanka repre-
sents an extreme, although perhaps not
a unique, case of the terms of trade loss
that can affect a specialized, raw-mate-
rial-exporting economy. It also shows the
difficulty of adjusting to continuous terms
of trade losses despite considerable suc-
cess in reducing consumption and in-
creasing production.

1960 1970 1980

Indexes in constant irices per capita

Percentage of CDP in current prices

Figure 3.6 Weighted index of commodity prices,' 1950-82

Index (1974-76 average = 100)

150

100

50

0

a. Thirty-three commodities, exclud,rsg petroleum.

Commodities"
Petroleum

28

nomic problems in essentially
market-oriented systems, and
greatly improved capacities for
policy formulation and adminis-
tration gradually emerged. The
importance of trade policy has
been documented elsewhere (see,
for example, World Development
Report 1981). Here, two domestic
determinants of growthinvest-
ment and human resource devel-
opmentare noted.

The shares of national income
used for investment go some way
toward explaining the very slow
growth rates of most low-income
countries and the much faster
growth rates of China and the
middle-income countries. The low-
income countries other than China

100 126 167

100 100 125
100 90 90
100 163 407

4.2 3.1 22.0
90.4 84.2 86.2
9.6 15.8 13.8

13.8 18.9 35.7
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Source: OECD.

and India had average invest-
ment shares of about 10 percent
of GNP in 1960, rising to 18 per-
cent in 1980. China devoted 23
percent of its GNP to investment
in 1960 and 31 percent in 1980.
The corresponding ratios were 21
and 26 percent in the middle-in-
come countries.

Increasing investment shares is
a painful process, especially if
achieved by rapidly raising do-
mestic savings. By 1960, at very
different levels of development,
China, Romania, Yugoslavia, the
other nonmarket economies of
Eastern Europe, and the USSR had
savings and investment rates
much higher than those of most
other countries at similar income
levels. Each had relatively high
growth rates during the late 1950s
and early 1960s, though declines
in investment rates and in the ef-
ficiency of investment were im-
portant reasons for their lower
growth in the 1970s. Except for
substantial food aid in the mid-
1960s, India financed its invest-
ment largely through its own sav-
ings efforts: after a slow rise from
17 percent in 1960, the invest-
ment share reached 24 percent in
1980. Although it is too soon to
be certain, this apparently sup-
ported an acceleration of growth
late in the 1970s, despite the neg-
ative impact of external shocks.

Many countries with improved
growth records raised investment
shares with the help of high cap-
ital inflows. Pakistan, for exam-
ple, in contrast to India, was able
to use foreign financing to reach
an investment rate of over 20 per-
cent in the early 1960s. That was
followed by the only period dur-
ing which its economic growth rate
markedly exceeded India's.

Throughout this century, sus-
tained growth has been associ-
ated not only with investment in
physical facilities but also with
prior educational achievements,
especially widespread primary
education. The spread of basic
education tends to lower birth
rates as well as increase produc-
tivityfor example, by making
producers more responsive to
economic signals. In all econo-
mies businessmen, farmers, la-
borers, and housewives make
daily decisions on how to work
and what to consume. In indus-
trialized as well as in developing
countries, the weight of evidence
points to the benefits of education
in quickening adjustment to new
events. In the farming sector in
developing countries, where out-
put expansion and export growth
are closely tied to the spread of
new technology, schooling has
played an important role in the
rapid diffusion of high-yielding

Box 3.5 Brazilian
manufactured exports

Since the mid-1960s Brazil's economy has
been growing at 8.4 percent a year. Ex-
ports make up quite a small share of GDP,
but their composition has shifted mark-
edly from primary products (notably cof
fee) to manufactured goods. Overall, the
proportion of manufactures in exports
grew steadily from 8 to 49 percent be
tween 1965 and 1981. This trend was ac-
companied by increases in real wages in
manufacturing to relatively high levels,
whose effect on the international com-
petitiveness of Brazil's exports was offset
in part by energetic export promotion
policies.

Brazil's manufactured exports grew at
19.5 percent a year between 1965 and
1981. The growth in exports of capital
goods and certain technologically so-
phisticated products was more spectac-
ular, even considering the low base. The
current dollar value of exports of non-
electrical machinery, for example, in-
creased from $17 million in 1965 to $864
million in 1979, that of transport equip-
ment from $8 million to $1,248 million,
and that of scientific and other equip-
ment from zero to $65 million.

The example of aircraft exports is typ-
ical. Brazil's first aircraft was built in 1910,
and a Brazilian, Santos-Dumont, was one
of aviation's pioneers, but the story of
this industry really began with the cre-
ation of a Ministry of Aeronautics in 1940.
Other public research and training insti-
tutions were organized later and pro-
vided a tradition of strong government
involvement. The drive for export mar-
kets began in 1969 with the formation of
Embraer, a mixed state-private enter-
prise. The public sector contributed cap-
ital and a team of engineers from its aer-
ospace research center, which had
designed a prototype, the Bandeirante.
Embraer produced 2,070 aircraft, mostly
under license, in its first decade.

The Bandeirante, a twelve- to eight-
een-seat turboprop designed for markets
in the developing countries, found a niche
in industrialized countries for feeder
routes as fuel prices rose. In 1980, out of
a total production of 250, 90 planes were
exported, 30 of them to the United States.
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Table 3.5 Composition of net capital flows to developing countries,
1960-62 and 1978-80
(percent)

Net capital flows 1960-62 1978-80

Official development assistance 59 34
Other nonconcessional flows, mainly official 7 13
Private nonconcessional flows 34 53

Direct investment 20 14
Export credits 7 13
Financial flows 7 26

Total 100 100

Memorandum item
Total amount (billions of dollars)

Current prices 9 84
1978 prices 25 76



varieties of crops. Studies of pro-
ductivity for a variety of food crops
in Latin America, Africa, and Asia
indicate strongly that where mod-
ern farming technology is avail-
able, its use, and hence the yields
achieved, depend to a great ex-
tent on the literacy of farmers.

Although the conditions for
steady growth are impossible to
prescribe, high levels of invest-
ment, efficiently deployed, are
obviously necessary. This in turn
requires either substantial domes-
tic savings or foreign capital in-
flows. Human development that
reduces the rate of natural pop-
ulation growth is also vital: high
rates of population growth re-
duce savings, use up capital, di-
minish the ratio of available land
and other resources to popula-
tion, and thus, especially in ag-
riculture, increase the capital re-
quired for additional output. Social
programs have succeeded in re-
ducing fertility in many middle-
income countries and several low-
income countries, and strikingly
so in China, Sri Lanka, and parts
of India. By contrast, population
growth rates in many other South
Asian, Middle Eastern, Latin
American, and most African
countries remain high despite high
mortality. A stable set of public
policies, capable of being ad-
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justed to new circumstances from
time to time, is also important.
This requires a degree of political
cohesion and administrative ca-
pacity.

Conclusions

This review of long-term trends
emphasizes that there is some-
thing of a virtuous circle in suc-
cessful countries. Growth is not
automatic, but must be carefully
nurtured, more so in times when
the international environment is
unfavorable. Investment is sus-
tained over long periods if re-
turns are high, which in turn en-
courages both domestic savers and
foreign lenders. The ability to
produce exports and import sub-
stitutes at internationally compet-
itive prices helps provide foreign
exchange and raise investment ef-
ficiency. For the remainder of the
1980s, most of the middle-income
developing countries now have
sufficient flexibility to continue
their growth, provided that the
international framework of trade,
capital, and labor movements is
sustained.

For many of the low-income
countries, the long-term trends
offer less reassurance for the fu-
ture. The achievements of these
countries in developing human

resources at low-income levels
have been impressive, although
continued poverty, as measured
by both economic and social in-
dicators, remains the dominant
characteristic of their economies.
Slow growth in many low-income
countries reinforces the central
worldwide concern with the
growing gap between rich and
poor. Only the relatively self-suf-
ficient economies of China and
India have laid foundations for
continued per capita income
growth through high rates of in-
vestment. The majority of low-in-
come countries, however, remain
extremely vulnerable to interna-
tional economic pressures.

The problems faced by the less
successful middle-income coun-
tries, particularly those still de-
pendent on primary commodity
exports, and by poor groups in
middle-income countries, should
not be underestimated. Nonethe-
less, it is clear that in the years
to come, development assistance
should be concentrated in the low-
income countries. The people of
these countries start the decade
most vulnerable to failures in
growth, but with enough aid to
sustain the implementation of ra-
tional policies, they could now
begin the transition to a rapid ex-
pansion in incomes.


