
4 Prospects for the 1980s

This chapter updates the exten-
sive discussion of the prospects
for the world economy in the 1980s
contained in last year's Report.
While the events of the past year,
described in Chapter 2, have not
substantially changed the longer-
term view, it will clearly be less
easy than was earlier thought for
growth in the developing coun-
tries to reach the High case (see
Box 4.1 for discussion of illustra-
tive growth scenarios). Industrial-
country growth may be re-
strained; aid and remittances will
grow more slowly than forecast
earlier; new debt will be costlier
and will come on top of existing
debt, the repayment of which is
less likely to be eased by inflation
than was the case in the 1970s. It
may be more difficult for devel-
oping countries to repeat past
achievements in export growth
and in penetrating markets in in-
dustrial countries. The prospects
for nonfuel commodity prices are
particularly poor. Given the liq-
uidity squeeze and the greater
difficulty of borrowing at high in-
terest rates, developing countries'
external adjustment may have to
be achieved by accepting lower
growth, especially in the first half
of the 1980s.

The industrial countries

Last year a plausible set of scen-
arios for the annual growth of

output in the industrial countries
in the 1980s lay between 2.8 and
3.6 percent. As unemployment
reaches 30 million in these coun-
tries, many observers have be-
come increasingly concerned
about the adequacy of existing
policies for achieving the joint
goals of stable prices, full em-
ployment, and satisfactory out-
put growth. Unless industrial
countries come quite close to the
High case, it is unlikely that they
will be able to reduce unemploy-
ment to acceptable levels in this
decade. The High case implies
growth of output from now until
1990 at 4.3 percent a year (which
compares, say, with 5.1 percent
in 1960-73). This could be
achieved, but with considerable
difficulty. Such a high rate of
growth would at first be facili-
tated by cyclical recovery, but it
would need to be sustained by
high investment in the produc-
tive and service sectors and in en-
ergy conservation. Such invest-
ment is at present held back in
many OECD countries by high real
interest rates.

For the industrial nonmarket
economies, the outlook has also
worsened over the past year as
the magnitude of their structural
crises has become apparent. Their
growth prospects are important
for the few developing countries
tied to Eastern Europe and the
USSR through trade and aid. The

Polish debt difficulties have had
a chilling effect on the world en-
vironment for capital flows, which
is beginning to be felt by several
countries including Romania and
Hungary.

In addition to recovery in the
OECD, the High case presup-
poses strong efforts to maintain
and enlarge international trade
flows. Such measures are partic-
ularly important for the middle-
income countries needing to serv-
ice large debt obligations. But low-
income countries would also ben-
efit. In particular, smooth in-
creases in energy export volumes
and prices are desirable, since er-
ratic changes have in the past in-
duced inflation and large swings
in trade and payments balances,
and inhibited growth. In addi-
tion, trade expansion facilitates,
and is in turn encouraged by,
larger capital movements. Low-
income economies are especially
constrained by shortages of for-
eign exchange; greater flows of aid
and other capital are an integral
component of High case growth
for these countries.

These elements of the High case
scenario, however, are only partly
visible at present. The current
weakness in oil prices is a mixed
blessing for developing countries.
For the oil exporters, who make
up one-fifth of the population of
developing countries, it often
means curtailing planned devel-
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opment expendituresas in Ni-
geria. For oil importers, both de-
veloped and developing, there is
a useful pause in the rising trend
in import costs, but progress to-
ward adjustment to higher en-
ergy prices in the long term is in-
hibited by price weakness or
uncertainty. Countries that re-

ceive concessional aid and other
capital flows from oil-producing
countries are also adversely af-
fected by the decline in the oil
producers' surpluses. Despite
weak oil prices, many of the in-
dustrial countries are still not ad-
justingin the sense of bringing
investment and savings into equi-
librium at a high enough level to
sustain rapid growthand if gov-
ernments that are making the ef-
fort to do so are stymied by po-
litical pressures, then low global
growth for the rest of the decade
would follow.

International economic linkages

The world economy is gradually
becoming less dependent on a
single source of growthit is in-
creasingly an oversimplification
to see it as driven exclusively by
developments in the advanced
countries. South-South trade (in-
cluding trade with high-income
oil exporters) accounts for over 7
percent of world trade and over
a quarter of the South's exports,
despite trade restrictions. There
are also multiple development
poles for which trade with nearby
countries is important; for exam-
ple, the development plans of the
Middle Eastern oil exporters af-
fect Turkey's exports, and the
countries of the Pacific rim share
links with each other and with
Japan.

Nevertheless, actions by the in-
dustrial economies shape the out-
look for developing countries in
many important ways. In 1972-73
the simultaneous actions of the
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Box 4.1 Growth scenarios
Growth projections in the form of alter-
native scenarios are useful ways to illus-
trate possible outcomes under various
combinations of decisions and events. The
World Bank uses a global model to yield
internally consistent projections of de-
veloping-countsy growth rates. The model
takes into account likely developments
in world trade and capital flows that en-
force internal and external balance across
all regions of the developing world.

The High case scenario would illus-
trate successful economic adjustment by
the industrial economies to current prob-
lems of low growth and high inflation.
Rapid recovery from the current reces-
sion would be followed by sustained
growth of over 4 percent a year for the
remainder of the decade. Under the High
case assumptions, the developing coun-
tries would benefit from higher levels of
trade with the developed world, in both
manufactured goods and primary prod-
ucts. Increases in aid and exports would
help alleviate the problems of the least
developed countries. Oil exporters would

High and Low case assumptions

Industrial economies' GDP'
Industrial countries' exports
Industrial countries' imports

Demand for capital
Trade barriers
Official development assistance as

percentage of GNP (DAC Countries)

be able to borrow to maintain the high
imports which have helped them expand
quickly. Such an international environ-
ment would enable developing countries
to sustain growth at least at their 1970-
80 rates.

The unfavorable set of assumptions
embodied in the Low case would result
in a very different world in 1990. Lower
growth in the industrial economies would
depress demand for primary products and
thus keep the prices and volume of de-
veloping-country exports of these prod-
ucts down. Trade barriers, especially
against manufactured goods, could tend
to grow as a means (albeit self-defeating)
of containing the rise in unemployment
in the industrial nations. As a result, ad-
justment problems would be exported to
developing countries. This would restrict
the growth of non-oil imports into those
countries; debt repayments on loans dis-
bursed in the past decade would, for
many borrowers, prevent further large
net financial transfers, so rates of growth
would be constrained.

Lou' case Hsh case

Average real annual growth
rates, 1980-90

2.8 3.6
3.8 5.5
3.0 4.8

1990 scenarios
Low High
High Low

0.33 0.37

a. Given estimated rates of growth from 1980-82 (Table 2.1), the implied rate of growth
from 1983 to 1990 is 4.3 percent a year in the High case and 3.3 percent in the Low case.

industrial countries contributed to
the overheating of the world
economy, a primary product
boom, and subsequent oil price
increases and recession. Their
overall growth rates and their
openness to imports have strongly
influenced the volume and prices
of developing country exports.
Fiscal and monetary policies, and
the related balance of savings and
investments, not only in the in-
dustrial countries but also in high-

income oil-exporting countries,
influence the cost and the volume
of credit to the developing coun-
tries. In some countries high
growth and reduced unemploy-
ment also tend to facilitate, and
slow growth to restrict, flows of
aid. The outlook in each of these
areas is discussed below.

Trade

The recession in the industrial
countries is limiting demand for



Box 4.2 Is there a protectionist danger?
Attempts by interest groups in various
countries to gain protection from imports
now make frequent front-page news.
Beef, sugar, tobacco, clothing, textiles,
footwear, electronics, automobiles, and
steel are cases in point. With the reduc-
tion of tariffs in the industrial countries
to negligible levels for most products,
protection has largely taken the form of
nontariff barriers: quotas, so-called vol-
untary restraints, orderly marketing ar-
rangements, price-maintenance agree-
ments, more intense application of anti-
dumping legislation, countervailing du-
ties and safeguard procedures, subsidies
for supplier's credits, as well as, more
recently, measures that directly increase
incentives for domestic producerssuch
as subsidies to industries (notably ship-
building) or to individual firms facing
foreign competition. Unlike tariffs, many
of these forms of protection are bilateral,
restricting imports from only one coun-
try. They are largely outside the scope
of GAfl regulations, and many need only
administrative, rather than legislative,
decisions to come into force.

The degree of protection olfered by
such increasingly important nontariff
forms cannot be measured directly, and
it is therefore far more difficult than with
tariffs to assess how greatly they restrict
trade. For example, imports did not surge
following the expiration of the US re-
straint agreement on footwear in 1980,

just as they had not declined following
its implementation in 1978. In the first
five months under the automobile re-
straint agreement between the United
States and Japan, Japanese automobile
exports to the United States were only
0.2 percent higher than a year earlier,
but the average price per car was almost
25 percent higher. Therefore, without the
quota, a larger number of automobiles at
lower prices would presumably have been
available to consumers. Quotas clearly
restrict imports of Japanese automobiles
to France and of textiles and footwear
into Norway and Canada. The impact of
the EEC's cartel-like arrangements on steel
trade is more uncertain.

Some observers feel that recent calls
for protection are unlikely to be reflected
in new legislation and that this augurs
well for the future. lhey note that un-
filled quotas still exist even in the Multi-
Fibre Arrangement, and that most new
protection mechanisms are selective and
not yet institutionalized. When imple-
mented, the cuts agreed to in the Tokyo
Round will offset some administered re-
strictions, and the next round of GATT
discussions is likely to address many ot
the new protective mechanisms specifi-
cally. In addition, economic recovery is
expected to reduce domestic demands for
protection.

A less sanguine view is that there has
been no systematic analysis of world trade

changes since the mid-1970s from which
to conclude that protection has not in-
creased significantly. Further, exports
may well have been discouraged by
threats of restrictions. Today's institu-
tionalized restrictions (in textiles and steel,

for example) were yesterday's temporary
measures. The very "grayness" of pre-
sent measures may help interest groups
in importing countries resist future re-
ductions in barriers. And the coming
economic recovery may not immediately
reduce the pressures for protection, since
it will take time to reduce unemployment
substantially and put slack industrial ca-
pacity back into full use. New restric-
tions might therefore continue to mount.

Though inward-oriented policies are
not warranted, since they would sacrifice
the immense potential gains from trade,
nevertheless there are valid reasons for
fearing increased protection. In the words
of the director general of GATT, "There
may be a need for the friends of the open
trade system to recognize that passive
support is no longer enough if the sys-
tem is to be preserved." Preservation of
the system is, of course, a minimum tar-
get. Policies that have led over the past
thirty years to the trends toward grow-
ing openness, in developed and devel-
oping countries alike, must be actively
and forcefully encouraged.

imports from developing coun-
tries, and the relative prices of
primary products are likely to re-
cover only slowly. There are also
increasing pressures in devel-
oped countries for protection
against imported manufactured
products (Box 4.2), although so
far most have been successfully
resisted. If the High case is
achieved, however, and there is
sustained growth from 1983 on-
ward, productive capacity would
be more fully used and the pres-
sures for protection lessened be-
fore further trade barriers are con-
structed.

The High and Low scenarios
imply that exports from the de-
veloping countries will grow at the
rates shown in Table 4.1. The de-
veloping-country export growth
rates implied by the High case are
crucial for permitting adjustment
with sustained growth. Nothing
is more likely to jeopardize the

Table 4.1 Export growth from developing countries, 1970-90
(average annual percentage change)

strong growth momentum built
up over the past thirty years than
a renewal of protectionism. Im-
ports into the high-income oil-ex-
porting countries, and remitt-
ances from them, should also
grow at more modest rates than
those since 1973. On balance, the
prospects over the next few years
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Exports 1970-79

1980-9 0

Lou' case High case

Total exports
Exports of manufactures

5.2
14.0

3.5
4.7

6.8
11.4



are for the relatively slow growth
of world trade and only a modest
recovery from the present se-

verely depressed commodity
prices.

Oil prices

After rising until mid-1981, the real
price of oil fell for a period, as it
did from 1975 to 1978; but this fall
is not likely to affect the long-term
upward price trend. This trend is
determined by demand and sup-
ply conditions, which have not
substantially changed over the
past year. As expected, some suc-
cessful oil exploration has added
modestly to reserves, but invest-
ment in alternative fuel sources
has declined somewhat. Gas de-
velopments are also lagging. Ex-
ploration for oil and gas and in-
vestment in new developments
are capital-intensive activities with
long lead times. Such activities
tend to be curtailed when interest
rates are high. The impetus for
substituting coal for oil has be-
come, for the time being, less
strong, and investment in the ex-
traction of fuel from tar sand and
shale has likewise been almost
abandoned as capital costs have
risen. The price increases from
1973 to 1981 have induced sub-
stantial conservation in most
countries, but more fundamental
changes in the design of new
buildings and equipment have
been delayed by the slowing down
of investment in industrial coun-
tries. The stock of capital is, by
and large, still much more energy
intensive than available technol-
ogy would permit, and this con-
strains efficiency.

Overall, a real increase in the
price of oil of some 2 percent an-
nually from 1982 to 1995 seems
most likely (Table 4.2), although
it is impossible to be precise about
the trajectory. Rates of growth in
industrial countries, the main
consumers, will exert the major
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influence on prices, as will pro-
duction levels, which in Iran and
Iraq are now curtailed by war.
Barring disruptive events, the
most likely outcome is no change
in real terms until about 1985, with
increases of 2.5 to 3 percent an-
nually thereafter if production ex-
pands roughly in line with de-
mand. It would take until around
1995 to reach a price of $41 per
barrel (in 1981 prices). This is
slightly lower than was assumed
last year, and such a trajectory
would help support higher
growth. But if, because of supply
constraints, the oil price rose by
over 3 percent annually over the
1980s or increased sharply in a
single year, this would have an
adverse effect on growth. Both oil
importers and oil exporters have
an important role in avoiding the
price fluctuations that have proved
so damaging to their own econo-
mies, to those of the oil import-
ers, and to the world economy as
a whole.

Commercial capital flows

The international environment af-
fects commercial capital flows to
developing countries in two ways.
First, interest rates (determined
mainly by the industrialized mar-

Table 4.2 Average OPEC
petroleum prices, 1970-95

Note: For 1970 this price refers to Saudi
Arabian light, fob. Ras Tanura; for the
following years it refers to the weighted
average fob, price of petroleum exports
from OPEC countries.

ket economies but modified by the
"spread" each borrower pays) af-
fect the volume of debt a country
can prudently afford to incur. Real
interest rates are now very high
(the London Interbank offer rate
averaged 16.5 percent in 1981,
while real interest rates on US
dollar commercial loans seem to
be well over 7 percent), and nom-
inal rates still exceed most fore-
casts of inflation by a wide mar-
gin. Although both inflation rates
and interest rates are expected to
decline as monetary policies be-
gin to achieve their objectives, real
interest rates are likely to remain
well above the 2 percent real rate
that prevailed from 1960 to 1970,
and far above the negative rates
of much of the 1970s. Second, the
developing countries' ability to
service future debt depends on the
buoyancy of their exports. Thus,
for both reasons, if the present
austere environment were to con-
tinue throughout the 1980s (that
is, if the Low scenario were to
prevail), developing countries'
borrowing from financial institu-
tions would scarcely grow at all
in real terms (Table 4.3). Net me-
dium- and long-term borrowing
would average about $90 billion
a year for the rest of the 1980s.

If the industrial countries re-
cover rapidly, the developing
countries' borrowing would in-
crease, underwritten by larger ex-
port revenues; their net annual
borrowing over the decade would
average at least $115 billion. Eco-
nomic recovery in industrial
countries would not only enlarge
the market for manufactured ex-
ports but also strengthen those for
agricultural products and min-
erals. The rapidly growing and
exporting countries may well find
access to capital markets easier
than the High scenario implies for
the group as a whole. Low-in-
come countries, whose share is
2.2 percent of total private flows,

Year
1981 dollars
per barrel

1970 4.1
1974 19.9
1978 15.3
1979 19.8
1980 29.4
1981 34.3
1982 32.0
1985 32.0
1990 37.0
1995 41.0



are likely to gain little additional
access to capital markets.

Private direct investment may
also be a source of buoyancy. After
remaining at a plateau in the 1974-
77 period, private direct invest-
ment in developing countries has
grown at over 20 percent a year
in nominal terms. Some countries
that earlier had not sought to at-
tract private investment are now
changing their policies to take ad-
vantage of the technology and
management package it can bring.
This change in policies is likely to
increase total capital inflows
somewhat, particularly to coun-
tries that are growing well.

In the 1980s some forty coun-
tries will continue to rely almost
entirely on official development
assistance (ODA) to supplement
domestic resources for physical
and human development. This is
particularly the case in sub-Sa-
haran Africa. For some countries,
if aid flows are large enough and
combined with improved domes-
tic policies, the 1980s could be the
turning point in development.
Another fifty countries should be
able to reduce their dependence

on ODA, provided they replace
such assistance with nonconces-
sional flows gradually enough to
remain creditworthy and to man-
age their debt-service obligations.
Official flows can play a key role
in the transition because the ma-
turity of these loans is relatively
long.

If industrial countries' recovery
is further delayed, aid flows are
assumed to grow in real terms
even more slowly than GNP, thus
reducing the share of official de-
velopment assistance in the GNP
of DAC member countries to about
0.33 percent. The share of private
financing in total capital flows
would thus grow markedly. In the
High scenario a slightly higher
growth of aid is postulated to
maintain the ratio of ODA to GNP
at about 0.37 percent. If the de-
velopments of the past three years
are continued, the latter could be
achieved (Box 4.3). Official as-
sistance from OPEC, and in par-
ticular from the high-income oil
exporters, has been much higher
in relation to GDP than that from
OECD countries; this has been
made possible largely by their

Table 4.3 Net financing flows, all developing countries, 1970-90

balance of payments surpluses.
Despite the expected reduction in
the size of these surpluses, in the
absence of data on official inten-
tions, aid from high-income oil
exporters is assumed to remain at
its present level in relation to GNP.

Prospects for developing
countries

The performance of developing
countries in the 1980s will depend
partly on developments in the in-
ternational environment, de-
scribed above, and partly on do-
mestic policies. As was stressed
in Chapter 2, in very large de-
veloping countries and in indus-
trial and newly industrializing
countries, growth paths depend
largely on domestic policies, which
can be chosen from among a va-
riety of possible options. But small
low-income countries have lim-
ited policy options, and global
economic conditions are of the ut-
most importance to them. The de-
velopment of the poorest, most
slowly growing countries in sub-
Saharan Africa in the immediate

Note: Developing countries exclude China.
Excludes short-term capital and reserve changes.
Excludes official transfers.
Net ODA is defined as net disbursements of concessional official loans plus official transfers.
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(billions of current dollars)

Projected, 1990
Annual grou'th rates

1980-90 1980-90
Net financing 1970 1980 1981 1982 Low case High case 1970-80 Low case High case

Official transfers 1.2 12.1 12.8 13.6 28.3 32.7 26.0 8.9 10.5
Private direct investment 2.5 11.8 15.3 15.8 19.4 24.4 16.8 5.1 7.5
Medium- and long-term loans,

net disbursements 9.1 57.3 71.4 81.0 99.2 151.1 20.2 5.6 10.2
Official 4.1 20.4 23.4 25.0 44.0 54.9 17.4 8.0 10.4
Private 5.0 36.9 48.0 56.0 55.2 96.7 22.1 4.1 10.1

Total 12.8 81.2 99.5 110.4 146.9 208.2 20.3 6.1 9.9
Total (1980 prices) 32.7 81.2 99.5 102.5 82.1 116.3 9.5 0.1 3.7

Memorandum items
Net exports

(goods and services) -8.5 -59.1 -88.7 -75.8 -61.3 -110.0 -21.4 -0.4 -6.4
Current account balanceb -10.9 -75.0 -117.3 -109.2 -124.5 -182.7 -21.3 -5.2 -9.3
Net official development

assistance 4.1 22.8 23.6 25.8 53.6 65.7 18.7 8.9 11.2
Debt outstanding and disbursed 63.7 445.2 516.6 597.6 1,287.0 1,450.0 21.5 11.2 12.5



Box 4.3 Prospects for ODA
Over the past decade official develop-
ment assistance (ODA) grew at 4 percent
a year in real terms, twice as fast as in
the 1960s. This was largely due to the
increased levels of aid from the oil-ex-
porting countries, but aid from the in-
dustrial countries also grew faster than
the GNPs of the donors.

From 1977 to 1981 total ODA grew at
4.4 percent a year in real terms, and if
this growth were to be maintained this
would help meet the requirements of the
High case. Also since 1977, total ODA
has grown faster than nonconcessional
flows to countries receiving ODAa re-
versal of the 1973-76 trend. This was
largely due to the rapid growth of mul-
tilateral ODA, in particular the disburse-
ment of the IMF's Trust Fund. In 1980
disbursements of multilateral ODA ac-
counted for 23 percent of the total, up
from 13 percent in 1970. In 1981, how-
ever, these disbursements fell with the
exhaustion of the Trust Fund resources.

The prospects for growth in the re-
sources of the multilateral development
institutions are uncertain, but it seems
likely that multilateral ODA will grow in
line with the overall growth in resources
and thus that its share of total ODA will
not increase further. For bilateral ODA
the prospects are mixed. All DAC mem-
bers (except the United States and Switz-
erland) have committed themselves to
achieving the target level of multilateral
and bilateral aid of 0.7 percent of GNP,
and some have agreed to do so by 1990.
Denmark, the Netherlands, Norway, and
Sweden exceeded this target several years
ago and plan to increase the level of their
assistance over the next several years.
Italy (Box 2.1) and France also plan sub-
stantial increases, and more moderate in-
creases are expected from Canada, the

from DAC members

Federal Republic of Germany, and Ja-
pan. For the United Kingdom and the
United States a marginal decline in the
real level of aid flows is expected in the
near term. The United State contributes
less than one-fifth of the total in the DAC
countries and the figure is falling. Aid

ODA projections, 1985

Note; This table uses the same concepts as
Table 16 in the World Development Indi-
cators. It is based on staff projections for
official aid, GNP, and the relevant ex-
change rates; official projections are not
available for all countries. The figures cover
official development assistance as defined
by the DAC.

flows from DAC members, excluding the
United States, should grow in real terms
by 4 percent a year to 1990. The flows
of ODA projected in the High case de-
pend in particular on a determined effort
by the United States to reverse the de-
clining trend, and on an acceleration of
output growth in industrial countries.

future depends very much on aid
and trade trends, but in the longer
run, domestic policies are critical.

Middle-income countries

Table 4.4 illustrates a range of
outcomes consistent with the as-
sumptions described above. Even
if growth remains slow in the in-
dustrial countries, middle-income
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developing countries can be ex-
pected to achieve a per capita
growth rate of at least 2 percent
in the 1980s. Though somewhat
faster than that of North America
and western Europe, this rate of
growth means that for the aver-
age person in middle-income
countries, income would increase
by only about 25 percent in ten

years. Compared with past per-
formance and present potential,
needs, and expectations, such a
rate is clearly inadequate, If
growth is slower than projected
here, unemployment problems
would mount, causing hardship
and exacerbating social and polit-
ical tensions that would make
economic management more
complicated.

Within the middle-income
group, the experience of individ-
ual countries will obviously vary,
depending on the composition and
geographic distribution of their
trade, their resource endow-
ments, and the policies followed.
The major exporters of manufac-
tures would continue to grow
most rapidly, because they have
acquired an ability to respond to
the changing structure of world
markets. Several countries with
still low but rapidly increasing
manufacturing production and
exports are likely to grow faster
than those which still rely heavily
on primary commodity exports
other than fuel. For the latter, de-
pressed terms of trade and slow
growth of export volume would
limit imports and their ability to
borrow.

Low-income countries

The low-income countries, con-
sidered as a group, would also
maintain some growth momen-
tum in the 1980s, even if world
economic conditions remain as
unfavorable as they are now.
China's growth record has been
above average for a low-income
country, and India's recent in-
creases in savings and invest-
ments and its improved agricul-
tural productivity should lead to
continued increases in per capita
incomes during the 1980s. But the
average income per person in most
other low-income countries would
probably show negligible growth,
especially in the Low case, a!-

DAC countries

Millions of
current
dollars

Percentage
of GNP

Australia 1,180 0.53
Austria 350 0.30
Belgium 900 0.57
Canada 1,870 0.49
Denmark 800 0.75
Finland 300 0.50
France 6,670 0.68
Germany, Fed. Rep. 5,750 0.47
Italy 2,030 0.35
Japan 6,420 0.36
Netherlands 2,340 1.00
New Zealand 90 0.27
Norway 950 1.00
Sweden 1,710 0.95
Switzerland 540 0.35
United Kingdom 2,490 0.34
United States 8,030 0.20

Total DAC 42,410 0.37



though some, such as Pakistan,
may outperform the group as a
whole.

Even for China, the prospect of
low growth in the 1980s presents
grave difficulties. Increased im-
ports of high-technology capital
goods are essential to the success
of China's efforts to improve
overall efficiency, and the coun-
try must produce enough food for
its growing population to prevent
food imports from absorbing the
gains of its new export effort. Pro-
ductive employment must be cre-
ated for well over 100 million peo-
ple who will enter the labor force
over the decade. The marginal
productivity of labor in agricul-
ture is already low, and not much
additional labor can be produc-
tively employed there. Yet efforts
to modernize the techniques of
manufacturing production will
probably mean that in the short
run new investments in this sec-
tor will generate less employment
than those undertaken hitherto.

India's problems are also seri-
ous, although the trend of agri-
cultural production promises self-
sufficiency in food grains and a
gradual reduction of malnutri-
tion. More efficient use of man-
ufacturing, power, and transport
capacities should result if recent
policy changes are followed
through. Nevertheless, since In-
dian states accounting for about
a third of the country's popula-
tion have recorded almost no per
capita income growth over the past
twenty years, one cannot con-
sider with optimism the pros-
pects for India's poor if world
economic recovery is delayed.

The prospects for sub-Saharan
African countries remain poor,
and many are in a situation even
more desperate than a year ago.
In all low-income countries, sus-
tained investment in human re-
sources, development institu-
tions, and physical infrastructure

Table 4.4 Growth of GDP in developing countries, 1960-90

is, for the reasons spelled out in
Chapter 3, essential to sustained
growth in per capita output. This
would be helped by directing a
larger proportion of bilateral
concessional aid to low-income
countries.

Under the more favorable con-
ditions of the High case, even the
small low-income countries would
experience some growth; in
others, including China and In-
dia, substantial income growth
would be registered and would
allow productive employment to
lag less far behind the rising labor
force. The fastest-growing mid-
dle-income countries would ap-
proach the income levels of post-
war western Europe and would
be well on their way to catching
up with the industrial countries
early in the next century.

Oil exporters

Prospects for the oil-exporting de-
veloping countries look quite sim-
ilar under both scenarios. Both
scenarios envisage a rapid expan-
sion of productive activities other
than those based on oil, and under
the High case they would enjoy
more favorable markets for their
non-oil exports and would be able
to borrow more. Reducing reli-

ance on oil exports is difficult and
complex, but these countries have
enough internal resources and
borrowing potential to effect such
a change. Several members of this
group may be able to improve
their performance faster than can
now be anticipated.

Indeed, this holds for all coun-
try groups. The sets of circum-
stances that make up the Low and
High cases are neither forecasts
of what will happen nor firm
boundaries of what is feasible.
Recent developments, however,
make the achievement of the High
case a more distant possibility than
was expected last year. Neverthe-
less, if the low-performing coun-
tries were to emulate average per-
formance levels, or the average
performers to reach those of the
best, even the growth rates of the
High case could be exceeded by
a wide margin. It is nonetheless
certain that if the Low case comes
about, the prospects for a world
of growing prosperity, linked by
efficient flows of trade, capital, and
labor, will be dimmed. For the de-
veloping countries, particularly the
poorest of them, the implications
extend beyond slow growth to a
dramatic increase in poverty, un-
employment, and human misery.
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(average annual percentage change)

GNP per capita

Country group 1960-70 1970-80

GDP, 1980-90 1980-90

High Low High Low

All developing countries' 5.9 5.1 5.7 4.5 3.3 2.2
Oil importers 5.7 5.1 5.4 4.1 3.1 1.8

Low-income 4.2 3.0 4.1 3.0 1.8 0.7
Sub-Saharan Africa 4.0 2.4 3.0 1.9 0.1 - 1.0
Asia 4.3 3.2 4.4 3.2 2.1 1.0

Middle-income 6.2 5.6 5.6 4.3 3.4 2.1
East Asia and Pacific 7.9 8.2 8.1 6.4 6.0 4.3
Latin America and

Caribbean 5.3 6.0 5.6 4.6 3.2 2.3
Middle East and North

Africa 4.1 4.9 4.1 3.2 0.9 0.0
Southern Europe 7.0 4.6 4.6 3.0 3.3 1.7
Sub-Saharan Africa 4.1 3.5 3.1 2.8 0.3 0.0

Oil exporters 6.5 5.2 6.5 5.4 4.0 2.9

a. Excludes China.


