
3 The outlook for developing countries

The previous chapter has placed the difficulties of
the past few years in their historical perspective.
This chapter looks ahead to the middle of the next
decade. It concludes that most developing coun-
tries should be able to regain their growth mo-
mentum, but to do so will require a more favorable
world environment, coupled with significant ef-
forts by the developing countries themselves to
make better use of their resources. Even in those
circumstances, the outlook for some of the poorest
countries is somber.

In common with previous World Development Re-
ports, no attempt has been made to predict the
future. This chapter instead provides a consistent
framework for exploring the links between coun-
tries and between economic variables, so as to
illustrate the effects of different policies and events
on the developing countries. To assist this analysis,
three sets of projections-Low, Central, and High
growth scenarios-have been prepared through
1995; the results are summarized in Table 3.1. The
Central case does not represent the most probable
outcome; it is merely the middle set of the three
scenarios that serve to illustrate the likely impact
of different policies. All three have required judg-
mental adjustments, particularly with respect to
policy changes. A more detailed explanation of the

TABLE 3.1
Past and projected growth of GOP, 1960-95

methodology used in elaborating these scenarios
is given in the Technical appendix.

The purpose of assessing the outlook as far ahead
as 1995 is to abstract from cyclical fluctuations and
concentrate on underlying trends. However, the
recession of 1980-82 was so severe that it is bound
to affect statistical averages for several years. In
order to avoid distorting the picture, the years to
1995 have been divided into two periods-1980-85
and 1985-95.

Before examining the domestic determinants of
growth in developing countries, this chapter dis-
cusses the external factors that affect economic
performance. These include growth in industrial
countries, energy, trade, workers' remittances, and
capital flows. The analysis focuses mainly on the
Central case, but indicates policies that would make
the High and Low scenarios more likely.

Growth in industrial countries

The Central case assumes that GDP in industrial
countries will grow at about 3.8 percent a year
during the recovery period and up to 1990, and
thereafter at about 3.5 percent a year. Though gov-
ernments are likely to proceed cautiously for fear
of reigniting inflationary pressures, a rate of growth
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(average annual percentage change)

Country group 1960-73 1973-80 1980-82 1982-85

1985-95

Low Central High

All developing countries 6.0 4.7 1.9 4.4 4.7 5.5 6.2
Low-income

Asia 4.6 5.4 4.1 4.5 4.5 4.9 5.3
Africa 3.5 1.4 0.5 2.9 2.7 3.3 3.9

Middle-income
Oil importers 6.3 5.2 1.2 4.5 4.4 5.7 6.9
Oil exporters 7.0 3.7 1.7 4.0 5.3 5.7 5.8

Industrial countries 5.1 2.5 0.4 3.0 2.5 3.7 5.0



approaching 4 percent following a recession would
be modest compared with past industrial-country
recoveries. Nonetheless it would enable the waste
and social costs represented by 30 million now
unemployed to be substantially reduced.

As unemployment declines, in time labor short-
ages will appear and restrain industrial countries'
growth. If present immigration policies remain un-
changed, declining population growth rates and
other demographic changes will reduce the growth
of the labor force in industrial countries from about
1.25 percent a year between 1960 and 1980 to about
0.7 percent a year in 1985-95. Over the projection
period technical progress is assumed to produce
an annual growth in per capita output of about
2.8 percent, a level comparable to that of the past
two decades. The GDP deflator (in dollars) for the
industrialized countries is assumed to average 6.4
percent in 1982-95; real short-term interest rates
are assumed to average 3 percent over the same
period.

Energy

The links between energy prices, energy demand,
and economic growth have become complex.
Progress made so far in conservation has only
scratched the surface of what is technologically
possible and likely to be economic at higher energy
prices. Conservation is more than the adjustment
of thermostats, retrofitting, switching to smaller
cars, and similar measures, which represent the
main efforts undertaken to date. It also implies
innovation in design and hence new investment.
Significant gains can still be made.

Those gains depend on policies that reduce the
energy used per unit of output and induce a shift
from dependence on imported oil at high prices
to greater use of cheaper alternatives, domestic or
imported. Such policies include raising energy
prices; taxation and other fiscal incentives; invest-
ment in domestic supplies of energy; training; and
promotional and educational efforts. These meas-
ures encourage more energy-efficient processes in
industry, transport (fuel savings, railway electri-
fication), households (improved woodstoves), and
electric power (loss reduction, use of waste heat,
and improved load management). Some devel-
oping countriesnotably Brazil, China, and the
Republic of Koreahave reduced their commercial
energy intensity in recent years and shifted to
cheaper substitutes. Other countries have yet to
correct their policy stance and develop well-
defined programs for managing energy demand.

28

The slowdown in economic activity is another
major cause of the slower rise in energy demand
since 1973. Nevertheless, the global demand for
energy can be expected to rise again rapidly to-
ward the end of the 1980s. If GDP in the industrial
countries grows at nearly 4 percent a year and in
the developing countries at about 5.5 percent a
year between 1985 and 1995, world commercial
energy consumption is likely to rise by about 2.3
percent a year in 1985-95, compared with 3 per-
cent from 1970 to 1980. For developing countries
alone, the growth rate is likely to reach about 4.5
percent a year. This projection assumes not only
Central case GDP growth, but also further prog-
ress in conservation and the production of new
energy supplies.

Rising demand for energy would influence the
course of energy prices. In the short run, energy
prices could soften considerably in response to low
demand and the urgent needs of energy exporters
for revenue; the 1983 price is now forecast to be
some 20 percent lower than in 1982. A sustained
period of depressed oil prices (and hence energy
prices) would almost certainly slow the pace of
energy conservation and affect the production of
other forms of energy. As GDP growth recovers,
however, real oil prices will rise, and energy de-
mand may be expected to grow more quickly than
the availability of cheap, incremental supplies. By
the mid-1990s the real price of oil is expected to
be about 20 percent above its 1981 peak. The Cen-
tral scenario assumes that the oil-price rise in real
terms averages 1.6 percent a year between 1982
and 1995.

Despite their conservation efforts, which led to
a decline in their consumption of oil, the long-
term dependence of industrial countries on im-
ported oil will not diminish substantially, since
their own productionparticularly in the United
States and the North Seais also expected to de-
cline gradually. The OPEC countries will therefore
remain the main exporters of petroleum, with OPEC
prices exerting a strong influence on international
energy prices.

With the price of oil rising over the medium
term, the future pattern of energy consumption is
likely to differ markedly from that of the 1970s.
Oil consumption is expected to grow by less than
1 percent a year in 1985-95, contributing only 11
percent of the increase in global energy consump-
tion between 1980 and 1995, compared with 43
percent during the 1970s. Coal, primary electricity
(nuclear and hydroelectric power), and natural gas
are expected to compensate for the declining share



FIGURE 3.1

Global energy consumption, 1970-95
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of oil in total energy consumption (see Figure 3.1).
The industrial countries, as well as some devel-
oping countries, will turn increasingly to coal to
meet their energy needs (see Table 3.2). Although
its use tends to be constrained by environmental
concerns and high transport costs, the expected
slower rise in the production costs of coal will give
it a competitive edge over other fuels. Of the pro-
jected increase in global energy demand between
1980 and 1995, coal is expected to supply 35 per-
cent, primary electricity 29 percent, and natural
gas 25 percent. Rising project costs have resulted
in a sharp reduction of synthetic fuel projects.
Hence nonconventional fuels will play only a mi-
nor role during the 1980s and early 1990s.

The prospect of rising real oil prices underlines
the urgency of adopting appropriate national
energy policies. At their heart lie domestic energy
prices. They have to signal the real long-run cost
of energy to all energy suppliers and users so that
the desired structural changes in supply and de-
mand, for particular fuels and for energy as a whole,
will take place. Further, since the risks and costs
of interruptions in supplies and sudden price
increases are high for oil-importing developing
countries, it is important for them to accelerate the
development of their own energy resources. For-
tunately, many developing countries, including
some oil exporters, have moved or are moving
domestic energy prices toward world prices. De-
spite the anticipated short-term weakness in the
oil markets, energy development in the develop-

ing countries at prevailing (or even somewhat
lower) oil prices remains profitable, particularly if
the high cost of interruptions in supply is taken
into account. Short-term fluctuations in the price
of oil should neither lead to complacency nor deter
countries from pursuing conservation and pro-
duction goals.

Trade

Foreign trade enables developing countries to
specialize in production, exploit economies of scale,
and increase foreign exchange earnings needed to
pay for imports. A good export record also
strengthens creditworthiness and permits greater
access to private loans. As Figure 3.2 shows, the
developing countries' exports are directly affected
by growth in the industrial countries. They are
also influenced by the level of protectionism in the
industrial world. The Central case assumes that
industrial countries will institute no new protec-
tionist measures between now and 1995.

The sensitivity of developing-country exports to
activity in the industrial countries can be illus-
trated by a calculation based on some simplifying
assumptions. If GDP in the industrial countries
were to rise by just 5 percent a year between 1982
and 1984, the oil-importing developing countries
would increase the value of their exports by 20 to
30 percent and the volume by about 10 percent.

FIGURE 3.2

Real GDP growth of industrial countries and export
volume growth of developing countries, 1966-82
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TABLE 3.2
Commercial primary energy production and consumption by country group, 1970-95
(million barrels per day of oil equivalent)

Welcome though such an improvement would be,
it would still be muted by comparison with the
mid-1970s. In 1977, after two years of recovery in
the industrial countries, the oil-importing devel-
oping countries raised the value of their exports
42 percent above their 1975 level, and the volume
by 24 percent.

Since the Central case assumes that economic
growth in the industrial countries will be slower
in 1985-95 than it was in the 1950s and 1960s, it
is postulated that world trade will also grow more
slowly. The 5 percent annual growth of world trade
projected for 1985-95 is about the same as was
achieved in 1973-80, but greater than that pro-
jected for 1980-85 (see Table 3.3). Within this total,
the industrial countries are expected to increase
their exports more slowly than in 1973-80. One
reason for this slowdown is that a large proportion
of their output of goods is already traded-30 per-
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cent of their production of machinery, for exam-
ple. Increases in the trade of industrial countries
are therefore likely to be slower in relation to GDP
growth than they have been in the past.

Slower growth of industrial countries' trade will
undoubtedly restrain the growth of developing
countries' exports. Nonetheless, the developing
countries are expected to increase their share of
world trade. The low-income countries are pro-
jected to maintain the same growth in their exports
as they managed in 1973-80, although China's ini-
tial export drive is assumed to slow down. The
middle-income oil importers would have the fast-
est growth of all, also about the same as that
achieved between 1973 and 1980. By contrast, ex-
ports by oil-exporting developing countries would
rise the slowest, consistent with the slow growth
in energy demand.

Although the Central case assumes no new pro-

Country group

1970 1980 1995

Production Consumption Production Consumption Production Consumption

Low-income 5.5 6.0 10.8 11.0 19.1 18.8
Petroleum 0.7 1.3 2.4 2.7 3.8 3.8
Natural gas 0.1 0.1 0.4 0.4 1.3 1.3
Solid fuels 4.4 4.3 7.3 7.2 12.1 11.8
Primary electricity 0.3 0.3 0.7 0.7 1.9 1.9

Middle-income
Oil importers 3.4 6.1 5.6 10.8 13.5 22.0

Petroleum 1.1 3.7 1.0 6.2 1.8 9.0
Natural gas 0.2 0.2 0.4 0.4 1.5 1.6
Solid fuels 1.5 1.6 2.6 2.6 5.2 6.4
Primary electricity 0.6 0.6 1.6 1.6 5.0 5.0

Oil exporters 14.6 2.9 16.9 5.1 29.0 11.1
Petroleum 13.6 2.0 15.0 3.6 21.9 5.9
Natural gas 0.7 0.6 1.5 1.1 5.7 3.6
Solid fuels 0.1 0.1 0.1 0.1 0.4 0.6
Primary electricity 0.2 0.2 0.3 0.3 1.0 1.0

High-income oil exporters 11.8 0.7 17.4 1.6 15.7 3.0
Petroleum 11.7 0.6 16.5 0.9 14.2 1.8
Natural gas 0.1 0.1 0.9 0.7 1.5 1.2
Solid fuels 0.0 0.0 0.0 0.0 0.0 0.0
Primary electricity 0.0 0.0 0.0 0.0 0.0 0.0

East European nonmarket
economies 22.5 21.2 34.2 32.2 44.1 43.7

Petroleum 7.4 6.5 12.4 11.2 11.9 12.5
Natural gas 3.8 3.8 8.0 7.6 14.6 13.5
Solid fuels 10.6 10.2 12.4 12.0 13.8 13.9
Primary electricity 0.7 0.7 1.4 1.4 3.8 3.8

Industrial countries 43.2 63.1 49.9 74.2 69.1 92.0
Petroleum 12.6 32.1 14.1 36.8 13.5 34.1
Natural gas 13.1 13.0 13.6 14.6 14.0 17.5
Solid fuels 12.8 13.3 14.0 14.6 24.9 23.7
Primary electricity 4.7 4.7 8.2 8.2 16.7 16.7



TABLE 3.3
Past and projected growth of export volumes, 1965-95
(average annual percentage Change)

Country group

All developing countries
Low-income

Asia
Africa

Middle-income
Oil importers
Oil exporters

High-income oil exporters
Industrial market economies
Worlds

Note: Export volumes include goods and nonfactor services.
a. Including East European nonmarket economies.

tectionist measures, some of the existing ones, if
not removed, will become a stronger brake on
exports. The Multifibre Arrangement, for example,
hampers newcomers to the textile and clothing
trade, while allowing little growth for established
exporters. In some other sensitive products, the
pace of market penetration may slow as exporters
face stiffer competition when they attempt to ex-
port manufactured goods that compete more di-
rectly with those produced in the industrial coun-
tries. Thus exports are expected to grow somewhat
more slowly toward the end of the projection pe-
riod. Table 3.4 shows the projected exports by
category.

The projected increases in trade prices associ-
ated with the Central case are shown in Table 3.5.
Economic recovery is expected to benefit exporters
of nonfuel primary products. The prices of metals,

TABLE 3.4
Exports of developing countries, 1980-95

,\'ote. Projections are based on the Central case.
a. Includes gold.

Central case
projections

Value 1980
(billions of

1965-73 1973-80 dollars) 1980-85 1985-95

Past and projected increases in trade prices,
1970-95
(average annual percentage Change)

Note: Projections are based on the Central growth scenario.
a Including nonfactor services and gold.
b. In US dollars.

wheat, sugar, and nonfood agricultural raw ma-
terials are assumed to move up quickest, given
their responsiveness to cyclical fluctuations and
earlier reductions in capacity. For many foodstuffs
(particularly tropical beverages and fats and oils),
abundant supplies are likely to persist. Over the
long term-up to 1995-prospects vary consider-
ably for different commodities. In real terms prices
are projected to grow for metals (especially cop-
per, nickel, and aluminum) beef and most agri-
cultural raw materials (especially natural rubber,
timbers, and cotton), while those for some food-
stuffs (especially bananas) are expected to be less
buoyant (see Figure 3.3).

Workers' remittances

Projections up to 1995 reflect a constrained outlook
for workers' remittances. In northern Europe, re-
cord unemployment means that the demand for
migrant labor is unlikely to grow in the next few
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1980 value
(billions of

Average annual
percentage growth

,i 1Rfl rniv,'a

Exports dollars) 1980-85 1985-95

Total merchandise' 434 4.2 6.6
Nonfuel primary

products 126 2.6 2.6
Fuels 163 3.7 2.8
Manufactures 130 6.6 12.0

Nonfactor services 78 5.0 7.6
Goods and nonfactor

services 512 4.3 6.8

8.2 4.2 512 4.3 6.8

7.3 9.9 36 4.9 7.2
6.7 0.3 12 3.0 4.2

9.6 8.1 272 4.7 8.8
7.4 -0.6 192 3.7 3.2
9.9 0.8 192 -6.5 1.2
8.8 5.5 1,513 2.6 4.8
8.7 4.9 2,394 2.3 5.1

TABLE 3.5

1970-80 1980-95

World export prices' 13.3 5.6
Nonfuel primary products 9.1 5.8
Fuels 29.1 7.6
Manufactures 10.6 5.2

Industrial countries' GDP deflator5 10.1 5.5



FIGURE 3.3

Price index of selected commodities, 1982-95

Index (1982 = 100)

200

180

160

140

120

I
I

I
Ir

I
I
I

80

1982 85

Prices are in constant dollars.

- Sugar

Wheat
-- Copper

Rubber
Logs

Rice
Tin
Cotton

Phosphate
rock

Iron Ore

100 - Coffee
Cocoa

,.Bananas

90 95

years and restrictive immigration policies might
continue. Even in the long term, these countries
will probably require fewer foreign workers than
in the 1960s and early 1970s. In the high-income
oil-exporting countries, real oil revenues are pro-
jected to increase at a much slower rate than dur-
ing 1970-80, and the demand for foreign labor is
unlikely to grow substantially.

The projections in Table 3.6 reflect broad trends
only, being subject to several imponderables. The
factors determining the pattern of migration dur-
ing the next decade and beyond will include the
changing structure of skills demanded in the labor-
importing countries and the ability of labor-ex-
porting developing countries to provide those skills.

TABLE 3.6
Workers' remittances to developing countries,
1980-95
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Note: Projections are based on the Central growth scenario.

The resource gap

Capital inflows contribute to development by sup-
plementing domestic savings and by financing
imports. Foreign borrowing also permits flexibility
in managing the balance of payments, thereby
fostering a relatively stable environment and an
efficient use of resources. Some forms of capital
can also promote transfers of technology, which
may have large payoffs. Such inflows have been
important to development throughout history
including, notably, that of North America and
Australia in the 19th century. The demand for
foreign capital by today's low-income developing
countries, whose average per capita income is only
2.4 percent that of the industrial countries, is likely
to be substantial in future.

The amount of foreign capital going to devel-
oping countries reflects many factors: savings and
investment patterns in the countries providing
capital; the willingness of their governments to
lend to the developing world, and of their busi-
nesses to invest there; the willingness of develop-
ing countries to spur growth through borrowing;
and their capacity to absorb and service foreign
capital on the terms offered. None of these factors
can be predicted with certainty, depending as they
do on the prospects for interest rates, GDP, and
export growth, and on economic policy and man-
agement in the developing countries. Overall, the
projections in the Central scenario envisage an
annual real increase in net capital flows of just 3.6
percent in 1982-95, compared with an average of
over 10 percent in 1970-80. The outlook varies for
different types of capital (see Table 3.7). These are
discussed below.

Commercial borrowing

By 1982 current account deficits and debt burdens
had become major constraints for a large number
of developing countries. Measures have since been
taken to ease the liquidity problems of major bor-
rowers. However, the recent fall in oil prices has
placed some oil-exporting countries in jeopardy,
where previously the prospect of stable export
revenues had given confidence to commercial
bankers.

A period of transition to more viable external
financing is unavoidable; for some countries, it has
been under way for some time. Following a period
of adjustment, during which foreign borrowing is
expected to be sharply curtailed, capital flows are
projected to resume their growth, but at a far slower

Billions of
current dollars

Annual
percentage

growth
Country group 1980 1995 (1980-95)

All developing countries 24.0 91.3 9.3
Low-income

Asia 3.0 7.5 6.3
Africa 0.3 1.8 12.7

Middle-income
Oil importers 16.9 68.9 9.8
Oil exporters 3.8 13.1 8.6



TABLE 3.7

rate than in the 1970s. Even when the projected
adjustment is achieved, the developing countries
will have repaired only some of the recent damage
to their external financial positions. Moreover, if
uncertainty leads lenders and borrowers to dis-
count more heavily their expectations of future
export earnings, they may seek to reduce debt and
debt service in relation to exports to levels even
below those previously considered acceptable.

Only about one-third of the total debt owed to
private sources is guaranteed or insured by cred-
itor governments. Commercial banks have become
increasingly concerned about their debtors' liquid-
ity being sufficient to cover repayments on all their
loans. That can be achieved only if an adequate
volume of new loans continues to be made by the
banking system as a whole. The risk is that indi-
vidual banks will lose confidence in a particular
borrower and precipitate a general withdrawal.
Unilateral reschedulings or moratoria are some-
times suggested as a response, but these do great
harm to the functioning of the international finan-
cial system. Short-term loans from the Bank for
International Settlements, allowing time for agree-
ments to be reached under the aegis of the Inter-
national Monetary Fund, are a far better way to

na. Not applicable.
Not available.
Estimated.
Excludes official transfers. These figures are different from the current account given in Table 2.11,
Short-term borrowing.
US dollar GDP deflator for industrial countries.

hich includes official transfers.

deal with payment crises, providing at the same
time an opportunity for the more orderly rene-
gotiation of debt. Thereafter, cofinancing with in-
ternational development agencies of projects with
well-assured returns, can give lenders confidence
in the willingness of other banks to lend. Such
financing facilitates adjustment; a vigorous adjust-
ment program by developing countries to reduce
their need for new loans is essential to retain or
reestablish creditworthiness.

That the international banking system will
weather the present crisis is not in doubt, consid-
ering the small fraction (about 6 percent) of banks'
assets represented by their claims on developing
countries. For a few banks in a few countries it is
nonetheless possible that losses may be sustained,
which could pose problems for the international
banking system. Consequently, the margins de-
manded in future are likely to be higher than in
the past, and the growth of lending much slower.

Concern about the concentration of debt in the
larger developing countries may limit or halt the
growth of lending to these countries in relation to
total loans. Similarly, concern about the adequacy
of banks' capital may limit the growth of their total
loans in relation to their capital. In the 1970s, by

33

The financing of current deficits for all developing countries, 1982-95

Billions of
current dollars Annual percentage growth

1982a 1995 1970-80 1980-82 1982-95

Current account balanceb -118.2 -276.2 17.2 41.7 6.7
Net capital flows 85.2 294.2 20.4 2.2 10.0

Official development assistance 23.9 81.2 17.9 -1.0 9.9
Official nonconcessional loans 11.0 42.0 24.5 5.6 10.9
Private loans 35.0 109.6 22.3 -0.4 9.2
Private direct investment 15.3 61.4 18.6 12.5 11.3

Use of reserves and other capitaU 33.0 -18.0
Memorandum items
Debt outstanding 548.0 1,996.8 19.9 13.7 10.5

Official 199.0 809.8 16.5 12.5 11.4
Private 349.0 1,187.0 22.3 14.3 9.9

Resource gap as percentage of GNP 3.7 1.6 na. na. na.
Current account deficit as percentage of GNP 5.0 2.7
Net capital flows as percentage of GNP 3.6 2.9
Debt service as percentage of GNP 4.7 3.5
Debt service as percentage of exports 20.7 12.0
Interest payments as percentage of GNP 2.1 1.5 .

Deflator' 95.7 213.8 10.3 -1.6 6.4



contrast, both these ratios increased. Even if com-
mercial banks are willing to expand their lending
more rapidly, they may be unable to do so if reg-
ulatory action to limit international lending, as now
contemplated, is introduced. Deregulation of
banking in the United States and revived domestic
borrowing may also increase the relative attrac-
tiveness of the home market.

Reflecting these considerations, the Central sce-
nario assumes that medium- and long-term lend-
ing to developing countries increases in real terms
by an average of 3.5 percent a year in 1982-95--
or about in line with the GDP growth of industrial
countries and one-third the real rate in the 1970s.
Having grown faster than the developing coun-
tries' production and trade over the past decade,
the relative importance of private loans may well
diminish in future.

Private direct investment

Some of the expansion in bank lending over the
past decade substituted for private direct invest-
ment. This trend was encouraged by the relatively
low interest rates through most of the 1970s and
by the restrictions host countries placed on direct
investments. The restrictions were often a reaction
to past experiences of investments that were un-
necessarily subsidized or were seen as having been
inconsistent with development objectives. For
multinational firms, it was often easy to substitute
debt for equity.

The outlook for direct investment has become
more attractive recently, since the cost of borrow-
ing has risen and an understanding has been
reached between investors and some host govern-
ments. Moreover, the outflows related to direct
investmentin the form of profit remittances
are directly dependent on the success of the en-
terprise, and there is more flexibility as to timing.
With the prospects for bank lending more con-
strained, direct investment may contribute a greater
share of the capital flows to developing countries.
However, the scope for substitution is limited to
the private sector; direct investment cannot be used
to finance most development infrastructure.

Flows from official sources

Table 3.7 shows that developing countries will de-
pend on ODA for a large part of their net resource
inflows. Yet the outlook for ODA is not encour-
aging. Only a few countries seem determined to
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raise the share of their GDP to ODA; and the GDPs
themselves are not expected to rise fast. Some
countriesnotably the United States and mem-
bers of OPECmay even reduce their ODA ratios.
The Central case projection assumes that ODA
increases only in line with industrial-country
growth, and that there is no further reallocation
of aid from middle- to low-income countries. In
that case, ODA would be about 60 percent higher
in real terms by 1995 than it was in 1980. As a
share of total gross capital flows, however, ODA
would continue to fallto 28 percent, compared
with 30 percent in 1980 and 37 percent in 1970
even with the projected slowdown in commercial
lending.

The strong implication of this analysis is that
ODA as currently planned falls far short of the
needs of the developing countries, especially of
the low-income countries, if world poverty is to
be seriously tackled. This is not a simple issue of
charity, but rather a complex one of world eco-
nomic interdependence. Over the past five years,
low-income countries received only 37 percent of
total ODA; there has been no clear long-term trend
toward increasing this share, which was no higher
in 1981 than in 1971. Given the special problems
of the least developed nations, which even with
sound policies lack creditworthiness, there is a
strong argument for channeling a larger share of
bilateral aid to them.

Overall, the projections summarized in Table 3.7
imply that by 1995 total capital inflows would de-
cline to 2.9 percent of developing-country GDP,
about half the 1981 ratio and close to that of the
early 1970s. Netting out factor income and the
need for reserve accumulation, the net transfer of
foreign resources would be 1.6 percent of GDP by
1995. Debt is projected to decline significantly in
relation to exports (see Figure 3.4). While this would
ease debt servicing burdens, the slower growth of
financial flows would give countries less flexibility
than in the 1970s.

Implications of the Low case

The assumption underlying the Central case is that
industrial countries will resume an average growth
rate higher than in the 1970s, though well short
of their record in the 1950s and 1960s. It is, of
course, possible that the industrial countries will
fail to tackle their structural problems. The Low
case illustrates the consequences of their manag-
ing to grow by only 2.5 percent a year between
1985 and 1995 (see Table 3.1).



FIGURE 3.4

Debt and exports of all developing countries, 1970-95
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Such slow growth would have several severe
implications. Some of them bear on the industrial
countries themselves. The Low case growth rate
would barely match the industrial countries' per-
formance in 1973-79--years of inflation and
mounting unemployment in the industrial coun-
tries. With slow growth in the 1980s and 1990s,
unemployment would mount, reinforcing protec-
tionist pressures. Restrictions would be directed
particularly at developing countries because their
relatively labor-intensive exports compete with
vulnerable manufacturers in the industrial coun-
tries. The negative impact of low growth in the
industrialized countries on trade in general, and
on the exports of developing countries in partic-
ular, would therefore be disproportionately high.
With lower export prospects lowering their credit-
worthiness, commercial capital flows to develop-
ing countries would also be negatively affected.

The growth of aid would be curtailed, even if it
were to remain a fixed ratio of the industrial coun-
tries' GDP, as assumed in the Central scenario. In
the difficult international environment associated
with the Low case, more bilateral aid would tend
to be distributed following nondevelopmental cri-
teria; this could be particularly harmful to the
low-income countries. At the same time, lower
demand for oil exports would also reduce the rev-
enues of the high-income oil exporters, and prob-
ably their aid. Labor remittances are likely to be
affected more than proportionately; not only would
the growth in migrants' wages be necessarily less
under the Low case, but pressures to reduce their

numbers, already quite strong in host countries,
would grow.

It is easy to envisage a downward global eco-
nomic spiral emerging from the Low case, with
catastrophic consequences for the developing
countries. Indeed, it would be difficult to forestall
such a global crisis if the industrial countries' re-
covery were to taper off into a decade of very slow
growth. If anything, the assumptions about the
trends associated with the Low case are optimistic.
The aid effort of industrial countries and high-
income oil exporters is not projected to decrease
as a ratio of their total GDP. No allowance is made
for migrants being expelled. No new curbs are
assumed to be imposed on international capital
movements, and commercial capital flows have
been reduced merely in line with the lower per-
formance of developing countries. The inroads of
protectionism have been limited to the equivalent
of a 15 percentage point increase in the average
tariff of industrial countries (see Box 3.1).

Despite these moderate assumptions, the im-
pact of the Low case on the developing countries
is alarming. The ten-year decline in the per capita
incomes of low-income African countries would
continue. In the case of the large and relatively
closed economies of India and China which dom-
inate low-income Asia, their high saving rates and
lower reliance on foreign capital would afford them
some protection against the adverse impact of the
global economic deterioration. Yet their per capita
incomes would still probably not grow by much
more than 2.5 to 3.0 percent, substantially slower
than in the Central case. However, the outlook
presented by the Low case for Bangladesh and
some of the smaller Asian countries would be not
much better than for the low-income African
countries.

The middle-income oil-importing countries,
mostly highly dependent on trade and on commer-
cial capital, would also be badly affected. Their per
capita income growth rate would fall by about one-
third, to about the same rate as in the industrial
countries. With such a growth rate, unemploy-
ment, already a serious problem in most middle-
income developing countries, would become in-
tractable. It might in turn endanger social stability
and governments' ability to devise and implement
rational economic policies, and hence even to
maintain the Low case growth rates.

With the projected slowdown in growth, pres-
sures would mount to increase the share of con-
sumption in income, and thus reduce domestic
savings. The Low case assumes that these pres-
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Box 3.1 The implications of a 15 percent across-the-board increase in protection
in industrial countries
If governments give ground before pro-
tectionist pressures generated by higher
unemployment, thus eliminating most of
the gains achieved in the GAfF rounds
of tariff negotiations, a serious deterio-
ration in the world trading system would
result. To illustrate, the implications of
an increase in protection (import lic-
ences, quotas, voluntary import re-
straints) by an amount equivalent to a
rise in tariffs of 15 percentage points can
be estimated. This assumption is not ex-
treme: protection was much higher in
the 1930s. Quantifying the costs of pro-
tection is difficult. However, using the
Brussels world model (see Technical ap-
pendix) it is estimated that even if such

protection were introduced gradually, the
GDP of both developing and developed
countries would be significantly reduced
by 1995 as follows:

Middle-income oil-importing countries
would he hit harder than low-income

countries by such a development be-
cause they are more open and thus more
vulnerable to protectionist measures taken
by their trading partners. In the large
low-income countries, traditional agri-
culture, which is less sensitive to exter-
nal disturbances, still accounts for a large
share of total output.

It is striking that developed countries
would suffer a loss in GDP growth equal
to that of the middle-income countries
a loss of their own making, demonstrat-
ing that measures to protect declining
industries backfire by harming other sec-
tors, reducing efficiency, and probably
worsening income distribution.

sures would be resisted. Most important, how-
ever, it has been assumed that the developing
countries would be able to continue to benefit from
a relatively open trading system. Otherwise, fall-
ing efficiency would become increasingly likely for
many developing countries.

The possibilities for faster growth

Emerging from the second worst recession of this
century, with concerted policies to sustain eco-
nomic recovery, limit wage increases to produc-
tivity growth, liberalize trade, and adjust to chang-
ing comparative advantage, economic growth in
the industrial countries could once again reach 5
percent a year. Developing countries would share
the benefits. They could expand their GDP by be-
tween 6 and 7 percent a year; over the ten-year
period to 1995, their GDP would nearly double.

With rapid growth, labor shortages would in
time emerge in the industrial countries, making
them more open to labor-intensive manufactures
imported from the developing countries. The
growth rate of exports of developing countries could
then match, and even exceed, the achievements
of the 1965-73 period. Given such fast growth,
particularly in the manufactured exports of newly
industrializing countries, trade among developing
countries would also be stimulated. With higher
export growth, developing countries would be-
come creditworthy for larger amounts of com-
mercial borrowing. Aid flows could more easily
be increased, disproportionately benefiting the low-

36

income countries. And, under these much more
favorable circumstances, more countries could rely
exclusively on commercial borrowing, allowing a
greater concentration of aid on the poorest.

This scenario is simulated in the High case sum-
marized in Table 3.1, which assumes that the in-
dustrialized countries would return to a growth
rate matching the achievements of the 1950s and
1960s. Aid and workers' remittances would rise in
line with faster growing incomes. Trade would
expand, not only in line with income growth, but
even more rapidly. Under this High case, low-
income Asian countries would double their per
capita incomes in twenty years. The middle-
income countries could grow even more quickly than
in the 1960s. In relative terms, the improvement
for low-income Africa could be greatestfrom
stagnation under the Central case to marked
growth, which by 1995 would reverse the decline
of the 1970s.

With regard to energy, the High case assumes
worldwide progress in energy conservation such
that real oil prices would not rise any faster than
in the Central case. Also, there is sufficient pro-
duction capacity in the oil-exporting countries to
meet some increase in demand without acceler-
ating the rise in oil prices. Oil-importing devel-
oping countries could therefore expect to obtain
considerable benefits from higher export earnings
without having to pay higher oil prices.

If prosperity in the developing countries is linked
to growth in the industrial countries, the reverse
is also true. The severity of the 1980-82 recession

Reduction in GDP

Percent

Billions of

1980 dollars

Low-income
countries 0.8 9

Middle-income
oil importers 3.4 70

Industrial
countries 3.3 390



was in part due to the absence from the devel-
oping countries of the kind of buoyant demand
provided during the 1974-75 recession. Without
such demand, the recovery now getting under
way will also be slower and more arduous. It is
therefore greatly to the advantage of industrial
countries to stimulate growth in the developing
countries.

The greatest immediate dangers are renascent
protectionism, unduly restrictive policies toward
commercial bank lending, and parsimonious aid
the consequences of slow growth in the industrial
countries. All three are symptoms of introspection
in difficult times. All three would contribute to
increasing those difficulties, and not only for the
developing countries. A determined effort to
resume the liberalization of trade, prudent but
dynamic international lending policies, and more
generous aid need not await the resumption of
fast global economic growth; on the contrary, they
are necessary to help bring it about.

Domestic determinants of developing-country
growth
This chapter has so far focused on the impact of
trends in the industrial countries on the devel-
oping countries. These external factors are indeed
important in an increasingly interdependent world.
However, within the constraints imposed by the
global environment, it is domestic policies that
hold the key to developing-country performance.

For developing countries, GDP growth of only
2.5 percent a year in the industrial world would
greatly complicate economic management. Many
of the policy changes needed would be much harder
to introduce under conditions of slow growth. To
redirect investment and production to those activ-
ities in which countries have a comparative ad-
vantage needs growth. Just as the Central scenario
assumes a considerable improvement in the do-
mestic performance of developing countries, so
also the Low case depends partly on their per-
formance. The three growth scenarios in Table 3.1
assume the same policy improvements in devel-
oping countries. Without those improvements, their
growth would be even lower.

Growth depends partly on a country's ability to
generate savings and then on how efficiently it
invests and manages the new capital. In addition,
growth is influenced by a country's ability to pro-
mote exports and save imports. These four deter-
minants of growthsavings, returns on invest-
ment, export promotion, and import restraint
are summarized by country group in Table 3.8.

Domestic savings

During the past two decades developing countries
have had remarkable success in increasing their
savings. Markedly lower than in industrial coun-
tries in 1960, savings rates in most developing
countries are now generally higher. Although the
shocks of the 1970s partly reversed earlier trends
in the industrial countries, they only slowed them
down in the developing countries. The exception
to this generally satisfactory performance has been
sub-Saharan Africa, where the savings rates of the
low-income countries have fallen well below those
of twenty years ago. This decline is in part related
to the region's extreme vulnerability to terms of
trade shocks, which have raised the amount of
domestic production needed to pay for a given
quantity of imports, thus leaving less for domestic
savings. It is also related to the slow economic
growth and high population growth of the region;
with falling per capita incomes, it would have been
extremely difficult to maintain earlier savings rates.
In addition, the policies pursued by many African
countries were in part to blame, not only for the
slowdown in GDP growth but also for the fall in
savings. In particular, subsidies on consumer goods
and the losses of state enterprises were a signifi-
cant drain on public savings.

In the Central case, an increase in savings rates
over the present low level has been projected for
the low-income countries of sub-Saharan Africa,
though still not attaining the rate achieved in the
l960s. But for the oil-exporting countries, savings
rates are unlikely to be sustained now that the rate
of increase in oil prices has tapered off.

Returns on investment

Better use of capital offers the greatest scope for
raising the growth rates of developing countries.
Return on investmentthe additional output per
unit of investmentmeasures the result of the
combined influence of many forces, some external,
some purely related to domestic policies and ac-
tions. Intercountry comparisons show that some
countries regularly obtained higher returns on
investment than did others. The Central case pos-
tulates that the rate of return on investment, after
improving markedly from current levels, will sta-
bilize around the 20 percent level experienced dur-
ing the 1970s. Policies to improve the return on
investment are discussed in Part II of this Report.
While raising efficiency is by no means easy, there
are clearly many areas for potential improvement.
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TABLE 3.8
Past and projected indicators of domestic performance, 1960-95

Foreign trade

Historically, countries with above-average export
growth have enjoyed above-average GDP growth.
This applies to countries grouped by region and
income level, as well as to the developing world
as a whole. With slow industrial-country growth
and protectionist barriers, it will be harder for de-
veloping countries as a group to raise the rate of
growth of their exports. In textiles, with continu-
ing strong protectionist measures imposed by the
industrial countries, the success of one country in
expanding its exports could well be achieved at
the expense of another. Nonetheless, it is still
worthwhile for developing countries to strive to
expand their exports, because that in itself stim-
ulates a more efficient use of resources and
strengthens creditworthiness.
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Real increase in GOP valued at current prices divided by investment at current prices.
Rate of growth of import volume divided by rate of growth of GDP.
Refers to 1965-70.
Rate of growth of volume of exports of manufactures divided by the rate of growth of world GOP (excluding centrally planned economies).

In spite of growing protectionism, developing
countries have achieved significant export growth
(particularly of manufactures) during the 1970s. In
fact, the elasticity of exports of manufactures of
developing countries with respect to world income
(excluding centrally planned economies) increased
steadily from the 1950s to the end of the 1970s.
The Central scenario assumes that this export elas-
ticity will increase by about 30 percent over the
level reached in the early 1980s, but will remain
significantly lower than that in the 1970s. With
firm policies to promote exports, the elasticity could
be raised further; the High case assumes that such
policies will be pursued.

In the past most developing countries' imports
increased somewhat faster than their GDPs. Until
recently they have managed to finance this growth
with fast-expanding exports and capital inflows.

Country group Indicator 1960-70 1970-80 1985-95

All developing Saving as percentage of GDP 19.6 24.2 24.0
countries Return on investment (percent)' 26.8 20.5 20.0

Import elasticity' 1.4' 1.7 1.3
Manufactures export ratio' 2.0' 4.4 3.0
GDP growth (annual percentage change) 5.7 5.3 5.5
Population growth (annual percentage change) 2.4 2.1 2.0

Low-income Asia Saving as percentage of GDP 20.2 24.6 23.1
Return on investment (percent)' 20.6 18.7 19.8
Import elasticity' -0.2' 1.7 1.4
Manufactures export ratio" 0.9' 2.9 1.6
GDP growth (annual percentage change) 4.7 4.9 4.9
Population growth (annual percentage change) 2.3 1.9 1.7

Low-income Africa Saving as percentage of GDP 10.9 8.8 8.6
Return on investment (percent)' 24.6 10.0 21.2
Import elasticityb 2.1' 1.6 1.8
Manufactures export ratiod 1.0' 4.1 2.8
GDP growth (annual percentage change) 3.4 1.6 3.3
Population growth (annual percentage change) 2.4 2.8 3.1

Middle-income Saving as percentage of GDP 19.6 21.8 24.6
oil importers Return on investment (percent)' 26.9 22.8 22.3

Import elasticity" 1.9' 1.1 1.4
Manufactures export ratiod 2.6 4.9 3.1
GDP growth (annual percentage change) 5.8 5.8 5.7
Population growth (annual percentage change) 2.5 2.3 2.2

Middle-income Saving as percentage of GDP 20.4 29.3 24.6
oil exporters Return on investment (percent)' 34.4 19.5 17.9

Import elasticityb 0.8' 2.2 1.0
Manufactures export ratio" 0.5' 2.0 3.1
GDP growth (annual percentage change) 6.6 5.3 5.6
Population growth (annual percentage change) 2.6 2.7 2.5



But the current recession has greatly reduced the
availability of foreign exchange and has limited
the inflow of imports. When world growth re-
sumes, the recent compression of imports will have
to be reversed, and it may therefore be expected
that initially the volume of imports of developing
countries will expand faster. However, the Central
scenario assumes that over the long run devel-
oping-country imports will grow only a little faster
than GDP and more slowly than in the past. Such
an improvement is compatible with the
pursuit of open trading policies that foster
productive efficiency in line with comparative
advantage.

Population growth

Continued progress in reducing fertility and mor-
tality is a prerequisite for population growth rates
to remain broadly stable up to 1995. Despite the
considerable gains achieved in most Asian and
many other middle-income countries in lowering
fertility, the battle is far from won. If low-income
Africa could match the birth rate of low-income
Asia (which reflects the remarkable performance
of China and, to a lesser extent, India), its pop-
ulation growth rate would decrease by 40 percent.
In addition to the direct impact on per capita in-
come (an eightfold acceleration if total income
growth is not affected), there would be an indirect
impact: reduced population growth allows re-
sources to be invested in improving productivity
and welfare, instead of being stretched out to cover
more people. Conversely, failure to match lower
mortality with lower fertility would reduce the
projected gains in per capita incomes. These issues
will be explored in depth in World Development
Report 1984.

Conclusions

Steady growth in the industrial world is vital for
developing countries. At the same time, domestic
policies are critical for their performance. And these
are within their control. The scenarios discussed
in this chapter convey one clear policy message:
while there is some scope for improving resource
mobilization, the principal area for improvement
is in the efficiency of resource use. One major
source of greater efficiency is tradeby better ex-
ploiting comparative advantage. To improve eco-
nomic performance requires both policy reforms
and strengthened institutions for management
the subject of Part II of this Report.

Even with policy improvements, the outlook for
many developing countries is somber. The Central
scenariowhich assumes some improvement in
policieshas per capita GDP in developing coun-
tries rising less rapidly during 1980-95 than during
the 1970s. And low-income countries in sub-
Saharan Africa manage hardly any increase. Even
in the High case, per capita income growth matches
only what was achieved in the 1970s; by 1995 low-
income sub-Saharan Africa still fails to regain its
1970 per capita income.

Earlier World Development Reports explored the
link between growth and poverty alleviation. It
has been estimated that even with an annual GDP
growth rate of 5 to 6 percent between 1975 and
2000, more than 600 million people will remain
below the poverty line in developing countries in
the year 2000, unless the pattern of growth is mod-
ified to put more emphasis on poverty alleviation.
The current prcjections clearly suggest more mod-
erate growth prospects and thus reinforce the need
for policies not only for stimulating growth but
also for curbing population growth and meeting
basic needs. They also underline the importance
of bolstering improved domestic policies with ad-
equate inflows of capitalespecially concession-
ary aid directed to the low-income countries.
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