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CON FIDENTIAL 

April 6, 1981 

World Economic Outlook--General Survey l! 

I. Introduction 

The purpose of the current project on the World Economic Outlook 
is to provide a comprehensive picture of the international economic 
situation and outlook on the eve of the Interim Committee meeting in 
Libreville . This introductory section describes the project, outlines 
the present paper, and sets forth the main assumptions that have been 
utilized in preparation of the new projections. 

Scope and nature of the project.--Staff work on this WEO project 
has entailed (1) a full-scale interdepartmental forecasting exercise 
(to be distinguished from one employing short-cut methods, as in the 
"General Survey", ID/80/7, issued last August), and (2) the prepara
tion of seven papers. The project has had the benefit of consultations 
with a number of member countries, including special consultations with 
the United States, the Federal Republic of Germany, and Canada. These 
consultations, as usual, have proved valuable and have influenced both 
the statistical work and the analyses in many places even though ex
plicit references to them may not be made. 

The six papers other than the present "General Survey" (ID/8l/l) 
cover the following subjects: "Situation of the Industrial Countries" 
(ID/8l/2); "Situation of the Non-Oil Developing Countries" (ID/8l/3); 
"Situation of the Oil Exporting Countries" (ID/8l/4); "Developments 
in Trade Policy" (ID/8l/5); "The World Oil Situation" (ID/8l/6); and 
"Statistical Tables and Technical Notes" (ID/8l/7). Some of the statis
tical tables provided in ID/8l/7, it may be noted, are also included in 
the other papers for the convenience of readers. 

An important new feature of the World Economic Outlook is the incor
porationof the People's Republic of China into the statistical series, 
beginning with 1977. Also noteworthy is the work under way to extend the 
WEO ' s statistical coverage to nonmember Eastern European countries and 
the U.S.S.R.; the intention is to bring these countries more fully and 
explicitly within the framework of the WEO statistics in the outlook proj
ect of early 1982, drawing on the work embodied in a note presented in 
ID/8l/7 and on further work to be done in the course of the coming year . 

Content of the present paper.--This "General Survey" contains five 
main sections. After the present Introduction, the second section pro-
vides a short summary of the current international economic situation 

1/ Prepared by the Research Department in collaboration with the Area 
Departments and with the Exchange and Trade Relations and Fiscal Affairs 
Departments. 
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and of the prospects through 1982. The third section focuses briefly on 
two key issues of economic policy: "stagflation" in the industrial coun
tries, and global adjustment and financing. Then, in the fourth section, 
the results of some medium-term "scenarios" are presented--scenarios which 
consider how the world economy might evolve over the period through 1985 
on the basis of differing sets of assumptions, and which give particular 
attention in this context to the non-oil developing countries. The final 
section of the paper sets forth some topics as a suggested basis for dis
cussion by the Executive Directors. 

Key assumptions in the short-term projections.--As usual, the cur
rent staff projections for 1981 and 1982 are based on the assumption of 
"present policies"; for a few countries, this has been interpreted to 
encompass certain policy adaptations or changes that seem likely to occur 
even though they have not been announced by the authorities. It was also 
assumed, as a working hypothesis, that the average exchange rates of a 
recent period (January 1981) will prevail throughout the rest of 1981 and 
1982. Another working hypothesis for present purposes is that changes 
in the average price of oil extending beyond the first quarter of 1981 
(through 1982) will parallel changes in import prices of the oil export
ing countries--that is, that the "real" price of oil will remain unchanged. 
This type of assumption, which is the standard one used by the Fund and 
other international agencies for the purposes of making short-term statis
tical projections, remains tenuous because of the uncertainty with respect 
to major aspects of the world oil market. 

The character of the projections is substantially affected by the 
assumptions just noted. In addition, the statistical quality of the pro
jections is subject to various uncertainties and difficulties, as noted 
in a still-relevant brief discussion on page 2 of the staff's May 1980 
published report on the World Economic Outlook. 

II. Profile of Current Situation and Short-Term Prospects 

Drawing on three of the background papers (ID/8l/2-4), this "pro
file" first presents highlights of the current and prospective situation 
for the industrial countries and for each of the two broad groups of dev
eloping countries: the oil exporting group and the non-oil group. The 
section concludes with some observations intended to portray a broad 
picture of the economic situation on a global basis. 

1. Industrial countries 

The following review for the industrial countries touches on three 
subjects: financial policies in the major countries, prices and output, 
and external position. 

Financial policies.--The evolution of the world economy is bound 
to be conditioned importantly by the monetary and fiscal policies pur
sued by the major industrial countries in dealing with the present 
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difficult problem of "stagflation." In response to mounting inflation
ary pressures, these policies turned increasingly restrictive during 1979 
and 1980. Despite low or negative rates of growth, accompanied by worsen
ing unemployment, this stance is generally being maintained in early 1981. 

For the seven major industrial countries as a group, rates of mone
tary expansion (in terms of either Ml or M2) showed a clear deceleration 
from the end of 1978 to the end of 1980. On the basis of announced tar
gets, this shift toward restraint carried over into early 1981; during 
the remainder of the year, rates of monetary expansion are expected to 
be lower than during 1980 for the United States and Canada but to show 
mixed tendencies in the other industrial countries. 

The combination of monetary restraint and severe inflation has led 
to a rapid increase in interest rates, which currently may be viewed as 
relatively high in both real and nominal terms. Although some easing 
from the very high rates prevailing in the first quarter of 1981 is 
implicit in the staff projections, interest rates for the whole of 1981 
are not expected to be very different, on average, from those of 1980, 
particularly with respect to longer maturities. A striking element of 
the general picture has been the rapid rise (and sharp fluctuation) of 
interest rates in the United States--which, together with a markedly 
stronger dollar, has had the side effect of constraining the policy 
options of other countries. 

With respect to fiscal policy, the federal deficit in the United 
States increased markedly in 1980 (in part because of the weakening of 
the economy), thereby reversing the steady movement from 1975 to 1979 
toward lower deficits relative to GNP. In nearly all the other indus
trial countries surveyed by the staff (see ID/8l/7, Appendix A), some 
reduction of fiscal stimulus was achieved last year. For 1981, budget
ary plans indicate a widespread, more pronounced shift toward restraint. 

In large part, this posture of restraint reflects the acute con
cern that is felt in many countries about the actual size of public sec
tor deficits. Initially swollen by the 1974-75 recession, these deficits 
in 1980 remained in most cases at least as high in relation to GNP as 
they were in 1976. 

The stance of financial policies in industrial countries--viewed 
across countries, as above--is discussed more fully in ID/8l/2, Sec
tion I-I. The individual country notes presented in the Appendix to 
ID/8l/2--describing economic policies in the context of recent and pro
jected developments--may also be of interest in this regard. 

Prices and output.--The restraining influence of financial policies, 
together with the passing of the upsurge in oil prices during 1979 and 
early 1980, has led to some slowing of inflation in the industrial world. 
On average, increases in consumer prices decelerated from annual rates 
of about 13 1/2 per cent during the first two quarters of 1980 to rates 
of some 10 per cent during the last two quarters. On a year-over-year 
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basis, the increase in consumer prices for the industrial countries as 
a group is projected to decline from 12 per cent in 1980 to 9 1/2 per 
cent in 1981, and then to less than 8 per cent in 1982. The increase in 
GNP deflators--a better measure of underlying inflationary pressures--is 
also expected to moderate, but less markedly. Thus, the combined deflator 
for the industrial countries, after accelerating to 8 3/4 per cent in 
1980, would remain at that high rate in 1981; it would then subside to 
7 1/2 per cent in 19.82. (See appended Table 1.) However, even achieve
ment of the 7 1/2 per cent rate in 1982--predicated on continuing restraint 
in financial policies, unchanged prices of oil in real terms, weakness of 
other commodity prices, and widespread underutilization of resources--would 
still leave inflation in the industrial world, on average, as high as it 
had been several years earlier, following the sharp decline in inflation 
from late 1974 to the first part of 1976. In each of the years 1976-79, 
price increases for the whole group of industrial countries--as measured 
by GNP deflators--averaged about 7 1/2 per cent. 

As shown in Table 1, rates of inflation differ widely among the indus
trial countries. (See also Table 3 of ID/8l/7, which lists the smaller 
countries as well.) However, staff projections indicate that the pattern 
of differentials recorded for 1980 will change little in 1981-82. The 
only major exception is the United Kingdom, for which the effects of re
strictive financial policies and of the large appreciation of sterling are 
expected to lead to a reduction in the increase of the GNP deflator from 
19 per cent in 1980 to 10 1/2 per cent in 1981, and to 9 per cent in 1982. 

When attention is turned from prices to real activity, a develop
ment of central importance is that the overall growth of real GNP in the 
industrial countries slowed from an annual average of 4 per cent in the 
1976-79 period to 1 1/2 per cent in 1980, and is expected to amount to 
less than 1 per cent in 1981. Recovery in 1982 is expected ·to be modest, 
with real GNP in the industrial world projected to rise by only a little 
over 2 per cent from 1981. The overall rate of unemployment in the indus
trial world, already as high in 1980 as it was during the international 
recession of 1974-75, would rise further in 1981-82. 

The very low average growth rates for 1980-81, together with the 
limited recovery projected for 1982, are indicative of widespread econo
mic sluggishness in the industrial world. Nevertheless, the timing and 
magnitude of the shortfalls in growth of real GNP are found to vary con
siderably across countries. This point is obvious from analysis of 
national accounts data for individual countries on a quarterly or semi
annual basis, but it is also evident in the annual figures contained in 
appended Table 1 and, for more countries, in Table 1 of ID/8l/7. 

The developments indicated for Japan are clearly exceptional. The 
growth of real GNP in Japan amounted to as much as 6 per cent in 1978 
and 1979, and to 5 1/2 per cent in 1980; it is projected to ease off to 
4 per cent in 1981 but to return to 5 1/2 per cent in 1982. The seem
ing insulation of Japan's real output from the international slowdown 
is explained in large degree by the strength of the Japanese foreign 
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balance. In real terms, the increase of aggregate domestic demand in 
Japan dropped from 7 per cent in 1978 and 1979 to 1 1/2 per cent in 
1980; it is projected to recover somewhat in 1981 and 1982, and to be 
accompanied by a continuing positive contribution to real GNP growth 
from the foreign sector (though smaller than in 1980). 

The outlook for the United States warrants special comment. Although 
there is general agreement that real growth in 1981 will be modest, the 
staff is envisaging "for 1982 a weaker economic situation than many private 
forecasters. Moreover, the staff's projection of an increase of about 
1 1/2 per cent in real GNP for 1982 implies significantly more weakness 
in real and nominal GNP growth than the for~cast published by the Adminis
tration in the context of its program for economic recovery. It may be 
noted that the staff is in substantial agreement with the Administra-
tion in anticipating a noticeable decline in the rate of price increase 
from 1980 to 1982. Even allowing for such progress on the inflation 
front, however, the staff is of the view that the monetary policy that 
has been announced is unlikely to permit an expansion of nominal demand 
that would allow output growth to be very strong in 1982. Of course, 
if expectations about inflation were to turn around fairly quickly, the 
recovery of output could be more robust. Indeed, over the medium term, 
the combination of restraint on aggregate demand and incentives for capi
tal formation that characterize the Administration's program could set 
the stage for sustained growth in an environment of decelerating infla
tion. But in the near term, because of the existing cost-price pressures 
and the entrenchment of inflationary expectations, visible progress on 
inflation is likely to involve a significant degree of slack in product 
and labor markets. 

External position.--As pointed out in earlier WEO papers, the pat
tern of current account balances among industrial countries improved-
became more even--during the course of 1978 and continued to improve 
in 1979. This development was a very timely one. By and large, it 
strengthened the capacity of the international payments system to with
stand the impact of the increase in oil prices during 1979 and 1980. 
Primarily because of that increase, the combined current account balance 
of the industrial countries (including official transfers) swung from a 
surplus of $13 billion in 1978 to a deficit of $31 billion in 1979, and 
then to a deficit of $70 billion in 1980. (See Table 7.) 

The . change in the pattern of current account balances in the indus
trial world from 1978 to 1980 was centered to a large extent in the three 
largest countries. The biggest negative shifts in these balances occurred 
in the two countries--Japan and the Federal Republic of Germany--which 
had the largest surpluses in 1978; and the current account of the United 
States, which was in sizable deficit in 1978, moved into approximate 
balance in 1980. 

The combined current account deficit of the industrial countries is 
expected to fall from the extraordinarily high figure of $70 billion in 
1980 to $44 billion in 1981, with little further change indicated for 

r T 



- 6 -

1982 . However, this projected fall is concentrated among the seven 
major countries; the combined deficit of the smaller industrial countries 
(not including Norway and Switzerland, which have relatively strong cur
rent accounts) is projected to remain at the very high 1980 level of about 
$31 billion in 1981--four times as high as the deficit incurred by these 
same countries in 1978. The financing of these greatly enlarged deficits 
is not expected to be a real problem, but in certain countries external 
debt will reach a level where service payments absorb a sizable share of 
foreign exchange receipts. Substantial adjustment is called for in a 
number of the smaller industrial countries over the medium term, and in 
some of them the need is becoming urgent. 

The main exchange rate development in the course of 1980 and early 
1981 was the weakening of the currencies of EMS participants . From end
December 1979 to end-March 1981, the EMS currencies (excluding the lira) 
lost about 18 per cent of their values vis-a-vis the U.S. dollar and the 
pound sterling, and about 28 per cent vis-a-vis the yen. After fluctu
ating markedly during 1980, the U.S. dollar was particularly strong in 
early 1981 . From end-December 1980 to end-March 1981, the effective ex
change rate of the U.S. dollar increased by about 5 per cent. Exchange 
rates within the EMS were relatively stable over the past 15 months; 
there was one currency realignment, involving a 6 per cent devaluation 
of the central rate of the lira in March 1981. However, intervention 
by EMS members in both dollars and EMS currencies was at times substantial . 

Some important characteristics of the present system of managed float
ing exchange rates among major currencies or currency blocs continued to 
be apparent in 1980 and early 1981, namely: (i) a tendency for exchange 
rates to respond markedly to current account developments expected to be 
persistent; and (ii) a high sensitivity of exchange rates to changes in 
uncovered interest rate differentials. 

The role of the current account in influencing exchange rates was 
striking in the period under discussion. For example, the sharp deteri
oration of the current account positions of the EMS countries relative 
to other major industrial countries seems to account primarily for the 
downward movement in the exchange rates of the EMS currencies since early 
1980. Particularly important in that context was a gradual realization 
that the factors behind the change in the pattern of relative external 
positions against the EMS countries a r e likely to persist over the next 
few years. It is possible, although of course difficult to prove, that 
current account developments have resulted in some exchange rate "over
shooting" because private market participants were not fully able to 
discount properly the transitory J-curve effects. The sharp appreciation 
of the pound sterling in real terms over the past three years--in excess 
of 50 per cent--is clearly attributable in large degree to current account 
developments and prospects related to North Sea oil and the deep U.K. 
recession. 

Interest rate developments had a pronounced impact on exchange rates 
during 1980 and early 1981, although changes in interest rate differentials 
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tended to be transitory and thus to lead to only transitory movements of 
exchange rates. In the United States, in particular, interest rates fluc
tuated widely and were responsible for marked variations in the external 
value of the U.S. dollar. The short-term relation between the uncovered 
interest-rate differential and the exchange rate was quite pronounced in 
the case of the Federal Republic of Germany. At the same time, it must 
be noted that this differential was about the same in the first quarter 
of 1981 as in the first quarter of 1980, and thus cannot be considered 
a factor behind the major change in the exchange rate, which was even 
larger in real than in nominal terms, that occurred between these two 
periods. (See Section 11-2 of ID/8l/2, with accompanying charts.) 

2c Oil exporting countries 

Following the second round of large oil price increases from 1978 to 
1980 (amounting to about 140 per cent), the combined current acccount sur
plus of the oil exporting countries went up from $3 billion in 1978 to 
$69 billion in 1979, and then to an estimated $112 billion in 1980 (roughly 
equivalent in real terms to the surplus of $68 billion recorded for 1974). 
(See Table 8.) With the expectation that the demand for oil from these 
countries will remain considerably below the levels of the recent past 
(1977-79), and on the standard working assumption that real oil prices will 
be unchanged during the forecast period, the combined current account sur
plus is projected to decline to about $100 billion in 1981 and to some 
$90 billion in 1982. 

The rise in the oil exporting countries' current account surplus from 
1978 to 1980 reflected a major gain in their terms of trade. With account 
taken both of the increase in oil prices and of the concurrent increase in 
import prices, the terms of trade of the oil exporting countries improved 
by about 28 per cent in 1979 and 42 per cent in 1980; over the two years, 
the improvement came to more than 80 per cent. (See Table 5.) 

There has been a general tendency among the oil exporting countries 
toward relaxation of financial policies since late 1979. Nevertheless, 
the shift toward more expansionary policies has been much less pronounced 
so far than was the case after the 1973-74 oil price increases. The more 
cautious policy stance this time reflects to a large extent the intention 
of the authorities to avoid a recurrence of the earlier experience with 
excess demand pressures and the acceleration of inflation (Table 3), as 
well as to reduce the social strains associated with rapid development. 
In most countries of the oil exporting group, the apparent desire of the 
authorities to opt for a more gradual and balanced approach to economic 
development than previously is coupled with the objective of continuing 
the process of diversification of their economies. Growing realization 
that such diversification presents difficult choices, and that the risks 
of misallocation of resources are high, has contributed to a more cautious 
approach to spending, as well as to an increasing desire for conservation 
of oil reserves in some countries. 
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3. Non-oil developing countries 

For many of the non-oil developing countries, the past two years have 
been a period of mounting economic difficulties. Some of the major diffi
culties have come from a generally unfavorable external environment . 
Growth in the international purchasing power of export earnings for most 
non-oil developing countries has been slowed by a subnormal expansion of 
export volume (due to recession-weakened demand in the industrial world) 
and by a deterioration in the terms of trade (reflecting particularly 
the increase in oil prices, as well as the cyclical situation). Despite 
a very substantial increase in external borrowing and a considerable 
reduction in the real value of their official reserves, the expansion in 
volume of imports in these countries has fallen off sharply. 

The combined current account deficit of the non-oil developing coun
tries rose from $38 billion in 1978 to $58 billion in 1979, and to an 
estimated $80 billion in 1980; it is now expected to reach $97 billion 
in 1981. (See Table 6; Table 10 shows current account balances as a per
centage of GDP and of merchandise exports, by analytic subgroups, for 
the years 1973-81.) The figures for 1980 and 1981 are both considerably 
higher than the staff estimates presented to the Interim Committee (in 
ICMS/Doc/80/l2) by the Managing Director last September ($72 billion and 
$80 billion, respectively). 

Tentative staff projections for 1982 suggest a small further increase 
in the overall current account deficit of the non-oil LDCs to $100 billion. 
This increase, however, would be concentrated among the dozen members 
of the group that are net exporters of oil, reflecting their exceptional 
access to international credit markets. For the main group of net oil 
importers, the aggregate deficit is expected to remain in 1982 at about 
the same level (almost $85 billion) as that projected for 1981. 

Financing of the enlarged deficit in 1980 required not only a sub
stantial rise in net external borrowing, but also a virtual cessation of 
reserve accumulation (tantamount to a significant reduction of reserves 
in real terms). A further sharp increase in external borrowing is pro
jected for 1981. As discussed in ID/8l/3, the pattern of this projected 
borrowing raises questions about the sustainability of some of the inflows 
that are projected to finance the current acccount deficit of the non-oil 
developing countries in 1981. (Tables 11 and 12 give the financing pic
ture for 1980 and 1981 against the background of estimates for prior 
years beginning with 1973.) 

The recent increase in the current account deficit of the non-oil 
LDCs has reflected large increments in oil import bills. For the great 
majority of these countries (the ones that are net importers of oil), 
the cumulative increase in the oil trade deficit from 1978 to 1981 is esti
mated at nearly $55 billion, an amount equivalent to the whole of the in
crease in the current account deficit. Over this period, a positive swing 
of some $12 billion in the non-oil trade balance would be counter-balanced 
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by an increase in net payments for services, attributable in large degree 
to rising interest payments associated with enlarged external debt and 
higher interest rates. (See Table 9 in ID/8l/3.) 

Despite the severity of external financing problems and the diffi
culty of maintaining an adequate inflow of imports in real terms, the non
oil developing countries as a group have managed to sustain their real-GDP 
growth rates fairly well. The staff estimate of their average growth 
rate for the three years 1979-81 is a little less than 5 per cent, about 
1 percentage point below the average for nonrecession years of the decade 
ended with 1978. (See Table 2.) For the net importers of oil in the 
group, the corresponding difference is about 1 1/2 percentage points. 
Against a background of continuing population growth at some 2 1/2 per 
cent per annum, such a curtailment of annual output expansion implies a 
significant slowing of per capita gains in real terms. 

The record of the non-oil developing countries with respect to infla
tion is considerably worse than their growth performance. Because of the 
prevalence of accommodating financial policies (as borne out in a survey 
of Area Department staff judgments, described in ID/8l/3), as well as the 
higher costs of imported goods, consumer prices in the non-oil developing 
countries have risen steeply. Measured on a weighted average basis, this 
advance in 1980 reached 33 per cent; the rate excluding China was 39 per 
cent, half again as high as the 1974-78 average and four times as high 
as the average for 1967-72. In terms of the median rate of increase, the 
situation is less unfavorable but still quite disturbing. 

In any analysis of the current and prospective situation of the non
oil LDCs, it is clearly important to work with disaggregations of the 
figures for the entire group--an approach that the papers in this and 
earlier WEO series have sought to encourage through the presentation of 
breakdowns by analytical subgroups and by regions. Such breakdowns 
reveal significant differences among these countries with respect to 
both past developments and current positions. One such difference con
cerns the plight of the low income subgroup--which, inter alia, is found 
to have the worst economic growth rate for the period 1979-81 (appended 
Table 2); a growth in volume of imports averaging only 1 1/2 per cent a 
year over the period (Table 4, ID/8l/3); severe financial difficulties 
that led to an actual reduction of reserves in 1980, and are expected to 
do so again in 1981; an exceedingly high ratio of external debt to export 
earnings (Table 13); and, not surprisingly, a very heavy dependence on 
official creditors and donors. 

4. Global picture 

The foregoing "profile" has revealed a picture of the world economy 
broadly similar to that discussed by the Executive Board last September, 
just prior to the meetings of the Interim Committee and the Board of 
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Governors. Thus, inflation must still be characterized as a severe 
worldwide problem. Slow (or, in some countries, negative) growth remains 
a key feature of the international situation and outlook. Growth in the 
volume of world trade slumped to a very low rate of 1 1/2 per cent in 
1980, and is projected to remain at that level in 1981 (Table 4). Most 
of the large imbalances in external current account positions that devel
oped in 1979 and 1980 are not expected to recede very markedly in the 
next year or two; indeed, the projections give rise to added concern 
about the external difficulties of non-oil developing countries and about 
the emerging problems of a number of the smaller industrial countries. 
Reflecting mainly the conditions of weak demand and high unemployment in 
many of the industrial countries, the danger of protectionism still looms. 

The statistical picture provided by the staff last September in 
ICMS/Doc/88/l2 has not, in general, changed substantially. Growth of 
real GNP in the industrial countries as a group is still estimated at 
around 1 per cent for both 1980 and 1981. Inflation in the industrial 
countries for these two years--as measured by GNP deflators--is still 
shown to be in the neighborhood of 9 per cent. The estimated magnitude 
of the oil exporters' surplus has not changed very much; but, among the 
oil importing groups of countries, one very significant revision has 
occurred--namely, the upward revision in the combined current account 
deficit of the non-oil LDCs. This revision, based mainly on the avail
ability of more trade and payments data for 1980, serves to reinforce 
the September 1980 analysis of the non-oil LDCs' external situation, 
rather than to alter its character. Also perhaps contributing to a 
relative pessimism of the staff's latest projections is the moderateness 
of the expected recovery of real GNP in the industrial countries from 
1981 to 1982, accompanied by only a modest decline in the high rate of 
inflation. 

All in all, the picture of the world economy provided in the current 
WEO exercise is at least as "grim" (last year's characterization) as 
that of six months ago. It is a picture of large and widespread economic 
imbalances both among broad groups of countries and within most individual 
countries. Clearly, the situation continues to present major policy chal
lenges--for the Fund, as well as for its member countries--and to call 
for a maximum degree of international cooperation in dealing with them. 

Trade policy is an important area in which such cooperation is 
urgently needed. The staff paper on developments in trade policy ~ 
confirms the recent increase in pressures for protection, but notes that 
the record of industrial countries in resisting protectionist pressures 
in the 1970s was generally good; in particular, across-the-board trade 
restrictions were avoided. At the same time, selective trade measures 
of recent years have not been relaxed, and in some instances have been 
tightened. 

1/ "World Economic Outlook-Developments in Trade Policy," ID/8l/S, 
3/26/81. See also "Developments in Trade Policy in Industrial Countries: 
Background Paper," SM/8l/69, 3/30/81. 
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In the period ahead, the continuing weakness of the economies of the 
industrial countries, combined with the persistence of demands for protec
tion of specific sectors from import competition, could make it increasingly 
difficult to deflect pressures for new trade restrictions or internal mea
sures having trade-restrictive effects. A significant recent advance in 
international cooperation in the trade policy field is the strengthened 
framework of rules emerging from the Multilateral Trade Negotiations. More
over, the dangers of protectionist policies--including their counterproduc
tive effects on domestic anti-inflationary and economic growth objectives-
are being increasingly recognized. However, without accelerated adjustment 
in economically weak sectors, it may be more difficult to resist further 
slippages into protectionist practices . 

Thus, the present situation calls for increased vigilance and maximum 
prudence in government actions. If bilateral or sector-specific restric
tions or restraint arrangements are allowed to proliferate, or if the 
new trade rules are not applied in an outward-looking, generally liberal 
manner, the consequences for the growth of world trade--as well as for 
the export and development prospects of the developing countries and their 
participation in the multilateral trading system--could be very serious. 

Any picture of the world economy, however brief, should also take 
account of developments in the field of energy. Here, some clear progress 
has been made, and the developments of the past year or two are more 
encouraging. 

Early data indicate a 3-4 per cent decline in energy consumption by 
the industrial countries in 1980. Although this decline reflected in part 
cyclical weakness, - energy consumption in 1980 was actually lower than in 
1973, despite a 19 per cent growth of real GNP since then. Another promis
ing development has been the emergence in recent years of more rapid sub
stitution of non-oil energy sources for oil. Consumption of non-oil energy 
is estimated to have risen by 9 per cent from 1978 to 1980, compared with 
a 2 per cent decline in the consumption of oil. 

These developments both reflect and support the policy that has now 
been adopted in most industrial countries of allowing a full pass-through 
of oil price increases so as to encourage conservation of energy and 
substitution of alternative energy sources for oil. The recent oil-price 
decontrol measures in the United States are a further contribution to this 
policy. The doubling of the real price of energy in industrial countries 
that has taken place since 1973 is serving as a strong incentive for 
energy savings. Further, the recent emergence of relatively large price 
increases for petroleum derivatives (such prices having now increased 
by 2 1/2 times in real terms since 1973) has promoted substitution of 
non-oil energy sources for oil, and has been accompanied by improving 
supply conditions for these sources. 

Nevertheless, the uncertainties to be faced in the medium term regard
ing the supply/demand balance in the energy and oil markets are consider
able. A combination of declining oil consumption, rising production of 

1 
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oil outside the oil exporting countries, a comfortable inventory position, 
sluggish demand in the industrial countries, and high level of output by 
Saudi Arabia are reflected at present in a situation of relative softness 
in the world oil market. (See ID/8l/6.) However, past events have demon
strated how rapidly market conditions can change. 

Some special considerations continue to be relevant to the issue 
of energy policies in the non-oil developing countries. Present and 
foreseeable balance of payments difficulties in this group of countries 
make development of their considerable indigenous energy sources a matter 
of urgent priority. While increased investment in energy projects in 
these countries may not for a time materially affect the global situation 
in view of the present scale of operations and long lead-times, it is 
important from the point of view of adjustment and development in the 
countries themselves. Such investment would imply, of course, an enlarge
ment of external borrowing requirements in the short or medium term. 

III. Key Issues of Policy 

"Stagflation" in the industrial countries 

For most of the period since 1973, the industrial countries have 
experienced historically high rates of both inflation and unemployment, 
combined with relatively slow growth of productivity. It is by now 
widely recognized that this situation of "stagflation" is a very serious 
one; some of the factors behind it are general, but others differ from 

~ country to country. No easy solution is in view. On the contrary, the 
policy alternatives open to national authorities are likely to require 

( not only considerable skill and determination, but also sacrifices by 
the public, over a period of years. Nevertheless, certain alternatives 
appear to be ~ore prom1s1ng than' others, and these will be discussed 
following a brief review of stagflation. 

From the mid-1960s onward, inflationary tendencies became apparent 
in many industrial countries. The causes of these pressures included 
excessive fiscal deficits and rates of monetary expansion, as well as the 
effects of structural factors related to a decline in the degree of competi
tion in both labor and goods markets. An example of these latter factors 
was the ability of workers in industries with relatively high rates of 
productivity growth to obtain relatively high wage increases, with workers 
in other industries then often successful in catching up, especially during 
periods when the authorities' policy stance accommodated such cost-push 
factors via measures aimed at maintaining high levels of employment. 

It was only after 1973, however, that the present problem of stagfla
tion became fully apparent. To a large extent, this problem can be traced 
to an unwillingness by both private economic agents and national authorities 
to accept fully the consequences of various supply-side developments. These 
developments included mainly: 
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a. The increase in the price of oil. The price of oil in real terms 
declined from the mid-1950s until the early 1970s; it then tripled in 
1973-74 and doubled from 1978 to the first quarter of 1981. The two waves 
of steep increase in the price of imported oil led to sharp declines in 
the foreign terms of trade of the industrial countries, inducing a real 
transfer of unprecedented magnitude to the oil exporting countries. 

-
b. The decline in the rate of growth of productivity. While the 

causes of the decline in the rate of growth of real output per employed 
worker that took place in most, although not all, industrial countries dur
ing the 1970s are not clearly discernible, a number of separate factors 
can be singled out: (i) the various effects of the shift to less energy
intensive processes and products necessitated by the steep rise in energy 
prices; (ii) the major shift in income distribution in favor of wage 
earners that took place in the late 1960s and early 1970s in many European 
countries--which may have been one of the factors responsible for a sharp 
fall in the average ratio of fixed capital formation to GNP; (iii) the ~ 
fact that a significant portion of business investment during the 1970s, 
particularly in the United States, was not directed at raising productivit , 
but rather at meeting the increased public demand for pollution abatement 
and the enhancement of occupational health and safety; and (iv) the con
tinued expansion of the services sector as a proportion of GNP, inasmuch 
as productivity growth in this sector tends to be relatively low. 

c. Problems of industrial structure. Rapid changes in the composi
tion of world demand and in the comparative economic advantage of various 
countries have left many industrial countries with a structure of production 
seriously out of line with the structure of demand. Well known examples 
are provided by the developments that have occurred in shipbuilding, steel, 
and textiles, as well as the differences among countries with respect to 
the endowment of energy sources. Structural changes are of course not 
new, but they seem to have been particularly great in the 1970s and to 
have contributed to structural unemployment. 

d. Labor market developments. Changes occurring in the labor markets 
also played a key role in both the weakness of productivity growth and the 
high rates of unemployment that were experienced during the 1970s. Labor 
force growth in the industrial countries was generally rapid throughout 
the decade, and this was accompanied by remarkable shifts in participation 
rates (notably the increased participation by adult women) and by an influx 
of inexperienced and relatively less skilled workers into the labor market, 
raising measured unemployment rates and further depressing productivity gains. 

The implications of such supply-side developments were a lower rate of 
growth of real per capita income and a higher average rate of unemployment. 
It is clear, however, that these developments did not necessarily imply rates 
of inflation or unemployment as high as those which have been observed since 
1973. Stagflation has also been a result of the way in which private economic 
agents and national authorities have reacted to the changes of the 1970s. 

Conditions of imperfect competition in the goods and labor markets have 
been sufficiently extensive in most industrial countries to allow private 
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economic agents to resist strongly any decrease in the rate of growth of 
their real incomes. An extreme example is provided by those countries 
where practically all labor incomes and social transfers are indexed to 
the cost of living--a mechanism that obviously contributes to inflation in 
any period of marked decline in the external terms of trade. Even in other 
countries, however, implicit forms of indexation have often had similar 
results. 

The policy reactions of national authorities have also in many cases 
led to adverse effects on prices and employment. For one thing, failures 
to adjust domestic prices of energy products to world market levels, coupled 
with changing regulations concerning the exploitation of coal and nuclear 
energy, have delayed needed increases in energy supply and affect ed the 
cost position of oil substitutes . Similarly, concern about safety and the 

[

environment has often been translated into regulations that, in practice, 
have added considerably to costs and prices. At a time when the growth rate 
of real per capita income was already declining, many governments decided 
to maintain or even accelerate the expansion of government services and 
transfers. It is difficult to assess how much the increased tax burden 
required to finance government activity may have adversely affected private 
sector incentives to work, save, and invest in productive capital, but the 
effect may have been sizable. As to the necessary restructuring of economies, 
a few national authorities (such as the Japanese) have encouraged the adjust
ment process, but the usual pattern has been one in which the authorities 
delayed this process by subsidizing declining industries at the cost of an 
increase in the public sector deficit. Government intervention in the labor 
markets, however desirable from a social or political standpoint, has in 
many cases been a contributing factor to inflation and unemployment. For 
example, improvement and extension of unemployment compensation benefits 
have reduced the private opportunity cost of unemployment in some countries, 
possibly accounting for at least part of the rise in structural unemployment 

I rates. In a number of countries, subsidies have been given to firms to 
keep redundant workers, thus impairing productivity. All in all, it seems 
clear that the degree of rigidity and inflexibility--however difficult to 
measure--increased markedly in the economies of many industrial countries 
in the course of the 1970s. 

By far the most disappointing results of national economic policy 
have occurred in the area of demand management. A few industrial countries 
(notably the Federal Republic of Germany and Switzerland) appropriately 
shifted toward monetary restraint as early as 1973 and 1974, and then main
tained it for several years. Most countries either reversed a shift toward 
restrictiveness rather quickly or avoided making such a shift for several 
years. From late 1975 onward, the larger industrial countries attempted 
to implement monetary policies on a "gradualist" basis. Several countries 
announced quantitative targets for the growth of domestic monetary aggre
gates in the context of programs intended to decelerate inflation gradually 
so as to minimize the adverse effects of monetary restraint on real output 
and employment. However, considerable slippage took place in the monetary 
targeting approach. Indeed, over the p! riod from 1976 to 1980, monetary 
targets were frequently missed and there was little evidence of a sustained 

) 
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deceleration of monetary growth in most industrial countries. Since the 
early 1970s, there has been sufficient monetary restrictiveness on occasion 
to initiate temporarily depressive or dampening effects on output, but the 
ensuing gains in terms of reduced inflation have proved to be small. 

As regards fiscal policy, the efforts of industrial countries to shift 
toward greater restraint were often hampered by the existence of large public
sector expenditure programs which had expanded as a result of the extension 
of social and other government services during the 1960s and 1970s, and which 
could not easily be reduced to meet the objective of inflation control. As 
a result of these difficulties, public sector deficits have persisted. Indeed, 
declines in real economic activity in several countries have tended to increase 
public sector borrowing requirements. Thus, the recent period of ineffective 
monetary targeting, combined with sizable fiscal deficits, has also involved 
considerable variability in both nominal and real interest rates. Furthermore, 
the failure to bring public spending under firmer control--and the widespread 
belief that fiscal deficits are likely to be financed by monetary creation-
has been an important factor in the persistence of inflationary expectations 
even in the face of continued weakness in real activity. 

The foregoing cursory review does not, of course, break new ground; 
it is primarily intended for the purpose of recalling and underscoring the 
fact that the origins of stagflation in the industrial countries are both 
complex and deep-rooted--the result of a number of diverse and important 
developments extending over a lengthy period. In most of these countries, 
inflationary expectations are by now deeply imbedded in the economic system, 
indexation schemes and other mechanisms that protect economic agents from 
the effects of inflation at the cost of perpetuating its existence are wide
spread, and the degree of public confidence in the ability of the authorities 
to control inflation is at a low ebb. Despite the fact that the policy 
approach will have to differ among countries, some of the crucial elements 
of these policies are easily defined, although it may not be easy to imple
ment them. 

First, it is now widely acknowledged that inflation is unlikely to 
be moderated in the industrial countries unless there is a reduction in 
their rates of ' growth of aggregate nominal demand--a reduction sufficiently 
marked and prolonged to break inflationary expectations. This objective 
requires continued restraint on the growth of monetary aggregates, a reduc
tion of fiscal deficits, and perhaps a leveling-off of the ratio of govern
ment expenditure to GNP. The control of nominal demand, however, can only 
be one of the elements of an integrated policy approach. Under present 
conditions, a reduction of the growth rate of nominal demand--in the absence 
of supporting measures--could have a further adverse impact on employment, 
investment, and productivity growth, and this, in turn, would increase the 
gap between what individuals expect the growth of their real income to be 
and what economic conditions allow. Inflation might decline, but the 

\ costs in terms of output could be large, and it is not clear that inflation 
{\ would not rise again as soon as economic activity picked up. The dilemma 

\

is that, on the one hand, a policy of marked reduction in the growth of 
nominal demand may not affect expectations for a period of years while, on 
the other hand, 'it may not be politically feasible to maintain it for a 
prolonged period if most of its impact is on output rather than on prices. 
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The adverse impact on output and employment may be alleviated by 
placing greater emphasis on supply-side policies. Some of these policies 
should be designed to increase the incentives of the private sector to 
save and invest, thereby increasing the growth of real aggregate supply 
relative to nominal demand and reducing inflationary pressures. Such 
supply-side measures might include changes in the structure of taxes and 
reductions in the levels of taxes and government expenditures, so as to 
stimulate work and saving; changes in depreciation rules; less onerous 
regulation of private sector economic activity; and manpower training and 
other labor market policies designed to reduce structural unemployment. 
Other policies should aim at the difficult task of removing barriers that 
have been erected, sometimes by the authorities themselves, against the 
free play of market forces in the goods and labor markets. Certainly, 
supply-side policies such as these represent a step in the right direction; 
the question is whether they will be introduced on a wide scale, and whether 
their effects will be sufficiently great or quick-acting to have a marked 
impact on stagflation in the industrial world within the next two or three 
years. 

One of the most useful supply-side achievements would be a further 
reduction in the dependence of industrial countries on imported oil. The 
demand for imported oil corresponding to a high level of economic activity 
in industial countries should not exceed the maximum effective or desired 
production levels of the oil exporting countries in order to counter the 
risk of another large and abrupt increase in oil prices that would markedly 
worsen the stagflation problem of industrial countries and have serious 
consequences for non-oil developing countries as well. While the maintenance 
of domestic prices in line with world market levels is crucial in that con
text, other government actions may also have a useful role to play. It is 
important that unnecessary regulations, or the uncertainty concerning pos
sible changes in regulations, not hinder the development of domestic energy 
sources. In countries where part of the energy sector is under direct govern
ment control, adequate public investment is an important factor. In other 
countries, the authorities may sometimes find it necessary to participate 
in the development of new sources of energy that require substantial research 
programs, long lead-times, and very large-scale projects. 

Another aspect of the solution lies in the use of incomes policy. Such 
a policy is now frequently identified with the setting of wages and prices 
through controls or other administrative means, often without a supporting 
program of restraint on aggregate demand. Several experiences along these 
lines in the mid-1970s failed, bringing incomes policy into a certain dis
repute. There are, however, more flexible forms of incomes policy--varying 
among countries according to their political and social environment--that 
may have a useful role to play in the 'fight against stagflation. In a few 
European countries, for example, the authorities have been directly involved 
with industry and labor in a process of negotiation in which efforts are 
made to relate the growth of real wages to the average economy-wide gain in 
productivity corrected for changes in the terms of trade. An even better 
example is provided by Japan, where a common perception shared by representa
tives of government, industry, and labor seems to have evolved and to have 
helped to achieve a relatively low rate of inflation (only 2 per cent in 
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1980, in terms of the GNP deflator), without recourse to a severe credit 
squeeze and despite a large public sector deficit. Clearly, the political 
and social circumstances of Japan may not apply to other countries, but 
Japan's success may serve to indicate the direction in which other countries 
will have to move if they are to get out of the present stagflationary mor~~ 

2. Global adjustment and financing ~ 

The issues of external adjustment and financing to be faced in the 
next few years are no less formidable than the internal adjustment issues 
considered above. A comprehensive discussion of external issues was 
included in the published World Economic Outlook report of May 1980 (see 
mainly Chapter III), but it may be useful to review certain aspects in 
the light of two factors that, although already noticeable last year, 
have become more marked since then: namely, the sharp increase in real 
interest rates and the weakness of economic growth in industrial countries. 

a. Global adjustment issues 

Global adjustment presents two major problems. The first is the now 
familiar issue of imbalances between the oil exporting and oil importing 
groups of countries. The other problem, perhaps not so widely known, is 
that which exists within the large group of oil importing countries, prin
cipally between the industrial world and the non-oil developing world. 

The prospects for adjustment between oil exporting and oil importing 
countries remain as worrisome as they were last year. The oil exporting 
countries have continued to expand rapidly, but the probable limits on the 
absorptive capacity of these countries over the next few years are becom
ing more and more apparent (as discussed in Section 2 of ID/8l/4). 

The substantial increase in the level of real interest rates that 
occurred during 1980-81, particularly on U.S. dollar-denominated assets, 
may have greatly increased the magnitude of the transfer of real resources 
from oil importing to oil exporting countries that ultimately will be 
necessary to restore a better pattern of current account balances. As has 
long been recognized, unanticipated inflation lowers the debt burden of 
the debtor by reducing the transfer of real resources that is needed to 
make interest and amortization payments. Over the period 1974-79, the 
average annual rate of return on short-term funds in the United States 
or on U.S. dollar deposits in the Eurocurrency markets was only 6 1/2 to 
7 per cent, while the average annual increase of import prices for oil 
exporting countries, in terms of the U.S. dollar, was about 12 1/2 per 
cent. The ex post real interest rate was · only moderately less negative 
for short-term deposits denominated in other currencies. From the end of 
1979 to the end of March 1981, however, the interest rate on short-term 
deposits denominated in U.S. dollars averaged about 12 to 14 per cent, 
while the rate of increase of import prices for oil exporting countries, 
in terms of the U.S. dollar, may have been on the order of 7 per cent. 
If, as seems likely, interest rates in financial markets continue to 
exceed rates of inflation, the growth of investment income should 
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contribute, along with less expansionary policies, to maintenance by the 
oil exporting countries of a combined current account surplus that would 
still amount to some $50 billion (in current prices) in 1985, even without 
any further increase in the real price of oil. 

Given the uncertainties surrounding the evolution of demand and supply 
in the world oil market, the possibility of further increases in the real 
price of oil cannot be discounted. If the real price of oil were to increase 
by about 5 per cent a year from now to 1985, the combined current account sur
plus of the oil exporting countries could be maintained at more than $100 bil
lion a year. The global adjustment and financing problems would in this case 
become much more formidable. In order to prevent a deterioration in the bal
ance between the demand for and supply of oil, and thus to help avoid a fur
ther marked rise in its price, energy demand must be constrained, and energy 
supply increased, in the oil importing countries. As discussed above in 
Section 11-4, there has been a significant reduction in world demand for oil 
in recent years, but much more is needed. Although the oil supply situation 
should be favorable in 1981, and possibly in 1982, the situation could then 
change rapidly in the event of a marked recovery of economic activity in 
the industrial world without new measures having been taken to reduce the 
current dependence of many countries on oil. Because of this and other pos
sible developments that could trigger an upsurge in oil prices, the need to 
reduce the demand for oil and to increase the supply of alternative sources 
of energy continues to be crucial. 

Adjustment problems among the various groups of oil importing coun
tries may be even more difficult to solve than those between oil exporting 
and oil importing countries. The primary source of concern is with the 
weak external positions of two subgroups of non-oil developing countries-
the low income countries and the "other" net oil importers, which together 
comprise nearly two thirds of the Fund's membership. 1/ These groups have 
been faced with two major problems over the past several years. (i) They 
do not produce the kinds of goods in demand by oil exporting countries 
and, therefore, cannot offset very much of their rising import bill by 
additional exports to these countries. (ii) They typically export primary 
commodities for which world demand has recently been weak. Despite such 
external problems, these two subgroups of developing countries have on 
the whole managed to sustain economic growth without excessive increases 
in their ratios of debt or debt service payments to exports of goods and 
services, although serious difficulties have emerged in a number of indi
vidual countries. 

As one looks ahead, however, there is cause for real concern. First, 
it is important to note that, while these two groups of developing countries 
have achieved a measure of adjustment by reducing the ratio between the 
growth of import volume and of real GDP, by far the major reason why their 
debt situation remained generally manageable at the end of 1980 was the 

1/ For countries classified in these groups, see Table 2. The People's 
Republic of China is not included in the group of low income countries for 
purposes of the analysis in the present section. 
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large negative real interest rates which they had experienced in the past 
several years. During 1974-79, the group of low income countries had an 
average nominal interest rate of 2 1/2 per cent on its debt , while its 
export prices grew at an average rate of 13 per cent. The real interest 
rate for the "other" net oil importers taken as a group was only slightly 
less negative; their nominal interest rate was 5 1/2 per cent, while the 
growth of their export prices averaged about 15 per cent. In addition to 
the low ex post real interest rates on U.S. dollar-denominated assets in the 
world financial markets during 1974-79, an important reason for the low cost 
of debt service for these two groups of countries--apart from the fact that 
so much of the debt had been incurred in earlier years at lower prices and 
interest rates--was that a large part of their financing was provided at 
concessionary rates. With the big increase in real interest rates that 
occurred in world financial markets in 1980/81 (and which may persist over 
the next few years), and with the gradual change in the structure of debt com
mitments that has been taking place toward debt contracted at market-related 
interest rates (particularly for the group of "other" net oil importers), the 
size of the real debt-service burden of these two groups is bound to grow more 
rapidly than in the past. This would be true even if their current account 
deficits, excluding investment income, were not to be larger than in the 
period 1974-79. In fact, however, their deficits in 1980 were already larger, 
and they are projected to reach still higher levels in 1981 and 1982. 

These severe external adjustment problems raise the issue of the role 
of the exchange rate in non-oil developing countries . 1/ It is often contended 
that such countries which rely primarily on the export-of primary products are 
faced with a price-inelastic world demand for their products, and therefore 
have nothing to gain by devaluing. This view can hardly be considered valid. 
Many of the primary products exported by developing countries compete with 
goods produced in the industrial world so that the price elasticity of demand 
for these products is not negligible in the medium term. Further, many prim
ary producing countries already export agro-business products and manufactures, 
or will have the potential to do so over the next few years. These exports, 
while not large initially, could in the long run become extremely important 
for the development of their economies and the resolution of their external 
adjustment problems. 

On the import side, the relation between the growth rates of imports 
and gross domestic product should not be taken as given. In many cases, 
there is need for a change in development strategy, away from import
intensive activities and toward activities with high domestic value-added 
and good export potential. Such a change in growth strategy requires that 
economic agents in the countries concerned be given the right information 
as to the price of foreign exchange in real terms. In this context, it 
is usually far better to allocate imports through the price mechanism by 
exchange devaluation than by quotas or restrictions that often mask the 
real price of foreign exchange. For all these reasons, it is a matter of 
concern that the average real exchange rates of the two subgroups of non-oil 

1/ The following paragraphs are, in the main, drawn from "The Review of 
the Implementation of the Fund's Surveillance Over Members' Exchange Rate 
Policies" (SM/8l/54, 3/11/81). . 
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developing countries under discussion have tended to rise in recent years 
because of a reluctance on the part of many of these countries to adjust 
their exchange rates. 

This is certainly not to say that exchange rate actions alone can 
solve the external adjustment problems of developing countries. First, 
exchange rate adjustment will need to be supported by structural actions 
on the part of the authorities. One frequent requirement is to change the 
pricing and procurement policies of marketing boards; these policies have a 
major impact on producers' incentives, and have often been oriented toward 
the protection of the urban population to the detriment of agricultural 
producers. Systems of import taxation and export subsidies may also have 
to be modified. FUrther, many investment decisions are made in the public 
sector, and it is important that these reflect economic returns. Second, 
there is also a need to support an exchange rate action by adequate demand 
management policies. A devaluation is not a substitute for demand manage
ment policies that will keep the growth of aggregate demand within the 
bounds of available noninflationary financing. 

In the final analysis, however, it must be recognized that the chances 
for successful adjustment by non-oil developing countries will be small if 
they do not receive the cooperation of industrial countries. Developing 
countries cannot expand their exports, particularly their emerging exports 
of agro-business products and manufactures, if the industrial countries use 
protective measures against them. The needed structural adjustment of their 
economies will also require time, even if all the right policies are imple
mented. Thus, financing will be required for a number of years in support 
of adjustment programs. Direct investment in developing countries by indus
trial and oil exporting countries has a crucial role to play in that context. 
In the case of the low income countries, it is also clear that the financing 
should come to a large extent on concessionary terms. 

The foregoing analysis has focused on the groups of low income coun
tries and "other" net oil importers because they may encounter the most 
serious adjustment problems in the next few years. However, two other groups 
of oil importing countries--the developing countries classified as major 
exporters of manufactures and the smaller industrial countries--also face 
difficult adjustment problems. The causes of these problems are basically 
the same as those faced by the two groups of developing countries discussed 
above, namely, sluggish economic growth in the major industrial countries, 
the increase in the real price of oil, and, more recently, the increase in 
real interest rates in world financial markets (a factor of special importance 
in view of the particularly high proportion of their debt being contracted 
at market-related interest rates). In a number of countries among the LDC 
exporters of manufactures and the smaller industrial countries, adjustment 
problems have been exacerbated by expansionary financial policies, reflecting 
mainly excessive fiscal deficits, and by marked distortions in the structure 
of domestic prices, often associated with overvalued exchange rates. Sub
sidies to inefficient enterprises have also contributed to the problems by 
causing high import growth and low growth of GDP and exports. In contrast 
to the situation of countries at a lower stage of economic development, 
however, most of the countries in these two groups should find it easier to 
adapt their economic structures to changing external conditions. 
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In brief, as far as the non-oil developing countries are concerned, 
the conclusion reached in the May 1980 World Economic Outlook that it 
could be a serious mistake to place excessive reliance on financing rather 
than adjustment, in the belief that external conditions might soon improve, 
is even more relevant now. The same conclusion applies to a number of 
the smaller industrial countries that are seriously affected, among 
other factors, by the increase in real interest rates. 

b. Global financing issues 

In contrast to the views expressed by many bankers and observers 
of the private financial markets at the beginning of 1980, the capacity 
of the private financial markets to channel funds to deficit countries 
does not seem so far to have become a significant constraint on the flow 
of such funds. The prospects for channeling of funds to deficit countries 
during the rest of 1981 also seem favorable. Nevertheless, two problems 
that were discussed in the May 1980 World Economic Outlook are still present. 

The first problem relates to the potential mobility of the huge amount 
of net external assets that have been accumulated by the oil exporting coun
tries. Most of these funds are still invested in short- and medium-term 
financial instruments, such as government securities and deposits in the 
major international banks both on- and off-shore, although the proportion 
of the total invested in longer-term instruments has tended to increase 
gradually. Such predominance of relatively liquid investments tends to 
increase the potential for both stabilizing and destabilizing capital flows. 
The oil exporting countries have avoided shifts in existing assets on any 
significant scale, with the shifts that have occurred being accounted for 
mainly by new placements. But a further increase in the proportion of 
funds invested in longer-term instruments would help to stabilize the 
pattern of placements among debtor countries. 

The second kind of problem concerns the financing of the current 
account deficits of non-oil developing countries. In this case, it also 
appears that the disquiet expressed by many bankers and observers of the 
private financial markets at the beginning of 1980 was to some extent 
overdone. But if one looks ahead to the next few years, there is still 
a clear danger that funds available to non-oil developing countries which 
at present have access to the international capital markets may become more 
constrained. There are several reasons for this. On the side of the banks, 
there may be a tendency to move away from the assumption of foreign risks. 
The major international banks already have a sizable portfolio of loans to 
non-oil developing countries; and, because of prudential considerations, 
there is less scope for expansion of such loans than there was several years 
ago. Also, the greater variability of interest rates during the past year 
may have exposed banks to some increase in risks, although probably to a 
lesser degree in international lending, where interest rates on loans are 
adjusted at frequent intervals, than in domestic lending. At the same time 
as the banks may want to decrease the riskiness of their foreign positions, 
many non-oil developing countries may, as discussed below in Section IV, 
experience over the next few years a marked increase in external adjustment 
problems and, therefore, difficulty in maintaining their credit standing. 
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If the deficits of non-oil LDCs continue at their present magnitude 
or increase, prudential considerations may eventually lead to some curtail
ment in the flow of private credit. The countries most likely to be affected 
would be those with a large foreign debt and inadequate adjustment policies, 
as well as the smaller, less diversified countries whose adjustment problems 
are in some cases quite severe. In the event of such difficulties, lending 
at concessionary rates through international agencies, such as the FUnd, 
coupled with appropriate adjustment programs, may have to play an even greater 
role than at present if adjustment is to proceed in an orderly manner. 

Financing of a greater part of the current account deficits of non-oil 
developing countries by oil exporting countries, directly through bilateral 
loans or indirectly through international lending agencies, could playa 
positive role in helping to ease global financing problems. According to 
the estimates in Table 9, the flow of loans and grants from the oil exporting 
countries directly to other developing countries rose to $10 billion in 1980, 
compared with $7-8 billion annually for the previous several years, and it 
is to be hoped that the flow may rise further in the period ahead. In addi
tion, a very sizable and important new contribution to the current account 
financing of non-oil developing countries is now in prospect because of the 
borrowing arrangement under which Saudi Arabia has agreed to lend SDR 4 bil
lion to the FUnd in each of the first two years of the arrangement, with 
an intention on the part of the authorities to enter into a further commit
ment for the third year if their balance of payments and reserve position 
so permits. The funds thus supplied will bolster the Fund's ability to 
supply needed financing for countries in the process of making essential 
economic adjustments. 

IV. Medium-Term Scenarios 

The August 1980 WEO report (ID/80/7) discussed the probable conse
quences of a premature relaxation of demand management policies in indus
trial countries, as well as those of perseverance with the present policy 
stance, against the background of illustrative "scenarios" developed by the 
staff to explore alternative ways in which the world economic situation 
might develop over the first half of the 1980s. The principal focus of that 
analysis was on the industrial countries, and its principal message was that 
top priority should continue to be given to the contain~ent of inflation, 
with supply-side measures used to relax the energy constraint and, more 
generally, to foster productive investment and labor mobility. This message 
is, if anything, even more relevant and valid at present. 

The work presented below is to a large extent an extension and elabora
tion of the previous scenario analysis. This time, the focus is on medium
term prospects for the external positions and growth rates of the four ana
lytical subgroups of non-oil developing countries. l! The main quantitative 

1/ The countries included in these subgroups are defined in appended 
Table 2. For the low income subgroup, India and the People's Republic of 
China have been excluded as far as the present section is concerned, because 
their balance of payments and external debt developments would dominate too 
much the developments for other countries in the group. 
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results of the scenarios are presented in Tables 14 and 15. The esti
mates involved are an aid to exposition but, of course, are rather crude 
and should not be taken too literally. Their only value is to illustrate 
the orders of magnitude of the principal variables. 

. I.~.r ,~ 

Two medium-term scenarios were quantified for the world economy on the 
basis of assumptions regarding the size of foreign aid flows, the degree of 
trade restriction in the industrial countries, and the level of real interest 
rates in world financial markets, and on alternative possibilities with respect 
to (i) rates of growth and inflation in the industrial countries, and (ii) the 
real price of oil and the evolution of the surplus of the oil exporting coun
tries. Both scenarios assume a continuation of "stagflation" problems in indus
trial countries, although to a markedly differing degree; they also assume the 
implementation of firm external adjustment measures by developing as well as 
industrial countries. 

Consideration was given to a third scenario based on assumptions for the 
industrial countries of a substantial improvement in inflationary expectations 
and marked progress on the supply side, leading to a rapid decline of infla
tion and higher rates of growth of the order of 4 to 5 per cent per annum. 
As one would expect, under these conditions the outlook for the non-oil 
developing countries would improve substantially and financing problems 
would be mitigated, certainly at the level of the subgroups treated here. 
Such a highly desirable scenario does not, unfortunately, seem very plaus
ible at the present stage. It has not been developed in this paper but 
could be presented and analyzed on a further occasion. 

A fourth scenario was also considered. This did not assume adjustment 
measures on the part of the non-oil LDCs and, as might be expected, produced 
financing implications that were completely infeasible. 

The first scenario, referred to as Scenario A, is based on moderate 
rates of economic growth and gradually declining rates of inflation in 
industrial countries, along with constant oil prices in real terms. It 
is predicated upon the assumption that the industrial countries persist 
in the implementation of policies designed to bring about a significant 
reduction, over time, in the growth of nominal demand, and that they are 
moderately successful in reducing the impact of their restrictive demand 
management policies on output through the use of supply-side measures and 
incomes policies. It also assumes that energy policies of industrial 
countries lead to a further reduction in the dependence on imported oil. 
Scenario B is more pessimistic, assuming a worsening of stagflation in the 
industrial world, with lower growth, persistent high inflation, and further 
increases in the real price of oil. This second scenario could come about 
because of several possible types of development. The industrial coun
tries could fail to limit the impact of their restrictive demand manage
ment on output. They could also decide on an early shift from restrictive 
to expansionary demand management policies. A sharp upturn in rates of 
growth might ensue during 1982-83, but inflation would flare up again. The 
most likely result would be a shift back to restrictive demand management 
policies, severely depressing the average rate of economic growth during 
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the 1984-85 period. The industrial countries could also fail to pursue 
effective energy policies, contributing to a further increase in the real 
price of oil. This increase would be particularly likely if there were 
to be a strong 1982-83 upturn and a surge of inflation. 

For both scenarios, the assumptions regarding official development 
assistance, trade restrictions, and real interest rates are the same. The 
projections for official development assistance (ODA), which are more 
pessimistic than those prepared by the World Bank last year (see World 
Development Report, 1980), assume that such assistance will show no growth 
in real terms from 1980 to 1985. Trade restrictiveness of the industrial 
countries toward the exports of the non-oil developing countries is con
sidered to remain about the same as it is now throughout the medium-term 
projection period. Real interest rates for new loans extended by private 
institutions in world financial markets (paralleling, say, the three-month 
LIBO rate) are assumed to be about 2 per cent per annum. 

Growth rates for the industrial countries as a group are assumed to be 
about half a percentage point higher for the 1983-85 period in Scenario A, 
and half a point lower in Scenario B, than they were over the 1974-79 period. 
Specifically, the average annual rate of growth of real GNP assumed for the 
1983-85 period under Scenario A is 3 1/4 per cent, and under Scenario B it 
is 2 1/4 per cent. The growth rate of 3 1/4 per cent for Scenario A may 
seem low by comparison with the 4 per cent average rate of growth experienced 
by the industrial countries in the recovery period 1976-79. It should be 
noted, however, that (i) Scenario A assumes that countries effectively 
reduce th£ growth rate of aggregate nominal demand--something which they 
did not do during 1976-79; (ii) inflationary expectations are now more 
deeply imbedded in the economic system; and (iii) a number of European coun
tries, particularly EMS participants, are now faced by difficult problems 
of external adjustment that may constrain their possibilities for economic 
growth for some time to come. 

Both scenarios incorporate the staff projections for 1981 and 1982 
shown in appended Table 1 and, therefore, would entail an increase in economic 
slack, including a rise in the average unemployment rate for industrial coun
tries of perhaps 1-1 1/2 percentage points from 1980 to 1982. Scenario A 
would not offer a prospect of much decline in economic slack and unemployment 
over the next three years. Scenario B would imply a further increase in 
economic slack throughout the 1983-85 period, with an increase in the average 
unemployment rate of possibly 1-2 percentage points. The rate of inflation 
in the industrial countries, measured in terms of GNP deflators, would decline 
from about 9 per cent in 1980 and 1981 to 6 1/2-7 per cent in 1985 under 
Scenario A. Despite its lower average rate of growth, Scenario B assumes a 
less favorable price performance; the 'rate of inflation remains at 8 1/2 per 
cent throughout 1983-85. 

Although it is not possible to predict the implications of the output 
and inflation developments assumed in Scenario A for oil prices, conditions 
of the kind implied in that scenario might be consistent with an assumption 
that the real price of oil would remain more or less constant at its early-
1981 level. For the more pessimistic scenario, a 5 per cent real increase 
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per annum is assumed throughout the period 1983-85. This figure was chosen 
mainly for the purpose of illustration. The evolution of the current 
account position of the oil exporting countries under the two scenarios 
follows directly from the assumptions regarding the real price of oil and 
the rate of interest, plus the view that the fiscal policies of these coun
tries will not become unduly expansionary. The current account balance of 
the oil exporting countries is estimated to decline from $90 billion in 
1982 to $50 billion by 1985 under the assumptions of Scenario A, but to 
rise somewhat to $95 billion in 1985 under Scenario B. 

Two complementary approaches were used to develop the medium-term pro
jections. The first approach relied on econometric analysis of behavioral 
relationships explaining imports, exports, and the terms of trade for the 
four analytical subgroups of non-oil developing countries. Parameters 
derived from this analysis can be used to project possible future outcomes, 
assuming there are no further structural changes over the projection period. 
The second approach relied on a detailed survey of the major countries 
within each of the analytical subgroups of non-oil developing countries. 
Country experts in the Area Departments were asked to develop medium-term 
projections of output, trade flows and prices, and the balance of payments 
on the basis of the assumptions underlying the two scenarios, taking into 
account their own assessment of the adjustment policies most likely to be 
implemented by the country under consideration. 

In the econometric approach, import propensities (the percentage change 
in the volume of imports due to the percentage change in real GDP) were esti
mated and tested for structural change. The growth of exports was explained 
by different factors for the various subgroups. Export growth of the net 
oil exporters and the major exporters of manufactures is less sensitive to 
medium-term changes in the level of economic activity in .the industrial 
countries than export growth of the other two subgroups of oil importing 
developing countries. The market shares of the first two subgroups are 
small relative to the dominant suppliers of oil and manufactures in world 
markets; their medium-term export growth, therefore, is determined more by 
domestic supply conditions than by the growth of demand in the industrial 
countries. Export growth of the net oil exporters is mainly influenced by 
the rate of exploitation of their oil resources. Export growth of the 
major exporters of manufactures is explained primarily by the growth of 
manufacturing capacity, and to a lesser extent by the level of economic 
activity in the industrial world and the level of imports in other develop
ing countries. On the other hand, exports of the low income countries and 
other oil importers tend to be complementary to output in industrial coun
tries and, not surprisingly, the growth of foreign demand was the main 
determinant of export growth for these two subgroups. Movements in the 
terms of trade for each of the analytfcal subgroups were explained by the 
level of economic activity in the industrial countries and by changes in 
the price of oil. 

Information received from the survey of Area Departments was used 
in several ways. It was aggregated into the four analytical subgroups, 
and the relationships of the sample groups to the aggregate groups were 

( 
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assessed in order to project developments for the aggregate groups on the 
basis of the survey data. The more comprehensive information available 
from the survey regarding the financing of projected current account defi
cits and the adjustment policies followed by individual countries provided 
a basis for reconciling projections based purely on the econometric pro
jections, which did not take into account possible structural change due 
to adjustment policies, and those based on the survey data, which in some 
cases diverged significantly from historical patterns. On the whole, this 
process of reconciling the two approaches worked out well. 

The basic assumption underlying both scenarios is that the external 
adjustment policies followed at present by the various countries would 
continue to be implemented and in many cases would be strengthened further. 
This assumption is particularly crucial in the case of those developing 
countries that are net oil importers. The non-oil developing countries 
that are major exporters of manufactures are assumed to be able to con
tinue to increase their market shares substantially because of continued 
expansion of their manufacturing capacity and strong export price com
petitiveness, while maintaining the lower import propensities that they 
have experienced since 1974. 

Even more extensive adjustment measures are assumed for the low income 
countries and the "other" net oil importers, the two subgroups that export 
mostly primary products to the industrial countries. The country surveys 
showed that a high proportion of countries in these two subgroups were ex
pected to pursue various strategies to reduce imports and increase exports, 
including the dismantling of price controls to increase incentives for 
investment and production, especially in the energy and agricultural sec
tors; promotion of exports of manufactures where possible; and improvement 
or maintenance of competitiveness through real exchange rate changes. As 
a result, these two subgroups are projected to have higher rates of growth 
in their export volumes than the normal historical relationships between 
growth in industrial countries and growth of their exports would suggest. 
On the import side, the rate of growth in volume is projected to be less 
rapid than that of real GNP, a tendency already in evidence during the 
1973-80 period, but not in preceding years. 

Part of the adjustment is also expected to come from changes in rates 
of economic growth. For the three subgroups of net oil importers in 
Scenario A, the growth rates estimated (on the basis of individual-country 
assessments) to be feasible for 1983-85 turned out to be quite similar to 
those for 1973-80, a period when there was already some decline in growth 
rates by comparison with the pre-1973 period. In Scenario B, the rates of 
growth of these three subgroups were estimated to be about 1 percentage 
point less than in Scenario A, both because the volume of their exports 
would grow less rapidly and because balance of payments financing con
straints would oblige them to use more restrictive demand management 
policies. The growth rates of Scenario B would imply no growth in real 
per capita income for the low income countries, and only modest growth of 
1-2 per cent per annum for the "other" net oil importers and the major 
exporters of manufactures. 
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In contrast, the non-oil developing countries classified as net oil 
exporters should be able to sustain their rates of economic growth at about 
6 1/2 per cent per annum--about the same rate as during 1978-80--under both 
scenarios. 

The main results of Scenario A may be summarized as follows: 

(i) The current account deficit of the non-oil developing countries 
would continue to increase, reaching $140 billion in 1985, or about 18 per 
cent of their exports of goods and services, while the industrial countries 
would go back to their traditional surplus position and the oil exporting 
countries would remain with a large but much reduced surplus. (See Table 14.) 
The three subgroups of developing countries that are net oil importers would 
experience a decline from the current levels of their deficits in relation 
to exports of goods and services. Their deficits would, nevertheless, remain 
large by comparison with historical norms. 

(ii) Net external borrowing would have to increase markedly for the 
four subgroups of non-oil developing countries because of their increasing 
current account deficits, and because of the limits that they would face in 
using non-debt financing (that is, official transfers, SDR allocations, and 
direct investment) and reduction in reserve assets. Net external borrowing 
is estimated nearly to double from 1980 to 1985 for the net oil exporters, 
the major exporters of manufactures, and the low income countries, and to 
increase by about 50 per cent for the "other" net oil importers. There 
would be no major financing problems for the net oil exporters, but problems 
might be faced by the other three groups. In the case of the low income 
countries, the bulk of the financing would still have to come from official 
sources in the form of long-term capital at concessionary rates. For the 
major exporters of manufactures and the "other" net oil importers, the bulk 
of the borrowing would be expected to come from private sources at market
related interest rates. 

(iii) The debt picture would remain satisfactory for the net oil 
exporters and the major exporters of manufactures, but it would continue 
to worsen for the low income countries and the "other" net oil importers. 
(See Table 15.) The debt service ratio for the low income countries would 
nearly double by 1985, from an already historically high level in 1980. 
This development reflects in large part the assumption with respect to no 
growth of ODA in real terms, and shows how precarious the situation of these 
countries may become if this assumption is validated by the facts. The debt 
service ratio would also increase significantly for the "other" net oil im
porters, in part because the average interest rate on their debt would 
remain at a much higher level than during the 1970s in view of the higher 
financing costs of both the new debt and the debt accumulated during the 
1970s that would have to be "rolled over." These two subgroups would also 
experience a further marked decrease in their ratios of gross external 
reserves (with gold valued at SDR 35 per ounce) to imports of goods and 
services. For the low income countries, reserves would fall below the value 
of one month's imports. 
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(iv) The wide diversity existing in the external positions of coun
tries within each subgroup would, if anything, tend to increase by 1985, 
with the weak countries becoming weaker and the strong countries stronger; 
thus, for example, the average debt service ratios of about 20-30 per cent 
shown in Table 15 for Scenario A include much higher ratios for a substan
tial number of countries. This tendency toward more diversity in external 
positions would occur despite the adjustment programs envisaged. A major 
reason for this is that the persistence of interest rates at levels much 
higher than during the 1970s would tend to lead to substantial increases 
in the outflow of investment income from countries with large external 
debt levels and, therefore, to further increases in their current account 
deficits. Thus, even though the financing prospects for the subgroups are 
viewed as manageabl e, a number of countries would face uncertain prospects 
in that context. If these financing problems could not be solved, the 
countries involved would be obliged to accept lower growth rates than those 
envisaged in the present scenario. 

The implications of Scenario A are not favorable, particularly for 
the developing countries that are net oil importers, but the implications 
of Scenario B are even worse. Under the latter scenario, the current 
account surplus for the group of major oil exporting countries would 
hardly decline from its high level for 1981. The developing countries 
that are net oil importers, on the other hand, would have a deficit of 
more than $130 billion by 1985, or as high a proportion of their exports 
of goods and services as in 1981. This would occur despite the sharply 
reduced growth rates assumed for these countries. The deficit of the low 
income subgroup would not be much higher in Scenario B than in Scenario A, 
but this is because the deficit of that group in Scenario A is already 
judged to be at the upper limit of what could be financed, so that a further 
worsening of the external conditions could only lead to a reduction in the 
rate of economic growth. For the major exporters of manufactures and the 
"other" net oil importers, the debt burdens would also become so large in 
relation to slowly growing exports that financing difficulties could become 
widespread. Most of the differences in the results for non-oil LDCs shown 
by the two scenarios are attributed to differences in the assumed rates of 
growth for industrial countries, although the difference in the assumptions 
with respect to the real price of oil is also important. 

In sum, the medium-term prospects for the low income developing coun
tries and the developing countries classified as "other" net oil importers 
are, to say the least, disturbing. Even if, as assumed in Scenario A, the 
industrial countries persist in the implementation of policies designed 
to bring about a significant reduction, over time, in the growth of aggre
gate nominal demand and are successful in limiting the effects of these 
policies on output, the low income countries and the "other" net oil im
porters will face difficult adjustment and financing problems over the 
medium term. They will incur major increases in their debt service ratios 
even if they are successful, as assumed here, in implementing comprehensive 
adjustment programs. In the absence of adjustment measures, they would 
soon find themselves in a position where their deficits could not be financed. 
With the adverse developments for the industrial countries that are envisaged 
in Scenario B, the medium-term prospects for these two subgroups of developing 
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countries would become critical. In particular, it is uncertain whether the 
low income countries could even maintain rates of economic growth that would 
prevent outright declines in per capita real income. Prospects for the 
developing countries that are major exporters of manufactures are somewhat 
more favorable, at least under Scenario A, although their need for firm 
adjustment policies is clear. 

The two scenarios would also have widely differing implications for 
the second half of the 1980s. With Scenario A, one could envisage that by 
the mid-1980s an environment conducive to sustained long-run growth in the 
industrial countries would have been restored. With a more rapid expansion 
of their exports, the developing countries that are net oil importers could 
then sustain the high debt burden accumulated in the first half of the 
1980s. For Scenario B, however, a further period of low growth rates in 
industrial countries could be envisaged for 1986-90, and in this case it 
is difficult to see how these developing countries could sustain their 
debt burden. A further reduction of their growth rates would then become 
unavoidable. 

v. Topics for Discussion 

This "General Survey" has endeavored to assemble a wide range of statis
tical and analytical material on the world economy, pertaining to its cur
rent situation, to its prospects for 1981 and 1982, and to "scenarios" of 
its possible evolution over the medium term to 1985. Within this broad 
framework, Executive Directors will doubtless find many things in the paper 
on which to comment. But, without intending to provide an exhaustive list, 
the staff would suggest that Directors give particular attention to the 
following topics in the formulation of their remarks--keeping in mind the 
implications for the role of the Fund in such key areas as payments adjust
ment and financing, and surveillance over members' exchange rate policies. 

1. "Stagflation" in the industrial countries.--This fundamental 
problem has been discussed in Section III-I; also relevant to its consider
ation are the staff projections for 1981-82 and the assumptions about the 
industrial countries incorporated in the first of the medium-term scenarios. 
One immediate question is whether Directors would agree with the staff view-
more or less explicit in the material presented--that stagflation in the 
industrial countries is apt to prove a stubborn problem extending over a 
number of years, if only because of the strength of inflationary expecta
tions, and will call for significant reductions in the rate of growth of 
nominal demand, more effective implementation of various supply-side measures, 
and the use of incomes policy (wherever feasible) along the lines indicated 
in Section III-I. 

2. Problems of adjustment and financing in the non-oil LDCs.--The 
severity of these problems differs markedly among various subgroups of 
non-oil developing countries, being most pronounced among the low income 
countries and among those middle income countries (in the "other" category) 
that are exporters of primary products. With this important aspect in 
mind, Directors may wish to react to the staff view that the range of 
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adjustment and financing problems for developing countries now seems even 
more formidable in light of the various findings in the current WEO project. 
Among these findings are the higher level of deficits now seen for 1980 and 
1981 as a result of the statistical revisions mentioned earlier; the strains 
in the pattern of external financing evident in the estimates for 1980-82; 
the clearly accommodating (unduly expansionary) character of present finan
cial policies in many countries; the reluctance of many countries to adjust 
their exchange rates; and various considerations emerging from the study of 
medium-term scenarios, especially the need for external adjustment and, not
withstanding such adjustment, the likelihood of a deterioration in external 
debt positions over the next five years. The problems of the non-oil LDCs 
in the medium term are of such magnitude as to call for international action 
in the fields of aDA and capital flows. 

3. Variability of exchange rates.--The magnitude and speed of changes 
in exchange rates for major currencies during 1980 and early 1981 raise a 
number of questions. One of these relates to the possible use of monetary 

. policy to foster a greater degree of short-run stability of exchange rates. 
Here, a point of fundamental significance is that the first priority of mone
tary policy at the present time must be to counter inflationary pressures, 
and in that context it is crucial that the authorities be seen to maintain 
a firm strategy of reducing their monetary growth rates over time. To 
allow an upward deviation from longer-run monetary targets for the sake of 
limiting an exchange rate appreciation could send a wrong signal to private 
market participants. In present circumstances, therefore, it would seem 
that a certain degree of short-term variability of exchange rates has to be 
accepted, even with allowance for an appropriate use of intervention. None
theless, there remains a question of the extent to which, and under what 
conditions, sharp fluctuations in interest rates may be unavoidable in the 
conduct of a sound and responsible monetary policy. In any event, it would 
seem desirable for the authorities to keep an eye on exchange rates in 
running their monetary policies in the short run and, to the extent compat-

, ible with domestic objectives, to prevent the exchange rate from going "too 
' far" and having major external repercussions. (The nature of Directors' 
comments on exchange rate issues such as these will depend, at least to some 

,extent, on what will have been covered in the prior Board discussion of the 
: staff paper on "Review of Implementation of the Fund's Surveillance Over 
Members' Exchange Rate Policies," SM/8l/54.) 

4. Direction of trade policy.--Executive Directors may wish to give 
their views on whether there is significant danger of protectionism in the 
period immediately ahead, and to discuss the outlook for resisting protec
tionist pressures in the countries they represent. They may also wish to 
comment on whether the Fund, in its role of promoting international adjust
ment, should become more active in encouraging countries to reduce restric
tions or avoid recourse to them, and whether it should pay more attention 
to trade policy issues in the regular Article IV consultations . 



- 31 -

Tab Ie 1. Industrial Countries: Changes in Output and Prices, 1962-82 l/ 

Real GNP 

Canada 
United States 
Japan 

France 3/ 
Germany-
Italy 3/ 
United-Kingdom 3/ 

Other countries ~/ 

All industrial countries 

Of which: 
Seven largest coun

tries 5/ 
European countries 

GNP deflator 

Canada 
United States 
Japan 

France :}j 
Germany 
Italy 3/ 
United-Kingdom 3/ 

Other countries ~/ 

All industrial countries 

Of which: 
Seven largest coun

tries 5/ 
European-countries 

Average 
1962-72 2/ 

5.5 
4.0 

10.4 

5.5 
4.5 
4.8 
2.9 

4.9 

4.8 

4.8 
4.5 

3.6 
3.6 
5.0 

4.8 
4.0 
5.1 
5.2 

5.6 

4.1 

4.0 
5.0 

1973 

7.5 
5.8 

10.0 

5.4 
4.9 
6.9 
7.3 

5.4 

6.3 

6.4 
5.8 

9.1 
5.7 

10.0 

7.8 
6.0 

11.7 
6.7 

9.4 

7.4 

7.0 
8.2 

(In per cent) 

1974 

3.6 
-0.6 
-0.3 

3.2 
0.5 
4.2 

-1.8 

3.5 

0.4 

0.3 
2.0 

15.3 
8.7 

20.0 

11.1 
6.8 

18.3 
14.9 

12.2 

12.0 

11. 6 
11.6 

1975 

1.2 
-1.1 

1.4 

O.? 
-1.8 
-3.5 
-0.5 

-0.1 

-O.n 

-0.7 
-1.1 

10.8 
9.3 
8.6 

13.4 
6.7 

17.4 
27.2 

l3.0 

11.3 

11.0 
l3.7 

From Preceding Year 
1976 1977 1978 1979 

5.5 
5.4 
6.5 

5.2 
5.2 
5.9 
3.3 

3.6 

5.2 

5.4 
4.6 

9.5 
5.2 
4.8 

9.9 
3.2 

18.0 
14.3 

10.3 

7.5 

6.9 
9.7 

2.2 
5.5 
5.4 

2.8 
2.8 
1.9 
1.6 

1.5 

3.9 

4.3 
2.2 

7.0 
5.8 
5.5 

9.0 
3.8 

19.1 
l3.9 

10.1 

7.6 

7.1 
9.8 

3.4 
4.8 
6.0 

3.6 
3.6 
2.6 
3.8 

2.3 

4.1 

4.5 
3.1 

6.4 
7.3 
4.0 

9.5 
3.9 

14.0 
10.7 

9.0 

7.4 

7.1 
8.6 

2.7 
3.2 
5.9 

3.2 
4 . 5 
5 .0 
1.8 

2.8 

3.7 

3.8 
3.4 

10.3 
8.5 
2.0 

10.4 
3.9 

15.2 
14.6 

7.5 

7.7 

7.8 
8.6 

1980 

0.1 
-0.2 

5.4 

1.6 
1.8 
4.0 

-2.1 

1.6 

1.4 

1.4 
1.4 

10.5 
9.0 
1.9 

10.5 
5.0 

20.4 
18.8 

9.0 

8.7 

8.7 
10.7 

1981 

1.6 
1.0 
4.0 

0.8 
-1.0 
-1.0 
-2.8 

0.9 

0.9 

0.9 
-0.5 

9.5 
9.6 
4.4 

10.7 
5.0 

17 .6 
10.6 

8.9 

8.7 

8.7 
9.4 

1982 

1.4 
1.3 
5.4 

2.4 
2.2 
2.0 
1.0 

1.8 

2.2 

2.3 
1.8 

8.3 
7.7 
4 .0 

9.1 
4.0 

16.5 
8.9 

8.6 

7.5 

7.3 
8.4 

Note: Both in this table and in the companion tables, the projections are based on several broad assumptions or working 
hypotheses: (1) that average exchange rates for January 1981 will prevail in subsequent months through 1982; (2) that 
"present" policies of national authorities will be maintained through 1982; and (3) that the price of oil will remain 
unchanged in real terms as of the first quarter of 1981. 

1/ Composites for the country groups are averages of percentage changes for individual countries weighted by the 
av~rage U.S. dollar value of their respective GNPs over the previous three years. 

2/ Compound annual rates of change. 
3/ GDP at market prices. 
4/ Comprise Australia, Austria, Belgium, Denmark, Finland, Iceland, Ireland, Luxembourg, the Netherlands, New Zea1~nd, 

Norway, Spain, Sweden, and Switzerland. 
2/ As listed separately above. 
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Table 2. Developing Countries: Changes in Output, 1967-B1!1 

Oil exporting countriesl/ 

Oil sector 
Other sectors 

Non-oil developing countriesl/ 
Excluding China, People's 
Republic of 

By Area: 
Africa 
Asia 

Excl. China, People's Rep. of 
Europe 
Middle East 
Western Hemisphere 

By Analytical GrouP4/ Net oil exporters
Net oil importers 

Excl. China, People's Rep. of 

Major exporters of 
manufacture~1 6/ 

Low income countries-
Excl. China, People's Rep. of 

Other net oil importers 

(In per cent) 

Averagz/ 
1967-7~ 1973 1974 

9.0 

5 . 9 

4.9 

4.6 
6.2 
7.5 
7.2 

6.1 

5.8 

8.2 

3.5 
5.4 

10.7 

13.2 
9.7 

6.6 

3.9 

6.0 
5.7 
5.3 
8.3 

7.7 

6.4 

9.7 

3.2 
4.0 

8.0 

-1.0 
12.3 

5.7 

6.7 

4.2 
4.0 
3.3 
7.3 

6.2 

5.5 

6.6 

3.2 
6.0 

1975 

-0.3 

-11.1 
12.4 

4.0 

2.0 

6.0 
4.4 
4.2 
2.9 

5.2 

3.7 

3.2 

5.9 
2.8 

From Preceding Year 

1976 1977 1978 1979 

12.3 

13 .5 
11.3 

5.9 

1.8 
8.9 

5.3 

5.6 4.9 

4.7 1.9 
7.1 

6.6 6.5 
7.1 5.2 
3.1 5.0 
4.9 4.4 

4.9 3.2 
5.6 

5.8 5.1 

6.5 5.1 
6.4 

3.7 5.0 
6.5 5.3 

1.9 

-4.2 
6.0 

2.2 

2.8 
1.8 

6.5 5.1 

5.6 4.8 

2.3 2.8 
9.6 4.8 
8.1 3.4 
5.3 4.5 
7.8 5.8 
4.7 6.5 

5.8 7.0 
6.6 4.9 
5.5 4.5 

5.2 6.5 
8.7 3.3 
5.8 -0.2 
5.8 4.3 

19BO 1981 

-2.9 

-12.6 
4.0 

4.3 

4.2 

4.0 
4.1 
3.5 
2.0 
4.7 
5.7 

6. 7 
4.0 
3.B 

4.5 
3.7 
2.4 
3.4 

O.B 

-6.4 
6.8 

5.0 

5.1 

4.5 
5.3 
5.8 
3.1 
5.5 
5.4 

6.8 
4.7 
4.7 

4.8 
4.7 
4.9 
4.3 

II Data in this table cover all Fund members except those listed in Table 1, together with a few 
territories for which balance of payments statistics are readily available. The figures are averages of 
percentage changes in real GDP for individual countries weighted by the average U.S. dollar value of GDPs 
over the previous three years. 

2/ Compound annual rates of change. 
31 These groups, and each of the regional subgroups of non-oil developing countries, conform to the 

classification now used in the International Financial Statistics. 
4/ Comprise Bahrain, Bolivia, Congo, Ecuador, Egypt, Gabon, Malaysia, Mexico, Peru, Syrian Arab Republi( 

Trinidad and Tobago, and Tunisia. 
2/ Include Argentina, Brazil, Greece, Hong Kong, Israel, Korea, Portugal, Singapore, South Africa, and 

Yugoslavia. 
61 Comprise 40 countries whose per capita GDP, as estimated by the World Bank, did not exceed the 

eq~ivalent of US$350 in 1978. 
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Table 3. Developing Countries: Changes in Consumer Prices, 1967-811'/ 

(In Eer cent) 

Average2/ From Preceding Year 
1967-72- 1973 1974 1975 1976 1977 1978 1979 1980 1981 

Oil Exporting Countries 
(weighted averagel/) 8.0 11.3 17.0 18.8 16.8 15.5 10.2 10.8 13.6 12.9 

Non-oil Developing Countries 

Weighted Average 23.3 19.3 24.1 33.1 28.6 
Excluding China, 
People's Republir. of 9.3 21. 7 27.6 27.5 24.2 27.4 23.5 28.6 38.7 34.1 

Arithme~ic Averagail 6.0 17.2 25.2 21.7 17.5 18.1 14.3 18.5 22.6 17 .4 
Median~/ 4.3 10.4 18.4 15.4 10.0 11. 8 9.9 12.2 15.0 12.4 

By Area: 
Weighted Averagesl/ 

Africa 4.6 9.8 15.4 15.5 15.0 19.9 15.5 20.6 23.0 19.9 
Asia 5.2 2.5 6.4 11.8 7.1 

Excluding China, 
People's Republic of 6.7 19.5 28.8 10.6 0.5 6.8 5.2 9.5 16.2 11.8 

Europe 6.2 12.8 17.9 15.0 12.3 16.2 21.2 27.2 39.9 22.7 
Middle East 4.2 12.7 22.2 21.9 18.7 19.0 20.9 24.2 48.3 35.0 
Western Hemisphere 15.4 32.2 35.2 52.0 55.1 51.1 42.1 48.9 60.7 60.8 

Medians 

Africa 4.3 9.4 16.4 16.0 10.7 14.6 10.5 11.9 14.0 11.0 
Asia.!!./ 4.1 14.0 24.3 10.5 6.2 7.6 6.0 8.2 14.4 10.0 
Europe 3.8 12.9 16.2 13.4 11.6 12.2 12.5 19.0 16.6 18.0 
Middle East 4.4 17.1 20.1 14.1 14.1 14.3 10.8 12.1 18.2 12.5 
Western Hemisphere 4.5 12.9 19.5 17.0 9.7 11.4 10.7 17.5 19.5 16.0 

By Analytical GrouE: . 
l.Jeighted Averagesl/ 

Net Oil Exporters 4.1 11.1 20.5 14.6 15.0 22.4 17.9 16.4 24.2 24.0 
Net Oil Importers 23.5 19.5 25.3 34.5 29.3 

Excluding China, 
People's Republic of 10.2 23.8 29.0 30.1 26.3 28.5 24.5 30.9 41.4 36.1 

Major Exporters of 
Manufactures 14.1 20.8 24.9 41.9 47.7 40.7 36.1 43.9 56.5 56.4 

Low Income Countries 6.5 2.5 7.5 12.1 7.5 
Excl. China, 
People's Rep. of 6.9 20.1 29.1 12.2 0.2 11.6 7.5 13.3 19.3 14.7 

Other Net Oil 
Importers 8.6 33.3 37.0 26.4 17.1 20.9 19.2 23.6 32.6 19.4 

Medians 

Net Oil Exporters 3.8 11.2 18.7 15.5 10.5 12.1 11.0 9.9 16.0 15.0 
Net Oil Importersi/ 4.3 10.3 18.4 15.3 9.9 11.6 9.5 12.2 15.0 12.4 

Major Exporters of 
Manufactures 6.4 18.2 24.3 15.2 13.3 12.2 14.4 19.0 25.0 18.9 

Low Income Countrie~1 4.3 10.0 17.9 18.9 8.5 11.6 9.4 11.0 13.6 11.0 
Other Net Oil 

Importers 3.9 10.6 18.4 13.3 9.7 11.5 9.4 12.6 16.5 12.0 

1/ For classification of countries in groups shown here, see Table 2. 
2/ Compound annual rates of change. 
1/ Geometric averages of country indices, weighted by the average U.S. dollar value of GDPs over the 

previous three years. 
i/ Excludes the People's Republic of China. 



World Trade!t/ 

Volume 
Unit Value (U.S. Dollar Terms) 

(SDR Terms) 

Volume of Trade 

Exports 
Industrial Countries 
Developing Countries 

Oil exporting countries 
Non-oil developing countries 

Imports 
Industrial Countries 
Developing Countries 

Oil exporting countries 
Non-oil developing countries 

Unit Value of Trade in SDR Term~/ 
Exports 

Industrial Countries 
Developing Countries 

Oil exporting countries 
Non-oil developing countries 

Imports 
Industrial Countries 
Developing Countries 

Oil exporting countries 
Non-oil developing countries 

Table 4. 

Average 
1962-721/ 

8~ 
3 
2 

13~ 

9 
7 

9 

8~ 
6 

2~ 

2~ 
1~ 

2 

2 
1~ 

World Trade Summary, 1962-8cl/ 

2/ 
(Percentage Changes)-

Change From Preceding Year 
1973 1974 1975 1976 1977 1978 1979 

12~ 
22~ 
11~ 

6~ 

13 
10 

12 

20~ 
14 

9~ 

27~ 
20~ 

11~ 

12~ 
13 

5 
39 
38 

-4 

-1 
1~ 

~ 

3~ 
7~ 

23~ 

202 
35 

40 

27 
45 

-4 
8~ 
7~ 

10~ 

-11~ 
~ 

-8 

41~ 
-4 

10 

4 
-2 

8 

10 
7~ 

11 
1~ 
7 

10~ 

14~ 
14 

14 

20~ 
2~ 

5~ 

11~ 
9!2 

6~ 

5~ 
7 

5 

4 

4 

5 
8~-; 

7~' 

14~ 
6~ 

6!~ 

8~ 
13 

8 

8 
6 

5~ 
10 
2~ 

6 

-3~ 
11 

5~ 

5 
8 

5~ 

-6~ 
-3 

2~ 

5 
3 

6~ 
18 

14~ 

7 

3 
9 

8 

-12 
11 

12 

41 
14 

1~ 

10~ 
14~ 

1980 

1~ 
20 
19 

4 

-13 
8 

-1 

16 
5 

1212 

57!2 
16~ 

20~ 

11 
20 

1981 

11;; 
7 

10 

1~ 

-7 
7!i 

-~ 

16~ 
5 

8~ 

20 
10~ 

9 

8~ 
13~ 

1/ The data for 1977 and later years include estimates for the People's Republic of China and are therefore not entirely comparable to 
those for prior years, for which that country is not included. 

2/ FigureR are rounded to the nearest half of 1 percentaRe point. 
3/ Compound annual rates of change. 
4/ Averages based on data for the three groups of countries shown separately and on partly estimated data for other countries (mainly 

co;prising the Union of Soviet Socialist Republics and other nonmember countries of Eastern Europe). 
2/ For years prior to 1970, an imputed value of US$1.00 has been assigned to the SDR. 

1982 

4~ 
7~ 
7~ 

4 

3 
8 

3~ 

14~ 
6~ 

7~ 

7~ 
7~ 

7~ 

7~ 
7~ 

w 
~ 



Industrial Countries 

Developing Countries 
Oil exporting countries 
Non-oil developing countries 

Reference: World Trade Prices 
(in U.S. dollars) for major 
commodity groups!1 

A. Manufactures 
B. Oi121 
C. Non-oil Primary Commodities 

(Market Prices) 

Table 5. 

Average 
1962-7211 

~ 
-~ 

3 
3 

2~ 

1/ Terms of Trade Developments, 1962-8~ 

(Percentage changes)ll 

1973 

-1~ 

l3!2 
6~ 

17~ 
40~ 

54 

1974 

-11~ 

138~ 
-7 

22 
226 

27~ 

1975 

2 

-5~ 
-9 

12~ 
5~ 

-18 

1976 

-1 

5~ 
2 

6 

13~ 

Changes From Preceding Year 
1977 

-1 

~ 
6~ 

9 
9~ 

20~ 

1978 

3 

-11 
-5~ 

14~ 

-4~ 

1979 

-3 . 

28 
-~ 

1~ 
48 

16~ 

1980 

-6~ 

42 
-3 

11 
62 

9~ 

1981 

-~ 

10~ 
-2Yz 

5 
17~ 

-2~ 

II Based on foreign trade unit values except where indicated. The data for 1977 and later years include estimates for the People's 
Republic of China and are therefore not entirely comparable to those for prior years, for which that country is not included. 

21 Figures are rounded to the nearest half of 1 percentage point. 

1982 

7 
7 

7~ 

31 Compound annual rates of change. 
il As represented, respectively, by: (a) the United Nations' export unit value index for the manufactures of the developed countries; 

(b) the oil export unit values of the oil exporting countries; and (c) the International Financial Statistics index of market quotations 
for non-oil primary commodities. 

'il For the working hypothesis underlying the projections for 1981 and 1982, see "Note" to Table 1. 

w 
V1 

0>\'. 
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Table 6. Payments Balances on Current Account, 1973-821/ 

Industrial Countries 

Canada 
United States 
Japan 

France 
Germany 
Italy 
United Kingdom 

Other Industrial Countries 

Developing Countries 

Oil Exporting Countries 

Non-oil Developing 
Countries 

Excluding China, 
People's Rep. of 

By Analytical Group: 
Net oil exporters 
Net oil importers 

Excluding China, 
People's Rep. of 

Major Exporters of 
Manufactures 

Low income countries 
Excl. China, 
People's Rep. of 

Other net oil importers 

By Area: 3/ 
Africa
Asia 

Excluding China, 
People's Rep. of 

Europe 
Middle East 
Western Hemisphere 

4/ Total-

1973 

19.3 

9.9 
0.1 

-0.1 
7.1 

-2.2 
-1.2 

5.8 

6.6 

-11.5 

-2.6 

-8.9 

-3.7 

-4.0 
-1.2 

-1.9 

-2.5 
0.3 

-2.6 
-4.7 

14.4 

(In billions of U.S. dollars) 

1974 

-12.4 

-1.6 
7.6 

-4.5 

-4.9 
13.0 
-7.4 
-7.2 

-7.4 

67.8 

-36.8 

-5.1 

-31.7 

-19.2 

-7.5 
-5.0 

-3.2 

-9.8 
-4.3 
-4.5 

-13.4 

18.6 

1975 

17.1 

-4.7 
21.2 
-0.4 

1.0 
7.7 

-0.2 
-2.9 

-4.7 

35.0 

-46.5 

-10.0 

-36.5 

-19.5 

-7.6 
-9.4 

-6.6 

-9.0 
-4.7 
-7.0 

-16.6 

5.6 

1976 

-2.1 

-4.0 
7.5 
4.0 

-4.9 
7.7 

-2.5 
-0.6 

-9.3 

40.0 

-32.9 

-7.8 

-25.1 

-12.3 

-4.2 
-8.6 

-6.1 

-3.5 
-4.1 
-5.4 

-11. 9 

5.0 

1977 

-5.5 

-4.0 
-11.3 

11.2 

-1.6 
8.5 
3.1 
1.5 

-12.8 

31.1 

-28.6 

-29.6 

-6.8 
-21.8 

-22.8 

-8.1 
-2.4 

-3.4 
-11. 3 

-6.5 
-0.7 

-1.7 
-7.6 
-5.2 
-9.1 

-3.0 

1978 

29.8 

-4.1 
-11.1 

18.0 

5.2 
13.3 
7.8 
4.5 

-3.8 

3.3 

-37.5 

-37.1 

-7.6 
-29.9 

-29.5 

-9.9 
-7.1 

-6.7 
-13.0 

-8.7 
-5.8 

-5.4 
-5.2 
-6.3 

-12.9 

-4.4 

1979 

-11. 3 

-4.5 
2.8 

-7.9 

2.9 
0.7 
6.1 
0.7 

-12.2 

69.2 

-57.6 

-56.1 

-8.0 
-49.7 

-48.2 

-21. 7 
-11.0 

-9.5 
-16.9 

-9.3 
-14.1 

-12.6 
-8.5 
-8.3 

-20.9 

0.3 

1980 

-46.5 

-1.6 
4.6 

-9.5 

-5.9 
-7.7 
-9.5 
10.4 

-27 .5 

112.0 

-80.1 

-78.9 

-9.7 
-70.4 

-69.2 

-31.5 
-14.9 

-13.7 
-24.0 

-11.3 
-22.5 

-21.3 
-10.1 
-7.0 

-33.1 

-14.6 

-21~ 

-3 
14~ 
-3 

-4~ 
-5 
-7~ 
15 

-27~ 

-15~ 

-2 
... 3 

-25 

100 90 

-97 -100 

-96~ 

-13 -17~ 
-83~ -83 

-83~ 

-39 
-16~ 

-16 
-28 

-13 
-26 

-25~ 
-11 
-8~ 

-38 

-18~ 

1/ Goods, services, and private transfers. For classification of countries in groups shown here, 
se; Tables 1 and 2. 

2/ Figures are rounded to the nearest $0.5 billion. 
3/ Excluding South Africa. 
~/ Reflects errors, omissions, and asymmetries in reported balance of payments statistics, plus 

balance of listed groups with other countries (mainly the Union of Soviet Socialist Republics and other 
nonmember countries of Eastern Europe and, for years prior to 1977, the People's Republic of China). 



Table 7. Industrial Countries: Balances on Current Account, Including Official Transfers, 1973-B~1 

(In billions of u.s. dollars) 

1973 1974 1975 1976 1977 197B 1979 

Industrial Countries 12.3 -24.4 6.0 -13.2 -18.6.· 13.3 -31.0 

Canada 0.1 -1.5 -4.7 -3.9 -4.1 -4.4 -4.4 
United States B.O 2.1 1B.3 4.4 -14.1 -14.3 -0.7 
Japan -0.1 -4.7 -0.7 3.7 10.9 17.6 -8.7 

France -0.7 -6.1 -0.1 -6.0 -3.0 3.7 1.2 
Germany 4.6 10.3 4.0 3.9 4.2 B.7 -5.5 
Italy -2.6 -B.O -0.5 -2.B 2.5 6.4 5.2 
United Kingdom -2.1 -7.9 -3.7 -2.0 -0.5 1.2 -3.7 

3/ Other Countries- 5.1 -B.6 -6.6 -10.6 -14.4 -5.6 -14.3 

1/ The balances shown in this table cover goods, services, and all (private and official) current transfers. 
2/ Figures are rounded to the nearest $0.5 billion. 
11 For list of countries covered, see Table 1, footnote 4. 

19BO 

-69.4 

-1.3 
0.1 

-10.B 

-7.4 
-15.5 
-9.9 

5.6 

-30.2 

19B11/ 

-44 

-2~ 
1~ 
-4~ 

-6~ 
-13 

-B 
11 

-30~ 

19B2~/ 

-40 

-1~ 
9~ 

-2 

-4 
-10~ 
-7~ 

5 

-2B~ 

w 
'-l 

t,l 
'~i 



Tab Ie 8. Oil Exporting Countries: Summary of Current Account, 1973-81 1/ 

(In billions of U.S. dollars, except as indicated) 

Exports, f.o.b. 
Oil exports 
Other exports 

Imports, f.o.b. 

Balance on merchandise trade 

Net services and private transfers 
Receipts 
Payments 

Balance on current account 

Six "surplus" countries 2/ 
Other oil exporters 3/ 

Memorandum; 

oil export volume (billion bb1s) 
Average oil export price (US$bb1) 

Annual percentage changes 

1973 

39.0 
34.8 
4.2 

-20.2 

18.8 

-12.2 
4.3 

-16.5 

6.6 

6.7 
-0.1 

10.82 
3.22 

40.6 

1974 

117.9 
112.0 

5.9 

-35.8 

82.1 

-14.3 
8.8 

-23.1 

67.8 

43.3 
24.5 

10.68 
10.49 

225.8 

1975 

109.6 
103.6 

6.0 

-56.2 

53.4 

-18.4 
12.1 

-30.5 

35.0 

30.8 
4.2 

9.38 
11.05 

5.3 

1976 , 
133.3 
126.0 

7.3 

-68.0 

65.3 

-25.3 
14.5 

-39.8 

40.0 

36.3 
3.7 

10.73 
11.74 
6.2 

1977 

146.4 
137.9 

8.5 

-84.9 

61.5 

-30.4 
18.0 

-48.4 

31.1 

32.9 
-1.8 

10.75 
12.83 
9.3 

1/ For the estimated disposition of the current account surplus, see Table 9. 

1978 

141.6 
131.9 

9.7 

-100.5 

41.1 

-37.8 
21.1 

-58.9 

3.3 

18.8 
-15.5 

10.27 
12.84 
0.1 

1979 

212.6 
199.1 
13.5 

-101.1 

111.S 

-42.3 
24.8 

-67.1 

69.2 

56.7 
12.5 

10.48 
19.00 
48.0 

1980 

292.9 
277.4 
15.5 

-131.3 

161.6 

-49.6 
33.8 

-83.4 

112.0 

103.0 
9.0 

9.00 
30.82 
62.2 

1981 

319 .6 
301.3 

18.3 

-162 . 0 

157.6 

-57.6 
42.5 

-100.1 

100.0 

8.34 
36.15 
17.3 

2/ Defined to include the six countries which have had a current account surplus each year in the 1970s. These 
are Iraq, Kuwait, Libya, Qatar, Saudi Arabia, and the United Arab Emirates. 

3/ Iran, Oman, Venezuela, Nigeria, Algeria, and Indonesia. 
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Table 9 . oil Export ing Countries : Estimated Disposition of the Current Account Surplus, 1974-80 

(In billions of U.S. dollars) 

Total 
1974 1975 1976 1977 1978 1979 1980 1974-80 

Current account surplus 1/ 68 35 40 31 3 69 112 358 
Plus: oil sector capital transact ions 2/ 

(outflow -) -12 1 -6 -1 2 -9 1 -24 
Net borrowing 3/ 2 3 8 10 15 10 7 55 

Equals: Cash surplus a~ailab Ie for disposition 58 39 42 40 20 70 120 389 

Disposition of net cash inflows: 

1. placements in industrial countries and 
in Eurocurrency markets (net) 49 29 33 32 14 63 109 329 
a. Bank deposits 30 11 13 13 5 40 48 160 

Direct placements 7 2 1 2 2 7 6 27 
Eurocurrency deposits 23 9 12 11 3 33 42 133 

b. Short-term government securities !!../ 8 -2 -1 -1 4 3 11 
c. Other capital flows 5/ 11 18 22 20 10 19 58 158 

2. IMF and IBRD 6/ 4 3 2 -1 -1 1 8 

3. Flow of funds to developing countries ]j 5 7 7 8 7 8 10 52 

1/ As shown in Table 8 . 
2/ Comprise : (1) changes in accounts receivable or imputed credits ar1s1ng from t1m1ng differences between oil 

exports and receipts of payments for them; and (2) compensation payments to oil companies for full or partial 
nationalization of oil facilities, together with other changes in direct investment capital of such oil companies. 

3/ Total net external borrowing by the public and private sectors (including banks). Includes small amounts of 
official transfer receipts, inward non-oil direct investment capital, and other miscellaneous capital (e.g . , changes 
in short-term liabilities and positions under bilateral payments agreements). 

4/ Mainly placements in Treasury bills in the United States and the United Kingdom . 
5/ Includes net acquisitions of long-term government securities, corporate stocks and bonds, bilateral lending 

(mainly to governments), real estate and other direct investments, and prepayments for imports. Also includes 
relatively small amounts ' of placements in non-Fund members as well as statistical discrepancies. 

6/ Includes investments in the IMF oil facility and supplementary financing facility together with other changes 
in-the reserve position in the Fund and direct purchase of IBRD bonds. 

7/ Includes bilateral grants and loans as well as contributions and capital subscriptions to regional and 
international development agencies (other than IMF and IBRD). Also includes relatively small amounts of other 
capital flows to developing countries. Estimates are based on highly uncertain information. 
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Table 10. Non-Oil Developing Countries:11 Current Account Balances 
as Percentage of GDP and of Merchandise Imports, 1973-81 

1973 1974 1975 1976 1977 1978 1979 1980 1981 

______________________ As percentage of GDP ______________________ __ 

Weighted Average~1 
Non-oil developing countries 

Net oil exporters 

Net oil importers 
Major exporters of manufactures 
Low income countries 
Other net oil importers 

Medians 
Non-oil developing countries 

Net oil exporters 

Net oil importers 
Major exporters of manufactures 
Low income countries 
Other net oil importers 

-2.0 

-2.9 

-1.8 
-1.5 
-3.1 
-0.9 

-4.1 

-3.1 

-4.2 
-0.4 
-7.9 
-2.6 

-5.0 -5.8 -3.8 

-4.4 -7.3 -5.3 

-5.1 -5.5 -3.4 
-6.2 -6.0 -3.3 
-4.9 -4.6 -2.6 
-3.2 -5.4 -4.4 

-6.0 -8.9 -6.7 

-1.9 -7.0 -6.7 

-6.2 -9.1 -6.7 
-6.2 -4.9 -4.0 

-10.1 -11.8 -9.4 
-3.6 -7.4 -6.4 

-3.0 -3.2 -4.0 -4.7 -4.9 

-4.4 -4.3 -3.7 -3.5 -3.8 

-2.7 -3.0 -4.0 -4.9 -5.1 
-1.9 -2.0 -3.5 -4.3 -4.5 
-1.8 -3.0 -3.8 -4.4 -4.5 
-4.9 -4.9 -5.1 -6.5 -6.8 

-6.4 -7.4 -7.6 -10.1 -10.4 

-5.9 -6.9 -5.8 -3.1 -3.9 

-6.6 -7.4 -7.7 -10.6 -10.9 
-3.0 -3.0 -4.8 -4.2 -4.4 
-8.6 -l3.9 -11. 2 -l3.9 -15.2 
-5.9 -6. 7 -7.2 -1 0.1 -10.6 

-------------- As percentage of merchandise imports ----------------

Weighted Average~1 
Non-oil developing countries 

Net oil exporters 

Net oil importers 
Major exporters of manufactures 
Low income countries 
Other net oil importers 

Medians 
Non-oil developing countries 

Net oil exporters 

Net oil importers 
Major exporters of manufactures 
Low income countries 
Other net oil importers 

Memorandum: Weighted Averages 
based on data which include the 
People's Republic of China 

To GDP: 
Non-oil developing countries 

Low income countries 

To Imports: 
Non-oil developing countries 

Low income countries 

-12.4 -25.1 -30.4 

-22.6 -25.8 -43.3 

-10.9 -25.0 -28.1 
-8.1 -26.8 -27.3 

-35.2 -44.5 -43.1 
-4.8 -l3.0 -23.1 

-20.2 -25.5 -33.9 

-15.3 -5.1 -29.8 

-20.3 -26.1 -34.0 
-2.5 -18.2 -20.6 

-30.3 -45.3 -53.6 
-11. 6 -16.1 -29.7 

11 Excluding the People I s Republic of China, except .7here noted. 

-20.4 

-32.5 

-18.3 
-16.0 
-24.7 
-19.8 

-25.7 

-26.5 

-25.7 
-8.4 

-40.0 
-22.2 

-16.1 -17.1 -20.0 -22.1 -23.1 

-25.8 -24.9 -19.3 -17.5 -18.9 

-14.4 -15.9 -20.1 -22.9 -24.0 
-9.3 -9.5 -15.8 -17.9 -19.2 

-17.6 -27.2 -31. 7 -37 . 3 -38.9 
-22.0 -22.4 -23.4 -26 . 6 -27.3 

-25.3 -29.6 -28.9 -32.7 -34.6 

-31. 2 -27.8 -19.7 -10.2 -17.4 

-25.1 -29.6 -29.2 -37.0 -36.1 
-4.9 -7.5 -7.6 -15.9 -15.3 

-35.2 -46.7 -48.7 -58.6 -62.8 
-23.6 -23.8 -26.0 -27.6 -29.5 

-2.5 -2.7 -3.5 -4.1 -4.3 
-0.7 -1.7 -2.2 -2.5 -3. Lf 

-14.9 -16.4 -19.3 -21.1 -21. 9 
-9.0 -19.6 -23.3 -25.8 -25.3 

21 Ratios of current account balances to GDP or imports for individual countries, averaged on the basis of 
cu~rent GDP or import weights. Such estimates correspond exactly to those obtained through calculation for 
any particular grouping of countries of the ratio of the sum of the current account balances to the corresponding 
sum of GDP or import values. 
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Table II. Non-Oil Developing Countries: Current Account Financing, 1973-1981 Jj 

(In billions of u.s. dollars) 

1973 1974 1975 1976 1977 1978 1979 1980 

Current account deficit J:./ 11.5 36.8 46.5 32.9 28.6 37.5 57.6 80.1 

Financing through transactions that do not 
affect net debt positions 10.4 12.8 2/ 12.0 11.9 14.6 15.3 2l.6 20.6 
Net unrequited transfers received by 

governments of non-oil developing 
countries 5.6 6.9 2/ 7.3 7.4 8.2 7.8 10.4 10.6 

SDR allocat ions, valuation adjustments 
and gold monetization 0.4 0.5 -0.7 -0.3 1.0 1.2 3.0 2.1 

Direct investment flows, net 4.4 5.4 5.3 4.8 5.4 6 . 2 8.2 7 . 9 

Net borrowing and use of reserves 4/ 1.1 24.0 2/ 34.6 2l.0 14.0 22.2 36.1 59.5 
Reduction of reserve assets (accumula-

tion -) -9.7 -2.3 1.8 -13.2 -12.6 -15.2 -11. 7 -1.9 
Net external borrowing :2/ 10.8 26.2 }j 32.8 34.3 26.6 37.4 47.8 61.5 

Long-term borrowing 11.4 19.8 3/ 26.7 28.2 27.7 35.1 44.7 47.1 
From official sources 5.7 9.9 }) 11.7 10.8 12 .5 14.3 14.5 21.0 
From private sources 10.4 13 .5 14.9 19.0 2l.3 27 .0 33.1 26.2 

From financial institutions 9.0 12.3 13.2 16.1 17.6 23.0 32.1 24.2 
From other lenders 1.4 1.2 1.8 2.9 3.6 4.0 1.0 2.0 

Residual flows, net ~/ -4.7 -3.6 0.1 -1.6 -6.1 -6.1 -2.9 -0.1 

Use of reserve-related credit 
facilities 7/ l.5 2.3 3.7 -0.6 -0.5 0 . 2 2.3 

Other short-t~rm borrowing, net 5.1 7.8 4.9 -0.5 2.2 7.6 
12.1 Residual errors and omissions ]j -0.6 -0.3 -4.0 -2.5 0.5 -4 . 7 

1/ The data for 1977 and later years include estimates for the People's Republic of China and are therefore 
not entirely comparable to those for prior years, for which that country is not included. 

1981 

96.8 

23.9 

11.9 

1.7 
10.4 

72 .9 

-2.0 
74.9 

56.6 
24.2 
3l.0 
25.9 
5.1 
1.5 

7.5 

10.7 

2/ Net total of balances on goods, services, and private transfers, as defined for Balance of Payments Yearbook 
purposes (with sign reversed). 

3/ Excludes the effect of a revision of the terms of the disposition of economic assistance made by the 
United States to India and repayable in rupees, and of rupees already acquired by the U.S. Government in 
repayment of such loans. The revision has the effect of increasing government transfers by about US$2 billion, 
with an offset in net official loans. 

4/ I.e., financing through changes in net debt positions (net borrowing, less net accumulation--or plus net 
liquidation--of official reserve assets). 

5/ Includes any net use of nonreserve claims on nonresidents, errors and omissions in reported balance of 
pa~ents statements for individual countries, and minor deficiencies in coverage. 

6/ These residual flows comprise two elements: (i) net changes in long-term external assets of non-oil 
developing countries; and (ii) residuals and discrepancies that arise from the mismatching of creditor-source 
data taken from debt records with capital flow data taken from national balance of payments records. 
~/ Comprises use of Fund credit and short-term borrowing by monetary authorities from other monetary 

authorities . 
8/ Errors and omissions in reported balance of payments statements for individual countries, and minor 

omissions in coverage. 



Table 12. Non-Oil Developing Countr ies : Financing of Current Ac count Defici ts and 
Reserve Accretions, 1973-81 l/ 

Current account deficit 
Increase in official reserves 

Total 

Financed by: 

Nondebt creating flows, net 
Long-term capital from official 

sources, net 
Long-term capital from private sources 
Other capital flows, net 3/ 

Distribution of financing flows 

Nondebt creating flows, net 
Official long-term capital, net 
Private long-term capital, net 
Other financing capital flows, net 3/ 

1973 

11.5 
9.7 

21.2 

10.4 

5.7 
5.7 

-0.6 

49.0 
26.9 
26.9 
-2.8 

1974 1975 1976 1977 1978 

(In billions of u.s. dollars) 

36.8 
2.3 

39.1 

12.8 

46.5 
-1.8 

44.7 

12.0 

9.9 2/ 11.7 
9.9 2/ 15.0 
6.4 - 6.0 

32.8 2/ 26.8 
25.3 2/ 26.2 
25.3 - 33.6 
16.5 13.4 

32.9 
13.2 

46.1 

11.9 

10.8 
17.4 
6.0 

28.6 
12.6 

41.2 

14.6 

12.5 
15.2 
-1.1 

(In per cent) 

25.8 
23.4 
37.7 
13.0 

35.4 
30.3 
36.9 
-2.7 

37.5 
15.2 

52.7 

15.3 

14.3 
20.9 

2 . 2 

29.0 
27.1 
39.7 
4.2 

1979 

57 . 6 
11.7 

69.3 

21.6 

14.5 
30.2 
3.0 

31.2 
20.9 
43.6 
4.3 

1980 

80. 1 
1.9 

82 .1 

20.6 

21.0 
26.1 
14.4 

25.1 
25 . 6 
31.8 
17.5 

1981 

96.8 
2.0 

98.8 

23.9 

24.2 
32.5 
18.2 

24.2 
24.5 
32.9 
18.4 

1/ The data for 1977 and later years include estimates for the People's Republic of China and are therefore 
not entirely comparable to those for prior years, for which that country is not included. 

2/ Excludes the effect of a revision of the terms of the disposition of economic assistance made by the 
United States to India and repayable in rupees, and of rupees already acquired by the U.S. Government in 
repayment of such loans. The revision has the effect of increasing government transfers by about US$2 billion) 
with an offset in net official loans. 

3/ Including, in addition to short-term capital flows, net use of Fund credit plus errors and om1ss1ons. 

~ 
N 
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Table 13. Non-Oil Developing Countries: II Long-Term External Debt 
Relative to Exports and to GDP, 1973-81 

(In per cent) 

1973 1974 1975 1976 1977 1978 1979 1980 

Ratio of external debt to exports of 
goods and services II 

All non-oil developing countries 89.3 81.0 97.8 99.0 102.6 109.9 102.3 93.4 

Net oil exporters 104.4 87.9 131.9 139.1 156.3 158.2 126.8 105.8 
Net oil importers 87.0 79.7 91. 5 91.5 92.9 100.9 97.2 90.6 

Major exporters of manufactures 74.4 69.7 80.8 79.7 79.1 87.4 82.4 73.0 
Low income countries 190.1 183.0 193.4 194.6 189.8 198.3 192.1 191.8 
Other net oil importers 70.0 61.7 72.7 74.7 82.2 92.1 94.9 95.3 

Ratio of external debt to GDP II 

All non-oil developing countries 16.7 16.4 18.4 20.1 21.9 23.7 23.0 21.6 

Net oil exporters 17.7 17.9 22.5 26.5 32.6 34.9 32.3 27.8 
Net oil importers 16.6 16.1 17.5 18.8 19.9 21.7 21.3 20.4 

Major exporters of manufactures 16.3 15.4 17.4 18.1 19.5 22.2 21.2 19.5 
Low income countries 16.5 16.9 17.7 20.9 21.0 20.6 20.2 18.2 
Other net oil importers 17.1 16.8 17.5 18.3 19.7 21.7 22.3 24.0 

Memorandum: 

Ratios based on data which include 
the People's Republic of China 

To exports: 
All non-oil developing countries 99.0 105.7 97.9 89.8 

Low income countries 136.5 137.5 124.1 121.6 

To GDP: 
All non-oil developing countries 22.0 23.8 23.1 21.8 

Low income countries 21.5 21.0 20.9 19.5 

1981 

92.7 

97.2 
91.6 
72.5 

192.2 
100.7 

20.9 

25.1 
20.0 
18.8 
17.5 
24.5 

89.2 
120.5 

21. 2 
19.0 

Sources: World Bank Debtor Reporting System, IMF Data Fund, and Fund staff estimates and projections. 

II For classification of countries in groups shown here, see Table 2. 
21 Ratio of year-end debt to exports or GDP for year indicated. Note that these estimates exclude 

data for the People's Republic of China. 
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Table 14 . Medium-Term Projections of Payments Balances 
on Current Account 1/ 

1972 1977 1980 1981 1985 
A 

(In billions of U.S. dollars) 

Industrial countries 16.2 -5.5 -46.5 -21~ 70 

Developing countries 
Oil export ing countries 3.0 31.1 112.0 100 50 
Non-oil developing countries 2/ -9.9 -31.3 -76.9 -93 -140 

Net oil exporters -2.3 -6.8 -9.7 -13 -33 
Net oil importers 2/ -7.6 -24.5 -67.2 -80 -107 

Major exporters of 
manufactures -2.4 -8.1 -31.5 -39 -49 

Low inc orne countries 2/ -2.8 -5.2 -11.7 -13 -19 
--

Other net oil importers -2.4 -11.3 -24.0 -28 -39 

Total 3/ 9.3 -5.7 -11.4 -15 -20 

(In per cent of exports of goods and services) 

Industrial countries 4.1 -0.6 -2.7 ·-1.2 2.6 

Developing countries 
oil export ing countries 11.5 18.9 34.3 27 .6 9.1 
Non-oil developing countries 2/ -10.1 -11.5 -15.3 -16.2 -18.0 

Net oil exporters -20.8 -21.1 -13.3 -14.7 -21.7 
Net oil importers 2/ -12.1 -14 . 4 -21.8 -22.9 -17.1 

Major exporters of 
rna nu f ac t u res -6.8 -7.9 -16.1 -17.3 -11.8 

Low l nc orne countries 2/ -45.2 -40.2 -63.0 -64.6 -57.8 
-

Other net oil importers -11.2 -20.5 -25.7 -26.6 -22 . 3 

Total 3/ 1.8 -0.4 -0.5 -0.5 -0.5 

1/ Excluding official transfers. 
~/ Excluding India and the People's Republic of China . 

B 

50 

95 
-165 

-31 
-134 

-68 
-20 
-46 

-20 

1.8 

15.0 
-21.6 
-19.1 
-22.2 -

-17.1 
-61.7 
-26.6 

-0.5 

3/ Reflects errors, omissions, and asymmetries in reported balance of pay
ments statistics, plus balances of listed groups with other countries (mainly, 
the U.S . S . R. , other nonmember countries of Eastern Europe, India, and the 
People ' s Republic of China). 
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Table 15. Non-Oil Developing Countries: Medium-Term Projections 
of Debt Burden 

(In per cent) 

Net oil exporters 

Ratio of gross external reserves to 
imports of goods and services 1/ 

Ratio of external debt to exports 
of goods and services 2/ 

Debt service ratio 3/ -
Interest payments ratio 
Amortization ratio 

Major exporters of manufactures 

Ratio of gross external reserves to 
imports of goods and services 1/ 

Ratio of external debt to exports 
of goods and services 2/ 

Debt service ratio 3/ -
Interest payments ratio 
Amortization ratio 

Low income countries ~/ 

Ratio of gross external reserves to 
imports of goods and services 1/ 

Ratio of external debt to exports 
of goods and services 2/ 

Debt service ratio 1/ -
Interest payments ratio 
Amortization ratio 

Other net oil importers 

Ratio of external reserves to 
imports of goods and services 1/ 

Ratio of external debt to exports 
of goods and services 2/ 

Debt service ratio 1/ -
Interest payments ratio 
Amortization ratio 

1972 

26.7 

130.8 
25.3 
6.9 

18.4 

40.2 

96.0 
17.7 

5.8 
11.9 

23.7 

161.2 
11.2 
3.0 
8.1 

30.2 

89.6 
12.3 

3.7 
8.7 

1977 

23.8 

156.3 
25.8 
8.6 

17.1 

25.1 

79.0 
13.2 

4.2 
9.0 

20.8 

191.7 
10.4 

3.7 
6.6 

23.9 

82.2 
11.6 

3.8 
7.7 

1980 

19.9 

105.8 
23.6 
10.5 
13.1 

15.6 

73.0 
18.5 
7.3 

11.2 

12.8 

201.6 
17.8 

5.3 
12.4 

21.4 

95.3 
17.1 
7.1 

10.0 

1/ Total reserves (with gold valued at SDR 35 per ounce). 

1981 

19.1 

97.2 
26.2 
9.5 

16.8 

12.9 

72.5 
20.0 
6.9 

13.1 

10.4 

212.1 
24.4 
6.5 

18.0 

19.6 

100.7 
19.4 

7.3 
12.1 

1985 
A B 

17.0 

102.9 
25.9 
8.6 

17.3 

11.5 

77.3 
20.3 
6.5 

13.8 

7.0 

263.8 
30.7 
8.5 

22.2 

14.0 

123.9 
24.3 
9.2 

15.1 

16.5 

94.2 
24.3 
8.3 

15.9 

10.5 

89.8 
23.5 
7.8 

15.8 

7.0 

267.9 
32.4 
9.9 

22.5 

13.7 

133.1 
26.3 
10.4 
16.0 

2/ Includes medium-term and long-term, with and without public guarantee. 
3/ Payments as percentages of exports of goods and services. 
4/ Excluding India and the People's Republic of China. 





!'uty 22 J 1981 

DRAFT PRESS COMWJNIQUB 
~ . ". . 

1. The Development Committee held its sixte~nth meeting in . 

Libreville, Gabon, on May 22, 1981, under the chairmanship of 

B.E. David Ibarra Munoz, Secretary of Finance and Public Credit of 

Mexico, and with the participation of Mr,. R.S. McNamara, President 

of the World Bank, Mr. J. de Larosiere, Managing Director of the 

International Monetary Fund, and Mr. Hans E. Kastoft, Executive ~ 

Secretary. Observers from a number of international and regional 

organizations and Switzerland also attended the meeting. 

2. The Committee noted with concern that the d~velop~ng 

countri~s continue to face serious problems and that their medium-

term prospects remain poor. A number of factors are of importance 

in this respect. These include:" 

slow down in the expansion of world trade and a depressing 

outlook for exports of developing countries; ,. 
persistent international inflation; 

sharp increases in the current account deficits of non-oil 

developing countries from $58 billion in 1979 to an estimated 

$80 billion in 1980 and a projected $97 billion in 1981; 

co~tinuing slow 'growth of most industrial countries; the . . . , 
, 
'growth of real GDP in these countries had averaged 4 pe~ 

cent in the 1976-79 period; it slowed down to only 1.5 
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,per cent in 1980 and is expected to fall to less than 

. 1 p~r cent in 1981. 

3. The financing of these large deficits has required a sub-

stantial rise in external borrowing at higher cost and, consequently, 

the debt service burden for developing countries has increased per-

ceptibly in recent years. There is little or no expectation that the 

large imbalances will be corrected quickly and,therefore, problems 
..... 

relating to external financing and debt are likely to persist. The 

- ' plight of the low-income countries is particularly acute because these 

countries have limited recourse to international capitaf. markets and . 
I 

depend heavily on official donors and creditors ; ~he .vo1um, :, e 0b this I 

'(L.~t- ~ ( !.. s. 'btU-( .. It-4' 
type of concessional assistance .i-s- expected to · increase -:'a-t-a---.rate-we~l . 

':+.: ~ u -~,.:' ~~ (J)'Wo1 ' - "' ~ " ... . 
bel..g.'i~h~-Pans-i-en-i-n-requ--ir-emen-ES. [i- conc.erted--global-effort-is , 

'- . .~ /" 

-necessary-to- deal-with--this " diff:l.cul t - situation J (~---------.-.-------, 

4. In view of these circumstances, the Committee concentrated its 

attention on a few selected topics addressing the . expan~j~capita1 needs 
. 

of developing countries, and the role of the internat~Qnal financial 

institutions in meeting them. 

5. The Committee recognized that in view of the magnitude of the 

financing needs of the developing countries, including the addition o~ 

thina, it was of particular importance and urgency to provide. the- . 
.. 

multilateral development'institutions such as the World Bank and the ' 
(l..c{.(~~~ 

regional banks with ~i~nal res9~rce~.Q~ui~2d to assist developing 

countries in their development efforts and to help them restore acceptable 
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leveis of growth. The Comcittee therefore urged the World Bank to 
~~~ . l.~ ... ,t--.f..£ .. Ji- k C.:v-£;-.L} h ..... . -fl.( Jca.~ tt 
uini--orce its efforts with-r-espee-t-t-o-·" the--means - of --fi~ancing---an-

{~c (:.:..~~ . ~t-Q.~..s ... ~ 
e~aaded-lending - program appropriate to·the Jcircumstances ,of the 

_i _. , j J ' • , J.--. , ). . . , 

. O~"1'Q .~~ ~~ ~. ' r--~.l-l....C~ fI~~" ~<.. < f;'-~~'(:l u.~ ·ta~ 
early 1980s t-aking j into account 'the budgetary pressures on eeBlG -

l 0-

governments. 

6. Of special concern . to the Committee was the delay in bringing 

into effect the Sixth Replenishment of the International Development 

Association (~DA), with the result that IDA ran out of new commitment 

authority in April this year. Any extended disruption in IDA operations 

will have serious repercussions on the poorest developing countries. In 

view of the gravity of the circumstances,the Committee stressed the 'need 

'- i _or member governments to restore IDA's commitment authority as a matter 

of great urgency. 

The Committee noted with satisfaction the reaffirmation .of sup-

port for a general capital increase by all major donors. It also 

urged the Executive Directors to consider sympathetically at the time 

of the management's proposals for FY82 the maximum lending program 

that can appropriately be sustained. 

1,--ru ·,fJ. ~ _ ,,~c L(\~{ ~8.' ~~ ~ - L~~ The Committee acknowledged that the world energy situation 

~~~ E ~¥~ l~ '~ poses a serious problem of adjustment for producers and consume~s, ad-

L~~\. -that-·t-her--e-wa-s-n~a--p-rompt-and-integr-ated-approach-involving ' , 
l '" , -
..;~~ ~ -al-l-eountri~s---to-d-eaJ.-wi..th.....i~ In particular, the oil-importing .. 

. h
l 

/" I .~, ' •• 

! -e. v--~~C~1 , 
developing countries face an acute and growing external financing problem 

---- ----- --_ ...... .. - ... --. ---~- .. - .-,._---.- ---- --., .. - --- _.-- ...... ... _, .. : 
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and need to reduce their dependence on imported oil. This will involve 

expanding exploration for and development of domestic oil and gas 
-

resources, increased development of coal, major expansion of renewable 

resources, maximJm utilization of hydro-power .capacity and conservation~ -

In this regard, expanded World Bank lending for energy could, possibly 

through an energy affiliate, and in cooperation with other sources of 

capital, materially assist , developing countries in ~esigning and 

implementing comprehensive programs. The Committee therefore reiterated 
I 

its support of the World Bank's initiative ,to expand its lending 

operations in the energy sector and urged that, in the light of :the 

p'ressing need to reduce the strains on the balance of payments of the -
. C~ ..... ~ ... i~l~~ (--:....~\sv~tZ, 

oil-importing Jieveloping countries, neg-ot-iations on -specific~ measures 

be undertaken promptly. ' The Committee stressed the importance that these 
/ 

measures should reflect the global nature of the problem and the inter-

national community's interest in a general approach to energy, whic::h'. 

encompasses conservation and the development of conventional and non-

conventional sources of energy. 

9. The Committee considered the status reports'Qnthe future 

lending of both concessional and ordinary capital resources of the African 

Development Bank, the Asian Development Bank and the Inter-American 

Development Bank currently under review within these, institutions. 

Given the pressing need to strengthen the lending operations of the 
- ~ . 

-regional development banks, the Committee 'urged member governmen~_s 

to seek means of financing their activities arising from the changed 

circumstances of the 1980s, taking into account the budgetary pressures 

which they currently face • 
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10. In th~ context of the review of the flow of non-concessional 

resources, the Committee considered the Report on Selected Issues by 

the Task Force on Non-concessional Flows both timely and useful. In 

its report the Task Force limited its comments to the following "issues: '. . 

(1) cooperation between multil~teral development institutions and 

commercial lenders; (2) exte~al indebtedness of developing countries; 

and (3) increases in lending capacity of the multilateral development 

institutions. 

11, Basea on t he Task For ce report, the Committee consider ed 

that a degree of additionality in non-concessional flows could be . 

" achie~ed by actions on the part of multilateral development institutions 

to help broaden the range of financial instruments and improve the 

attractiveness of lending to developing countries. ]n this regard, 
,,~c:A1k~~ u. ~<'iL1'kh.~~~ h~'4_i, - 0 

the Committee endorsed the Task Force -r~eo-mm.end-&tions, which includ~: 

(1) the improvement of co-financing arrangements between multilateral 

development institutions and commercial lenders; (2) the sale of 

portfolio and loan participations by multilateral development institu-

~ !'v 

. , 

tions; (3) the use of guarantees by multilateral development institutions; 
'. 

and (4) the issue and placement of pass-through loan certificates by 

multilateral development institutions., The Committee invited the 

multilateral development institutions to discuss, as speedily as 

possible, these proposals with banks and other financial i'nstitutions 

in major financial cente~\ 

i" " 

." 



- 6 -

12. The Committee also noted and endorsed the Task Force report ,I 
' ~'1 

on the external indebtedness of developing countri~s. It emphasizes 

that developments regarding external debt must be viewed in the 

broader context of the world economic situation. It notes that 

debt problems are due to many factors and bet4eves that both short and 

long-term aspects of the debt question must be kept under constant review. 

Tne Committee stressed the importa~ce of sound debt management-in order 

to avoid debt servicing problems and thus help sustain large inflows 

of capital necessary for the economic ,development of developing countries. 

The Committee noted that debt indicators, taken on their own, are_ not a ~ 

substitute for comprehensive reviews of the economic situation and 

prospects of the countries involved. 

[Ntg S1-
~~(~ 

The Committee expressed 'conce:rn over the impact of inflation · 

; '~Ci... on · ext~rnal debt and encouraged furth~r. study of. _.thiS ~ub~7ct. The 
; l-.'~ . 1. --.{~ . k) . - ,4 'f""tflt. ~-l.-\.-l ~\ . ~ t1-e 
. ! I . ~ .- . Committee recognized the _importance of .a / multiiateral framework for the 
\~~'4(o .~ \4 . . ltt:~J~ . 

: ~~~ ....... j resche~uling ofb debt.~h±-ch-must be vieweci-as--part---'Of-a- comprehensive 

~~~~ ~\- . ~eff-ort-t-o-.assist--the-deb-t-or-country-·to ·- implement necessary adjustment 
~ c~te;:-~.i , ' . - -
A,' ~_ ~--:-- . .-.policies -~and~to ,-res tore-oflow;;J . The IMF t , the W'orlq Bank and ~he .. reg,~pna1 

. ~: ~. Lf~~i~-- ·t~ '~4 ·tl( J.j . ~~~- ~l ~ -t<.:.ft .... hJ~ 
tAt"",1 , .\'t, /.. development banks should pr,ovide ~~of-fices-,~~ation..;..with · 
, f,C, ~,'t ~,6lJ '" " - ., 0 " i , .- ' • • ") -

v--\'\:" ~. i \,. ~ '.' . -' r>:f",v7t.A.~ - (.\-l t:{ ~ '\~o~ ~","L~\ '. . . 
\u. (ly .... ""~~ ttte--tJNfrTPill-;-Hl-f--aa-l:-1I: tat-l.ng--these- mat ters. 
\ ~ C~ , 

.\.~~,- : 14. 

,/ 

Regarding ways of increasing the flow of funds from the multi-
.\u, ~"""''''''' ,I . . -

~u..\-Vi~ ,~,.,k;.J· lateral development institutions, the Committee urged the Task Force to 

k'-~(..r~ ~ examinevariQus proposals under consideration, &*"Suppo~~ 
~J.J ~ 5 'f\a 
~ . r 0 '_ 

. ...t . k \\i, .... 
"'" r, ' \ell-- ... 

\u.:.-
;r, '~ !'. 

\lZ;~~t --\ 

-of-~he--Ta;k-Force-asking·~·tiie-world~Bank' - ·forthe--'elaboration " -of a --paper ..., . 

-examining---t-hese-proposa·ls-.! . J 

')L'\~\-~j 15. The Committee expressed its appreciation to those members of the 

private international financial community who have actively participated 

and supported the work of the Task Force on Non-conc,essional FloWs. 

-----, [ 
. _ ._ .. _ ._ .. __ __ ~-.-:~ __ __ t'_. __ ~ ____ . '' __ is ..... , ... ~. 
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16. The Committee discussed ~h~ c~it~cally i~portant issue of 
",,- ~"(\',....L,-t~ 

concessional assistance and decidedl to establish a Task Force to 
r 

carry forward and widen the continuing study of the problems 

affecting the volume and quality of concessional flows, both in 

the shorter and ,longer term. The Committee urg.ed that consultations . , . 
lA~(:'~ 

with respect to 

so as to enable 

composition and terms of ~eference be .... ~l. €E,:€d "quiC¥1 .~ ." 
( ,-~- ·14 tcrt..\' ~{- C'PPi.'1~l.h~S 

the Task Force to undertake its work-~~&-de!~. \ 

17. The deteriorating prospects for growth in sub-Saharan Africa 

have been a matter of ' serious concern to the international community. 

The Committee was pleased to learn from the President of the World 

Bank that the formulation of an action program was well under way and 

looked forward to discussing the prog~am of action at its September 1981 . \ 

meeting. 

18. The Members reiterated their interest in a relationship between 

the 'Committee. and United Nations global negotiations on the North/South 

issues. The Committee reaffirmed its \ de~ire to play a .very active ' 
l+~ (~~~AZ....c.e 

role in regard to matters pertaining to t~e-I~ternational Moneta~ 
• .r 

~F:unQ....and4he World Bank- once the preparatory discussi;ons on the subject ' 

had been completed. 

19. The Committee ' decided that its future work program should evolve 

around matters now before it, and on work which is in progress in the Bank, 

the Fund and Task Forces • 
' .. , 

In particular, the work includes a regular 

review of the flow of resources to the developing countries, and the 

. financial needs of these countries, keeping under review the spe,cifie 

recommendations of the G-24 Program of Immediate Action and the Brandt 

Commission with respect to measures to enhance the flow of resources to 

developing countries.~-pert~~ ~ li~ 

----__ -----_________________ ---;- ----~---~7-, -, -...----~·r·--'-_-, 

. . __ - - ·- ... - ~ .... M ... ~ ·· .... -----7:--.-.----~- . ___ ._ .M_~_ ..... _¥ ,. 
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20. The Commi. ttee i1aid a special tribute to Hr. Robert S. McNamara 

in recognition of his lOIlg and distinguished tenure as President of the 

World Bank. It expressed its de~p appreciation for his devoted and 

outstanding services to the cause of economic development and wished 
\ . 

him the very best in his future endeavors • . • •. . 

21. The Committee expressed its special appreciation to the 

Government of Gabon for its warm hospitality and for the excellent 

arrangements provided for the meeting •. 

22. The next meeting of the Committee will be held in Washington, D.C. 

on September 28, 1981. 

" .. , 

• . ~ 

--------------~----~---:-------_~-._-_.: -_-_-__ , _ .~._ ..... _- _. ~~. ~~~_ .. -_~~_-_-_-___ .. ,~_ .. . _._ .. ,~· ~...,,1 
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The attached briefing, which is also going to the Secretary 
of State for Employment, was agreed at an interdepartmental 
meeting chaired by the Cabinet Office on Monday 8 June. 

2. It includes a copy of the draft communique prep'ared by the 
Dutch Presidency which is currently being considered at working 
level in Brussels, and again tomorrow in COREPER. Consequently 
the draft may change, and the final version may not be available 
before your arrival in Luxembourg. We shall however try to 
forward a note tomorrow summarising the result of the discussions. 

3. Following the meeting it is possible that the Press will 
ask questions not only about the Council itself, but also about 
the position on the exchange rate and MLR. Mr Peretz will, I 
understand, submit a short note on this late tomorrow. 



Brussels, 9 June 1981 

Draft Conclusions - Joint Council 
(EGO/FIN -Social Affairs) (1" 

(Luxembourg, 11 June 1981) 

1. In accordance with the instructions given by the European 
Council at its meeting on 23 and 24 March 1981 in Maastricht and 
taking account of the results of the Standing Committee on Employ
ment on 29 May 1981 regarding unemployment problems in the Community, 
the Council met on 11 June 1981 in Luxembourg attended by the 
Ministers for Economic Affairs, Finance and Social Affairs. 

2. The representatives of the European employers' and labour 
organizations were consulted duringpreparati~ns for this meeting. 

3. The Council reached agreement on the analysis of the socio
economic situation, the major problems, and the possibility of 
achieving some improvement by means of a joint approach. 

4. Assessment of the current situation 

a) The Council agreed that the reduction in growth rates result
ing from the sharp increases in the price of oil, and from 
the difficulties experienced in redeploying ressources quickly 
to satisfy potential demand, had combined with major expansion 
in labour supply to produce a disturbingly swift growth in 
unemployment. The Council noted that a lasting increase in job 
opportunities and effective action in comba~ing unemployment 
would only be possible if economic growth were restored. 

(1) The Italian delegation has a reserve on the whole of the text 
drawn up by the Group and has suggested an alternative text 
which has been distributed to delegations in the Group. 

• •• 1 ••• 
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The Council noted that sharp increases in import prices had 
given rise to a new surge in dome~tic costs . An~i-inflationary 
measures should accordingly be stepped up and diversified where 
necessary in order to get the economies moving again. 

b) The Council thought that to restore economic growth endeavours 
must be made to achieve financial stability, to restructure 
economies and to encourage investment at both national and 
Community level. It referred in this connection to the guide
lines given by the European Council. 

c) The Council noted that in their endeavours to achieve lasting 
growth the Member States were confronted to a varying degree 
with policy restrictions imposed by differing financial and 
economic imbalances. 

~ ~The reduction of such imbalances, which were reflected in the 
balances of payment, the considerable budget deficits and hi&~ 
inflation, would contribute towards a return to lasting growth. 
The Council thought that the Community was now involved in ' 
this process of adjustment Which would not only be long, but 
should also be characterized by adequate continuity. This 
means that policy-making must fit in with medium-term policy. 
~Certain delegations did not exclude the possibility of ~ort- -

. term measures at Co~ity level for tackling unemplOymen~. J(J1 

It was to be recommended that th~ Member states follow develop
ments closely and ha~onize their policies with each other as 
far as possible to ensure a return to gro\vth. The Council 
'thought that discussions with management and labour, both 
assuming their own responsibilities, was essential. 

r ~The Council noted that the general worsening in the unemploy-- ' -
ment situation had more serious consequences··1n the less 
favoured regions of the Community.J(2) 

~ 

~21~ Text requested in partJ."cular ·by th I" e rJ.sh delegation. 
Text requested by 3 delegations (GR IRL ) , ,I. 

• •. 1 ••• 
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The Council welcomed the fact that for some months now outside 
Europe there ,had been the first signs of economic recovery. A 
similar improvement might occur in Europe, as it had already 
in certain Member states. However, ~uch a development was not 
certain, and high interest rate~ might preventi t. A strong 
anti-inflation policy remained imperat;ve' • .l J (1,) 

~he Council recognised the need, in the present economic 
I ~ situation, for a more expansionist economic policy to give 

the Community a positive impulse, whilst recognising that 
such a policy must be cautious and prudent. Concerted action 
is required, to prevent the crisis of the Community economies 
from deteriorating further - with consequent political re-
percussions - and to avoid protectionist tendencies developing. 
The depth ' of the recession and the need for recovery make it 
essential to accept a temporary worsening of public defici~ 

d) The Council was aware of the fact that the economic situation 
in the Community had a clear international dimension. On the 
one hand this meant that there had to be intensive consultation 
with other industrial countries and efforts must be continued 
to safeguard world trade against protectionist measures. On 
the other hand no less attention should be paid to the position 
of the developing countries which had suffered serious reper
cussions as a result of the economic recession, and efforts to 
help these countries should not be relaxed. The continued 
development of these countries was an essential stimulus for 
any revival of the economy in the industrialised countries. 

Text Which corresponds 'with the wishes of most delegations. 
Alternative text ' suggested by 'the ' Danish delegation • 

••• 1 ••• 
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5. Stimulation of investments 

a) The Council agreed that it was necessary to encourage invest
ments which strengthened structures and increased productivity. 
This would only have a chance of success if at the same time 
the consequent risks and uncertainties were· -rru. tigated as far 
as possible. In this connection it Was necessary to check sharp 
fluctuations in interest and exchange rates, to reduce costs 
and to improve the financial situation of companies, thus 
encouraging the supply of risk capital. 

The Council also agreed that it was necessary to step up effort: 
directed towards achieving a shift in public spending towards 
investment and, where appropriate, vocational training. 

b) The Council thought that any strengthening of structures would 
depend to a considerable degree on renewing products, pro
duction processes and services. It recommended in this con
nection that the right conditions Should be created for in
creasing production capacity and developing the activities of 

-the future. The technological changes which were now occur
ring often affected numerous sectors. To develop such inno
vations, it was also necessary to speed up human capital forma
tion and to ~dismantle progreSSiVelY.71~control~2~idS for . 

- ~ 

weak sectors of ind~stry and undertakings. [ 

-/ 

(1) Text wished by 2 delegations (D, DK). 
(2) Text accepted by the other delegations. 

• •• 1 ••• 
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c) The Council thought that in encouraging investments to 
strengthen structures. attention ·should not only be paid to 
large-scale projects but also to the introduc.tion of new 
products by, and .to .the development of new technology in small 
and medium-sized undertakings and the services sector. 

d) The Council also thought that in strengthening economic struc
tures energy policy had an important role to play. Both energy 
saving and the use of energy sources other than oil were of 
vital importance for job opportunities and the balance of pay
ments. Efforts in this area would have to be intensified con
siderably. Efforts in this area would have to be intensified 
considerably. In this context, consideration should be given 
to the role which the Community's financial instruments could 
play and also to the possibility of a better co-ordination of 
these instruments in improving employment opportunities. 

6. Improvement of comnetitive ability 

a) The Council noted that current economic difficulties were main1; 
caused by the inability of economies to adjust adequately to 
economic change. The Council therefore thought that a vigorous 
effort must be made to combat the lack of flexibility which 
stood in the way of adequate ec~nomic adjustment. This involved 
both adjustments to production capacity and adjustments to the 
labour markets. It also involved preserving social cohesion 
and promoting social solidarity - both important elements in 
remaining competitive. 

-. - -- .. _-------~----- .-

••• 1 ••• 
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b) The Counci~ thought that - efforts should be made to break down 
the various sources of rigidity, ' in particular those acting on 
the labour mrket. Steps should accordingly be taken to in
crease mobility in the labour market and in this context to 
give priority to measures to ~prove vocational training. 
Also inflexibility in aetermdning wages and incomes should be 
reviewed in the light of the negative effects which they could 
have on employment. 

of the Presidency 

The Council also agreed that greater mobility on the labour 
market could be achieved by encouraging greater flexibility in 
the organisation of work and in working hours. This_was in the 
first instance a matter for management and labour.~ (1) 

CAlternative text of the Commission 

The Coupcil also agreed that an improvement in the employment 
situation and in flexibility could be encouraged by a series 
of measures concerning working hours. On the one hand the 

development of new forms of work (part-time work, temporary 
work) and of flexible retirement arrangements should be closely 
examined by the Community. On the other han~_~, methods of re
ducing working hours, within a flexible framework (annual work
ing time) should be examined at Community level with the social 
partners.J (2) 

Attenti'on would also have to be paid here to cost aspects so as 
' to safeguard the competitive position vis-a-vis other industri
alised countries. Also the reversibility of any measures should 
be taken into account. 

Text regarded favourably by 3 delegations (D, NL, UK). 
Text regarded favourably by the other delegations, the Danish 
delegation being able to accept either text. 

• •• 1 ••• 
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7. Need for social solidarity 

~Text of the Presidency 

A. The social security schemes and their financing should be 
examined more closely in order to see how socially justified 

J adjustments could be made whi~h. would reduce labour costs . 
r .. The same was true mutatis mutandis for social provisions 

other than social security. ' 

b. The Council recognised that in the matters referred to 
social solidarity played a particular role in the relation-

r;::~: :::w::~::::nWhO were ana _were not emplo~ed.J(~) ____ _ 

Social cohesion and willingness to share equitably in the 
effects of the recession must be strengthened in such a way 
as to support more effective policies of economic adaptation. 
Nevertheless, the way- these policies are put into effect should 
take realistic account of the fact that world ressources are 
growing more slowly. 

The Council also noted ,that social solidarity could be sought 
by other ways than a simple recourse to public funds, particu
larly by the social partners through a greater degree of worker 

-:.participation or by increases in low vvages, and by means of 
local initiatives designed to meet certain collective needs and to create employment.J (~ 

(1) Text acceptable to 3 delegations (D, NL, UK). 
(2) Text acceptable to the other delegations. 

• •• 1 ••• 
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8. Youth unemnloyment 

The Council expressed deep concern at the ever-increasing youth 
unemployment which had to be regarded as .. a serious social problem. 
Attention would have to be paid here to g.reater adaptation of 
education and vocational training to ·the requir.~ments of the ....... _ 

- - .-~ ... , ... ~.--. -_-....._,._ ... _. __ .- - --- .. --.-.- - - . - ... -"- . " . - .--- - . ' - .- -- - - . --_ ........ -- --. ------~ - . .- - ----.. ~.---

labour market, and in particular those resulting from the intro-
duction of advanced technologies. The Council thought it of great 
importance that young people should be able during their training 
to gain exp~rience in working life. In addition to national measures 
the Council saw possibilities for taking measures at Community levele 
There was urgent need for an investigation of possibilities for 
giving greater priority to those activities of the ESF concerned 
with young people. 

9. Follow-un 

a) The Council invited the Commission to take these conclusions 
into account in the studies concerning the socia-economic and 
financial ' situation in the Communities and to make the necess
ary proposals in the light thereof. 

b) The Council proposed, in its forthcoming meetings of Ministers 
of Economic and Financial Affairs, of Social Affairs, and of 
Education, to pay close and continuous attention to the various 
subjects referred to above, with a view to achieving an effec
ti ve and coherent pol,icy. 
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1. MR ruyt'OCK 
2. CHANCELLOR cc attached list 

JUMBO COUNCIL : 11 JUNE 

COREPER today were unable to reach agreement on the Conclusions 
attached as Annex 3 to the brief we submitted yesterday. 
Accordingly a modified version of the earlier document will now 
be presented to the Council as a background paper. The paper 
should be almost identical to the attached version which UKREP 
have sent us by telegram, except that a final paragraph may be 
added referring to the fact that some Member States would like 
to see further Jumbo Councils. ~ 

2. Instead of Conclusions ~e Presidency will issue a short 
communique to the Press on their own responsibility. Its 
content will be decided in the Il.ght of the meeting. 

3. COREPER also decided that the meeting should concentrate 
on four points: 

(a) the scope for reflationary economic action in the 
short term; 

(b) work sharing; 
, ,. , 

(c) Social solidarity, and in particular what should/~e 
said about Social Security payments, worker 
participation, etc; 

(d) whether there should be further Jumbo Councils. 

4. Despite this agreement it seems likely that much of the 
meeting will be taken up with set piece speeches touching 
only in part on these points. 

5. (b) and (c) are primarily for Mr ~ior and are covered in 
the briefing we submitted yesterday. In addition, however, I 
understand that Mr Hancock has a few thoughts on (c) ' which he 
intends to give you on the plane tomorrow. 

- 1 - ," 
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6. (a) is already covered in the speaking note included in 
yesterday's briefing. 

7. I attach a speaking note which you may find helpful on 
(d). In some ways avoiding further Jumbo Councils (or worse, 
Tripartite Conferences) is our main objective. Such meetings 
would be particularly undesirable if during our Presidency, 
but they would also be unwelcome in 1982. Not only would 
they raise expectations which could not be fulfilled, but 
they would also be likely to involve us in tiresome and 
unproductive preparations during our Presidency. 

p~. 

~~ ~~ 

(ii) p.....,.,... • "2 --"'0 

a:........t ~J.;t-:> 

15cCo{~) 
J SCHOLES 
10 June 1981 
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JUMBO COUNCIL: 11 JUNE EXCHANGE RATE BRIEFING 

Mr Snowdon's minute of 9th June promises a further contribution 
against the possibility of Press questions after the Council 
about the exchange rate and MLR. 

generally 
2. On exchange rate matters/you have Mr Owen's contribution 
of yesterday to the briefing for today's meeting with the CBI. 
The rate is a little stronger this morning, with both the dollar 
and effective rates up since yesterday. On the specific question 
about interest rates and the exchange rate the new standard line 
to take is !-

"There is no Government target for the exohange rate, 
although the Bank does intervene to smoothe sharp fluctuatio'ns. 
The rate can of course have some temporary effect on prices, 
but in the long run the rate of domestic inflation is 
determined by the money supply. The monetary aggregates 
seem at present to be performing satisfactorily. As 'noted 
in the Budget speech, the exohange rate is one of the 
factors · that affect the significance of the monetary figures, 
through its effect on the domestic economy, and is taken into 
account in the determination of short term interest rates. 
But at present there is no clear presumption about the 
need for a moVe in I1LR in e:i;ther direction". 

D L C PERETZ 
I () JUNE 1981 
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the only aspect of the economy on which Government 

should have a policy, or indeed because the conquest 

of inflation is our only goal. The ultimate 

goal must be to restore the British economy to 

growth and prosperity: defeating inflation is 

one crucial condition for that. The other is 

improving the performance of the econom~ by 

making it more flexible and adaptable in its 

response to technological change and developments 
I 

in market conditions. Both tasks are vital. 

But whilst the conquest of inflation may not be a 

sufficient condition for sustainable economic 

growth, it is, we believe, a necessary condition. 

Some people no doubt would argue that o~r 
/1 

first priority now should be to reduce 

unemployment. 
--~ 

I am equally concerned about 
'- -

unemployment, but I do not believe that the way 

to reduce it is to relax in the struggle against 

inflation. In the 50s and 60s - especially 

after the publication of Professor Phillips' famous 

article in 1958 - many people believed that there 

Iwas a policy 

, 

\~u\ilC.ll 
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was a policy trade-off: that if you tolerated so 

many extra points on th e inflation rate you could 

get so many extra points off the unemployment rate. 

But however strong a negative correlation Phillips 
Be t e.1..1.! 

found for the 100 years UP-10 195" more recent 

experience does not support the argument. In 

each cycle since then inflation has accelerated 
~--

and unemployment has risen . 

-----
The average rate of 

inflation under successive governments in the 

years to 1979 has marched remorselessly upwards: 

3~ per cent, 4~ per cent, 9 per cent, 15 per cent. 

Meanwhile unemployment also rose: 300,000, 

half a million, ' three-quarters of a million, 

one and- a quarter million. 

All this has strengthe ned the conviction that 

it is not possible to reverse that trend in 
~ 

unemployment by stimulating demand and permitting 

higher inflation . The notion of a trade-off in 

that form no lon ger commands wide acceptance. 

If we look instead at the simultaneous upward 
~-------... 

trends in inflation and unemployment a very 

/different 

; P " 



TTALIAN P~~NT REPRESENTATION 
TO THE EUROPEAN COMMUNITIES 

UNREVISED T~TSLATION 

Draft conclusions of the Joint Council 

(Eco/Fin - Social Affairs) 

Brussels, 11 June 1981 

1. In accordance with the instructions given by the European 
Council, in particular, at its meeting in Maastricht on 

23 and 24 March 1981 and in the light ' of the conclusions arrived 
at by the Standing Committee on Employment on 29 May 1981 

regarding problems of unemployment in the Community, the Council 
met in Luxembourg-on 11 JUne 1981 with Ministers for Economic, 

Financial" and Social Affairs attending. 

2. Representatives of European employers' and employees' 
organizations were consulted during discussions preparatory to 

/I the meeting. 

3. This convening of the European Council made possible an 

initial meeting for the purpose of determining consistently vdth 
the Maastricht Council's decisions, joint action against 
unemployment by the Member States and the Community. 

The key factors in such action were identified by the 
Heads of State and of Government at the Luxembourg meeting as 
follows: (a) bringing dovm inflation rates; (b) improving 

business competitivity; (c) increased, appropriate investment 

so as to generate more growth and promote employment. 

Particular emphasis was placed on the Community's role in 

action via the various Community instruments, as a matter of 

priority, to reduce structural unemployment and to improve the 
inf~astructure and economic situation of the least favoured rural 
areas. 

4. The Council therefore concentrated particularly on the 
part which the Community can play and noted that the Commission, 

... 1 ... 
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as instructed on 30 May 1980, would be submitting proposals 
for substantial changes in structural policy . 

5 . The Council requested the Commission to take particular 
account, in carrying out its instructions , of the following points: 

(a) development of the procedures for co-ordinating national 
economic policies, in particular measures to combat inflation; 

(b) co-ordination of Community and national instruments to 
stimulate investments designed to promote employment 
(identification of growth sectors, new forms of technology, 
energy-saving and the development of alternative resources 
particularly in the small and medium- sized undertakings sector) . 

In particular, the Council stressed the fundamental 
importance of a positive decision at the next ECOFIN Council 

I 

on 15 June on renewing the NCI, by providing it with sufficient 
financial means to make a substantial contribution to national 
efforts to achieve the abovementioned objectives; 

(c) improvement of the competitiveness of ~lrldertakings. 

This aim must derive from the need to transform a trading 
Community into a producing Community so as to exploit all the 
possibilities offered by such a large economic area. 

In this connection, it is important to make real 
progress in removing non-tariff barriers to the full 

' functioning of the internal market, to co-ordinate the national 
financial and legal instruments of industrial policies either 
for the crisis sectors or for the new growth sectors, to define 
a common research policy, particularly in the applied research 
sector, and to give political impetus to defining the status 
of the Europe~~ , Company • 

. The Council also thought that mobility on the employment 

... / ... 
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6. The Council recognized that in combatting unemployment, 
~mployment policy must form a permanent part of Community action; 
however, the Joint ECOFIN/Social Affairs Council would have to 
meet at least once a year to act on the Commission proposals 
concerning action to be taken at both Community and national 
level and to determine the guidelines and priorities for such 
policies, taking account of the medium-term economic pol~cy 
programme. 

In this connection, the Joint Council proposed the 
following objectives: 

(a) encouraging the conciliation of national employm~t 
policies; 

(b) making a more systematic assessment of the impact on 
employment of other Community policies; 

" (c) encouraging the co-ordinated use of the various Community 
financial instruments intended to promote the development 
of employment, in particular in developing regions and to 
facilitate adaptation and industrial redevelopment. 
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SOCIAL SOLIDARITY 

PASSAGE FOR INSERTION IN MINISTERIAL STATEMENT 

No doubt we would all agree that the burdens of unemployment 

should be equitably shared in our societies. This certainly 

means ensuring that those who suffer the hardship and distress 

of involuntary unemployment are looked after as well as society 

can afford. It also means ensuring that fraud and abuse of 

the social security system are checked and that the system 

does not overburden the productive sector from which must come 

the real solution to unemployment - more jobs. ~I suppose that 

'fairness' is the essential meaning of 'social solidarity', 

and the best way that I know of acneving that is to pursue 

policies that will return us to low unemployment on a sus

tainable basis as soon as possible. This must mean dealing 

with inflation as a precondition. High inflation is the most 

socially divisive condition known and no policies Which lead 

to it can produce "social solidariW". 



THE COST OF SOCIAL SECURITY IN PRESENT CONDITIONS 

Reducing social security contributions does not solve the problem. 

Pensions and other benefits have to be financed somehow. It is not 

necessarily an advantage to transfer the costs from social security 

to general taxation. To increase Government borrowing in order to 

pay for benefits will either push up interest rates orbe inflationary. 

2. This shows that we 'I{-ttI:~~ a more fundamental look at the 

problem. Many of our social security schemes were "designed in a 

period of higher growth which was assumed to continue. In conditions 

of low growth our economies may not be able to generate the incomes 

necessary to finance the benefits for which we have legislated. 

0. This is a problem on which I recently invited public A'Scussion 

In my own country. I posed the question whether we are/ in danger 
/'" 

of asking the working population~ through their co~t~ibutions or 

taxes, to provide more for the retired population "than those in 

a re prepared to to 1 era t e . The recent proposa Is by th:e 

Reagan administration to cut social secu~ity benefits in the United 

States shows that the problem is not cG~fined to the United Kingdom. 
,.-' 

[If possible ~ refer to earlier comm,s"nts in the debate. ] 

4. I think that it would bs very helpful if you~ Mr. President~ 

could refer to this disqM§~ion when y6u report our proceedings to 
.,.-

the press. You mig~~'~ay that~ although we were all very reluctant 

to contemplate a / e~t in social security benefits, the Council felt 
"/' 

that it was ~~~ht to pose the question whether the costs of our 
.. / 

existin~'hemes could continue to be afforded in a period of low 

grow~ 



Ju~mo COUNCIL: 11 JUNE 1981 

1. Following is the list of rtinisters lik ely to attend: 

Chair~Yl: Mr van der Stee, Minister of Finance. 

Belgium: Mr Claes, Economics Minister. 

Mr de Wulf, fiIinist er of Labour. 

Denmark: Mr Auken, IVIinister of Labour. 

Germ~YlY: Tilr Ehrenberg, Minister of Labour. 

Fra.Ylce: 

Ireland: 

Italy: 

Mrs Fuchs, state Secretary, Ministry of Labour . 
ttr· SC ~ L.tl.'-\" 

Mr Delors, Economi c s TiIinister. 
• 

Trlr Au roux, Minister of Labour. 

No Minister. 

~ Fracanzani, state Se cretary, TreaSUry:] 

Mr Zito, State Secretary, IyLi.nistrj' of Labour ,,, 

V.J.xembourg: Mr Santer, I,Iinister of Fina...Ylce and Iti!J.i s t8r 

of Labour. 

Netherlands: Mr Albeda, IvIinister of Social Af:airs. 

(mr van der Mei), State Secreta.ry, :Ministry ,1" 

Foreign Affairs. 

United Kingdom: Sir Geoffrey Howe, Chancellor of the 

Exchequer. 

IvIr James Prior, Secretary of stat e for 

Employment. 

Greece: I.I Laskaris, Minister of Labour. 
~v t,\J ell -'\ ( f\,.l , 

Commission: r.ll' Richard. 

Mr Davignon. 

I.1r Ortoli. 



Luxembourg, 11th June 1981 

DRAFT CONCLUSIONS - JOINT COUNCIL 

(ECO/FIN - SOCIAL AFFAIRS) 

SUGGESTIONS BY THE BELGIAN DELEGATION 

- Page 2, point c): 

Given the problem. of the restructuring of our economies referred 
to in the preceding paragraphs, it is suggested that the end of 
the first sentence should read: 

..... differing financial, economic and structural imbalances". 

- Page 3, point a), 2nd para.: 

It would seem preferable to draft this paragraph in more general 
terms and to bring it more into line with -the conclusions of the 
European Council at Maastricht. The need to put more emphasis on 
vocational- training is already mentioned in other parts of the 
conclusions. The Belgian delegation accordingly suggests that this. 
paragraph should be drafted as follows: 

"The Council also agreed that it was necessary to step up efforts 
directed towards achieving a shift in public spending towards 
investment." 

- Page 5, point b): 

The Belgian delegation asks that this paragraph should be slightly 
amended (reversal of the order of the second and third sentences, 
with some alteration to the beginning of the original third sen~ 
tence) to read as follows: 

... / ... 
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"The Council thought that efforts should be made to break down 
the various sources of rigidity, in particular those acting on 

~
: the labour market. The many economic constraints, particularly ~'/' I 
those concerning the fixing of wages and salaries, should be 
reviewed in the light of the negative effects which they could 
have on employment. Steps should also be taken to increase mo
bility in the labour market and in this context to give priority 
to measures to improve vocational training.ft 

Page 6, section 7 "Need for social solidarity": 

The Belgian delegation cannot accept either of the texts in its 
entirety. It accordingly suggests that certain of the ideas in
cluded in these texts should be combined in a single text as 
follows: 

"The social security schemes and ~he methods of financing them 
should be examined more closely in order to see how socially 
justified adjustments could be made which would reduce average 
labour costs. The same was true mutatis mutandis for social 
provisions other than social security. 

In this context, the Council recognised that social solidarity, 
reflected in a willingness to share equitably in the effects of 
the recession, had a role to play. This social solidarity could 
be sought by other ways than a simple recourse to public funds, 
particularly by the social partners through a greater ~egree of 
worker participation or by increases in low wages, and by means 
of local initiatives designed to meet certain collective needs 
and to create employment. 1t 
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1~ ! N ,~CCORDA~lCE WI TH THE I ~~STRUCiIONS GS VDl BY THE EUROPEAN 

o)Vf~ct L AT I TS !~EETI NG ON 23 AND 24 l·~ARCH 19B1 1}J MAASTR I CHT AND 

T/~J~ i ;~G l~ CCOUNT OF THE RCSUl TS ' OF THE STAi~D' NG COBH l nEE ON E~$iPLOY- J" .. 
HENT ON 29 NAY 1981 REGARDI NG Ut~ [NPLCY~~ENT ,PROBL EJ'1S I N THE CO~~hUN I TY 

THE lOUI~CiL HET ON 11 JUNE 1981 IN LUXE~BnURG ATTENDED BY THE 

MINISTERS tO q [CONOMOC AFFAIRS, FINANCE AND SOCIAL AFFAIRS~ 

--
2~ TH , -, '~~~ESENTATI YES OF THE EUROPEAN EHPLOYERst AND LA30UR 

. -

ORGt.N i t - : : uNS ~'4ERE CONSULTED DyRI NG PREP ARATI ONS FOR THI S MEETI tJG. 

. .. . 

3. THE. -COUNCI L REACHED AGREE~£NT ON -THE AN/\l YS I S OF THE sOCt 0-
-~ -

ECOHOi·q C SlT1JATIOU, THE MAJOR PROBLEMS, AND THE POSSIBILITY OF 
- -

~~CHI EVI NG SCH£ '~~PROVEMENT BY tr,EANS OF A JOINT APPROACH. 

... --
4. AsstSSHENT OF THE CURRENT SITUATION 

" . ........ 
I 

- . 
A) THE counCIL AGREED THAT THE REDUCTIOH IN GnO\ffH RATES RESULT ... 

-
1 UG fROM _ THE ~HARP - INCREASES _, N THE PRJ CE OF 0 IL, Aun ,FRO!>' 
THE DIFFICULTIES EXPERtE~CED IN REDEPLOYING RESSOURCES QUICKLY . , 

TO SATl SFY POTEnTI Al tS';AND, H.b.D CCMB 1 NED \41 TH t1~~OR EX? AN S I ON 
, , 

IN L~BOUR SUPPLY TO PRODUCE A DISTURBiNGLY S'tllFT GRO~,ITH lfJ 
. . - -

i -

- !. 
I 

I:, 
l! 
I 

I 
, I 
l i t! 
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• I, ' ;, 
I! 
I 
I 

~--:::-~- ... VMEt1PLOYl"Efi, - ~:'H: f"fHUJf:U ._ ~nT[n _T~AT A - LASTI~~G INCREASEJNJOB_ )J.' 
L. . OPPO RTUtllT I ES Mm EFFEcn VE ACTl Oi~ lNC~::rn-f:..~-IllG-Uli E:,\PLt}YI'~-EiIT----·-- . i~ 

• _ __ " f 

\':OULD oriL Y BE POSS I BL E, IF ECONOM Ie GRO\rrH WERE RESTORED. ~ '\ 

"" . -. .., .. 

THE. COUNCIL NOTED THAT SHARP INCREASES IN IMPORT PRICES HAD 
G-' VEN R~E TO A NEW' SURGE IN DOH EST I C COSTS. ANT1-l NFLATIOHARY 

~' , - -
r~~EA,SURE§-: SHOULD ACCORD1 tJGl Y BE STEPPED UP AND Dt VERSt Fl ED \-JHERE 

'NECESSARY I N ORDER TO GET THE ECONQt~1 ES HOVI NG AGAI N • 
.... . -

Jl("7;r. 
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(1) THE ITALI f,N DO. EGATION H"S A' RESERVE ON THE WHOLE OF THE TEhl 

DRAWN UP BY THE GROUP AND HAS SUGGESTED AN M. T£FHlATI VE TEXT 
. .,. - -

\4HJ CH HAS BEEN DI STR IBUTED to DELE-GAT tONS I N THE GROUP • 

.. - --
B) THE COUNCI L TBOUG~_ THAT TO ~"ESTORE [CON~HI C G20\tJTH ENDEAVOURS 

MUST BE MADE TO ACHIEVE FINANCIAL STABILITY, TO RESTflUCTURE 
- -

ECOBcr·H ES AND TO ENCOURAGE 1NVESTfJ,ENT AT BOTH t-lATIONAL A~D 

COFJ-1UNITY LEVEL. IT REFERRED IN THI S CONNECTtON TO THE Gut DE-- . 
LINES GIVEN BY THE EUROPEAN COUNCil. 

- -... I- .. _ 

, C) THE COUNel L ~OT£D THAT I N T~~' n EN I'EAVCURS TO -ACHt £VE t ASTI NG 

GRO\t[TH THE ~j8'~BER STATES t,.!ERE CONfRDNTED TO A VARYl fiG DEGREE 
. -. .... . . - . 

~lTH POLICY HESTRtCTlo~~S t~~POSED BY DtFFERING FINANCIAL AND 
. -

[CONOHI C tf-::Br:LA~~C£S. 

1/ f /THE REDUCT-tO~J Of SUCH .J r-~B/~ .~tJCES, \:H-I CH \-JERE REfl. ECTED 1 N TfiE 
" ~ ~ BtLANCES OF PAY!1ENT, THE CO~SfDERp.BLE BUDGET DEFICITS AHD HIGH 
: /vv+~ \P~c,. 'INFLATION, \lOULD CONTR-iBUT£ TOv!ARDS A RETURN TO LASTING GR0WTH. 
~~ ~ . -

• ,~v=>'''''''''' ,{,.iH!= ~aUNCll THJUGHT THAT THE com~mJl T'(\:AS NOW I NVOL \lED IN 

;;;,,,,,,o~'()o Tttt S PROCESS OF ADJUSTM8n WHI CH \:JQUlD NOT ONLY BE LOI~G, BUT 

~: ~ SHOULD ALSO BE CHARACTERIZED BY AfiEQUATE-CONTINU1TY# THIS 
- ~ - -- -.. -

._ f.~EtNS THAT POL1CY-MAKtNG MUST FIT IN ~:ITH HEDtUM-TERM POLley 
: :~)-"(M~ IICERTA-IN DELEGATiONS DiD NCT EXClUDE THE POSSIBIL-ITY OF SHORT . 

F ~'?~' -- !,ERM MEASURES AT CO~~~1UN1TY lEVEL FOR TACKLING UNG~PLOYMENT.I/ L') 
~:~' IT "'AS TO BE RECOMMEUDED THI.T T~E HE}~~E.R STA~ES FOLLQW DEVELOP-

. i 

,t~ '~EUTS CLOSELY AND HAfH~ONllE THEtR POLICIES \{ITH EACH OTHER AS 
i# : - ~-

. ' ~". - FAR -'~- AS POSSlBLE TO ENSURE A RETURN TO GROWTH. THE COUNCIL 
,j - -. i ~ THOUG~T -THAT_ DI SCUSSI ONS W_l T~ ~A~. AGEf18tT AND LABOUR, BOTH 

~ - - - ASSUMING TH£tRO\~!N RESPONSIBILITIES, V!AS ESSENTIAL. 
i . 
f · ~ ; -

l ; ~1C~/ITHE CoUNC-'L )iOTED THAT -THE ~E!IERAL h'ORSE.1It:G -I N THE UN8WLOY-

: ~#\s~~ r-iENT SITUATION HAD P;{)RE SERIOUS CONSEQUENCES IN THE .LESS 

' :~ '-' . FAVOURED REGIONS OF THE COVJ1UNlTY.// (2) 
( 

~ l ' . -. . 
i - '- THE COUNCIL \~a.CO!~ED THE FACT THAT fOR SOME HONTHS NO\! OUTSt D=: 

=- -- --- --- -- - --- .. --~-- - ~ --- . -- ... --- --- . - - ~ ...:..--~-~~ . .. :. ;~- --.- - : -=~~--.. ~ , ---- -=--. - ~~:.. . - - =-~.:. : ~"'-::;,..-- - . - . --' •. ~ 

EUROPE THEf:[ HAD L[[~~ THE ' FI fiST ~I c.t~~) OF [CQ~'~O~'H C - '~ECO-VC~(\'e ' -~t 
SIMILAR 1:.'!PI\OVEi\lEf~T nJGHT OCCUR ti~ [U~OPE AS IT HID 'Ln .... Lt~y • l, r. f\ _ . _ 

IN CE_~<TfdN i·~E:~~BEH ~TAT[S. HQ\',![VER J SUCH A DEVaOP;~[NT \-Ji\S LOT 

CER:!AIJi, f~N~ HiGH ItJTEREST RATES t-HGHT PREVENT IT. A STRONG 

ANTI-INFLATION POLICY REMAINED INPEnATIVE. II II (3) 

-IItF;- _ 



_ _ "" / D~~ 
liTHE caU!"Jell RECOGHISED THE t"!EED,/If.! THE PRESENT (CON01~IC 

SITUATION, FOR A triC)f~E EXPANSt G4"fST [CO~JOM -JC POLICY TO GiVE 
. .....- . t ----. 

\0 THE CO~;f·~ur\! I TY A post T' V[ 1t "~PUL SC, v::-q L ST r.ECOGN t s t tJG THt\T 
l\\"e., - " 

f\\W~~\J!SUCH A POLley t'iUS, BE C"UTICUS ANI: Pf\UD[NT. CC~!CERTED I\CTIO~~ 
~~<;~ -.S REQUIF·:ED TO PREVENT THE CRISIS OF THE COi·;.t·\UN1!Y ECl)llOl-HES 

~y~ FROM "DETERIORATING FURTHER - \;lITH CC~·!SEQUEHT POLtTICltL RE-

) 

, 

PE.RCUSS'O~~S - AND TO AVOiD PR01ECTiOiHST TEnDEtJCtES DEVELG?I~~S{t " 

THE DEPTH OF THE RECEsst ON AND THE f~EED FOR RECOVERY t·~f.K E IT 

ESSEUTIAl TO ACCEPT A Ttt-'.?ORAEY \;';O~SEf~U~G OF PUBLIC DEFIC17S.!I(i 

-

D) THE COUNCIL \~AS 1~\'lAR~ OF THE FACT TH!~'"r THE ECONont c SITUATto~~ 

iN THE cOt·~;·ii.HJ1TY HAD A CLEAR IN1ERNAT10flAL DH"ENSiON. ON THE 

ONE HAND THl S HEAt-JT THAT THERE HAD 10 BE I HTEt~S 1 Vi: CONSULT 1\1t C~J 
- .... '.-

r-HTH-oTHER INDUSTRIAL COUNTRIES AND EFFORTS t~UST BE COHTlt'iUED 

TO SAFEGUARD \.,JQRLD TRADE AGAlrJST PROTECTIONI ST ~1Ef ... SURES. ON 

THE OTHER HAND NO LESS ATIENTICN SHOULD BE PAl D '-0 THE POSITI0H 
. -. .. -

OF THE DEVELOPING COUNTRIES WHICH HAD SUFFERED SERIOUS REPER-
CUSSiONS AS A RESULT OF THE [CONOf11 C RECESSION, AND E.FfORTS TO 

HELP THESE COUNTRI ES SHOULD NOT BE REl,A,XED.THE CONTINU~D 
,"!';,!,:, DEvaOP~ErlT Of THESE COUNTRI ES 'rJAS A:J ESSENT' AL STI ~"1ULUS fOR 

- - " 

Any REVIVAL OF THE ECONO~1Y IN THE INDUSTRIALISED COUNTRIES. 

. - .... -

"?"@ ~T'il1ULAT'Cfl OF INVESTMENTS 
-a-

-- --
A) ,H"E COUNCIL AGREED THAT IT rJAS NECESSARY TO ENCOURAGE I NVEST-

" " 

r~ENTS ~'HICH STRENGTHE?JED STRUCTURES AND INCREASt.D PRODUC VITY. 
THt S r;vULD ONL Y HAVE A CHANCE OF SUCEESS 1 F AT THE SA~1E Tj:"~E 

THE CONSEQUENT R'St~S AND UNCERTA,NTI ES "JERE ~HT-iGATED· AS FAK 

AS POSSIBLE. IN THIS CD~HJECTIOtJ IT l:!AS NECESS1J\Y TO CE:C!( I ·~ ::-,RP 

FlUCTUATlor"!s- IN INTEREST AND EXCHANGE RATES. TO REDUCE COSTS 

Af~D 10 1~~PROVE THE Fl t-!AI!CI AL SITUATI0!~ OF COi~PAN I 1:S, T!':US 

E_NCOURAGI NG THE SUPPLY OF RISK CAPITAL. 
. . . " . -- . 

- -- .. --- - .. . -- - -- ------- - "---

THE COUflCIL ALSO AGREED THAT IT ~}AS NECESSARY. TO STEP UP EFFO:-: 

plRECTED TOWAnDS ACraEVIHG A SHIFT i>~ PLt~LIC SPEN~ING TOWARDS "

INVESTMENT AND, WHERE APPROPRIATE, VOCATIONAL TnA1NING. 
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': : B) THE COUNCil THOUGHT THA.T At~Y STREto~GTHEtoJ I NG OF STRUCTUF!ES wOULD 
--

DEPE~iD TO A COBS) DERABL E DEGREE ON REN£V:t ~;G PRODeCTS, PRO-

\.\ DUCTION PROCESSES AND SERVI CES. \ 'T RECO i~ io~ENDED IN THI S CON-
u) \~ "" \<,~ - - - 0 -

~ 1) ~'t>". N(Cll~N TH~T THE Po! GHT COtJDITIONS SHOULD~ BE CREATED FOR tN-

;~ ~ ~~CREASING PRODUCTtON CAPACITY At!D DEVELOPlfJG THE ACT1VIT'~S OF 
l") \Vi-"- a r . -
~ o=\-~ T~E fUTURE. THE TECHr~CLOGI CAL CHt.~~GES \:HI eH \rJER£ NOW OCCUR-
~.J.o,~1\o,,~ Rl UG 'OFTE~J AFFECTED NU~r;EROU5 SECTORS~ TO DEVELOP SUCH I ta~o-

VATtONS,- IT ~!AS fiLSO NECE~SAP.Y TO SPEED UP HU!iAN CA?tTAl FOR~~A-
- - .. 

TIOH AND 'TO /IDlSt'~AtrTLE Pf?CG2ESSIVEtY)) (1)//CONTROL//(2) AIDS FOR 

WEAK SECTORS OF I NDUSYRY AND UNDERrAK t tlGS. 

- -- ---
C} THE COUNCI L ,BOUGHT TH~.T J N ENCOURAt; 1 NG 'NVESTr'~EUTS TO 

STRENGTHEN STRUCTURES An£~lT I ON SHJULD nOT ONLY BE PAl D TO 

lARG£ ... SCAlE PROJ.ECTS BUT ALSO TO THE If~TRODUCTtuN OF NEW 
• o' 

PRODUCTS BY, AND TO THE nEVELOP.~~ENT OF NEW TECHNOLOGY I N SMALL 
- . 

AliD ·MEDI UM-SI ZED UNDERTAK lNGS /l.UD THE SERVI C£S SECTOR .. 

- ~ - . --
D) THE COUNCIL ALSO THOUGHT THAT t~ STRENGTHENlfiG ECONOM1C STRUC-

TURES ENERGY POLICY HAD AN IHPORTANT ROLE TO PLAY. BOTH ENERGY 
SAVIN-G AND THE USE OF ENERGY SOURCES OTHER THAN OIL \!£RE OF · 

.-' 
VI TAL SNPORTANCE FOR JOB OPPORTUN1Tt £s f~UD THE Bf\LANCE OF PAY-

. ·HE-NTS. EFFORTS -IN THis 'AREA WOULD HAVE TO BE INTEHSIFIED CON-
-T _ 

"" oSlDERABLY. EFFORTS IN THIS AREA WOULD HAVE TO BE INTENSIFIED 
CONS-IDERABLY. - iN THis CONTEXT, CONSIDERATION SHOULD B£ -: G-'VEN 

_ . .... : . -- -

10 THE ROLE \tJHI CH THE CO~·HvjUNITY'S FINANel At INSTRUf~ENTS COULD 
~ - - ~ 

PL-AY AUD ALSO TO _THE POSSIBlllTY OF A BETTERCO-DRD1NATtON OF 
.... - ..... . 

THESE 'NSTRU~t£NTS IN IHPRovtNG EMPLOYMENT O?PORTUNITI ES. 

- ~ 

6. 'r~PROVEMEtlT OF COHPET1TI VE A~ILITY 
h I 4 • • 

-- ~- . . - ., -

A) THE COUNCil t~OTED THAT CURRENT ECONOHIC DIFFICULTIES WERt NAINLY 
- -

C~.USED BY THE IHABILITY OF EC01!~HI[S TO ADJUST ADEQUATELY TO 
- .. 

ECONOMIC CHANGE. THE COUNCIL THEREFORE THOUGHT THAT -A VIGOROUS 
EffORT BUST DE l·~ADE TO COHBAT THE LACK OF fLEXIBILITY \'!H1 CH 

-
'STOOD IN THE 't.'AY OF ADEQUATE ECONONlC ADJUSTM8~T. THIS INVOLVED 

- 0 

. ~ -. 



BOTH ADJUSTMENTS TO PRODUCTION CAPACITY AND I~DJUSTMENTS 10 THE - -" --

LABOUR t-;AR~\ETS. IT ~SO INVOLVED PRESERVING SOCIAL COHESION 
.. . 

AND PROr'1qTtNG SQCI/\l. SOLIDARITY - BOTH If~PORTANT aEi"~ENTS ttt 
REMAINING COMPETITIVE. 

- - . 
B) THE COU~~C'L THOUGHT l"HAT_ E~F~RTS SHOULD BE t·~ADE TO BREAK. DJ\;T}J 

THE VARIOUS SOURCES Of" RIDiGITY, tIi PA~TICULAR THOSE ACTING ON 

THE LABOUR NARK£}. STE.?S SHOULD A~CGRD1NG~Y. BE .. TAKEN TO Ir~

CREASE tJ,G3ILITY I fJ TKE .LABOUFf ::i~RKET AND IN THiS CONTEX'T 10 
- . - . - - .' .. -

GIVE PRiORITY TO ~EASU~ES TO lt~?ROVE"VOCAT10t~~"L TRAIHlflG. 

ALSO INFLEXIBILITY tN DETERr'lINlt~G tdAGES AND t~JCO~'ES SHOULD BE 
" - -

REVi EvJED I N THE LIGHT OF THt t2EGATt VE EFFECTS VHl CH THEY COULD 

HAVE ON 8~PLOYHENT. 

-
I/TEXT OF TIiE PRESI DENCY 

~----~----.-------

" - . 

\,) '\-e..~T. THE COUNCIL ALSO AGREED THAT GREATER f-10BILtTY ON THE LABOUR 
~o..\~ _.MARKET COULD BE ACHIEVED BY EHCOURAG1NG GREATER FLEXIBILITY IN 

~~~~\<..:rHE ORGAN-ISAr-ION OF \-IORK AND iN ","'ORKING HOURS. tHIS \-IAS Pi THE 

~o\~ · F-'RST "NSTANCE A MAnER FOR MANAGEt·,H:'NT AND LABOUR 1/(1) 

.- .. 

IIALTERNAT1VE TEXT OF THE COMMISSION 
~ .. • • ....... • 1 • ••• ... 

~ -
THE COUNCil ALSO AGREED THAT AN IHPROV8·~ENT IN THE EMPLOYMENT - -

SiTUATION AND IU FLEXIBIL-iTY COULD BE ENCOURAGED BY A SERIES' 

OF ·MEASURES CONCERN I NG 'c.fORK I NG HOURS. ON THE ONEHAND THE . 
-

l'£)~#'" D£VElOPM8~T OF NUT FORi~S ~F ~~RK (PART-TI},r ~UP.K,. TEHPORARY 

~~~ W:JRKJ AND OF FLEXIBLE ~ET'REHENT t\RRANGE~·1ENTS SHOU~D BE CLOSQV 
~6~ EXA.~H1ED BY THE COH~lUN!TV .. ON THE OTHER HAND. METHODS OF RE

~~~UCIN~ \,IGRKHiG HOURS i';tT~H: A FLEX\!3LEJRA!~EWORj( -'ANNUAl... WORK- . 

})~~:~'< ING TIHE) SHOULD BE EXA~11NED AT COHHUNITY LEVEL ~ITH THE ' SOCI Al 
e,.,,~ , . PARTNERS.lz(2) ... ' . ' .. .. . , 

- . - - - " . 

. ATTENTION WOULD ALSO HAVE TO BE PAID HERE TO COST ASPECTS so AS . . - ~ . . 

TO SAFEGUARD-THE COHPET1TIVE POSITION .VIS-A-VIS OTHER lNDUSTR1-
. " . 

ALISED COUNTRIES, ALSO THE -REVERSIBILiTY OF A!iY ~1EASUR£S SHOULD . 

B.ETAK Eli INTO ACCOUNT. • _ ~ '" 
• • - - - • - - -- - - ~ .:- - .• ---:r- -~ ---- ----- - - - -.;.. ...:.=.:...:.= ::.;.:... ... ~_:...;:::. ~.;:; . _'"" 

" ,". r · ..... 
:' .t." •• 

~ .. .;,' ;. 
-Wf o . 

. " 



·. 

7. NEED FOR SOCIAL SOLIDARITV 

/ITEXT OF THE PRESt DENCY 
- • gc;" ,... .. ..... 

-
A. THE SOCI AL SECUR I TY SCHEnES At~D THEt R FI t~!\NC I HG SHOUL D BE 

EXAr'HuED ~~-ORE CLOSELY IN Of,tER TO SEE HOvJ soCt ALLY JUSTl FI ED 

U) ~~ -\:'0 ADJUSTr-'ENTS COULD BE t1ADE \!HI CH 'l/OULD REDUCE LABOUR COSTS. 

)..~"'~~'f.. THE U.:.JE WIIS TRUE ~~UTAT-l S !~UT/IEDI S fOR SOCI At. PROVI SIOIlS 

l>., ~\r.l\" OTHF:R THA.N SOCI AL ~ECUR1TY. 
........... 

B. THE ;tOU~~C'L RECOGUISED THAT tN THE t·iATIERS REFERRED TO 
.. . , . 

SO_Ci .. ~L SJLtDLRITY FLAYED A PAf:T1CULAR ROLE IN THE Rat.TtOt~- . 

SHt p BEl\~[Et~ TH~SE WHO \vERE A!,D v,'EnE NOT EnPLOYEn / /( 1) 

-
//TEXT OF THE C9MMIsstON 

.......... r R ... 

-- . - --
SOC1IL COHENStON AHD HILltNGNESS TO SHARE EQUITABLY IN THE 

EFFECTS OF THE HECESSiON HUST BE STREt·1GTH8~ED IN SUCH A 'hAY 

AS TO SU?PORT ~~ORE EFFECTI VE POL I Cl ES OF [COHO~il C ADAPTATION. 

". NEVERTHELESS. THE WAY lHESE POLl Cl ES ARE PUT INTO EFFECT SHOULD 

~)~:~~TAKE REAL-'STIC ACCOUNT OF THE FACT THAT WORLD RESOURCES ARE 
~' ~t!'~ . . 
~ ~~~ '(~·ROW1 NG MORE SlO\l'L V. 

01 -=-- _ ~ ~_ ~ 

THE COUNCIL AlSO NOT€D THAT SOCIAL SOLiDARITY COULD BE SOUGHT 
- -

.BY OTHER WAYS T~AN A Sl~PLE P.ECOUR~E TO PUBLIC FUNDS,PARTICUL- .. 

ARLY .B'{ THE SOCIAL PARTNERS THROUGH Is. GREATER DEGREE OF ';!ORKER - . 

. PARTICIPATION OR BY INCREASES tN LOW WAGES, AND BY MEANS OF 
.. .. ~ - - ---. 

LOCAL n~ITIATt VES DESIGNED TO r'1EET CERTAJU COLLECTIVE NEEDS AND 

TO CREATE fHPlOYMENT.I/(2) 

8. YOUTHUNEMPLOYHEtiT 

- • 

_ ¥# - -

THE COUNCIL EXPRESSED DEEP CONCERN AT THE EVER-INCREASING YOUTH 
UN8iPLoynGNT WX'tCH HAD TO BE REGARTJED AS A SERIOUS SOC-l Ii . PRO;JLEM. 

~. t c . 
ATTEUT10N J10UlD HAVE TO ·BE PAID HERE TO GREATER ADAPTATION OF 

--' * . --

EDUCATI?N iAN~ VOCATION!~L TRAI~lt~G T~ . .-THE REQ_U_~ ~[~8frs. _~~ .. _~.~._· .. --- - -- 1 



- -
'-A3CUR nARK ET, Ai~D I f~ PA~T' CULhR -THOSE R[~\UL T' NG FROM TtlE INTf\O-

JeTtoN OF ADV/"HCES iECHNOLGt ES. · TflC COU:'~CJL THOUGHT IT OF GREAT 

IHPO RT JJ~CE THAT YOU:'JG ' P EOPL E SHaUL D B [ AEL E DUR t NG THE 1 R TRA' Ii IrlG 
- - ' 

TO G~I~: EXPERtEtJCE :H ','JOfd<SNG LtFE~ IN ADD~T10N TO NATIONAL t~EfJ,SUR[S 

nlE COU~CIL St.\": POSSIBILITIES FO~ TAKING i:~EASUF~ES AT C0~~';~UN'TY lEVQ.~ 

THEEE \;JAS U~GEfJ1 NEED fOR t,tJ tr~vESTIGAllCtJ OF POSSIBtL\T' ES FOR 

GI V t NG G.REATCR PF: lOR tTY 10 Tn)SE ACT I V I TI ES OF THE [SF cor4CERt~ ED 
-

\-.'l TH YOUt~G P EO PL [II 

9. FOLLOH-UP 
...... 

: - -

1\) THE CQUNCIl INVITED THE ·COF~:--H SS10~1 TO T/~.\:E THtSE C(;f~CL-USIONS 

\UTO I.CCOU~~T tN THE STUDIES CGNCER~;ING T~E soctO-ECO~'lOi'HC l·, ~ ·;D 
- - - . - - -- -

FINANC!AL SITut~TION IN THE CO!'~~~iUHtTI.[S A?~D TO t·iAKE THE t~ECESS 
- . 

ARY PROPOSALS 1:~ THE LIGHT Tr~~REOF$ 

-
B) THE COUNGI L PROPO SED, I NITS FOR'fHCOt·H NG f~EETl NGS OF HI N I STERS 

OF tCO!JO~HC AND FINANCIAL AFFAIRS, OF SOClAL '~FFAIRS, Ar~D OF 

Er'UCAT10N, TO P/iY CLOSE AND CONTINUOUS AnEHTIOj~ TO THE VARIOUS 

SUDJECTS REFERRED TO ABOVE, WITH A VIEW TO ACHiEVING AN [FFECT
t VE 'AND COHER[!··lT POL I CV. 

ENDS 

-
2. \\'£ . HAVE NOTED A DISCREPANCY BETWEEN THE ENGLISH AND 

FRE~CH ~EXTS OF THE Fl RST !)ENTE~CE O'F ~ ARt,~RAPH 5( A). IN 

FRENCH IT READS AS FOLLOWS:-

BEGINS _. -. - .- . 

lE CONSEIL A ESTlt"E NEC£SSAIRE DE STlriULER DES ,NVESTISSEMENTS 

CREATEURS D' Ef·;?LO I S IT £COHOHI QUEt~EHT VI ABl ES DESTl N[S 1\ RENFORCER 
lES' STRUCTURE EN AUGNENTAt~T LA PRODUCTl VITE. 

(l)! ·~rtS NOTE J 

' -11 /1 SIGNIFIES- t:0UBLE SQUARE BRACKETS 

/1 SlGl~.IFI ES SQUARE BRACKETS 

" ' 

l 

. . . ~ 

- ~ ... " ~'. -.-
-- .~ .... _- .. .... ----------- -- ;----

..Mr-,." 



THE COST OF SOCIAL SECURITY IN PRESENT CONDITIONS 

Reducing social security contributions does not solve the problem. 

Pensions and other benefits have to be financed somehow. It is not 

necessarily an advant~ge to transfer the costs from social security 

to general taxation. To increase Government borrowing in order to 

pay for benefits will ei ther push up interest rates or be inflationarrt 

2. This shows that we must take a more fundamental look at the 

problem. Many of our social security schemes were designed in a 

period of higher growth which was assumed to continue. In conditions 

of "low growth our economies may not be able to generate the incomes 

necessary to finance the benefits for which we have legislated. 

I 

3. This is a problem on which I recently invited public discussion 

in my own country. I posed the question whether we are in danger 

of asking the working population, through their contributions or 

taxes, to provide more for the retired population than those in 

employed are prepared to tolerate. The recent proposals by the 

Reagan administration to cut social security benefits in the United 

States shows that the problem is not confined to the United Kingdom. 

[If possible, refer to earlier comments in the debate.] 

4. I think that it would be very helpful if you, Mr. President, 

could refer to this discussion when you report our proceedings to 

the press. You might say that, although we were all very reluctant 

to contemplate a cut in social security benefits, the Council felt 

that it was right to pose the question whether the costs of our 

existing schemes could continue to be afforded in a period of low 

growth. 



COl\TFIDENTIAL 

JU11EO COUNCIL 11 JUNE 1981 

STEERING BRIEF 

Introduction 

This brief gives the UK objectives, the likely course of the 
meeting and the possible attitude of other member states. It 
also suggests how the butcome might be presented to the press . 

2. Annex 1 summarises the administrative arrangements; Annex 
2 gives two speaking notes which could be used if UK Ministers 
are called on to make a general statement of the UK approach; 

Annex 3 contains the draft Conclusions of the Council which 
should have been substantially agreed by COREPER on 10 June; 
Annex 4 lists the supporting briefs which give background 
information and points to make on particular topics. 

Obj ectives 

3. To use the opportunity to demonstrate that the United 

Kingdom's problems of high inflation and high unemployment are 
not unique, but shared throughout the Community • 

. 4. To demonstrate the Community's concern about unemployment. 

5. To persuade Ministers from other member states that it is 
essential tu persevere with the agreed strategy of giving priority 

to bringing down inflation. 

6. To explain the many things that the United Kingdom is doing 
to cope with the special problems of-high unemployment consistently 

with that strategy. 

7. To emphasise that there are certain things that the Community 

can do to help, notably: 

(i) giving each other support in facing the 
difficult problems involved in controlling 
monetary aggregates and maintaining tight 

fiscal policies: 

.- 1 -

srw II J( 
BRl6f 



CONFIDENTIAL 

(ii) exchangi ng experience on means of coping 
with t~e problems of unemployment, labour 
i mmobility and the need for new skills; etc: 

(iii) adapting the Social and Regional Funds in 
appropriate ways; 

8. Secure agreement that the appropriate specialist Council 
should undertake anyfollow-up as part of its continuing work. 
For example, the Finance Council can deal with the development 
of the general economic situation; the Foreign Affairs Council 
with the reform of t he Regional Fund; and the Social Affairs 
Council wi t h the reform of the Social Fund. 

-9. To avoid any commitment to hold further Jumbo Councils; 
even more, to avoid joint meetings between the Council and 
the s ocial -partners ( "Tripartite Conferences! ) • 

10. To ensure that the wordy but unobjectionable draft 
conclusions circulated by the Dutch Presidency are not 
amended unhelpfully, for example by the SUbstitution of the 
short-term reduction of unemployment as the prime objective 
in place of the reduction -of inflation. If necessary, to dispense 
with- " the communique altogether rather than see one 
iss11~d expressing sentiments inconsistent with government 

poJ i 0Y , replacing it by a short statement from the Presidency. 

~ l. To ti.void any public Community demarche criticising 
JInited States monetary policy. 

btnding instruments 
To _avc~id any commitment tel Communi ty / on work sharing. 

Likely course of meeting 

l}. The meeting is due to begin at 10.00. It seems certain 
to go on all day to avoid any suggestion that Ministers are 

not taking the problems seriously. We expect it to finish at 
about 1800. 

-14. The only document likely to be before the meeting is a 

communiqu~ the draft of ~hich (prepared by the Presidency 
and -attached at Annex 3) is currently being discussed in 

- 2 -
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Brussels. These discussions will continue in COREPER on 

10 June. 

15. As it stands the draft, though wordy and not ideal, is 
unobjectionable and does not propose any undesirable initiatives. 

It is not inconsistent with UK Government policies and endorses 
the view that cutting inflation is the key to reducing unemploy

ment. Indeed the main difficulty will be to prevent others 
from inserting objectionable amendments. A copy of the agreed 
text will be forwarded as soon as it is available (which may not 
be until Ministers' arrival in Luxembourg). 

16. Part of the meeting may be devoted to going through a 
list of topics given in paragraph 3 of the draft Conclusions . If 

so, you can draw on the supporting briefs listed in Annex 4. 

17~ It is virtually certain, however, that most of those present 
will want to make set-piece speeches on their general approach. 

T-h;s could take most of the day, given that some member states 
WJ L1 be fielding up to 3 Ministers each. The speaking ~otes 
(j.L .Annex 2 provide the basis for 2 speeches, one for the Chancellor 

( 1l,1. maGro-economic policy, and the other, for the Secretary of 
stat e ., t:rn labour market policies. 

Attitude of other m-ember states 

18. ThF.' -idea of holding a Jumbo Council has been endorsed by 

the last two European Councils. But in the case of some member 
states this is more because the idea is rather difficult to oppose 
than because there is any enthusiasm for it. 

19. Like !.lS Germany probably sees the Council as a potential source 
of embarrassment and is likely to have broadly similar objectives 

to our own (no follow up, anodyne conclusions etc). 

20.The Netherlands no doubt shares this view, but it is in 
a special position because not only does it hold the Presidency, 

but it also made the original proposal to hold the Council. It 

is likely to be uncomfortably aware that it will be held partly 

responsible when the Council fails to come up with any contribution 
to easing the unemployment situation. 

- 3 -
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21 . France, Belgium, Denmark and Luxembourg are likely to favour 
a more expansionist approach and may hope to use the Council to 
put pressure on their neighbours to relax somewhat their stand 
against inflation. Their pleas probably stand most chance of 
success if they concentrate on high interest rates, on which 
Germany has been somewhat ambivalent. 

22. Italy, Ireland and Greece are likely to seize any opportunity 
they can to seek more Community help, such as an expansion of 
the Soci~l and Regional Funds. 

23. The Commission can be expected to favour anything which would 
expand their own role. They might, for example, wish toorganise 
a series of further discussions on unemployment, perhaps involving 
the social partners. 

Report to the European Council 

24. Others may suggest reporting the outcome of the Jumbo Council 
tot:;-'!IEr European Council on 29-30 June. If such a report proved 

.n(""::::~:~~ory it should, in our interests, be kept as low-key as possible 
t c 8"roi d the risk of the European Council calling for a Tripartite 
COi. :fe:r8nce or further Jumbo Councils. It would therefore be 
pr~feratle for any report to be made orally by the Dutch Presidency. 

Pres~ 
!.--A ... _ . ••. , . ...... 

25. ~linisters from other countries are likely to brief their 
presL, ~JU::' emerging from the Council. It ' is therefore essential 

that we should do the same to get our point of view on record. 
The Chancellor and the Secretary of State should therefore hold 
a joint Press Conference. 

~ ~~tv~ 
26. The main points to get across are:-

(i) The problems of high inflation and high unemployment 
are shared by the whole Community and not unique to 

the UK. 

(ii) The Government's strategy is right and nothing said 
at the Council in any way invalidates the need to 
give priority to getting down inflation. ¥ 

~~ffirlren~~~~~~~~~~~~~~~~~~~~t 

- e 'quoted: "a strong and coordinated 
anti-inflation policy remained imperative". 

- 4 -
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CONFIDENTIAL 

HMG is doing a great deal to meet the special 
problems of high unemployment consistently 

with that strategy. At the present time nearly 
1 million people are benefiting from various 
employment and training measures supported by 
the Government • . The total cost of these measures 
this year is nearly £1 billion. 

(iv) There is a great deal that the Community can do 
to help, particularly by mutual support in 
sustaining essential but unpopular policies; 

exchanging experience in dealing with the particular 
effects of unemployment; and appropriate reform of 

the Regional and Social Funds. 

27. It .will be important to ensure that the agreements on 
f01' lJ)w-up action are correctly reported. In our view each 
:p a~·-rrcular aspect should be dealt with by the appropriate Council: 

for example, the review of the economic situation by the Finance 
COl.lrlC~il; exchanging experience on unemployment measures and 

al'.;)ropriate reform of the Social Fund by the Social Affairs Council; 
and app~o~~iate reform of the Regional Fund by the Foreign Affairs 

Council. Ministers should make it clear that when we take over 
the Pre s i dency on 1 July we shall be very posi1;ive in directing
such) appropriate follow-up action.-

- 5 -



ANNEX 1 

AD11INISTRATIVE ARRANGEMENTS 

The Council will be held in Luxembourg, starting at 10.00 am. 

The Chancellor and Secretary of State for Employment will fly 
to and from Luxembourg by RAF plane. The plane will leave the 
UK from Heathrow at 06.55, arriving in Luxembourg at about 09.15. 
Ministers will be accompanied by Mr Hancock, Mrs Gilmore/Mr Wiggins* 
and Mr Dykes. Mr Derx and Mr Smart will already be in 
Luxembourg after attending the Social A£fairs Council the previous 

day. 

With luck the Council should finish between 17.00 and 18.00, 
I 

allowing Ministers to see the Press before their return. The 

plane should take off by 19.00 in order that the Chancellor 
can get to his 20.00 dinner engagement at Claridges. (Take off 

at 19.00 would get you to the UK at about 19.20). 

• to be decided 

\" 

r\\)i111.J . 

f\RKf\"('£
Merrs 

I! 
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ANNEX 2 
,~ 

SPEAKING NOTE FOR CHANCELLOR 

MACRO-ECONOMIC POLICY 1 C A,JJ.>1 &~ ,,/l{/l?J> 
~ ",,.,-~. A .... tJ~f 

Unemployment a serious problem. But not the ~~ Indeed, 
problems of unemployment and inflation are € lOsely linke~ Need 
a proper analysis of these linkages. Otherwise a danger that 
policy will attempt to treat s,ymptoms rather 
underlying problems. 

\11''''' ~ " • j" Some argue that reducing unemployment should now· priority. 
But our experience of the last 20 years, in which inflation and 
unemployment have been worse in each successive business cycle 
surely shows it is not possible to reverse the trend in unemployment 
simply by stimulating demand. The inflationary risks of such 
policies are too great. And our experience has also shown us how 
economically harmful and socially divisive inflation can be. It 
reduces confidence, discourages new fixed investment and distort 

''''h.~'\,c).., t,1ttF ",d"'\ ,n,td*) PtfPLt 0,,"" .)J,ft,1t , 
choices. It is thus inimical 0 the growth of output an mployment. 
We cannot therefore go on compromising with inflation. To do so 

A Lo"" ~ may alleviate the unemployment problem ~ in the short run, 
.-- . 

but would not solve our long term problems. ,,J 1-1"''''' (l tJ"J "'D (.~.Jf 
r \,tJl~""' I ,..I'''''rJ , > to AbJ,lAll I ~ 
.'-... t Oiltl\,tt.M .)... f \oI,'\~ \1,.1""" ".::;; >'V 
~at ultimate goal 0 restore our 

S ,,1 

condition f other is the need to make our economies 1~07 .. c 
more flexible and adaptable in their responses to technical change ,Jf;'1 

and dev-elopments in market conditions This will enable an o,J~ 

economic recovery that is sustainable and lead to the creation of ~~ 
soundly based new jobs. Employment cannot be preserved by over 
manning or attempting to hold back the tide of technical progre 

( ~N"I, 

~f' 
1(\" ~ 

.~ 

\,.,~ ,0.1>"": . .1 To attem t to do so will only worsen "further our international 
,.Jv ' .) .~) • ""'~ ... "'" Ilt\"~ It((tl~· ,,\."'" '> rn..,.1 

1l6rl 

-.r,I"*"'" '7 . compe · tivene Nor can employment be created by continually 
,-, ~.",.,,\\ Wt 

~.~o~\ increasing the size of the public sector: this would increase 
tax burden on the rest of e economy and reduce its d~amism. 
t\on~ . 'fI'P'T-/ih ((t(~j~.t)" IftIlo'tl J~~ "&Jl(ll~ ~ Snttl' ., 

J -
A lasting reduction in unemployment therefore requires the 
creation of growth and these can only' 

Over the past decade 

1 



inflation has become in our economies. 
It has had powerfui °rect and indirect on the profitability 
of our industry ~ ' on its interna;::~ competitiveness. It is 

thus the enemy f economic prosper~ and both fiscal and monetary 
policy will h e to continu~ tO~lect the need to bring down 

p down the rate~inflation. 

that the aim should be to secure lower interest 
rates and so improve the prospects for industry and employment. 
But we must pursue that aim consistently with the need to rol 
monetary aggregates in order to get inflation down. The essential . -

requirement for reconciling these two aims is to maintain tight 
control over our fiscal policies, to restrain the growth of public 

~lJ "fh t... .....--------....... 
~tc~ expenditure and to avoid reductions in taxation inconsistent with 
lftaM the fundamental requir W~]l.ts of p'olicy. Only by these means can 
t' P - (tf..~ ~tJo.Il"" ~ ot W1 IN1 nf.fb'1~1'" 
'\~~t"\"'" we implement what the · ~s as "a strong 

anti-inflation pOlicyttLfast sentence of Eltfftw&"Il(,.: 

paragraph 5( cIJ. RAII.4.""(, : ~~ -
, N'\.~' .. .,fII.r M ()in~ 4'- '\4 ~ j~tf ~ vtS1t-'V ttV(w",.,tl- '#&.1 ~ 

~ .".-.~ oc..,.....-
In ~ dealings with , we need to make this 
same point, namely that it is essential to maintain tight fiscal 
policy in order to avoid placing too much strain on monetary 

l
POli0Y and thus causing unnecessarily high interest rates. t 

t ~1 ~ am. very doubtful of the wisdom of indulging in public? . ticism 
)(~t~ of TI~ited States pol~cy. Such criticism could ease ~be 

) 

.. 
misconstrued as a lack of interest in a str , -dollar. The 
stability of the international monet system depends on 
confidence in the main reserve ,," In the past we have 
criticisnthe United Stat - for-allowing the dollar to weaken -
this is what we use 0 mean by "benign neglect". We cannot now, 
when the doll 1S strong, criticise them for policies which are 

~ tt~ ,tJ IJt)t-JKl• C, QC(e1 
keeping i strong.~ Our approaches to the hfueri can ~tR~~t~es 

should therefore emphasise 
three points:-

l M PTtt Jl. 
i. Support for the~· ~~~~~~ anti-inflation policy. 

ii. Emphasis on the essential need to maintain tight 
fiscal policy to avoid unnecessarily high interest 
rates. 
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iii. the problems caused 

highly volatile interest rates. ~ C I) i./...()J2 ~ 
~ G..J..., ,...,... ~ IY""",:" ~ WJv'I.I ~ 

Our approach to the solution of these joint problems of high 
inflation and high unemployment has an essential Community 
dimension. In the Community we can share experience and help 
each other to convince public opinion of the need for policies 
to lay the foundations for sustainable economic growth. We 

\P~ also need to adapt l vommunity policies to respond to new problems 
as th;ey emerge. The forthcoming reviews of the Regional and 
Social Funds provide an opportunity to do this. We must take 

that opportunity to ensure that th~e Funds contribute to the 
t_'M'(-'''~ 

solution of the special problems 0 ban an industrial dec· e 
created or made worse by the oil price increases and growing 
competition from the newly industrialised countries. Many 
traditional industries have been severly affected by these devel 
ments and this has caused considerable problems for urban areas 
which depend on them for a substantial proportion of their 

------employment opportunities. 
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Jill-1BO COUNC IL 

SPEAKIN3 NOTE FOR 'SECREr ARY OF STATE FeR EJviPLOYMENT 

I am sure that everyone at this Council is deeply concerned about 

the high levels of unemployment throughout the Community. Unemploy-

ment represents a tragic waste of human and economic potential, and 

we should certainly not wish to neglect any opportunity of practical 

action which the Community might be able to take, consistent with 

our varying national objectives, which would help to reduce it to 

more tolerable levels. 

It would be wrong to suggest that unemployment is necessarily either 

wholly or mainly the fault of governments. In the UK, successive 

governments over the past twenty years have tried various means of 

supporting industry, stimulating investment and creating jobs. Yet 

the underlying trend of unemployment has continued to rise with seeming 

~ ; : '~xorabili ty. The fact is that we are confronted with far reaching 

changes in the econom~ and the nature of the labour market,and in 

60me .cases with failure to adapt to them quickly enough. The remedy 

mUtitlie in changes in. structures and i~ attitudes in which all parties 

- employers, workers and governments - must be ready to play their part, 

both at the national and the Community level. 

As the Chancellor has said, me~ures to reduce unemployment will not 

succeed unless they are linked with a general economic strategy aimed 

at reducing inflation and ensuring that industry is competitive and 

profi table. ~he . 5e are the priori ties which we have set ourselves 

in economic policy in the UK, and our success in achieving them - among 

many difficult problems - is ' a pre-condition for the success of the 

considerable efforts which we are making to meet the effects of unemploy-

mente I should like to mention these briefly as an example of action by 

••• / one member . 
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one member state f or which t he Community can provide val~able support. 

In the UK we are currently maintaining and developing a wide range 

of programmes aimed particularly to meet the needs of young people 

- and other groups hard-hit by unemployment . At the present time, 

nearly 1 million people are benefiting from various employment and 

training measures supported by the government at an estimated annual 

cost of £1 billion. We are also spending a large amount of money 

to help industry adjust to the s~verity of the present recession. 

We are paying particular attention to unemployment among young people, 

and our programmes for training or preparing them for employment are 

running at the highest level ever. This year our Youth Opportunities 

Programme will help no fewer than 440,000 young people and we want to 

move towards the position where all young people will have the opportunity 

of either continuing in full-time education or going into similar kinds 

of schemes. 

Apart from these measures to help youne peop~e, we have schemes for the 

provision of temporary work for some of those suffering long-term 

ullemployment, the encouragement of new, small enterprises, earlier 

~~iirement where a job is made available to an unemployed person and 

t.~~\'~l-lorary support of people on short-time working to avoid redundancies. 

We a~e concurrently giving increasing attention to the quality and 

c08t~effectiveness of these various programmes and to tailoring them 

to suit the particular circumstances of the population, industries and 

area& '·which they serve. 

Looking towards the longer term, we have recently launched for consultation 

proposals for a major New Training Initiative, involving three~objectives • 

••• /Training 



3. 

TraininG to r ecoenised standar ds should be available f or the broadest 
\ 

\ 

possible range of skills and the greates t poss i ble number of peopl e. 

Young people enterine jobs for the first time should receive a proper 

foundation of skills, knowledge and experience which they can apply 

to the many and varied demands they will meet in their working lives. 

And working people should be able to up-date and build upon their 

existing stock of skills, knowledge and experience during their careers. 

Our consultations in the UK will help us to find how best to achieve 

these objectives in our p~rticular circumstances . But we do not forget 

tha t we are also training part of the fu ture European labour market, 

and would hope to contribute to a joint development of training policies 

adapted to current and likely future needs' through _the medium of the 

Community. 

I mention these schemes as examples of responses which one member state 

is currently taking to counter the problem of unemployment in our 

particulr national circumstances. I am sure that my COlleagues can 

refer to contrasting initiatives being taken in their countries and 

we are very willing to study and learn from their experience, wherever 

it may have a bearing on our own problems. Indeed, in a situation 

where none of us would claim to have found definitive answers to unemploy-

ment, I wO'J.ld see it as a major task for the Community and the Commission 

to encourage exchanges of experience, particularly on new experimental dev-

elopments which need to be more widely known. 

' ,'1£",0' 

In saying this, I am arguing for an open-minded empirical approach and 

~ould hope for this reason that the Community should avoid binding 

;l1struments except where there is a clear consensus among member states 

that these offer the most effective answer to a particular problem. This 

applies particularly to the important subject of work-sharing, on which 

••• /the Commission 
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the Commission has produced a number of ideas, in their rec 8nt paper 

on "Problems of Unemployment", which deserve serious attention . 

Without wishing to prejudge the issues, we would see the main way 

forward in this field through the encouragement of collective bargaining, 

adapting work-sharing measures to the circumstances of each industry, 

sector or firm. 

One of the major instruments of the Community for improving employment 

opportunities is the European Social Fund and I would like to say a 

word in conclusion about the forthcoming revi~w of the Fund. While 

recognising all that has been achieved through the Fund in its present 
, 

form, I hope that we will be able to adapt it more closely to the 

changing circumstances and needs of the Community . In particular, 

I hope that the Community will place more emphasis on measures to 

support training for ~oung people and to deal with the effects of 

declining employment in traditional manufacturing industries, which is 

causing serious problems ,in the UK and several other member states. I 

also believe that there may be an important and expanded role for the 

Fund in supporting training to meet the needs of new technolo~y, both 

for young people ahd adults. I hope that we shall be able during our 

forthcoming Presidency to help the Commission and other member states 

to develop our thinking on this key element in the Community's strategy 

for dealing with unemployment. 
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Annex 3 

:PINAL VERSION 

Provi s ional text 

Draft ' conclusions - Joint Council (teO/FIN - Social Affairs) 
. , 

" 

1. In accordance with the " ins tructfons given by the European Counci ~ at 

, its meetillg oD 23 and 24 M~ch 1981 in Maastricht and, taking account of the 

results ' of 'the StMding Committee on Employment on 29 Xq 1981 regarding 

unemployment problems in the Community, the Council ttlet on 11 June 1981 in 

'Ltttembourg attendedl?Y t~e, ,Ministers for Economic Affairs, Finance and 

Social Affa.irs. 

~. '!he representatives 'of' the Eux'opean employers'and labour organiza.tions 

vere consulted during preparations for this meeting. 

, ',' , I h 

3., ' '!'he jo~nt · Council meeting dealt with the fol1owingsubjectii 
, , ' 

,'{a} Assessment of current economic and ' financial policy wi th reference to 

the crisis and in particular the job 'opportunity situation (i.e. anti

intlation measures together'with interest policy) 

(1?) Stimulation of' investments to encour~e ~job opportunities 

- identification of new growth sectors (new technology, energy and 

services) " 

private and public investments 
,-

the role of small and medium-sized ,undertakings 

(e) Improvement of' competitive ability 

:. need for i~dustrial adjustment (p~oduotivity) 

,- tlexibili t". ot' th:e la.bour marJcet,.' (mobility,' t~crlning and wage policy) 
. , -," .. " . .. - . 

, (d) Need tor socia.l , sol~daritl' 

• fair distribution of the burdens which result from combating ,the .- ':": ~ 
erisi,s (costs of' social security) 

(e) Specific measures to combat youth .unemployment 

... / ... 

o~~~r-, 
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'!he COIlncil reached agTeement on the ~~~~J5~"s""?f "~e" S?~"O-:-~conoJiic"""s:1"~tioii. "" "~ 
the major problems and the -possi bili ty of ac.'lieving some improvement by means of ~~ 

' ;.;:. 

a joint approach. . ~t~: 

.. 
S • . Assessment of the cnrrent situation 

(a) 'rne Council agreed that the world recessic:l, ~ich lias la.rgely the result of 

the sha.rp increa.ses in the price of oil, od the great expansion in la.bour 

supply had. led to the distur-oingly swift €="Ow-t..'l of unemployment. The Joint 

Council of lounisters for Economic Affairs, Finance andSccial Affairs noted .::t 
that a lasting incre~se in job opportuni ties and co~-oa.ti_~ ~u.ne~pt·c?~~~n~~~~.~~~~ · ;~t 
only be possible if economic growth were restored.. I ' ::-:-t 

(b) ~i::n;~~:::t:~::::i: ::t:~t::::ce::~e:n::a::;n:::~: :e to J 
Communi ty level. I-: referred in this coru::ction to the guidelines given by ~~I r!~t 

r···· !, 
~;"~ . 

European Council. 

\ 

. (c) '!he Council noted that in their endeavou~ ~ to acniev-e lasting growt.'l the 

~leInber States were confronted to a.v2.:ryin~ 'degree ~i. til policy rest~ctions, 
imposed CrJ' differing financial and ecor.omi: im-oalances. The removal of such 

im-oalances, whi~ were reflected in the ·cala..'"lces of pa.yment, the'· considerable [
": " J 

r~~; 
"budget deficits and high infla.tion, was , a sine qua non for",achieving a. lastj::::,g ~'""0-t: 

increa.se in growth. :.:':1~ 

Tone Council thought tha.t the Communi t:r ... -as now iIivOl~d in .:tl}~;s process of: f;1 
adjustment ~ich would ' not only be l.ong, ·C'.:.t sh:cald a.lso ~'" characterized by ~l 

.. . ... '~'. . .' _ . . . _ ~~~l 
a.dequa.te contJ.lIlll. ty. _ T'nJ.s. mea.n~_ tha.'t .pol:l.~J-L;la.king must fl. t . 1.D "W"J. th medium-te ~¥!~ 

policy_ It was to be recommended tha.t the l-leober States foll'ow· developments :~~~( 

~ ~ ~los~~y " ina" h·~~~~Z~:"~~~ r " "poii cies ~-i th"eac.i. othe r' as )ar'" as "possi bl ~ ~t~· "ensu" J1 i 
that they did not fa.ll into a. defla. tioll2..Tj sPi ral. The Council thought that an ~~f:"j.~ 

~reeme, ~th man~ment and la·o~r, both aS$I'l"ingtheir own re~ponSibilities'1l 
\ I ' jw.as, -essentl.al. . "... . I'd: 

i 
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The Council welcomed the · fact that for some months 

.. . ~Qw o:utside . 'EUrope t .here had ,been the first ~igns of -:.13conomic 
recovery', and. consequently it could be .expected that economic 
recov.:~ry wi t .hin Europe might begin before the end of the 

: . present ·year. However a high international interest level 
• ,I .. ,,' • • ~ 

~emained ~ ~indr~ce to ac~ievipg such recovery. A strong 
and ~o-ord.i:nated anti-inflation policy remained imperative . 

(d) The Counci,~ was aware of the fact that the ,·economic 9i tuation 
in the Community had a clear international dimension. On 

the one ~~d this meant that there had to be intensive 
consul tationm. th other industrial countries and efforts 
must be ·. cont'in~ed to safeguard world trade against any 

·restriction ,through protectionist :neasures. Onthe .other 
hand . no less attention should 'be paid to the position of 
the developing · countries which 'had suffered serious ' " 

" 
_repercussions as a .result of the economic recession.· ... ·The 

continued dev~J.opm,ent of these .countr-ies was an essential 
stimulus for . any revival of· the economy in- the industriali'zed 

" . 

countries. . . . . 

b • . Stimulation of invest~ents 

(a) The Council · agr'eed that to create peJ;ma.nen~, economically 
. . .. . ' 

viable job- oppo'l-tunities; it was ne~cessary'" to encourage· 

. inv~stments which' stre~hened structures bY 'means of cost 
restrictions 'and increased productivity. Th~S would only 
have a chance of suc,ce.ss if at . the same time the consequent 

~isks ~d uncerta.~nties were ,!I1i t ,igated ~ far as ,possible. 
" , In this connectioni t was nece~sary to che'ck sharp 

'. - ' .. ' . . . '. . 

'fluctuations . inintere~t , and~xch211ge, . rate~, to~ limit cost 
levels and to encourage the .suppl1 .of risk . capital • 

••• 1 ••• 
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\ -.. - J The Council furtherpo'inted put that both private and officiQ.... 

investments should be increased. As. far as private invest-
" menta were concerned a ~hift !rom income ,distribution to . 

\J'h V) ea:rni.ngs was a ~econditi~n. ' . This ,would hav,e to be 
yvS'IV accompanied by 'measures designed to protect the situa~i,on 

".. of the lowest incom.e groups , as far as possible. As for 
~ tr ~fficiaJ. investments, the Council thought that efforts 

~ directed towards achieving a shift. from current to 
investment expenditure would ' have to be stepped up. 

(c) The'" Council thought that any- strengthening of structures 
would depend to a 'considerable degree on renewing products, 
producti.,on processes and services. It said in 'this ' 
connection that the ' Community and the Member States ' must, . 
by means of a cQ-ordinated policy" aim at increasing 
production capaQity -in growth sectors, and finding ' new.: 

, " 
growth possibilities in traditional sectors., ~e " techno-
logical chariges which were now occurril'.g often aifected 
numerous sectors ,. To develop such innovations, it was 
also necessary' to speed up human capital formation and -. 
desirable to dismantle support for weak branches of 

I 

industry and undertakings. ' 
- i . ,! ' 

i 

The Council thought that in, enco~aging ~nvestments ~o 
strengthen structures attent~on sho~d not only l?e .paid to large
scale ~~oj~, cts but ' also to the' introduction'- of new products by, 

and the development of new technology in small-and medium-sized 

undertakings arid the services sector. 

(d) 'The Council also thought that in strengthening economic structm"'e s 
energy policy had an important~'role to : pl~. Both . energy saving 

and the use of energy' sources other than oil were of vital impor

tance for job opportunities and the ba.lance of payments. Efforts 

in this area would ' have to be intensified considerably. 
- -.--:--.. ~.",... .. -- ....... 
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7. Improvement of competitive ability 

(a) The Council noted that current economic 4ifficulties were also 
, , 

caused ,by the inabil~,ty o~ ' , ec~nomies to adjust adequately to 
economic change ~ The Council therefore thought that a vigorous 
effort muSt 'be made' 'to ' combat the lack of fl~,xibili ty which stood 
in the way of adequate economic adjustment. This involved both 
adjustments to production capacity and adjustments to the labour 

~ markets. 

(b) The Council' thought that there should be greater mobility on the 

,labour markets~ This should in the first place involve measures 

to encourage retraining, rehabilitatio!l and supplementary:: training~ 
, Also inf:J.exibili ty in determining wage's and incomes should- be 
,removed. , This '-wouldinvolve taking a cri ticial look at the system 

of - indexed incomes -' and- minimum 'wages • 

. 
," The Council also agreed that grea-cer mobili ~Y' on the labour 

market 'could -be achieved by encouraging ,greater flexibility in 

working hours (part-time working, ove~ime, tempo~ry work and 
flexible pension arrangements). 'This was in the first instance 

. ..-. 
a matter for lP-enagement and labour. Atte'ntion would also nave to 

. . . . 
be pai,d _ h~re to cost aspects with an ,eye to t~e competitive position 

regarding : other indus"trial , powers. Also the reversibility, of any. 
measures should be taken. into' account. 

8. Need for social solidarity '!" .. 

(a}, ' The social security' schemesandtheir :inaJ;lci:;"l~ should be 
examined more closely in ord~r to ~eel:ow socia+ly 'justified 

,adjustments could be made which at t~e ,sa.me time ' bad a less 

hampering effect on economic develope=.-: and a limiting effect 
on labour costs. The same was true tlutatis ,mutaiidis' for 

social provisions other than social security~ 

! ' 
.; 

,i 
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(b) The Council r 'ecognized that in the matters referred to soc i a l 
~ 

, , ' 

solidarity p~'ayed a role in the relationship betw~en those 
( 

: who were and Iwere not employ'ed. 

, i 

9. Youth unemnloy,ment 

The Council expressed deep concern at the ever-increasing 
youth un~mplo3~ent which had to be regarded as a serious social 
problem. In addition to national measures the Council saw 

, 
possibilities for taking measures at Community level'\~, Attention 

\ 

would have to be paid here to greater co-ordination of\ schooling 
and training ' wi th the requirements of the labour market. "The 
Council thought it , of great importance that " young 'people s~hould 
after their training be ,able to gain e~erience in working life . 
To this end'the Council said account should be taken of possibili ties 
for part-time work for young people. Also there was ' urge~ need 
for an investigation ofpossibilitie~ for giving greater{priOri}y 

' to those activities of the ESF concerned !with young people. 

10. Follow~u"D .. , 

(a) The Council invited the Commission to take these conclusions 
into account in the studies concerning the socio-economic 

t ' 

.and fil;aneial situation in the Communities and to make the 

necessary proposals in the light thereof. 

",' , 

, d~ Soc .-q.{ HJ-~;r.J,.) 
(b) ~e C~uncil proposed, ~ its forthooming meeting~ of Minister s( 

t,' ~v"'o of Economic and Financial Affairs, end of Education, to !)a.y 

close and continuous attention to the various subjects referred 
to , above, with a view to achi~viDg an effective and coherent 

, policy_ 
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