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HAS THERE BEEN A STRUCTURAL CHANGE 
IN THE WORLD ECONOMY?

1. P r e s e n t  ^>ta te  of  t h e  WorUl _E с o nomy

At t h e  p r e s e n t  t ime  t h e  wor ld  economy i s  in  a p o s i t i o n  of  
m u t u a l l y  b a l a n c e d  d i s e q u i l i b r i u m .  In a d o u b l e - e n t r y  a c c o u n t i n g  
s y s t e m ,  t h e  t o t a l  b a l a n c e s  a lway3 o u g h t  t o  add t o  z e r o .  For  
exa m pl e ,  tfie world s c u r r e n t  a c c o u n t  3 h o u ld  sum to z e r o ,  e r e n  though 
i t  do es  n u t  do so e m p i r i c a l l y .  This  i s  a d a t a  p r o b l e m ,  b u t  some 
of  t h e  i n d i v i d u a l  i m b a l a n c e s  a r e  so  l a r g e  t h a t  t h e y  c a n n o t  p l a u 
s i b l y  be a c c o u n t e d  f o r  on t h e  b a s i s  o f  measuremen t  e r r o r ,  alone; 
t h e y  a r e  s u r e l y  l a r g e  im b a l a n c e s  t h a t  t e n d  t o  be o f f s e t t i n g  i n  
a p r e c a r i o u s  b a l a n c e .

I t  i s  h a r d l y  a s t a t e  of  e q u i l i b r i u m ,  e s p e c i a l l y  n o t  a s t a t e  
of  s t a b l e  e q u i l i b r i u m ,  t o  have  l a r g e  Amer ican  d e f i c i t s  coexis t ing 
w i t h  l a r g e  German and J a p a n e s e  s u r p l u s e s .  In  th e  U n i t e d  S t a t e  
i t  i s  n o t  o n ly  a m a t t e r  o f  t h e  e x t e r n a l  d e f i c i t  un current  ассоиы,; 
i t  i s  a l s o  a m a t t e r  o f  t h e  l a r g e  d o m e s t i c  d e f i c i t .  T h i s ,  t o o ,  i s  
a e e r i o u s  i m b a l a n c e .  There  a r e  l a r g e  p o c k e t s  o f  unemplo ymen t ,  
e s p e c i a l l y  i n  Weste rn  E u ro p e ,  b u t  a l s o  in  N o r t h  America  and 
th r o u g h o u t  t h e  d e v e l o p i n g  w o r ld .  These  r e p r e s e n t  i m b a l a n c e s  b e t 
ween l a b o r  s u p p l y  and l a b o r  demand.

O th e r  e v i d e n c e s  of  d i s e q u i l i b r i a  a r e  t h e  e x i s t e n c e  of  
e x t r e m e l y  l a r g e  d e b t o r  b a l a n c e s  among l e a d i n g  d e v e l o p i n g  c o u n t 
r i e s ,  l a r g o  d e b t o r  b a l a n c e s  among f a r m e r s  i n  t h e  U n i t e d  S t a t e . 3 , 
i n c r e a s i n g  numbers  of  bank ( o r  o t h e r  f i n a n c i a l  i n s t i t u t i o n )  f a i 
l u r e s  in  b o th  t h e  U n i t e s  S t a t e s  and Canada .  Yet t h e  w o r l d  e c o -
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nomy c o n t i n u e s  t o  r e c o v e r ,  i n  an o v e r a l l  s e n s e ,  Írom the widespread 
r e c e s s i o n  of  1979-1981.  Al l  p a r t s  of  t h e  wo r ld  a r e  n o t  in  a r e 
c o v e r y  phase-,  some p a r t s  a r e  s t i l l  i n  r e c e s s i o n  o r  i n  ve ry  p r e 
l i m i n a r y  s t a g e s  of  r e c o v e r y ;  and growth  i s  q u i t e  m o d e s t .  The g e 
n e r a l  p r o g n o s i s  i s  f o r  c o n t i n u a t i o n  of  t h i s  g r a d u a l  p r o c e s s  of  
r e c o v e r y ,  a l t h o u g h  n o t ,  i n  t h e  f o r e s e e a b l e  f u t u r e ,  a t  a h e a l t h y  
r a t e .  The modest  r e c o v e r y  p a t t e r n  doe3 l i t t l e  t o  a l l e v i a t e  the  
b u r d e n s  of  unemployment.  I t  do es  n o t  h e l p  t h e  U n i t e d  S t a t e s  to  
g e t  o u t  of  i t s  i n t e r n a l  d e f i c i t  p o s i t i o n .  I t  does  h e l p  r e s t r a i n  
i n f l a t i o n .  In f a c t ,  t h a t  i s  p a r t  o f  t h e  s t o r y  a b o u t  why t h e  p r e 
s e n t  wor ld  economic  s i t u a t i o n  i s  so  f a r  from f u l l  employment .

Two m a rk e t  m a n i f e s t a t i o n s  of  t h e  i m b a l a n c e s  i n  t h e  w o r ld  r e 
co v e ry  have  been  h i g h  exch ang e  v a l u e s  of  t h e  U. S.  d o l l a r  and 
h ig h  r e a l  r a t e s  of  i n t e r e s t .  Some y e a r s  ago ,  nomina l  r a t e s  of in
t e r e s t  i n  l e a d i n g  i n d u s t r i a l  c o u n t r i e s  were u n u s u a l l y  l a r g e .  
The U.S.  p r ime r a t e  was i n  e x c e s s  of  20 p e r c e n t .  Under t h e  pr e s 
s u r e  of  t h e  wor ld  d e b t  s i t u a t i o n  and s t a g n a n t  e c o n o m i e s ,  i n t e 
r e s t  r a t e s  have been  b r o u g h t  down c o n s i d e r a b l y ,  b u t  i n f l a t i o n  
a l s o  d e c l i n e d  by l a r g e  amounts ;  t h e r e f o r e  t h e  r e a l  r a t e  of  i n t e 
r e s t  h a s  r e m a in e d  f a i r l y  h i g h ,  i n  s p i t e  o f  t h e  d r o p  i n  ' nom ina l  
r a t e s .

World s u p l i e s  of o i l  and other c o m m o d i t ie s  are e x c e s s i v e  i n  r e 
l a t i o n  to world demand; c o n s e q u e n t l y  we o b s e r v e  weak or t a i l i n g  com
mod i ty  p r i c e s ,  for the most pa r t .  The w eakne ss  of  o i l  p r i c e s  ou gh t  
t o  be a f a v o r a b l e  s i g n  f o r  t h e  wo r ld  as  a whole  and f o r  l a r g e  
o i l  i m p o r t e r s ,  i n  p a r t i c u l a r ,  b u t  t h e  r e s u l t s  a r e  n o t  e n t i r e l y  
s y m m e t r i c a l  w i t h  t h e  p a s t .  The wor ld  s u f f e r e d  a q r u u t  d e a l  when 
o i l  p r i c e s  went up so f a s t  in  197J-19B0.  The wor ld  o u g h t ,  c o r 
r e s p o n d i n g l y ,  to  b e n e f i t  when p r i c e s  go down, b u t  t h a t  h a s  n o t  
been t h e  c a s e  e v e r y w h e r e .  T hi s  p r o c e s s  i s  n o t  e n t i r e l y  s y m m e t r i 
c a l .  Some h i g h l y  i n d e b t e d  or  weakly p o s i t i o n e d  o i l  e x p o r t e r s ,  
e s p e c i a l l y  in  t h e  d e v e l o p i n g  w o r l d ,  would be i n  a c r i t i c a l  s i 
t u a t i o n  i f  o i l  p r i c e s  were to  come down s i g n i f i c a n t l y  be low Ü2Ö 
p e r  b a r r e l .  D ebt o r  c o u n t r i e s  who depend  h e a v i l y  on o i l  e x p o r t  
e a r n i n g  would s u f f e r  from t h i s  u n f a v o r a b l e  e x p o s u r e  as  w e l l  as  
from e a r n i n g s  l o s s ,  as  f a r  as  d e b t  s e r v i c i n g  i s  c o n c e r n e d .

The f a c t  t h a t  t h e  w o r ld  do es  seem t o  be a b l e  t o  grow a g a i n ,  
i n  a n o n i n f l a t i o n a r y  e n v i r o n m e n t ,  and t h e  f a c t  t h a t  t h e  new



t e c h n o l o g i e s  p r o s p e r  in  a way t h a t  i s  v e r y  a t t r a c t i v e  f o r  c a p i t a l  
i n v e s t m e n t ,  have le d  some e c o n o m i s t s  t o  look upon p r e s e n t  p e r 
fo rmance  and i t s  r a t e  o f  change  as  t h i n g s  t h a t  a r e  c a p a b l e  o f  
b e i n g  m a i n t a i n e d  i n d e f i n i t e l y % They c o n c l u d e  t h a t  t h e  s t r u c t u r e  
of  t h e  wor ld  economy h as  chenged  in  su ch  a way t h a t  i t  i s  possible 
t o  have  a c o n t i n u i n g  w o r ld  r e c o v e r y  t h a t  i s  h e a l t h y ,  t o g e t h e r  
w i t h  t h e  c o n t i n u i n g  e x i s t e n c e  of  a r e a s  of  d i s e q u i l i b r i u m .

Can t h e  r e c o v e r y  l a s t ,  w i t h o u t  some s i g n i f i c a n t  c h a n g e s  i n  
p o l i c y  or  economic  s t r u c t u r e ?  That  i s  a ma jo r  q u e s t i o n  t h a t  I 

s h a l l  t r y  t o  a nsw er .

2.  The A d ju s tm e n t  P r o c e s s

Economic d i s e q u i l i b r i a  a r e  smoothed  away,  i n  t h e  u s u a l  c a s e ,  
by a d j u s t m e n t  p r o c e s s e s .  The law of  s u p p l y  and demand a s s e r t s  
t h a t  m a rk e t  p r i c e  f a l l s ,  when s u p p l y  e x c e e d s  demand,  i n  s u c h  a 
way as t o  wipe o u t  t h e  d i s c r e p a n c y .  S i m i l a r l y ,  p r i c e  r i s e s  when 
demand e x c e e d s  s u p p l y .  P r i c e ,  wage r a t e *  i n t e r e s t  r a t e ,  ex cha nge  
r a t e  a r e  l o a d i n g  ex am ple s  o i  m arke t  a d j u s t m e n t  v a r i a b l e s  tha t  are 
su p p o se d  to move i n  an e q u i l i b r a t i n g  way when an imbalance occurs.

I f  i n t e r e s t  r a t e s  c o u l d  f a l l  by s i g n i f i c a n t  am o u n ts ,  say  by 
two o r  t h r e e  p e r c e n t a g e  p o i n t s  ( e . g . ,  from 7 . 0  t o  4 . 0  p e r c e n t ) ,  
th e n  d e b t  s e r v i c i n g  b u r d e n s  would be e a s e d  f o r  d e v e l o p i n g  c o u n 
t r i e s ;  a l s o  t h e  l a r g e  s e r v i c i n g  b u rd en  f o r  t h e  d e b t  o f  t h e  
U n i t e d  S t a t e s  would be lo w e re d  so  t h a t  t h e  d e f i c i t  gap would be 
n a r r o w e d ,  and f i x e d  c a p i t a l  f o r m a t i o n  c o u l d  be f i n a n c e d ,  a l l  over 
t h e  w o r l d ,  on e a s i e r  t e r m s .  More c a p i t a l  i n v e s t m e n t  would promo
t e  economic  g r o w t h ,  beyond t h e  r a t e s  of  t h e  c o n c e n s u s  p r o j e c t i o n  
of  m e d io c r e  g r o w t h .  T h i s ,  i n  t u r n ,  would c o n t r i b u t e  t o  the overa l l  
improvement of  t h e  s t u b b o r n  unemployment  p r o b le m .

The l e v e l  o f  i n t e r e s t  r a t e s  i s  p a r t l y  an outcome o f  t h e  n a 
t u r a l  m arke t  p r o c e s s ;  i n  t h i s  s e n s e  t h e r e  i s  l i t t l e  p o i n t  t o  
mere w i s h i n g  o r  h o p i n g  t h a t  r a t e s  would d r o p .  But  r a t e s  are a l s o  
s e n s i t i v e  t o  mo ne ta ry  p o l i c y ,  and i n  t h i s  a r e a  we c an  do more 
th a n  hope;  we can  e n c o u r a g e  m one ta ry  a u t h o r i t i e s  t o  a c t  i n  an 
e x p a n s i o n a r y  way, e s p e c i a l l y  when t h e  o u t l o o k  f o r  i n f l a t i o n  i s  
so f a v o r a b l e .



Not o n ly  would an e n g i n e e r e d  d e c l i n e  in i n t e r e s t  r a t e s  h e l p ,  
b u t  a l s o  a c u r r e n c y  r a t e  a d j u s t m e n t  c o u l d  do much t o  a l l e v i a t e  
th e  wor ld  d i s e q u i l i b r i u m  p o s i t i o n  in  c u r r e n t  a c c o u n t  i m b a l a n c e s .  
I n t e r e s t  r a t e s  s h o u l d  f a l l  on a v e r a g e ,  b u t  t h e  f a l l  i n  U.S.  r a 
t e s  s h o u l d  be f i r s t  and l a r g e s t ;  t h i s  h e l p s  t o  b r i n g  down th e  
d o l l a r  r a t e  of  exchange  a g a i n s t  l e a d i n g  c u r r e n c i e s  o f  p a r t n e r  
c o u n t r i e s .  At t h e  p r e s e n t  t i m e ,  i n t e r v e n t i o n s  o r  t h r e a t s  o f  i n 
t e r v e n t i o n  by ma jor  c e n t r a l  banks  h e l p  t o  b r i n g  down t h e  e x c h a n 
ge v a l u e  of  t h e  d o l l a r .  In t h e  s h o r t  r u n ,  t h a t  a p p e a r s  to  be a 
s u c c e s s f u l  o p e r a t i o n ,  a l t h o u g h  i t  ne e d s  a c t i o n  on i n t e r e s t  ra tes  
and d o m e s t i c  d e f i c i t s  in  o r d e r  t o  i n s u r e  i t s  s u c c e s s .  A m o t i v a 
t i n g  f a c t o r  b e h i n d  d e c i s i o n s  of  f i n a n c i a l  a u t h o r i t i e s  to intervene 
i n  c u r r e n c y  m a r k e t s  has  been t h e  c o n c e r n  t h a t  t h e  a d j u s t m e n t  
p r o c e s s  toward  a m a i n t a i n a b l e  e q u i l i b r i u m  would be s e v e r e  and out 
o f  c o n t r o l  - t h e  " c r a s h . l a n d i n g  s c e n a r i o "  - as  opposed  to  a 
3mooth and g r a d u a l  p r o c e s s  of  r e t u r n i n g  to wards  b a l a n c e d  e q u i l i 
br ium - t h e  " s o f t  l a n d i n g  s c e n a r i o " .

The f a l l  i n  o i l  p r i c e s  i s  a n o t h e r  l e g  of  an a d j u s t m e n t  p r o 
c e s s .  J u s t  as  t h e  d o l l a r  гозе  t o  s p e c t a c u l a r  h e i g h t s  t h a t  were 
c o n s i d e r e d  u n j u s t i f i e d  by economic f u n d a m e n t a l s ;  so d i d  o i l  
p r i c e s  r i s e  by u n r e a s o n a b l e  amounts  a f t e r  t h e  embargo of  1973,  
b e c a u s e  OPEC p o s s e s s e d ,  t e m p o r a r i l y ,  an u n u s u a l  amount of  power 
ov e r  wor ld  o i l  m a r k e t s .  Now, t h a t  power h a s  been c o n s i d e r a b l y  
weakened,  and o i l  p r i c e s  have been coming down as  a r e s u l t  of the 
c o n d i t i o n  of  e x c e s s  s u p p l y .  I f  t h i s  d r o p ,  t o o ,  can be p l a c e d  
a l o n g  a smooth and g r a d u a l  p a t h ,  t h e n  i t  can be c o n s t r u c t i v e  in  
h e l p i n g  the  a d ju s t , . i e n t  p r o c e s s .

Another  i n p u t  o f  t h e  a d j u s t m e n t  p r o c e s s ,  b u t  one t h a t  does  
n o t  p romote  economic s t a b i l i t y ,  i s  th e  t r e n d  to wards  p r o t e c t i o 
nism t h a t  p r e v a i l s  i n  a g r e a t  p a r t  o f  t h e  i n d u s t r i a l  w o r l d .  In 
the  U n i t e d  S t a t e s ,  i n  p a r t i c u l a r ,  t h e r e  i s  an u n f o r t u n a t e  r e a c 
t i o n  t o  t h e  s e v e r e  t r a d e  i m b a l a n c e ,  name ly ,  t o  r e s t r i c t  im p o r t s  
by t h e  e r e c t i o n  of  a r t i f i c a l  b a r r i e r s .  Such economic p o l i c y  a d 
j u s t m e n t s  w i l l  e v e n t u a l l y  l e a d  t o  r e s t r a i n t s  in  t h e  growth  of  
wor ld  t r a d e ,  wo r ld  p r o d u c t i o n ,  and wor ld  employment .  In  a r e t a 
l i a t o r y  en v i r o n m e n t  of  a t r a d e  war ,  even t h e  c o u n t r y  im po s in g  
t h e  b a r r i e r  w i l l  s u f f e r ,  ang t h e  wo r ld  economic  s i t u a t i o n  w i l l  
be wo rs ene d ;  no t  improved .  Trade  wars a r e  a s  d e s t a b i l i z i n g  f o r



t h e  wo r ld  economic s i t u a t i o n  as  t h e  arms r a c e  i s  f o r  wor ld  p o l i 
t i c a l  s t a b i l i t y .

3.  The B a s e l i n e  F o r e c a s t

A p r i n c i p a l  r e a s o n  f o r  p o s i n g  a q u e s t i o n  as  t h e  t i t l e  p h r a s e  
o f  t h i s  p a p e r  i s  t h a t  many e c o n o m i s t s ,  p r i n c i p a l l y  t h o s e  who a r e  
r e s p o n s i b l e  f o r  t n e  d e s i g n  of  p r e s e n t  economic  p o l i c y  and for the 
i m bal anc ed  s t a t e  o f  t h e  wor ld  economy, a rg u e  t h a t  t h e  s t r u c t u r e  
of  t h e  wor ld  economy h as  ch a n g e d ,  t h a t  t h e  w o r ld  can c o n t i n u e  to 
r e c o v e r ,  p e r h a p s  even improve  th e  r a t e  of  r e c o v e r y ,  i n  th e  f a c e  
of  t h e s e  d i s e q u i 1i b r i a . They a rg u e  t h a t  t h e s e  a r e  m a rk e t  in d u c e d  
d i s e q u i l i b n a ;  t h e r e f o r e  they  a r e  a l l  r i g h t .  Or they  a r g u e  t h a t  
d e f i c i t s  do n o t  m a t t e r  very  much i f  th ey  a r e  a s s o c i a t e d  w i t h  t a x  
c u t s  t h a t  weaken t h e  p u b l i c  p u r s e ,  f o r  t h e y  u l t i m a t e l y  want to  
s h r i n k  th e  i n f l u e n c e  of  government and f o r c e  a r e d u c t i o n  i n  p u 
b l i c  s p e n d i n g .  They a r g u e  a l o n g  l i n e s  t h a t  a r e  c l o s e  t o  "e nds  
i u s t i f y  any means" r e g a r d l e s s  of  d e s t a b i l i z i n g  i m b a l a n c e s  t h a t  
may o c c u r .  Some a d v o c a t e s  a r e  l e s s  M a c h i a v e l l i a n ,  and s i m p l y  d e 
c l a r e  t h a t  economic  s t r u c t u r e  h a s  changed  i n  a way t h a t  p e r m i t s  
c o n t i n u i n g  p r o g r e s s ,  modes t  a t  t h a t ,  i n  a s s o c i a t i o n  w i t h  l a r g e  
d e f i c i t s .  They a r g u e  t h a t  t h e  wor ld  d e b t  s i t u a t i o n  i s  manageable,  
f o r  t h e  d e v e l o p i n g  c o u n t r i e s  have  no a l t e r n a t i v e  b u t  t o  ho no r  
t h e i r  p a s t  f i n a n c i a l  commitments ,  and th ey  a r e  s e e m i n g l y  u n c o n 
c e r n e d  a b o u t  t h e  h i g h  r a t e s  of  unemployment  and b a n k r u p t c y .

Ihe  c o n s e n s u s  f o r e c a s t  f o r  t h e  l e a d i n g  i n d u s t r i a l  c o u n t r i e s  
of  t h e  wor ld  an d ,  i n d e e d ,  f o r  t h e  wor ld  economy as  a whole  i s  for 
c o n t i n u i n g  m o d e ra te  growth  a t  an e x p a n s i o n  r a t e  of  a b o u t  3 .0  
p e r c e n t  a n n u a l l y ,  w i t h  c o n t i n u i n g  s u c c e s s  i n  t h e  c o n t a i n m e n t  of  
i n f l a t i o n  a t  an a n n u a l  r a t e  un d e r  5 . 0  p e r c e n t .  There w i l l  be some 
s t r o n g e r  growth  y e a r s  and some weaker y e a r s ,  m a n i f e s t i n g  c y c l e s  
of  g rowth  r e c e s s i o n  o r  boom b u t  w i t h o u t  a s e v e r e  downward c o r 
r e c t i o n  i n  s i g h t ,  i . e .  no n e g a t i v e  movement i n  wo r ld  GOP. All  
p a r t s  o f  t h e  wor ld  economy do no t  f a r e  e q u a l l y .  D e v e l o p i n g  c o u n 
t r i e s ,  f o r  t h e  most  p a r t ,  a r e  e x p e c t e d  t o  grow a b i t  f a s t e r  than 
o t h e r s ,  b u t  t h e y  a l s o  have  more r a p i d l y  e x p a n d i n g  p o p u l a t i o n s  t o  
c o n t e n d  w i t h  and a much g r e a t e r  d i s t a n c e  t o  go to w a r d s  a r e a s o 
n a b l e  l e v e l  o f  l i v i n g .  C e n t r a l l y  p l a n n e d  econ om ie s  a r e  a t  ab ou t



the  wor ld  a v e r a g e ,  i n  te rms  of  g row th ,  b u t  China i s  o u t s t a n d i n g  
a t  t h e  p r e s e n t  t im e .  Ihe  economic  r e f o r m s  a r e  e n c o u r a g i n g  growth  
r a t e s  n e a r  10 .0  p e r c e n t  p e r  y e a r  now and may s e t t l e  a t  a r a t e  of  
6 .0  t o  U.O p e r c e n t  fo r  some t i m e .

World t r a d e  i s  on a s l i g h t l y  h i g h e r  e x p a n s i o n  p a t h  t h a n  world 
GDP - be tween  4 . 0  and 5 . 0  p e r c e n t  a n n u a l l y .  These r a t e s  of  expan* 
s i o n ,  w h i l e  no t  showing  an i n d i c a t i o n  of  breakdown are not strong 
enough to  cope w i t h  the  unemployment prob lem.  There a r e  more than 
30 m i l l i o n  p e o p l e  unemployed in  th e  OECD a r e a ,  and t h i s  number i s  
no t  l i k e l y  to  d e c l i n e  d u r i n g  t h i s  d e c a d e .  Thi s  l e v e l  o f  unemploy
ment c o n s t i t u t e s  more t h a n  9 . 0  p e r c e n t  o f  t h e  l a b o r  f o r c e ,  
g rowth  r a t e s  of  4 . 0  p e r c e n t  o r  more would be needed  in  o r d e r  t o  
b r i n g  i t  down. When th e  U n i t e d  S t a t e s  had a r e c o v e r y  s u r g e  from 
r e c e s s i o n  d u r i n g  1982-1984,  t h e  growth  i n  p r o d u c t i o n  b r o u g h t  the 
unemployment r a t e  down from 10.0 t o  7 . 0  p e r c e n t ,  a good d ro p  b u t  
f a r  s h o r t  o f  f u l l  employment ,  and t h e  c o n s e n s u s  p r o j e c t i o n  f o r  
th e  U n i te d  S t a t e s  shows o n ly  m i ld  p r o g r e s s  i n  a c h i e v i n g  f u r t h e r  
r e d u c t i o n s  i n  t h e  unemployment  r a t e .

Large  Amer ican bu d g e t  d e f i c i t s  i n  t h e  n e i g h b o r h o o d  of  0200 
b i l l i o n  p e r s i s t  in  t h i 3  c o n s e n s u s  f o r e c a s t ,  bu t  as  a p e r c e n t  of  
GDP t h e r  i s  a t e ndency  f o r  t h e  r a t e t o  f a l l  -  by a b o u t  0 . 5  p e r 
c e n t  i n  t h e  U . S . ,  b u t  by abo u t  1 .0  p e r c e n t  in  o t h e r  i n d u s t r i a l  
c o u n t r i e s .  The c u r r e n t  a c c o u n t  s u r p l u s  of  Japan  i s  i x p e c t e d  even
t u a l l y ,  t o  d e c l i n e ,  a f t e r  a n o t h e r  y e a r  or  two of  e x p a n s i o n .  C or 
r e s p o n d i n g l y ,  t h e  c u r r e n t  a c c o u n t  d e f i c i t  o f  th e  U n i t e d  S t a t e s  
may e v e n t u a l l y  c o n t r a c t  a b i t .  In n e i t h e r  c a s e  i s  t h e r e  an a p 
p r o a c h  to w a rd s  e q u i l i b r i u m .  These f i n d i n g s  c o u l d  be u n d e r s t a t e 
ments  i f  t h e  p r e s e n t  i n t e r v e n t i o n  o p e r a t i o n s  c o n t i n u e  f o r c e f u l 
l y .  When th e  d o l l a r  d e p r e c i a t e d  d u r i n g  1977-1978,  an American 
c u r r e n t  a c c c o u n t  d e f i c i t  f e l l  from ab o u t  215 b i l l i o n  to  b a l a n c e  
by 1979-1980 and s u r p l u s  in  1981.  There  c o u l d  be more s i g n i f i c a n t  
c o n v e r g e n c e  on t h e  p a r t  of  J a p a n ,  Germany,  t h e  U n i t e d  S t a t e s ,  and 
o t h e r s  to w a rd s  e q u i l i b r i u m  i n  t h e  p r e s e n t  s i t u a t i o n ,  b u t  t h e  
amount of  d o l l a r  d e p r e c i a t i o n  un d e r  t h e  c o n d i t i o n s  of  a " s o f t  
l a n d i n g "  a p p e a r s  t o  be t o o  s m a l l  t o  b r i n g  ab ou t  f u l l  e q u i l i b r i u m .

In terms of t h e  u n d e r l y i n g  s u b j e c t  of  t h i s  e s s a y ,  i t  h a s  been 
a s s e r t e d  t h a t  a d o l l a r  d e p r e c i a t i o n  now w i l l  have l e s s  o f  an 
e q u i l i b r a t i n g  i n f l u e n c e  on t h e  c u r r e n t  a c c o u n t  t h a n  i t  d i d  du-
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r i n g  1977-1979 b e c a u s e  th e  s t r u c t u r e  of  t h e  economy h a s  s h i f te d  
away from m a n u f a c t u r i n g  t o w a r d s  th e  p r o v i s i o n  of  s e r v i c e s .  There  
i s  an i m p l i c i t  i d e a  i n  t h i s  a rgument  t h a t  m a n u f a c t u r e s  a r e  more 
s e n s i t i v e  th a n  s e r v i c e s  t o  c h a n g e s  in  t h e  ex chang e  r a t e .  A g a i n s t  
t h i s  p o i n t  o f  v iew,  I would a r g u e  t h a t  American m an u fa c tu r in g  may 
r e c o v e r  a b i t  of i t s  lo s t  p o s i t i o n  i f  t h e  d o l l a r  r a t e  f a l l s  and r e 
mains  l o w e r .  I t  t a k e s  t ime  f o r  a d j u s t m e n t s  t o  work t h e m s e l v e s  
o u t  i n  t h e  f i e l d  of  i n t e r n a t i o n a l  t r a d e ,  say  two t o  t h r e e  y e a r s ,  
a t  l e a s t .  A more i m p o r t a n t  p o i n t  i s  t h a t  s e r v i c e s  ( " i n v i s i b l e s "  
i n  th e  t r a d e  a c c o u n t s )  a r e  q u i t e  s e n s i t i v e  t o  exchange r a te  changes. 
Tour i sm ,  t r a n s p o r t a t i o n ,  and ,  e s p e c i a l l y ,  f a c t o r  paymen ts  a r e  
q u i t e  s e n s i t i v e .  R e c e i p t s  o f  i n t e r e s t ,  d i v i d e n d s ,  p r o f i t s ,  and 
o t h e r  f a c t o r  e a r n i n g s  s u f f e r e d  g r e a t l y  when t h e  d o l l a r  was ve ry  
s t r o n g .  F o r e i g n  e a r n i n g s  c o n v e r t e d  i n t o  r e l a t i v e l y  few d o l l a r s  
d u r i n g  t h i s  p e r i o d  of  s t r e n g t h .  These e a r n i n g s  s h o u l d  f a r e  much 
b e t t e r  a f t e r  t h e  d o l l a r  f a l l s  and r e m a in s  low. The U n i t e d  S t a 
t u s  h a s ,  f o r  some y e a r s ,  c o v e r e d  i t s  m e r c h a n d i s e  d e f i c i t  w i t h  an 
i n v i s i b l e  s u r p l u s ,  and t h e r e  i s  no r e a s o n  to  e x p e c t  t h a t  s t r u c 
t u r a l  c h a r a c t e r i s t i c  t o  change  very  much. I would a r g u e  t h a t  e -  
conomic p a r a m e t e r s  have n o t  c hang ed;  th e  s t r u c t u r e  r e m a in s  
i n t a c t ,  b u t  exogenous  v a r i a b l e  i n p u t s  and ou tcomes  do c h a n g e .

C o n s i d e r  t h e  d e b t  p r obl em  c o n f r o n t i n g  th e  d e v e l o p i n g  c o u n t 
r i e s .  I t  h a s  been  defused- ,  t h e r e  i3 no c r i s i s  a t m o s p h e r e  such  
as  t h a t  which e x i s t e d  d u r i n g  the s e cond  h a l f  of  19B2, when Mexico 
f i r s t  announced i t s  i n a b i l i t y  to  meet  s e r v i c e  pa y m e n ts .  But the  
pr obl em  h a s ,  by no means,  been  r e s o l v e d .  A r e s o l u t i o n  of  t h e  pro
blem r e q u i r e s  t h r e e  c o n d i t i o n s :

( i )  r e n e g o t i a te d  o b l i g a t i o n s  must  be c u r r e n t l y  s e r v i c e d ;
( i i )  m a t u r i n g  d e b t  mus t  be r o l l e d  o v e r  r e g u l a r l y ;
( i i i )  d e v e l o p i n g  c o u n t r i e s  must  be a b l e  t o  n e g o t i a t e  new loans 

f o r  g rowth  and d e v e lo p m e n t .
For  a w h i l e ,  i t  a p p e a r e d  t h a t  ( i )  was b e i n g  m e t ,  b u t  t h a t  i s  

no l o n g e r  th e  c a s e .  Mexico,  where t h e  b i g g e s t  e a r l y  a d j u s t m e n t s  
to  t h e  i n t e r n a l  economic  p e r f o r m a n c e  were made h a s  suddenly become 
u n a b l e  t o  cope .  Lower o i l  p r i c e s  and e a r t h q u a k e  r e l i e f  exac er ba te  
t h e  s i t u a t i o n .  B o l i v i a  and Peru  a r e  t e c h n i c a l l y  i n  d e f a u l t .

I t  does  n o t  a p p e a r ,  upon c o n s i d e r a t i o n  of  t h e s e  t h r e e  p o i n t s  
a b o v e , t h a t  t h e  d e b t  p ro b le m  i s  y e t  b e i n g  b r o u g h t  t o  r e s o l u t i o n .



I t  c o n t i n u e s  t o  pose  a s e r i o u s  prob lem f o r  t h e  wo r ld  economy 
w i t h  p o l i t i c a l  o v e r t o n e s  b e c a u s e  the  ro u n d s  of  a u s t e r i t y  t h a t  
have  been imposed by major  d e b t o r  n a t i o n s  have  n o t  been  s u c c e s 
s f u l  when viewed from a l o n g e r  t e r «  p e r s p e c t i v e ,  and f r e s h  rounds 
of  a u s t e r i t y  a p p e a r  t o  be ou t  of  t h e  q u e s t i o n ,  from a p o l i t i c a l  
v i e w p o i n t .  S o l u t i o n s  t h a t  a r e  ba se d  on Qrowth p o l i c i e s ,  n o t  a u s 
t e r i t y  p o l i c i e s ,  a r e  what a r e  neede d .

These a r e  very g e n e r a l  c o n s i d e r a t i o n s ,  b u t  a more d e f i n i t e  
e x e r c i s e  in  d e b t  a c c o u n t i n g  r e v e a l s  some of  t h e  i s s u e s  from a 
q u a n t i t a t i v e  p o i n t  o f  view.  From th e  i d e n t i t y .

g t  = growth  r a t e  of  e x p o r t s .

Al l  v a r i a b l e s  a r e  d e no m in a te d  in  t h e  same i n t e r n a t i o n a l  numeraire,  
such  as  c u r r e n t  U.S.  d o l l a r s .

I f  n e t  e x p o r t s  ( e x c l u s i v e  of  i n t e r e s t  payments  a b r o a d )  do not 
grow,  th en  a n e c e s s a r y  s t a b i l i t y  c o n d i t i o n  f o r  t h e  d e b t - e x p o r t  
r a t i o  i s

° t  * ° t - l (1 * r t } " NXr
when

0^ = d e b t  o u t s t a n d i n g  a t  th e  end of  p e r i o d  t ,

r t  * the  U.S.  p r ime  r a t e  ( o r  LIBOR) p l u s  a r i s k  premium,

NX̂  s n e t  e x p o r t  e a r n i n g s  e x c l u d i n g  i n t e r e s t  payments abroad,

we can  d e r i v e

when

Thus ,  t h e  i n t e r e s t  r a t e  c h a r g e d  to  d e v e l o p i n g  c o u n t r i e s  on t h e i r  
d e b t  s h o u l d  be l e s s  th an  t h e  growth  r a t e  of  t h e i r  d o l l a r  denomi
n a t e d  e x p o r t s .



LIBOR r a t e s  a r e  e s t i m a t e d  t o  l i e  be tw een  7 . 0  and 10 p e r c e n t  
a n n u a l l y  from 1986 t o  1990 .  The U.S.  p r im e  r a t e  i s  p r e s e n t l y  s e t  
a t  9 . 5  p e r c e n t  and s h o u l d  come down a b i t  as o t h e r  U.S.  s h o r t  te rm 
r a t e s  r e c e d e ,  b u t  s h o u l d  come back up a s  "c r o w d in g  o u t "  -  p r e s 
s u r e s  from t h e  c o n t i n u i n g  U.S.  b u d g e t  d e f i c i t  a r e  f e l t  o v e r  t h e  
n e x t  few y e a r s .  The p r o j e c t e d  growth  r a t e s  f o r  e x p o r t s  by th e  
d e v e l o p i n g  c o u n t r i e s  a l s o  l i e  be tween  7 . 0  and 1 0 .0  p e r c e n t ,  from 
t h i s  d a t e  t o  1990.  With some a l l o w a n c e s  f o r  r i s k  p r em ia  o f  one 
o r  two i n t e r e s t  r a t o  p o i n t s ,  i t  do es  n o t  seem l i k e l y  t h a t  th e  
g row th  r a t e  of  e x p o r t s  w i l l  d o m in a te  t h e  i n t e r e s t  c o s t s  t o  t h e  
d e v e l o p i n g  c o u n t r i e s  and t h e i r  d e b t - t o - e x p o r t  r a t i o  s h o u l d  be 
r i s i n g ;  n o t  d i s a s t r o u s l y  b u t ,  y e t ,  r i s i n g .  A c o n v e n t i o n a l  c r e d i t -  
- w o r t h i n e s s  i n d i c a t o r  i n  b a n k in g  c i r c l e s  i s  a d e b t - e x p o r t  r a t i o  
( 0 / X )  of  2 . 0  o r  l o w e r .  The h e a v i l y  i n d e b t e d  d e v e l o p i n g  c o u n t r i e s  
have  much h i g h e r  r a t i o s ,  and t h e r e  i s  l i t t l e  p r o s p e c t  f o r  t h e i r  
d e c l i n i n g  t o  p r e f e r r e d  l e v e l s .  Net e x p o r t s  by d e v e l o p i n g  c o u n t 
r i e s  c o n t r i b u t e  l i t t l e  to  t h e  s t a b i l i z a t i o n  of  t h e  d e b t e x p o r t  
r a t i o .  The m e r c h a n d i s e  b a l a n c e  i s  e x p e c t e d  t o  d e c l i n e  s t e a d i l y  
o v e r  t h e  n e x t  f i v e  y e a r s .  The main de ve lo pm ent  t h a t  c o u l d  t u r n  
t h e  s i t u a t i o n  a r ound  would be a ma jor  g a i n  i n  p r i m a r y  commodity 
p r i c e s ,  e s p e c i a l l y  i f  t h e  U.S .  d o l l a r  c o n t i n u e s  t o  f a l l .  There  
i s  an a l l o w a n c e  f o r  a s m a l l  improvement of  a b o u t  5 . 0  p e r c e n t  
y e a r l y  i n  t h e s e  f o r e c a s t s ,  which a r e  t h o s e  made by C ISI -W har to n  
i n  t h e i r  wor ld  o u t l o o k ,  O c t o b e r ,  1985.  The g a i n s  would have  t o b e  
much s t r o n g e r  i n  o r d e r  t o  improve  t h e  d e b t  o u t l o o k  f o r  t h e  d e v e 
l o p i n g  c o u n t r i e s .

Th is  o v e r a l l  wo r ld  f o r e c a s t  h a s  some d i s e q u i l i b r i a  im pro vi ng  
a b i t ,  on a g r a d u a l  b a s i s ,  b u t  t h e r e  a r e  few c o m p l e t e  adjustments,  
and many i m b a l a n c e s  p e r s i s t ,  such  as h i g h  unemployment ,  high debt,  
l a r g e  U.S.  b u d g e t  d e f i c i t s ,  end a number of  o t h e r  g a p s .  But with 
s low growth  and g r a d u a l  a d j u s t m e n t  some c o r r e c t i o n s  a r e  b e i n g  
made t o  t h e  v a l u a t i o n  of  t h e  U.S.  d o l l a r  and e v e n t u a l l y  t o  t h e  
U.S .  c u r r e n t  a c c o u n t  d e f i c i t .  C o r r e s p o n d i n g l y  t h e  J a p a n e s e  and 
German s u r p l u s e s  s h o u l d  r e c e d e .  T hi s  i s  a s low g r o w t h - p o o r  p e r 
forma nce  a d j u s t m e n t .  I t  h a s  t h e  c h a r a c t e r i s t i c s  o f  a " s o f t  l a n 
d i n g "  s c e n a r i o ,  b u t  i t  i s  d a n g e r o u s  b e c a u s e  i t  l e a v e s  t h e  world 
economy l e s s  t h a n  c o m p l e t e l y  h e a l t h y  and t h u s  v u l n e r a b l e  t o  
e x t e r n a l  s h o c k s .



We c a n n o t  r u l e  o u t  t h e  o c c u r r e n c e  of  a " c r a s h  l a n d i n g " ,  espe
c i a l l y  i f  th e  a d j u s t m e n t  f o r  t h e  U.S.  d o l l a r  i s  n o t  well e n g i n e 
e r e d .  So t a r ,  t h e  p r o c e s s e s  of  a d j u s t m e n t  s e t  i n  m o t io n  by 
t h e  September  22nd a c t i o n  of  t h e  G-5 f i n a n c e / t r e a s u r y  a u 
t h o r i t i e s  a r e  working  w e l l  and in  t h e  r i g h t  d i r e c t i o n ,  b u t  i t  
i s  to o  e a r l y  t o  t e l l  w h e th e r  they  w i l l  s u c c e e d  and w h e th e r  the y  
can f o r e s t a l l  a d i s o r d e r l y  d o l l a r  a d j u s t m e n t .

Another  view of  t h i s  a d j u s t m e n t  p r o c e s s  i s  t h a t  t h e  wor ld  
economy i s  e n t e r i n g  th e  downswing ph a se  of  a K o n d r a t i e f f  c y c l e .  
A p r o t r a c t e d  d e c l i n e ,  s t a r t i n g  from a slowdown i n  t h e  r a t e  of  
g ro w th ,  c o u l d  make t h e  d i s e q u i l i b r i a  more prono un ced  and enhance 
th e  p o s s i b i l i t y  of  a " c r a s h  l a n d i n g " .  I ,  p e r s o n a l l y ,  do n o t  s e e  
th e  s o l i d  s t a t i s t i c a l  e v i d e n c e  of  a long  sw in g ,  b u t  some i n t e r e 
s t i n g  a n a l y s e s  of  t h i s  c a s e  have  r e c e n t l y  been  p u t  fo r w a r d  by S. 
Menshikov and L. Kl imenko.

4. Can a C o r r e c t i v e  P o l i c y  Mix Be Found?

Given t h a t  th e  b e s t  e s t i m t e  o f  f u t u r e  de ve lo pm ent  f o r  t h e  
wor ld  economy i s  t h e  e a s y  l a n d i n g  p a t h ,  w i t h  m o d e ra te  growth  and 
t h e  s t u b b o r n  p e r s i s t e n c e  of  s i g n i f i c a n t  areas of d i s e q u i l i b r i u m , i s  
i t  p o s s i b l e  t o  recommend a l t e r n a t i v e  p o l i c y  i n p u t s  t h a t  would 
improve th e  s i t u a t i o n ?  Improvement  i s  b e i n g  s o u g h t  to make th e  
wor ld  economic  sys t em  l e s s  v u l n e r a b l e  t o  e x t e r n a l  d i s t u r b a n c e s .  
I t  i s  a m a t t e r  o f  t r y i n g  t o  i n s u r e  t h e  r e a l i z a t i o n  of  a “s o f t  
l a n d i n g "  and a v o i d a n c e  of  c o n d i t i o n s  t h a t  a r e  l i a b l e  t o  g i v e  way 
to  th e  " c r a s h  l a n d i n g "  s c e n a r i o .  Such recommenda t io ns  a r e  n o t  
u n i q u e ,  and th ey  a r e  no t  r i s k - f r e e ,  on i m p l e m e n t a t i o n ,  j u s t  as  
t h e  c o n s e n s u s  b a s e  l i n e  p r o j e c t i o n ,  i t s e l f ,  i s  n o t  r i s k  f r e e .  
N e v e r t h e l e s s  t h e  p o l i c y  r ecomm enda t io ns  do a p p e a r  t o  be a t t r a c t i v e  
i n  t h e  s e n s e  or  h e l p i n g  b r i n g  ab o u t  a b e t t e r  deve lo pmen t  for the 
wor ld  economy.

The u n d e r l y i n g  p h i l o s o p h y  b e h i n d  t h e  p o l i c y  p r o p o s a l s  i s  tha t  
b e h a v i o r  and economic s t r u c t u r e  have n o t  changed  b u t  t h a t  e x o g e 
nous  i n p u t s  have c ha ng ed .  With t h e  same s t r u c t u r e  and w i t h  new 
i n p u t s  i t  i s  e x p e c t e d  to  be a b l e  t o  change  t h e  s y s t e m  i n  t h e  de-



s i r e d  d i r e c t i o n ;  no a l l o w a n c e  i s  made l o r  s t r u c t u r a l  change  as  
a r e s u l t  o r  b y - p r o d u c t  o f  t h e  e x i s t i n g  s e t  o f  economic  i m b a l a n 

c e s  .
There  i s  good a g re e m e n t  among e c o n o m i s t s  and i t  i s  i n d i c a t e d  

by LINK model s i m u l a t i o n s  t h a t  c o m b i n a t i o n s  of  p o l i c i e s ,  c o o r d i 
n a t e d  a c r o s s  c o u n t r i e s  c o u l d  g r e a t l y  improve  t h e  w o r ld  economic  
s i  t u a t i o n :

( i )  t h e  U n i t e d  S t a t e s  s h o u l d  s i m u l t a n e o u s l y  t i g h t e n  f i s c a l  
p o l i c y  and c om pens a te  f o r  t h i s  w i t h  e a s i e r  m one ta ry  p o l i c i e s ;  
moves to w a r d s  p r o t e c t i o n i s t  l e g i s l a t i o n  s h o u l d  be d r o p p e d .

( i i )  Ja p a n  s h o u l d  p r o v i d e  a s i g n i f i c a n t  d o m e s t i c  f i s c a l  s t i 
m u lu s ,  accompanied  i n  p a r t  by a mone ta ry  p o l i c y  t h a t  e n h a n c e s  
i m p o r t s ;

( i i i )  o t h e r  OECO c o u n t r i e s  s h o u l d  a l s o  p r o v i d e  d o m e s t i c  s t i 
m u l i ,  e i t h e r  from t h e  f i s c a l  o r  mo ne ta ry  p o l i c i e s ,  o r  b o t h  t o 
g e t h e r .

I t  i s  e x p e c t e d  t h a t  a t i g h t e r  f i s c a l  p o l i c y  i n  t h e  U n i t e d  
S t a t e s  -  r e d u c e d  p u b l i c  s p e n d i n g  or  ta x  i n c r e a s e s ,  o r  b o t h  
would c o n t r i b u t e  to  the  r e d u c t i o n  of  th e  b u d g e t  d e f i c i t .  To be 
e f f e c t i v e ,  t h e  s p e n d i n g  c u t b a c k  would have  t o  amount t o  a t  l e a s t  
Í5 0  b i l l i o n .  An e q u i v a l e n t  t a x  i n c r e a s e  would work as  w e l l  and 
some m i x t u r e  of  e x p e n d i t u r e  c u t  and t a x  i n c r e a s e  would be even 
b e t t e r  b e c a u s e  su ch  p o l i c i e s  have b a l a n c e , a p r o p e r t y  t h a t  has  
bean  s o r e l y  l a c k i n g  o f  l a t e .

Lower i n t e r e s t  r a t e s ,  by a b o u t  2 . 0  p e r c e n t a g e  p o i n t s ,  t h r o u g h  
e a s i e r  mone ta ry  p o l i c y ,  would work,  t o g e t h e r  w i t h  d e f i c i t  r e d u c 
t i o n ,  i n  b r i n g i n g  low d o l l a r  exc hange  r a t e s ,  t h u s  c o n t r i b u t i n g  
to  America  s t r a d e  p o s i t i o n  as  w e l l  as  th e  d o m e s t i c  b u d g e t  po 
s i t i o n .  B a s i c  d i s e q u i l i b r i a  of  t h e  American economy -  i n t e r n a l  
and e x t e r n a l  d e f i c i t s  - would be m i t i g a t e d ' b y  t h e s e  p o l i c i e s .  
The m on e ta ry  s h i f t  would a p p r o x i m a t e l y  make up f o r  GNP l o s s e s  
t h a t  would o c c u r  a s  a r e s u l t  o f  e x p e n d i t u r e  r e d u c t i o n s .

P r o t e c t i o n i s t  s e n t i m e n t  i n  t h e  U n i t e d  S t a t e s  h a s  b u i l t  up 
b s c a u s e  s e v e r a l  i n d u s t r i a l  s e c t o r s  have been  h i t  s i g n i f i c a n t l y  
i n  t h e  form of  l o s t  p r o d u c t i o n  and j o b s ,  e i t h e r  b e c a u s e  o f  h i g h  
l e v e l s  o f  i m p o r t s ,  low l e v e l s  of  e x p o r t s ,  o r  a h i g h  d e g r e e  of  
f o r e i g n  s o u r c i n g . Every  a f f l i c t e d  s e c t o r  w i l l  n o t  b e n e f i t  i f  
the  t r a d e  b a l a n c e  im pr ov es  as  a r e s u l t  of  d o l l a r  d e p r e c i a t i o n ,



b u t  i n  t h e  s h o r t  r u n ,  a t  l e a s t ,  t h e  d r i v e  to w ards  p r o t e c t i o n i s m  
s h o u l d  be r e s t r a i n e d  as  a r e s u l t  o f  a f a l l i n g  d o l l a r ,  which t e n 
dency s h o u l d  be e n c o u ra g e d  by th e  p o l i c y  of  d e f i c i t  r e d u c t i o n  
cum e a s i e r  monetary  s u p p l y .

I f  Japa n  c o n c e n t r a t e s  on d o m e s t i c  s t i m u l i ,  i t  may be pos s ib le  
t o  d i v e r t  some of  t h e i r  a c t i v i t y  away from e x p o r t i n g  to  t h e  world 
m a r k e t ,  e s p e c i a l l y  to  t h e  U n i t e d  S t a t e s .  A f i s c a l  s t i m u l u s  a c 
companied  by a s t r i c t e r  moneta ry  p o l i c y  t o  b r i n g  up i n t e r e s t  
r a t e s  and the  yen s h o u l d  h e l p  in  t h e  c o r r e s p o n d i n g  d r i v e  t o  bring 
down t h e  d o l l a r .  A h i g h e r  yen s h o u l d  h e l p  t o  r e s t r a i n  Ja p a n  з 
e x p o r t s  and e n c o u r a g e  i m p o r t s  -  j u s t  th e  o p p o s i t e  of  t h e  d o l l a r  
m e d i c i n e ’ s  e f f e c t  on th e  U n i t e d  S t a t e s .

The d o l l a r - y e n  r a t e  i s  s t r a t e g i c ,  and i t  i s  r e s p o n d i n g  s i g n i 
f i c a n t l y  to th e  f i n a n c i a l  o p e r a t i o n s  i n i t i a t e d  on September 22nd, 
b u t  more i s  needed  i n  a fu nd a m e n ta l  way from J a p a n e s e  and Amer i
can f i s c a l - m o n e t a r y  p o l i c i e s .  One o t h e r  p o l i c y  c o m b i n a t i o n  that  
h a s  been  s u g g e s t e d  by some J a p a n e s e  e c o n o m i s t s  i s  an e x p o r t  t ax  
cum im por t  s u b s i d y  by J a p a n .  In s i m u l a t i o n s  w i t h  t h e  LINK model ,  
t h i s  a p p e a r s  ( a t  a 10 p e r c e n t  r a t e  f o r  e x p o r t  t a x  and im p o r t  
s u b s i d y )  t o  b r i n g  down t h e  J a p a n e s e  c u r r e n t  a c c o u n t  s u r p l u s  by 
as  smuch as  215 b i l l i o n  a f t e r  3 y e a r s .  I t  s h o u l d ,  howe ve r ,  beI
accompanied  by t h e  f i s c a l  s t i m u l u s  pa cka ge  i n  o r d e r  t o  keep  up 
t h e  l a v e l  o f  economic  a c t i v i t y  i n  Ja pan  and a v o i d  a r e c e s s i o n .

While t h e  d o l l a r - y e n  r a t e  and J a p a n e s e - A m e r i c a n  trade f r i c t i o n  
a r e  very  i m p o r t a n t  i s s u e s ,  t h e  move a g a i n s t  t h e  d o l l a r  s  va lue  i s  
more w i d e s p r e a d .  The d o l l a r  h a s  i n i t i a l l y  f a l l e n  more a g a i n s t  th e  
yen th a n  a g a i n s t  Wes te rn  European  c u r r e n c i e s ,  b u t  t h e  same tenden
c i e s  to w a rd s  a p p r e c i a t i o n  s h o u l d  be m a i n t a i n e d  i n  o t h e r  c u r r e n 
c i e s ,  t o o ,  in  o r d e r  t o  have a more s i g n i f i c a n t  e f f e c t  on r e d u c 
t i o n  of  t h e  U.S.  d e f i c i t  on c u r r e n t  a c c o u n t .  In  t h e  same v e i n ,  
i n  o r d e r  t o  r e d u c e  European  unemployment  and improve wor ld  p r o 
d u c t i o n  a c t i v i t y  g e n e r a l l y ,  what  i s  needed  a r e  e x p a n s i o n a r y  d o 
m e s t i c  p o l i c i e s  i n  a number o f  Eu rop ean  c o u n t r i e s .  T h e i r  follow- 
- t h r o u g h  i n  wor ld  c y c l i c a l  r e c o v e r y  has  been too  s l i g h t  up to th i s  
p o i n t  of  t i m e ,  European  c o u n t r i e s  can u se  b o th  mo ne ta ry  and f i s c a l  
s t i m u l i  t o  e n c o u r a g e  d o m e s t i c  economic  a c t i v i t y .  The e x i s t e n c e  of  
bu d g et  d e f i c i t s  in  a number of  c o u n t r i e s  makes s t i m u l a t i v e  f i s c a l  
p o l i c y  d i f f i c u l t  t o  a t t a i n ,  b u t  t h e r e  i s  good s e n t i m e n t  in  f a v o r  
of  more s t i m u l a t i v e  m one ta ry  p o l i c i e s  i n  Europe  on t h e  p a r t  of



many e c o n o m i s t s .  I f  t h e  r e s u l t  o f  m oneta ry  s t i m u l u s  i s  t o  b r i n g  
down European  i n t e r e s t  r a t e s  su ch  p o l i c i e s  must  be c a r e f u l l y  
c o o r d i n a t e d  w i t h  American p o l i c i e s  b e c a u s e  U.S.  r a t e s  w i l l  have  
to  f a l l  s o o n e r  and f a s t e r  th a n  o t h e r  r a t e s  i n  o r d e r  t o  weaken the 
d o l l a r  and ,  c o r r e s p o n d i n g l y ,  s t r e n g t h e n  p a r t n e r  c u r r e n c i e s .

A l th ou gh  t h e  p r e s e n t  s i t u a t i o n  i s  n o t  h e a l t h y  from an e c o n o 
mic p o i n t  o f  v iew,  i t  does  n o t  p r e s e n t  a p o s i t i o n  of  d e s p a i r .  
There  i s  e v e r y  r e a s o n  t o  be h o p e f u l  s i n c e  p o l i c i e s  do e x i s t ,  
which  a r e  b o t h  f e a s i b l e  and a t  t h e  d i s p o s a l  o f  g o v e r n m e n t s ,  t o  
t a k e  a c t i o n  to a m e l i o r a t e  p r e s e n t  c o n d i t i o n s ,  i n  th e  i n t e r e s t  o f  
a c h i e v i n g  b e t t e r  wor ld  b a l a n c e ,  of  a s t a b l e  s o r t .

5. C o m p o s i t i o n a l  C hanges ,  T r a n s i t i o n a l  F r i c t i o n s ,  
and T e c h n i c a l P r o g r e s s

In  many i n d u s t r i a l  e c o n o m ie s ,  l a r g e  c h a n g e s  a r e  ta k in g  place;  
surae s e c t o r s  a r e  e x p a n d i n g  s i g n i f i c a n t l y  and some a r e  d e c l i n i n g .  
P e o p l e  a r e  s h i f t i n g ,  o u t  o f  t h e  d e c l i n i n g  s e c t o r s  i n t o  t h e  e x p a 
n d in g  s e c t o r s  b u t  n o t  a t  com p e n sa to ry  r a t e s  so t h a t  some of those 
who move o u t  o f  t h e  fo rm er  move i n t o  th e  r a n k s  of  t h e  unemployed. 
This  i s  one of  t h e  main c o n t r i b u t o r y  f a c t o r s  t o  t h e  r i s e  of  
unemployment  and i t s  medium te rm s t a g n a t i o n .  This  i s  a ma jo r  
component  of  t h e  fu n d a m e n t a l  d i s e q u i l i b r i u m  t h a t  e x i s t s .

The i n t e r  i n d u s t r i a l  s h i f t s  t h a t  o r e  o c c u r r i n g  a r e  g e n e r a l l y  
c o n s i d e r e d  to  be e v i d e n c e  in  s u p p o r t  of  t h e  i d e a  t h a t  s t r u c t u r a l  
change  h a s  o c c u r r e d .  In a s e n s e  i t  h a s ,  b u t  t h a t  does  n o t  mean 
t h a t  t h e  p a r a m e t e r s  of  th e  3ys tem have  c h a n g e d ,  o n ly  t h a t  some 
exog enous  i n p u t s  and some i n i t i a l  c o n d i t i o n s  ( f o r  c o n t e m p o r a r y  
r e - i n i t i a l i z i n g )  have  c ha nge d .  Medium te rm p r o j e c t i o n  s imulat ions,  
l e t  us say f o r  10 y e a r s ,  o f  a m u l t i s e c t o r a l  model  o f  t h e  e c o n o 
my ne ed  n o t  show i d e n t i c a l  o r  m u t u a l l y  p r o p o r t i o n a l  growth paths.  
S e c t o r s  o r d i n a r i l y  grow a t  d i f f e r e n t  r a t e s ,  and e c o n o m e t r i c  mo
d e l s  a r e  f u l l y  c a p a b l e  of  showing  t h e s e  d i f f e r e n c e s .  The g e n e 
r a t i n g  of  d i f f e r e n c e s  i n  gr ow th  r a t e s  ( d e c l i n e  r a t e s )  i s  e n h a n 
ced  i f  t h e  c o e f f i c i e n t s  i n  t h e  i n p u t - o u t p u t  c o r e  o f  a l a r g e  
s c a l e  m u l t i s e c t o r a l  model  a r e  v a r i a b l e s  and n o t  p a r a m e t e r s .  This 
view h as  lo ng  been p r e v a l e n t  i n  t h e  U.S.  models  c o n s t r u c t e d  a t



Wharton E c o n o m e t r i c s ,  f o r  we have  c o n s i s t e n t l y  s h i f t e d  i n p u t -  
- o u t p u t  c o e f f i c i e n t s  as  f u n c t i o n s  of  r e l a t i v e  p r i c e s .  We c o u l d  
g e t  s i m i l a r  r e s u l t s  i f  t h e s e  c o e f f i c i e n t s  were t o  change  on th e  
b a s i s  o f  a p r i o r i  t e c h n o l o g i c a l  i n f o r m a t i o n .

At any r a t e ,  t h e r e  i s  ample scope  f o r  change  and ample e v i 
dence  of  h i s t o r i c a l  c h a n g e s ;  t h e r e f o r e  t h e  s h i f t i n g  i n p u t -  
- o u t p u t  c o e f f i c i e n t s  in  th e  m a in s t r e a m  m u l t i s e c t o r a l  model can 
p ro duce  th e  n o w - f a m i l i a r  r e s u l t s  shown i n  th e  accompanying tab. 1. 
In t h a t  t a b l e  i t  i s  e v i d e n t  t h a t  model p r o j e c t i o n s  of  h i g h  growth 
f o r :

commu nic a t i ons  
a i r  t r a n s p o r t a t i o n  
ma ch inery  p r o d u c t i o n  
i n s t r u m e n t a t i o n  
m e d ic a l  s e r v i c e s  
f i n a n c i a l  s e r v i c e s

sr>f) many o t h e r  s e c t o r «  t o o ,  con forms  to  ou r  i n t u i t i v e  n o t i o n s  
about  some e r f e c t s  o f  h i g h  t e c h n o l o g y ,  e i t h e r  i n  t h e  h a rd w are  
p r o d u c i n g  s e c t o r  o r  i n  t h e  u s i n g  s e c t o r .

The f i g u r e s  in  t h e  accompanying  t a b l e  were g e n e r a t e d  from 
t h e  b a s o l i r t e  p r o j e c t i o n  of  th e  Wharton Annual Model ,  which u s e s  
a 5 5 - s e c t o r  i n p u t - o u t p u t  s y s t e m ,  t o g e t h e r  w i t h  e q u a t i o n s  of  f inal  
demand, income f o r m a t i o n ,  and p r i c e i n t e r e s t  r a t e - w a g e  r a t e  d e 
t e r m i n a t i o n .  These r e s u l t s  show t h e  k i n d s  of  i n d u s t r i a l  s h i f t s  
t h a t  a r e  t a k i n g  p l a c e  now and ,  y e t ,  the y  a r e  b a s e d  on r e s u l t s  
from a s i n g l e  model t h a t  i s  assumed to  be s t r u c t u r a l l y  unchanged  
f o r  t h i s  e x e r c i s e .

The ch u rn in g  of i n d u s t r i a l  c o m p o s i t i o n  i s  g i v i n g  r i s e  t o  p r o 
t e c t i o n i s t  s e n t i m e n t ,  whi ch ,  i f  a c t e d  upon,  would on ly  s e r v e  to 
make t o d a y ’s p ro b le m s worse  by c a u s i n g  a s low growth  r a t e  in  
wor ld  p r o d u c t i o n ,  w o r ld  unemployment ,  and a d e c l i n e  i n  wo r ld  
t r a d e .  I t  i s  a l s o  g i v i n g  r i s e  t o  n e t  jo b  d i s p l a c e m e n t ;  t h a t ,  too, 
f u e l s  p r o t e c t i o n i s t  s e n t im e n t ' .  Bur some r e l i e f  i s  i n  s i g h t ,  fa s t e r  
g rowth  t h r o u g h  e x e r c i s i n g  t h e  above p o l i c y  o p t i o n s  f o r  c e n t r a l  
go ve rn m ent s  h e l p s  a g r e a t  d e a l .  But a p r i n c i p a l  f a c t o r  i n  im pr o
v in g  t h e  p r o d u c t i v i t y - u n e m p l o y m e n t  r e l a t i o n s h i p s  i s  a s l o w i n g  
of  t h e  r a t e  of  p o p u l a t i o n  and l a b o r  f o r c e  e x p a n s i o n  i n  t h e  United



S t a t e s .  Qne boon i n  t h e  form of  a d e m og raph ic  d i v i d e n d  i s  t a k i n g  
p l a c e  now, and s h o u l d  h e l p  Europe  a d j u s t  some 5 t o  10 years la te r .  
Labor  f o r c e  i s  now g row in g  a t  no more t h a n  a b o u t  1 .5  p e r c e n t  a n 
n u a l l y ;  w he reas  i t  u s e d  to  e x c e e d  2 . 0  p e r c e n t .  At t h e  new lower  
f i g u r e s ,  we can e x p e c t  t o  s e e  a d e c l i n e  i n  t h e  unemployment  r a t e  
in  t h e  n e a r  f u t u r e .  I t  meens t h a t  American e c o n o m i s t s  need no 
l o n g e r  d e f i n e  f u l l  employment  t o  oc c u r  when t h e  uneployinent  ra te  
i s  a b o u t  6 . 0  p e r c e n t ,  o r  p o s s i b l y  h i g h e r .  I t  a p p e a r s  t o  be p l a u 
s i b l e  t h a t  t h e  U.S.  r a t e  c o u l d  f a l l  t o  a r a n g e  be tw een  5 and 6 
p e r c e n t  i f  t h e  economy c o n t i n u e s  a l o n g  t h e  modes t  b a s e l i n e  p r o 
j e c t i o n  p a t h .  I f  a c t u a l  p e r f o r m a n c e  of  t h e  economy o u t p a c e s  th e  
m o d e ra te  p r o j e c t i o n  by t h e  f u l l  p o i n t  o r  two of  f a s t e r  g r o w t h ,  
th e n  unemployment  c o u l d  f a l l  w e l l  below 6 p e r c e n t ,  e v e n t u a l l y  
be tween  4 and 5 p e r c e n t .

T a b l e  1

U.S.  Real  Value  Added 
Annual  Growth Rate  (X)

S p e c i f i c a t  ton 1951-1961 1961-1971 1971-1961 F o r e c a s t
1984-1994

1 2 3 4 5

Ali  s e c t o r s 2 .7 4 . 0 3 .0 2 . 8
A g r i c u l t u r e ,  F o r e s t ,
F i s h 1.1 1 .2 1 .9 1 . 5
Meta l  Mining 2 .4 1 .6 0 .1 - 1 . 2
Coal  Mining - 3 . 5 2 . 6 3 .6 2 . 7
O i l / G a s 2 .3 3 .4 1 .8 - 0 . 7
Konraetal  Mininy 3 .3 3. 4-. 1 . 3 1 .8
Lnmmunicatiori 6 . 2 8 . 0 7 .4 5 .0
L o c a l /h ig h w a y  t r a n s p o r t - 5 . 1 - 2 . 8 - 0 . 7 1 .8
M o t o r f r e i g h t / w a r e h o u s e 5 .0 5 . 5 2 . 5 3 . 6
R a i l  t r a n s p o r t - 2 . 0 0 . 6 - 0 . 9 3 .4
Water t r a n s p o r t - 2 . 6 1 .2 2 . 8 1 .0
Air  t r a n s p o r t 10 .5 11 .2 3 .2 4 . 4
P i p e l i n e  t r a n s p o r t 4 .4 6 . 6 2 . 5 0 .7
T r a n s p o r t  s e r v i c e s - 1 . 5 1 .0 3 . 5 2 . 3



Klein

Table  1 ( c o n t d )

1 2 3 4 5

E l e c t r i c  u t i l i t y ,  p r i 
v a t e 6 .4 2 .9 2 . a
N a t u r a l  gas  u t i l i t y ,  
p r i v a t e 4 .7 0 . 3 1 .4
S a n i t a r y ,  p r i v a t e 7 .1 6 .1 2 .9
P u b l i c  and p r i v a t e  
u t i l i t y 6 .2 3 .0 2 . 8
R e s i d e n t i a l  c o n s t r u c 
t i o n 5 .0 - 4 . 7 0 .5
N o n r e s i d e n t i a l  c o n 
s t r u c t i o n - 1 . 0 - 0 . 5 3 .3
Othe r  c o n s t r u c t i o n  

•
2 .7 1 .5 3 .3

f i n a n c i a l ,  i n s u r a n c e ,  
■cal e s t a t e 4 .9 4 .2 4 .1 3 .0
Nonmedical  s e r v i c e s 3 .2 3 .4 4 .1 2 .9

Medica l  s e r v i c e s 4 . 9 5 .9 5 .1 3 .2
W h o l e s a l e / r e t a i l  t r a d e  • 3 .0 4 .6 3 .0 2 . 8
G e n e ra l  government 0 . 3 3 .3 1.3 2 .1
F e d e r a l  government  e n 
t e r p r i s e 2 .4 3 .7 1 .3 2 . 3
S t a t e / l o c a l  government  
e n t e r p r i s e 0 .5 2 .5 3 .6 2 .7
Lumber - 0 . 2 6 . 3 2 .9 2 .3
F u r n i  t u r e 1 .3 3 .6 4 .0 3.1
Cement 1.4 2 . 2 1.2
S t o n e ,  c l a y ,  g l a s s 3 . 0 1.4 2 .9
I r o n / s t e e l 4 .2 - 3 . 3 0 .4
Aluminum 14.3 0 . 5 2 .3
Oth e r  n o n f e r o u s - 1 . 5 5 .3 0 .1
F a b r i c a t e d  m e ta l 2 .0 3 .9 2 . 2 3 .1
N o n e l e c t r i c  ma ch in e ry 0 .0 4 . 5 5 .4 5 .9
E l e c t r i c  ma ch in e ry 5 .6 7 .2 5 . 5 3 .9
Motor v e h i c l e s - 0 . 9 8 .1 1 .5 3 .4
A i r c r a f t 0 .3 1.0 2 .4
Oth e r  t r a n s p o r t  equi pm en t 5 .7 3 .3 2 . 2
I n s t r u m e n t s 4 .2 5 .5 6 . 0 4 .2
M i s c e l l a n e o u s  d u r a b l e  
m a n u f a c t u r e s 2 .2 3 .7 3 .1 2 .6
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Ta b le  1 ( c o n t d )

1 2 3 4 5

F o o d / b e v e r a g e s 2 .5 3 . 2 2 .7 2 . 2
Tobacco 1 .8 1 .5 1 . 4 1.1
T e x t i l e s 0 . 7 7 .0 1 .6 1 .4
Appare l 1.1 2 .7 3 . 3 2 . 6
Pa pe r 2 . 2 4 . 3 2 . 5 2 . 3
P r i n t i n g / p u b l i s h i n g 3.1 3 .4 2 .4 2 . 5
O r g a n i c / i n o r g a n i c  c h e 
m ic a l 6 . 0 - 1 . 9 1 .0
Oth e r  c h e m i c a l 7 .4 6 . 0 3 . 2
P e t r o l e u m  r e f i n i n g 3 . 6 3 . 8 0 .1 1 .3
Rubber 2 . 2 7 . 0 3 . 6 3 . 3
L e a t h e r - 0 . 7 0 . 3 - 0 . 3 - 0 . 5

There i s  ample r e a s o n  t o  be c a u t i o u s  in  j u d g i n g  medium te rm 
economic  growth  and a c t i v i t y ,  b u t  c h a n c e s  a r e  good t h a t  an a d 
j u s t m e n t  t o  new c o n d i t i o n s  w i l l  t a k e  p l a c e ,  a lw ays  s l o w e r  th an  
d e s i r e d ,  b u t  p r e su m ab ly  o v e r  th e  n e x t  d ecade  o r  s o o n e r .  Thi s  
p r o v i d e s  a r e a s o n  t o  be e c o n o m i c a l l y  o p t i m i s t i c  a b o u t  t h e  e v e n 
t u a l  e v o l u t i o n  of  t h e  w o r ld  economy. Under p e r f o r m a n c e  may we l l  
o c c u r ,  and c y c l e s  have c e r t a i n l y  n o t  been  e l i m i n a t e d ,  b u t  a 
s e r i o u s  breakdown can  be a v o i d e d  i f  t h e  v u l n e r a b i l i t y  o f  t h e  e -  
conomy i s  l e s s e n e d  by t h e  i m p l e m e n t a t i o n  of  new p o l i c i e s  t h a t  
r e p r e s e n t  a b r e a k  w i t h  t h e  p a s t ,  i . e ,  s i n c e  197 9- 19 80 .  Uur a n a 
l y t i c a l  p r o b le m s  a r e  n o t  p r i m a r i l y  w i t h  s t r u c t u r a l  c h a n g e ,  b u t  
w i t h  c h a n g i n g  i n p u t s  i n  a lo ng  l a s t i n g  s t r u c t u r a l  s y s t e m .

Lawrence  R, K l e i n

CZY W GOSPODARCE ŚWIATOWEJ NASTĄPIŁA 
ZNIAHA STRUKTURY?

Gospodarka  świa tow a z n a j d u j e  s i ę  o b e c n i e  w p o z y c j i  wza jem
n i e  b i l a n s u j ą c e j  s i ę  n ie r ó w n o w a g i ,  p r z y  czym zna czna  c z ę ś ć  ś w i a 
t a  j e s t  w f a z i e  o ż y w i e n i a  po r e c e s j i  l a t  19 79-1981 .  Czy o ż y w i e 
n i e  g o s p o d a r k i  może p r z e b i e g a ć  bez  i s t o t n y c h  zmian w s t r u k t u r z e



i p o l i t y c e  ek o n o m ic zn e j ?  Wielu ekonomistów uważa,  że w g o s p o d a r 
ce ś w i a t o w e j  do kona ły  s i ę  t a k i e  zmiany ,  i ż  możliwe j e s t  p rz ys p i e 
s z e n i e  tempa o ż y w ie n ia  i p rocesów dos tos owa nyc h  w warunkach  n i e 
równowagi .

Przeprowadzona  z o s t a l a  a n a l i z a  g o s p o d a r k i  ś w i a t o w e j  na pod
s t a w i e  prognozy  e k o n o m e tr y c z n e j  ( " b a z o w e j ” ) i  p o s t a w i o n a  kwe
s t i a  " m i ę k k i e j "  i  "g w a ł t o w n e j"  ś c i e ż k i  w z r o s t u  w a s p e k c i e  z a d ł u 
ż e n i a  kr a jów Ameryki Ł a c i ń s k i e j ,  k u r s u  d o l a r a ,  w z r o s tu  krajów so
c j a l i s t y c z n y c h  i t p .  P r z e d s t a w i o n o  t a k ż e  pewne p r o p o z y c j e  p o l i t y 
k i  g o s p o d a r c z e j ,  uzysk ane  na p o d s t a w i e  s y m u l a c j i  LINK-u, pozwa
l a j ą c y c h  na poprawę s y t u a c j i  ek onom ic zne j  ś w i a t a .


