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LESSON I

WORLD ECONOMY TO 1990—PROSPECTS
AND ISSUES

Current Situation:

By the end of 1985, the aggregate picture of the world economy
had been marked by the following features:

1. The Western countries saw their economic upturn rapidly
losing momentum; the Soviet Union and most other East European
countries again experienced a sluggish growth rate; and the majority
of the developing countries remained in the grips of severe economic
difficulties.

2. The current accounts of the U.S., Japan and West Germany
had become exceptionally unbalanced as a result of the lop-sided
pattérn of growth, and, even more, of trade. The fiscal deficit, current
account deficit and net foreign liabilities of the U.S, amounted to
172 billion, 118 billion and 88 billion dollars respectively. About a
half of the U.S. current account deficit was mirrored by Japan’s
surplus of 47.5 billion dollars and West Germany’s surplus of 12.75
billion dollars.

3. Exchange rates were still at levels that seemed likely to make
for a further widening of the above imbalances, further weakening of
the dollar still needed to put the capitalist world economy in order.

4, Protectionism practised by the industrial countries continued
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to mount, most of them were directed against the developing countries.

5. International debt issue had suffered a setback after some
progress made in 1984, with the major debtor countries, notably those
in the Latin America, making slower adjustments and receiving few
new loans.

Against this background, the U.S. growth has opened 1986 on
a very feeble note, so have the rest of the six major industrial coun-
tries. Their dream for adequate, sustained and non-inflationary
economic growth, including correction of international imbalances
has not been realized. The U.S. has been calling upon Japan and
West Germany to pursue more expansionary fiscal and monetary
policies — i.e. into faster growth — in order to let the U.S. have time to
adjust its economy and at the same time, not to plunge the capitalist
world into another recession. But responses to the call have been few.

Indeed, the near halving of the oil price, further lowering of
interest rates and weakening of the dollar, and the U.S. commitment
to reduce its fiscal deficit have offered a window of opportunity to the
industrial countries to rectify their mutual imbalances and move their
economies closer to a non-inflationary potential. Unfortunately,
this window may close before they realize the fruit given by the
present situation which is generally favourable to industrial countries,
especially to Japan and West Germany, and, to a lesser extent, the
U.S. There are still considerable uncertainties and issues surrounding
the world economic outlook.

Uncertainties and Issues:

Foremost among these uncertainties and issues are as follows:
1. U.S. Deficits: The enormous U.S. trade and current account
deficits are rooted in its huge fiscal deficits, and without a substantial

e 2



recuction in the fiscal deficit, it will be almost impossible for the U.S.
to correct its external deficits by merely regulating the dollar’s
exchange rates. In December 1985, the U.S. Congress adopted a bill
to balance the Federal budget by 1991. But without sizable cuts in
military expenditures and a joint collaboration of the other major
industrial countries on economic policies, this goal can hardly meet.

2. Oil and Non-Oil Primary Commodities Prices: The sharp
plunge in oil price from $27 a barrel in December 1985 to less than
$12 a barrel in April 1986 brings comforts to oil-importing countries,
especially oil-importing industrial countries; but a disaster to the
oil-exporting countries, especially oil-exporting debt-burdened coun-
tries. Even Japan and West Germany, the largest beneficiaries of
lower oil prices, are worrying about the long-term impact to their
economies. The most immediate reason is the fear of the trigger of
the international debt crisis and of the renewed economic turbulence
among oil-exporting countries, which have suffered a $4.8 billion
a year in revenue for every dollar fall in the oil price. Though
many experts believe oil price will stabilize between $15 and $20 late
in 1986 as demand picks up, the possibility of much lower price
cannot be ruled out.

During the period of 1981—1985, non-oil primary commodities
indexes in terms of U.S. dollar had been much lower than the average
indexes of the preceding five years from 1976—1980. If we take the
price index in 1980 as basis, the annual average indexes for the period
of 1981—1985 were only 85, 74, 80, 82 and 81. The drops in the later
‘years of the period can be attributed to the abnormal appreciation of
the dollar, but the current inequalities of economic relations between
the North and the South are the main factors. With the slow-down
of the economie growth of the industrial countries, it is expected that
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the prices of non—oil primary commodities will remain subdaed. The
prospect of export receipts of many developing countries is still
clouded by pessimism.

3. Fluctuations in Rates of Fxchange and Interest: From its
peak of February 25, 1985, the dollar’s nominal exchange rates fell
more than 309, against yen and mark on March 21, 1986. The further
weakening of the dollar is very possible. The possibility of the insta-
bility of the dollar gives rise to concerns of the aggravation of the
international monetary system. Nominal rates of interest, in general,
continue to be lower; still, real rates of interest remain higher
than had been judged appropriate in the last year. High real interest
rates not only are harmful to the economic growth of the major
industrial countries, but also increase the burden of the interest
payments of the already heavily debt-burdened countries.

4. International Debt: The international debt crisis was some-
what eased through rescheduling as the world economy recovered
from 19801982 crisis of the capitalist world. But the rescheduling
only deferred payment, it did not reduce the debts nor their interest.
The total amount of debts of the developing countries is still rising,
and at the end of 1985, it stood at close to $1,000 billion despite the
efforts made by the debtor countries to bring it under control. Along
with the subdued prices of non-oil primary commodities and the
steep plunge of oil price, the debt situation of the debtor countries
took a turn for the worse with international commercial lendings com-
ing almost to a standstill. World debt problem may give rise to an in-
ternational financial crisis if the creditors do not make any concessions
to the debtors in the coming years.

Short-Term and Medium-Term Outlook:

The projections are based on the assumptions that (1) the nominal
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exchange rates among major industrial countries will maintain at the
levels prevailing at the end of March 1986; (2) oil price will maintain
an average price of 15 dollars per barrel until the end of 1987, (3) for
the medium-term, the industrial countries will maintain a commit-
ment to reducing budget deficits and maintaining a firm control of
inflation; and (4) protectionism will be eased. The table at the end
of this lesson lists the short-term world economic outlook for 1986
and 1987 forecasted by the IMF in its World Economic Outlook in
April 1986. There is also a table prepared by Morgan Guaranty
Trust Company of New York in its March 1986 edition of World
Financial Markets which lists the short-and medium-term economic
outlook of the OECD countries. The assumptions here are the same
as listed above with the exceptions that (1) the oil price will move
to an average of $17—$18 a barrel in 1986—1987 and rise but slowly
thereafter, and in the late 1980s, price could be up to $20 to $25 a bar-
rel in real terms; (2) the economic growth in Japan and West Germany
will average 0.6 %, faster than seems likely on present policies; and 3)
the effective dollar rate from 1986 to 1988 will further depreciate about
187; on the basis of the average monthly effective dollar rate of
December 1985, i.e. 112.
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NOTES TO THE TEXT

1. World Economy (i# 5 4255) — economics which recognizes the interre-
lationships among the economies of various nations, rather than treat-
ing any one nation as a closed economy. It includes such topics as
absolute advantage (#%}#]25), comparative advantage (83 F(35),
foreign exchange, importing, exporting, and other topics.

2. Prospects and Issues — BEH5[RH

‘prospect' |/ 'prespekt / (n) — something exrec'ed or hoped for,
lookout (gi&).
'issue' (n) — here means question to be disputed or decided ([ &).

3. the aggregate picture of the world economy — {HF 2% HHlks

‘aggregate /'®grigeit/ picture' = general situation (¥ EFE).
'picture’ (n) — here refers to a state of affairs (3kiR), e.g.
The current comtﬁercial picture abroad gives much cause for
anxiety. :

4. The Western countries saw their econowic upturn rapidly losing
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momentum — i HERBF FENBLRRERS.

'sec' (v) — meaning have knowledge or experience of; witness
(grg, 259

‘upturn' /'apta:n/ (n) — change for the better ({%Ri7%%), e.g. an
upwurn m production (4E7= % 1447 ¥5).

'lose momentum /mau‘mentam/' — e
Cf gain momentum (i &)

. again experienced a sluggish growth rate — (257) WK REKIEETE

‘sluggish' ['slagif/ (adj) — inactive, slow moving (FFR K, KiE3h
#), e.g. sluggish sales (¥ 4%).

- ... remained in the grips of severe economic difficulties — 4k&: 4b T/

R ZEF W
. The current accounts ... had exceptionally become unbalanced —
BEBE - BRI R EATIRN,

‘current account' (437 17 F )—here presents an element in the bal-
ance of payments account dealing with commercial transactions,
i.e. the buying and selling goods and services.

- as & result of the lop-sided pattern of growth, and, even more, of trade—

HTEERHEEK, TRINBEERENER,

‘as a result of' — because of (FF).
*lop-sided' (adj) — with one side lower than the other, not bal-
anced (—ili B —A KR

. The fiscal deficit, current account deficit and net foreign liabilities of the

U.S. amounted to 172 billion (dollars) — LEMMEFRE. SETH

RE DRSEIGBEIL 1,720 2R 5T

fiscal’ ['fiskal/ (adj) — of public revenue (E P FUly, MER).
‘deficit’ /‘defisit/ (n) — amount by which payments exceed receipts
(GRE, W)
‘liabilities' /'laia'bilitiz/ (n) pl — debts ({%%5).
Opp assets (777=).
‘amount to' — add up (&3i}), e.g.
His debts amount to $10,000.



10.

11.

12. .

13.

14.

15.

16.

17.

‘billion* (n) — a thousand millions (1,000,000,000) }-1{7,
Japan’s surplus — H RS EHEHPRIFHE(RA)
'surplus' /'sa:ples/ (n) — excess of receipts over expenditure (B 4%,
Wiz). Cf deficit.
Exchange rates were still at levels — SNC T RIEE R ANKE,
‘exchange rate' (#}JJ"3%)—the amount which one currency will
buy of another currency at a particular time, e.g.
Today’s exchange rate is $1.95 to the pound sterling.
.. likely to make for a further widening of the above imbalances —
A — 5 K ERR R,
'‘make for' — move towards (- ik, fFF).
'likely' (adj) -— meaning probable, expected (FJgERY, TFTHAM)
further weakening of the dollar — ETiH—ERFR
still needed to put the capitalist world economy in order — PFAEX
HREFREEHKTDBER,
'to put ... in order' — arrange tidily (Zz iR F5).
Protectionism practised by the industrial countries continued to mount
— TWEZENRBRPE s EF,
‘protectionism' — the policy of controlling imports and for ex-
ports in an effort to achieve a specific objective. For eiample,
a country may set up tariff walls and other controls in an effort
to get an ‘infant' industry started within the country or to
promote expansion of an industry vital to defense.
‘mount’ /maunt/ (v) — go up, rise (} 7}, #kK).
International debt issue had suffered a setback — E RS R E N s
BT,
'setback’ (n) — a reversal, check T, 8.
with the major debtor countries ... making slower adjustments and
recelving few new loans — :Efi% ERBSS, HILTFRRHE
¥ Ko
Note the pattern ““with+n. + -ing” used as an adverbial phrase,
showing cause or manner, e.g.
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