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HIGHLIGHTS

from the GATT Secretariat's first assessment of

INTERNATIONAL TRADE IN 1986 AND CURRENT PROSPECTS

- The volume of world merchandise trade is estimated to have
grown by 3½ per cent in 1986, matching the 1985 performance;

- The value of world merchandise exports, last year, passed the
two thousand billion US dollar mark for the first time, up
10 per cent to $?,110 billion;

- But world trade in manufactures turned in one of the poorest
performances in three decades, rising 3 per cent in volume
compared to 5'^ per cent in 1985;

- And the l per cent growth ir agricultural trade volume
continued the pattern of slow growth in that sector during the
1980s;

- In contrast, trade in mining products increased strongly, by
7 per cent in volume, boosted by a sharp decline in petroleum
prices;

*
The attached report is the GATT Secretariat's first assessment of

developments in world trade and other major economic developments in
1986. Figures for 1986 are preliminary estimates based on data
available as of mid-March. Later in 1987, when more complete
information is available, developments and trends in world trade will be
analyzed in greater detail in the GATT annual report International Trade
1986-87.
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- Developing countries managed a 13 per cent rise in the value
of their manufactured exports last year; for the first time,
developing countries earned more foreign exchange selling
manufactured goods than selling either fuels or non-fuel
primary products;

- But this did not prevent their share in world merchandise
exports dropping from 23 per cent in 1985 to 19 per cent in
1986, largely because the decline in petroleum prices was much
greater than the increase in the volume of petroleum exports.

These are some of the main factual highlights in the attached
report, published today by the GATT Secretariat.

In reviewing the prospects for 1987 (pages 23-25), the
Secretariat's economists have identified four areas of concern:

- Structural adjustment. Some West European countries and Japan
have still to fully overcome the difficulties in adjusting
their pattern of production and employment to the large
changes in real exchange rates.

- Inflation. In certain other countries, including in
particular the United States, there is a risk of a sizeable
increase in the inflation rate under the combined impact of a
rapid expansion of the money supply and exchange rate
depreciation. Such a development could worsen the business
climate by increasing uncertainty and pushing up interest
rates which, in turn, would adversely affect international
trade.

- Debt management. There are renewed concerns regarding debt
management, both at the international level and at the level
of private firms in some countries. Adverse repercussions for
the growth of world output and trade could develop rapidly if
prolonged strains in that area had a major impact on
confidence in financial markets.

- Trade frictions. Finally, there is the danger that a
continuation of the large current account deficit in the
United States could trigger a tit-for-tat escalation of
protection, leading to a massive shrinkage of markets
worldwide.

On the other hand, there is reason to believe that the export
performance of the United States will continue to improve. It also
bears emphasis that, while difficulties remain, the countries whose
currencies appreciated in real effective terms have already made
substantial progress in adjusting to the new constellation of exchange
rates. Similarly, petroleum-exporting countries have had time to adjust
to the lower price of petroleum. Meanwhile, that lower price continues
to be a stimulus to consumer demand in petroleum-importing countries.

With these points in mind, and in the absence of any dramatic
change, GATT's economists believe the volume of world trade is likely to
expand by about 2' per cent in 1987.
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Persistent trade imbalances

The large current account imbalances of the world's three largest
trading nations - the United States, the Federal Republic of Germany and
Japan -- continued to increase in 1986. Thus the prediction that these
imbalances would be reduced as a result of the major realignment of
exchange rates was not borne out last year.

GATT's economists note that there has been a welcome tendency for
United States export volume to increase. However, as they explain in
detail in the report (pages 15-22), a substantial reduction in the
current account deficit will require a sizeable reduction in the gap
between national savings on the one hand and, on the other, the demand
for borrowed funds on the part of domestic investors (businesses in
particular) and the government (borrowing to finance the budget
deficit).

Put another way, the low savings rate (reflecting strong
consumption demand), and the relatively strong investment demand,
together with government spending in excess of tax revenue, are all
contributing to a level of expenditure in excess of competitively
produced output in the United States. The result is a continued strong
demand for imports to make up the difference.

This "extra" demand is showing up as imports rather than increased
domestic production because the current capabilities of the unemployed
workers and underutilized factories do not match the current pattern of
domestic demand for goods and services. This could suggest that
structural adaption in the United States is being slowed down, for
example, by a lack of managerial innovation and rigidities or
inadequacies in training, labour mobility and wage structures.

These arguments, more fully developed in the main body of the
report, point to two major conclusions:

- The current account imbalances did not decline because the
exchange rate changes were not backed-up by the needed changes
in macroeconomic policies.

- An increase in United States trade barriers would result in
little or no reduction in the current account deficit. It
would, however, increase inflation and reduce world trade.

There are obviously many factors at work. It is apparent, however,
that a successful effort to get a substantial and lasting reduction in
the United States trade deficit Must, in one way or another, lead to
some combination of three developments. These are: higher savings,
lower investment (which would mean fewer jobs and slower economic
growth), and a smaller federal budget deficit.


