Working Paper

No 82

AIECE Working Group Reports - Autumn 1995
World trade 1994-1996
World commodity prices 1994-1996

Central Planning Bureau, The Hague, October 1995



Central Planning Bureau
Van Stolkweg 14
P.0O.Box 80510

2508 GM The Hague

Telephone+31 70 338 33 80
Telefacs +31 70 338 33 50

ISBN 90 563 5031 5



PREFACE

The papers put together in this pulicaion are the haf-yealy reports of two working
groupsof the AIECE, in which the CPB adively participates. Thereports, presented on
behalfof the groups, form the synthesis of views of many institutesand havetheir value
as such. They do not necessarily reflect the opinion of the reporting institute itself.

AIECE isthe Assciation d European Conjuncture Institutes, (in French: Association
d'InstitutsEuropéens de Conjoncture Econamique), founded in 1957 The AIECE now
groups 42 members and olserving ingtitutes, representing 20 courtries and 4
internationalorganisations (EU, OECD, IMF and ECE). The membership is open to
independenEuropean institutes invalved in surveying econamic development and
macroeconomiforecasting. Independent is interpreted as nat diredly beinginvolved
in conducting econamic palicies and nd representing some econamic interests. The
mainobjediveof the asciationistointensify the exchangesbetweenitsmemberswith
a view to improve their insight into international economic developments.
TheCentral Planning Bureau isalong-standing member of this organisation, which
is appredated as a valuable platform for exchange of views with mostly non-govern-
mentalinstitutes, next to the Bureau'sofficial contadswithin particular OECD and EU.
Moreover, it is a useful source of information when making CPB-forecasts.

Twice ayea world econamic isaues are discussed in the plenary medings of the
AIECE.Mgjor paintsonthe agenda aethe general report onthe European conjuncture,
preparednturn by oreof theinstitutes, andthe presentation d seleded spedal studies.
Two standingworking goupsreport onrespedively the devel opment of world commo-
dity prices, and onworldtrade. Inaspedal sessonreportsare discussed onlonger-term
prospectand structural changes. These reports are meant to give ageneral assesanent
of developments in the respedive fields. As the results may be interesting also for a
wider pulic, the CPB pubishestheworking goupreportsin its Working Paper series.

Autumn 1995the German HWWA -institute has reported onworld trade devel opment
on behalf of the Working Group onForeign Trade. The analyses are largely based on
theforecasts provided bythe member-institutes with resped to their own courtry. The
workinggroup cedsmainly with nonEuropean devel opments, and dacesthe European
figuresin aworld setting. The asumptions made with resped to theinternational envi-
ronment(ail prices, ddlar exchange rate dc.) are ansensus forecasts, and thus may
haverequired a modification of the data supdied by the respedive institutes for their
owncourtry. (Thelatest CPB analysescan befoundin: Maao- econamic Outlook 1996,
Septembel995. Summarisingtrade tableswith e.g. market growth, cd culated import
prices.export prices of competitors give theinstitutes the oppatunity to re-assesstheir



forecastsThe trade report thistime dso contains a spedal contribution bythe Dutch
CPB, analyzing the relation between world trade volume and economic growth.

The Belgian IRES-ingtitute reported on kehalf of the Working Group onCommodity
PricesThegroupisformed byspedalistsonraw material pricesof the AIECE member
institutes. Their half-yearly repoetaluates recent development of commodity prices
andpresents, startingfrom aset of framework assumptions, detail ed priceforecatsfor
alarge number of commodity groups for the cming yea andahalf. Onetechnicd as-
sumptionmade in its report is constant exchange rates, which is the most striking
differencewith the gproach of the trade group. As there is indeed an exchange of
informationbetween the working goups, other differences in framework assumptions
are usually limited.

Henk Don
Director
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PART | WORLD TRADE 1994 - 1996

[.1 The world economy in 1995 and 1996

Overshadowedby reaurring currency turbulences the upswing d the world econamy,
which had started in the second telf of 1993,continued thisyea, thoughthe expansion
lost momentum. In the first half of 1995 the current annual growth rate of gross
domestigoroduct of OECD courtrieswas distinctly lower than the year-on-yea rate of
almost3% might indicate. Theslowdownwasmaost pronauncedin North Americawhere
thestrategy of the Fed isaimed at asoft landing d the e@namy onthe path of potential
growth.At the sametime, stagnationin Japan in the wake of the smouldering debt crisis
andthe strong yen proved to betenadous. Inthese drcumstances, recvery in Western
Europewas the most important expansionary forceleft in the industrial courtries. In
general production here continued itsrisein thefirst half of 1995,thoughat areduced
pace However, the emnamic dimate began to coal down. To some extent, thiscan be
attributedo the eali er marked rise of long-term interest ratesin the course of 1994.But
alsothewedaknessof thedadll ar inthefirst half of thisyea andturmoil of intra-European
exchangeatesburdened businessexpedationsin quite anumber of European courtries.

Economicgrowth in OECD courtries is not expeded to decderate further in 1996.
However,there ae important risks and urcertainties. This is most apparent in Japan
wherethe |ability of the financial pasitions of firms and espedally of banks due to the
consequenceas thespeaulative"buble” of thelate eghtiesandto thestrong yenis ill
high.In the United States where simil ar debt problems obviously have been defused it
cannotyet betaken for granted that the difficult task of dampening avigorous upswing
withoutcausing stagnation a even recessonwill be acomplished. In Western Europe
the dampening impad of incressed longterm interest rates sems to be more
pronouncedhan expeded, all the more & progressin improving structural condtions
for growth is dow. It is of highimportance therefore, whether and when the reversal
of interest ratetrends snce ealy 1995will sufficiently strengthen expansionary forces.



Tablel.1  Main assumptions and world trade forecast 1994 - 1996

Spring 1995 Autumn 1995
1994 1995 1996 1994 1995 1996
annual percentage changes or levels
GDP volume
United States 4.1 3 2 4.1 3 2Y,
Japan 0.6 1% 3Va 0.5 % 2
OECD Europe 2.5 3 3 2.8 3 2%
OECD total 2.8 2% 2% 2.8 2%, 2Y,

Exchange rates (levels)

DM per dollar 1.62 1.50 1.50 1.62 1.45 1.50

Yen per dollar 102 95 95 102 95 100
World trade prices ($)

Crude oil (level, $/b) 15.7 16.7 16.7 15.8 17 17

Non-energy commodities

(HWWA-index) 19.0 18 2 19.3 14 2

Manufactured goods 15 3% 1Y 2 7 -1
World trade prices (nat. curt.) 2 3 3 2 3% 2
World trade volume goods 10 8% 7Y% 92 8% 7Y%

Exports Western Europe 9%, 8 6%2 9%, Y2 6Y2

Imports Western Europe 8 7 6% 8% 5% 5%

# Forecasts derived from world export price, oil price and price of non-energy commaodities.
® Average of imports and exports.

Theforecast for 1996is based onthe expedationthat the US econamy will cortinue to
grow on a path dightly below potentia growth. This takes into acourt that no
overheatinghas to be balanced. Such a development would constitute favourable
conditionsfor supppating expansionary forcesin aher courtries. Amongthem Japan
is expededto graduall y overcome stagnation after apartial recovery of the competitive
position due to the recent depredation of the yen. In Western Europe moderate
economicexpansionis probable to continue & conditi ons have improved owing to the
decreasef interest rates this yea and the relaxation d monetary pdiciesin qute a
number of countries. On tlwehoe, demand and productionin industrial courtries are
forecasted tdurther expand at abou the slower pacethat evolved duingthe first half
of the aurrent yea. This will bring abou an increase of grossdomestic product of
industrial countries by roughly 2%2% in 1995 as well as in 1996.

Accordingly, moderate growth of demand will berefleded in rather balanced primary
commoditymarkets and nosignificant change of the adual pricelevel of commoditi es.



This aso hdds for world al markets. The average OECD crude oil import priceis
projectedit around $ 17 pr barrel alsoin 1996, notakinginto acourt apossblelifting
of the UN embargo on Iraqg deliveries.

Exchangeate assumptions of theforecast scenario are governed bytheimpressonthat
therecant corredion d an ealier overshoaing haslaid groundfor more stability inthe
forecast periodThe outcome of thisis an average ddlar rate of DM 1.45in 1995and
DM 1.50in 1996, respectively ¥ 95and ¥ 100.Intra-European exchange rates are
assumed to hold steady.

Astothereoording d tradefiguresby European courtries uncertainties gemming from
the change of thetatisticd system in 19934till seem to impair the analysis of foreign
trade Dueto base dfedsthisalso hddsfor growth ratesof exportsandimportsin 1994.
Moreover,as problems evolving in the mlledion and preparation of figures by the
statisticaloffices are still im portant, the information onthe aurrent yea ismore scarce
than before 1993 at this time of the year.

[.2 World trade
Developments in 1995

Slowergrowth of demandand productionisrefleded in the devel opment of world trade
in 1995 .Espedally importsof industrial courtries havelost momentum. A reduction o
the growth rate from 10¥%% in 1994to abou 8% in 19% is expeded. This tendency
holdsfor North America @ well asfor Western Europe, whil ein Japan the stimulation
by the high exchange rate of the yen prevailing urtil summer is superimposed onthe
impact of weak demand.

Imports of developing courtries seem to continue their vigorous growth, ariginating
aboveal in the newly indwstrializing econamies. But also supdiers of primary
commoditieshave profited from the world economic upturn duingthe last yea via a
brisk recovery o&xport income and a wrrespondngincrease of import capadty. The
oil producers, however, still suffer from an abundant supdy of oil from sourcesoutside
OPECand, correspondngly, low oil prices. Due to balance-of-payments restrictions,
this group d courtries is hardly increasing its imports. On the other hand, quite a
numberof courtriesin Eastern Europe have improved their external positionthanksto
higherdemand aiginating in Western Europe. This all ows a marked increase of their
imports.
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Graphl.1 Export and import volumes (seasonally adjusted)?

& Calculations by HWWA based on IMF-figures.
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All inall, the growth of worldimportswill be lower in 1995than in 1994 althoughthe
rate, dedining from amost 10% in 1994to dightly more than 8%, still will be
remarkablyhigh. Theimpad of theslower increase of import demandisclealy showing
up in the exports of most European courtries, thoughthe performance of individual
countriegsinfluenced bythe marked exchangerate dhangeswhich occurred duingthe
pastfew yeas. This also explains a further acceerating export growth in the United
Statesln Japan thelossof market shares dill continues, albeit |essmarked than before.
This will show up in a slightly higher export growth. Among dher courtry groups
primarily the oil exporterswill mi ssthe average growth rate of world exportsby awide
margin again, while eporters of manufadures among developing courtries will
continue to take advantage of a still rather brisk demand for their products.

Estimate®f theimpad of recent changesin competiti vepasitionsof industrial courtries
aremadedifficult by the pronourced fluctuations of exchangeratesin the murse of this
year.Thus, the US ddllar weakened in the first four months by more than %% vis-a-vis
the ECU and by 1P6 vis-a-vis the Japanese yen. The fall of the ddllar, in return,
triggereda shift of exchange rates among European currencies which foll owed byand
largethe same pattern asin 19921993.Already in the curse of August, howvever, part
of recent shifts vanished in the wake of some strengthening of the dollar.

In alonger-term view the ddlar rate vis-a-vis the ECU this September was not very
different from the level prevailing in the beginning o the nineties. This markedly
contrastwith therelation between ddlar and yen. Here the exchangerate of the doll ar
asof September still was abou a quarter lower than the 1991average, tantamourt to a
substantialappredation d the yen by 3%%. However, the outcome for individual
Europearcurrencies vis-a-visthe ddlar is s1owing pronourced divergencies, ranging
from an appredation d the SwissFranc of more than 20% during the same periodto a
corresponding devaluation of the Italian lira by almost a quarter.

Prospects for 1996

Thescenario of OECD emnamic growth continuing at the moderate pacethat evolved
in thefirst half of 1995Ii kewise determines the forecast of world trade. The decease
of the growth rate of trade from 8¥%%6in 1995t0 7%%6in 1996isnat contrary to this, as
the figure for the current year is enlarged by a remarkable "carry-over".
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Graph 1.2 Real effective exchange rates’

& Calculatedby IMF, based onrelative normalized urit labor costs in manufaduring. August, September
1995: nominal changes.

This pattern of world trade mirrors developments in the industrial courtries. Their
importswill continuetoincrease markedly in 1996 Still, the yealy growth rate will be
distinctly lower thanin 1995 deto aslowdown of import growth in the United States,
wherecgpadty presaures will abate, and in Japan, where the stimulation effed of the
strongappredation d the yen till | ast spring will diminish. In Western Europe lower
ratesof import growth are forecasted for a majority of courtries. Thisis balanced, on
thewhale, by higher ratesin Germany, Spain, andthe United Kingdam. Because of the
big share of redprocd trade the decderation also will show up in the exports of the
industrial courtries. The exception is Japan, dwe to a catain remvery of exports
supported by the recent depreciation of the yen.
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Lessdynamic import demand d industrial courtries will reduce eternal impulsesfor
other regions in the world. However, the growth process there has becme less
dependenbn diveries to industria courtries, while trade within the nonindustrial
world is geeply rising. Taking this into ac@urt exports as well as imports of newly
industrializedeconamiesand d many ather non-oil developingcountriesareforecasted
to continue their marked increase. In many East European courtries in transition
weakening conjunctural impulses ®ports to Western Europe will be compensated
bytheincreasingeff edsof econamicintegrationso that exportsandimportswill expand
atahardly changing rate. On the other hand, OPEC courtries san to gain littl e from
continuedgrowth of theworld econamy, as oil supgi esfrom other sourcesincrease and
oil prices remain depressed. Thus, poor export revenue willpentyit a slow rise of
OPEC imports.

.3 Long-term trends in world trade

Notwithstandingthe world ecnamic recovery in 1994- and contrary to ogtimistic
scenarioprevaili ngat the start of thisdecale - thefirst half of the ninetieswasaperiod
of rather slow growth of theworld econamy. On ayealy average, world grossdomestic
productroseby 2.4%. Even excludingthetransitioncourtriesthe growth ratewas 2.8%
which is distinctly below the longterm trend. Compared to this, world trade held up
remarkably well, with an average growth amounting to 5.%%. The dadticity of 2
exceeded the long-terralationship olserved before by awide margin. Thisisall the
moreremarkable taking into consideration the problems arising from marked output
gapsand Hgh uremployment in many courtrieswhich favoured protedionist adivities.
Theimportanceof world tradefor the growth of productivity andred incomescalsfor
a look at the sources of higher world trade dynamics by country groups.

Therelative accéeration o trade growth started already in the late @ghties. Therefore,
andin order to minimise acédental i nfluencesit seamsappropriateto compare extended
periods Accordingly, thefoll owingcomparisonisbased onIMFfiguresfor thetwo 10
yearperiodsfrom 1977to 1986and - including Groupforecasts for thisand rext yea
- from 1987to 1996.This is adequate dso with regard to similar patterns of the
businesscycle in indwstrial courtries in bah periods. In this cdculation transition
countries could not be included because comparable data are not available.

The mgjor single determinant of world trade growth is trade of indwstrial courtries
becausef thesheea sizeof their econamiesand d their foreigntrade sedors. Even after
a distinctly dedining trend in the ealy nineties their share of nominal world trade
actuallystill i sin the order of 70%. Theresidual iscontributed by ceveloping courtries
in a broad sense.
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Tablel.2  World trade volume

Exports Imports
1994 1995 1996 1994 1995 1996
annual percentage changes
OECD countries 9 8% % 10%2 8Y4 6Y4
Western Europe 9Ya 7Y% 6% 8% 5% 5%
OPEC 3 3 3 -8 2 4
Other developing countries 12 11 10 11 9 10
Eastern Euroge 12 91, 8 7 8 8

Table!1.3  World trade unit values (dollars)

Export unit values Import unit values
1994 1995 1996 1994 1995 1996
annual percentage changes
OECD countries 2% 8 ) 1% 7% 0
Western Europe 3 11 -1 3 11 Sz
OPEC -3 6 0 2%, 7 1
Other developing countries 2 6 2 3 6 1
Eastern Euroge 21> 5% 1% 2 6 1
Tablel.4  Unit values of OECD regions (national currencies)
Export unit values Import unit values
1994 1995 1996 1994 1995 1996
annual percentage changes
United States 0 1% 2 ~Ya 3 2
Japan -1 -2 0 -8 -4 3
Western Europe 1% 2% 2 1% 3Ya 2Y%
OECD countries 2 2% 2Y4 1% 2% 2%
Tablel.5 Exportsand market performance of OECD regions
Export volumes Market performande
1994 1995 1996 1994 1995 1996
annual percentage changes
United States 11 13 10 1 3% 2
Japan 2 5 7 e -3% Sz
Western Europe 9Ya Y2 6%2 Yo Yo 0
OECD countries 9 8% 7Y -Y Y Yo

& Eastern Europe including extra-trade of former Soviet Union.
® Export growth minus export market growth.
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Thevolume growth of imports of the industrial courtries accéerated slightly between
both periods, from an average yealy increase of 4.8% to 6.(0%, gang aongwith a
marginallylower rate of GDP growth. At the same time, in the developing courtries
therewas a legp o import growth from 2.7% to 9.5%, while GDP growth slightly
strengthened. Still more pronounced wasditvergence with exports, the growth rate
of which accéerated from 4.4%to 5.8% ininduwstrial courtriesandfrom 1.1%to 9.5%6
in developing courtries. Obviously, the dasticity of foreign trade in relation to the
growth of total output distinctly increased in both regions.

Tablel.6 Sharesinworld trade

Exports Imports

1976 1986 1996 1976 1986 1996
%

Industrial countries 75.3 77.1 69.6 71.0 76.7 71.0
Developing countries 24.7 229 30.4 29.0 23.3 29.0
Fuel exporters’ 8.8 5.9 45 16.0 6.6 5.6
Non-fuel exporters 15.9 16.9 25.8 13.0 16.7 23.5
Manufacture$ 8.3 10.9 18.3 7.1 11.3 17.9

2 Predominant export. ° Including Mexico.
Sources: IMF; World Economic Outlook, May 1995. Figures for 1996 are forecasts of the Group.

Dueto the diverging expansion d foreign trade the contribution d the two courtry
groupsto the growth of world trade dhanged remarkably. On the one hand, the growth
contributionof industrial countries, cdculated ona volume basis for the arerage of
importsandexports, deaeased from 88% between 1976and 19860 63/ between 1986
and1996.Correspondngly, the cntribution o developing courtries to the growth of
world trade rose from 12% to 35%.

As a mnsequenceof their favourable performancethe share of developing courtriesin
nominalworld trade which had deaeased during the ealier period from 27% to 23%
in 1986 pobably will amourt to abou 30% in 1996. This change of diredion
exclusivelymirrorstendenciesin ail exportingcourtries, wherethelossof world market
sharesvasvery pronourced duingthefirst periodstartingfrom the highlevel achieved
after the first oil price explosion. On the other hand, exporters of manufagnwesl
amongdevel opingcourtries dealily increased their shareinworldtrade, from abou 8%
in 1976 to probably 18% in 1996.



16



17

PARTII  VOLUME GROWTH OF WORLD TRADE 1994 - 1996
- An exercise with the new CPB World Model

According to most forecasts, world traitlegoods grows much faster than GDP in the
OECDareaover theyeas19941996.A partial investigationwith the new CPB World
Model reveds that this phenomenoncan, to alarge extent, be explained by historicd
relations.

1.1 Introduction

This paper addresses the questionwhether the aurrent rapid rise of world trade relative

to OECD productioncan be explained by Hstoricd relations. Asagenera referencewe

will usetherecent OECD Econamic Outlook,which estimatesthe 1994 vdume growth

of world trade in goods at 9.8% with GDP growth in the industrial world at 2.9%. For
the19951996 feriod poduction gowthinthe OECD areaisforecasted to hdditspace
whereasthe growth of world trade is projeded to decderate dightly to an average
annual rate of 8.4%.

Thehistoricd relations employed in this paper form part of the new CPB World Model
(WM). Sedion 2 dfersashort introductiontotheimport relations of WM, andexplains
why wewill focuson OECD importsrather than onworld trade. The analysis of OECD
import demand within the framework of WM isin sedion 3.Concluding remarks are
allocated to section 4.

1.2 Import relations in WM

WM isatraditional maao-econamic model of theworld econamy. It contains smil arly
structurectourntry modelsfor the six largest OECD emnamiesandtwo OECD regions,
comprisingall other OECD courtries. For the nonOECD areaonly traderelations are
specified to close the world model.

Internationatradeisdivided into nonfador services andthreekinds of goods: energy,
otherraw materials and industrial products. In the WM models for OECD countries
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import demand for ead o these products is linked separately to eleven demand
categories:

(1) my=o*v; +B*(pm; - pv) +v;

for ~m; import volume change of product i in behalf of demand categorie j
v volume change of demand categorie |

pm import price change of product i

pv, price change of demand categorie j

The general philosophy kehind these relationsis that total demand can be satisfied by
eitherdomestic production a imports. The distributionis partly dependent onrelative
prices.Apart from this, there is alongterm tendency for imports to grow faster than
total demand, particularly for imports of manufadures and nonfador services. This
showsup in equation (1) as a positive mnstant y; and/or a demand elasticity o,
exceeding 1.

Linking imports sparately to the various demand caegories grealy improves the
explanatiorof import volumes, as demand categories with ahighimport intensity (i.e.
consumption of durables, investment in madinery and transport equipment,
stockbuildingandexport demand) display relatively sharp cyclicad movements. Linking
imports diredly to total demand would result in high demand elasticities and (very)
negativeconstants. Such relationsare not very useful for the analysis of import demand
over the short- and medium term.

Totalimport growth of product i can be determined as aweighted average of m;, using
import shares of product i per demand categorie as weights:

(2)  m =a*vh; +B*(pm; - pvh) +v;
for m,  import volume change of product i

vh,  volumechangeof total demandreweighted withimport sharesof product i
pvh price change of total demand reweighted with import shares of product i

Importvolumes of goodsand services of thenon-OECD area are determined in WM by
(lagged)red export earnings, including ret transfers. The missng model-link between
total demandandimportsfor thisarea prevents aproper analysis of the cntribution o
non-OECD imports to the current rapid rise in world trade.
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1.3 Import demand projections with WM

The analysis presented in this ®dion refers to tota trade in good, athoughthe
underlyingmodel cdculations are made & amore detail ed level. Asareferencefor our
modelforecasts we will use the recent OECD Econamic Outlook data and projedions
to 1996.

As our model is not well-suited for a proper analysis of current trends in non-OECD
imports, wewill simply comparetheimport development of the nonrOECD and OECD
area.The volume growth of nonOECD imports in the 19941996 mriod slightly
surpassesnport growth of the OECD area whereas over the past 15 yeasnonOECD
import growth fell slightly short of that in the OECD area From this we may conclude
that non OECD imports certainly do nd hamper the aurrent rapid rise of world trade
volumes, but they do not seem the main explanatory factor.

The analysis of OECD imports over the period 19781996is based onequation (1).
Values of the explanatory variables for the yeas 19941996 are taken from the
EconomicOutlook. A complicating fador in this kind d analysisis that imports are
partly determined by exports, whereas exports are fully dependent onimport levels (in
othercourtries). Exportsare, therefore, na treaed asexogenousfadors of demand, bu
instead calculated as endogenous demand variables in the model.

The contributions of the various explanatory variables in equation (1) with resped to
total OECD importsof goodsare depicted in graph 1,together withthe model residuals.
Relativeprices do rot play a major role in the explanation d import volumes in our
model,espedally na inthelonger run. The ontribution d thisfador inthe 19941996
period is insignificant.

The autonamous fador, i.e. the weighted sum of al constants vy; in equation (1),
contributes positivelyo the aurrent OECD import growth. The steady increase of this
factor over time is due to changing courtry and, more particularly, product sharesin
total OECD imports. The changing product mix also influences the arerage demand
elasticity:at the level of total OECD imports « rises geadily from 1.3in 1978to 1.4in
1996.From this we may conclude that the dhanging product mix in world trade tends
to accderate the growth rate of total imports relative to (import reweighted) total
demand.



20

Graph 1.1 Determinants of the OECD import volume of goods, 1978-1996
(annual percentage changes)

The import reweightetbtal demand vdume is by far the most important explanatory
factor of import volumes. It also pdnts to a cnsiderable upswing in OECD imports
overthe yeas 19941996,in spite of the rather modest production gowth. Graph 1.2
depictsthe volume growth rates of GDP and import reweighted total demand in the
OECD area It shows that the gyclicd fluctuations of import reweighted demand are
more volatile than of GDP. It aso shows that the diff erences in growth rates in the
currentupswing are rather extreme cmpared to previous cycles. This element largely
explains the onsiderable margin between the arrent growth rates of imports and
production in the OECD area.
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Graph11.2 GDP and import weighted total demand in the OECD area, 1978-1996
(annual percentage volume changes)

However the positive residual in 1994(seegraphll.1 d) revedsthat WM cannat fully
explainthe sharp rise in OECD importsin that yea. To alesser extent thisis aso the
casefor our 1995import forecast relative to that of the Econamic Outlook. The size of
theresiduals, however, isnat unwsual inahistoricd perspedive. Wemay, therefore, na
concludethat historic relations of import demandare nolonger valid. Thisbecomesall
the more evident as we look at graph 3,which depicts adual and forecasted OECD
import growth over the yeas 19781996.It appeas that the explanatory power of the
modelparticularly falls short when reweighted total demand gowth reades pesks (as
is currently the case) or troughs.

lTheimport forecasts, particularly of pegksandtroughs, improve mnsiderably if we aldthe esolute change
in demand gowth to equation (1). This gedficationis currently tested onits model properties. With this
specificationthe model has no dfficulty in explaining the rapid rise of OECD import demandin 1994 and
even tends to overestimate OECD import growth in 1995 relative to the Economic Outlook projection.
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Graph 11.3 OECD imports of goods: realisations versus model forecasts, 1978-1996
(annual percentage volume changes)

A closer look at individual OECD courtries ows that in particular the Economic
Outlookestimates and projedionsfor current Japanese importsare out of step with our
modelforecasts, asis shownintablell.1. The development of Japaneseimportsover a
longer period is hard to explain with equat{@y residuals over the past 15 yeasare
extremely large a well. The estimated parameters of the Japanese import equations,
however are nat very diff erent from those of other OECD countries. The unexplained
accelerationsof Japanese imports are posshly conreded to dficial pdicies. The
internationapresaure onJapanto reduceitstrade surplus may currently be of influence.

ThePlaza greanent of 1987wasalso foll owed byasharp urexplained risein Japanese
imports.
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Tablell.1 Differentials between Economic Outlook and WM? forecasts of goods

imports
1994 1995 1996
annual percentage volume changes
Japan 12.7 8.2 5.6
Other OECD countries 2.4 1.0 0.5
Total OECD-area 3.2 1.6 0

WM import forecasts are based on Economic Outlook data as far as explanatory variables are
concerned, with the exception of export demand volumes which are endogenous in WM.

1.4 Concluding remarks

The current rapigdrowth of world tradein general and & OECD importsin particular
canbe largely explained by Hstoricd relations, in spite of the rather modest overall
production gowth. The main explanatory fadors are the ongang shift in the product
mix of international trade andtherelatively sharp cyclicd increasein import-intensive
demandThe aurrent rapid risein Japaneseimportsremainslargely unexplained within
the framework of our model: international political pressures may play a role here.



24



25

PART Il STATISTICAL ANNEX

Sources:

Thetablesin this annex are based on dita submitted by AIECE member institutes for
their own courtries, and estimates of the Working Group onForeign Tradefor all other
countries and regions.

Technical note:
Decimalpercentage changes of summary figures cd culated from rounced courtry data
are not intended to be more accurate than these.



