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World Trade Growth Slower In 1998 After Unusually Strong Growth In 1997

The rate of growth in the volume of world merchandise exports slowed to 3.5 per cent in
1998, from over 10 per cent in 1997, due largely to continuing economic contraction in much of Asia.

World output growth slipped to 2 per cent in 1998, compared to 3 per cent in 1997. Although
trade growth still exceeded output growth in 1998, it was by a smaller margin than the average for the
1990s.

Export growth in 1999 is expected to match that of 1998, but for this projection to be realized,
trade growth will have to accelerate during the course of 1999. This projection also assumes that
slowing output growth in the United States and Western Europe will be offset somewhat by recovery
in Asia. A faster than expected slowdown in the United States or Western Europe, or slower recovery
in Asia, would clearly imply export volume growth below 3.5 per cent in 1999.

These are among the findings of the WTO's first report on trade developments last year and the
outlook for this year (reproduced below). Other highlights include the following:

Trade contraction in Asia has been the biggest factor in the global trade slowdown: But
there has been a marked slowdown in global export expansion throughout 1998, reflected in the
performance of all major regions.

Trade performance measured in volume terms differed widely among regions in 1998,
particularly on the import side: Imports into Asia fell by 8.5 per cent, stagnated or fdl slightly
in Africa and the Middle East, and expanded by 7.5 per cent in Western Europe and by some 10
per cent in North America, Latin America and the transition economies. Export volume growth
was strongest in the transition economies and Latin America, at 10 per cent and 6.5 per cent
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respectively, and increased marginally in Asia (1 per cent). Western Europe's export growth was
dlightly above the global average, at 4.5 per cent, and that of North America was below the
average, at 3 per cent.

Exports of merchandise and commercial services amounted to US$6.5 trillion in 1998: In
value terms, merchandise exports amounted to US$5.2 trillion and commercial services to US$1.3
trillion. This represents a fall of almost 2 per cent in dollar terms over exports in 1997, but till
exceeds the levd attained in 1996. This is the strongest decrease since 1982. Exports of
commercial services recorded the first annual decline in value terms since comprehensive
statistics became available in the mid-1980s.

Commodity prices fell sharply in 1998, pushing the share of primary products in world
exports below 20 per cent in current price terms for the first time in the post-war period:
Qil prices fel by 30 per cent in 1998, or 40 per cent from a year-end to year-end basis. This
picture has been mitigated by increased oil prices in the first quarter of 1999. Non-oil primary
commodity prices fell by 15 per cent on a yearly average basis in 1998, and by some 10 per cent
on a year-end basis. Prices of internationally traded manufactured goods and services also
declined in 1998, but by considerably less than those of primary products.

Reduced commodity prices have particularly affected the export earnings of African and
Middle Eastern countries: In addition to the 11 member countries of OPEC, some eight other
countries depend on fuel exports for more than 50 per cent of their export earnings. Over twenty,
mostly developing countries, depend on agricultural exports for 35 per cent or more of their
export earnings, but these countries are generally not as severely affected as the oil exporters by
commodity pricefalls.
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Contractionary conditions in Japan and the fall in oil prices led to a fall of 17 per cent in the
dollar value of imports, to a level below that of Germany, the United Kingdom and France. In
general, Canada, Mexico and many West European countries improved their position among the
leading importers (and exporters), while those of Asian countries and Russia deteriorated.

Fue exporters generally recorded the strongest decline in merchandise export value among all
countries. For a number of them, the dollar value of export earnings decreased by one-quarter to more
than one-third in 1998 (e.g. Saudi Arabia, Libya, Nigeria and Venezuda). Oil exporters and the East
Asian traders lost, while Mexico and most West European countries gained in market share.

Last year, China's merchandise exports exceeded those of Hong Kong, China for the first
time. The contraction of Russia's trade under the impact of the fall in fud prices and the outbreak of
the financial crisis have lowered Russia's (extra-ClIS) exports to below those of Irdand and its imports
to less than those of Poland.

Despite the decrease in the nominal value of world trade, a few countries continued to expand
their exports by more than 15 per cent. This group comprises Ireland, the Philippines, Hungary and
Costa Rica. Throughout the 1990-98 period these countries expanded their exports two times faster
than the global average.

The United States consolidated its position as the world leading trader in 1998, accounting for
nearly one-sixth of merchandise imports and services exports and one-eighth of merchandise exports
and services imports.

East Asian countries' exports of commercial services decreased in 1998 significantly faster
than their merchandise exports. One explanation for this development might be that intra-Asian trade
is more important for services than for merchandise exports and thereby more affected by the
contraction of Asian demand. However, the lack of statistical information on the destination of
services exports precludes confirmation of this possibility.

Although price variations in commercial services are estimated to be far smaller than those
for merchandise trade in 1998, the variations in the performance of individual services traders were at
least as large as those for merchandise traders. Among the leading commercial services exporters, the
strongest declines were recorded by Singapore and Malaysia, while India and Spain recorded
increases in excess of 10 per cent. The Asia (5) countries recorded contractions in their services
imports ranging from about 20 per cent to more than 30 per cent. India, Spain and Ireland recorded
import increases between 10 and 20 per cent. Given the provisional nature of the above data and the
past experience of substantial revisions even for year-old data, caution is called for in interpreting
current services statistics.

1. Reper cussions of the fall in commodity prices

In 1998, an increase in the supply of many primary commodities coincided with a slowdown
in economic activity, leading to a sharp drop in commodity prices. Prices of non-fue commodities
and crude oil fdl by 15 per cent and more than 30 per cent, respectively. Although prices of
manufactures decreased as well, prices of primary commodities decreased much faster (for the second
year in arow).

As the oil price decline accelerated during the course of the year, the year-over-year changein
December 1998 exceeded 40 per cent. For non-fuel primary commodities, the period of weaker prices
started earlier and moderated in the second half, with the result that the decline at the end of the year
(about 10 per cent) was smaller than the annual average for 1998 (Chart 2). Oil exporters have yet to
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V. Global trade outlook for 1999

The slowdown of world trade and output growth had not been reversed by the end of 1998.
While Japan's GDP continued to shrink in the fourth quarter of 1998 and many West European
countries recorded a weakening in their economic performance, the U.S. economy accelerated.

Significantly slower GDP growth in Brazil in 1998 and contraction in Russia will negatively
affect the growth of neighbouring economies with whom they have extensive trade ties. The sharp
contraction of output and trade in the Asia (5) countries appears to have bottomed out, and a moderate
recovery is the most likely scenario for 1999. Asthereis generally a time-lag between reduced export
earnings and lower import levels, the steep fall of oil and commodity prices will have its full impact
on investment and consumption in the commodity exporting countries only in 1999. The extent of
this impact may be mitigated in the case of oil prices, however, should the recent increases in prices
prove sustainable.

Glabal output growth may weaken slightly in 1999. Moderately weaker growth in the United
States and Western Europe may not be offset by a lower rate of contraction in Japan. Given the size
of the Russian and Brazilian economies in regional output, production levels in the transition
economies and Latin Americais likely at best remain unchanged from the preceding year.

On the basis of this sluggish output growth, overall trade expansion may not differ much in
1999 from the 3.5 per cent observed in 1998. Even this moderate expansion, however, is associated
with major downside risks and would imply an acceeration of trade growth in the course of 1999. If
slower output growth in the United States or Western Europe turns out to be more pronounced than
presently expected, and if the recovery in East Asia (including Japan) is more delayed than projected
by most observers, world trade expansion could be below 3.5 per cent. The United States is expected
to record the highest growth rate among theindustrial countriesin 1999, but on the condition that U.S.
consumers do not rapidly correct their historically low savings rate, and that any stock market
correction will not have a major impact on investor and consumer confidence.
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Appendix Chart 1

M erchandise trade of Asian countriesin financial crisis®, 1997-98
(Billion dollars and percentage)
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# The group comprises: Indonesia, the Republic of Korea, Malaysia, Philippines and Thailand.
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