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ABSTRACT

     

In 1999 Latin America was once again influenced by the adverse international economic
environment, which had a decisive impact on the countries’ economic policies and
performance.  As a consequence of the continuing decline in the prices of non-fuel
commodities, together with unstable and deteriorating terms and conditions for external
financing, the net transfer of resources for the region as a whole was negative for the first
time since 1990, and the previous trend towards a widening deficit in the current account of
the balance of payments became untenable.  The corresponding correction was coupled
with a downturn in domestic demand and imports that translated into the virtual stagnation
of the region’s gross domestic product.

The region also witnessed a further deterioration in the employment situation.
Nonetheless, inflation held steady at around 10% for the region as a whole despite more
flexible foreign-exchange policies and the resulting devaluation of many countries’
currencies.  The South American countries were the hardest hit by external problems, and
intraregional trade (mainly of manufactures) fell sharply.  In contrast, Mexico and the
Central American and Caribbean countries were able to take advantage of the burgeoning
United States market to boost their exports and their levels of economic activity, thereby
counteracting the detrimental effects of the international financial crisis.

As the year proceeded, the growth of the world economy, the progressive normalization of
capital flows, improving commodity prices and the adoption of macroeconomic policies
that were more conducive to economic reactivation combined to produce the first glimmers
of an upswing in economic activity which is expected to take firm hold in the year 2000.
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REGIONAL PANORAMA 

     

1. Introduction

The international financial crisis continued to dominate economic trends in the Latin American and

Caribbean region for the second year in a row. A sharp decrease in capital inflows, together with the

high volume of interest and dividend payments abroad, meant that net resource transfers to the

region were negative for the first time since 1990. At the same time, low commodity prices (except in 

the case of oil), in combination with the downturn in intraregional trade experienced by the South

American countries, led to a decline in export earnings for many countries.  Thus, despite the best

efforts of policy-makers to deal with the adverse external scenario, GDP growth stagnated in 1999.

This regional average, however, masks sharp
differences across countries.  Mexico and much of

Central America and the Caribbean −which have close
links with the booming United States economy through
maquila transactions, other manufacturing  and

agricultural trade, and tourism− grew at moderate or
even high rates.  The South American countries, by
contrast, with their concentration in commodity
exports and their significant level of intraregional
industrial trade, fared poorly.  Nonetheless, even in the
latter cases, there were signs of an incipient recovery in
the fourth quarter of the year which can be expected to
gather momentum in 2000.
Not sur pris ingly, job cre ation slowed in most of

the South Amer i can coun tries but proved to be more
dy namic in Mex ico, Cen tral Amer ica and much of the
Ca rib bean.  For the re gion as a whole, em ploy ment

slipped from 53.7% of the work ing-age pop u la tion in
1998 to 52.5% in 1999 while un em ploy ment climbed
from 8.0% to 8.7%, the high est rate ever to be reg is tered 
since re cords be gan to be kept for a sig nif i cant num ber
of coun tries.  Aided by low rates of in fla tion, real wages 
per formed better than em ploy ment did.  In deed, the
con sol i da tion of the price sta bi li za tion pro cess
con tin ues to be one of the prin ci pal achieve ments of the
de cade.  At around 10%, in fla tion re mained un der
con trol de spite the de pre ci a tion of a num ber of
cur ren cies, and 17 of the 22 coun tries for which
in for ma tion is avail able had sin gle-digit rates for 1999.
The trade deficit shrank, mainly as a consequence

of the slump in imports triggered by the stagnation of
income levels, which discouraged purchases in general, 
and the depreciation of local currencies, which raised
the cost of foreign goods.  Exports also fell in many

Preliminary overview of the economies of Latin America and the Caribbean, 1999 9








2. The external sector

The  in ter na tional cri sis  left  its  mark on the  re gion’s
ex ter nal sec tor for the sec ond year in a row, as the
re gion felt the ef fects of slug gish for eign cap i tal flows
and a steady slide in non-fuel com mod ity prices. In
con trast to what had oc curred the pre vi ous year,
how ever, the sharp ad just ment in the re gion’s
econ o mies put a stop to the trend to wards a wid en ing
def i cit on the cur rent ac count of the bal ance of
pay ments. The short fall there fore nar rowed from 4.5%
of the re gion’s gross do mes tic prod uct (GDP) in 1998
to 3.2% in 1999 (see fig ure 1).

The sub stan tial re duc tion in the def i cit was mainly
the re flec tion of a smaller neg a tive bal ance on the trade
ac count. This, in turn, was the re sult of a sharp
down turn in im ports, which more than made up for the
slow down or de crease seen in the ex ports of most

coun tries, par tic u larly in South Amer ica. The def i cit in
fac tor in come wid ened again, al beit mod er ately. At the
same time, cur rent trans fers, es pe cially fam ily
re mit tances, con tin ued their up ward trend in Cen tral
Amer ica and the Ca rib bean, thereby help ing to nar row
these coun tries’ cur rent ac count def i cits.
This re duc tion in the re gion’s def i cit was off set,

how ever, by the de crease in for eign cap i tal in flows and
higher profit re mit tances; the com bi na tion of these
fac tors re sulted in a neg a tive net trans fer of re sources
for the first time since 1990. As had also been the case
the year be fore, the re gion had to draw upon its
in ter na tional re serves and com pen sa tory fi nanc ing, this 
time some US$ 13 bil lion. The use of in ter na tional
re serve as sets was less wide spread than in 1998,
oc cur ring mainly in Brazil  and to a lesser ex tent in
Chile, Co lom bia, Mex ico and Peru.

The de cline in net cap i tal in flows con tin ues

Latin Amer ica re ceived au ton o mous cap i tal flows
amount ing to US$ 43.5 bil lion in 1999, which was
down from the 1998 fig ure and lit tle more than half of
the level of in flows in 1997. Only a few coun tries,
mainly in Cen tral Amer ica, saw an in crease in in bound
cap i tal; in flows to most coun tries were lower, and
Ec ua dor and Ven e zuela wit nessed net with draw als.
This sit u a tion stems from the ex ter nal fi nan cial crunch
that be gan in 1998, es pe cially with re spect to loans and
eq uity flows, and car ried over into the early months of
1999. Since then, these flows have been mak ing a
halt ing re cov ery.
As had also been the case in the pre ced ing

bi en nium, a large pro por tion of ex ter nal fi nance in 1999 
con sisted of less vol a tile types of cap i tal; the main such
cat e gory was for eign di rect in vest ment (FDI), which
ac tu ally sur passed the ex cep tion ally high lev els
re corded in 1997-1998. In fact, FDI in flows ex ceeded
to tal cap i tal in flows for 1999, which in di cates that there
were net out flows in other cat e go ries. The main
re cip i ent coun try was Brazil, but Ar gen tina1 and the
Do min i can Re pub lic also posted re cord lev els, and FDI
in flows to Mex ico re mained close to the pre vi ous
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Fig ure 1
LATIN AMER ICA AND THE CA RIB BEAN:

CUR RENT AC COUNT BAL ANCE

(Per cent age of GDP)
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1 In the case of Argentina, US$ 11.6 billion of the FDI it received in 1999 came from the sale of  FYP. Because of the accounting system used

for the balance of payments, this operation had as an offsetting entry a reduction of US$ 10.8 billion in portfolio investment liabilities.



biennium’s  figure  of  US$ 11 billion.  In  a  year  when
pri vate debt flows were used al most en tirely for
am or ti za tion pay ments, FDI in flows made im por tant
con tri bu tions to fi nanc ing the bal ance-of-payments
cur rent ac count def i cit in over half of the coun tries of
the re gion.2  In some cases where there was in suf fi cient
ac cess to pri vate ex ter nal re sources, fi nanc ing from
of fi cial sources, es pe cially loans from mul ti lat eral
agen cies, also played a key role in cov er ing the def i cit.
In ter na tional bond place ments as of No vem ber

1999 amounted to some US$ 40 bil lion, which was
some what higher than the fig ure for 1998. These funds
went primarily  to Argentina,  Brazil  and Mex ico and,
to  a  lesser extent,  Chile, Co lom bia and  Venezuela.
The main is su ers were cen tral gov ern ments and
pub lic-sector com pa nies, since pri vate firms had
dif fi cul ties in ob tain ing fi nanc ing. The size of
in di vid ual is sues was smaller, and there were more
place ments in cur ren cies other than the United States
dol lar, mainly the euro. It was note wor thy that in April
1999, just three months af ter the de val u a tion of the
Bra zil ian real, seven of the re gion’s Gov ern ments were 
able to float bond is sues on in ter na tional fi nan cial
mar kets amount ing to US$ 10 bil lion at a pre mium of
550 ba sis points (5.5%) over United States Trea sury
bonds (5% in April), which means that the cost of
fi nanc ing amounted to an an nual rate of 10.5% in that
month. The US$ 500 mil lion bond is sue placed by the

Gov ern ment of Chile −the first in over 50 years− was
no ta ble for its fa vour able con di tions, since it had a
ten-year term and a spread of just 175 ba sis points. This
up turn was fol lowed by a de cline in is sues be tween
May and Sep tem ber which then gave way to an other
up swing be gin ning in Oc to ber.
Fol low ing the Rus sian mor a to rium in Au gust

1998, the cost of ex ter nal fi nanc ing for the re gion rose

sharply −to an an nual rate of nearly 15%− be fore
grad u ally slip ping back to 10.5% by April 1999. Later
on it rose again, to 12%, and then hov ered around that
level for the rest of the year (see fig ure 2). These rates
re flected the fact that in vest ments in the re gion were
per ceived as be ing high-risk op er a tions and, dur ing the
last few months, there was a rise in in ter na tional
in ter est rates as well. The ma tu rity pro file for the
re gion’s bond is sues had de te ri o rated to an av er age of
five years by the third quar ter of 1999.

Bank lend ing was also af fected by the tur bu lence
on in ter na tional fi nan cial mar kets. Ac cord ing to data
for the first half of 1999 com piled by the Bank for
In ter na tional Set tle ments (BIS), the re duc tion in
lend ing by the in ter na tional bank ing sys tem mainly
af fected Brazil and, to a lesser ex tent, Chile, Co lom bia,
Ec ua dor, Guy ana, Mex ico and Peru. The re cov ery in
in ter na tional bank lend ing to the re gion has been very
slow, es pe cially when com pared to bond place ments.
Among the more vol a tile forms of cap i tal, those

as so ci ated with eq uity in vest ments be gan to flow back
into the re gion’s main stock mar kets mid way through
the sec ond half of 1999. How ever, the avail able
in for ma tion in di cates that this re cov ery has a long way
to go be fore fully re vers ing the large with draw als that
took place in the sec ond half of 1998. Thanks to the
no ta ble im prove ment in eq uity prices in re cent months,
es pe cially in Mex ico, by No vem ber 1999 the re gional
in dex had climbed back up to the level it had reached
be fore Rus sia’s uni lat eral dec la ra tion of a mor a to rium
in Au gust 1998. Nev er the less, the in dex was still 15%
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Fig ure 2
LATIN AMER ICA AND THE CA RIB BEAN:

IN TER NA TIONAL BOND IS SUES
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3. Macroeconomic policy and reforms

Mac ro eco nomic pol icy was marked by sharp con trasts
dur ing the year. The larger fis cal def i cit  par tially off set
the fall in pri vate do mes tic de mand, while mon e tary
pol icy-makers main tained an aus tere stance un til
mid way through the year. This stance was then re laxed
some what, and in ter est rates moved down slightly.
Ex change-rate pol icy also be came more flex i ble. The
sta tus of the bank ing sec tor re mains a cause for con cern 
in sev eral coun tries; new lend ing re mains de pressed
and the qual ity of the bank ing sys tem’s loan port fo lio
has de te ri o rated.

The fis cal def i cit wid ens

The re ces sion ary con di tions ex ist ing in the re gion
drove down fis cal rev e nues at a time when a num ber of
the coun tries had drawn up bud gets for 1999 that
al lowed for in creased pub lic ex pen di ture. The prime
ob jec tive dur ing the year was to con tinue, in so far as
pos si ble, to ex e cute pub lic in vest ment and ex pen di ture
programmes in the so cial sec tor at their bud geted
lev els, even though fis cal rev e nues were lower than
ini tially ex pected. Thus, for the first time in the 1990s,
fis cal pol icy in most of the re gion’s coun tries was not
procyclical.3 As a re sult, the coun tries’ av er age
non-financial pub lic-sector def i cit rose to 3.2% of
GDP, its high est level of the de cade (see fig ure 6). 
The greater in crease seen in spend ing in the re gion

can be at trib uted to four fac tors, the first two of which
re late to in vest ment. Apart from ad dress ing in fra struc ture
in vest ment needs that could no lon ger be put off,
sev eral coun tries that had been hit by nat u ral di sas ters
the year be fore had to make sig nif i cant in vest ments in
re con struc tion work. Hur ri canes Geor ges and Mitch
caused ex ten sive dam age to in fra struc ture in Haiti,
Hon du ras, Nic a ra gua and the Do min i can Re pub lic;
tor ren tial rain fall hurt the pro duc tion sec tors of
Ec ua dor, Mex ico and Peru, among other coun tries; and
Co lom bia’s cof fee-growing re gion was hit by an
earth quake early in the year. In ad di tion, many
Gov ern ments in the re gion have re newed their ef forts
to sat isfy so cial needs that they had been post pon ing as

they strove to main tain fis cal sta bil ity. Lastly, the
ser vice on the pub lic sec tor’s ex ter nal debt (ex pressed
in lo cal cur rency) con tin ued to rise in 1999, both as a
nat u ral out come of  a slightly higher level of ex ter nal
in debt ed ness and be cause of de val u a tions. Do mes tic
debt ser vice also led to higher ex pen di ture be cause of
the de layed ef fect of mon e tary pol icy in coun tries that
at tempted to use in ter est-rate hikes to curb the
de pre ci a tion of their cur ren cies. 
The  neg a tive  trend   in   in come  was  the  other

con trib ut ing fac tor be hind the larger bud get ary
short fall. Weaker eco nomic ac tiv ity and a slow down in
in ter na tional trade de pressed tax rev e nues for the
sec ond year run ning, and this was com pounded by tar iff 
re duc tions, es pe cially in Cen tral Amer ica.  How ever,
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Fig ure 6

LATIN AMER ICA AND THE CA RIB BEAN:
PUB LIC-SECTOR FIS CAL BALANCE

(Per cent age of GDP)

Source: See ta ble A-6 of the sta tis ti cal ap pen dix.
a
 Cen tral gov ern ment.     b Sim ple av er age.
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3  For much of the 1990s, expenditure levels have tended to mirror the slight rises and falls in revenues, which in turn are influenced by the level 

of economic activity. To contain the deficit, the general practice was to tighten spending during years when the economy was slowing down,
thereby creating a procyclical trend in fiscal policy. This could be seen clearly in 1998 when physical investments were postponed in

response to a rise in debt service and a reduction in revenues. 







 












A moderate recovery is expected in 2000

In 2000, the Latin Amer i can econ o mies are ex pected to
re bound from their 1999 dol drums. ECLAC es ti mates
put the growth rate at 3.6%, which will bring the de cade 
to a close with an av er age growth rate of 3.2%. This
quite en cour ag ing pro jec tion is based on the prom is ing
out look for the in ter na tional econ omy, with sig nif i cant
growth, very low in fla tion and low in ter est rates in the
de vel oped coun tries. At the same time, the ex ter nal
sec tor is ex pected to im prove in a num ber of the
re gion’s coun tries as a re sult of the de val u a tion of lo cal
cur ren cies, which ought to stim u late ex ports and keep
im ports down. This sce nario is based on the as sump tion 
that in ter na tional cap i tal mar kets will con tinue to
im prove, thereby pav ing the way for larger cap i tal
in flows. Growth rates in Mex ico and the Cen tral
Amer i can and Ca rib bean coun tries, which turned in the 
best per for mance in the re gion in 1999, are also likely
to rise next year. Mean while, the South Amer i can
coun tries are ex pected to make a re cov ery af ter their
weak 1999 per for mance. There are al ready signs of an
up turn in Brazil, which will be help ful to neigh bour ing
coun tries (see fig ure 10).

In vest ment re treats

In vest ment in 1999 fell sharply as a re sult of the
in ter na tional cri sis, and pri vate in vest ment was
es pe cially hard hit. Trends in this vari able were also
quite un even, with the Cen tral Amer i can and Ca rib bean 
coun tries suf fer ing less than South Amer ica. The
de creases were the steep est in Chile, Co lom bia and
Ec ua dor and less so in Ar gen tina, Peru, Uru guay and
Ven e zuela. The best-performing coun tries were
Hon du ras, Nic a ra gua, Pan ama and Cuba. This sit u a tion 
was partly at trib ut able to a marked in crease in pub lic
in vest ment for re ha bil i ta tion and re con struc tion
fol low ing the dev as ta tion of Hur ri cane Mitch
(Hon du ras and Nic a ra gua) and to in creased pub lic and
pri vate in vest ment in in fra struc ture (Pan ama). 
The stag na tion of the re gion’s econ omy in 1999

had a strong im pact on pri vate in vest ment, which was
also heavily in flu enced by the ad just ment pol i cies
im ple mented in the sec ond half of both 1998 and
1999. Those most af fected were the re gion’s SMEs.
Re duced for eign in vest ment in some of the coun tries
was also a fac tor.
Changes  in  the  sources  of  in vest ment  fi nanc ing

in cluded a de crease in ex ter nal sav ing amount ing to
more than two per cent age points of GDP,4 while the
con tri bu tion of do mes tic and na tional sav ing in creased
by more than one per cent age point. In 14 of the 19
coun tries for which in for ma tion is avail able, how ever,
the lat ter was weak ened by in creas ingly un fa vour able
terms of trade. This was a par tic u larly im por tant fac tor
in Chile, El Sal va dor, Hon du ras, Nic a ra gua, Par a guay,
Peru and Uru guay.

In fla tion holds steady at low lev els 

The av er age in fla tion rate for the re gion of
ap prox i mately 10% in 1999 was very close to what it
had been in the two pre vi ous years, which saw the
low est fig ures in half a cen tury. In fla tion has dropped
rapidly  in  recent  years,  plunging  from  888%  in  1993
to  10%  in  1997, whereupon  it  levelled  off.  In fact, 17
of the 22 coun tries with in for ma tion avail able were in
the sin gle-digit range for the year. In ad di tion, in most
countries  either the rate of  increase slowed or  it was
low  to  begin  with.  There were  significant  increases in 
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Fig ure 10 

LATIN AMER ICA AND THE CA RIB BEAN:

 GDP  PRO JEC TIONS FOR 2000
(Percentages)
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SOUTH AMERICA 

      

Argentina
 



Argentina’s GDP is estimated to have fallen by 3.5% in 1999. A drop in aggregate demand was

accompanied by deflation, with consumer prices falling 1.7% in the first 11 months. Price and

quantity trends thus reinforced each other, reducing nominal output and spending and hence also

leading to diminished tax revenues. The terms of trade fell for the third year in a row, while external

factor payments continued on an upward course, with a negative effect on national income. A decline 

in imports narrowed the trade deficit, more than offsetting the greater outflow for financial services.

Thus, the current account shortfall diminished, though it was still of the order of 4.5% of GDP.

Although loans from abroad contracted appreciably at some times during the year, financing needs

were covered without undue difficulty. As to the public sector accounts, the deficit (not counting

income from privatization operations) rose to more than 2% of GDP, so that as the year came to an

end the reduction of this imbalance in the year 2000 became a major economic policy priority.

The contraction in the product in 1999 was
comparable to that observed in the recession four
years earlier, but other  features of  the situation
differed. This time, the recession was less marked,
though it lasted longer, having begun in the second
half of 1998.  Unemployment rose to over 14%,
which, although high, is less than the level reached in
the prior episode. Although there were moments of

great volatility, tensions in the financial markets
never became as intense as in the most acute phase
of the mid-1990s crisis. The demand for deposits
shrank  markedly  and  loan volume  was flat, but
the stability of the banking system was not
compromised. The low level of international
demand for exports also differentiated this
recession from the previous one.
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Bolivia




The Bolivian economy grew by only 1% in 1999: a major slowdown compared with the rate of

almost 5% registered in the previous year and the annual average of more than 4% for the decade.

This decline was associated with the international crisis, which particularly affected external sector

transactions and kept domestic demand flat. While exports fell only slightly, imports dropped more

significantly, bringing the current account deficit down by two percentage points, to around 6% of

GDP. Inflation for the first 11 months was 2.4%: less than half of the goal set for 1999 and one of the

lowest levels in the second half of the century.

Government and Central Bank authorities
continued to take a cautious approach, attempting to
preserve the essential features of the reigning economic 
policy of recent years, which is based on price stability,
stable and competitive exchange rates and fiscal
discipline. The government negotiated an increase in
the  fiscal  deficit agreed  upon  with the  IMF  to  4.2%
of GDP.  The  weaker current revenues  obtained  in
1999 seem to be associated with the effects of an
unfavourable  economic  situation.  Current
expenditures registered considerable cuts in spending
on goods and services as well as in transfers. The fiscal
cost of the pension reform process remained very high
because of the increase in payments to retirees who
opted to remain under the old system.
The Central Bank took pains to adjust the money

supply to demand, and there was a substantial
contraction of the money supply. The monetary
aggregates M1, M2 and M3 declined almost 20%
between the end of December 1998 and the end of
August 1999 in local currency terms. When foreign

currency is included −a very important factor in a

country with high rates of dollarization− the declines
are somewhat less steep: 15% for M1 and 10%  for M2,
while   M3 rose  by   3%.  Net   international  reserves  
fell  from US$ 1.064 billion the previous December to
US$ 946 million at the end of August.
National-currency interest rates remained stable,

though in certain months (especially July) they reached
over 40%, with an increase in the interbank rate.

Foreign-currency interest rates were slightly higher
than in 1998.
Despite the unfavourable conditions in the external 

sector, there was no major change in the exchange rate.
The rate of devaluation (5.5%) was comparable with
the preceding year (4.9%), and there was a moderate
rise (1%) in the real exchange rate for imports. 
The commitments to the United States with regard

to the elimination of coca plantations were completely
fulfilled in 1999 in exchange for compensation to the
affected communities for each hectare destroyed. No
major disturbances occurred in the process. Notable
events in the judicial sphere included the appointment
of a national “Ombudsman”, adoption of new customs
legislation, and progress in the complete reform of the
customs system, with IMF support.
The negative impact of the international crisis had

already been felt by the end of 1998 and became more
pronounced in the course of 1999. In the final months of 
the year, however, an upturn in some of Bolivia’s
important export products was perceived, especially in
the case of soya, minerals and petroleum.
In terms of overall demand, exports fell while

consumption was flat. Investment grew moderately,
driven by public investment. On the overall supply side, 
a  small  increase   in  GDP  (1%)  was   accompanied  by
a significant decline in imports. Foreign direct
investment was somewhat lower than in the preceding
year and continued to be associated with the process of
the privatization or “capitalization” of public enterprises
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Brazil



Serious problems due to high fiscal and external deficits, which made the Brazilian economy highly

vulnerable to international turbulence, worsened in January 1999. The policy of gradual change in

the exchange rate became unsustainable, and the currency-band system had to be replaced by a free

float, which produced a sharp devaluation. Since the exchange rate was intended to serve as an

anchor for domestic prices, this meant the collapse of one of the pillars of the Plano Real. Instability

persisted until March, as there was fear that the government would not be able to meet its debt

commitments and the Central Bank lacked resources to contain the rise of the dollar. The volatility

began to abate in March with the IMF accord, the sharp rise in interest rates and the passage of new

fiscal measures in Congress.

Because of the magnitude of the devaluation, there
were predictions during the following weeks of a
substantial drop in economic activity for 1999 (-4%),
high levels of inflation (over 20%) and an increase in
unemployment (to over 10%). The feasibility of
achieving a primary fiscal surplus of more than 3% of
GDP (not counting interest payments) was also called
into question, as was the likelihood of meeting the goal
of 27 billion reales in revenue from privatization
operations (an amount comparable to the 1998 figure).
There were some bright spots, however. After a slight
drop in 1998, GDP should grow, albeit only by 0.5%,
inflation should not exceed 9%, and unemployment
should remain under 8%. On the other hand, the fiscal
deficit remains very high, since devaluation has
increased the public debt, the bulk of which is
denominated in foreign currency or is indexed to the
exchange rate. There was a primary surplus of 3% of
GDP, but the nominal deficit was 9%, which brings
public indebtedness close to 50% of GDP. The
slowdown of the privatization process was also a
factor, since it generated proceeds of only 7.6 billion
reales: a mere third of the amount projected. The
external accounts were also discouraging. The current

account deficit fell from US$ 33.8 billion to US$ 25.3
billion, but there was a merchandise trade deficit of
US$ 1.9 billion, which, though only 29% of the
preceding year’s figure, is far from the US$ 11 billion
surplus that had been set as a target.
Interest rates increased sharply in late February

and fell gradually thereafter, so that the financial and
credit markets exerted a restraining effect on domestic
demand. The Central Bank’s action on the currency
market was the crucial factor, however. With the receipt 
of a significant portion of the foreign support package
(close to US$ 18 billion) provided by multilateral
organizations and the agreement with the IMF on
intervening in the currency market, the exchange rate
fell 17% between March and May, after which it
stabilized. In August, however, it began to rise again in
response to uncertainty about external liquidity for
emerging countries and questions about the
sustainability of the fiscal adjustment. Towards the end
of the year, the exchange rate settled down again as
some of the fears about the future of the economy
dissipated.
Federal Government revenue rose by almost 1% of

GDP and spending fell, producing an improvement in
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good year and are both estimated to have grown more
than 6%. The services sector is expected to show
virtually no change.
As in 1998, unemployment remained in the vicinity of

7.5%. The second half of the year saw a slight
improvement, due in particular to a recovery in the demand
for labour by the construction sector and industry. Real per
capita income fell 4%. Employers and own-account
workers were most heavily affected, and wage-earners
felt the impact more than informal workers.
Cumulative inflation as of November was around

8%, which is undoubtedly a good result in view of the
January devaluation and the subsequent speculative
attack. A slight upsurge began in August as a result of
the increase in publicly controlled prices, food supply
problems, rising international prices for primary
products and higher profit margins in the oligopolistic
industrial goods markets. At year’s end, there were still
fears that profit margins may continue widening and
that the rise in wholesale prices (over 20%) will be
passed on to consumers.
Because of the unfavourable conditions in the

international market, the rise in the exchange rate in
1999 did not translate into a substantial improvement in 
the trade balance. The 11% drop in the value of exports
during the first 11 months compared with the
corresponding period in the previous year was due
entirely to a decline in prices (-10%) from the already

very depressed 1998 level, since physical sales actually
increased by 2.9%. Commodities prices fell 16.5%, for
a rise in volume of 4.2%. Prices of semi-manufactured
goods dropped 19%, while the volume sold rose by
14%. Prices of manufactured products fell (-8.9%), as
did the volume (-3.5%), due to shrinking Latin
American markets. Imports fell 15% after the sharp
devaluation, principally as a result of the reduction in
their volume, as prices went down by only 2%.
The deficit on the services account fell by 31%,

while factor income went down by 2.2%, so that the
current account deficit shrank by 25%. In the capital
account, although direct investment went down it
nevertheless remained at an extremely high level, with
a net inflow of US$ 26.5 billion. During the seven
months following the devaluation, the international
market was practically closed to new securities from
Brazilian companies. The situation began to improve
somewhat in September, but the overall balance for
1999 showed a deficit of US$ 13.15 billion, which was
covered by a reduction of US$ 4.65 billion in the
international reserves and a special one-time finance
package from the IMF (US$ 8.5 billion).
Negotiations within  Mercosur  were affected by

the  imposition   of   trade  barriers  by  trading  partners
in 1999. In July, Brazil signed a preferential tariff
agreement  for  3,000  products  with  the  members  of 
the  Andean Community.

      

Chile



After 15 years of uninterrupted strong growth, in late 1998 Chile entered on a recessive cycle that

lasted almost 12 months. This led to a 1.5% decline in GDP in 1999 as a consequence of sharp drops

in the prices and demand for Chile’s main exports attributable to the Asian  crisis,  which   hit  the 

Chilean  economy  at a time when it was suffering from a pronounced exchange-rate lag and a high

external deficit. The policies adopted in order to reduce the deficit intensified the recession, which

became deeper and longer than had been expected.
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Colombia



The recession which the Colombian economy began to experience in the second half of 1998

worsened considerably in 1999. As a result, GDP fell approximately 5% and unemployment reached 

20%. Consequent lower tax receipts, combined with the need to support the financial sector and the

country’s coffee-growing area, hard hit early in the year by an earthquake, brought the fiscal deficit

to 4.6% of GDP.

Falling demand and the devaluation of the peso in
real terms contributed to the sharp reduction in the
current account deficit (from 5.9% to 1.3% of GDP).
Thanks to reduced domestic demand and the abundant
supply of foodstuffs, inflation fell considerably despite
the drop in the exchange rate, so that the rise in the
consumer price index (CPI) was less than 10%, as
against 16.7% the previous year.
Continued uncertainty about the peace process

aggravated the economic situation, but by the end of the 
year lower interest rates and inflation as well as a more
competitive exchange rate made a moderate upturn
seem likely.
In the course of the year, economic policy became

more expansionary. Interest rates fell very sharply in
the first half of the year, but their decline was checked
by the measures taken to defend the exchange-rate
band. In the last quarter, the establishment of a floating
exchange rate and the conclusion of financing
agreements for US$ 6.9 billion with multilateral
agencies allowed for a more aggressive policy to
stimulate the economy and mitigate the effects of
tighter credit.
The currency crises in Brazil and Ecuador early in

the year had little impact on Colombia. However, as the 
domestic recession intensified, the cost of defending
the exchange-rate band rose in terms of falling GDP
and rising unemployment. Faced with new speculative
attacks, the Bank of the Republic decided in June to
modify the band for the second time in nine months,
resulting in a 9% devaluation but renewed doubts about 

the credibility of the currency band approach.
Colombia’s loss of its “investment-grade” rating in the
third quarter intensified the speculative attacks, forcing
the Bank to sell US$ 400 million of its international
reserves (5%) in a single week. On 25 September, the
Bank of the Republic finally abandoned the currency
band system. By that time, the peso had lost 30% of its
nominal value, paving the way for the real exchange
rate to become competitive again. There was no
massive devaluation after this, but rather a gradual
revaluation.
Monetary policy was aimed at bringing interest

rates down, within the limits of the exchange rate
regime. In the first half of the year, the average rate on
deposits in the financial system fell from 34% to 18%,
where it remained with some fluctuations until
November, when it again began to fall. Given the low
level of inflation, however, rates remained high in real
terms. This was especially true for lending rates, because
of the simultaneous increase in the intermediation
spread. In early November, the annualized growth rate
of the money supply was 11%, while broad money
(M3+bonds) grew 5.6%: much less than domestic
inflation. This is closely linked with the decline in
lending (-2.1%) resulting from low liquidity and
increased perception of financial and economic risk.
The Government’s capitalization programme and

the efforts of the private financial institutions prevented 
a general crisis, but were not enough to cure the sector’s
ills. Continued weakness in the financial sector, where
losses in the first 10 months amounted to 1.77 billion
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since it registered the smallest increase for almost three
decades, thanks to depressed domestic demand and an
abundant food supply.
Aided by the recovery in oil prices and the

devaluation in the real exchange rate, and despite deep
recessions in Venezuela and Ecuador, exports of goods
showed an  upturn,  while  imports,  seriously  affected
by the drop in private-sector demand, went down by
one-third of their previous year’s value. The goods and
services  trade  balance  is  expected  to move  from  the

4%  deficit  registered  in  1998  to  a  surplus  equivalent
to 1% of GDP, while the current account deficit will
drop from 5.9% to 1.3%.
The fall in the current deficit was accompanied by

only a very small net inflow of capital, attributable to
the  sharp  drop  in  foreign  direct investment  (from  3%
of GDP in 1998 to 0.4% in 1999) and to increased
short-term financial outflows. Net international
reserves fell by US$ 560 million, to close the year at
US$ 8.1 billion.

       

Ecuador


With its financial and currency systems in deep crisis, the  Ecuadorian economy contracted  by about

7% in 1999. Imports declined drastically, and the previous current account deficit became a surplus

equivalent to 6% of GDP. Thanks to weak demand, although inflation rose to over 50% it did not get

out of control, despite the rapid depreciation of the currency and vigorous expansion of the money

supply. The recovery in  oil  prices and  the  fiscal reforms  put into  effect  in May made it possible to

bring the non-financial public-sector debt down to 4% of GDP, but the depreciation of the sucre

made servicing the heavy  foreign  debt  even more  difficult,  and  late  in the year the government

defaulted on interest payments to private creditors.

The financial system showed itself to be highly
vulnerable as a result of the fact that, in a context of
deregulation  and  with  a  stabilization  programme
based on an exchange  rate anchor (in place  since
1994), it had expanded considerably on the basis of
foreign financing, while there were also cases of
mismanagement (loans to related companies,
unregulated external operations). The climatic
phenomenon of  El Niño  reduced the ability of broad
sectors of the economy to service their debts, and this,

along with the difficulty in gaining access to foreign
lending as a result of the international financial crisis
and the disintermediation caused by the 1% capital
circulation tax, forced a large number of banking
institutions to close their doors or made necessary
public intervention to prevent their collapse.
In the midst of an acute shortage of dollars, early in

the year the exchange rate shot through the ceiling of
the currency band, which had last been adjusted in
September 1998. The authorities tried to defend the
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Paraguay



Paraguay’s gross domestic product will not register any growth in 1999, after the slight drop

suffered in 1998, so per capita GDP will fall for the fourth consecutive year. The economic crisis

affecting the members of  Mercosur led to a slump in Paraguayan exports, while negative

expectations caused the value of the guaraní against the dollar to fall by 14%, against a background of 

scarce international reserves. These reserves were built up again through the issue of State bonds on

foreign markets, and there was also a significant inflow of foreign direct investment. The

government was thus able to increase its consumption and investment. The stagnation of production

activities was a contributory factor in the substantial decline in inflation, so that as of the end of

November the rise in prices compared with the previous year was approximately 5%: only about

one-third of the 1998 figure.

In the first half of the year and during part of the
second, monetary policy attempted to counter the
pressures of currency depreciation and the inflationary
tendencies that had been in evidence since the previous
year. Later, fiscal and monetary policy was aimed at
fostering recovery, but it did not succeed fully in this,
although  it  is  claimed  that  it  will  bring results  in  the
year 2000.
The central government deficit is expected to

double to at least 2% of GDP. The widening of this
gap, which will be covered by foreign funds, is due
more than anything to increased capital investment
designed to promote recovery. To a lesser extent it
may be attributed to the stagnation of tax revenues,
which, unlike the non-tax revenues of the binational
dams, were highly affected by the weakness of
economic activity.  The non-financial public sector
as a whole will close the year with a deficit
equivalent to 1.5% of the product, which is less than
the central government deficit because public
enterprises reduced current spending more than they

increased capital investment, thus improving their
operating results.
In the early part of the year, the monetary

authorities attempted to persist in a policy of selling
international reserves to defend the guaraní, which was
continuing to fall in nominal terms. However, the
Central Bank subsequently pulled back from this type
of  intervention  because  the  reserves  were  scarce  and
the guaraní was appreciating against the Brazilian real.
At  the  same   time,  it  sold  “monetary  regulation
bonds” at interest rates higher than the 1998 average.
These operations were reduced toward the end of the
year, as average yields decreased. Until the second

quarter, the international reserves were low −only
slightly more than two months of imports. Late in the
year, there was a  large  inflow of foreign  exchange 
thanks  to  the  issue of international bonds, and the
reserves rose to the equivalent of four months of
imports. The sterilizing effect of the monetary
regulation bonds counterbalanced the effect of the rise
in reserves, reducing the money supply somewhat.
Consequently, lending and deposit rates rose only 1%
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more than 12 months earlier. The increase is attributable largely to the sale of roughly this amount of
Treasury bonds on international markets.

       

Peru



The 3% growth of the Peruvian economy in 1999 was concentrated in the primary sector. The other

sectors of activity were affected by the decline in domestic private-sector demand, which caused tax

revenue to go down and raised the fiscal deficit to 2.6% of GDP. Inflation, at 4.8%, was the lowest

since 1970, despite a nominal 12% devaluation and an increase in fuel prices. The current account

deficit fell significantly, to 3.7% of GDP. Outflows of short-term bank capital made it necessary to

utilize some of the large stock of international reserves and caused some disturbances in the financial

sector.

Economic policy was close to the lines of the
agreement with the International Monetary Fund.
Fiscal revenue and privatization targets were not met,
however, and for the first time in the 1990s there was a
primary deficit (0.9% of GDP). Tax revenue was
eroded by the mediocre performance of the sectors
other than the primary sector and lower private-sector
demand. Current income fell to an estimated 12.8% of
GDP (compared to 14.3% in 1998). In order to maintain 
domestic demand, the authorities refrained from
cutting spending, which indeed increased 2.9% in real
terms to 15.6% of GDP (as against 15.2% in 1998).
To avoid further widening of the fiscal deficit

(which may amount to as much as 2.6% of GDP for the
central government, compared with a target of 1.2%),
the authorities raised the excise tax on fuels and
tobacco in the second half of the year. To cover the
deficit, the public sector’s current deposits were drawn
on and foreign indebtedness was increased. Work
began on the implementation of a Fiscal Prudence and
Transparency Law that would limit the public sector
deficit to a maximum of 1% of GDP and formally
regulate  the  administration  of  a  stabilization  fund  to
be established mainly with the proceeds from
privatization operations.

With the withdrawal of foreign short-term
capital and the rise in the exchange rate after the
international crisis intensified in September 1998,
the financial system was plunged into a liquidity
crisis. The national currency  depreciated  20%  in  the  
first  quarter  of  1999  in  annualized  terms  after
suffering a number of speculative attacks in reaction
to the Brazilian devaluation and the Ecuadorian
moratorium. The situation returned to normal in
April, and by the end of November the exchange rate
had stabilized at 3.47 soles to the dollar, representing
a real depreciation of 8.4%.
These developments caused a large rise in the

interbank rate in the first quarter (55%) and a reduction
in the international reserves. The lending rate in local
currency, which had reached a peak of 37.1% in
April-May, fell to 32.1% in November, while the
deposit  rate fell to  10.3%  after having reached  13.6%
in April.
Liquidity ratios rose slightly with the increase in

currency outside banks (+19%) and higher deposits in
local currency (+13%). The vigorous expansion of
loans based on foreign credit lines had led to 75% of the
loan portfolio being in foreign currency, but this
situation changed in the last quarter of 1998. This, along 
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The positive evolution of trade in goods brought
the current account deficit down to 3.7% of GDP. The
value of sales of goods rose 5.6% thanks to a 17%
increase in traditional exports. The volume of fishery
exports recovered from the slump of the previous year,
but international prices were low. Mineral prices were
also depressed (especially gold and copper).
Non-traditional exports fell by 6%, with metal products 
and machinery and iron and steel suffering most
(-20%). Imports declined by 18%, the items most
strongly affected  by weak  domestic  demand and  by
the currency devaluation being consumer goods
(-22.5%), inputs (-14%) and capital goods (-15%). The

merchandise trade deficit thus registered an
improvement of US$ 1.9 billion, despite the 6.2%
decline in the terms of trade.
Net capital inflows were 35% less than in the

previous year, reflecting a US$ 1.807 billion outflow of
short-term capital and a number of postponements in
the  privatization  programme.  Total  indebtedness  fell
to US$ 28.7 billion as a result of net amortization of
banking-sector  debt.  Service on  the external  public
debt  was  US$ 1.8 billion   (US$ 1  billion  in  interest
and US$ 800 million in principal). The international
reserves  went  down  by  more  than  US$ 500  million,
but they still remained high at US$ 8.58 billion, or one
year of imports.

       

Uruguay



In 1999 the Uruguayan economy was hard hit by the deterioration in the international environment,

especially in the form of weak prices for its main exports and reduced demand from its Mercosur

trading partners. Domestic demand also fell under the influence of tighter domestic credit and rising

unemployment. Estimates for the year foresee a decline of 2.5% in the gross domestic product, while 

inflation should go down to less than 4% annually: the lowest figure in half a century. The recession

caused a further deterioration in the fiscal situation, while the considerable decline in exports

increased the balance-of-payments current account deficit.

The elements of the international scene that are
most important to the Uruguayan economy worsened
significantly in 1999. After a very  1998, the terms of
trade went down because of lower international prices
for raw materials, together with rising oil prices.
Domestic demand also fell, especially among
Uruguay’s Mercosur trading partners, who account for
half of Uruguay’s export sales, because of the effect
that the Brazilian devaluation had on bilateral
competitiveness.

In view of all these factors, plus the fact that
general elections were to be held in the course of the
year, economic policy makers opted for the same
general course as in the past, attempting to reduce
inflation in two ways by managing fiscal outlays in such 
a way as not to create pressure on the money supply and
by maintaining the annual devaluation rate around
7.5%. In the face of the new external conditions, GDP
was expected to fall roughly 2.5%, with a consolidated
public-sector deficit of 2.5% of GDP: a gap that would
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intermediation went down in line with industrial
production and imports.
In this recessionary environment, unemployment

was around 11% of the work force, approximately one
point above the previous year’s average. The increase
in unemployment was concentrated in Montevideo,
where the employment rate declined. The purchasing
power of wages increased 1.6%, primarily because of
the real salary increase for public employees (3%),
though private-sector wages also rose (0.7%).
The drop in domestic demand and the lower cost of 

some imported goods continued to limit the rise of
consumer prices, which increased less than 4% during

the year  −the lowest figure since 1950. For the first
time in several years, the value of the dollar rose more
than did domestic prices. The financial programme
agreed on with the IMF anticipated a devaluation in the
floor of the Uruguayan peso’s currency band in line
with the expected level of inflation, and although prices 
rose less than predicted, the monetary authorities
maintained the annual devaluation rate of 7.5%, which
represented a depreciation in real terms. This was more
than counterbalanced, however, by the sharp
devaluation in the Brazilian real, so that the Uruguayan

peso again appreciated against the currencies of its main 
trading partners.
Trade suffered heavily. The value of exports of

goods fell 27% in the first half of the year, since there
was a decline of more than 15% in physical volume as
well as a price drop of roughly 10%. The 40% decline in
sales to Mercosur explains the bulk of this. There was
also a drop of  11% in income from tourism. Although
the lower overall demand reduced imports of goods by
14%, this was considerably less than the decline in
exports, so the balance-of-payments current account
deficit grew to close to 3% of GDP. As anticipated, the
gap was covered by drawing on the international
reserves and increasing foreign indebtedness. The fact
that the country’s debt has an “investment-grade” rating 
made it possible to issue international obligations at
moderate interest rates. In April, the government put a
US$ 250 million ten-year global bond issue on the
market, paying 212.5 base points more than United
States bonds with the same maturity term. In October,
there was a swap of US$ 95 million of Brady bonds for
US$ 85 million of bonds maturing in 2021, with an
intermediation spread of 195 base points. This
operation freed up US$ 25 million in United States
zero-coupon bonds that had served as collateral.

       

Venezuela



The recession that had begun in 1998 intensified in the first half of 1999, and although it eased

somewhat later, GDP went down by 7% for the year as a whole, further aggravating the

unemployment situation. This decline in the product was due to cuts in oil production agreed on in

OPEC and the weakness of overall demand on account of the contraction in disposable income,

lower levels of public spending because of lack of financing, and a climate of political uncertainty

connected with the change of government and the drafting of a new Constitution. The rise in oil

prices as from the end of the first quarter (along with the decline in imports) helped to generate a

large surplus on the balance-of-payments current account, to maintain a high level of international
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reserves, and to push up the real price of the bolívar. This latter

development, combined with low demand, made it possible to

continue bringing down inflation, which was around 20%.

Fiscal policy was once more shaped by changes in
oil prices. With prices extremely low at the beginning
of the year, the new government took measures to limit
spending, and in order to boost revenues it put a tax on
financial transactions, increased the tax on luxury
goods and wholesale transactions to make it a true
value-added tax, and reformed income tax was.
However, the recession in which the Venezuelan

economy was mired affected tax collection and this,
combined with difficulties in obtaining foreign
financing and the postponement of privatization
operations that had been planned in the electricity and
aluminium sectors, caused delays in budget execution.
As from April, however, the sustained improvement in
oil prices, which more than trebled in the course of the
year, made possible a substantial increase in spending.
For the year as a whole, the apparent public-sector

deficit was 4% of GDP, part of which was financed by
having the national oil company PDVSA issue debt
paper. The central government also had a deficit, but its
size is unknown because information is lacking on the
allocation of a portion of regular oil revenues to the new 
Macroeconomic Stabilization Fund. This deficit was
financed mostly through non-recurrent transfers of

PDVSA profits to the central government and the issue
of National Public Debt Certificates and Treasury Bills
on the domestic market to a much larger extent than in
the previous year.
Monetary policy continued to be subordinated to

the aim of maintaining the exchange rate within a
flotation band of 7.5% around a central parity devalued
monthly by 1.28%. The spectacular recovery in oil
prices made it possible to keep the exchange rate in the
lower part of the band, moving up from 564 bolívares to
the dollar at the end of 1998 to 635 by the end of
November 1999, which represented a real appreciation
in the value of the currency.
Except in the first quarter, the increase of

international reserves expressed in  continued to give
the monetary aggregates an expansionary character.
The amount of Monetary Stabilization Securities
(TEMs) issued was less than the outlays in respect of
the amortization of securities reaching maturity, so the
Central Bank had some leeway for issuing other types
of public debt paper to finance the budget deficit. Thus,
the contraction of the money supply was checked by the 
end of the first quarter, though its later growth, as well
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VEN E ZUELA: MAIN ECO NOMIC IN DI CA TORS

1997 1998 1999
a

       
                An nual rate of vari a tion

Gross do mes tic prod uct 6.6 -0.2 -7.0
Con sumer prices 37.6 29.9 20.2
Money (M1) 58.4 6.6 13.9
Real ef fec tive ex change rate

b
-22.3 -17.7 -6.5

Terms of trade -3.1 -25.9 27.2

                   Per cent ages

Un em ploy ment rate 11.4 11.3 15.4
Fis cal bal ance/GDP 2.6 -6.6 -4.0
Real de posit rate -24.4 0.2 -2.6
Real lend ing rate -19.4 6.8 5.7

                 Mil lions of dol lars

Ex ports of goods and
ser vices 25 120 18 941 22 450
Im ports of goods and
ser vices 18 282 18 927 16 500
Cur rent ac count 4 684 -1 698 4 500
Cap i tal and fi nan cial ac count -1 434 -1 794 -3 310
Over all bal ance 3 250 -3 492 1 190

Source: See the sta tis ti cal ap pen dix.
a Pre lim i nary es ti mates.
b A neg a tive rate sig ni fies an ap pre ci a tion of the cur rency in real terms.

VEN E ZUELA:GROSS DO MES TIC PROD UCT
AND INFLATION

(Per cent age variation)

Source: ECLAC, on the ba sis of of fi cial fig ures.
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CENTRAL AMERICA AND MEXICO

       

Costa Rica
     



The Costa Rican economy grew rapidly (7.5%) in 1999, thanks largely to the operations of a single

large maquila firm that accounted for four percentage points of this growth. This duality of the

economy was reflected in the unequal trends of the gross domestic product and gross national

income, since the latter only grew by 2.1%, as a result of factor payments abroad. Tight monetary

policy and weak domestic demand caused price increases, at 9%, to be less than those of the previous 

year. The smaller price rises and a larger supply of foreign currency allowed for a slower daily rate

of devaluation, and the average exchange rate rose by 11%, as programmed.

The imbalance in the public finances remained one 
of the priority problems: the central government deficit
expanded once more, as revenue growth slowed (16%)
and expenditure accelerated (21%), causing the deficit
in relation to the gross domestic product  (GDP) to
widen from 3.3% in 1998 to 3.9% in 1999. Although
domestic debt has been replacing external borrowing
since 1998, interest payments remain a heavy burden,
absorbing more than 30% of total revenue.
The slowdown in demand basically affected taxes

on consumption and income, with  the former declining
by 12%, and income tax revenue slowing from a growth 
rate of over 40% in 1998 to a rate of only 29%. Taxes in
the customs category (including taxes on the sale and

consumption of imported goods) expanded by only 6%, 
compared to 27% in 1998; as these taxes account for
45% of total revenue, the impact on government
income was considerable.
The growth in expenditure was the result of higher

interest payments on the domestic debt (36%), whose
repayment had had to be postponed to the current year
as a result of the zero-coupon bond issues which had
begun in June 1998, and higher wage and salary
payments stemming from the creation of new posts in
the areas of education and security. Up to 1997 the
deficit had been covered exclusively with domestic
borrowing, but this year 60% was covered  with
external resources.
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The performance of the external sector was
strongly influenced by the expansion of Intel, which
accounted for nearly 30% of total exports of goods, a
significant percentage of imports, and about 70% of the 
profits and dividends remitted abroad. The remainder
of export activity (apart from the free zones) declined
by nearly 20% because export values were lower for all
products except a few of minor importance. Imports of
goods grew by only 8%, due mainly to bigger external

purchases of intermediate goods, as consumer and
capital goods imports both declined in the wake of
sluggish domestic demand. Capital inflows from
abroad increased significantly (63%) thanks to bond
placements on the international market and direct
investment.  Public external  indebtedness grew by 7%
to US$ 3.790  billion, equivalent to 33% of  GDP, and
the cost  of  servicing  it  rose  slightly to  the  equivalent
of 12.5% of export earnings.

       

El Salvador
 



GDP growth in El Salvador slowed to 2.5% in 1999 from 3.2% the year before, as a result of tight

monetary policies and the less buoyant performance of the external sector, construction and

commerce. In general, however, the country continued to display significant macroeconomic stability,

with very low inflation, a steady exchange rate and lower interest rates. The central government deficit

rose slightly to 2.4% of GDP, and the balance-of-payments current account deficit widened.

The basic objectives of economic policy in 1999
were essentially the same as in 1998, with priority
given to preserving macroeconomic stability, and
particularly to maintaining low inflation and a steady
exchange rate.
Fiscal policy continued to focus on broadening the

tax base and reducing evasion. Between January and
August the overall non-financial public sector deficit
(including donations) grew by 3.3%, financed largely
with external resources. Current and capital
expenditure were generally below the budgeted levels,
the lower capital expenditure being the result of a
cutback of more than 18% in gross investment, due in
turn to the five-month delay in approving the general
budget. Up to October 1999, total tax revenue grew by
5.6%, with income-tax revenue increasing by 11.3%
and but the income from the value added tax (VAT)
slipping back by 0.4%. An increase in the fiscal deficit
by four-tenths of a percentage point to 2.4% is
projected for the end of 1999. 

The  central  government  deficit  was  financed
with  external  resources, and a set of  reforms  to VAT
and income-tax legislation were approved in
mid-September to compensate for lower collection
rates and increase tax revenue.
The monetary policy of the Central Reserve Bank

was in line with the restrictive measures applied in
recent years and continued to be aimed at controlling
and absorbing excess money-market liquidity. Open-
market operations were used as the main tool for
short-term liquidity adjustment. An additional 3% reserve
requirement had been introduced in 1998, but this was
gradually phased out by the end of 1999, and open-market
operations were increased to make up for this.
Nominal interest rates on loans averaged 15.5%,

while deposit rates averaged 10% for local-currency
operations. Following the pattern of the last two years,
exchange-rate stability was maintained in 1999 through
intervention by the Central Bank and the sterilization of
excess dollars.
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Guatemala
                


The gross domestic product grew by 3.5% during the year, which was less than  in 1998. The

slowdown was caused by a downturn in the external trade variables, weaker domestic demand, a

more cautious credit policy, the aftermath of Hurricane Mitch, solvency problems affecting certain

entities in the financial and brokerage sector, and the typical concerns of an election year. Inflation

stayed low, held down by the falloff in consumption, restraints on price increases in a variety of

articles due to competition, and lower prices among other items.

The fall in the nominal exchange-rate up to
mid-August forced the authorities to tighten their
monetary and fiscal policies. For this reason the last
two months of the election campaign unfolded in a
context of greater fiscal and monetary discipline aimed
at restraining an increase in the fiscal deficit, checking
the loss of reserves and halting the slide of the exchange 
rate in pursuit of more stable macroeconomic conditions. 
The central government deficit reached 3.2% of

GDP in 1999, with expenditure growing significantly,
mainly because of the momentum of public-sector
investment.  Direct  investment  was up by  70% from
its 1998 level, largely as a result of reconstruction work
on basic infrastructure and the expansion of social
projects.  Tax  revenue  registered  positive  results
thanks to the greater efficiency of the responsible
authorities, and the tax burden rose from 9.5% to 10%.
March saw the formal establishment of  the preparatory
commission for the Fiscal Pact − a commission designed
to coordinate the efforts to reach social consensus on a
long-term fiscal policy based on clear and stable rules.
Monetary policy was relatively expansionary until

July 1999, and the bank reserve rate was lowered four
times. Open market operations were effected from May 
onwards, however, and there was frequent participation in
the money-market desks of the banking sector in order
to absorb liquidity and ease pressures in the
foreign-exchange market. This led to interest rate hikes
in the short-term money market.

Lending to the private sector ended the year with a
cumulative increase of 10%, but the volume of bad
loans as a percentage of the total portfolio grew
considerably. These circumstances forced the authorities
to take measures such as granting emergency advances to
underpin  banks’ financial positions and promote reforms
to the banking laws aimed at strengthening the sector’s
institutional framework.
The nominal exchange went down by a total of

13.7%  up to mid-August. Subsequently the Central
Bank reduced its net sales of dollars and raised the rates
on its open market operations, so that the global
liquidity of the economy registered a downward trend,
causing the exchange rate to stabilize.
As regards trade policy, early in 1999 Guatemala

signed a partial-scope agreement with Cuba giving
tariff preferences to 386 Guatemalan and 260 Cuban
products; in August it signed an agreement with El
Salvador for a customs union to come into effect in
2000, and in October, together with the other Central
American countries, it signed a framework agreement
on a free-trade treaty with Chile.
In order to protect small-scale producers, customs

tariffs were raised on imports of several dairy products,
while  import duties on petroleum products were lifted
in order to ease their selling prices. 
In 1999 action was taken on certain

complementary aspects of the privatization process
which had ended in 1998, such as opening up the
international telephone service to competition and the
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Honduras



The devastation caused by Hurricane Mitch in October 1998 affected the overall performance of the

Honduran economy  in 1999. Economic activity declined by 2%, although the contraction was

mainly concentrated in agriculture −especially banana production, which was the worst affected

sector−  while the other productive sectors suffered relatively less damage. The maquila

sector kept up its momentum, and both mining and construction grew strongly. The public

finances posted a large fiscal deficit as a result of increased expenditure on reconstruction

programmes, and  the current account balance also widened significantly. On the other

hand, macroeconomic management restrained price rises, so inflation was slightly lower

than in 1998. The supply of foreign exchange expanded thanks to an exceptional increase in 

family remittances, the inflow of funds for reconstruction and a reduction in debt payments

negotiated in the framework of programmes to relieve the foreign debt burden.

Macroeconomic management was concentrated
on containing the effects of the severe economic
upheaval caused by Hurricane Mitch, but progress was
also made in the privatization of State entities and the
tariff reduction programme continued.
The fiscal deficit amounted to 5% of GDP and was

covered basically with external financing. Taxation
followed the course set by the reforms of June 1998,
with the marginal rate of income tax dropping to 25%.
Tax revenue amounted to 13 billion lempiras, and with
the inclusion of non-tax revenues total fiscal income
came to 14.3 billion lempiras (18.5% of GDP).
Central government outlays accounted for nearly

24% of GDP. Current expenditure was only slightly
higher in real terms than in 1998, but capital
expenditure grew significantly as a result of public
investment to repair the damage caused by Hurricane
Mitch.
There were upward pressures on the exchange rate, 

but these were counteracted through the foreign

exchange auction mechanism, and the lempira was
devalued by 6% in nominal terms.
At the same time, the tariff reduction process

continued. Trade negotiations with Chile were
concluded at the Central American level and proceeded
to the bilateral stage. Conclusion of an agreement with
Mexico, however, remains pending.
The legal reserve requirement was unchanged

during the year, and the supply of money balances grew
by 10% up to the third quarter −less than the year
before. Over the same period, domestic credit
contracted in nominal terms to 6% below its December 
1998 level, as a result of  the restriction on the use of
domestic resources  to  finance government  spending. 
The aggregate  behaviour  of  domestic  credit  was 
entirely due to reduced lending to the public sector
(whose outstanding balance in the first half-year went
down by 146%); credit to the private sector was unaffected
by this and expanded by nearly 14% between January and
September. There were no significant movements in
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Mexico



The growth of the Mexican economy slowed to around 3.5% in 1999, compared with 4.9% the

previous year, so that the per capita product rose by 1.8%. This was better than anticipated at

beginning of the year, thanks to a steady improvement in the external situation. Employment

expanded and there was a slight recovery in real incomes, but domestic demand slackened. Inflation

showed a downward trend (13.9%) and, following a few episodes of volatility early in the year,

interest rates and the exchange rate both steadied and then displayed a downward trend. Budget cuts

and higher oil revenues helped to achieve fiscal targets, and the external gap was smaller than in the

previous year. Despite this overall situation, the local banking system remained in a weakened state.

Economic policy was aimed at bringing inflation
down and accommodating economic growth to
external constraints, using tight  fiscal and  monetary 
measures and keeping the existing exchange-rate
regime in place. As an insurance against possible
financial shocks, the authorities took out loans with
international financial organizations (IMF, World
Bank, IDB, and Eximbank of the United States) for a
total of US$ 16.9 billion and secured contingent funds
from the North American Financial Agreement to a
value of US$ 6.8 billion.
The public-sector deficit came to 1.25% of GDP

(in line with the target set at the beginning of the year)
as fiscal and monetary policies pulled together in the
pursuit of stabilization and growth. Budgetary outlays
were cut back to keep financing needs in line with
smaller oil revenues. Tax collection was strengthened,
and revenues from taxation and public-sector
enterprises and agencies grew, but other non-tax
income showed a downward trend.
The effect of the recovery in oil prices only began

to be felt in the second half of the year. Total public
expenditure in the first nine months of the year grew by
5.2% as a result of the substantial increase in financial
costs, though primary expenditure fell slightly. The

social development category absorbed 62% of total
expenditure.
Public external indebtedness did not vary

significantly in 1999, and as a proportion of GDP (19%) 
it was at its lowest level since 1993. The government
bought back Brady bonds amounting to US$ 1.035
billion from the market and issued US$ 825 million of
new debt in their place. In addition, the issue of
government paper on international markets was
resumed, and by late November total placements
amounted to US$ 7.455 billion.
In view of the volatile international financial

situation, monetary policy was tightened early in the
year.  Quarterly limits  were set on variations  in the
monetary base, and these  were generally  complied
with  apart  from  small  deviations   in  the  first   part
of  the year, but  as  from  the  third  quarter  there  was
an  expansion  in  the  money supply  in  response  to
the stronger demand generated by the upturn in
economic activity.
The key interest rate for deposits (the 28-day

CETES rate) was still high in January (32%), but it went 
down during the year to reach 20% by April and 18% by 
October.  The rigid  monetary stance and  the  fragility
of the banking system prevented further interest-rate
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Nicaragua



The Nicaraguan economy recovered strongly in 1999, growing by 6%. In the face of slack external

demand, growth was largely based on a substantial increase in investment, mainly relating to public

expenditure on rehabilitation and reconstruction work to repair the damage caused by hurricane Mitch at

the end of October 1998, and an expansion of social projects. This vigorous economic performance

was only possible thanks to the increase in financial resources from abroad, which helped to maintain 

macroeconomic stability, provide financing for the reconstruction programme and meet external

debt commitments. Inflation slowed to 8%, and the open unemployment rate dropped to 10.5%.

With the basic aim of reducing inflation, the annual rate of nominal exchange-rate devaluation was

cut from 12% to 6%. The wider trade gap caused the current account deficit to increase still further,

but it was possible to finance nearly all of this thanks to increased donations and investment from

abroad, and there was also a considerable improvement in the net international reserves.

Economic policy focused on implementing the
emergency  rehabilitation  and  reconstruction
programme, supported by a supply of international
financial aid amounting to US$ 2.5 billion over the next 
four years. Economic policy outcomes are generally
expected to fulfill the targets and performance criteria
agreed  with  the  International  Monetary  Fund  (IMF)
in the Enhanced Structural Adjustment Facility, which, 
in September 1999, made Nicaragua eligible to
participate in the Highly Indebted Poor Countries
(HIPC) debt reduction initiative of the IMF and the
World Bank. The government must also fulfill a series
of requirements, however.
Thanks to corrective measures adopted during the

year and improved tax administration, the central
government deficit is expected to grow to only 2.7% of
GDP, despite the significant increase in expenditure on
reconstruction work and higher social spending.
In order to keep the deficit down despite the

decline in revenues resulting from the tariff reduction
programme, the specific tax on cigarettes, carbonated

beverages and alcoholic drinks was increased, and
the prices of petroleum products were freed. In
addition, charges for basic services (especially
electricity) were raised, and steps were taken to
restrain the growth of expenditure by cutting back on
unproductive outlays.
The  main  goals of  monetary  policy  in  1999 were

to reduce  net  domestic assets held  by  the  Central
Bank -consistent with the target of increasing the net
international reserves- and to bring down  inflation.
In March the Central Bank lowered the legal

reserve rate, thereby providing additional financing
during the initial stage of economic recovery, after
which it adopted a neutral policy in open-market
operations. Real demand for money expanded
significantly, and the growth of deposits in the banking
system gathered pace; bank lending to the private sector 
also increased rapidly.
With the basic aim of lowering inflation, the annual 

rate of nominal exchange-rate devaluation was cut from 
12% to 9%  in  July, and then again to 6% in  November.
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Panama



Economic activity in Panama grew by 3% in 1999 −a slowdown from the 4.4% achieved in 1998,

and less than the 3.5%-4.0% expected by the authorities when the year began. This result was

influenced by the evolution of consumption and investment, but also by the fact that 1999 was an

election year and a new administration took office four months from the year-end. Foreign trade in

goods weakened, but other international services, such as the Panama Canal, the International

Banking Center and trans-shipment operations, all posted good results. Inflation was very low, and

the consolidated public-sector deficit moderated somewhat.

The objectives of economic policy continued to
include adapting the economy to the definitive closure
of military bases and the final handover of the Panama
Canal assets. In the last four months of the year, tariffs
were raised on certain agricultural products, within the
limits established by the World Trade Organization
(WTO).
Fiscal policy was marked by an increase in capital

expenditure, mainly on infrastructure works, and by
ongoing efforts to restructure the external debt. The
central government deficit reached a high level for the
second year in a row, although better results from
public-sector enterprises enabled the consolidated
public-sector deficit to be brought within the limits
agreed with the International Monetary Fund (IMF). At 
the end of the first six months it stood at 0.9% of the
gross domestic product (GDP).
Central government current income grew by

12.7% in the first nine months of the year. Direct tax
revenues rose by  8.4%  and non-tax income increased
as a result of interest earned on the fund set up with
privatization proceeds. Indirect tax revenues stalled as
imports declined, with revenues from taxes on
domestic sales increasing by 13.7% during the period.
Public-sector outlays grew by 4.7% in the first half of
the year, with capital expenditure up by 16%, and
current expenditure rising by 3%.
In the first half of the year, the government placed

Global Bonds to a value of US$ 500 million on

international markets in an operation to buy back Brady
Bonds (US$ 200 million) and obtain budgetary
financing. External debt service for the year as a whole
amounted to US$ 748 million: up by 55% from the 1998 
figure as a result of increased payments of both interest
and principal. Early in the year the sale of 50% of the
electric power company assets was completed in an
operation that produced a US$ 603 million capital
inflow deposited in the Development Trust Fund,
which now stands at US$ 1.3 billion. Privatization of
the water and sewerage company, however, was
delayed.
Three banking regulations were put into effect,

relating to: (i) private economic groups; (ii) loans to
related parties; and (iii) banking conglomerates. The
process of reducing the number of banks continued.
The activities of the national banking system continued
to expand in 1999, with deposits growing by 4.3% and
loans granted rising by 2.3%, according to the August
figures. Lending to the domestic market increased by
16.4%, while external lending declined by 12.8%.
External loan and deposit operations of the banking
system contracted. Interest rates were substantially
unchanged, and preferential rates on loans for middle-
and  low-income  housing  construction  were
maintained.
Apart from the Colón Free Zone, international

services posted positive results in 1999. Revenues from
Panama Canal operations grew by 4.3%, partly because 
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THE CARIBBEAN



Bahamas
 



The Bahamian economy is estimated to have grown modestly during the second quarter of 1999, in a

climate of mild inflation. Renewed growth of tourism, together with significantly higher fishery

exports and a more active construction sector, helped to underpin economic activity, with tighter

consumer credit remaining a major policy thrust. Monetary expansion (4.8%) remained steady in

1999 and there were improvements in nearly all the main components of the balance of payments.

Government economic policy in 1999 was focused 
on a programme of social spending and tax reforms,
with expenditures directed at health and education, the
criminal justice system, social services, youth and the
environment. At the end of the second quarter, the
overall public-sector deficit had grown, as revenues
were hit by the tighter consumer credit regime
implemented since 1998. A number of tax measures
were taken in order to meet the budgetary
commitments, including a rise in real-estate stamp
duties and higher taxes on luxury automobiles and hotel 
accommodation. Steps were also taken to improve tax
administration.
The money stock expanded by 4.8% to US$ 144.2

million. All components of the money supply grew
except foreign currency deposits, which declined by
2.0%. In line with the increased money supply,
domestic credit expanded by 2.9% compared with its

level in the first quarter of 1998, but this was less than
the 3.2% growth registered for the same period a year
earlier. The Central Bank lowered the official interest
rate by 75 base points in the second quarter of 1999, in
order to boost mortgage lending. Lending to the private
sector grew by 2.6%, compared with 3.0% in the first
quarter of 1999, and bank lending to the public sector
was estimated be up by 14.7% at the end of the second
quarter of the year.
Economic activity was underpinned by a strong

recovery in tourism. The total number of tourists
arriving in the Bahamas rose by 11.5% in the second
quarter, to 944,960 visitors, following a 4.7% drop in
the same period in 1998. Increased cruise line traffic to
New Providence in 1999 pushed seaborne arrivals up
by 8.7% to 527,115 passengers, compared with a 5.1%
decline a year earlier. Tourist expenditure estimates for
the second quarter of 1999 point to a significant
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Barbados



Following six years of uninterrupted growth, economic activity lost some of its momentum, and

growth is estimated at 2.5% for the first nine months of 1999 compared with 4.7% for the same

period a year earlier. Growth was led by the non-tradeable sectors, especially construction and

wholesale and retail trade, whereas there was a slight contraction among tradeables. Slower real

growth of exports and higher import expenditures resulted in a larger current-account deficit at the

end of the third quarter. Exports are expected to recover in the final quarter to register growth of

about 2% in 1999 as a whole. Inflation remained low, but the monetary authorities nevertheless

applied a tighter policy in view of the increased trade and fiscal deficits.

Economic policies were aimed at preserving the
prevailing growth climate and keeping inflation and
unemployment at low levels. The main thrust of official 
strategy, as set out in the 1999/2000 budget, was to
improve the country’s competitive position. Total
fiscal revenues increased by 4.5% in the first nine
months of 1999, thanks to higher tax revenues, while
expenditure rose by 4.6% in the wake of higher capital
spending, mainly related to a wide-ranging programme
of highway rehabilitation and extensive airport
reforms, and transfers to the Barbados Agricultural
Development and Management Corporation. As a
result, there was a fiscal deficit of 44.6 million
Barbados dollars (BDS$) (US$ 22.3 million), which
was BDS$ 3.5 million (US$ 1.8 million) higher than in
1998.
Commercial bank lending to the private sector

increased, and this may have been a factor in the strong
import growth. Net new lending to the private sector
grew by BDS$ 180.2 million (US$ 90.1 million),
compared with the BDS$ 126 million (US$ 63 million)
recorded in the first three quarters of 1998 and the
average of BDS$ 113 million (US$ 56.5 million) over
the period from 1994 to 1998. In order to control this
surge in domestic demand, the Central Bank of
Barbados tightened monetary policy for the

commercial banks by raising its discount rate from 9%
to 10% and increasing the reserve requirement on
deposits from 5% to 6% as from 31 May 1999. It also
withdrew approximately BDS$ 20 million (US$ 10
million) in deposits it was holding in the banking
system, and  invested  the  proceeds  in  foreign  stocks.
A further BDS$ 20 million (US$ 10 million) was
withdrawn from circulation through net placements of
new State securities.
Domestic deposits declined by an estimated

BDS$ 78.2 million (US$ 39.1 million) during the
third quarter, but grew by some BDS$ 162.2 million
(US$ 81.1 million) in the first nine months as a
whole, compared with growth of  BDS$ 195 million
(US$ 97.5 million) a year earlier. Excess liquidity
stood at 5.8% of domestic deposits at the end of
September 1999. Interest rates on Treasury bonds rose
to  5.9%  at  the end  of  that  month, compared  to  5.7%
at the end of December 1998, reflecting the tighter
liquidity conditions; other interest rates remained
relatively stable.
The first three quarters of 1999 saw a sharp

downturn in cruise liner tourism and slower growth in
the manufacturing sector. The figures show that
tourism shrank by 1.4% during the period, in contrast to
the average growth rate of 3.8% recorded over the six
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Cuba



Productive activity recovered strongly with growth of 6% in 1999. The balance-of-payments current 

account deficit narrowed to 1.3% of GDP, and the fiscal deficit remained under control (2.6% of

GDP), all of which helped to keep the exchange rate and prices stable (0.7% inflation). On the other

hand, accumulated monetary liquidity, which was virtually unchanged from the previous year,

remained high as a proportion of GDP (35%). Economic growth was boosted by a recovery in the

sugar industry,  together with a marked increase in international tourism, a better performance in the

energy sector and a further increase in nickel output. Weather conditions were favourable to

agriculture, and certain restrictions on external and domestic financing were eased.

Although increased flows of foreign direct
investment and family remittances were reported, the
scarcity of foreign currency continued to restrict
leeway in economic policy. The fiscal deficit is
estimated to have widened to 2.6% of GDP (2.2% in
1998), as expenditure (7.2%) grew faster than  revenue
(6.8%). Current spending rose significantly, but capital
expenditure was unchanged from 1998. There were
wage increases in sectors such as education and public
health. The recovery of the agricultural sector and the
sugar industry made it possible to reduce subsidies for
covering losses by public sector companies and to cut
back on budgetary assistance to Basic Cooperative
Production Units (UBPCs), which are cooperatives set
up on former State land. Social security expenditure
continues to weigh heavily on the country’s fiscal
balance. On the revenue side, there were higher receipts 
from the taxes on profits, labour-force use, circulation
and sales. 
The amount of currency outside banks was

virtually unchanged and the price control policy was
maintained; the parallel exchange rate went down to 20
pesos per dollar, while the official rate remained
unchanged at one peso per dollar. In 1999 the national
banking system lent more than US$ 1.3 billion to
productive entities, compared with US$ 1 billion in

1998. In the three-year period 1997-1999, medium- and 
long-term external loans amounting to US$ 500 million 
were obtained and used for the purchase of equipment
for the sugar industry, airport construction, and
development of the telecommunications system.
Although private sector self-employment declined,

the process of opening up to foreign investment
continued in the real estate and energy sectors, and the
restructuring of the banking system was continued. As
many as 370 mixed enterprises have now been set up,
and bilateral agreements for investment protection have 
been signed with 44 countries.
The recovery in production made it possible to

make up some of the shortfalls accumulated since the
beginning of the decade. Global supply increased
substantially, thanks mainly to the  6%  growth in
output,  as goods  and  services  imports  grew  more
slowly (3%). On the demand side, external sales were
more buoyant (10%) than domestic demand (3.6%);
investment expenditure was up by 18%, while
consumption grew more modestly (2%). Domestic
sales  in  foreign  currency rose  strongly,  since  over
60% of the population had access to them.  Priority
continues to be given to capital formation in
foreign-currency-generating activities, such as tourism
and telecommunications, and in import-substituting
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Guyana
5
 




The economy of Guyana began to grow again (6.8%) in the second quarter of 1999, following a

2.4% contraction in GDP in the first quarter. This resulted in growth of 2.1% for the first half of the

year as a whole, which represents a recovery compared with the same period in 1998, when there

was a downturn of -2.4%. Real growth for the calendar year is projected at 2%, led by recovery in

the agriculture sector. Consumer prices have risen by 5.8% in the year to date, while the local

currency has depreciated by 7.1% against the United States dollar. The Government has embarked

on a series of reforms designed to open up the economy and improve the economic and regulatory

environment.

The economic policy framework in 1999 included
measures aimed at reversing the contraction of output
and reducing poverty, through sound macroeconomic
social and public-sector reforms and ongoing support
for the private sector. The key macroeconomic
objectives for 1999 are the following: real GDP growth
of 1.8%, based on a recovery in agriculture; inflation of
5.5%; and a sustained improvement in the balance of
payments current account, where larger export
volumes should help improve the foreign trade surplus.
External budgetary financing from bilateral and
multilateral sources is also projected to remain at a high 
level. 
In fiscal policy, efforts are being made to increase

public expenditure on development projects and to
improve tax administration (the authorities are
concluding a study aimed at introducing Value Added

Tax). Monetary policy was adjusted in order to achieve
the targets set for international reserves and inflation.
The government embarked on a series of reforms

to open up the economy and improve the economic and
regulatory environment in terms of its impact on
financial activities, the public sector and the business
environment. Trade policy continued to move in the
direction of a freer market economy, and steps are being 
taken to reduce maximum import tariffs, in accordance
with commitments made by the Government in the
common external tariff agreement. During the year,
several programmes were implemented to stimulate
employment, with emphasis on micro-enterprise
development, the promotion of labour-intensive
investment projects in the public sector, and training
activities.
A new Bank of Guyana Act was passed to ensure

the autonomy, capitalization and reorganization of the
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Haiti



The  performance of the Haitian economy in 19996 was rather modest (2.5%) in view of the amount

of catching up that the country needs to do after several years of little growth. The shortage of foreign 

financing due to the political problems that still cloud the national scene has been an important factor

in the economy’s poor performance. In general, the macroeconomic indicators are favourable, with

inflation at 10% and a fiscal deficit equivalent to 2.6% of the product. The sectors that have been

strongest in recent years —construction, maquila activities and commerce— posted very small gains, 

in some cases well below the previous year’s. The conditions attached to disbursements of foreign

aid, contingent on the effective action of a new legislative body, have held up projects dependent on

the major international funding sources.

As of the third quarter, fiscal policy had succeeded
in meeting the targets agreed with the IMF, resulting in
2.5% more revenue than projected. In the last quarter,
however, investment spending was almost twice the
target amounts, bringing overall expenditure to a level
7.5% above the target for the fiscal year. Additional
outlays connected with hurricane Georges and the
funding of the electoral process represented close to 6% 
of total spending. The positive results in terms of
public-sector income were due in large measure to
revenue from customs tariffs (18%), direct taxes (35%)
and indirect taxes (13%). The fiscal deficit came to
2.6% of GDP, slightly more than the preceding year’s
2.4%, and was financed almost entirely by the Central
Bank, since net external financing was negative. Budget
aid promised by the European Union (US$ 21 million)
was not forthcoming because the political objectives on
which it was contingent were not met as scheduled.

In order to keep inflation under control, the
authorities applied a tight, restrictive monetary policy.
Financial indicators with respect to both the public
sector and credit were generally beyond the figures
agreed with the IMF. Credit was limited by the
compulsory reserve requirements (26.5% and 12.5%
respectively on local-currency and dollar deposits),
while lending rates were stable (22.5% and 12.5%
respectively for local currency and dollars). Deposit
rates fell  from  14.8%  to  6.8%  for gourdes  and  from
7% to 6.5% for dollars. This represented an increasing
intermediation spread and a net preference for
government securities (BRH bonds, the amount of
which  more than  doubled), with yields  that  stood at
the end of the fiscal year at attractive levels between
6.8% and 10.3%.
The dollarization of the economy seems to have

increased. Dollar deposits gradually increased to
almost 32% of total deposits (compared with 29% in
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Jamaica



According to estimates, the decline in GDP for the year (1%) will be higher than in 1998. This

negative performance must be viewed against the background of a fragile financial sector and a

delicate macroeconomic balancing act aimed at maintaining the country’s economic stability,

keeping the exchange rate stable and reducing the fiscal deficit. Inflation was kept under control,

standing at 5% at midyear. This welcome development made it possible to take a more flexible

approach to monetary policy.

Economic policy was aimed at consolidating
previous progress towards stable conditions (namely,
low inflation and a stable exchange rate), fostering
growth of the product and reducing the fiscal gap in
order   to   achieve  a  balanced  budget  for  the  fiscal
year 2000-2001. In keeping with the government’s
fiscal  objectives,  new  tax  measures  were  introduced
to correct the deficit, which was 7.5% of GDP for the
1998-99  fiscal  year.  The  most  important  changes
were increases in the special consumption tax on
certain petroleum products, higher taxes on cigarettes
(+10%)  and  alcoholic  beverages  (+33.3%),  and
higher motor vehicle license charges (+33.3%). Taxes
were also raised on gambling and betting as well as on
customs processing fees. Following a series of general
strikes early in 1999, the government eased tax
increases  in  various  a  reas.  It  is  estimated  that  the
new tax structure  will  provide around  J$ 4.4 billion
more tax revenue.
Monetary policy, aimed at reducing inflation by

controlling the money supply, led to a 39.8% drop in
net domestic assets, offsetting a 1.5% increase in the
Bank of Jamaica’s net international reserves. During
the first six months of 1999, lower core inflation
projections made it possible to lower reserve
requirements. Thus, the Bank of Jamaica reduced the
cash reserve ratio for commercial banks to 17% as well
as easing the non-cash reserve ratio, which had not been 

changed since June 1995, from 22% to 18%. Though
M2 increased in April and May 1999, the total amount
of loans and advances outstanding at the end of May
1999 was 7.2% down from its December 1998 level,
reflecting a decline in lending.
The high level of real interest rates and the low

level of effective demand continued to limit credit
growth. In the non-banking sector, credit unions
continued to grow strongly, with their consolidated
balance increasing from J$ 9.4 billion at the end of
December 1998 to approximately J$ 10.4 billion by the
end of March 1999. With the real estate market
remaining fairly quiet, consolidated data for
construction firms as of the end of April 1999 showed a
drop to J$ 41.3 billion from the level of J$ 45.1 billion
registered at the end of December 1998.
Still feeling the impact of the 1998 recession, the

economy remained sluggish, and it is estimated that the
rate of change of GDP was lower during the period from 
April to June 1999 than during the previous quarter and
the corresponding months of 1998. This situation must
be understood in the context of interest rates which,
though beginning to fall, were still high and may
therefore explain the low level of investment activity.
One factor that contributed to the economic

slowdown during the second quarter of 1999 was the
relatively poor performance of the goods-producing
sectors. Agricultural output was only 0.7% higher than

Preliminary overview of the economies of Latin America and the Caribbean, 1999 75





positive. In the first eight months of 1999, exports
covered only 45% of the import bill.

         

Dominican Republic



For the fourth year in a row, the Dominican Republic enjoyed a high rate of growth (7%). This was

primarily because of strong domestic demand and sustained flows of funds into the country in the

form of foreign direct investment, tourism and family remittances.

Economic policy focused on the one hand on
avoiding overheating of the economy due to the
sustained rapid growth since 1996, and on the other on
preventing an increase of imports that could create
balance-of-payments constraints. On other fronts, trade 
liberalization and privatization moved forward slowly. 
The central government virtually balanced the

fiscal accounts, with a deficit of only 0.1% of GDP.
Revenue increased 6%, less than the year before, as
receipts from the oil price differential fell, though in
order to counteract this the price of oil was raised and
the commission on currency exchange transactions was 
increased from 1.75% to 5%.
Reversing the pattern of preceding years, total

expenditure increased by 13% due to increased capital
expenditure related in part with reconstruction work.
The growth rate of current spending fell despite higher
current transfers (17%). The effects of the reform of
State-owned enterprises are expected to be felt next
year.
A raise in doctors’ pay had some effect on total

expenditure, though it will be offset by increases in

taxes on motor vehicle licenses, gun permits and forms
for medical certificates.
Lastly, the government began to take measures to

put the domestic debt on a sounder footing by issuing
six-year fixed-interest bonds and debt recognition
certificates.
At the beginning of the year, the government kept

liquidity under control by limiting net domestic public
borrowing, deferring the redemption of participation
certificates held by commercial banks and freezing
some of their excess reserves. Between June and
October, the stability of prices and the exchange rate
opened the door to more flexible monetary policy
which allowed interest rates to fall and brought loan
money into the private sector. In October, the
authorities imposed restrictions on commercial banks’
loan portfolios to ensure that lending increased at a pace 
consistent with inflation and growth targets.
Thus, the money supply and narrow money (M1)

grew less than 10%. Broad money (M3) grew 26%
between January and October, reflecting a significant
increase (99%) in dollar deposits. Financial regulations
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Exports of goods (+5%) continued to be driven by
activity in the free zones, although this grew less
rapidly than before due to lower demand for textile
products. The value of the country’s exports of
domestically produced goods dropped because of
lower international prices and a decline in the
exportable supply. 
Imports (+8%) were stimulated by increased

consumption, the need for machinery and equipment
for an expanding economy, and higher fuel prices on
the international market. Oil imports grew 13%
between the January-September 1998 and the same
period of 1999. Towards the end of the year, import

activity also began to reflect the increase in the
commission on currency exchange transactions.
The services balance was positive as a result of the

increase in the number of tourists entering the country.
Net transfers from abroad fell slightly from their 1998
level.
The capital and financial account ended the year

with a surplus of US$ 585 million thanks to foreign
direct investment of US$ 1.4 billion. Net reserves in
September were US$ 478 million, a 37% increase over
the 1998 figure. Total foreign debt was US$ 3.5 billion.
Service payments on the foreign debt went down as a
result of arrangements for deferred payment made with
the Paris Club and Venezuela in the light of the effects
of hurricane Georges.

          

Trinidad and Tobago



With the boost given as from the second quarter of 1999 by the initiation of liquefied natural gas

production, the economy is estimated to have grown by 7% in real terms in the first half of the year.

Thanks to strong performance in the oil and manufacturing sectors, similar growth is expected for

the remainder of the year. These positive results were accompanied by an increase in the

employment rate and lower inflation, though there continued to be a fiscal deficit. Despite the

surplus registered in the current account, the overall balance of payments posted a deficit of US$

71.4 million in the first quarter of 1999, due to net capital outflows.

According to the information available for the
first half of the year, the fiscal deficit remained close
to its 1998 level of –1.1%. The gap was covered by an 
overdraft on the Central Bank. There was
consequently an expansion of the money supply,
without backing from inflows of foreign currency.
Indeed, there was a fall in the international reserves
in the first quarter. The monetary authorities
responded with open market operations to reduce the
excess liquidity in the economy.
The government continued with its policy of

reforms aimed at increasing factor productivity and
creating markets for certain goods. To this end, a free

trade agreement was signed in 1999 between the
Dominican Republic and the Caribbean Community
(CARICOM) countries Provisional agreements were
also made for the entry on preferential terms of certain
Colombian products. In addition, bilateral trade and
investment accords were negotiated with Mexico and
the MERCOSUR countries.
The positive results of the first half of 1999 suggest

that the sustained growth pattern displayed by the
economy  during  the  ast  five years  will  persist this
year also. Nevertheless, agricultural exports were
disappointing. Cacao production fell from 1.1 million
tons in the first quarter of 1998 to 286,000 tons in the
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