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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 (exceptin

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
magquila transactions, other manufacturing and
agricultural trade, and fourism— 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 surprisingly, job creation slowed in most of
the South American countries but proved to be more
dy namic in Mex ico, Cen tral Amer ica and much of the
Caribbean. For the region as a whole, employment

slipped from 53.7% of the working-age population in
1998 to 52.5% in 1999 while unemployment climbed
from 8.0% to 8.7%. the high estrate everto beregis tered
sincere cords be gan to be kept for a sig nifi cant num ber
ofcountries. Aided by lowrates ofin fla tion, real wages
performed better than employment did. Indeed, the
consolidation of the price stabilization process
continuesto be one ofthe prin ci pal achieve ments of the
decade. At around 10%, inflation remained under
control despite the depreciation of a number of
currencies, and 17 of the 22 countries for which
in formationis avail able had sin gle-digitrates 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
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LATIN AMER ICA AND THE CARIBBEAN: MAIN
ECONOMIC INDICATORS

1997 1998 19992

Economicactivityand

prices Annual rates of variation

Grossdomesticproduct 5.4 2.1 0.0

Per capitagross domestic

product 3.7 0.4 -1.6

Consumerprices 10.4 10.3 9.6

Terms of trade 2.2 -5.3 0.7
Percentages

Ur ban open unemployment 7.3 8.0 8.7

Externalsector Bil lions of dollars

Ex ports of goods and

services 326.9 3254 339.9

Im ports of goods and

services 356.9 376.5 359.6

Bal ance on goods -10.4 -32.6 -5.1

Bal ance on services -19.6 -18.6 -14.7

Bal ance on in come account -47.2 -52.6 -54.5

Balance oncurrentaccount -62.6 -87.5 -56.4

Balanceoncapitaland

financial account 83.2 68.7 43.5

Over all balance 20.5 -18.7 -12.9

Total dis bursed external

debt 31.6 24.9 -1.6

Source:Seestatisticalap pendix.
2 Preliminaryestimates.

countries; in fact, if Mexico were not included in the
figures, then the region would have registered a 3%
contraction in external sales. Both export and import
prices were lower, and the terms of trade deteriorated
for the great majority of the countries. The result was a
reduction in the current account deficit, which
narrowed from US$ 87 billion (4.5% of GDP) in 1998
to USS$ 56 billion (3.2%) in 1999.
Autonomouscapitalinflows were the main source
offinancing forthe currentac countdeficiteventhough
they were down to just US$ 43.5 bil lion (from US$ 69
billion in 1998 and USS$ 89 billion in 1997).
Compensatory flows and international reserves
cov ered the re main der. In line with the trend of the past
several years, foreign direct investment (FDI)
dominated the capital account; in fact, in 1999 this
category ofinvestmentamountedto US$ 70 billionand
thus farex ceeded to tal in flows, since bank loans, eq uity
pur chases, and errors and omis sions were all neg a tive.
International bond issues amounted to over US$ 40

ECLAC

billion, but most of this sum went to amortize and
re finance debts fall ing due. Ac cess to the bond mar ket
was uneven, and terms on the new issues —both
interestratesand maturities— were significantlyworse
than they had been dur ing the pre-crisis years.

In their attempts to deal with the un ex pected length
andseverity oftheinternational crisis, macroeconomic
policy-makers adopted a less contractionary stance
than in 1998, especially during the second half of the
year. Fis cal spend ing was not cut to match the de cline
inrev enues, which means that the av erage defi citin the
re gion is likely to ex ceed 3% of GDP, the high est level
of the decade. Late in the year nominal interest rates
were lowered, and in a number of countries monetary
policy-makers gained some manoeuvring room with
the shift towards flexible exchange rates. The most
prominentcase ofaswitchinex change-rate re gime was
Brazil, but similar steps were also taken in Chile,
Colombiaand Ecuador.

Sluggish growth rates, the lagged effects of high
interest rates, and exchange-rate depreciation had a
negative impact on the financial sector in many
countries. Theratio of non-performing loans in creased
substantially, and this wasre flected inbank ing crises in
severalinstances. Particulardifficulties aroseincases
where loans had been made in foreign currency, since
the local-currency equivalent increased as a result of
devaluations. In general, the reform process slowed its
pace as privatizations were postponed and, in some
cases, tariffs were raised in or der to cope withtemporary
emergencies. Although institutional negotiations at the
intraregional level continued to move forward, trade
among regional groups contracted sharply, and
conflicts arose in some cases as are sult of dif ferences in
economicpolicypositions.

The year closed on a positive note in terms of
projections for the near future, with the United States
economy continuing to grow at a fairly rapid pace,
Europe’s economy growing as well, and Japan and the
rest of Asia making a recovery. Conditions on
international financial markets are becoming more
favourable for the countries of the region, and
commodity prices are starting to rebound. All these
trendsindicatethatthesituation willim prove inal most
all of the countries during the year 2000. ECLAC
projec tions put the growth rate for the re gion as a whole
at 3.6%; Mexico and Cen tral Amer ica are ex pected to
posthigher growthrates (4.5% and 4.7%, re spec tively),
fol lowed by Brazil (3.5%), the South ern Cone (2.9%)
and the An dean coun tries (2.8%).
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2. The external sector

The inter national crisis left its mark on the re gion’s
external sector for the second year in a row, as the
re gion felt the effects of slug gish foreign cap i tal flows
and a steady slide in non-fuel commodity prices. In
contrast to what had occurred the previous year,
however, the sharp adjustment in the region’s
economies put a stop to the trend towards a widening
deficit on the current account of the balance of
pay ments. The short fall there fore narrowed from4.5%
of the re gion’s gross do mes tic prod uct (GDP) in 1998
to 3.2% in 1999 (see fig ure 1).

Figure 1
LATINAMERICA AND THECARIB BEAN:
CURRENTACCOUNTBALANCE
(Percent age of GDP)

Venezuda
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Chile
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Guatemda
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Honduras
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Panama

Source: See table A-11 of the statistical appendix.

Thesubstantialre duc tionin the defi citwas mainly
there flec tion ofa smallerneg a tive bal ance on the trade
account. This, in turn, was the result of a sharp
down turn in im ports, which more than made up for the
slowdown or decrease seen in the exports of most

countries, particularly in South America. The deficitin
fac torin come wid ened again. al beitmod erately. Atthe
same time, curent ftransfers, especially family
remittances, continued their upward trend in Central
Amer icaand the Carib bean, thereby help ing to nar row
these coun tries’ current ac countdeficits.

This reduction in the region’s deficit was offset,
how ever, by the de crease in foreign capitalin flows and
higher profit remittances; the combination of these
factors resulted in a negative net transfer of resources
for the first time since 1990. As had also been the case
the year before, the region had to draw upon its
internationalreservesandcompensatoryfinancing, this
time some US$ 13 billion. The use of international
reserve assets was less widespread than in 1998,
occurring mainly in Brazil and to a lesser extent in
Chile, Co lom bia, Mex ico and Peru.

Thedeclineinnetcapitalinflows continues

Latin America received autonomous capital flows
amounting to US$ 43.5 billion in 1999, which was
down from the 1998 fig ure and lit tle more than half of
the level of inflows in 1997. Only a few countries,
mainly in Cen tral Amer ica, saw an in crease in in bound
capital; inflows to most countries were lower, and
Ecuador and Venezuela witnessed net withdrawals.
Thissituation stems from the ex ternal finan cial crunch
thatbe ganin 1998, es pe cially withre spect to loans and
eq uity flows, and car ried over into the early months of
1999. Since then, these flows have been making a
haltingrecovery.

As had also been the case in the preceding
biennium, alarge proportionofex ternal financein 1999
consisted ofless volatile types of capital; the main such
category was foreign direct investment (FDI), which
actually swrpassed the exceptionally high levels
recorded in 1997-1998. In fact, FDIin flows ex ceeded
total capitalin flows for 1999, whichindicates thatthere
were net outflows in other categories. The main
recipient country was Brazil, but Argentmal and the
DominicanRepublicalsopostedre cordlevels, andFDI
inflows to Mexico remained close to the previous

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.
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biennium’s figure of US$ 11 billion. In a year when
private debt flows were used almost entirely for
amortization payments, FDI inflows made important
contributions to financing the balance-of-payments
cur rent ac count defi cit in over half of the coun tries of
theregion. ? In some cases where there was in suf fi cient
access to private external resources, financing from
official sources, especially loans from multilateral
agencies, alsoplayedakeyroleincovering thedeficit.

International bond placements as of November
1999 amounted to some US$ 40 billion, 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, Colom biaand Venezuela.
The main issuers were central governments and
public-sector companies, since private firms had
difficulties in obtaining financing. The size of
individual issues was smaller, and there were more
placements in currencies other than the United States
dol lar, mainly the euro. It was note wor thy that in April
1999, just three months after the devaluation of the
Brazilian real, seven ofthe re gion’s Gov ern ments were
able to float bond issues on international financial
markets amount ing to US$ 10 bil lion at a pre mium of
550 basis points (5.5%) over United States Treasury
bonds (5% in April), which means that the cost of
financing amounted to an annual 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
notable for its favourable conditions, since it had a
ten-year term and a spread of just 175 ba sis points. This
upturn was followed by a decline in issues between
May and September which then gave way to another
upswingbe ginninginOctober.

Following the Russian moratorium in August
1998, the cost of ex ter nal financ ing for the re gionrose
sharply —to an annual rate of nearly 15%— before
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
reflected the fact that investments in the region were
perceivedasbeinghigh-risk op erations and, during the
last few months, there was a rise in international
interest rates as well. The maturity profile for the
re gion’sbondissueshaddeteriorated to anaverage of
five years by the third quar ter of 1999.

Figure?2
LATINAMERICAAND THECARIBBEAN:
INTERNATIONALBONDIS SUES
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Source: ECLAC, on the basis of official figures and data provided by the World Bank
and the International Monetary Fund.

al The sum of the average spread on the bond issues plus the yields on long-term
United States Treasury bonds.

bl October and November.

Bank lend ing was also af fected by the tur bu lence
on international financial markets. According to data
for the first half of 1999 compiled by the Bank for
International Settlements (BIS), the reduction in
lending by the international banking system mainly
affected Brazil and, to alesser ex tent, Chile, Colombia,
Ecuador, Guyana, Mexico and Peru. The recovery 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 volatile forms of capital, those
as so ciated with eq uity in vestments be gan to flow back
into the region’s main stock markets midway through
the second half of 1999. However, the available
in forma tion in di cates that thisre coveryhas along way
to go be fore fully re vers ing the large with draw als that
took place in the second half of 1998. Thanks to the
notableim prove mentinequity pricesinre centmonths,
especially in Mexico. by November 1999 the regional
index had climbed back up to the level it had reached
be fore Russia’sunilateral dec laration ofamoratorium
in August 1998. Nev erthe less, the in dex was still 15%

2 The acquisition of assets, especially in the private sector, were the predominant form of FDI1n 1999, particularly in several South American
countries. See ECLAC, Foreign Investment in Latin America and the Caribbean. 1999 Report (LC/G.2088-P), Santiago, Chile, 2000.
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below the average at tained be fore the out break of the
Asian crisis (see figure 3). At the same time, some of
the region’s larger economies are still experiencing
out flows of other types of short-term cap i tal, al though
the amounts involved are quite moderate when
comparedtothemassive withdraw als thathad oc curred
be tween Au gustand Oc to ber 1998.

Figure 3
LATIN AMER ICA AND THE CARIB BEAN: STOCK
EXCHANGEPRICES
(Variationinindicesexpressedindollars)
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Source: ECLAC, on the basis of figures from the International Finance
Corporation.
a/ Figures to 10 December.

A slight expansion in the region’s external
debt

In 1999 the total gross disbursed external debt of
Latin America and the Caribbean edged up to
slightly less than US$ 750 billion; this represented a
nominal increase of just 0.5%, the lowest rate for the
1990s. The slowdown in the rate of increase was
re mark able when com pared to the trend in re cent years
andre flected the diffi cul ties thatthe countries have had
in obtaining foreign funds, especially from
private-sector sources. In nearly half of the region’s
countries, gross external liabilities increased by
negligible amounts, and some countries even saw a
reduction in nominal terms (Jamaica, Peru and
Venezuela). Another group of countries (Argentina,
Costa Rica, Chile and Uruguay) saw their gross
external liabilities increase by between 4% and 7%,
while Paraguay registered a spectacular increase of
nearly 40% due to an unprecedented US$ 400 million
governmentbondis sue.

Indicators of the region’s external debt burden
for 1999 re mained at lev els sim i lar to those of 1998,
when they had deteriorated for the first time in the
1990s. Theratio of inter est due to ex ports of goods and
ser vices held steady at 17%, while the ra tio of ex ter nal
debt to ex ports of goods and ser vices eased slightly to
216%. Over half of the countries continue to display
what can be considered satisfactory debt burden
indicators, while in the rest, these indicators remain a
cause for con cern.

Events relating to external debt renegotiations
included Ecuador’sde faultoninterest pay ments onits
collateralized Brady bonds during the sec ond semes ter
of 1999. Later it also defaulted on interest payments
on other government liabilities with private-sector
creditors when the holders of those Brady bonds
rejected the Government’s proposal to resort to the
underlying guarantee. The Government of Ecuador
hopes to reschedule its Brady and Eurobond
commitments in order to bring its debt service to a
sus tain able level in the com ing years. Itis im por tant to
note that, judging from the behaviour of spreads on
Latin American Euro bonds in the sec ond ary mar ket in
recent months, the international financial community
appears to see these events as being confined to
Ecuador. Honduras and Nicaragua, meanwhile, are
hoping to qualify for the Highly Indebted Poor
Countries (HIPC) initiative, in which Bolivia and
Guyanaarealreadyparticipating.

Lower prices and a slump in intraregional
trade squeeze exportrevenues

Taking the re gion as a whole, the value of ex ports rose
by nearly 5%, but this result was largely due to the
predominance of Mexico in the aggregate figure. If it
had not been for Mexico, export growth would have
been negative (-3%); approximately half of the
coun tries posted lower ex port val ues.

Thecompetitive gainsarising fromdevaluationsin
Latin America and the countries’ declining levels of
domestic absorption failed to generate higher export
earnings for two reasons. First, the economies of the
region, and especially those of the South American
countries, continue to be major commodity exporters,
and the supply of such products tends to be price
inelastic in the short run. Moreover, sales of
commodities other than hydrocarbons suffered from
steadily weak eningprices on world markets, es pe cially
in the case of agricultural products, as the downward
trend in non-fuel commod ity prices persisted.
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The main cause of this slump was a persistent
oversupply, which continued to depress agricultural
prices in particular. It is estimated, for example, that
the drop in cof fee prices in 1999 was equiv a lent to one
fourth of the pre vious year’s av erage price level; by the
same to ken, sugar was down by one third, fish meal by
40%, soy beans by 20%, cot ton and wheat by 15% each,
bananas by 12%, iron ore by 8% and shrimp by 7%. The
prices of the industrial commodities exported by the
region were down as well (e.g., fertilizer prices were
6% lower and steel prices fell by 10%). As world
economic activity strengthened (the growth rate is
expected tobe2.6% in 1999 com pared to 1.7% in 1998)
thanks, in large part, to the re cov ery of the South-East
Asian economies, the prices of various raw materials
began to rebound, especially towards the end of the
year. This trend was particularly evident in minerals
such as aluminium, copper and nickel and in beef
prices. The price of oil also shot up as a result of the
policytorestrictsup ply adopted by the Or ganization of
Petroleum Exporting Countries (OPEC). The price of
Brent crude topped US$ 25 per barrelin Novemberto
reach its highest level since 1991, after having ended
1998 below US$ 10, and the av er age price for 1999 will
be over 40% higher than the precedingyear’s.

Second, in the category of manufactured products
(a strategic component of regional exports), the bulk of
the South American countries’ sales are made in the
regional market, where the effects of devaluations
largely cancel each other out, but where sales of these
products were also hurt by the weakness of economic
activity and demand. The volume of products exported
by Argentina, Brazil, Colombia and Venezuela, among
other countries, all shrank, and in some cases, such as
that of Paraguay, the same factors also had a negative
effect on commodity sales.

Consequently, the value of intraregional trade,
whichin 1998 had al ready suf fered its first con trac tion
in 12 years, plummeted by approximately 25% in the
first three quar ters of 1999 (see ta ble 4). Trade among
the countries of the Southern Common Market
(Mercosur) fell by this same percentage, while trade
in the Andean Community fell even more sharply
(35%). This situation generated friction and led to
trade disputes within both trading blocs, but their
motivation to move towards integration remains
strong. The situation was different in the Central
American Common Market (CACM) and in the
Caribbean Community (Caricom), where the avail able
information indicates that trade among member
coun tries stayed at the same level as the year be fore.

ECLAC
Figure4
LATIN AMERICA AND THE CA RIB BEAN:
INTRAREGIONAL TRADE IN THE 1990s
& Intraregional trade (left-hand scale)
W Percentage of total trade (right-hand scale)
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Source: ECLAC, on the basis of official figures.

A different trend was also seen in exports of
manufactures from Mexico and several Central
American and Caribbean countries, which are
primarily sold on world mar kets, es pe cially the United
States. Sales of these products benefited from the
ex pansionofproductioncapacity inmaquilaindustries
and from the brisk pace of growth in the United States
economy, which is expected to amount to as much as
4% for 1999. Guatemala was the single exception to
this strong export performance. At the other extreme,
the sharp in crease (over 20%) in ship ments from Costa
Rica, the region’s strongest performer, was largely
attributable to a single company that had started up
operationsayearearlier.

While amajority of the coun tries man aged to boost
their export volumes, all of them except the main oil
exporters saw the unit values of their external sales
decline. In some cases, the drop in prices offset the
increase in vol ume (e.g., Brazil and Gua te mala), while
in others it compounded the effect of a reduction in
volume (e.g., Argentina, Bolivia, Honduras, Panama,
Paraguay and Uruguay), thereby causing export
revenues to actually shrink. In contrast, oil exporting
coun tries and those with a size able maquila sector saw
their ex port earn ings rise, as did Chile and Peru, which
man aged to re gain some of the ground lost in 1998. The
best performances, with two-digit growth rates, were
turned in by Costa Rica, Haiti, Mexicoand Ven e zuela.
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Imports drop and the terms of trade worsen

The to tal value of the region’s merchandise imports
fell for the first time in the last 15 years. The
decrease topped 4%, but if it had not been for
Mexico, the decline would have amounted to 15%.
This was the re sult of a com bi na tion of fac tors, but the
mostin fluen tial one was the ad just ment brought about
by slackdomesticdemandand currencydevaluations.
As a result of this adjustment, import volumes
contracted sharply in nearly all the South American
countries; furthermore, in almost every case the
decrease was in the double-digit range and was
reflected in all product categories (consumer, capital
andintermediate goods).

In some cases, however, there were other factors
that boosted imports. Countries whose exports
expanded as a result of the buoyancy of the maquila
sec tor also had to pur chase more im ports (par ticu larly
ofintermediate goods),sincetheseassemblyindustries
work almost entirely with foreign components. This
was a contributing factor to the increase seen in
Mexico’s import volumes and was also decisive in
several other Central American and Caribbean
countries, beginning with Costa Rica. Other factors of
a circumstantial nature included foreign direct
investmentsthatentailed the purchase of capital goods,
as in the case of Bolivia; reconstruction work
followingnaturaldisastersinNicaraguaandHonduras;
and the need to supplement the food supply, as in
Haiti. At the same time, de creased sales by Pan ama
and Paraguay in the form of re-exports to other
countries in the region also entailed a reduction in
foreignpurchases.

The import bill was also lightened by the
widespread drop in the prices of the products purchased
(with the notable exception of oil), as the success
achieved in keeping inflation under control worldwide
was repeated yet again in 1999. The prices of the
manufactures exported by developed countries, which
represent the largest share of regional imports, fell by
an average of 1.5%. This decline was compounded by
the even larger drop in the prices of many industrial
commodities (steel, chemicals and fertilizers, for
example) and of foodstuffs and other non-fuel
commodities. As a result, all the countries in the region
recorded lower unit values for their imports.

In most cases these reductions were not large
enoughto offsetthe de crease in ex portprices, how ever,
and the re sult was a de te ri o ra tion in the terms of trade.
The main exception was Venezuela, whose terms of
trade rose by 27%, thereby mak ing up for the pre vi ous
year’s loss. More mod est im prove ments were re corded
by the other oil-exporting coun tries, in clud ing Mex ico,
Costa Rica and Panama. The re gional average thus
improved slightly following the previous year’s
downturn.

Giventhe value of trade reg is tered for the dif ferent
countries, the change in the terms of trade resulted in
losses equivalent to nearly 1% of GDP or more in the
Central American countries (except Panama), Chile
and Peru. On the other hand, gains were recorded by
Venezuela (nearly 5% of GDP), Ecuador (1.5%) and
Mexico (1%) (see figure5).

Figure5
LATIN AMERICA AND THE CARIB BEAN: TERMS OF
TRADE GAINS AND LOSSES, 1999
(Percentage of GDP)
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3. Macroeconomic policy and reforms

Macro economic policy was marked by sharp contrasts
during the year. The larger fis cal deficit partially off set
the fall in private domestic demand, while monetary
policy-makers maintained an austere stance until
mid way through the year. This stance was thenre laxed
somewhat, and interest rates moved down slightly.
Exchange-rate policy also became more flexible. The
status ofthe bank ing sec torre mains a cause for con cern
in several countries; new lending remains depressed
and the quality of the banking system’sloan portfolio
hasdeteriorated.

The fiscal deficitwidens

The recessionary conditions existing in the region
drove down fis cal rev e nues at a time when a num ber of
the countries had drawn up budgets for 1999 that
allowed for increased public expenditure. The prime
objective during the year was to continue, insofar as
possible.toexecutepublicinvestmentandexpenditure
programmes in the social sector at their budgeted
levels, even though fiscal revenues 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
procyclica,l.3 As a result, the countries’ average
non-financial public-sector deficit rose to 3.2% of
GDP. its high est level of the de cade (see fig ure 6).
The greaterin crease seen in spending in the re gion
can be at trib uted to four fac tors, the first two of which
relate to investment. Apart from addressing infrastructure
investment needs that could no longer be put off,
sev eral coun tries that had been hit by natu ral di sas ters
the year be fore had to make sig nificant in vest ments in
reconstruction work. Hurricanes Georges and Mitch
caused extensive damage to infrastructure in Haiti,
Honduras, Nicaragua and the Dominican Republic;
torrential rainfall hurt the production sectors of
Ecuador, MexicoandPeru, among other countries; and
Colombia’s coffee-growing region was hit by an
earthquake early in the year. In addition, many
Governments in the region have renewed their efforts
to satisfy so cial needs that they had been post poning as

they strove to maintain fiscal stability. 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
natural outcome of a slightly higher level of external
indebtedness and because of devaluations. Domestic
debt service also led to higher expenditure because of
the de layed effect of mon e tary pol icy in coun tries that
attempted to use interest-rate hikes to curb the
depreciationoftheircurrencies.

The negative trend in income was the other
contributing factor behind the larger budgetary
short fall. Weaker economic ac tivity and a slow down in
international trade depressed tax revenues for the
sec ond year run ning, and this was com pounded by tariff
reductions, especially in Central America. However,

Figure 6
LATIN AMERICA AND THE CARIB BEAN:
PUBLIC-SECTORFISCALBALANCE
(Percentage of GDP)
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3 Formuch of the 1990s, expenditure levels have tended to mirror the slight nises and falls in revenues, which in tum are influenced by the level
of economic activity. To contain the deficit, the general practice was to tighten spending dunng v ears 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 m

response to a nise in debt service and a reduction 1n revenues.
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an upswing in non-tax revenues —driven by
rebounding international oil prices (in Colombia,
Ecuador, Mexico and Venezuela) together with
other non-recurrent receipts— partly offset these cuts.
Taxauthoritiesalsoreacted by proposingrate hikesand
measures to combatevasion.

Monetary policy-makers adopt a less
defensive stance

Monetary policy was largely determined by events in
the external sector, particularly with regard to the
countries’ access to capital markets. The prevailing
mood at the beginning of the year was one of strict
aus ter ity in most of the re gion, es pe cially in coun tries
that had lost international reserves when the global
crisis deepened in August 1998 and they began to
encounter difficultiesinthe area ofex ternal trade.

The real rate of interest on deposits in the first
quarter of 1999 was one percentage point above its
value in the final quarter of 1998 and three points
higher than in the first quarter of that year. The
intermediation spread (the differential between the
deposit and lending rates) also widened during the
phases of great est mon e tary aus ter ity, which drove up
financial costs even further. Austerity policies were
main tained for most of the firsthalfof 1999 in re sponse
to the uncertainty generated by the turbulence on
currency markets that marked this period, as several
countries devalued their currencies and Ecuador
institutedapartialmoratoriumonitsex ternal debt. This
de fensive mon e tary stance was quite wide spread in the
re gionandin cluded awide range of econ o mies in terms
of both size and their management of exchange-rate
policy (for example, Argentina, Brazil, Mexico and
Costa Rica). Few countries —one being Guatemala—
adopted amore ex pansionary policy from the very start
of the year.

Nonetheless, monetary policy-makers generally
be gantoadoptamore flex i ble stance to wards the end of
the first se mes ter, for two main rea sons. The first was
the international financial markets’ return to greater
stability, whichfacilitatedaccesstoexternalfinancing.
This more op ti mis tic out look was also backed up by the
Brazilian economy’s positive reaction to the January
devaluation, since this kept the spectre of contagion
from the crisis at bay. The second contributing factor
was of a domestic nature and had to do both with the
persistenceofunderlyingrecessionary forcesinseveral
oftheregion’scountriesand withaworseningsituation
in domesticfinancialmarkets.

Monetary authorities wereevenmoreinclined than
usual to re spond to calls from busi ness sec tors to make
macroeconomic policy more flexible and encourage
economicrecovery,sinceinflationratesweregenerally
at or below the targeted rates (in a majority of the
countries). Making ex change-rate policy more flex ible
(forex am ple, in Co lom bia) also gave them room for a
fall in the interest rate. In addition, signs that the
recession had bottomed out provided grounds for the
supposition that an increase in the de mand for money
would accompany the expected upturn in production
activity. Thewideningfiscaldeficitnonethelessmadeit
necessarytoholdtoaprudentlineofmonetarypolicy.

Inanumber of coun tries, thenominal in ter est rate
be gan to edge down cau tiously at the end of the sec ond
quar ter. This more re laxed mon e tary pol icy stance led
to an eas ing of the down ward trend in real li quid ity that
had predominated in Latin America since the fourth
quarter of 1998 (the real variation of in the money
supply (M1) was -5% in the 12 months to December
1998), and a slight upturn in the real money supply
started to be seen in the third quar ter of 1999 (3.5% in

Figure7
LATIN AMER ICA AND THE CA RIB BEAN: MONEY
SUPPLY (M1)
(Real 12-month rates of variation) °
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September). The data available for the fourth quarter
suggest a continuation ofthis trend (see figure 7).

The slow down in the rate of in fla tion partly off set
the fall in the nominal interest rate, so the real rate
dropped proportionately less than its nominal
counterpart. Nonetheless, tak ing the firstthree quarters
of 1999 asawhole, av eragereal in ter estrates re mained
higher than the average for the same period of 1998.
Thiswas es pe cially true of Mex ico, Para guay, Peruand
Bolivia, while the main exceptions were Chile and
Ecuador.

Banking crisis continues

The recession that overtook many of the region’s
countries (domestic demand was off by almost 2%)
and the high real in ter est rates that have pre vailed since
theinternational crisisof September 1998 reducednew
credit demand. The upswing in lending rates further
undermined the po si tion of firms that were al ready in
finan cial dis tress, and this in turn caused the qual ity of
bank loanportfoliostodeteriorate.

In addition, the great majority of countries in the
region have been affected to varying degrees by
financial disturbances that have made the banking
sector more risk-averse than before. The tight money
andre ces sion ary con di tions that af fected many of the
economies, especiallyin South America,untilmid way
through 1999 triggered liquidity problems in small
and medium-sized enterprises (SMEs) that produce
for the domestic market, just when —given the
increasing dollarization of financial portfolios— the
depreciationoflocal currencies was add ing furtherto
the debt-service burden of many of these businesses.
Large businesses, which are in a better position to
obtain credit, have increasingly gone abroad for
financing. All ofthisled toanin crease in the pro portion
of non-performing loans and made banks more
cautious.

As a result, a decline in domestic credit activity
and a trend towards financial disintermediation have
been ap par ent in many cases. In Mex ico, for in stance,
bank loans to the pri vate sec tor fell for the fifth yearina
row. In Peru, a decrease in lending in terms of both
quantity and quality setoffacrisisinthe bank ing sec tor
thatmade itnec es sary to set up sup port programmes for
the finan cial sec tor. In Ec ua dor, more than half of to tal
bank lending was to the Government, while in
Guatemala, the level of non-performing debt climbed
sharply. The list of coun tries ex peri enc ing these kinds
of trends also included Jamaica, Paraguay and
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Colombia. Thedifficultconditionsexistinginmany of
the coun tries’ finan cial sys tems prompted a great deal

of restructuring and consolidation via mergers and
acquisitions, especially in Peru and Colombia, and a
similarsituationisex pectedtoarisein Ecuadoraswell.

InMex ico, thenew Bank Savings Protection Institute
beganoperationsinSeptember. Currentestimatesplace
thetotal costtothe Mexican Governmentofbail ing out

the banking system and implementing a support

programme for debtors at almost 22% of GDP by the
end of 1999.

Exchange-rate policy be comes moreflexible

The management of exchange-rate policy exhibited
more flexibility in 1999. Four countries (Brazil,
Colombia, Chile and Ecuador) abandoned their
currency band regimes and let their currencies float,
and this lat ter type of re gime is now the most com mon
system in the region. The system of currency bands,
which played a very important role in stabilization
programmes based on the use of the nom i nal ex change
rate as an anchor, has come underincreasingcriticism
on the grounds that it generates vulnerability to
speculative attacks.

The first half of the year saw an in tense de bate on
the strengths and weaknesses of freely floating
curren cies ver sus high-credibility fixed rates (based on
currency boards or complete dollarization). This
controversy then abated, however, as it gave way to a
growing consensus that, save in a few specific cases,
current regional and international conditions call for
moreex changerate flexibility. Only three Latin American
countries (Argentina, El Salvador and Panama) and a
group of small econ o mies in the Eastern Caribbean still
have ei ther de facto or de jure fixed parity systems. In
any event, the float ing sys tems that are in use in volve a
morethannegligibleamountofintervention. InMexico
and Brazil, for example, monetary authorities have
re peat edly stepped in to smooth out fluc tu a tions in the
ex changerate,and mon etary policy hascontinued tobe
highly de pend enton ex ternal factors.

Trends in nominal exchange rates were very
dif fer ent in South Amer ica from the rest of the re gion.
In South America, the increase in the nominal rate of
devaluation, which had begun in late 1997, gained
momentum starting in January 1999 because of the
Braziliandevaluation. Thesteepestratesofdevaluation
were seen in Ecuador (an increase of nearly 100% in
the average exchange rate for the year), Brazil (57%)
and Co lombia (24%).
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Mexican and Central American currency
markets showed the effects of the disturbances in
Brazil during the first quarter, but then quickly
returned to normal levels, with average rates of
devaluation comparable to those registered before
the Russian crisis of 1998. The performance of
Mexico (the leading market in the sub re gion), which
quicklyrestoredinvestorconfidence, wasinstrumental
in bringing this about. Exchange rates in Guatemala,
however, were a source of tension, as the currency’s
16% devaluation was extreme in the context of the
country’s history.

Continuing a pattern that had become apparent
the year before, the Caribbean countries were
isolated from the international financial turbulence
that af fected other coun tries in the re gion. Ex change
rates there remained on the same trend as before,
withav eragerates of de val u a tion on the or der of2%.

Figure 8
LATIN AMER ICA AND THE CA RIB BEAN: REAL
EXCHANGERATES
(An nual rates of variation)
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The exception was the somewhat higher rate of
devaluation registered by Jamaica (6.3%), where the
ef fects of an eco nomic cri sis are still be ing felt.

As inflation has been falling throughout the
region, real exchange rates have fol lowed the patterns
ofnominal vari a tion quite closely. In 1999, the sim ple
average of the depreciation rates among Latin
Amer i can coun tries was 3.5%. The only case in which
an appreciation was observed when rates were
measuredassubregionalaggregateswastheCaribbean,
and even there the rise was slight (1.7%). This
con sti tutes a con tinu a tion of the trend that emerged in
1998 and a de par ture from the trend of the years be fore
that (1996 and 1997), when the coun tries of the re gion
saw a significant real appreciation in their currencies
(see figure 8).

Reforms con tinue at a slower pace

In 1999, the economic crisis put a brake on structural
reform in the region, since the authorities had to
focus their efforts on dealing with immediate
problems. Privatization programmes suffered as
scheduled projects were postponed, and proceeds
from pri vat iza tion (slightly over US$ 12 billion) were
far be low the previous year’s record figure (US$ 40
bil lion). Ar gen tina ac counted for one third of the to tal,
and Brazilforanotherthird. Thesectoral diversification
of privatizations and concessions continued, with
operations being conducted that involved ports,
airports, public water systems, highways, railroads,
telecommunications, power generation and distribution,
andnatural gas.

Deteriorating fiscal balances triggered efforts to
find institutional arrangements that could give the
authorities tighter control over fiscal accounts (the
convertibility law in Argentina, fiscal accountability
legislation in Brazil, and a fiscal prudence bill in
Peru). Guyana joined the list of countries that have
legislatively mandated the independence of their
cen tral banks. Against a back ground of la tent or overt
crisis inna tional finan cial sys tems, ef forts were made
to continue strengthening bank supervision and
oversight as well, especially in the Caribbean and
Central Americancountries.
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4, Domestic economic performance

With the exception of inflation, which was under
control in the great majority of Latin American and
Caribbean  countries, the region’s economic
per for mance was weak in 1999, with zero growth and
downturns in both investment and consumption. In
view of these trends, it is hardly surprising that job
creation was lower than in the previous year and that
unemployment was on the rise. Projections for 2000,
how ever, are more en couraging.

Re gional out put stalls

Output was stagnant in Latin America and the
Caribbean in 1999, with a rate two percentage points
under the 1998 figure and more than five percentage
points under the 1997 fig ure, which had been one of
the best years in the last quarter century. Per capita
output contracted by 1.5%, but even so was still 14%
above where it had been at the be gin ning of the de cade
(see figure9).

Figure9
LATIN AMERICA AND THE CA RIB BEAN: GROSS
DOMESTICPRODUCT
(An nual rates of variation)
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Overall economic performance in 1999 was the
outcome ofthe very dif fer ent per formances turned inby
two groups of countries. On the one hand, there were
the dy namic economies of Mex icoand various Central
American and Caribbean coun tries. Costa Rica, Cuba,
Dominican Republic, Nicaragua, and Trinidad and
Tobagowere particularlynotable, with GDP growth of
be tween 6% and 8%, while Mex ico had the high estrate
of any of the region’s medium-sized or large
economies. Not all coun tries in this geo graph ical area
grew this briskly, however. The Honduran economy,
for example, contracted in the wake of Hurricane
Mitch, which had devastated the coun try at the end of
1998, and the growth rate in Ja maica fell as well.

In South America, eco nomic prob lems were much
more widespread in 1999. Declines of 3% or more
were posted in Argentina, Colombia, Ecuador and
Ven e zuela, and there were smaller down turns in Chile,
Para guay and Uru guay. Brazil’s mod est growth rate of
0.5% was a significant factor in the stagnation of the
region’s economy, given the size of the Brazilian
economy.

Thead verse economic conditions thataf fected the
region began to appear in late 1997. The downswing
then intensified as the impact of the international
finan cial cri sis grew, with abrupt drops in cap i tal flows
and steep reductions in the terms of trade. The list of
countries in which economic activity was on the rise
grew shorter, while the number of countries with
declining output climbed. In Brazil, these negative
trends were most in tense in 1998 and the first quar ter of
1999. There af'ter the econ omy be gan to make a halting
recovery that was driven by import-substitution
industries and the strong per formance oftheagricul ture
and miningsectors.

There gion’snational in come was also flatin 1999,
thoughindividual figures varied. Inmostcountries, the
deterioration in the terms of trade noticeably affected
national in come, which fell in a num ber of cases. In the
oil-producing countries, however, and particularly
Mex icoand Venezuela, national in come did betterthan
GDP as are sultof the significantrise in oil prices from
their 1998 levels, when they had fallen sharply.
Deteriorating terms of trade and smaller inflows of
for eign cap i tal in most of the coun tries ac count for the
weakness of con sump tion and in vest ment. The slower
growth of export volumes was also a factor. The
negative impact of these elements on output was
partially offset,how ever, by shrinkingimportvolumes.
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A moderate recovery is expected in 2000

In2000, the Latin Americaneconomiesare ex pected to
re bound from their 1999 dol drums. ECLACestimates
put the growth rate at 3.6%, which will bring the de cade
to a close with an average growth rate of 3.2%. This
quiteencouragingprojectionisbased onthepromising
outlook fortheinternationaleconomy, withsignificant
growth, very low in fla tion and low in ter est rates in the
developed countries. At the same time, the external
sector is expected to improve in a number of the
region’scountries asare sultofthede valuationoflocal
curren 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 international capital markets will continue to
improve, thereby paving the way for larger capital
inflows. Growth rates in Mexico and the Central
Americanand Caribbeancoun tries, which turned in the
best per for mance in the re gion in 1999, are also likely
to rise next year. Meanwhile, the South American
countries are expected to make a recovery after 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
countries (see figure 10).

Figure 10
LATINAMERICA AND THE CARIB BEAN:
GDP PRO JEC TIONS FOR 2000
(Percentages)
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Investment retreats

Investment in 1999 fell sharply as a result of the
international crisis, and private investment was
especially hard hit. Trends in this variable were also
quiteuneven, withthe Central Americanand Caribbean
countries suffering less than South America. The
decreases were the steepest in Chile, Colombia and
Ecuador and less so in Argentina, Peru, Uruguay and
Venezuela. The best-performing countries were
Honduras, Nicaragua, Panamaand Cuba. Thissituation
was partly attributable to a marked increase in public
investment for rehabilitation and reconstruction
following the devastation of Hurricane Mitch
(Hon durasand Nic ara gua) and to in creased pub licand
privatein vestmentin in frastruc ture (Panama).

The stagnation of the region’s economy in 1999
had a strong im pact on pri vate in vest ment, which was
also heavily influenced by the adjustment policies
implemented in the second half of both 1998 and
1999. Those most affected were the region’s SMEs.
Reducedforeigninvestmentinsome ofthe countries
was also a factor.

Changes in the sources of invest ment financ ing
included a decrease in external saving amounting to
more than two percentage points of GDP,* while the
contributionofdomesticandnational savingincreased
by more than one percentage point. In 14 of the 19
coun tries forwhich in forma tionis avail able, how ever,
the latter was weak enedbyincreasinglyunfavourable
terms oftrade. This was a par tic ularly im por tant fac tor
inChile, E1Salvador, Honduras, Nicaragua, Para guay,
Peru and Uru guay.

Inflation holds steady at low levels

The average inflation rate for the region of
approximately 10% in 1999 was very close to what it
had been in the two previous years, which saw the
lowest figures 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 tionavail 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

4 This figure 1s 1n constant local currency and hence differs from the balance-of-payments current account, which i1s measured in current

dollars.
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only two cases: in Brazil, inflation moved up from
2.5% in 1998 to around 9% in 1999, and in Ecuador
it rose from 43% to 53% (see figure 11).

Among the best performers, Argentina again
stood out, with a drop of 1.7% in its consumer price
index. Other countries with very low inflation (less
than 3%) were Bolivia, Chile, El Sal va dorand Pan ama.
The first three of these countries consolidated their
stabilization processes after having achieved very
significantad vancesinrecentyears. Panamacontinued
to registeritsusual low rate ofin fla tion.

Uruguay is another noteworthy case. Until very
recently, it faced rap idly ris ing prices, butin fla tion in
1999 was under 4%, the lowest figure in 50 years.
In Colombia the situation was similar, since its
in fla tion rate for 1999 (9.7%) was the low est in nearly
30years. Anothersix coun tries had sin gle-digitin flation,
although some of them had posted increases of more
than 10% over the two preceding years. Mexico also

Figure 11
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made head way, as its rate of in fla tion was down by almost
5percentage points. Venezuelare duced its in flation from
30% to 20%, but this is still high for the re gion; in fact, it
was the second-highest, after Ecuador. Despite the
devaluation of various of the coun tries’ cur ren cies, the
im pact was not passed on to domestic prices thanks to
tight monetary policy and the re ces sion that per sisted
through the first three quar ters of the year.

Brazil experienced a setback in its price
stabilization pro cess, which in the pre ced ing years had
enabled the country to control inflation, after having
posted four-digit inflation rates in the late 1980s and
early 1990s. The setback was directly related to the
steep de valuation of the currency in the early part of the
year. How ever, the ef fects of eco nomic stag na tion and
the deindexation process that has been going on in
recentyears pre ventedmostofthede valuation’simpact
from be ing passed on to con sumer prices. In fla tion did
rise slightly towards the end of the year, but this is
thought to have been due to specific problems of a
limited scope and, given the country’s rigorous
monetary policy and the support that has been
forthcomingfrominternationalfinancialorganizations,
the possibility of inflation spiralling out of control
ap pearsto be fairly re mote. Ecuadorhasbeen having the
most dif fi cult time of any coun try in the re gion due to
the depth of the eco nomic and finan cial cri sis that has
overtaken it. The crisis has triggered an inflationary
spike that has pushed rates up to over 50% for the first
time since 1995.

Labourmarketproblemsworsen

The deterioration of the situation in the labour
market, which began to become apparent midway
through the decade (with a temporary remission in
1997), accelerated in 1999. The economic problems
that have arisen in various countries since late 1998,
especially in the southern part of the region, were
reflected in falling employment rates and sharply
rising unemployment.

Slug gish eco nomic growth rates led to a drop in the
employment rate in nine countries, taken as a group.
Cal culated asa weighted av er age, the de cline was from
53.7% to 52.5%, and calculated as a simple average,
from 53.5% to 52.1%. It should be emphasized that
this is a very significant drop for this indicator. In
addition to Brazil, seven other countries registered a
decline(Argentina, Chile,Colombia, Ecuador,Mexico,
Uruguay and Venezuela); the only country to post an
in crease was Pan ama (see figure 12).
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Figure 12
LATINAMERICA AND THE CARIB BEAN:
EMPLOYMENTRATE
(Employed per sons as a per cent age
of the work ing-age population)
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Source: ECLAC, on the ba sis of of fi cial fig ures.
a Weightedaverage.

A slowdown in economic growth —or, more
especially, falling output— is generally reflected in a
re duc tion of de mand for la bour by businesses, which is
why the pro portion of to tal em ploy ment ac counted for
by wage earners decreased in many countries,
including Argentina, Brazil, Chile, Colombia and
Ecuador. The result was a further expansion of the
in formal seg ment of the labour market.

The economic slowdown was particularly hard
on employment in construction and manufacturing.
In Greater Buenos Aires, forexample, thepercentage
of total jobs represented by employment in the
manufacturing sector fell from 19.2% to 16.9%
between August 1998 and August 1999. In Brazil,
formal construction jobs fell by 11% between
October 1998 and October 1999. In Chile, through
the August-October quarter, employment fell by
10.9% in manufacturing and by 25.4% in the
construction industry in comparison with the
preceding year. In Colombia (seven metropolitan
ar eas), em ploy ment in these two sec tors for the first
halfof 1999 was off 13.7% and 16.8%, re spec tively,
from their lev els as of the first half of 1998.

In contrast, as had also been the case the year
before, employment levels in Mexico and some

Central American and Caribbean countries were
boosted by a higher growth rates, thanks to the stimu lus
provided by these countries’ links with the booming
United States economy. Thus, in Mexico the demand
for labour was relatively high, and wage labour
increased as a proportion of total employment.
Contrary to what occurred in the southern part of the
region, in creases were seen in the per cent ages of to tal
em ploy mentac counted for by bothmanu fac turingand
construction.

In keeping with these trends, the unemployment
rate for the region as a whole rose from 8.0% to 8.7%,
the highest level ever recorded since labour statistics
be came avail able forasignificantnumberofthere gion’s
countries. The largestin creases inunemployment were
in Argentina, Chile, Colombia, Ecuador and Venezuela.
By contrast, in Brazil, where un em ploy ment in 1998 had
reached lev els com para ble to those of the early 1980s,
the rate remained relatively steady, while in Mexico
and a number of Central American and Caribbean
coun tries it fell (see fig ure 13).

Figure13
LATIN AMERICA AND THE CA RIB BEAN:
URBANUNEMPLOYMENT
(Averageannualrate)
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The increase inunemployment at the regional
level occurred despite the fact thatin 1999 the
weighted average labour force participation rate
for the nine countries with information available
departed from its long-term upward trend and
fell from 58.5% to 57.9% as many individuals
withdrew from the labour market because of a lack
of job opportunities. This phenomenon was also a
factor in Brazil’s relatively good unemployment
figures, since it prevented the falling employment

ECLAC

levels in that country from producing a
corresponding rise in unemployment.

Real wages in the formal sector performed better
than employment, with upswings in Chile, Colombia,
Costa Rica, Nicaragua and Uruguay. In all of these
coun tries the in crease in wages was due in large part to
thedeclineinin flation, es pe cially in those cases where
prices rose less than projected (principally Chile,
Colombiaand Uru guay). Incon trast, real wages stalled
in Ar gen tina, Mex ico and Par a guay, and fell in Brazil
and Peru.
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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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ARGENTINA:MAINECONOMICINDICATORS

1997 1998 19992

An nual rate of varia tion

Grossdomesticproduct 8.0 3.9 -3.5
Consumer prices 0.3 0.7 -1.7
Real wages -0.5 -1.1 1.0
Money (M1) b 14.7 0.9 -1.8
Real effective ex changerate -2.9 -2.2 -7.6
Terms of trade 0.4 -4.6 -3.2
Percentages
Urbanunemploy mentrate 14.9 12.9 14.3
Fiscalbalance/GDP -1.4 -1.2 -2.1
Real de posit rate .5 6.9 8.4
Real lend ing rate 13.5 13.4 18.1
Millions of dol lars

Ex ports of goods and

services 30940 31093 27 300
Im ports of goods and

services 37241 38493 32050
Currentaccount -12036 -14698 -12600
Capitalandfinancialaccount 15342 18790 14 100
Overallbalance 3306 4092 1500

Source: Seethestatisticalappendix.
aPreIiminaryestimates.
Anegativeratesignifiesanappreciationofthecurrencyinrealterms.

Various disturbances were present at the same
time in this state of affairs. There was a tightening of
international credit, which intensified during the 1998
Russian crisis and following the Brazilian devaluation
in early 1999, as well as, to a lesser extent, around the
middle of the year. Export prices fell sharply, and
demand from Brazil, which is Argentina’s main trading
partner, diminished. These factors had a direct effect on
foreign sales, and also affected domestic demand by
making credit tight and restraining the propensity to
spend, so that all the main components of aggregate
demand diminished. Despite the unfavourable
conditions in foreign markets, export volume hardly
fell, however. Investment declined more than the
product, which was reflected in a considerable
reduction in capital goods imports. Consumption
decreased somewhat more than GDP in the first six
months, and the fall in demand for consumer durables,
especially automobiles, was very severe. The reduced
output of motor vehicles, also influenced by declining
sales to Brazil, contributed to the intense recession in

ECLAC

industry as a whole. By the third quarter, however,
manufacturers experienced an upturn in demand, and
production indices rose.

The value of exports is estimated to have fallen by
approximately 13%, mostly because of lower prices.
Prices of commodities, especially grains, fell
significantly. The downward trend for manufactures
based on agricultural products was less pronounced.
Weaker Brazilian demand especially affected exports
of other manufactured products, which fell 25% during
the period in question. On aggregate, there was a clear
change in the composition of exports by target markets.
Brazil’s 30% share in 1998 fell to 23% in 1999. For its
part, the value of imports fell 19%, due to a price
decline of 5% and a heavy reduction in volume (14%)
resulting from the severe recession. In addition to the
poor showing of trade within Mercosur, there were
tensions between Argentina and Brazil in connection
with trade in various goods (motor vehicles, iron and
steel, dairy products, sugar, footwear, textiles). Besides
sectoral issues, questions were raised about the
functioning of Mercosur in terms of trade policy,
investment incentives and —especially in the wake of
the Brazilian devaluation— macroeconomic policy.
The authorities of the Mercosur countries did, however,
reaffirm that they considered continued integration to
be a priority.

ARGENTINA: GROSSDOMESTICPRODUCT
ANDINFLATION
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In 1999 capital inflows were once again high,
though not as high as the year before. There were
significant changes in the composition of such inflows
in the first half of the year. Direct investment was
extraordinarily high, due in particular to the acquisition
of YPF by a Spanish firm. An appreciable part of this
operation represented an outflow in terms of portfolio
investment, since much of the company’s stock was
already owned by non-residents. Not counting income
from privatization operations, the non-financial public
sector received net foreign credits of the order of
USS 2.5 billion, equal to almost half the total capital
inflow. Government debt placed on foreign markets
totalled approximately US$ 8.4 billion for the first 10
months of 1999.

The spread between the interest rates on
Argentine Government paper and rates on United
States securities was very wide early in the year but
later fluctuated considerably as the year progressed.
Immediately following the Brazilian devaluation, risk
premiums implicit in the yields of the bonds in
circulation rose to their peak for the period but later
declined. In mid-year, uncertainty intensified, again
widening the spread. Nevertheless, although credit
remained tighter than in previous years, there were no
major financial disturbances in the weeks around the
presidential elections (in late October). This may be
attributed to clear signals that the prevailing monetary
system would be maintained and that in economic
policy special attention would be given to remedying
the fiscal imbalance.

When the targets for the 1999 deficit were
originally set, some growth in GDP was anticipated.
A limit of about 3 billion Argentine pesos
(approximately 1% of GDP) was established to cover
the financing needs of the public sector (not taking
privatization operations into account). However, it
soon became clear that this figure was not realistic, as
subsequent estimates of the year’s cash deficit were
approximately twice what had first been projected.
Tax receipts of governmental entities fell by

approximately 5% in nominal terms in the first 10
months, while the measures taken in 1998 to boost
government income were more than offset by the
economic slump and a reduction in the size of social
security contributions. Collection of social security
taxes fell markedly, as did taxes collected on foreign
trade. Income from VAT also went down (by almost
10%), though revenue from taxes on profits and
wealth continued to rise. Such growth as was
registered in the national government’s tax revenues
was very significantly influenced by the fact that the
proceeds from the granting of a telecommunications
concession were included in them, as was the
difference between the sale price and market price of
the YPF oil company shares which remained in the
hands of the State. Current national government
outlays rose slightly during the period from January
to September, especially for interest payments,
which rose more than 20%. Social security payments
and transfers to the provinces, on the other hand,
went down slightly.

The situation with regard to the public finances and
the fiscal regime in general were important subjects of
economic debate. The allocative aspects of fiscal
policy, especially in terms of its effect on the
competitiveness of tradeable goods production, on
employment and on the social variables, provoked
heated controversy, though the debate was focused
especially on how to increase the solvency of the
government. There was broad political consensus on a
measure designed to set a pattern of decreasing deficits
for the coming years. The figure set for the year 2000
(somewhat over 1.5% of GDP) became a key point of
reference in the budget debate. The authorities who
took office on 10 December warned that the deficit
would be substantially higher if corrective action was
not taken. They therefore advocated a package of
measures involving spending cuts and higher tax
revenues, as well as the negotiation of an agreement on
the distribution of resources between the national
government and the provinces.
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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 inferest 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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BOLIVIA:MAINECONOMICINDICATORS

1997 1998  1999°

Annualrate of variation

Grossdomesticproduct 4.1 4.6 1.0
Con sumer prices 6.7 4.4 2.4
Real wages 8.1 0.1
Money (M1) ) 15.6 10.0 -10.2
Real effective ex change rate -2.5 -4.0 -0.6
Terms of trade 3.5 -4.9 -0.5
Percentages
Urbanunemploymentrate 4.4 4.1 4.5
Fiscalbalance/GDP -3.4 -4.0 -4.2
Real de positrate 9.6 4.8 10.0
Real lend ing rate 43.4 30.7 32.3
Millions ofdol lars

Ex ports of goods and

services 1414 1355 1270
Im ports of goods and

services 2062 2 200 1880
Currentaccount -552 -675 -535
Capitalandfinancialaccount 667 777 360
Overallbalance 115 102 -175

Source: Seethestatisticalappendix.
aPreIiminaryesti mates.
Anegativeratesignifiesanappreciationofthecurrencyinrealterms.

begun under the previous Government. This process
requires the purchasers of the privatized entities to make
substantial investments, which are now in progress.

Mining was the sector most affected by the
international crisis, the impact of which intensified in
1999. The sector shrank 19% in the first half of the year,
though in the second half some signs of recovery began
to show themselves, with an upturn in some metals
prices.

Activity in the hydrocarbons sector fell as the
contract for the export of natural gas to Argentina
ended and natural gas sales to Brazil were postponed.
These gas sales only began towards the end of the year,
after a prolonged period needed to make the recently

built pipeline fully operational. The lower oil production
is connected with depressed domestic demand.

The agricultural sector recovered from its 1998
setback thanks to a good harvest in the uplands. The
Santa Cruz area, however, felt the impact of lower
prices, especially for soya, though the price was rising
again, albeit timidly, by the end of the year.

The electricity, gas and water sector remained
fairly strong, thanks to a substantial increase in
investments targeted both at the domestic and the
export markets. On the other hand, the buoyancy of the
construction sector failed to hold up, as work on the
natural gas pipeline to Brazil came to an end and private
construction failed to take up the slack. The leading
growth sectors were transport and communications and
financial services, both of which posted gains of more
than 10% during the first half of 1999.

Inflation continued to fall. At mid-year it was only
0.4%, following negative rates in March and April. In
subsequent months there was some resurgence of
inflation, but the cumulative figure up to November
was still only 2.4%.

Since imports fell more than exports, the trade
deficit up to July 1999 was US$ 350 million, which
was less than the figure posted 12 months earlier. In
the decline in external sales, the reduction in mineral
exports, especially gold and silver, was especially
large. Exports of oil and gas and agricultural
commodities also declined. These reductions were the
result of a combination of factors: falling prices for
Bolivia’s exports and weaker foreign demand for raw
materials.

The reduction in imports was across the board. In
the case of raw materials and capital goods, especially
for industry, it seems to be associated with the end of
construction work on the natural gas pipeline to Brazil.
Imports of consumer durables and non-durables also
shrank. According to Central Bank estimates, imports
for the year will amount to around US$ 1.8 billion,
compared with US$ 2.2 billion in 1998.

The Central Bank’s net international reserves,
which had increased in previous years, fell by more
than US$ 100 million in 1999. Foreign indebtedness
went down slightly, with increased service on the
outstanding debt offset by fewer new commitments.
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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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BRAZIL: MAINECONOMICINDICATORS

1997 1998 19997

Annual rate of variation

Grossdomesticproduct 3.8 0.0 0.5
Consumerprices 4.3 2.5 8.0
Real wages 2.6 0.1 -3.5
Money (M1) 58.9 71 7.4
Real effective exchange rate® -1.1 4.8 49.5
Terms of trade 5.8 -2.1 -8.2
Percentages
Urbanunemploymentrate 5.7 7.6 7.7
Fiscalbalance/GDP -6.1 -8.0 -9.0
Real de positrate 17.8 241 222
Reallending rate 41.9 88.5 84.8
Millions of dol lars

Ex ports of goods and

services 59176 58770 54 400
Im ports of goods and

services 75139 74412 62580
Currentaccount -30 493 -33 825 -25 260

22586 16532 12110
-7 907 -17 293 -13 150

Capitalandfinancialaccount
Overallbalance

Source: Seethestatisticalappendix.
a Preliminaryestimates.
Anegativeratesignifiesanappreciationofthecurrencyinrealterms.

the public sector’s primary results. However, this was
due to very specific alterations in the situation, such as
revenue from concessions, profits of State enterprises
and fuel taxes, which represented approximately 10%
of total receipts. In contrast, revenue from new taxes
rose more moderately.

The sustainability of the new levels of spending is
in question, in view of social and political pressures. In
1999, nominal expenditure (excluding that related to
wages and interest payments) fell more than 10%.
Another source of concern is the growing deficit in the
social security system. The government has attempted
to turn this situation around by adjusting retirement
pensions according to the length of time during which a
worker has made contributions and the age at which he
retires.

The Central Bank has tried to simplify its intervention
in the financial market by substantially reducing its basic
annual interest rate —from 40% in March to 19% in
September. It has also introduced inflation goals (8%
for 1999, 6% for 2000 and 4% for 2001) as guideposts
for monetary policy and has begun to reduce the
compulsory reserve requirements for bank deposits.

Legal and operational problems have limited the
privatization process, which has been concentrated at
the level of the individual states, with the sale of
electricity distribution firms, which has brought in 6.9
billion reales. Atthe federal level, the sale of enterprises
in the field of information processing and shares of
companies already privatized generated revenue of
almost 800 million reales.

Some fiscal reforms have begun to be implemented,
while others are in the legislative pipeline. However,
problems have arisen in introducing VAT and reforming
the social security system for public employees, especially
after a ruling by the Federal Supreme Court limiting the
collection of contributions in respect of retired employees.

The level of economic activity, which suffered a
severe downturn in the last quarter of 1998, began a
gradual recovery in 1999, defying the most pessimistic
expectations provoked by the currency crisis.
Manufacturing, which had declined by 3.9% in the first
quarter, will probably finish the year with a decline of
only 2%, thanks to the success of intermediate goods
and non-durable consumer goods, which benefited
from improvements in competitiveness resulting from
devaluation. Better credit conditions led to a mild
upturn in sales of consumer durables, though these will
still be the worst performers of the year, followed by
capital goods. Mining and agriculture, however, had a

BRAZIL: GROSSDOMESTICPRODUCT
AND INFLATION
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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.

Asin 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-eamers
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 inGDP 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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CHILE: MAINECONOMICINDICATORS

1997 1998 19997

Annualrate of variation

Grossdomesticproduct 7.0 3.1 -1.5
Con sumer prices 6.0 4.7 2.6
Real wages 2.4 2.7 2.4
Money (M1) 20.0 -8.3 15.9
Real effective exchange

rate” 6.7 2.7 2.8
Terms of trade 3.8 -13.6 -4.6

Percentages
Unemploymentrate 6.1 6.4 10.1
Fiscalbalance/GDP 0.9 -0.8 -1.5
Real de posit rate 5.6 9.5 4.8
Real lend ing rate 9.0 14.5 8.7
Millions of dollars

Ex ports of goods and

services 20772 18949 19250
Im ports of goods and

services 22281 21580 18850
Currentaccount -3728 -4143 -1 000
Capitalandfinancial

account 6913 2 003 700
Overallbalance 3185 -2140 -300

Source: Seethestatisticalappendix.
aPreliminaryestimates.
Anegativeratesignifiesanappreciationofthecurrencyinrealterms.

The economy had to make an abrupt adjustment in
order to absorb the effects of unfavourable terms of
trade and the after-effects of the tight money policy
applied since the previous year. Thus, a moderately
severe external crisis turned into a recession, with
unemployment around 10%.

At the end of the first nine months, the public
sector had a deficit of 0.6% of GDP, suggesting that
for the first time in 12 years the sector would post a
temporary deficit of the order of 1.5% of GDP. Initial
budget estimates presented to the National Congress
in October 1998 had been based on 3% growth in
GDP and on higher copper prices than those that
actually prevailed on the international market.
Consequently, the 2.3% increase in spending that
had been set as an upper limit in the context of GDP
growth projections was considerably exceeded. On
top of this circumstance came the need for an
accelerated programme of public investment to
foster the generation of jobs and compensate for the
drop in private-sector expenditure.

At the end of June, the Central Bank and fiscal
authorities announced a coordinated programme to
stimulate economic reactivation. The Central Bank
adjusted its growth projections from 2% to 0.5% and
announced a cut in the base interest rate to 5%. It also
lowered its projections of the trade and current account
deficits and estimated that growth in the year 2000
would be between 4.5% and 5.5%.

Reactivation measures included expanding
programmes of public investment in labour-intensive
activities, bringing forward investment programmes in
State-owned enterprises and copper mining, tax
incentives to stimulate housing purchases, and
rescheduling debtors’ obligations with the State-owned
Banco del Estado and the public sector, including the
condonation of interest due and penalties incurred on
debts between 1 January 1998 and 31 May 1999.

The external outlook pushed up the value of the
dollar in the second half of the year. There was also a
private-sector portfolio adjustment as a result of
changes in anticipated real returns compared with those
on dollar-denominated assets. This was accentuated in
early September when the Central Bank floated the
currency. This move to a more flexible system was
facilitated by the fact that inflation was under control,
by the implementation of hedging operations, by the
fact that the external situation had calmed down, and by

CHILE: GROSSDOMESTICPRODUCT
AND INFLATION

(Percentage variation)

GDP CPI
10 10
8 8
6 6

oo R A
DRI
R

°T T 1°
-2 | =====3cor o gﬁ 9-' -2
— | < = E 1
-4 4
| I 1] [\ I 1] [\ 1] 1]
1997 1998 1999

Source: ECLAC, on the basis of of fi cial fig ures.



34

the reduction of exchange-rate mismatch problems in
business. Moderate devaluation resulted, with the
value of the dollar expected to be around 530 Chilean
pesos at year’s end.

The recessionary cycle began in November 1998
and only eased in September, after 11 consecutive
months of diminishing economic activity. The first half
of the year saw a drastic 14.2% cut in expenditure, due
basically to areduction of almost 15% in the gross fixed
capital formation and an 18% drop in imports. By the
end of the third quarter, GDP had fallen 2.6% and
domestic spending 12.3%. The most heavily affected
sectors were construction (-10.7%), commerce (-4.4%)
and industry (-2.7%). The high rate of growth in mining
during this period (14.5%) moderated the total decline
in GDP.

A number of sectoral difficulties combined to
amplify the impact of macroeconomic conditions on
the levels of economic activity and employment,
especially in the first half of the year. The electricity
rationing which had to be applied in April affected
industry and commerce, the fishery catch was sharply
reduced by the meteorological phenomena of El and
La Nifa, and a shortage of foreign financing led to
the cancellation or postponement of important road
infrastructure projects.

On the policy side, the emphasis placed on meeting
inflation goals and neglect of the current account deficit
in 1997 and 1998 created conditions that turned a
moderate external crisis into a prolonged recessionary
cycle.

Inflation in 1999 will be around 2.6%, which is
40% less than the original Central Bank projections.
This difference is consistent with the adjustment in
expenditure and was facilitated by external deflation.
In annualized terms, inflation was 2.2% for tradeables
and 3% fornon-tradeables. The annualized increase in
the wholesale price index was of the order of 13%,

ECLAC

however, driven by the roughly 9% increase in the
nominal value of the dollar. A gradual transfer of these
cost pressures to consumer prices can be expected.

Unemployment rose from 6.8% in August 1998
to 11.5% in August 1999. It fell by half a percentage
point in October, however, opening up the possibility
that the year will end with single-digit unemployment.
Average unemployment for the first three quarters was
10.1%.

Nominal wages responded, with some lag, to
higher unemployment. After having ended 1998 with
an annualized increase of 6.9%, they rose 5.6% by
September 1999, while the real increase dropped from
3.2%t0 2.5%.

The balance of payments deficit went down
spectacularly compared with the previous year, falling
from USS$ 4 billion to US$ I billion. The current
account deficit (1.5% of GDP)represented a drop of
4% from the previous year.

The foreign trade figures reflect both the severity
of'the adjustment and also the fact that it was based on a
drop in expenditure and hence in imports. Thus, the
US$ 400 million trade surplus compares with the deficit
of US$ 2.6 billion in 1998.

The capital account registered a net inflow of
US$ 700 million in 1999 as against US$ 2 billion the
previous year. A significant share of capital outflows
are accounted for by changes in the composition of
bank portfolios. Bank assets rose by US$ 3.5 billion, in
large measure to cover foreign currency futures sales
and through withdrawal of deposits from the Central
Bank.

Foreign direct investment totalled US$ 3.5 billion.
Direct investment rose significantly, both in terms of
flows from abroad and with respect to investments
made by Chileans in the rest of the world. The former
amounted to US$ 9.4 billion, the latter to US$ 5.4
billion.
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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 sifuation, 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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COLOMBIA:MAINECONOMICINDICATORS

1997 1998 19992

An nual rate of variation

Grossdomesticproduct 2.7 0.7 -5.0
Con sumer prices 17.7 16.7 9.7
Real wages 2.6 -1.3 1.6
Money (M1) 21.5 -5.4 8.1
Real effective exchange rate® -6.4 6.7 10.3
Terms of trade 9.8 -7.9 5.1
Percentages
Urbanunemploy mentrate 12.4 15.3 19.8
Fiscalbalance/GDP -3.1 -3.4 -4.6
Real de posit rate 4.8 1.7 9.7
Reallend ing rate 13.4 19.8 17.8
Millions of dol lars

Ex ports of goods and

services 14220 13477 14315
Im ports of goods and

services 18 400 17514 13400
Currentaccount -5896 -5907 -1155

Capitalandfinancialaccount 6122 4531 405
Overallbalance 226 -1376 -750

Source: Seethestatisticalap pendix.
aPreliminaryestimates.
Anegativeratesignifiesanap preciationofthe currencyinrealterms.

pesos (1.2% of GDP) and the indicator of portfolio
quality moved from 10% in December 1998 to 14%,
prevented economic recovery by reducing lending.
The goal of fiscal policy was to reduce the fiscal
deficit from 3.4% to 2.1% of , using revenue generated
by the tax reform of December 1998. However, lower
tax receipts, together with the financial sector
emergency and the January 1999 earthquake, brought
the deficit to 4.6% of GDP for the public sector and
5.1% for the central government. The surplus of 0.5%
of GDP for the rest of the public sector is due to
surpluses in Ecopetrol and the social security system.
For the year as a whole, a 7.8% increase in nominal
current revenue is projected for the central government,
though the increase is only 2.1% if non-recurrent
revenue from the tax on financial transactions is
excluded from the calculation. The situation was eased
by the exceptional increase in capital revenue (124%),
which included the transfer of the profits of the Bank of
the Republic. Total revenue is projected to rise by
19.3%, slightly more than total expenditure (19.1%).
Investment expenditure fell 10.4%, while outlays for
interest and operating expenses rose more than 20%.

ECLAC

In the area of structural reforms, the Government’s
efforts were focussed on the public finances. The
various projects in the legislative pipeline include
reforming the transfer system, establishing the
decentralized pension fund and implementing
measures to keep reasonable limits on spending in both
the decentralized system and the central government.

The economic slowdown worsened in 1999, with
adrop of 6.6% in economic activity in the first half
of the year. In view of the incipient signs of
recovery, for the year can be expected to register a
decline of 5%. Since public spending rose slightly,
the adjustment was concentrated in the private sector.
Private investment was particularly affected, falling
by more than 50% and dragging domestic demand
with it. The only growth sectors were mining and
quarrying and social/community/personal services.
Manufacturing and construction performed poorly,
with declines of the order of 13%. As a result,
unemployment in the seven main cities rose five points,
reaching the vicinity of 20% in March and remaining
there for the rest of the year. Real wages, on the other
hand, benefited from the falling CPI, since many
collective contracts were based on past inflation.

In contrast to the producer price index (PPI), the
CPI did not reflect the effects of the real devaluation,

COLOMBIA:GROSSDOMESTICPRODUCT
AND INFLATION
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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 directinvestment (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
USS$ 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 pricesand the fiscal reforms putinto 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 ElNifio 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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ECUADOR:MAINECONOMICINDICATORS

1997 1998 19992

Annualrate of variation
Grossdomesticproduct 3.9 1.0 -7.0
Con sumer prices 30.6 43.4 53.5
Real wages -3.5 -7.2 -9.6
Money (M1) 29.7 34.8 105.2
Real effective exchange rate® -4.2 -1.5 23.5
Terms of trade 2.1 -11.0 4.6
Percentages
Urbanunemploymentrate 9.3 11.5 15.1
Fiscalbalance/GDP -2.6 -6.2 -4.0
Real de posit rate -2.3 2.6 -1.1
Real lend ing rate 9.6 10.3 8.5
Millions of dol lars

Ex ports of goods and

services 6 087 5007 5080
Im ports of goods and

services 5 841 6 409 3425
Currentaccount -714  -2169 885
Capitalandfinancialaccount 745 1378 -1485
Overallbalance 31 =791 -600

Source: Seethestatisticalappendix.
@Preliminaryestimates.
bAnegative ratesignifiesanappreciationofthecurrencyinrealterms.

sucre by selling international reserves and raising
interest rates, but in February the situation become
untenable and a dirty float was initiated. In the course of
the year there were successive phases of high volatility
and heavy pressure on the exchange rate, and over the
first nine months of the year the sucre lost 23.5% of its
real value. The depreciation continued in the final
quarter and put dollar-denominated debtors in a
difficult situation, aggravating the financial crisis still
further.

In the course of the year, more than half of the
assets of the banking system passed over to the
Deposits Guarantee Agency, which had been created
the previous year to clean up the operations of banking
institutions that were unable to honour their
commitments and to return their savings to depositors
in those institutions. Some institutions were closed
down, while there are plans for others to be merged and
privatized. The Central Bank granted special rescue
loans against bonds issued by the Ministry of Finance
and Public Credit in order to stabilize some of the
institutions, and it provided the funds to pay off
depositors at banks that had been closed. As aresult, the
nominal money supply increased 119% in the
12-month period from November 1998, despite the

ECLAC

issue of stabilization bonds at a growing pace, while the
M1 money supply increased by 105%. In order to try
to check this expansion, the compulsory reserve
requirements in respect of deposits in sucres were
increased from 16% to 19% in December.

To prevent even greater depreciation, protect the
financial system and contain inflation, a portion of
financial deposits was frozen in March. Some of these
funds were released gradually in the course of the year.
Because of loss of confidence in the financial system,
nominal quasi-money grew only 11%.

Interest rates eased somewhat with the elimination
of the currency band, but they still remained high as a
result of continuing uncertainty and pressure on the
exchange rate. Late in the year, authorities raised
interest rates sharply to contain the depreciation of the
sucre.

A fiscal package was agreed on in April under
which income tax (which had been replaced by the
capital circulation tax in 1998) was restored, VAT
exemptions were eliminated, and for 1999 only, taxes
on corporate assets and expensive automobiles were
instituted. Even so, proceeds from VAT, special excise
taxes and customs tariffs declined in real terms because
of the economic slowdown. The upturn in international
oil prices provided a significant degree of relief, and
the non-financial public sector deficit (6.2% in
1998) was brought down to 4%. The budget for the year
2000 was approved in November and includes an

ECUADOR:GROSSDOMES TICPRODUCT
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increase in the rate of VAT from 10% to 12%, which
is considered crucial for reaching an agreement
with the IMF in order to be able to renegotiate the
external debt.

The financial crisis and the government’s
stabilization policies aggravated the situation of the
productive sector, which was already suffering the
consequences of El Nifio. The freezing of deposits put
a brake on demand and limited the availability of
financing for businesses. Between November 1998 and
November 1999, the nominal volume of private bank
lending fell 8.6%, while the private banks’ portfolio of
non-performing debts rose from 9.2% at the end of
1998 to 51.8% in November 1999.

The product fell by 4.9% during the first half of
the year, and it is estimated that the decline for the year
as a whole will be 7%. On the demand side, there were
sharp contractions in real terms in the first half of
the year in household consumption (-5%), public
administration  expenditure (-9%) and, most
importantly, investment (-19%). Exports fell by 1%
and aggregate demand by 10%. As regards supply, real
imports went down by 32%.

Predictions for the year as a whole anticipate
declines of 7% in manufacturing, 9% in construction
and 12% in commerce. Of the main sectors, only
agriculture grew during the first half of the year (by
2%), because in spite of some specific problems and a
scarcity of formal financing, some areas of agricultural
activity succeeded in recovering from the adverse
effects of El Nifio in the previous year.

The downturn in economic activity prevented
inflation from getting out of control (the annual rise
was 53.5% in November) despite the rapid depreciation
of the sucre and the big increase in the money supply.

Unemployment in the country’s main cities stood
at 16% in September (as against 10.7% twelve months
earlier), while the share of the informal sector,
including domestic service, in total employment rose
from 36.8% to 41.4%. For its part, the minimum wage
fell by almost 10% in real terms between January and
November.

Banana and shrimp exports went down
considerably. Oil exports, on the other hand, increased
36% in value in the first ten months of the year
thanks to the rise in prices, thus regaining first place
among exports. Exports of goods fell 1% during this
period, but a slight rise is projected for the year as a
whole. As imports slumped, a large trade surplus was
created, so that the previous year’s current account
deficit of over 10% of GDP became a surplus of
approximately 6%.

Foreign credit was tight, and foreign direct
investment declined slightly. Consequently, by
November the international monetary reserves had
fallen to USS$ 1.22 billion: US$ 480 million less than at
the end of the previous year.

Despite the restructuring of the public sector’s
private external debt in 1994, public external
indebtedness as a whole rose to US$ 13.7 billion,
which, at 1999 prices, represented 95% of GDP.
Already in 1996 Ecuador had stopped payment on its
bilateral debt (to Paris Club countries), and in
September 1999 it suspended payment on some of the
external public debt (Brady bonds with collateral).
After the holders of these bonds rejected a proposal to
resort to their guarantee, the suspension of payments
was extended to all public debt in foreign currency
owed to private lenders (Brady bonds, Eurobonds,
domestic dollar debt).
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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 theguarani 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 bondson

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 guarani, 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 guarani 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 vields 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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PARAGUAY:MAINECONOMICINDICATORS

1997 1998 19997

An nual rate of variation

Grossdomesticproduct 2.4 -0.6 0.0
Consumer prices 6.2 14.6 4.6
Real wages -0.6 -2.8 -0.3
Money (M1) 13.9 7.4 -3.5
Real effective exchange rate® -1.7 11.4 -2.7
Terms of trade 6.8 -4.7 -6.6
Percentages
Urbanunemploymentrate 6.9 7.2
Fiscalbalance/GDP 0.5 0.2 -1.5
Real de posit rate 6.8 6.4 14.0
Real lend ing rate 19.4 171 22.0
Millions of dol lars

Ex ports of goods and

services 4 505 4313 3115
Im ports of goods and

services 4 831 4 500 3270
Currentaccount -238 -106 -115
Capitalandfinancialaccount 54 181 250
Overallbalance -184 75 135

Source: Seethestatisticalappendix.
@ Preliminaryestimates.
Anegativeratesignifiesanappreciationofthecurrencyinrealterms.

and 2%, respectively, although if the low rate of
inflation is taken into account the rises in real terms
were around 5% and 7%.

Lack of confidence in the guarani was reflected in
a pronounced preference for deposits in foreign
currency, which grew 23% (expressed in local
currency) as well as a reduction in quasi-money, since
the decline in savings deposits was not
counterbalanced by the upturn in longer-term deposits
and savings certificates. Since December 1998, the
guarani has fallen 14% against the dollar in nominal
terms. Against the currencies of Paraguay’s main
trading partners, however, it has appreciated 3%, due to
the strength of the guarani against the Brazilian real.

The performance of the productive sectors was
uneven. The agricultural sector led the way in terms of
growth, with soya maintaining its strength and being
produced at unprecedented levels, compensating for
the serious drop (-21%) in the cotton harvest because of
bad weather and a reduction in the amount of land
planted this year.

Growth in the output of other goods slowed. In the
services sector, commerce and finance were most
seriously affected by the low level of commercial
activity and the political instability associated with a
surprise change of government in the second quarter.

The monthly variations in consumer prices were
slight or non-existent as a result of the stagnation of
production activity, so that the rise through November
was only 4.9%. Only in July was there a significant
variation (2.6%). This was due to higher prices for
imports, which resulted from a sharp drop in the value
of the in June (-5%) and July (—7%). Average wages at
the year’s halfway point registered a nominal increase
of slightly more than 2%, which was equivalent to a
slight drop in real terms. In construction, commerce and
services, the nominal increase in wages was less than
1%. The largest increases were in basic services (4%),
transport (3%) and industry (2%). The minimum wage
remained frozen at the level set in March 1998
(approximately US$ 180), representing a loss in
purchasing power of around 4%.

The current account deficit measured in current
dollars stayed in the same range as the previous year
and was financed without difficulty by capital flows
from two main sources: credit received in return for
international bonds issued by the National Treasury,
and inflows of foreign direct investment. This left
an overall balance-of-payments surplus of US$ 135
million. The trade deficit also remained relatively
unchanged as aresult of comparable declines of foreign
purchases and sales of goods. Officially registered
imports fell by approximately one-third from their 1998
level because of weak demand for consumer goods not
only for re-export but also for domestic consumption,
which was down because of the sluggish economic
activity. Registered exports declined by 30%, putting
them at their lowest level in five years, due largely to a
20% drop in the international prices of soya beans,
which account for half of Paraguay’s exports —a drop
only partially offset by a 10% increase in volume. A
smaller harvest and lower prices on international
markets also brought the value of cotton exports down
to two-thirds of its previous level. The decline in
registered exports was concentrated in Mercosur,
where they fell by half because of the devaluation of the
Brazilian currency (Brazil being Paraguay’s largest
trading partner) and because of increased production of
soya beans in both Brazil and Argentina.

The public external debt at the end of the third
quarter was US$ 2.1 billion, some US$ 600 million
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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 cuwrency, but this
situation changed in the last quarter of 1998. This, along
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PERU: MAINECONOMICINDICATORS

1997 1998 19992

Annualrate of variation
Grossdomesticproduct 8.6 0.1 3.0
Consumer prices 6.5 6.0 4.8
Real wages -0.7 -1.9 -21
Money (M1) 19.3 0.5 10.8
Real effective exchange rate® 0.6 1.4 8.4
Terms of trade 6.9 -13.1 -9.1
Percentages
Urbanunemploymentrate 9.2 8.4 9.2
Fiscalbalance/GDP -0.8 -0.9 -2.6
Real de posit rate 1.6 3.4 8.4
Real lend ing rate 20.5 23.6 31.2
Millions of dol lars

Ex ports of goods and

services 8 370 7 487 7 750
Im ports of goods and

services 10 858 10492 8 855
Currentaccount 3279 -3791 -2095
Capitalandfinan cialaccount 5 841 2420 1565
Overallbalance 2562 -1371 -530

Source: Seethestatisticalappendix.
a Preliminaryestimates.
Anegativeratesignifiesanappreciationofthecurrencyinrealterms.

with the recession in the domestic market, led to a
decline in bank lending (-2.6% in dollars and —0.6% in
local currency in the first three quarters of 1999). The
quality of the loan portfolio also fell, and the arrears
rate rose to 11% in August. A number of banks were
adversely affected as the crisis forced mergers,
takeovers and, in two cases, closures. The authorities
designed a rescue package that moved some of the
portfolio of bad debts to public institutions at a
quasi-fiscal cost estimated at 1% of GDP, thus bringing
the arrears rate down to 8.5% by the end of the year.

The economic situation and some administrative
and regulatory problems slowed down plans for
privatization operations and concessions amounting to
some US$ 800 million, so that progress in this respect
was only a little over 50% of the planned level.

After the stagnation registered in 1998, the product
increased by approximately 3%, with growth
concentrated in primary products, physical exports of
which rose more than 17%. On the other hand,
private-sector domestic demand went down, especially
in the case of gross investment, which dropped 24% in
the first three quarters. The anticyclical effect of greater
public spending was not enough to prevent a 4% drop in
domestic demand and stagnation in the other sectors of

the economy, though there was a prospect of recovery
in the last quarter. Private saving rose to 2% of GDP,
but public saving fell. External saving went down by
almost 3% of GDP.

The agricultural and mining sectors grew more
than 10%. However, domestic and foreign
commodities prices remained low. The recession in the
construction industry worsened as a result of
constraints on bank lending, and it is expected that the
sector will shrink by 12%. Manufacturing is expected
to grow slightly more than 4% (the 1998 figure was
—3%) thanks to processing of primary products, while
the services sector will remain virtually unchanged
with a growth rate of 0.9% after the decline of 0.3%
the previous year.

Declining agricultural prices and weak demand
counterbalanced the effects of devaluation and the
consequently higher prices of imported goods
(especially fuels), so that inflation in 1999 was only
4%: the lowest figure in the last 30 years.

Open unemployment increased during the first six
months, standing at 9.2% in the metropolitan area,
against a background of widespread underemployment.
In October, the minimum wage was raised 3% over the
January level, and public sector wages were raised by
16% in April.

PERU: GROSSDOMESTICPRODUCT
AND INFLATION
(Percentage variation)
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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
away 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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URUGUAY:MAINECONOMICINDICATORS

1997

1998 1999

An nual rate of variation

Grossdomesticproduct 5.0 4.6 -2.5
Consumerprices 15.2 8.6 3.4
Real wages 0.2 1.8 1.6
Money (M1) 16.9 14.4 6.9
Real effective exchange rate® -2.0 -0.8 -6.7
Terms of trade -0.4 7.0 -4.1
Percentages
Urbanunemploymentrate 11.5 10.1 11.2
Fiscalbalance/GDP -1.3 -0.5 -2.5
Real de posit rate -0.3 3.8 71
Real lend ing rate 429 424 45.3
Millions of dol lars
Ex ports of goods and
services 4217 4225 3765
Im ports of goods and
services 4387 4507 4 155
Currentaccount -289  -400 -565
Capitalandfinancialaccount 688 760 485
Overallbalance 399 360 -80

Source: Seethestatisticalappendix.
a Preliminaryestimates.
Anegativerate signifiesanappre ciationofthe currencyinrealterms.

be covered by foreign loans and by using some of the
international reserves accumulated the previous year.

In general, the principal macroeconomic variables
followed the expected course. Thus, the consolidated
public-sector deficit for the year is within the planned
range, though private analysts estimate that it could
slightly exceed the target originally set. The decline in
economic activity affected fiscal revenues, which are
highly dependent on the economic cycle. Real central
government revenue fell 6% during the first half of the
year, with a sharp drop in revenue from taxes on foreign
trade (-15% in nominal terms) and lower revenue (in
real terms) from those domestic taxes which are
strongly dependent on the level of economic activity.
Central government spending, in contrast, continued to
grow (6% in real terms) even though there was a
reduction in real outlays on wages, since interest
payments on the public debt rose almost one third and
social security expenditure, as well as investment and
operating outlays, increased. The surplus produced by
State-owned enterprises declined, as did Central Bank
para-fiscal expenditure.

The deterioration in the international situation had
a heavy impact on exports. Falling revenue and tight
domestic credit also reduced private investment and
consumption. Sectoral performance was uneven, with
agriculture, construction and communication services
continuing to grow while other sectors fell markedly.
Cattle-raising activity continued to grow due to more
births, although levels of slaughtering and exports fell,
and dairy and poultry production also rose. However,
drought affected production in the second half of the
year. Since domestic demand was weak, alarge part
of farm production went to increasing stocks.
Construction activity continued to expand, albeit more
slowly due to the slowdown in public investment
and the weakening of private demand. Finally,
communications continued to advance vigorously, with
cellular telephony playing a leading role.

Other sectors, however, suffered significant
setbacks. The manufacturing sector declined by 8% in
the first three quarters, with lower levels of activity
throughout the sector; mining of non-metallic minerals
fell by one-fifth, textiles, clothing and footwear by a
quarter, and machinery and equipment by almost
one-third. Manufacture of foodstuffs, beverages and
tobacco and activity in the paper and printing sector
suffered least (-2% and -4% respectively). Commercial

URUGUAY: GROSSDOMESTICPRODUCT
AND INFLATION
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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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VENEZUELA:MAINECONOMICINDICATORS

1997 1998 19997

Annualrate ofvariation

Grossdomesticproduct 6.6 02 7.0
Con sumer prices 376 299 202
Money (M1) b 584 6.6 139
Real effective ex changerate 223 77 6.5
Terms of trade =31 -259 272
Percentages
Unemploymentrate 14 11.3 154
Fiscalbalance/GDP 26 -6.6 4.0
Real de posit rate 24 4 02 26
Reallend ing rate -19.4 6.8 57
Millions ofdollars

Ex ports of goods and

services 25120 18941 22450
Im ports of goods and

services 18282 18927 16 500
Currentaccount 4684 -1698 4500
Capitalandfinancialaccount 1434 1794 3310
Qverallbalance 3250 -3492 1190

Source: Seethestatisticalappendix.
a Preliminaryestimates.
Anegativerate signifiesan ap pre ciationofthe currencyinrealterms.

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

reserves, and to push up the real price of the bolivar. This latter
development, combined with low demand, made it possible to

continue bringing down inflation, which was around 20%.

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 bolivares 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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as the increase in money in circulation and in liquidity,
was less than the change in the nominal GDP.

In the prevailing recessionary climate, interest
rates went down, while the spread between lending and
deposit rates widened against the backdrop of the
banking sector’s deteriorating results. The annual
average deposit rate went down from 35% in December
1998 to 17% in November 1999, while the lending rate
moved from 44% to 28%. As a result, the yield on
money became negative as from June.

The decline in economic activity was due to the
cuts in oil production and in investment following the
decisions taken by OPEC in March; to the uncertainty
provoked by the process of drafting a new Constitution,
which affected private-sector investment decisions; to
the drop in public expenditure; to problems in the
non-oil export sector, and to the fact that interest rates
were still high, especially in the first part of the year.
The decline in activity was more pronounced in the first
six months (over 9%), but it then eased considerably,
and by year’s end there were signs of improvement as
oil prices rose and public spending increased.

The recession further aggravated unemployment,
which had stood at around 11% since 1997. In the
third quarter of 1999 it was already 15.4%, and there
were fears that it would continue worsening despite
the possibility that government investment in
infrastructure and housing construction could provide
some relief in the final months of the year. Government
employees were given a 20% wage increase in May,
in line with anticipated inflation, and this served as a
benchmark for wage adjustments in the private sector.

Weak demand and sluggish economic activity
moderated the upward movement of prices, as did the
limited depreciation of the and seasonal factors that
held back price rises of agricultural products in the first

ECLAC

half of the year. The monthly inflation rate fell to under
1% in September for the first time since March 1988
and also for the first time since price controls were
abolished in 1989. As of November, year-on-year
inflation was only a little over 20%, which was in line
with the government’s goals. This is the lowest figure
for the decade, though still high if the deflationary
factors that were present are taken into account.

Foreign trade slackened, with only oil exports
increasing in value, due to the rise in oil prices, which
more than compensated for the reduced shipments. In
December, the average price of the mix of fuels
exported by Venezuela during the year was more than
50% above the previous year’s average. On the other
hand, non-oil exports fell by one-third, affected by the
evolution of the exchange rate, especially against the
currency of Colombia (Venezuela’s main market), as
well as by the recession in Colombia. Imports also fell
(-14%), due to weak domestic demand in spite of the
appreciation of the bolivar in real terms. As a
consequence, the current account balance became
positive again, after the previous year’s deficit, and
totalled USS$ 4.5 billion, or roughly 5% of GDP.

This served to offset the net outflow of capital
registered in the balance-of-payments financial
account. In addition to the large outflow of private
capital, there was also an outflow of public capital,
since in spite of the inflow resulting from PDVSA
borrowing and the collateral freed up in the swap of
Brady bonds from the previous year, amortization
payments on the debt were more than the
disbursements received. The inflow of direct
investment was close to US$ 2 billion. The balance of
payments thus showed a surplus, so that the
international reserves, which began to recover as
from the second quarter, passed the US$ 15 billion
mark (11 months of imports), which is somewhat
higher than the figure at the end of 1998.
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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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COSTARICA: MAINECONOMICINDICATORS

1997 1998 19997

An nual rate of varia tion

Grossdomesticproduct 3.5 55 7.5
Consumerprices 11.2 124 9.4
Real wages 0.8 4.6 4.5
Money (M1) 43.2 12.3 21.4
Real effective exchange rate® 2.2 1.4 2.9
Terms of trade 6.0 3.2 1.1
Percentages
Urbanunemploymentrate 5.9 5.4 6.2
Fiscalbalance/GDP -3.9 -3.3 -3.9
Real de posit rate -0.1 0.9 3.8
Real lend ing rate 8.2 9.6 141
Mil lions of dol lars
Ex ports of goods and
services 5478 6 884 8 150
Im ports of goods and
services 5690 7047 7 540
Currentaccount -330 -495 -475
Capitalandfinancialaccount 556 346 860
Overallbalance 226 -149 385

Source: Seethestatisticalappendix.
aPreliminaryestimates.
Anegativeratesignifiesanappreciationofthecurrencyinrealterms.

The tight monetary policy adopted in September
1998 was maintained during the first half of 1999. To
absorb liquidity, open-market operations were
intensified, and the gradual increase in the reserve
requirement on new financial intermediaries and
instruments was continued. Monetary policy was
reviewed in mid-year, and although it was eased
somewhat it remained restrictive. The upper limit for
annual growth in credit for the private sector was raised
from 26% to 30%, and open-market operations were
carried out less frequently than in the first semester.

The money supply (M1) grew by 11.8% during the
year, and local currency liquidity (M2) expanded by
12.8%, both percentages being below the growth rate of
nominal GDP (18.3%). Foreign currency deposits,
which had expanded by 41% in 1998, slowed to 17.1%
in 1999; nonetheless, foreign currency liabilities still
accounted for 40% of total liquidity.

Domestic credit grew by only 7.3% (compared
with 39.8% in 1998), as a result of reduced net lending
to the public sector and a slower growth of finance for
private individuals. The netreserves expanded by 35%
thanks to bond sales amounting to US$ 300 million and
slow import growth.

ECLAC

The exchange rate, which operates under a
crawling-peg regime, rose by 11% from an average of
257.42 colones per dollar in 1998 to 285.91 in 1999. To
bring it in line with the slow rate of price increases, the
rate of devaluation was reduced from 12 to 10 centavos
per day as from July.

External demand, with a growth rate of 6.7%, was
the most buoyant component of the economy, while
domestic demand shrank slightly. The small 3%
increase in gross fixed investment, which was due to a
rise in public investment, since private investment
stagnated, was insufficient to make up for the 0.5%
drop in consumption. On the supply side, the GDP
expanded by 7.5%, while imports of goods and services
shrank by 5%. Apart from the maquila sector, the rest of
the economy grew at 4.3%, down from 5.5% in 1998.
This was the result of the tight monetary policy and
creditrestrictions, especially in the first half of the year.

The growth rate of agriculture slowed owing to a
decline in export production, especially of coffee and
bananas, while output for the domestic market
strengthened. The expansion of manufacturing industry
gathered pace and exceeded the previous year’s
figure of 10.4% by 14 points. This result is due to
manufacturing operations located in free zones,
especially those of the Intel Corporation.
“Componentes Intel de Costa Rica” is a big new
assembly enterprise, 70% of whose production is
computers and 30% microchips; its first plant came on
stream in 1998, and was followed by a second in 1999.
Growth in other industrial segments weakened, and
those producing for the domestic market actually
contracted. Construction expanded, however, thanks
to demand from the public sector, since private-sector
construction was inhibited by higher materials prices
and a shortage of credit.

The slowdown in demand and the tight monetary
policy helped to limit price rises to 9%, compared with
12% in 1998. Other factors in this result were higher
fuel prices and a fall in the price of certain agricultural
products. Private-sector wages rose by 6.5% in the first
half of the year and by a further 4.6% in the second,
resulting in an increase of 11.1% for the year in nominal
terms (2% in real terms).

Exports of goods and services grew by 18% and
imports by 7%, giving a trade surplus of US$ 610
million. This highly satisfactory result was diluted by
higher factor service payments which surged up from
USS$ 445 million to nearly USS$ 1.2 billion, as profit and
dividend remittances trebled. The current account
deficit came to US$ 475 million: 4% lower than in
1998.
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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 fo 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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EL SAL VADOR: MAIN ECO NOMIC INDICATORS
1997 1998 1999°
An nual rate of variation
Grossdomesticprod uct 4.2 3.2 2.5
Con sumer prices 1.9 4.2 -0.6
Money (M1) -1.9 8.6 71
Real ef fec tive ex change rate® -0.3 -0.3 0.6
Terms of trade 11.5 -0.9 -8.1
Percentages
Urbanunemploymentrate 7.5 7.6 7.6
Fiscalbalance/GDP -1.7 -2.0 -2.4
Real de positrate 6.9 7.6 10.3
Reallend ing rate 11.0 12.2 14.9
Millions of dol lars
Ex ports of goods and
services 2708 2742 2860
Im ports of goods and
services 3888 4268 4515
Currentaccount 97 -84 -290
Capitalandfinancialaccount 266 387 390
Overallbalance 363 303 100

Source: Seethe statisticalap pendix.
aPreliminaryestimates.
Anegativerate signifiesanappre ciationofthe currencyinrealterms.

Trade policy pressed ahead with the tariff reduction
programme to reach a floor of 5%, with a 10% ceiling for
intermediate goods and 15% for final goods, in July
1999. Tariffs on raw materials and capital goods had
been lowered to zero as from December 1996.

Significant progress has been made in the trade
negotiations between the Northern Triangle (El
Salvador, Guatemala and Honduras) and Mexico, but
there are differences over certain safeguard clauses that
still have to be overcome.

Lastly, in order to give a boost to the external
sector an Investment Law was approved in October
which seeks to increase the level of foreign investment
in the country and establish an appropriate legal
framework for its operation. An important element in
the Law is the creation of a National Investment Office.

The structural reform process continued in 1999
with the adoption of financial supervision and
oversight mechanisms such as the Banking Law, which
provides for the creation of a Deposit Guarantee
Institute. The privatization process concluded with
the sale of the National Telecommunications
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Administration (ANTEL), electric power distributors
and thermal power generating plants.

Economic activity was affected by the
sluggishness of the external sector, especially of
traditional exports, slower growth of non-traditional
exports, and a reduction in levels of public investment
and in family remittances, which nevertheless
continued to be substantial and in October amounted to
USS$ 1,111 billion. The overall result for the year is that
public investment is expected to decline by 3.6%, gross
fixed investment to increase by 4.1%, and domestic
demand to rise modestly by 1.8%.

The sectors registering the highest growth rates
included manufacturing industry (4%), agriculture
(3.7%), and electricity, gas and water (3.5%). The
year’s least dynamic sectors were construction (2.2%)
and commerce (1.7%). Foreign direct investment has
been one of the key factors in economic activity,
especially the US$ 250 million invested in the thermal
power generating plants.

Inflation, as measured by the variation in the
consumer price index (CPI), posted an average for the
year close to 0%, with negative monthly rates being
recorded between February and June and again in
November (-0.6%).

Minimum wages were raised as from 30 September. A
6% rise was awarded to construction workers as from 21
July and an additional increase of 5.6% was scheduled for
21 December. Minimum wages in agriculture have not
changed since April 1998, and those in industry, commerce
and services have remained unchanged since May of
that year. Unemployment nationally stood at 7.6%,
similar to the average for the period 1996-1998.

The external sector turned in a less favourable
performance than in 1998. The current account deficit
is expected to end up at US$ 290 million —significantly
higher than the previous year— but the overall balance
of payments is expected to show a surplus of US$ 100
million by year’s end thanks to net capital inflows.
Against this background, the Central Reserve Bank has
been able to accumulate over US$ 1.9 billion in net
international reserves, equivalent to more than five
months’ imports.

As a result of the foregoing, the trade deficit
widened by 8% to USS 1.65 billion. The value of
exports increased by 0.7%, thanks mainly to
non-traditional products and the maquila sector, while
imports are estimated to have risen by 4%, despite
reduced purchases of agricultural raw materials. In
trade with Central America, exports grew by half a
percentage point and imports by just 0.3%.
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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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GUATEMALA:MAINECONOMICINDICATORS

1997 1998 1999

Annualrate of variation
Grossdomesticprod uct 4.3 5.0 3.5
Con sumer prices 71 7.5 5.2
Money (M1) 31.3 13.5
Real effective exchangerateb -5.0 1.1 13.3
Terms of trade 82 -06 -6.1
Percentages
Unemploymentrate 5.0 5.9
Fis cal balance/GDP -1.5 -2.4 -3.2
Real de positrate -3.5 -1.3 2.3
Reallend ing rate 8.7 9.1 13.5

Mil lions of dol lars

Ex ports of goods and

services 3180 3466 3395
Im ports of goods and

services 4188 5038 4735
Currentaccount -634 -1036 -870
Capitalandfinancialaccount 863 1272 740
Overallbalance 229 236 -130

Source: Seethestatisticalappendix.
a Preliminaryestimates.
Aneg ative rate sig nifies an ap pre ciation of the currency inreal terms.

of the shares of the electric power distribution companies
that was still in government hands.

GDP growth for 1999 is estimated at a little over
3.5%, which is significantly below the previous year’s
5%. Domestic demand slowed because of the lower
growth of gross capital formation and consumption, both
public and private, while international trade in goods and
services also grew more slowly, especially on the import
side. The only aggregate demand variable which grew
more than in 1998 was gross fixed investment by the
public sector.

Agricultural production suffered from decreases in
important categories such as sugar and bananas.
Manufacturing industry was also less buoyant, as
domestic consumption retreated and exports to the
Central American market grew more slowly. Mining
activity expanded by only 1% because of the fall in oil
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production. The construction sector, for its part, grew
at half the rate recorded in the two previous years,
because of the slower activity in private-sector
construction, especially in housing projects.

Average inflation for the year is estimated to
have fallen from 6.6% in 1998 to 5.5% in 1999 (5.2%
up to November), helped by lower price rises in the
foodstuffs and beverages sector (0.5%) and a cut in
electricity charges. A new Family Income and
Expenditure Survey was carried out between March
1998 and April 1999 and reported an open
unemployment rate of 1.9%. Minimum wages in
agricultural, commercial and industrial activities
were raised by 10% as from February 1999.

The balance of payments registered a smaller
deficit on the current account in 1999, but also a
significantly reduced surplus on the financial
account, so that the international monetary reserves
decreased. External trade contracted in terms of both
exports (-2.1%) and imports (-6.1%), and the trade
deficit narrowed to US$ 1.34 billion. Apart from oil
exports, which were higher in value because of the
rise in international prices, other exports (including
sugar and bananas) fell significantly, while coffee
managed to offset the fall in its average price with
an increase in exportable output. Exports of
non-traditional products declined, especially to the
Central America market, and there was also a
significant loss of buoyancy in the maquila sector.
Imports of consumer goods, raw materials and capital
goods all shrank because of weaker domestic demand
and exchange-rate slippage.

Public external indebtedness increased, while
the net inflow of capital declined. Disbursements of
official capital practically trebled between 1995 and
1999, rising from US$ 161 to US$ 476 million, the
latter being the highest level since 1991. On the other
hand, the cost of servicing the public external debt
has decreased and is now equivalent to only 6% of
goods and services exports. The combination of
larger disbursements and lower debt service has led
to a sustained increase in the public external debt,
which is estimated at US$ 2,733 billion.
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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— Wwhile 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 fto 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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HONDURAS:MAINECONOMICINDICATORS

1997 1998 19992

An nual rate of varia tion

Grossdomesticprod uct 5.0 3.9 -2.0
Con sumer prices 12.7 15.6 10.6
Money (M1) 33.6 12.7 211
Real ef fec tive ex change rate® -5.3 -8.4 -3.3
Terms of trade 24.3 2.3 -5.6
Percentages
Urbanunemploymentrate 5.8 5.2 5.4
Fiscalbalance/GDP -2.8 -3.4 -5.0
Real de positrate 0.9 4.5 6.4
Reallend ing rate 9.9 15.0 16.4
Millions of dol lars

Ex ports of goods and

services 2176 2463 2 245
Im ports of goods and

services 2453 2796 3155
Currentaccount -183 -66 -380
Capitalandfinancialaccount 370 207 455
Overallbalance 187 141 75

Source: Seethestatisticalappendix.
aPreliminaryestimates.
Anegativerate signifiesanap pre ciationofthe currencyinrealterms.

domestic interest rates, which remained steady at their
high end-1998 levels.

During the year, certain companies suspended
loan repayments and one commercial bank was forced
into liquidation. These events were precipitated by a
weakening of payment capacity, but this had developed
as a result of shortcomings in the supervision of
non-bank financial intermediation. Swift intervention
by the financial authorities managed to isolate the
potentially disruptive effects of both episodes, but the
need to speed up reorganization of the financial sector
became clear.

The privatization of bothHONDUTEL and airport
services entered their final phase, and concessions
should be awarded in March 2000. The task of reading
electricity meters was also transferred to the private
sector, while reform of the social security system
remains pending.

Aggregate demand was influenced by the expansion
of over 16% in public-sector investment and the
slowdown in private investment spending. Consumption
expenditure, however, followed a moderate course.
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Agriculture suffered its most drastic fall in activity
in recent years (9%), with the biggest losses
concentrated in export crops, especially bananas, where
production slumped by four-fifths. There were losses
among livestock, and a significant proportion of shrimp
larva production for export was also lost. There was
also a decline in the electricity, gas and water and
financial sectors. Other sectors registered a general
slowdown, except for mining and construction, which
grew strongly as a result of reconstruction work.
Magquila activity also remained buoyant.

Inflation up to November amounted to 10.6%,
which was less than in 1998. Inflationary pressures
were kept under control thanks partly to food donations
from abroad and the fact that fuel prices were
unchanged until July. The minimum wage rose by 25%,
while doctors’ salaries increased by 30% and those of
teachers by 20%. A programme was put into effect in
the public sector to make wages in similar jobs more
uniform.

March 1999 saw one of the sharpest falls in
economic activity, and 26% of the economically active
population suffered some degree of unemployment.
The information available for the rest of 1999 suggests
that the overall situation has not changed substantially.

The balance-of-payments current account deficit
widened from US$ 66 million in 1998 to US$ 380
million in 1999, as merchandise exports shrank by 13%
and imports grew by 14%. Exports to Central America
increased by 5%, while imports rose by 8.5%. The
overall trade deficit with the four Central American
countries grew by 13%.

The external deficit was covered by an exceptional
inflow of private transfers and a significant flow of
funds from multilateral agencies and other sources
of cooperation. International reserves grew to nearly
US$ 150 million (sufficient to cover five months’
imports) rather than the US$ 45 million anticipated in
the monetary programme.

Total outstanding external indebtedness increased
by 3%. Contributions amounting to US$ 72 million
were obtained from the Trust Fund for Central America
to cover multilateral liabilities. The Paris Club
condoned debt repayment obligations amounting to
US$ 225 million at current values and postponed
liabilities of US$ 439 million due in the period
1999-2002. The Highly Indebted Poor Countries
(HIPC) initiative will provide a further US$ 750 million
in debt relief.
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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
economiic 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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MEXICO: MAIN ECO NOMIC INDICATORS

1997 1998  1999°

An nual rate of variation

Grossdomesticproduct 6.8 49 3.5
Consumerprices 15.7 18.6 13.9
Real wages -1.2 2.8 0.5
Money (M1) 29.4 15.6 23.1
Real effective exchange rate® -13.3 0.1 -7.3
Terms of trade -0.8 -2.4 4.1
Percentages

Urbanunemploy mentrate 3.7 3.2 2.6

Fiscalbalance/GDP -0.6 -1.2 -1.3

Real de posit rate -5.1 -0.8 10.6
Millons of dollars

Ex ports of goods and

services 121 831 129387 148 300
Im ports of goods and
services 122 424 137 859 154 620

Currentaccount -7 454 -15957 -13 750
Capitalandfinancialaccount 21452 19167 13310
Overallbalance 13 997 3210 -440

Source: Seethestatisticalappendix.
aPreliminaryestimates.
Anegativeratesignifiesanappreciationofthe currencyinrealterms.

cuts. The deposit rate gave yields of about 10% in real
terms, and nominal lending rates remained high.

The financial authorities issued new rules on
capitalization and loan-portfolio rating, as part of its
programme to rehabilitate the commercial banking
sector. The index of arrears (the ratio of overdue
loans to the total loan portfolio) stood at 22.7% in
September 1999 compared with 21.1% in December
1998, and this partly explains why financing
decreased in real terms for the fifth year running.

Following the episodes of marked instability
registered in the previous year, the foreign exchange
market steadied in 1999, and the peso actually
appreciated substantially (11% in real terms up to
November). The total fiscal cost of the bank bailout and
the support programme for borrowers is calculated at
21.7% of estimated GDP for 1999. The operation of
the exchange rate flotation regime allowed the peso to
adjust to sporadic market volatility. The inflow of
resources from abroad -mainly from foreign direct
investment, investments in the stock market and the
placement of public and private debt abroad- acted to
strengthen the local currency.

ECLAC

During the year, the index of share prices on the
Mexican Stock Exchange rose strongly, albeit with
some volatility, and by early December it was 60%
above its end-1998 level, which represented a gain of
nearly 70% in dollar terms.

In 1999, restrictions on foreign investment in the
financial sector were lifted, and the Institute for the
Protection of Bank Deposits (IPAB) was set up in
place of FOBAPROA, to take over the liabilities
generated by the bailout of the banking system and
administer the corresponding assets. Congressional
debate delayed privatization in the electric power
sector, and approval for other important initiatives also
remains pending.

The economic slowdown that began in the latter
part of 1998 lasted until the first quarter of 1999, but as
from the second quarter the economy began to regain
momentum thanks to more buoyant external demand
and a revival in domestic demand. Private capital
formation recovered steadily during the year, and its
growth for the year is estimated at 6.7%.

The agricultural GDP recovered from the virtual
stagnation it had displayed in 1998. Manufacturing
industry slowed, but areas of activity linked to exports
(mainly metal products, machinery and equipment, and
the maquila industry) turned in a better performance
than in 1998. The automotive industry produced 1.25
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million vehicles in January-October (4.2% more
than in the same period in 1998); exports grew by 11%
and domestic sales expanded by 2.8%. Construction
grew satisfactorily despite the 5.7% drop in
public-sector investment, but there was a downturn
in mining, partly as a result of unfavorable prices
on international markets. In the services sector, an
upturn in domestic demand generated growth in
commerce and the communications subsector
remained extremely buoyant.

Inflation showed a firm downward trend in 1999
and came close to meeting the official target of 13% for
the year. The strength of the peso was a factor in this
trend, which was also influenced by moderate price
hikes in products such as fruit and vegetables, though
tortilla prices and telephone charges rose more
substantially.

The purchasing power of wages recovered very
slightly in 1999. Average real wages in manufacturing
increased by 0.5% between January and September,
and there was a similar rise in contract wages. On the
other hand, the 14% nominal increase in the minimum
wage was insufficient to compensate for inflation, and
real incomes are still below their 1994 levels in all
sectors.

In late October there were 12.1 million permanent
workers registered in the Mexican Social Security
Institute (6.7% more than in December 1998) and open
unemployment stood at 2.6%: the lowest level in 14 years.
The most dynamic sector for job creation continued to be
the maquila industry, where employment grew by 15% to
stand at 1.2 million in 1999. In contrast, however, high
levels of underemployment and informality persisted.

The balance-of-payments current account deficit
came to US$ 13.75 billion, equivalent to nearly 2.9% of
GDP (3.8% in 1998). This result was helped in
particular by the recovery in oil exports (23.8% in
January-October), although non-oil exports also grew
considerably (9.8% in the same period). On the capital
account, there were increases in equity investment
(USS$ 3 billion up to the third quarter) and in securities
issued abroad by the public and private sectors (US$ 8.5
billion in the same period), while foreign direct
investment continued to flow into the country at an
undiminished rate (estimated at nearly US$ 11 billion
for the year as a whole).

The merchandise trade gap narrowed from USS$ 8
billion to less than USS$ 5 billion, while total trade
in goods was estimated at US$ 277 billion (49%
corresponding to exports), equivalent to nearly 60%
of GDP.

The slower pace of economic growth, the
buoyancy of external demand and the recovery in oil
prices were decisive in reducing the current account
deficit. The value of oil exports rose by 24% in the first
10 months of the year, while foreign sales of non-oil
products also grew (14.5%), with exports of
manufactures accounting for 90% of the total. Of
total merchandise exports, 46% came from the
maquila industry.

Imports grew by nearly 12% during the first 10
months of the year, with a similar increase predicted for
the year as a whole. Capital goods imports grew most
strongly (17%), although intermediate goods still
accounted for the major share (77%). Imports by the
maquila industry rose by 18%.



60

ECLAC

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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NICARAGUA:MAINECONOMICINDICATORS

1997 1998 19992

An nual rate of varia tion

Grossdomesticprod uct 55 4.2 6.0
Con sumer prices 7.3 18.5 7.7
Real wages -0.2 7.4 3.0
Money (M1) 30.7 17.1 7.4
Real effective exchange rate® 5.7 -0.4 -0.8
Terms of trade 5.4 4.8 -6.5
Percentages
Unemploymentrate 14.3 13.2 10.5
Fiscalbalance/GDP -1.3 -1.7 -2.7
Real de positrate -1.3 -1.9 11
Reallend ing rate 9.7 7.7 12.2
Millions of dol lars

Ex ports of goods and

services 927 830 830
Im ports of goods and

services 1608 1656 1930
Currentaccount -783 -812 -995
Capitalandfinancialaccount 856 582 980
Overallbalance 73 -230 -15

Source: Seethestatisticalappendix.
aPreliminaryestimates.
Anegativeratesignifiesanappreciationofthecurrencyinrealterms.

The structural reform programme moved ahead in
1999, with 700 jobs being cut from the government
payroll. Progress was also made in drafting and
approving legislative bills relating to State
procurement and hiring, the civil service, and
administrative disputes. Proposals were also made to
the National Assembly for reform of the Customs Law
and the General Revenue Directorate.

Management of the petroleum products
distribution company PETRONIC was handed over to
an international concern, and the process of divestiture
of the electric power company ENEL began;
privatization of the State telephone company, ENITEL,
however, suffered a fresh setback. Sale of the Banco
Nicaragiiense de Industria y Comercio (BANIC) was
completed, while prudential standards and supervision
arrangements for the banking system were
strengthened, as was its legal framework. Tariff

reduction proceeded in accordance with the timetable
established in 1997, so that there is now a ceiling of
10% (except for certain agricultural products), a floor
of 0% and an average effective tariff of 7%.

GDP growth is estimated at about 6%. Weaker
external demand was more than offset by the buoyancy
of the domestic market (mainly gross fixed capital
investment arising from higher public expenditure on
reconstruction); employment and real wages were also
higher. The overall growth figure was helped by the
trend in construction, with its spillover effects on
industry, commerce and transport, and the expansion of
primary activities, due mainly to the recovery in
agriculture.

Cumulative inflation for the year is estimated at
7.7%, taking into account the effects of higher charges
for basic services, and price hikes in transport,
petroleum products and building materials. A rise was
approved in the minimum wage for the country’s
different productive sectors. The economic growth
achieved has brought unemployment down to 10.5%.

The wider trade gap led to a larger current account
deficit than in 1998, which will be financed by the
expected substantial increase in foreign investment and
donations from abroad. The net international reserves
are also expected to expand considerably thanks to
additional financing obtained under the programme
agreed with the IMF and an increase in arrears on
current payments.

The merchandise trade gap widened as exports
declined by 7% and imports grew significantly (17%).
The reduction in exports was mainly due to lower sales
of coffee, sugar and bananas, as a result of the ravages
of hurricane Mitch and lower international prices. On
the other hand, non-traditional exports grew, while
imports increased considerably, largely because of the
reconstruction effort, though the value of consumer
goods imports also continued to rise, largely due to
explosive growth in durable goods imports, since
purchases of non-durable consumer goods noticeably
diminished.

Public external debt outstanding at the end of 1999
is estimated at USS$ 6,685.8 million. In covering its
external financing requirements, government policy
has concentrated on obtaining loans under highly
concessional terms.
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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 Colon Free Zone, international
services posted positive results in 1999. Revenues from
Panama Canal operations grew by 4.3%, partly because
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PAN AMA: MAIN ECO NOMIC INDICATORS

1997 1998 1999

An nual rate of variation

Gross do mes tic product 4.7 4.4 3.0
Consumer prices -0.5 1.4 0.8
Terms of trade 8.5 0.0 1.0
Percentages
Urbanunemploymentrate 15.5 15.2 14.0
Fiscalbalance/GDP -0.2 -4.5 -4.0
Mil lions of dollars

Ex ports of goods and

services 8316 8 023 6750
Im ports of goods and

services 8650 8 869 7 320
Currentaccount -593 -1212 -1095
Capitalandfinan cialaccount 934 749 895
Overallbalance 341 -463 -200

Source: Seethestatisticalappendix.
aPreliminaryestimates.

ofa larger number of vessels passing through and partly
due to toll increases. The Canal pressed ahead with its
modernization programme, investment for which will
be completed in 2002. Port services grew strongly, as
containerized cargo handling increased by 32% in the
first six months.

Agricultural output rose by 3%, thanks to a
recovery in banana production. Electric power
generation grew by 8.7% in the first nine months of the
year, but manufacturing industry stagnated (0.2%),
while the construction industry expanded by 15%
(compared to 6.7% the previous year), thanks to the
greater buoyancy of private construction. Public-sector
works in progress, such as the Southern Corridor, the
Pan-American Highway and hospitals, were finished.
The number of tourists decreased by 10.4% in the first
nine months of the year, and their spending was down
by 3.2%.

Inflation slowed late in the year (0.8%), but it
registered a slight increase -estimated at 1.6%- for
1999 as a whole, as a result of higher international oil
prices. Nevertheless, the country continues to have one
of the lowest inflation rates in Latin America. There
were increases in the prices of health care (6.2%), rent,
fuel and electric power (4.2%), and recreational
activities (3.3%), but food prices were unchanged and
footwear and clothing rose by only 0.6%.

The minimum wage remained unchanged,
although there was an increase in the first half of the
year in the average wages in manufacturing and
wholesale and retail trade. In August, employment was
4.9% higher than a year earlier, while unemployment
fell from 15.2% to 14% in the same period.

Merchandise trade weakened considerably, while
external services payments increased, giving a smaller
current account deficit than in 1998. The financial
account registered a significant inflow of capital,
however, related particularly to the reinvestment of
profits by foreign companies.

Up to September, total exports had fallen by 19.6%
because of a drop in re-exports from the Colon Free
Zone (-21.9%), while exports from the domestic
economy practically stagnated (-0.2%). Sales from the
Colén Free Zone were hit by lower demand from
Ecuador, Colombia and Venezuela, while exports from
the domestic economy were affected by a fall in the sale
of marine products, though other categories turned in
good export results, including petroleum products
(56%), bananas (40%) and meat (39%)

Total imports shrank by 19%, as aresult ofa 32.5%
reduction in those of theColdn Free Zone; purchases by
the domestic economy grew by just 1%. There were
substantial increases in imports of crude oil (89.9%)
and foodstuffs (5%), while purchases of capital goods
for agriculture and industry were also higher.

Financial inflows are estimated at US$ 880
million, with a significant increase in foreign direct
investment. For its part, total outstanding external
indebtedness rose by 4.5% from the 1998 figure, to
reach US$ 5.59 billion.
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THE CARIBBEAN

Bahamas

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

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 wasfocused
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 seabome 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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increase over the same period in 1998, as a result of
higher-quality hotel accommodation, higher hotel
prices and an increase in tourists’ average length of
stay. Although the average hotel occupancy rate fell
slightly to 76.4%, estimated revenues grew by
45.2%, to USS 78.3 million. This upward trend is
expected to continue for the rest of 1999. However,
delays in hotel modernization and fewer cruise ship
arrivals depressed activity in Grand Bahama, where
the slump in tourist arrivals deepenedto 17.9% in
the second quarter of 1999, compared to 0.2% in
1998, with 3.8% fewer visitors arriving by air and a
24% drop in cruise ship traffic.

First quarter data for 1999 show that construction
activity remained buoyant, partly thanks to projects
begun in late 1998. Construction starts in the first
quarter of the year fell by 16.1% to 298 units valued at
USS$ 37.6 million. Building completions in 1999 were
up by 3.3% on the previous year’s figure, but their
value (US$ 58.3 million) was 59.7% higher.

The value of fishery exports grew by 12.0% to
USS$ 24.8 million in the first half of the year, thanks to
an 18.9% increase in volume (1,100 tons), even though
average prices fell by 5.8% to US$ 10.03 per pound.
The value of crawfish exports grew by 12.9% to
USS$ 22.7 million (equivalent to 91.6% of total export
earnings), with the volume increasing by 28.0% to
approximately 1,000 tons.

The 12-month inflation rate rose to 1.4% in June
1999, compared to 0.8% the previous year. This increase
was attributable to a substantial rise in prices during the
first quarter of 1999 which affected most consumer
goods, including education expenses, recreation and
entertainment. Inflation, as measured by changes in the
retail price index, eased back to 0.1% in the second
quarter, compared to 0.6% for the same period in 1998.

ECLAC

According to preliminary second quarter
estimates, the balance-of-payments current account
deficit narrowed significantly to US$ 75.4 million,
compared with US$ 174.9 million a year earlier. This
result reflected a decline in the demand for foreign
goods and services as a large-scale investment project
came to completion, together with a considerable boom
in estimated net earnings from tourism.

The merchandise trade deficit is estimated to have
narrowed by 7.4% to US$ 306.3 million— a reduction of
USS$ 24.6 million — with non-oil imports falling back by
8.2% to US$ 371.4 million. This reduction in imports
comfortably offsets the estimated 7.3% drop in export
earnings, which in mid-1999 amounted to US$ 65.1
million. The value of oil imports for domestic use
increased by 1.0%, to US$ 39.3 million.

The surplus on the services account is estimated to
have increased by US$ 76.6 million to US$ 269.3
million in the second quarter of 1999. Net income from
tourism grew by about 8.5%, to US$ 362.0 million,
thanks to a recovery in stopover (non-cruise) traffic.
Furthermore, with the completion of a large tourist
project, net payments for foreign construction services
dropped by 50.6% to USS$ 22.2 million, leading in turn
to a 43.4% fall in net outflows corresponding to “other
services”, which went down to US$ 70.7 million.

On the current transfers account, net outflows
relating to private-sector investment rose to US$ 1.3
million. Net transfers to general government increased,
with inflows amounting to US$ 10.1 million. The
capital and financial accounts, excluding reserves,
decreased by US$ 60 million in the second quarter to an
estimated US$ 67.8 million. These transactions had
significant repercussions on the overall balance of
payments, which stood at US$ 64.4 million at the end of
June 1999.
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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 (BDSS$) (US$ 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 inferest 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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BARBADOS:MAINECONOMICINDICATORS

1997 1998 19992

Annualrate of variation

Grossdomesticproduct 2.6 4.8 2.5
Con sumer prices 3.6 1.7 2.0
Real effective exchange rate® -5.8 1.8 -0.1
Percentages
Unemploymentrate 12.2 11.8 10.6

Source: Seethestatisticalappendix.
aPreliminaryestimates.
Anegativeratesignifiesanappreciationofthe currencyinrealterms.

previous years. Long-stay arrivals increased by 1.3%,
even though two large hotels closed down, but
cruise-ship visits were down by 21.2%. Manufacturing
output dropped by 1.5% in the first nine months of
1999, with all subsectors down except non-metallic
mineral products and food processing, which grew by
5.7% and 1% respectively. Data for the first half of
1999 indicate that sugar production expanded by
10.4%, with a yield of 53,000 tons, in contrast with its
sharp 25.7% downturn in 1998.

Construction output grew by approximately 5.3%,
as projects under way in the public and private sectors
began to reach completion. The wholesale and retail
trade sectors grew briskly by 4.3%, although not quite
as fast as the previous year owing to the weaker demand
resulting from the downturn in tourism and official
policies designed to forestall overheating of the
economy. Oil production was up by an estimated
80.5% in the first half of 1999, about twice the
previous year’s growth rate, as the enhanced secondary
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recovery program resumed in April, following its
suspension two months earlier.

Unemployment stood at 10.6% at the end of the
second quarter of 1999 — 1.5 percentage points lower
than a year earlier. The services sector was the main
creator of new jobs. Insufficient data is available to
determine wage movements in 1999 with any precision,
but these were clearly favoured by collective
bargaining agreements concluded in 1998, which
produced increases of between 3.0% and 5.0%.

Inflation remained low, although the retail price
index edged up by 1.2% at the end of September,
compared with its 0.7% fall during the first three
quarters of 1998. The rise in inflation was mainly due to
price hikes for foodstuffs and housing, while the
withdrawal of excess liquidity from the economy
helped to ease demand pressures.

The balance-of-payments current account deficit
widened during the first nine months of the year,
compared to the same period in 1998. Imports that were
not re-exported grew by about 7.5%, up from 4.6% in
1998. Total imports of consumer and capital goods
grew by 11.3% and 17.4% respectively, while imports
of intermediate goods fell by 2.6%. Income from
locally produced exports grew by 1.7%, while earnings
from tourism declined by 1.5% after having risen by 8%
in the same period a year earlier. Private-sector capital
inflows totalled US$ 103 million (US$ 51.5 million),
most of which was invested in tourism projects and
public-service companies. Net international reserves
held by the monetary authorities increased by US$ 78.3
million, partly due to loans totalling US$ 75 million
raised on regional capital markets. The reserves stood at
USS$ 336 million at the end of the third quarter, which
was sufficient to cover 15.7 weeks of imports,
compared with 13 weeks’ coverage in the same period
in 1998.
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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 inthe

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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1997  1998%  199¢9°
Annualrate of variation
Grossdomesticproduct 2.5 1.5 6.0
Con sumer prices 1.9 2.9 0.7
Nominalparallelexchange
rate 19.8 -8.7 4.8
Percentages
Unemploymentrate 7.0 6.6 6.0
Fiscalbalance/DP -1.9 -2.2 -2.6
Millions of dollars
Ex ports of goods and
services 3 882 4182 4 340
Im ports of goods and
services 4 628 4 800 4940
Currentaccount -437 -396 -350
Capitalaccount 458 413 380

Source: Seethestatisticalappendix.
@ Preliminaryestimates.

sectors (energy). In contrast, activities not related to the
foreign currency circuit, such as housing and transport
(including the highway infrastructure), continue to
suffer from a scarcity of funds for investment.

Widespread growth was reported in all productive
activities, especially tourism (15%), agriculture
(11.1%), manufacturing industry (9.1%), construction
(8%), and commerce (6.2%). Financial services (5.1%)
and mining (3.2%) expanded less rapidly.

Tourist activity continues to grow rapidly, but it
still has a high imported component (50%). Gross
income from this source increased by 20% as a larger
number of visitors entered the country (1.7 million);
there were increases in both the number of rooms
available for international tourism and their occupancy
rate (67%).

In the agricultural sector non-sugar activities grew
faster (18%) than the sugar segment (13%). The sugar
industry registered a 23% recovery as the 1998-1999
sugarcane harvest produced 3.8 million tons, 19%
more than in the previous season. However, 25% of the
sugar mills had to be shut down because of technical
obsolescence, more intensive use of the best centres, or
the rescheduling of supplies. The 1999-2000 sugarcane
harvest is expected to be over four million tons, which
should help to improve the island’s financial situation,
since sugar output serves as collateral on foreign loans.

ECLAC

National oil production increased by 12% to 2
million tons, and associated gas extraction was 3.2
times higher than the previous year’s figure, thanks to
production incentives and opening up to foreign
investment. This covers one-third of the country’s
energy consumption, including 50% of its electric
power requirements, so interruptions to electricity
services decreased.

Nickel output rose for the fifth year running (by
3%), to 70,000 tons, thanks to factors such as
technological modernization, the execution of
investments, higher international prices and the
establishment of a mixed enterprise with Canadian
capital.

Consumer prices remained virtually unchanged,
rising by only 0.7%, and no price changes were reported
in the controlled market except in the State-run
restaurant network. Prices fell in both the agricultural
market and in the informal economy.

The average monthly wage increased by 6%,
benefiting 60% of the public sector, although real
purchasing power is still below that of 10 years ago.
Labour productivity increased by 8%, and unemployment
fell to 6%, with the highest unemployment indices being
recorded in the country’s eastern provinces.

The balance-of-payments current account deficit
narrowed to US$ 350 million, thanks to a smaller trade
deficit and a larger inflow of current transfers, while net
factor payments were practically unchanged. The
capital account surplus is estimated at US$ 380 million,
making possible a slight rise in the meagre level of
international reserves.

Exports of goods and services grew faster (3.8%)
than imports (2.9%), despite a deterioration in the terms
of trade. Higher external merchandise sales (1.8%)
were due to the larger volumes exported (6%), since
prices fell (4%), especially in the case of sugar,
although international nickel prices rose somewhat.
The higher value of imports of goods (2.8%) was due to
the larger volume of goods imported (2%) and higher
prices (0.8%).

The outstanding external debt balance eased back
slightly (-1.9%) to around US$ 11 billion, and
conversations began with the Paris Club to negotiate
multilateral restructuring of the official debt. Between
1998 and 1999 renegotiation agreements were signed
with supplier companies from Japan and the official
export credit guarantee agencies of Italy, the United
Kingdom and Belgium; negotiations are still under way
with other countries.
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Guyana’

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

5 Guyana 1s included in the Caribbean section of this report for institutional, not geographical, reasons.
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1997 1998 19992

An nual rate of variation

Gross do mes tic product 6.2 -1.3 2.0
Con sumer prices

(yearly average) 3.6 4.6 5.3
Real ex change rate -2.5 1.7 10.5°

Percentages
De positrate 8.6 8.1 9.3°
Lending rate 16.9 16.9 17.1°
Mil lions of dollars

Ex ports of goods and
services 593 549 578

Im ports of goods and
services 642 601 620

Currentaccount -105 -97 -83

Source: ECLAC, on the ba sis of of fi cial figures.

aPreliminaryesti matesandprojections.
AverageforJanuary-March.

€ Atend of June.

Bank. From now on, the Bank will not be obliged to
lend to the Government if doing so would be
incompatible with the established inflation and
reserves targets. The Government pressed ahead with
its privatization programme aimed at streamlining its
operations, and progress was also made in the reform of
the civil service, with the finalization of plans for the
reorganization and restructuring of the Ministries of
Finance, Education and Health. Income tax legislation
was amended to reintroduce tax holidays as an
incentive to investment.

Economic activity was bolstered up by agriculture.
The rice harvest at the end of the first half of 1999 came
to 193,608 tons - some 20,000 tons above the target set
and a 38% improvement on the harvest at the same
point in the previous year. These results were helped by
the good weather which prevailed, despite the threat
from “La Nifia”. Yields and paddy quality were both
very high. Although sugar production declined by
5.7% in the first quarter of 1999, the first crop of the
year came in at 125,226 tons: the best first harvest for
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13 years and a 39% improvement on the 1998 figure. In
the first half of 1999, timber production was up by 3.1%
compared with the same period of the previous year,
totalling 231,537 cubic metres.

Mining and quarrying shrank by 8%, partly as a
result of reduced gold and bauxite production. The
volume of bauxite mined was down by 13% compared
with the same period a year earlier, reflecting shrinking
markets, since production is linked to actual and
expected sales. The total value of declared gold
production declined by 6% because of a fall in prices.
The manufacturing sector appears to have grown by
1.6% in the first half of 1999, with significant increases
in paints, animal feed and laundry soap.

Inflation showed an upward trend. The consumer
price index (CPI) for the capital, Georgetown, was up
by 2.1% at the end of the first quarter, but by the end of
June 1999 it had increased by 5.8%. Price hikes in
foodstuffs and gasoline were mainly responsible for
this increase.

The overall balance of payments deficit narrowed
to US$ 12 million in the first half of 1999, compared
with US$ 18.3 million a year earlier. This was the result
of a significant turnaround in the current account,
which went from a deficit of US$ 48.4 million to a
surplus of US$ 13.6 million. This was due to exceptional
circumstances, however, as it was connected with a strike
in the public sector that held up the clearance of
merchandise imports for a lengthy period, thereby causing
an apparent surplus on visible trade.

Earnings from exports of goods remained
relatively stable, amounting to US$ 238.5 million, with
increases in timber and sugar exports being offset by
lower sales in other export categories. Net service
payments increased significantly, while there was a
slight drop in the net inflow of transfers.

The first half of 1999 saw a net inflow of US$ 11
million on the capital account (the corresponding figure
for 1998 was US$ 16 million). This reduction is
explained by a lower level of private-sector investment
-mainly aimed at the telecommunications and mining
sectors- and smaller inflows to the public sector, which
dropped to US$ 3 million compared with US$ 8 million
in 1998. Disbursements from multilateral and bilateral
sources fell by 34% to US$ 14 million. The negative
balance on short-term capital flows improved during
the first half-year from -US$ 8 million at the end of June
1998 to -US$ 4.5 million for the same period in 1999.
The overall balance of payments deficit was financed
by drawing down net foreign currency assets held by
the Bank of Guyana.
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Haiti

The performance of the Haitian economy in 1999 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 dependenton

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

6 The period analysed here 1s the fiscal year 1998-1999_ which began in October 1998 and ended in September 1999,
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1997 1998 19992

An nual rate of varia tion

Grossdomesticprod uct 1.5 3.2 2.5

Con sumer prices 15.6 7.5 10.1

Real effective exchange rate® -14.1 -8.3 -5.4

Terms of trade 8.3 4.1 -2.0
Percentages

Fiscalbalance/GDP -2.0 -2.4 -2.6
Mil lions of dol lars

Ex ports of goods and

services 364 462 515
Im ports of goods and

services 859 994 1190
Currentaccount -60 -75 -75
Capitalandfinancialaccount 90 110 95
Overallbalance 30 35 20

Source: Seethestatisticalappendix.
aPreliminaryestimates.
Anegativeratesignifiesandap pre ciationofthe currencyinrealterms.

1998), while dollar loans, which represented less
than one-third of all loans in 1998, rose to 40% by
September 1999.

Gourde-dollar parity remained generally stable at
an average of 16.7 to 1 throughout 1999, with slight
rises in November 1998, and February and September
1999. This is remarkable, considering that practically
no foreign exchange entered the country in the form of
foreign aid, while export activity was very modest. The
average monthly decline of the currency was 0.4%, and
the Central Bank made routine interventions in the
exchange market.

In the area of structural reform, the cement firm
“Ciment d’Haiti” was privatized in May, with the
transfer of 65% of the equity to a mixed
Haitian-Swiss-Colombian private-sector consortium.
The downsizing of the public sector (a 12% reduction
in posts) concluded in December 1998 with a total of
6,360 employees opting for voluntary or early
retirement or other arrangements. Work began on
rehabilitating the National Credit Bank, the
Government’s main banking agent. Privatization in the
areas of telephone services (TELECO), electricity
(EDH) and ports and airports is still pending. Other
reforms were held up by the legislative standstill.

ECLAC

Notwithstanding the notable indications of
macroeconomic stability, the weak growth of
investment (4%) and consumption (1.6%) is a source of
concern, not only because the low levels are insufficient
to meet the country’s urgent needs, but also because
they are even lower than the levels registered in recent
years. Sectoral performance followed a similar pattern,
as with the exception of agriculture (2.3%) and mining
(6.5%) all sectors reported smaller gains than in the
previous year. In particular, growth in construction
(4.6%) was down by one half. Since the level of
investment (closely associated with public-sector
infrastructure activity) changed little, it would appear
that private construction went down even more sharply.

The advances made in agrarian reform still seem
quite fragile. Domestic agricultural production was
also adversely affected by the heavy penetration of the
market by imports in the wake of the indiscriminate
dismantling of trade barriers in 1995. Sectoral studies
indicate that the flow of imports, rather than being a
source of substantial reductions in consumer prices,
primarily represented an opportunity for the
import-sector monopoly to reap the benefit of larger
profit margins.

Inflation projections were exceeded, and at the end
of the year inflation was running at a 10% annualized
rate, though the 12-month average (8.1%) was less than
the previous year’s figure of 12.7%. Foodstuffs,
beverages and tobacco prices rose least (3.9%),
probably because of the large proportion of consumer
products imported at very low or zero tariffs. This did
not, however, prevent a 7.5% reduction in the real
minimum because of lower labour demand.

Despite the unfavourable environment, the
country’s external accounts turned in a relatively good
performance, keeping the current account at —US$ 75
million (1.8% of GDP), not far from the previous year’s
figure. The merchandise trade deficit rose to US$ 405
million as a result of a 15% increase in exports and a
16% rise in imports. The strongest sector was the
maquila industry (29%), while, on the down side,
coffee fell close to 40%. The food import bill grew
26%, representing close to one-third of total imports.
Higher wunilateral transfers, however, partially
compensated for the increased trade deficit.

The net reserves increased by US$ 30.7 million
thanks to increased financing in dollars from both
multilateral (close to 65% came from IDB, USAID and
IMF) and bilateral sources (20% came from France and
Italy).



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

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
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1997 1998  1999°
An nual rate of variation
Grossdomesticproduct -2.1 -0.7 -1.0
Consumerprices 9.2 7.9 52
Real effective exchange
rate -14.1 -6.1 -7.7

Source: Seethesstatisticalap pendix.
@Preliminaryestimates.
Anegativeratesignifiesanap pre ciation ofthe currencyinrealterms.

in the second quarter of 1998 (production for domestic
consumption rose 2.2%, but exports fell 6.0%). Mining
posted a 1.1% gain despite a drop in exports, with the
7.1% increase in the production of alumina more than
offseting the drop in aluminium production.
Construction declined in the first half of 1999 as aresult
of credit restrictions and weakness in other sectors,
particularly financial services and manufacturing. The
manufacturing sector continued to perform feebly in
the second quarter despite some improvements in
chemicals and chemical products and in some
food-processing subsectors.

The main services subsectors showed sustained
growth, enjoying the ongoing benefit of earlier
investment in public services and infrastructure.
Electricity sales rose 6.3% in the second quarter, thanks
to increased consumption in all categories, but
particularly in large systems. The performance of the
tourism sector in the second quarter was uneven, as
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visitor arrivals registered a small gain but the sector’s
earnings declined. Growth in the distributive sector
continued to slacken, reflecting a significant slowdown
in the growth of consumer demand.

With a net loss of jobs in manufacturing and
construction, whose performance continued to be
weak, the unemployment rate rose slightly in April to
15.8% (as against 15.4% in April 1998).

Core inflation remained relatively low, rising by
0.9% for the second quarter, compared with an increase
of 1.1% for the same period of 1998. As a result of
seasonally higher prices in the food and beverages
category and new tax measures announced in the
1999-2000 fiscal budget, overall inflation for the
second quarter was 2%. Consequently, inflation for the
first half of the year was 1.7%, with an annualized rate
of 5%.

During the first half of 1999, the current account
balance improved in comparison with the
corresponding period in 1998, moving from a US$ 1.4
million deficit to a US$ 15.4 million surplus. This was
due to higher income from tourism, lower repatriation
of profits by bauxite companies, lower outflows on the
transportation  services account and increased
remittances. Foreign debt is expected to decline from
its 1998 figure of US$ 3,306.4 million to an estimated
USS$ 3,030 million by December 1999.

Available information for the period from
January to August 1999 indicates that the
merchandise trade deficit fell 4% from its level of a
year earlier, standing at US$ 999 million. This
reduction is largely a result of the 7% drop in imports,
which affected all three types of goods: consumer
goods (-2.1%), raw materials (-9.5%) and capital
goods (-7.0%). The value of exports of goods also
diminished (-10%). In absolute terms, however, the
net effect on the visible trade balance continued to be
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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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INDICATORS

1997 1998 1999

Annualrate of variation

Grossdomesticproduct 71 6.0 7.0
Consumerprices ) 8.4 7.6 6.6
Real effective exchangerate 2.4 8.6 6.9
Terms of trade 4.4 2.7 -0.9
Percentages
Unemploy mentrate 15.9 14.3
Fiscalbalance/GDP 0.7 1.0 0.1
Mil lions of dol lars

Ex ports of goods and

services 7 061 7481 8 110
Im ports of goods and

services 7780 8917 9 580
Currentaccount -162 -338 -500
Capitalandfinancialaccount 258 351 585
Overallbalance 96 13 85

Source: Seethestatisticalappendix.
aPreliminaryestimates.
Anegativeratesignifiesanappreciationofthe currencyinrealterms.

were implemented to prevent short-term manipulation
of speculative positions in foreign currency.

On the reform front, the authorities privatized the
Dominican Electricity Corporation, leased the sugar
refineries of the State Sugar Corporation for a period of
30 years and granted a private-sector concession for
ports and airports.

Overall demand increased 13%, driven by gross
domestic investment (up 19.4%), consumption and, to
a lesser extent, exports of goods and services. Public
and private investment benefited from an increased
inflow of foreign exchange, the good position in which
the commercial banks found themselves (with
consequent greater availability of loan funds) and the
promising economic growth expectations.
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Public and private consumption increased by 7%,
largely due to the effects of remittances from abroad
and higher real balances.

Exports of goods and services rose only slightly,
because of a decline in traditional exports and slower
growth in the activities of the free zones.

The agricultural sector grew 4% thanks to the
recovery in seasonal and traditional crops despite the
after-effects of hurricane Georges. The manufacturing
sector was up 5% due to increases in non-sugar
activities. In-bond processing (maquila) activities
slowed (-5.3%) because of lower demand for textile
products in the United States.

Construction was the strongest sector (+19.5%),
benefiting from the increased liquidity in the
commercial banks. Private-sector activity was focused
on residential building, malls and hotels, while
public-sector construction was mainly in infrastructure,
social projects and reconstruction work.

The hotel/bar/restaurant sector grew 11% thanks to
the rise in hotel occupancy rates, while communications
posted a 16% gain due to the good results in the
telephone services subsector.

The electricity and water sector grew 8.3%
(January-September) due to more power generation by
gas turbine plants and high water levels in dams.

Cumulative inflation was close to 7% as a result of
the recovery of food supply after the effects of the
hurricane, the tight monetary policy and the stable
exchange rate. Higher commissions on currency
exchange transactions and higher domestic fuel prices
also played a role in this respect as from October.

Wages grew only slightly (2.8%), under the policy
providing for a nominal payroll freeze. There was an
increase in health professionals’ pay, however (a 65%
rise between 1999 and 2000).

The overall balance of payments position was
positive (+US$ 78 million) as the current account
deficit (2.8% of GDP) was covered by foreign direct
investment (US$ 1.4 billion).
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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
toits 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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TRINIDAD AND TOBAGO: MAIN ECONOMIC
INDICATORS

1997 1998 19992

Annualrate of variation

Grossdomesticprod uct 3.2 3.3 7.0
Con sumer prices 3.5 5.6 2.6
Real effective exchange rate® 1.0 -5.9 -5.7
Percentages
Unemployment rate 15.0 142 13.6

Source: Seethestatisticalappendix.
aPreliminaryestimates.
Anegativeratesignifiesanappreciationofthecurrencyinrealterms.

first quarter of 1999 due to unfavourable weather
conditions in 1998 and the decision of some large
producers not to harvest because of increased labour
costs. Coffee production fell 37.4% to 220,500 tons in
the January-March 1999 period (production for the
corresponding period in 1998 was 352,100 tons).

Raw sugar production from the harvest ending in
June 1999 was 68,300 tons (3,600 tons less than for
the same period in the previous year). Various factors
contributed to this decline: adverse weather
conditions, deterioration of milling facilities, fires in
the canefields and delays in the payment of growers.
The result was a worse cane-to-sugar conversion
factor this year (13.7). Sugar exports came to 64,300
tons in the first half of the year, an increase of 11%
over the same period in 1998.

The petroleum sector improved, thanks to the
recovery in oil prices and the entry into production of a
large refinery. The result was a 3.1% increase over the
first quarter of 1999. Production of crude rose slightly
in the second quarter, reaching 11.4 million barrels,
compared with 11.3 million barrels in the first quarter.
The outlook is positive, since two companies
announced the discovery of new reserves. A liquefied
natural gas plant with an annual capacity of 3 million
tons went on line this year. Exports of liquefied gas
from the plant began in April 1999, and by 19 July
approximately 750,000 tons had been shipped. There
was also a large increase in the production of natural
gas liquids.

ECLAC

Methanol production kept on its strong upward
course in the second quarter despite falling
international prices. By the end of 1999, the country’s
fifth world-class methanol plant should be in
production, providing additional installed capacity of
82,500 tons a year. The growth rate of production fell to
1.8% in the second quarter, but this was nevertheless
enough to leave production for the first two quarters
27.2% higher than the year before. The fertilizer sector
felt the negative effects of excess supply and falling
international prices.

Inflation, measured as a function of the retail price
index, remained moderate in the second quarter,
increasing 0.1% over the previous quarter. This
translated into a projected annual rate of 2.6%:
considerably less than the 6.5% increase registered in
1998. As in the first quarter, wholesale prices increased
more than retail prices, but consumer prices do not
seem to have been affected.

In the period from November 1998 to May 1999,
the minimum wage index for all economic activities
rose 1.8% in comparison with the same period a year
earlier, reflecting the entry into operation of the
Minimum Wage Act. Employment rose 2.8% between
October 1998 and March 1999, the largest increases in
the employment rate being registered in manufacturing,
finance, insurance, real estate and business services.
Unemployment, which was 15.1% in the last quarter of
1998, dropped to 14.1% in the first quarter of 1999.

In the same period there was a current account
surplus of US$ 47.9 million: the first surplus in two
years. In particular, the merchandise trade balance
showed a surplus of US$ 20.5 million in the first quarter
of the year as a result of some expansion of exports and
three consecutive quarters of declining imports.

There was a change of trend in the capital account,
however, with a first-quarter deficit of US$ 119.3 million
following on a year in which surpluses averaging
USS$ 181.4 million had been registered in several
quarters. The change was due both to a decline in direct
investment, which slid to US$ 97.4 million per quarter
from a 1998 average of US$ 182.9 million, and to
increased repatriation of capital by foreign investors.
The overall balance of payments showed a deficit of
USS$ 71.4 million for the first quarter, so that the
external assets position deteriorated. Net foreign assets,
which had begun the year at US$ 984.8 million, were
down to US$ 892.5 million at the end of June 1999.
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Table A -1

LATIN AMERICA AND THE CARIBBEAN: TOTAL GROSS DOMESTIC PRODUCT
(Percentages based on values at 1995 prices)

Average annual

Annual growth rates
rate

1981-  1991-

1993 1994 1995 1996 1997 1998 1999 1990° 1999

Latin America and the Caribbean® 3.8 3.2 3.9 5.3 11 3.7 5.4 21 0.0 1.0 3.2
Latin America and the Caribbean
(excl. Brazil)® 5.8 5.5 3.5 4.3 6.5 3.4 3.6

Subtotal (19 countries)® 3.9 3.3 3.9 3.7 5.5 21 . . 3.2

Subtotal (19 countries, excl. Brazil) © 5.8 5.6 3.5 4.3 6.6 3.4 3.6
Argentina 10.6 9.6 5.9 5.5 8.0 3.9 . . 4.7
Bolivia 5.4 1.7 4.2 4.8 47 4.5 4.1 46 . . 3.9
Brazil 1.0 -0.3 4.5 6.2 4.2 2.9 3.8 0.0 . . 25
Chile 7.3 11.0 6.6 5.1 9.1 6.9 7.0 3.1 . . 6.0
Colombia* 2.0 4.1 5.2 6.1 5.2 2.1 2.7 0.7 . . 2.5
Costa Rica 2.2 71 5.8 43 -0.5 3.5 5.5 . . 4.1
Cuba® -109 -11.2 -147 0.6 2.4 7.8 2.5 1.5 . . 2.1
Ecuador 5.0 3.0 2.2 4.4 3.0 2.3 3.9 1.0 . . 1.9
El Salvador 2.8 7.3 6.4 6.0 6.2 1.8 4.2 3.2 . . 4.4
Guatemala 3.7 4.9 4.0 4.1 5.0 3.0 4.3 5.0 . . 4.2
Haiti 0.1 -13.8 2.2 -8.3 5.0 2.8 1.5 3.2 . -1.2
Honduras 2.7 5.8 71 -1.9 3.7 3.8 5.0 3.9 . . 3.1
Mexico 4.2 3.7 1.7 5.2 6.8 4.9 . . 3.1
Nicaragua -0.4 0.8 -0.4 4.0 4.4 5.0 5.5 4.2 . . 3.2
Panama 9.0 8.2 5.3 3.1 1.9 2.7 4.7 4.4 . . 4.7
Paraguay 2.5 1.7 4.0 3.0 4.5 1.1 24 -0.6 . . 2.1
Peru 2.5 -0.9 5.7 13.6 8.6 2.3 8.6 0.1 . . 47
Dominican Republic 0.8 6.4 2.0 4.3 4.5 6.8 71 6.0 . . 5.0
Uruguay 2.9 7.4 3.1 5.5 -2.0 5.0 5.0 4.6 . . 3.2
Venezuela 10.5 7.0 -0.4 -3.7 5.9 -0.4 6.6 -0.2 . . 1.9

Subtotal Caribbean’ 1.7 0.9 0.5 3.4 2.5 3.3 1.8 1.8 . . 2.0
Antigua and Barbuda 2.7 0.9 5.0 6.2 -4.8 5.2 5.7 . 2.9°
Barbados -3.5 -5.4 1.0 3.6 2.5 5.1 2.6 4.8 . . 1.4
Belize 3.4 8.9 4.0 1.7 3.5 1.0 4.0 1.3

Dominica 2.6 3.0 2.2 2.1 2.3 2.9 2.6 3.5 .

Grenada 3.7 1.0 -1.1 3.4 3.0 3.2 4.7 5.0 . 29"
Guyana 10.2 11.2 3.1 17.7 2.4 9.2 6.2 1.3

Jamaica 0.3 2.5 1.8 1.7 1.8 -0.3 -2.1 0.7

Saint Kitts and Nevis 2.5 3.2 5.2 5.6 3.2 5.8 7.2 1.7

Saint Vincent and the Grenadines 1.6 6.7 2.4 -2.6 7.8 1.7 3.2 5.5

Saint Lucia -2.0 7.3 0.4 1.9 0.7 0.5 2.9 1.9

Suriname 4.4 -1.9 -8.5 -4.0 -1.7 207 3.6

Trinidad and Tobago 3.5 -1.1 -1.2 4.2 41 4.0 3.2 3.3

Source: ECLAC, on the basis of official figures converted into dollars at constant 1995 prices.
Note: Totals and subtotals do not include those countries for which no information is given.
2 Preliminary estimates.
Calculated on the basis of figures at constant 1990 prices.
°Does not include Cuba.
Values for the period 1997-1999 were estimated by ECLAC on the basis of provisional figures from the National Bureau of Statistics
(DANE).
¢ Calculated on the basis of constant prices in the local currency.
Based on figures at factor cost.
9 Refers to 1991-1997.
" Refers to 1991-1998.
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Table A-2

LATIN AMERICA AND THE CARIBBEAN: PER CAPITA GROSS DOMESTIC PRODUCT
(Percentages based on values at 1995 prices)

Average annual
Annual growth rates d

rate
. 1981-  1991-
1991 1992 1993 1994 1995 1996 1997 1998 1999 1990° 1999

Latin America and the Caribbean® 2.0 1.4 21 3.5 -0.6 2.0 3.7 0.4 -1.6 -1.0 1.4
Latin America and the Caribbean

(excl. Brazil) © 3.7 3.5 1.5 2.8 -2.6 2.4 4.6 1.6 -2.0 1.7
Subtotal (19 countries)® 2.0 1.4 21 3.5 -0.6 2.0 3.7 0.4 -1.6 -1.0 1.4
Subtotal (19 countries, excl. Brazil) © 3.8 3.5 1.6 2.8 2.7 2.4 4.7 1.6 -2.0 1.7
Argentina 9.2 8.2 45 4.4 -4.1 4.1 6.6 2.6 -4.5 -2.1 3.3
Bolivia 29 -0.8 1.7 2.2 2.2 2.0 1.7 2.1 -1.3 -1.9 1.4
Brazil -0.6 -1.8 3.0 4.7 2.7 14 2.4 -1.4 -0.9 -0.7 1.0
Chile 5.6 9.1 4.8 3.5 7.4 5.3 5.5 1.7 2.7 1.3 4.4
Colombia* 0.0 2.1 3.2 4.0 3.2 0.1 0.7 -1.2 -6.9 1.6 0.5
Costa Rica -0.9 3.7 2.5 1.1 -0.6 -3.2 0.8 3.0 5.0 -0.6 1.2
Cuba“® -116  -11.8 -152 0.0 1.8 7.3 2.0 1.1 5.6 2.8 -2.6
Ecuador 2.7 0.7 -0.1 2.1 0.8 0.2 1.8 -0.9 -9.0 -0.9 -0.2
El Salvador 0.9 5.1 4.2 3.7 4.0 -0.3 2.0 1.1 0.3 -1.4 2.3
Guatemala 1.1 2.2 1.3 1.4 2.2 0.3 1.6 2.3 0.9 -1.6 1.5
Haiti 20 -154 -4.0 9.9 3.1 0.9 -0.4 1.3 0.4 2.4 -3.1
Honduras -0.4 2.7 4.0 -4.7 0.7 0.9 2.1 1.1 -4.5 -0.8 0.2
Mexico 2.2 1.8 -0.1 2.8 -7.8 3.4 5.1 3.2 1.8 -0.3 1.3
Nicaragua -3.1 -2.1 -3.3 0.9 1.5 2.1 2.6 1.4 3.2 -3.9 0.3
Panama 6.9 6.2 3.4 1.3 0.1 0.9 29 2.7 1.2 -0.7 2.8
Paraguay -0.4 -1.1 1.3 0.4 1.7 -1.6 -0.2 -3.2 25 0.0 -0.6
Peru 0.6 -2.6 4.0 11.6 6.8 0.5 6.7 -1.6 1.0 -3.3 2.9
Dominican Republic -1.2 4.3 0.0 2.4 2.7 4.9 5.3 4.2 5.3 0.2 3.1
Uruguay 2.2 6.6 2.4 4.7 2.7 4.3 4.3 3.8 -3.2 -0.6 2.4
Venezuela 7.9 4.6 2.7 -5.8 3.7 2.5 4.4 2.2 -8.8 -3.2 -0.3
Subtotal Caribbean’ 0.9 0.1 -0.3 24 1.7 24 1.0 0.9 2.3 -0.9 1.1
Antigua and Barbuda 21 0.3 4.3 5.5 -5.4 5.2 4.2 5.6 23°
Barbados -3.8 -6.2 0.7 2.8 2.1 4.7 2.2 4.0 2.1 0.7 0.9
Belize 0.7 6.2 1.5 -1.3 1.1 -1.8 1.7 -1.3 1.9 08"
Dominica 2.6 3.0 2.2 2.1 2.3 29 2.7 3.5 4.8 27"
Grenada 35 0.8 -1.3 3.2 2.8 2.8 4.3 45 4.7 26"
Guyana 9.5 104 2.1 16.5 1.5 8.2 5.1 -2.3 0.7 -3.4 5.6
Jamaica -0.5 1.6 0.9 0.8 0.8 -1.2 -3.0 -1.6 -1.9 1.1 -0.5
Saint Kitts and Nevis 3.0 3.7 5.7 6.1 3.7 5.8 7.2 1.7 7.0 46"
Saint Vincent and the Grenadines 0.7 5.8 15 -3.5 6.8 0.8 2.3 45 5.5 23"
Saint Lucia -3.3 5.9 -0.9 0.6 -0.6 -0.8 1.5 0.5 2.5 5.3 0.6
Suriname 3.8 -2.0 -8.7 -4.3 2.2 20.1 3.1 -0.7 1.1°
Trinidad and Tobago 2.7 -1.9 -1.9 3.3 3.4 3.4 2.6 2.7 6.3 -3.9 2.3

Source: ECLAC, on the basis of official figures converted into dollars at constant 1995 prices.
Note: Totals and subtotals do not include those countries for which no information is given.
@ Preliminary estimates.
Calculated on the basis of figures at constant 1990 prices.
° Does not include Cuba.
¢ Values for the period 1997-1999 were estimated by ECLAC on the basis of provisional figures from the National Bureau of Statistics
(DANE).
f Calculated on the basis of constant prices in the local currency.
Based on figures at factor cost.
9 Refers to 1991-1997.
" Refers to 1991-1998.
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Table A-3

LATIN AMERICA AND THE CARIBBEAN: CONSUMER PRICES
(December-December variations)

1991 1992 1993 1994 1995 1996 1997 1998

Latin America and the

Caribbean 198.9 876.6 333.1 25.8

Argentina 84.0 7.4 3.9 1.6 0.1

Barbados 8.1 -1.0 0.5 34 1.8

Bolivia 14.5 9.3 8.5 12.6 7.9

Brazil 475.8 24891 929.3 22.0 9.1

Chile 18.7 12.2 8.9 8.2 6.6

Colombia 26.8 22.6 22.6 19.7 21.6

Costa Rica 253 9.0 19.9 22.6 13.9

Ecuador 49.0 31.0 254 22.8 25.6

El Salvador 9.8 121 8.9 11.4 7.4 1.9
Guatemala 10.2 11.6 11.6 8.6 10.9 71
Haiti 6.6 44 .4 32.2 24.8 14.6 15.6
Honduras 21.4 . 13.0 28.9 26.8 253 12.7
Jamaica 80.2 30.1 26.9 255 15.8 9.2
Mexico 18.9 8.0 71 52.1 27.7 15.7
Nicaragua 865.6 3.5 19.5 14.4 111 121 7.3
Panama 1.6 1.6 1.0 1.3 0.8 2.3 -0.5
Paraguay 11.8 17.8 20.3 18.3 10.5 8.2 6.2
Peru 139.2 56.7 39.5 15.4 10.2 11.8 6.5
Dominican Republic 7.9 5.2 2.8 14.3 9.2 4.0 8.4
Trinidad and Tobago 23 8.5 13.4 5.5 3.8 4.3 3.5
Uruguay 81.3 59.0 52.9 441 35.4 243 15.2
Venezuela 31.0 31.9 45.9 70.8 56.6 103.2 37.6

Source: ECLAC, on the basis of information provided by official sources in the countries.

2 Figures correspond to the variation in prices during the 12-month period ending in the month indicated.
® November 1998-November 1999.

©July 1998-July 1999.

¢ October 1998-October 1999.

¢ August 1998-August 1999.

"June 1998-June 1999.
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Table A-4
LATIN AMERICA AND THE CARIBBEAN: URBAN UNEMPLOYMENT
(Average annual rates)

1991 1992 1993 1994 1995 1996 1997 1998 1999 °
Latin America ° 5.8 6.2 6.2 6.3 7.2 7.7 7.3 8.0 8.7
Argentina Urban areas® 6.5 7.0 9.6 11.5 17.5 17.2 14.9 12.9 14.3
Barbados* Total national 172 230 243 219 197 143 122 118 106°
Bolivia Departmental capitals 5.8 5.4 5.8 3.1 3.6 3.8 4.4 4.1 4.5
Brazil Six metropolitan areas 4.8 5.8 5.4 5.1 4.6 5.4 5.7 7.6 77"
Chile Total national 8.2 6.7 6.5 7.8 7.4 6.4 6.1 64 101°
Colombia* Seven metropolitan areas  10.2 10.2 8.6 8.9 8.8 11.2 12.4 15.3 19.8 ¢
Costa Rica Total urban 6.0 4.3 4.0 4.3 5.7 6.6 5.9 5.4 6.2
Cuba Total national 7.7 6.1 6.2 6.7 7.9 7.6 7.0 6.6 6.0
Ecuador* Total urban" 8.5 8.9 8.9 7.8 7.7 104 93 115 151"
El Salvador Total urban 7.9 8.2 8.1 7.0 7.0 7.5 7.5 7.6 76"
Guatemala’ Total national 4.0 1.5 2.5 3.3 3.7 3.7 5.0 5.9
Honduras Total urban 7.4 6.0 7.0 4.0 5.6 6.5 5.8 5.2 54~
Jamaica® Total national 154 157 163 154 162 16.0 165 155 158°
Mexico Urban areas® 2.7 2.8 3.4 3.7 6.2 5.5 3.7 3.2 26
Nicaragua’ Total national 11.5 14.4 17.8 171 16.9 16.0 14.3 13.2 10.5
Panama ° Metropolitan region 19.3 17.5 15.6 16.0 16.6 16.9 15.5 15.2 14.0 °
Paraguay Metropolitan Asuncién ' 5.1 5.3 5.1 4.4 5.3 8.2 6.9 7.2
Peru Metropolitan Lima 59 9.4 9.9 8.8 8.2 8.0 9.2 8.4 9.2"
Dominican Republic* Total national 19.6 20.3 19.9 16.0 15.8 16.5 15.9 14.3
Trinidad and Tobago®  Total national 18.5 19.7 19.8 18.4 17.2 16.3 15.0 14.2 13.6
Uruguay Total urban 8.9 9.0 8.3 9.2 10.3 11.9 11.5 10.1 11.2°
Venezuela Total national 9.5 7.8 6.6 8.7 10.3 11.8 11.4 11.3 15.4 °

Source: ECLAC, on the basis of official figures.

2 Preliminary figures.

Does not include the Caribbean countries.

(4
d
fe Second half.

i First three quarters.
|

]

Official estimates.

“ First quarter.

™ Firt half.

Covers a large and increasing number of urban areas.
Includes hidden unemployment.

Average January-October.
1999: Quito, Guayaquil and Cuenca.

 Estimate based on April figures.

Beginning 1994, figures are for total urban unemployment.
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Table A-5

LATIN AMERICA AND THE CARIBBEAN: AVERAGE REAL WAGES
(Average annual indices: 1995 = 100)

1991 1992 1993 1994 1995 1996

Argentina® 100.4 101.7 100.4 101.1 100.0 99.8
Bolivia ¢ 82.9 86.2 92.0 99.3 100.0 101.1
Brazil © 89.0 87.0 95.6 96.3 100.0 107.9
Chile' 84.9 88.7 91.8 96.1 100.0 104.1
Colombia " 92.4 93.5 97.9 98.8 100.0 101.5
Costa Rica' 85.6 89.2 98.3 102.0 100.0 97.9
Mexico® 93.8 100.7 109.7 114.9 100.0 90.1
Nicaragua 84.5 100.5 93.3 98.2 100.0 97.9
Paraguay 91.8 90.9 91.7 93.0 100.0 103.1
Peru™ 98.7 95.2 94.4 109.2 100.0 95.2
Uruguay 95.2 97.3 102.0 102.9 100.0 100.6

Source: ECLAC, on the basis of official figures.
? Preliminary figures.
® Manufacturing.
¢ Estimate based on average January-September.
Private sector in La Paz.
¢ Workers covered by social and labour legislation.
 Until April 1993, non-agricultural workers; from May 1993 on, general index of hourly wages.
9 Estimate based on average January-October.
" Manual workers in manufacturing.
_' Average wages declared by workers covered by social security.
! Estimate based on average January-July.
Asuncion.
' First half.
™ Private-sector manual workers in the Lima metropolitan area.
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Table A-6
LATIN AMERICA AND THE CARIBBEAN: PUBLIC-SECTOR DEFICIT (-) OR SURPLUS®
(Percentages of GDP)
Country Coverage 1991 1992 1993 1994 1995 1996 1997 1998 1999 °
Argentina NNFPS  -1.6 -0.1 1.4 -0.2 -0.6 -1.8 -1.4 -1.2 -2.1
Bolivia NFPS -4.3 -4.4 -6.1 -3.0 -1.8 -2.0 -34 -4.0 -4.2
Brazil NFPS®  -0.2 -1.8 -0.8 1.1 -7.2 -5.9 -6.1 -8.0 -9.0
Chile NFPS 1.7 27 21 2.0 25 1.8 0.9 -0.8 -1.5
Colombia NFPS 0.2 -0.2 0.1 1.0 -0.6 -2.0 -3.1 -3.4 -4.6
Costa Rica CG -3.1 -1.9 -1.9 -6.9 -4.5 -5.2 -3.9 -3.3 -3.9
Ecuador NFPS -0.6 -1.2 -0.1 -0.2 -1.4 -3.1 -2.6 -6.2 -4.0
El Salvador NFPS -2.8 -3.4 -1.6 -0.6 -0.1 -2.5 -1.7 -2.0 24
Guatemala CG -0.1 -0.5 -1.5 -1.4 -0.7 -0.1 -1.5 -24 -3.2
Haiti CG -0.3 -4.4 -3.2 -3.3 -4.8 -1.6 -2.0 -2.4 -2.6
Honduras CG -3.3 -4.9 -9.9 -7.1 4.2 -3.8 -2.8 -3.4 -5.0
Mexico NFPS 3.3 1.6 0.7 -0.3 -0.2 -0.1 -0.6 -1.2 -1.3
Nicaragua CG 4.1 -3.4 0.0 -5.2 -0.5 -1.5 -1.3 -1.7 -2.7
Panama CG -2.5 -0.6 0.8 -0.8 0.9 -1.3 -0.2 -4.5 -4.0
Paraguay NFPS 2.9 0.1 1.2 24 25 1.7 0.5 0.2 -1.5
Peru CG -1.5 -1.5 -1.5 2.9 -0.6 -1.5 -0.8 -0.9 -2.6
Dominican Republic  CG 3.2 3.6 0.2 -0.8 0.7 -0.3 0.7 1.0 0.1
Uruguay NFPS 1.3 14 -0.8 -2.4 -1.3 -1.1 -1.3 -0.5 -25
Venezuela NFPS -2.2 -5.9 -1.3 -13.8 -6.8 7.2 2.6 -6.6 -4.0
Average -0.3 -1.3 -1.2 -1.9 -1.5 -1.2 -1.5 -2.7 -3.2

Source: ECLAC, on the basis of official figures.

Note: Abbreviations used: CG= Central government.

® Preliminary estimates.

NFPS= Non-financial public sector. NNFPS= National non-financial public
sector (does not include provinces or municipalities).
? Calculated on the basis of figures in local currency at current prices.

°To 1994, refers to the operational financial balance; thereafter, refers to the nominal financial balance.
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Table A-7

LATIN AMERICA AND THE CARIBBEAN: INDICES OF THE REAL EFFECTIVE
EXCHANGE RATE FOR IMPORTS*®

(Indices: 1995 =100)

1991 1992 1993 1994 1995 1996 1997 1998 1999 °

Argentina 116.3 103.0 94.4 93.8 100.0 101.9 98.9 96.8 89.4
Barbados 92.6 93.2 95.0 98.3 100.0 99.4 93.6 95.2 95.1
Bolivia 83.8 87.3 92.7 97.7 100.0 93.4 91.1 87.4 86.8
Brazil 108.5 117.3 112.6 113.6 100.0 94.2 93.2 97.6 146.0
Chile 111.8 108.1 110.1 106.3 100.0 96.4 90.0 92.4 95.0
Colombia 134.9 120.0 114.5 99.9 100.0 92.7 86.8 92.6 102.2
Costa Rica 108.3 103.1 103.1 103.6 100.0 99.0 101.2 102.6 105.5
Ecuador 114.8 116.0 103.4 98.1 100.0 100.4 96.2 94.7 116.9
El Salvador 125.4 124.7 112.5 105.7 100.0 92.2 91.9 91.7 92.2
Guatemala 110.0 109.0 110.2 104.6 100.0 95.2 90.4 91.5 103.6
Haiti 116.3 117.5 141.3 113.4 100.0 85.0 73.0 67.0 63.3
Honduras 98.1 92.9 103.9 115.4 100.0 101.6 96.2 88.1 85.2
Jamaica 92.8 108.0 101.1 103.6 100.0 84.2 72.3 67.9 62.7
Mexico 74.8 69.1 65.8 67.6 100.0 89.0 77.2 77.3 .7
Nicaragua 84.7 85.6 89.7 95.4 100.0 102.2 108.0 107.6 106.7
Paraguay 96.5 102.0 106.4 100.5 100.0 95.7 94.0 104.7 101.8
Peru 94.8 94.7 106.2 100.2 100.0 98.6 99.1 100.5 109.0
Dominican Republic 104.5 108.8 106.5 103.0 100.0 93.5 95.7 103.9 111.0
Trinidad and Tobago 75.3 76.5 89.9 97.0 100.0 98.7 99.6 93.8 88.5
Uruguay 130.2 127.2 113.9 104.3 100.0 99.1 97.1 96.3 89.9
Venezuela 130.6 124.4 121.3 126.4 100.0 119.2 92.6 76.3 71.3

Source: ECLAC, on the basis of figures provided by the International Monetary Fund.

 The average of the indices for the real (main official) exchange rate for the currency of each country against the currencies of its
main trading partners, weighted according to the relative magnitude of imports from the countries. The weightings reflect the
average for 1992-1996. Consumer price indices were used in the calculations for each country. For information on the methodology
and sources used, see ECLAC, Economic Survey of Latin America, 1981 (E/CEPAL/G.1248), Santiago, Chile, 1983. United
Nations publication, Sales No. E.83.11.G.2.
Average January-September.
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Table A-8

LATIN AMERICA AND THE CARIBBEAN: EXPORTS OF GOODS, FOB
(Indices: 1995 = 100 )

Value Unit value Volume
1997 1998 19997 1997 1998 19997 1997 1998 1999°

Latin America and the

Caribbean 124.5 122.6 129.0 99.7 91.1 90.3 124.9 134.6 142.9
Argentina 124.9 124.9 109.2 100.1 91.1 83.8 124.8 137.1 130.3
Bolivia 1121 106.1 97.5 108.9 98.8 95.8 102.9 107.3 101.8
Brazil 114.4 110.0 101.8 104.6 96.2 86.6 109.3 114.3 117.6
Chile 104.0 92.5 95.8 83.0 68.4 63.6 125.3 135.3 150.6
Colombia 114.5 107.9 117.6 102.1 89.8 92.0 112.2 120.2 127.8
Costa Rica 124.9 159.1 190.8 98.3 96.4 94.5 1271 165.1 201.9
Ecuador 119.3 95.3 97.6 109.7 92.7 94.6 108.8 102.8 103.2
El Salvador 146.2 148.4 149.5 101.2 95.2 86.6 144.5 155.9 172.7
Guatemala 120.7 132.0 125.6 96.5 94.0 86.5 1251 140.4 145.2
Haiti 134.6 195.4 2222 101.8 99.7 95.7 1323 196.0 232.2
Honduras 126.0 143.2 124.7 107.4 104.4 97.1 117.3 137.2 128.4
Mexico 138.8 147.7 171.3 98.5 94.6 97.0 140.9 156.1 176.6
Nicaragua 133.8 108.9 101.7 95.5 94.6 88.0 140.1 115.2 115.6
Panama 109.7 104.0 83.6 100.1 100.1 99.6 109.6 103.9 83.9
Paraguay 92.6 89.0 62.8 1124 101.2 92.6 82.4 88.0 67.9
Peru 122.2 102.6 108.3 99.3 82.3 741 123.1 124.7 146.2
Dominican Republic 1221 131.7 137.7 100.5 96.5 95.1 121.5 136.5 144.8
Uruguay 130.0 131.8 115.5 95.9 96.1 89.4 135.6 137.2 1291
Venezuela 124.2 91.9 107.4 103.5 75.5 93.6 120.0 121.7 114.8

Source: ECLAC, on the basis of figures provided by the International Monetary Fund and national agencies.
? Preliminary figures.
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Table A-9

LATIN AMERICA AND THE CARIBBEAN: IMPORTS OF GOODS, FOB
(Indices: 1995 = 100 )

Value Unit value Volume

1997 1998 1998 1998

Latin America and the

Caribbean 131.2 1391 1334 95.7 92.4 90.9 1371
Argentina 151.9 156.6 127.4 91.9 87.7 83.3 165.2
Bolivia 134.4 143.7 115.2 94.2 89.9 87.7 142.7
Brazil 120.5 116.3 99.2 97.9 92.0 90.2 1231
Chile 124.4 118.5 100.4 95.8 91.4 89.1 129.9
Colombia 112.2 106.4 74.7 89.6 85.6 83.5 125.2
Costa Rica 123.6 156.1 168.1 97.7 92.8 90.0 126.5
Ecuador 115.0 128.1 61.7 98.0 93.1 90.8 117.4
El Salvador 1131 119.4 124.4 95.4 90.6 89.7 118.6
Guatemala 116.8 140.3 130.1 99.8 97.8 95.8 117.0
Haiti 99.0 124.0 144 1 100.7 94.7 92.8 98.3
Honduras 129.8 148.8 169.0 93.1 88.5 87.2 139.4
Mexico 151.6 173.0 194.8 96.6 95.1 93.7 156.9
Nicaragua 152.8 154.3 180.6 98.6 93.2 92.7 155.0
Panama 110.4 115.3 93.4 92.2 92.2 90.8 119.7
Paraguay 93.3 87.7 62.4 95.2 89.9 88.1 98.0
Peru 110.3 105.8 86.5 96.2 91.8 90.9 114.7
Dominican Republic 127.8 146.9 158.7 98.5 92.1 91.6 129.8
Uruguay 129.0 132.6 121.9 99.5 93.2 90.4 129.7
Venezuela 107.2 115.6 99.4 92.4 91.0 88.7 116.0

Source: ECLAC, on the basis of figures provided by the International Monetary Fund and national agencies.
2 Preliminary figures.
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LATIN AMERICA AND THE CARIBBEAN: TERMS OF TRADE (GOODS), FOB/FOB
(Indices: 1995 = 100 )

Table A-10

Latin America and the
Caribbean
Argentina

Bolivia

Brazil

Chile

Colombia

Costa Rica
Ecuador

El Salvador
Guatemala

Haiti

Honduras

Mexico

Nicaragua

Panama

Paraguay

Peru

Dominican Republic
Uruguay

Venezuela

1991 1992 1993 1994 1995 1996 1997 1998 1999 °
96.6 95.1 95.0 99.2 100.0 101.9 104.1 98.6 99.3
103.9 102.6 106.0 106.1 100.0 108.5 108.9 103.9 100.6
112.4 92.0 88.3 102.5 100.0 111.7 115.6 109.9 109.3
71.2 74.2 79.9 91.5 100.0 101.0 106.8 104.6 96.0
83.2 82.1 753 87.1 100.0 83.4 86.6 74.8 71.4
99.1 87.9 91.0 104.9 100.0 103.8 114.0 104.9 110.2
76.6 81.0 84.5 93.9 100.0 94.9 100.6 103.9 105.0
121.7 116.3 106.4 108.9 100.0 109.6 111.9 99.6 104.1
70.6 61.1 63.7 81.0 100.0 95.1 106.1 105.1 96.5
84.2 83.8 87.6 94.9 100.0 89.4 96.7 96.1 90.3
97.8 92.9 941 96.8 100.0 93.4 101.1 105.3 103.1
86.9 82.2 90.3 92.1 100.0 92.8 1154 118.0 1114
107.0 104.1 104.9 102.9 100.0 102.8 102.0 99.5 103.5
98.3 71.9 81.3 95.5 100.0 91.9 96.9 101.5 94.9
82.2 104.0 106.8 110.1 100.0 100.1 108.6 108.6 109.7
86.7 79.4 87.2 105.1 100.0 110.5 118.1 112.6 105.1
86.8 95.0 89.1 95.7 100.0 96.5 103.2 89.7 81.5
102.8 96.2 87.6 92.3 100.0 97.7 102.0 104.8 103.8
98.2 96.2 94.6 94.7 100.0 96.7 96.4 103.1 98.9
119.3 110.4 104.2 103.1 100.0 115.6 112.0 83.0 105.5

Source: ECLAC.
? Preliminary figures.
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Table A - 11

LATIN AMERICA AND THE CARIBBEAN: BALANCE OF PAYMENTS
(Millions of dollars)

Exports of goods (f.o.b.)  Imports of goods (f.0.b.)

. . Balance on goods Balance on services
and services and services

1997 1998 19997 1997 1998 1999° 1997 1998 1999° 1998 1999 °

Latin America

and the

Caribbean 326 862 325 355 339 850 356 862 376 478 359 550 -10 429 -19 571 -18 561
Argentina 30940 31093 27300 37241 38493 32050 -2123 -4 178 -4 386
Bolivia 1414 1355 1270 2062 2200 1880 -478 -170 -190
Brazil 59176 58770 54400 75139 74412 62580 -6655 -9308 -9038
Chile 20772 18949 19250 22281 21580 18850 -1557 48 -115
Colombia 14220 13477 14315 18400 17514 13400 -2714 -1466 -1393
Costa Rica 5478 6884 8150 5690 7047 7540 -353 141 233
Ecuador 6087 5007 5080 5841 6409 3425 598 -352 -407
El Salvador 2708 2742 2860 3888 4268 4515 -1107 -258
Guatemala 3180 3466 3395 4188 5038 4735 -940 -163
Haiti 364 462 515 859 994 1190 -306 -190
Honduras 2176 2463 2245 2453 2796 3155 -199 -86
Mexico 121 831 129 387 148 300 122 424 137 859 154 620 623 -559
Nicaragua 927 830 830 1608 1656 1930 -667 -15
Panama 8316 8023 6750 8650 8869 7320 -696 525
Paraguay 4505 4313 3115 4831 4500 3270 -207 -73
Peru 8370 7487 7750 10858 10492 8855 -1721 -540
Dominican

Republic 7061 7481 8110 7780 8917 9580 -1995 1181
Uruguay 4217 4225 3765 4387 4507 4155 -705 480
Venezuela 25120 18941 22450 18282 18927 16500 10773 -3 567
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Table A -11 (continued)

Balance on the Balance on the

Trade balance Current transfers )
income account current account

1997 1998  1999° 1997 1998  1999° 1997 1998  1999° 1997 1998 1999°

Latin America

and the

Carribbean -30 000 -51123 -19700 14530 16264 17785 -47 173 -52 628 -54 455 -62 643 -87 487 -56 370
Argentina -6 301 -7400 -4750 436 389 350 -6171 -7687 -8200 -12036 -14698 -12600
Bolivia -648 -845 -610 292 330 295 -196 -160 -220 -552 -675 -535
Brazil -15963 -15642 -8180 1814 1434 2100 -16344 -19617 -19180 -30493 -33825 -25260
Chile -1509 -2631 400 519 463 400 -2738 -1975 -1800 -3728 -4143 -1000
Colombia -4180 -4037 915 639 480 545 -2355 -2350 -2615 -5896 -5907 -1155
Costa Rica -212 -163 610 126 113 110 -244 -445  -1195 -330 -495 -475
Ecuador 246 -1402 1655 391 776 955 -1351 -1543 -1725 -714  -2169 885
El Salvador -1180 -1526 -1655 1364 1508 1565 -87 -66 -200 97 -84 -290
Guatemala -1008 -1572 -1340 607 705 660 -233 -169 -190 -634 -1036 -870
Haiti -495 -532 -675 449 469 615 -14 -12 -15 -60 -75 -75
Honduras =277 -333 -910 312 476 690 -218 -209 -160 -183 -66 -380
Mexico -593 -8472 6320 5247 6012 6420 -12108 -13497 -13850 -7454 -15957 -13750
Nicaragua -681 -826 -1 100 150 200 290 -252 -186 -185 -783 -812 -995
Panama -334 -846 -570 160 159 160 -419 -525 -685 -593 -1212 -1095
Paraguay -326 -187 -155 40 35 45 48 46 -5 -238 -106 -115
Peru -2488 -3005 -1105 681 698 665 -1472 -1484 -1655 -3279 -3791 -2095
Dominican

Republic -719 -1436 -1470 1352 1986 1920 -795 -888 -950 -162 -338 -500
Uruguay -170 -282 -390 74 67 50 -193 -185 -225 -289 -400 -565

Venezuela 6 838 14 5950 -123 -36 -50 -2031 -1676 -1400 4684 -1698 4500
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Table A -11 (concluded)

Balance on the b IMF loans and credit
. Reserve assets .
capital and Overall balance - and exceptional
) - R (variation) ) )
financial account financing

1997 1998  1999° 1998  1999° 1997 1998 1998

Latin America

and the

Caribbean 83169 68749 43490 20525 -18738 -12880 -16 161

Argentina 15342 18790 14100 3306 4092 1500 -3273

Bolivia 667 777 360 115 102 -175 -88

Brazil 22586 16532 12110 -7907 -17293 -13150 7907

Chile 6913 2003 700 3185 -2140 -300 -3185

Colombia 6122 4531 405 226 -1376 -750 -226

Costa Rica 556 346 860 226 -149 385 -226

Ecuador 745 1378 -1485 31 =791 -600 -237

El Salvador 266 387 390 363 303 100 -363

Guatemala 863 1272 740 229 236 -130 -257

Haiti 90 110 95 30 35 20 -50

Honduras 370 207 455 187 141 75 -295

Mexico 21452 19167 13310 13997 3210 -10 513

Nicaragua 856 582 980 73 -230 -15 -173

Panama 934 749 895 341 -463 -610

Paraguay 54 181 250 -184 75 216

Peru 5841 2420 1565 2562 -1371 -1733

Dominican

Republic 258 351 585 96 13 85 -40 -98 -90 -56
Uruguay 688 760 485 399 360 -80 -390 -521 80 -9
Venezuela -1434 -1794 -3310 3250 -3492 1190 -2625 3931 -1190 -625

Source: ECLAC, on the basis of figures provided by the International Monetary Fund and national agencies.
% Includes errors and omissions.

® A minus sign (-) indicates an increase in reserve assets.

° Preliminary estimates.
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Table A-12
LATIN AMERICA AND THE CARIBBEAN: NET FOREIGN DIRECT INVESTMENT "
(Millions of dollars)

1991 1992 1993 1994 1995 1996 1997 1998 1999 °
Latin America and the
Caribbean 11065 12506 10359 23706 24878 39329 55222 59934 70275
Argentina 2439 3218 2 059 2480 3756 4937 4924 4175 20000 °
Bolivia 50 91 121 147 391 472 728 870 745
Brazil 89 1924 801 2035 3475 11666 18608 29192 26500
Chile 697 538 600 1672 2204 3445 3353 1842 3500 °
Colombia 433 679 719 1297 712 2795 4894 2509 250
Costa Rica 172 222 243 292 331 422 407 604 550
Ecuador 160 178 469 531 470 491 695 831 655
El Salvador ' 25 15 16 38 875 250
Guatemala 91 94 143 65 75 77 85 673 90
Haiti 14 -2 -2 -3 7 4 4 11 5
Honduras 52 48 52 42 69 90 128 99 175
Mexico 4742 4393 4389 10973 9 526 9186 12831 10238 11000
Nicaragua 42 42 40 40 75 97 173 184 250
Panama 109 145 170 393 289 330 1275 1206 500
Paraguay 84 118 75 137 155 246 270 235 350
Peru -7 150 687 3108 2048 3242 1702 1930 2030
Dominican Republic 145 180 189 207 414 97 421 700 1420
Uruguay 102 155 157 137 113 164 145
Venezuela 1728 473 -514 136 686 1595 4611 3597 1860

Source: ECLAC, on the basis of balance-of-payments figures provided by the International Monetary Fund and national agencies.

@ Refers to direct investment in the reporting economy minus direct investment abroad by residents. For some countries this
information is not available. Includes reinvested earnings.

® |n accordance with the fifth edition of the IMF Balance of Payments Manual, all transactions between non-financial directinvestment
enterprises and their parent companies and affiliates are included in direct investment.

¢ Preliminary figures.

¢ Includes the value of the investment by REPSOL in Yacimientos Petroliferos Fiscales. A significant part of this amount corresponds
to the purchase of shares in the company held by non-residents. In the balance of payments, the value of those shares is reflected in
a debit under the portfolio investment item.
¢ Includes two movements of significant value: an inflow of US$ 9.4 billion, and an investment abroad worth US$ 5.4 billion.

Beginning 1998, the Central Reserve Bank of El Salvador systematically records foreign direct investment.



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

Table A-13

LATIN AMERICA AND THE CARIBBEAN: INTERNATIONAL BOND ISSUES®
(Millions of dollars)

1991

1992 1993

1994 1995

Latin America and the

Caribbean

Argentina

Bolivia

Brazil

Chile

Colombia

Costa Rica

Ecuador

El Salvador

Guatemala

Jamaica

Mexico

Paraguay

Peru

Dominican Republic

Trinidad and Tobago -
Uruguay -

Venezuela 578

28 794
6 308
6 465

322
567

60

11339

30
100 125
100 140
932 3438

59 003
16 412
16 690
1800
1000

625

150

55 225
6949 15 657
100 250

- 200

150 71 150 -
200 211 145 479

- 356 532 5515

550
2 660

230
350
1215

Source: International Monetary Fund, Research Department, Emerging Markets Studies Division and Central Bank of Paraguay.
? Gross issues. Includes medium-term euronotes.

January-November 1999.
¢ Official information.
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Table A- 14
LATIN AMERICA AND THE CARIBBEAN: INDICES OF STOCK EXCHANGE
PRICES IN DOLLARS *
(Indices: June 1997 = 100)

1991 1992 1993 1994 1995 1996 1997 1998 1999°
Latin America 49.0 51.0 77.4 76.2 62.5 72.5 90.6 56.0 81.0
Argentina 70.0 50.7 84.9 63.6 69.1 82.1 96.3 68.9 91.3
Brazil 20.2 20.0 38.2 64.0 49.8 64.9 78.3 44.9 63.0
Chile 46.7 52.4 67.8 95.8 93.0 77.0 79.6 55.7 71.4
Colombia 45.5 62.0 81.6 103.5 771 80.5 99.9 56.4 44.3
Mexico 88.5 106.2 156.0 91.1 66.5 77.3 1141 69.5 120.3
Peru - 32.6 43.9 66.8 73.1 73.6 83.8 50.5 61.1
Venezuela 128.0 73.3 65.6 47.8 32.7 75.7 93.3 44.9 37.8

Source: ECLAC, on the basis of figures provided by the International Finance Corporation.

@ Figures at end of month, general index.
® As of 10 December.
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Table A-15

LATIN AMERICA AND THE CARIBBEAN: TOTAL DISBURSED EXTERNAL DEBT*®
(Millions of dollars)

1993 1994

Latin America and the

Caribbean 458 777 478798 528683 565145 620329 646048 668150 746020 749 310
Argentina 61334 62766 72509 85656 98547 109756 124315 139738 145000
Bolivia® 3628 3785 3763 4216 4523 4 366 4482 4 656 4570
Brazil ¢ 123910 135946 145726 148295 159256 179934 199998 243163 240000
Chile 17319 18965 19665 21968 21736 22979 26701 31691 33975
Colombia 17335 17278 18888 21840 24912 29512 32018 33896 34350
Costa Rica 3992 4055 4011 3818 3889 3376 3290 3537 3790
Cuba 8785 9083 10504 10465 10146 11200 11040
Ecuador 12802 12795 13631 14589 13934 14586 15099 16400 16 100
El Salvador® 2200 2343 1976 2 056 2168 2517 2679 2 640 2705
Guatemala 2614 2520 2323 2644 2936 3033 3210 3488 3950
Guyana 1873 2 054 2062 2 004 2058 1537 1514 1550 1500
Haiti © 809 873 866 875 898 914 1025 1104 1195
Honduras 3441 3538 3850 4040 4243 4121 4073 4408 4 545
Jamaica 3874 3678 3687 3652 3452 3232 3278 3300 3030
Mexico © 116552 117534 131717 142199 169699 163499 152976 161213 161500
Nicaragua® 10313 10792 11987 11695 10248 6 094 6 001 6 287 6 685
Panama® 3699 3548 3494 3663 3715 5018 5051 5350 5590
Paraguay 1637 1249 1218 1240 1405 1398 1444 1507 2100
Peru 25444 26612 27447 30 191 33378 33805 28635 30014 28715
Dominican Republic 4614 4413 4 562 3946 3999 3807 3509 3507 3505
Trinidad and Tobago 2438 2215 2102 2 064 1905 1876 1527 1407 1330
Uruguay ° 2949 3392 3578 4251 4426 4682 4753 5275 5535
Venezuela 36000 38447 40836 41160 38498 35541 32426 30689 28600

Source: ECLAC, on the basis of official figures.

@ Includes public- and private-sector external debt and debt owed to the International Monetary Fund.

® Preliminary figures.

¢ External public debt.
The increase in debt between 1997 and 1998 recorded official figures from the Central Bank of Brazil, and its breakdown between
long-term and short-term debt, led to some changes in entries under certain items of the balance of payments published by the
Central Bank. As a result, the ECLAC secretariat has not yet been able to fully reconcile the figures for external debt with those for
the balance of payments.

¢ Public debt does not include investment by non-residents in government securities.

" To September.
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Table A-16
LATIN AMERICA AND THE CARIBBEAN: NET RESOURCE TRANSFERS *°
(Millions of dollars)
1991 1992 1993 1994 1995 1996 1997 1998 1999°

Latin America and the

Caribbean 4208 26508 31518 10068 19266 22417 31631 24860 -1 565
Argentina -1573 6 402 9 349 8107 354 5072 9138 10449 5900
Bolivia 24 377 200 45 250 457 444 648 230
Brazil -8 570 584 -1633 =723 19951 19743 6242 6 238 1430
Chile -782 1421 1069 2 005 -625 1952 4175 28 -1100
Colombia -2 675 -1649 784 2 369 3027 4408 3767 2181 -2210
Costa Rica 342 330 465 273 354 27 312 -99 -335
Ecuador -527 -1 003 -89 116 -700 -1172 -400 150 -2 825
El Salvador 21 190 118 36 338 243 179 321 190
Guatemala 631 513 704 598 211 356 658 1131 550
Haiti 12 37 55 -15 168 -12 96 92 90
Honduras 35 108 -3 152 51 106 260 87 435
Mexico 14777 16406 18427 -1741 -2122 -9 336 5 859 4598 -540
Nicaragua 516 611 360 512 354 406 704 595 1030
Panama -43 -250 -97 -133 90 299 784 584 210
Paraguay 617 -370 109 741 429 557 70 181 260
Peru 931 1186 1344 3827 3236 3916 3540 1301 -70
Dominican Republic 321 449 -8 -786 -455 -527 -593 -452 -360
Uruguay -160 8 230 295 203 185 486 736 260
Venezuela 311 1158 134 -5610 -5 848 -4 263 -4 090 -3909 -4710

Source: ECLAC, on the basis of figures provided by the International Monetary Fund and national agencies.

@ The net transfer of resources is equal to net autonomous capital inflows (including errors and omissions) and non-autonomous
inflows (IMF loans and credit and exceptional financing) minus the balance on the income account (net payments of profits and

interest).

® Negative figures indicate net outward resource transfers.

¢ Preliminary figures.
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Table A-17

LATIN AMERICA AND THE CARIBBEAN: NET CAPITAL INFLOWS AND
NET RESOURCE TRANSFERS

(Billions of dollars and percentages)

Resource
Net payments Resource Exports of transfers as a
of profits and transfers goods and percentage of
interest services exports of goods
and services

Net capital inflows

Autonomous® Non-autonomous”

®)=3)-4) (7)=(5)/(6)
(1) ) ©) (4) (®) (6) (7)

1980 29.2 1.7 30.9 18.9 12.0 106.9 11.2
1981 38.4 1.8 40.2 291 1.1 115.6 9.6
1982 3.3 17.2 20.5 38.9 -18.4 105.2 -17.5
1983 221 30.1 8.0 34.5 -26.5 105.4 -25.1
1984 10.6 23.9 13.3 37.5 -24.2 117.5 -20.6
1985 16.0 20.3 4.3 35.5 -31.2 112.8 -27.7
1986 121 21.8 9.7 32.7 -23.0 99.2 -23.1
1987 13.7 26.5 12.8 30.9 -18.1 113.3 -16.0
1988 19.4 22.8 3.4 34.6 -31.2 130.6 -23.9
1989 19.7 29.3 9.6 39.1 -29.5 145.8 -20.2
1990 -7.3 243 17.0 34.4 -17.4 161.4 -10.8
1991 23.0 12.8 35.8 31.6 4.2 163.9 2.6
1992 491 7.8 56.9 30.4 26.5 177.6 14.9
1993 61.3 4.9 66.2 34.7 31.5 194.1 16.2
1994 42.3 4.4 46.7 36.6 10.1 223.3 4.5
1995 31.0 29.2 60.2 40.9 19.3 266.1 7.3
1996 67.4 2.2 65.2 42.8 22.4 294 .4 7.6
1997 83.2 -4.4 78.8 47.2 31.6 326.9 9.7
1998 68.8 8.7 77.5 52.6 24.9 325.4 7.7
1999 ° 43.5 9.4 52.9 54.5 -1.6 339.9 -0.5

Source: ECLAC, on the basis of figures provided by the International Monetary Fund and national agencies.

° Includes errors and omissions.

®Includes IMF loans and credit and exceptional financing (among other transactions, includes debt forgiveness and accumulation of
arrears).

°Preliminary figures.
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Table A-18

LATIN AMERICA AND THE CARIBBEAN: RATIO OF TOTAL ACCRUED INTEREST
TO EXPORTS OF GOODS AND SERVICES®

(Percentages)
1991 1992 1993 1994 1995 1996 1997 1998 1999°

Latin America and the

Caribbean 21.7 18.6 18.2 17.3 17.5 16.0 15.5 171 16.8
Argentina 36.1 234 23.3 26.8 28.2 28.1 29.9 35.3 40.3
Bolivia 29.2 243 21.2 14.3 16.6 121 14.8 15.0 16.5
Brazil 27.2 20.8 21.8 17.9 21.9 25.3 26.0 30.5 34.6
Chile 14.7 1.4 10.3 8.2 7.2 7.0 6.8 8.0 8.3
Colombia 16.4 14.6 12.3 14.9 15.3 15.9 18.2 18.6 18.0
Costa Rica 10.1 7.3 6.8 55 5.7 4.8 4.5 3.6 34
Ecuador 29.9 22.8 21.7 19.0 15.7 15.9 15.9 21.2 23.5
El Salvador 12.6 10.5 10.3 6.3 5.9 6.1 6.0 6.5 10.1
Guatemala 71 8.9 6.2 5.8 47 6.1 44 3.1 4.9
Haiti 7.6 5.4 8.0 6.4 12.1 3.3 3.7 2.6 25
Honduras 211 259 15.5 15.6 131 11.3 8.9 7.9 7.8
Mexico 18.0 17.5 18.3 17.9 16.1 12.5 10.2 10.3 8.8
Nicaragua 106.6 158.6 119.4 97.1 52.2 34.1 23.1 17.7 17.5
Panama 231 19.2 15.5 15.5 22.6 17.2 15.9 19.8 259
Paraguay 4.7 7.0 3.0 25 3.1 2.9 3.3 3.2 4.5
Peru 36.7 37.3 38.9 345 33.1 25.1 19.4 24.0 23.0
Dominican Republic 8.6 9.1 5.8 4.2 46 3.9 3.1 2.7 2.6
Uruguay 21.2 15.7 14.4 14.9 16.5 15.9 17.0 17.6 20.1
Venezuela 15.4 18.3 17.0 17.0 16.1 11.2 13.6 15.3 12.9

Source: ECLAC, on the basis of official figures.
?Includes interest paid and interest due and not paid.
® Preliminary figures.
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Table A-19

LATIN AMERICA AND THE CARIBBEAN: RATIO OF PROFIT PAYMENTS
TO EXPORTS OF GOODS AND SERVICES*®

(Percentages)

1992 1993 1994 1995 1996 1997 1998

Latin America and the

Caribbean 4.4 4.5 5.2 5.5 4.7

Argentina 5.6 7.3 9.4 7.6

Bolivia 0.4 2.6 1.9 2.2 3.1

Brazil 3.0 21 4.5 4.7 5.3

Chile 7.9 8.4 8.1 12.9

Colombia 9.7 11.3 10.4 54 3.3 53 4.6
Costa Rica 3.0 3.0 29 1.7 24 1.8 3.2
Ecuador 3.8 35 4.0 3.9 3.7 34 3.3
El Salvador 4.0 2.7 22 1.6

Guatemala 2.6 1.9 2.6 2.6 2.6 3.7 5.4
Haiti 2.6

Honduras 71 71 4.5 1.8 3.6 3.9 2.8
Mexico 4.8 4.2 4.1 5.1 3.1 3.9 34
Nicaragua 3.4 3.9 2.8 21 4.3 5.3 5.7
Panama 4.9 5.1 4.5 3.6 4.0 6.6 6.4
Paraguay 1.0 0.9 1.3 1.0 1.3 1.6 21
Peru 0.9 35 3.0 3.3 5.3 5.7 6.8
Dominican Republic 6.5 10.6 10.8 10.7 10.9 9.8 10.1
Uruguay 1.7 1.3 1.5 0.9 0.6
Venezuela 1.4 3.3 3.6 2.9 2.1 1.7 2.4

Source: ECLAC, on the basis of figures provided by the International Monetary Fund and national agencies.
? Includes reinvested profits.
® Preliminary figures.
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Table A - 20
LATIN AMERICA AND THE CARIBBEAN: RATIO OF TOTAL DISBURSED
DEBT TO EXPORTS OF GOODS AND SERVICES
(Percentages)
1991 1992 1993 1994 1995 1996 1997 1998 1999°

Latin America and the

Caribbean 274.8 265.2 263.8 245.5 226.4 213.6 199.4 223.9 215.5
Argentina 426.3 4071 440.6 440.4 393.9 385.5 401.8 449.4 531.1
Bolivia 395.6 489.7 419.5 346.7 365.1 331.5 317.0 343.6 359.8
Brazil 354.7 340.9 334.3 302.6 302.5 342.7 338.0 413.8 441.2
Chile 156.5 153.4 167.9 152.1 112.3 120.5 128.5 167.2 176.5
Colombia 190.5 186.9 189.8 204.7 203.1 224.0 2252 251.5 240.0
Costa Rica” 1824 132.5 115.2 100.1 87.1 69.8 60.1 51.4 46.5
Ecuador 375.8 344 .1 367.2 318.5 265.1 253.8 248.1 327.5 316.9
El Salvador 245.0 240.3 173.6 1254 106.1 114.3 98.9 96.3 94.6
Guatemala 154.8 132.8 114.8 115.6 104.8 109.6 100.9 100.6 116.3
Haiti 237.2 589.9 531.3 625.0 349.4 277.8 281.6 239.0 232.0
Honduras 338.7 339.9 317.9 295.1 2447 214.6 187.2 179.0 2024
Mexico 226.1 211.9 214.5 199.8 190.2 152.9 125.6 124.6 108.9
Nicaragua 2946.6 34926 33671 24569 15227 716.1 647.4 757.5 805.4
Panama 68.4 56.1 52.0 49.2 48.9 68.2 60.7 66.7 82.8
Paraguay 80.8 52.5 371 32.8 29.3 31.9 321 34.9 67.4
Peru 601.2 591.8 630.5 533.2 496.7 462.3 342.1 400.9 370.5
Dominican Republic 248.5 230.8 96.1 75.3 69.8 61.5 49.7 46.9 43.2
Uruguay 134.0 128.9 129.6 130.8 126.2 121.7 112.7 124.9 147.0
Venezuela 219.7 247.8 253.3 232.8 185.5 140.7 129.1 162.0 1274

Source: ECLAC, on the basis of figures provided by the International Monetary Fund and national agencies.

2 Preliminary figures.

® From 1992 "Goods" includes magquila industry exports.
°From 1993 "Goods" includes maquila industry exports.



