COMISION ECONOMICA PARA
AMERICA LATINA Y EL CARIBE

ISSN 0267-2168

/

NACIONES UNIDAS

NOTAS SOBRE LA ECONOMIA Y EL DESARROLLO

PREPARADAS POR LOS SERVICIOS DE INFORMACION

N® 566/567 december 1994

PARA USO INFORMATIVO, NO ES DOCUMENTO OFICIAL

PRELIMINARY OVERVIEW OF
THE LATIN AMERICAN AND
CARIBBEAN ECONOMY
1994

1. THE REGIONAL PANORAMA

The year 1994 produced new evidence of the consolidation of
a more dynamic economic performance in Latin America and
the Caribbean. The growth rate of the gross domestic product
in the region rose from an average of 3.2% a yearin 1991-1993
to 3.7% in 1994, the second highest level in the last 14 years.
Per capita income rose by 1.9%. Average inflation (excluding
Brazil) fell to 16%, a record low in recent decades. And Latin
American and Caribbean countries continued to attract large
amounts of foreign capital —nearly US$ 57 billion in 1994—, which
financed the growing deficit in the current account.

These achievements were made possible in part by
improvements in the international economy, especially during
the second semester. Growth among the industrial countries
doubled to 2.7%, world trade volume rose from 4% to 7%, and
prices of non-fuel primary products rose for the first time in five
years. Increases in international interest rates were not
sufficient to offset these positive trends. In addition, andin spite
of a climate of uncertainty that prevailed in several countries
owing to ongoing electoral processes, improvement in Latin
American and Caribbean economic performance was assisted
by the continued expansion of domestic investment, as well as
by the persistence of stabilization policies and structural
reforms. A further dynamic effect was derived from the new
impetus in regional integration measures.

Notwithstanding the improved performance, however, the
expansion of productive employment continued to be
insufficient in most parts of the region as the workforce grew
rapidly, reflecting higher rates of participation. In some
countries, the effects of economic restructuring and the attempts
to increase competitiveness have had a short-term negative
impact on the demand for labour. Consequently, unemployment
and underemployment have not diminished in consonance with
growth rates, and in some countries have even risen in spite of
the stimulus of expanded output.

Generally speaking, it is clear that growth rates under 4% in
Latin America and the Caribbean are not high enough to allow
major inroads in the battie against poverty or to prevent
unemployment and underemployment from remaining
unacceptably high. At the same time, the capital inflows,
although welcome for their contribution to growth and

investment, reflect insufficient domestic savings rates and may
undermine efforts to increase exports. Thus, many tasks remain
if the twin goals of increasing international competitiveness and
improving social equity are to be achieved in the coming years.

An important feature of the past year was an increasing
convergence of growth rates among the countries in Latin
America and the Caribbean, with the majority attaining
moderate growth rates together with moderate inflation. Only
three countries grew more than 5% (Argentina, Guyana and
Peru); likewise, only three had negative growth (Haiti, Honduras
and Venezuela). It is interesting to speculate to what extent the
increasing importance of intraregional trade, coupled with a
greater convergence in policy-making, is contributing to this
greater symmetry in the performance of different countries.

Price stability continued to be a high priority of economic policy
in the region, and new achievements were attained in this area.
Excluding Brazil, average rates of inflation have fallen from 49%
in 1991 to 22% in 1992, 19% in 1993 and 16% in 1994. Based
on preliminary data, it appears that all but six countries will have
inflation rates under 25% this year; only Brazil, Haiti, Honduras,
Jamaica, Uruguay and Venezuela will exceed this level.
Moreover, eight countries are likely to see single-digit inflation:
Argentina, Barbados, Bolivia, Chile, El Salvador, Mexico,
Panama and Trinidad and Tobago.

The most dramatic case of stabilization in 1994 was in Brazil,
where the Real Plan succeeded in lowering inflation from nearly
50% per month to around 3%. In addition, major progress
continued in Peru, where price increases have been brought
down from over 7,500% in 1990 to 17.5% this year. Parallel
success has marked Argentina, where inflation has declined
from 1,300% in 1990 to only 3.6% today. Other countries where
inflation declined significantly between 1993 and 1994 include
Chile, Ecuador, El Salvador, Nicaragua, Trinidad and Tobago
and Uruguay. At the same time, several countries experienced
backsliding in 1994 with respect to price increases: Costa Rica,
Honduras, the Dominican Republic and Venezuela all had
considerably higher inflation than in 1993.

In previous years, gains or losses in the battle against inflation
were heavily influenced by the fiscal situation. Now, the fiscal
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balance in most countries in the region is either under control
(although sometimes in a relatively fragile way) or financed
externally; in 1994, a large and growing fiscal deficit was an
important cause of increased price rises only in Costa Rica, the
Dominican Republic, Haiti and Venezuela. Thus, other variables
have become more important. Appreciation of the local currency
and the rising demand for real money balances have made a
significant contribution to the consolidation of price stability in
some countries. In others, indexation mechanisms have
counteracted the attempts of macroeconomic policy to cut
inflation.

In these circumstances, investment in fixed capital continued to
expand at the high rates of the last three years. Based on partial
data for 1994, imports of capital goods grew especially rapidly
in Peru, Argentina and Brazil, and continued at a strong pace in
Colombia and Mexico. This is an important indicator of attempts
by countries in the region to modernize their productive
structure.

The recovery of the activity level in the industrial economies and
the resulting increases in international trade, together with the
dynamism of intraregional trade, combined to offer a favourable
context for Latin American and Caribbean exports. These grew
to US$ 153 billion in 1994, a rise of over 14%, substantially
higher than the 5% growth rate in 1992-1993. An important
element of this acceleration was the tumaround in export
prices—, which, however, rose more slowly than the volume of
sales. This change was primarily due to the behaviour of
non-fuel commodity prices, which rose for the first time since
1989. Countries with especially high growth in export value were
Bolivia (28%), Chile (25%), Ecuador and Nicaragua (24%), Peru
(23%) and Colombia and Guatemala (20%).

Imports to the region in 1994 reached US$ 171 billion, a rise of
15% compared to 8% in 1993. The increase this year would
have been even higher except for the sharp drop in Venezuelan
imports owing to recession and foreign-exchange restrictions.
The largest increases in import value occurred in Peru (36%),
Argentina and Brazil (25%), Argentina (24%), Uruguay (23%)
and Colombia (22%). These rates all represented an increased
volume of imports, since price rises were quite moderate (2%
to 3%)_

The increase in the merchandise trade deficit (a 19% rise, from
US$ 15 billion to US$ 18 billion) and rising factor payments (an
8% rise, from US$ 33 billion to US$ 36 billion) continued the
tendency towards a widening current-account deficit, financed
by massive inflows of foreign capital. The current-account deficit
grew from US$ 46 billion in 1993 to US$ 50 billion in 1994, a
rise of 8%. The largest deficits were found in Mexico (US$ 28.5
billion) and Argentina (US$ 10.5 billion), both of which
represented increases with respectto 1993. Other countries had
relatively stable deficits in comparison to the previous year,
except for Chile (where exports grew dynamically) and
Venezuela (where imports fell significantly).

Capital inflows to finance the current-account deficit were again
very abundant, US$ 57 billion in 1994 according to preliminary
estimates. Although the amount was smaller than the US$ 65

billion entering the region the previous year, the flows were able
to overcome potential obstacles including uncertainty because
of a number of crucial electoral contests, difficulties in the
financial systems of several countries, and increases in United
States interest rates. Moreover, the episodes of capital flight in
Mexico and Venezuela were limited and did not have an impact
on other countries. Since net capital flows were only slightly
larger than the current-account deficit for the region as a whole,
the accumulation of reserves fell from an average of US$ 20
billion in 1991-1993 to only US$ 7 billion in 1994.

The largest drop in capital inflows was in Mexico, where fears
of political instability led investors to cut their net capital
placements from US$ 29.5 billion to a still-high US$ 19.5 billion.
Since this amount was substantially less than Mexico’s current-
account deficit, US$ 9 billion in' reserves were drawn down to
cover the difference. Venezuela’s banking crisis led to a capital
outflow of US$ 4.5 billion, in comparison with an inflow of nearly
US$ 2 billion in 1993. Despite an opposite turn-about in the
current account, Venezuela was also forced to draw down its
reserves. Several countries in Central America and the
Caribbean (Costa Rica, Guatemala, and especially the
Dominican Republic) also received considerably less foreign
capital than in the previous year. Only in Brazil, Colombia,
Paraguay and Peru was there a large increase in capital inflows
this year. Elsewhere, flows were relatively stable with respect
to 1993. Overall, net resource transfers (net capital inflows
minus interest and dividend payments) continued to be positive
for the fourth year in a row, though they fell from US$ 32 billion
in 1993 to US$ 21 billion in 1994.

The main types of capital flows to Latin America and the
Caribbean in 1994 came through bonds, foreign direct
investment and purchases of shares on regional stock markets
or international stock markets via American and Global
Depositary Receipts (ADRs and GDRs). Of the US$ 57 billion total
net capital inflow in 1994, about US$ 17 billion (or nearly one
third) was through bond issues, despite a substantial drop in this
source with respect to 1993. ADRs and GDRs represented nearly
US$ 5 billion, while foreign direct investment probably
accounted for around US$ 15 billion. The remainder consisted
of local stock purchases, official loans and various types of
short-term capital.

The region’s debt rose by 5.8% in 1994 to reach, US$ 534 billion.
This netincrease of nearly US$ 30 billion was largely accounted
for by the bond issues discussed above, together with loans
from international and regional financial institutions and
industrial-country Governments. These increases in liabilities
were counterbalanced by commercial debt reductions in Brazil,
Ecuador and the Dominican Republic, where Brady Plans were
implemented. The combination of a moderate increase in debt
and a more rapid increase in exports led to a decline in the
debt-export ratio from 302% in 1993 to 280% in 1994 for the
region as a whole. This is the lowest level since the debt crisis
began. All Latin American and Caribbean countries except Haiti
and Paraguay saw improvements in this ratio, but some
(especially Nicaragua and Haiti) still have very high debt
burdens that will have to be dealt with in coming years.

2. ECONOMIC ACTIVITY

a) Main regional trends

The Latin American and Caribbean region’s activity level rose
by 3.7% in 1994, as the moderate recovery begun in 1991
gained momentum. As a result, per capita gross domestic

product (GbpP) rose again, this time by 1.9%. However, since
regional output in 1994 was only 29% higher than in 1980, prior
to the debt crisis, per capita cbp was still 3% lower than it had
been that year, managing only to match its 1979 level. The
increase in output was quite widespread, as only three countries




Preliminary overview 1994

Figure 1
LATIN AMERICA AND THE CARIBBEAN: MAIN MACROECONOMIC INDICATORS - 1994
(Percentages)
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recorded downturns in the level of activity. Moreover, the
countries’ growth rates tended to converge, showing greater
similarity than in previous years. The vast majority of the
economies recorded increases that were close to the regional
average, while the biggest gains were enjoyed by countries that
are still recovering their activity levels after the prolonged
recession of the 1980s. Growth in 1994 was due primarily to the
expansion of external demand and the dynamism of investment,
which was once again bolstered by a large inflow of financial
resources from abroad.

Thus, Peru largely pulled out of its 1988-1992 recession as its
economy continued to grow significantly, at a rate (11%) that
was even faster than the 1993 rate of 6.5%. Guyana's economy
expanded at the same brisk pace as in 1993, continuing its
recovery for the fourth straight year. Argentina’s economy also
continuedto grow rapidly (6%), completing four years of notable
expansion, with a cumulative increase of 33%. Qutput in 1994
was 21% higher than in 1980, and for the first time, per capita
income recovered its 1980 level. Meanwhile, in 15 other
countries —Barbados, Bolivia, Brazil, Chile, Colombia, Costa
Rica, Dominican Republic, Ecuador, El Salvador, Guatemala,
Mexico, Panama, Paraguay, Trinidad and Tobago and
Uruguay-, Gpp grew by 3% to 5%. Thus, Chile’s economy
expanded for the eleventh year in a row, though more slowly
than in the preceding three years, when it had grown by 7%,
boosting cpp to a level nearly 70% higher than the 1980 level.
Colombia’s growth, which has traditionally been positive
(though sometimes modest), has picked up speed in the past
three years. Brazil, for its part, continued the recovery begun in
the midst of instability in 1993, following its lacklustre
performance between 1988 and 1992, but did not match the
levels it had reached in the mid-1980s. Mexico recorded
moderate growth as its economy recovered from the virtual
stagnation of the preceding year. Nicaragua’s economy grew
by 2.5% after a decade of falling activity levels, but Gop
amounted to only two thirds of what it had been in the three
years immediately preceding the crisis (1976-1978).

In contrast, five countries showed disappointing resuits:
Jamaica’s Gbp grew by a modest 1%, as the economy tumed in
.amediocre performance for the fourth year in a row, while three
other countries saw their activity levels decline. In Haiti, this
deterioration reflected the prolonged recession in which the
country has been mired since the outbreak of the political crisis.
Meanwhile, the recession that hit Venezuelain 1993, after three
years of rapid expansion, became more acute in 1994, while
app in Honduras shrank after two years of strong growth. Lastly,
economic activity in Cuba barely moved from the low level
recorded in 1993, after three years of sharp contraction.

Thanks to faster growth in 1994, 11 countries performed better
than in 1993, while nine others maintained satisfactory growth
rates (which, however, fell below their 1993 levels in three
cases); only four countries saw a decline in the level of activity.
This contrasts with the outcome observed the preceding year,
when only seven countries performed better than in 1992 (see
table A.2).

Despite the still relatively high population growth rates in many
countries of the region, the resulits in terms of per capita output
were largely positive. In six countries ~Argentina, Barbados,
Colombia, Guyana, Peru and Uruguay-, this indicator of
well-being rose by 3% or more, while another 11 countries
—~Bolivia, Brazil, Chile, Costa Rica, Dominican Republic,
Ecuador, El Salvador, Guatemala, Mexico, Panama and
Trinidad and Tobago—recorded moderate increases of between
1% and just under 3%. In contrast, per capita output stagnated

or declined in the remaining seven countries. Owing to the poor
performance of the region’s economies in the past decade,
however, only eight countries saw their 1994 per capita output
exceed its 1980 level: Chile (33%), Colombia (28%), Jamaica
(16%), Uruguay (13%), Dominican Republic (7%), Panama
(7%), Costa Rica (3%) and Argentina (1%). In Barbados and
Paraguay, this indicator was practically the same in 1994 as in
1980. At the other end of the scale, the biggest reductions in per
capita output since 1980 were observed in Haiti (-47%),
Nicaragua (-42%), Trinidad and Tobago (-32%), Peru (-23%),
Bolivia (-17%), Guatemala (-15%), Honduras (-10%), El
Salvador and Mexico (-5%), Brazil (-3%) and Ecuador (-2%)
(see table A.3).

The employment situation deteriorated in a number of countries
in the region in 1994, as shown by higher unemployment rates
and stagnant or falling formal employment indicators. In
Argentina, open urban unemployment continued to rise, amply
exceeding 10% of the workforce, while Venezuela also saw a
sharp increase in this indicator. Chile’s unemployment rate rose
to about 6.7% in the period from August to October, compared
toits considerably lower level of 4.8% in the same three months
of 1993. Brazil’s situation worsened slightly as open
unemployment rose and employment in manufacturing
(particularly in the formal sector) contracted. Mexico also
suffered a moderate increase in unemployment, as the rate for
urban areas rose from 3.5% in the first nine months of 1993 to
3.7% in the same period of 1994, while the level of formal
employment fell, except in the maquilaindustry. Unemployment
also worsened in Bolivia, Honduras, Nicaragua and Uruguay.
In Peru, on the other hand, unemployment dipped slightly from
9.9% to 9.5%, while formal-sector urban employment remained
stable, with downtums in manutacturing and commerce and an
upturn in services. The employment situation also improved in
Ecuador, El Salvador and Panama.

Employment patterns in Latin American countries are highly
diverse. In Venezuela, the increase in unemployment is
primarily attributable to the decline in output, especially that of
activities geared towards domestic demand. In other countries,
employment indicators were eroded by the effects of various
measures implemented under stabilization and adjustment
policies, such as mass dismissals of public-sector employees
(sometimes in the context of privatization programmes, as in
Argentina). Chile’s stabilization policy has curbed domestic
demand, thereby affecting the generation of employment in
non-tradables sectors. In other circumstances, non-competitive
firms have been driven out of business as a result of
liberalization policies, with a consequent loss of employment (as
in Argentina, Mexico and Uruguay). Likewise, the changes in
production patterns which firms have introduced in response to
increased competitiveness have often involved the absorption
of less labour-intensive technologies. This has greatly increased
labour productivity and led to high growth rates in industrial
output that coincide with lower employment (in Argentina and
Brazil).

The dynamic expansion of formal employment in 1994 was
concentrated in manufactures exports (the maquila and
automotive industries) and non-tradables (construction and
finance). However, in most of the countries, the jobs created in
those activities were fewer than the jobs lost in other sectors of
the formal economy. Thus, job creation in 1994 shifted towards
the informal sector; it is estimated that over 80% of ail new jobs
in the region were in low-productivity informal-sector activities.
In rural areas of a number of countries, difficulties in the
agricultural sector imply that formal employment in these
activities has contracted (in Chile, Argentina and Paraguay),
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although the sector is recovering in other countries (such as
Peru).

b) The national economies

In 1994, Peru's economy again recorded significant growth
(11%) which was considerably higher than the 1993 rate of
6.5%, in a context of greater political stability and lower inflation.
This partly offset the effects of the severe recession of
1988-1992, when the cumulative decline in GbP amounted to
24%. The new dynamism was attributable to the robust
expansion of investment, which continued the recovery begun
in previous years. Another major determinant of the increase in
the level of activity was the high growth in the physical volume
of exports, which accounted for one fourth of the increase in
abp. Meanwhile, unemployment dipped slightly, hovering
around 10%, while formal-sector urban employment remained
stable, with downtums in manutacturing and commerce and an
upturn in services.

The higher level of economic activity was reflected in all
branches of production. Agriculture and fishing benefited from
good weather conditions. Overall grain production was higher
than it had been the preceding year, with especially noteworthy
increases in the rice and cotton harvests (over 70%) and in
sugar cane (30%). These developments were linked to the
financing provided by rural banks, on the one hand, and to the
taritf surcharges levied on imported rice, sugar, wheat and
maize, on the other. Fishing boomed as well, in the categories
of both fish meal and fish for human consumption, enabling the
industry to meet growing external demand for tinned and frozen
products. This success was facilitated by investments in fishing
fleet modemization and in the expansion of processing plants.
A determining factor in the increase in frozen products was the
participation of foreign ships, which operated under agreements
on the extraction of giant squid.

The more stable political and social situation attracted a
significant inflow of foreign capital, which stimulated the
business sector and benefited the manufacturing, mining and
commercial sectors. The recovery of manufacturing, which grew
by nearly 13%, extended from the primary products sector to
the rest of the industry, with comparable increasesin consumer,
intermediate and capital goods. Moreover, the inflow of US$ 6
billion in external capital, partly as a result of the privatization of
public enterprises, led to higher investment in mining and
construction; the latter's brisk expansion (24%) was buoyed by
public expenditure on road improvement and projects financed
by the National Housing Fund (Fonavi). Although the privatization
of public mining enterprises continued as planned, the new
investments have not yet shown results in terms of production,
except in the case of China’s Shougang-HierroPeri enterprise,
which extracted 35% more iron ore than in 1993. However, new
investments in gold and copper mines and in petroleum have
generated expectations of rapid growth in future output.

Trends in Argentina’s economy remained strongly expansive
in 1994 (6%), thereby prolonging a growth phase whose
duration and magnitude are unusual in the country’s recent
experience. For the first time since 1990, the increase in the
physical volume of exports played a major role in boosting cop,
owing in particular to the dynamism of foreign sales of
manufactures. At the same time, imports (whose growth had
moderated in 1993) picked up speed once again, mainly
because of increased purchases of capital goods.
Consequently, the trade deficit in goods and services widened
further. From the standpoint of domestic demand, investment

was again the most dynamic component, markedly surpassing
its already rapid expansion of the preceding year; construction:
continued to grow, and equipment purchases (especially
imports) surged. Thus, the capital formation coefficient
approached the levels recorded in the early 1980s, before the
debt crisis. Aggregate consumption also grew significantly, but

proportionally less than Gpe, while family expenditure showed -

signs of levelling off. Automobile sales continued to increase -
rapidly, but sales of other consumer goods, both durable and
non-durable, began to slacken. The fastest-growing sectors in
1994 were construction, mining (especially petroleum
extraction) and some services. Agricultural production rose
modestly, conforming to its pattern of sluggish growth in recent
years. Manufacturing expanded again, though more siowly than
total output; within the sector, different branches of production
and groups of firms continued to show diverse results.

Nevertheless, this economic boom was not correlated with
higher demand for labour. The unemployment rate rose once
again-in 1994, exceeding 10% for the first time. Between May
1993 and May 1994, total urban employment grew less than the
population. Over the same period (and in contrast to the pattemn
of recent years), the rate of participation in the labour market
fell; at the same time, the underemployment index rose. In the
four years since May 1990, urban employment has shown no
more than a natural increase, while the unemployment
coefficient has risen by more than 2%, contrasting sharply with
the robust growth in cbp over the period.

Colombia’s economic performance was similar to that
observed in 1993, as the economy expanded by just over 5%.
This growth was marked by a 15% increase in government
consumption and a 12% increase in private investment. The
latter expanded in spite of a domestic interest-rate hike, as it
was bolstered by the wide availability of external credit. The
growth of public investment, for its part, plunged to 3% after
having reached 19% in 1993, with the result that total investment
fell far short of the exceptional increase observed the preceding
year. Growth in 1994 was more evenly spread among different
sectors than in 1993. The fastest-growing area was once again
services —primarily government and financial services, which
increased by 13% and 9%, respectively—, followed by mining,
with an 8% growth rate. All of the main sectors expanded
significantly, again with the exception of coffee growing (-18%)
and coffee threshing (-7%). Excluding cotfee growing, the
agricultural sector performed better than in 1993, expanding by
over 5%. Excluding coffee threshing, manufacturing also
increased by over 5%, this growth was not so concentrated in
a single branch as it had been in 1993 (when it had taken place
mainly in the automotive industry). At the beginning of the
second half of the year, an interruption was observed in the
upward trend which unemployment had displayed since 1993.

The Brazilian economy continued the recovery begun in 1993,
afterthree years of recession; the 1994 growth rate of 4.5% was
the highest since 1986. Despite the expansion, instability
continued in a country which is undergoing economic transition,
with marked variations in the course of the year and a good deal
of disparity among the different sectors. The increased growth
rate was largely attributable to the bigger supply of agricultural
products, after the fall of the previous year, and the increased
production of consumer durables, especially those produced by
the engineering industry. During the first months of the year,
production grew rapidly, demonstrating a capacity (notably of
the manufacturing sector) to respond rapidly to the pressures of
domestic demand. However, the second quarter was
characterized by a slow-down brought about by the effect of
expectations and the mechanics of adapting to the urv, the new
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indexing instrument which went into effect in March, as well as
fears associated with the launching of the third stage of the
stabilization plan and the introduction of a new currency. This
period of uncertainty ended in August, as adaptation to the plan
proved less traumatic than expected. A phase of rapid economic
growth then began, as in the case of other stabilization plans.
The restoration of consumer confidence can be attributed to the
greater transparency of the price system with the stabilization
of the economy, reinforced by the strong growth in demand for
credit. In the light of this new situation, the authorities started to
worry that inflation might surge rapidly, thereby endangering the
whole process. They therefore introduced a series of measures
to mitigate the pressure of demand, including credit restrictions,
the extension of reserve requirements to the financial system
and the reduction of import tariffs. These measures curbed the
economy’s tendency to overheat, but the level of activity,
particularly that of the manufacturing sector, continued to
expand, though growth was limited in some cases owing to the
exhaustion of idie capacity.

The manufacturing sector grew by 5%, or half as much as in
1993. This growth was largely due to the favourable
performance of the durable goods sector, particularly the motor
vehicle industry, which reached record production levels in
response to strong domestic demand. Another contributing
factor was the fall in domestic prices as a result of the sectoral
agreements concluded the previous year, which enabled the
private sector and the Government to replace their motor vehicle
stock. This growth in demand was facilitated by people's
improved levels of income as a result of the end to very high
inflation and, in particular, by the increase in consumer credit,
most notably in the form of credit card use. In contrast,
non-durable consumer goods such as food industry products
performed less favourably. The extemal market also played a
role in stimulatingthe growth of manufactures, though to a lesser
degree than in 1993. On the other hand, commodity exports
were very robust and contributed significantly to the growth in
output.

Brazil's employment situation worsened somewhat in 1994. The
open unemployment rate rose from 5.3% in 1993 to 5.5% in
1994, and both the employed and unemployed populations
increased. This state of affairs is attributable to an increase in
the participation rate, since the economic recovery attracted
new entrants into the labour market. Moreover, there was an
increase in the level of employment, albeit accompanied by an
erosion of security in working conditions, since employment
growth was greatest among self-employed workers and those
not covered by welfare legislation. Formal-sector employment
remained stable, with a fall in the numbers employed in the
manufacturing sector and increases in construction, commerce
and services.

The level of activity in Chile expanded by 4.5%, which was lower
than the rates achieved in previous years. This expansion was
bolstered principally by exports and by historically high
investment ratios. Growth in export volumes was very high, and
accounts for most of the increase in cpr. As domestic
expenditure increased at a considerably lower average rate than
GDP, private consumption bore the brunt of the adjustment that
was implemented starting in mid-1993 to counter the high level
of spending and problems in the external sector stemming from
the dramatic deterioration of export prices, since investment
increased at the same rate as Gor, while total public spending
grew faster than app. Private consumption slowed-down in the
first half of the year as a the result of rather high interest rates
and increasing unemployment rates, which have been slow to
respond to the decline in the growth of expenditure and cpp.

Tradables recovered, especially in the fishery and forestry
sectors. Mining and manufacturing grew in step with Gop,
although mining exhibited an upward trend while the trend in
manufacturing was downward; in the latter case, the contractive
effects of domestic demand outweighed the expansive impact
of external demand. The sectors producing non-tradables
continued their slow-down; construction, particularly in the
private sector, wentinto a downturn and commerce grew slowly.
Commerce recovered beginning in the third quarter, as a
consequence of the recovery in imports of consumer goods.

As the adjustment rested on the reduction of the rate of activity
of non-tradables, which are more labour-intensive, it was
reflected in a less active labour market. The unemployment rate
increased from less than 5% in the final quarter of 199310 6.7%
in the period from August to October. The rate of job creation,
which had been growing at an annualized rate of 6% in the
second half of 1993, siowed to 3.5% in the first quarter and fell
by another 1% in the third quarter. Lower expectations of finding
a job also reduced the high growth of the labour force to a rate
of 3.4% in the second quarter and just 0.7% in the third quarter.
The adjustment affected labour in terms of quantity rather than
price, since a major increase in real wages accompanied the
lower rates of job creation and the increase in unemployment
despite the significant reduction in the growth of the labour force.

Activity increased markedly in Uruguay starting in the second
quarter; Gbr grew by over 4% during 1994, reflecting increases
in both domestic and foreign demand. Fixed investment
continued to expand, with increases both in construction and in
machinery and equipment, while public and private expenditure
rose. The physical volume of exports of goods and services rose
considerably, largely on account of greater demand in
neighbouring countries: specifically, the increase in the number
of tourists from Argentina in the first half of the year and the
increase in Brazilian demand in the second half following the
implementation of the Real Plan. A substantial part of the growth
in overall demand continued to be met through imports, whose
physical volume once again increased markedly.

Growth was concentrated in the service sectors, while the
production of goods remained stagnant. Construction provided
the only positive note in the latter sector’'s expansion, as
agriculture increased only slightly and manufacturing continued
to shrink. This sector continued to be strongly affected by the
closure of the petroleum-refinery plant, which is being
remodeled; production of chemicals, non-metallic minerals and
basic metals also declined. In contrast, significant increases
were recorded in the production of metal products and
machinery and equipment (largely as a consequence of the
marked growth of the motor vehicle industry), food production
—boosted substantially by the increased activity of cold-storage
plants— and the production of tobacco, textiles and clothing, as
well as paper and printing. Services recorded significant growth,
with the exception of electric power generation, which declined
owing to a further drop in Argentine demand. Despite the
increased level of activity, the unemployment rate rose to
around 10% towards the end of the third quarter of two
percentage points above the rate recorded one year earlier. This
state of affairs was the result of an increase in the rate of activity
combined with a decline in the employment rate. However, the
average for the first nine months of the year (9%) only slightly
exceeded the rate for the same period of the previous year.

The Bolivian economy’s 1994 growth rate of about 4% was very
similar to that of the previous year. The pattem of overall
demand is illustrated by the strong growth of exports of goods
and services (29%) and the small increase in domestic demand,
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which is attributable to the decline in domestic public
investment. General government consumption grew by a
modest 2%, while private consumption rose at a rate similar to
that of gpp. The sector which contributed most to growth was
hydrocarbons; with considerable increases in the production of
petroleum and natural gas (13%). The growth of the agricultural
sector was similar to that of cpp; the greatest dynamism was in
agribusiness production, especially in sectors linked to foreign
markets such as soya, cotton and vegetable oil. The slight
increase in mining was highlighted by growth in gold and silver
production. Manufacturing recorded slightly above-average
growth; basic metals, chemicals and petroleum refining all made
notable contributions. Construction remained stagnant owing to
an absence of public investment projects during the first half of
the year, but this trend reversed itself in the second half. The
electricity, gas and water sector recorded a very high growth
rate (13%) based largely on the increase in electric power
generation.

fin 1994 Ecuador recorded a slight increase in its growth rate
(4%), which contributed to the expansion of per capita Gop. This
growth was based primarily on the external sector (especially
petroleum exports), but also on domestic consumption and
gross fixed capital formation. The latter variable had stagnated
the previous year but grew once again in 1994 at a rate higher
than the increase in Gor (5.5%). The most buoyant sectors were
mining, including petroleum (7%), and construction (6%),
together with a number of manufacturing industries and some
services. Open urban unemployment fell by about 1%, as a
result of the increase in activity and, in particular, the increase
in public investment in infrastructure projects.

In Paraguay the rate of economic activity declined by 3% in
1994, mainly on account of the meagre contribution of
agriculture. Indeed, in spite of the increase in the acreage
planted of soya and cotton (the leading exports), the soya
harvest languished and the cotton harvest actually declined
because of weather problems and disease. Livestock, for its
part, showed a moderate increase, while logging expanded
more quickly. Manufacturing performed modestly; production of
beverages and tannin increased, but meat packing declined
because reduction in meat exports brought about by the
imposition of quantitative restrictions in one of Paraguay’s
leading markets. Construction and basic services continued to
grow at a good pace.

The Venezuelan economy slipped further into recession in
1994; cor fell by 4%, after the 0.2% fall recorded in 1993. The
decline in activity was particularly sharp in the non-petroleum-
related private sector (-6.5%), given that the petroleum industry
expanded by more than 5%. The unemployment rate had been
below 7% at the beginning of the year but had risen to 9% six
months later. Private-sector production continued to be severely
affected by the situation of economic instability which persisted
in the wake of the climate of political and institutional uncertainty
pervading the country in 1993.

The picture improved at the beginning of the year when the new
Govemment elected the previous December took office and a
plan to strengthen public finances was announced. None the
less, 1994 was characterized by a severe financial crisis that
affected the banking sector, disturbing the functioning of the
production structure and forcing the authorities to adopt a tight
monetary policy and to impose price and exchange controls
midway through the year. The difficulties in obtaining supplies,
particularly imports, as a result of these controls further hindered
production. Private investment was particularly affected by this
situation, which was reflected in lower sales in the domestic

market for a number of industries, such as cement producers
and motor vehicle manufacturers. However, the extemal market
provided relief for many industries and, consequently, exports
of many manufactures rose. The petroleum sector continued to
expand owing to the large proportion of its output that is
exported; the petrochemicals industry was in the same situation.
The State oil company ppvsa continued its policy of investing in
exploration and the expansion of its productive capacity, so as
to take full advantage of its export quota set in accordance with
OPEC; this quota remained unchanged during the year.

In Mexico, where a negative result was recorded in the second
half of 1993 and activity was slack in the first quarter of 1994,
productive activity has picked up progressively during the year,
reaching an average growth rate of 3%. Overall demand grew
by nearly 5%, as a result of the dynamism of investment, which
expanded by around 10%, and the increase in extemnal demand,
while consumption grew by just 2%. The growth rates of the
various production sectors were again highly divergent; this was
partly a reflection of the greater dynamism both of investment
spending in relation to consumer spending and of external
demandin relation to domestic demand. Construction increased
by more than 7%, boosted somewhat by government spending,
with strong upswings in the areas of petroleum and
petrochemicals, transport and miscellaneous building beginning
in the second quarter. Both the transport, storage and
communications sector and the electricity, gas and water sector
grew substantially, by around 7%. Mining and commerce,
restaurants and hotels experienced slower growth (around 2%},
while the agricultural sector grew by a bare 1%.

Manufacturing increased by 3%, recovering from its downtum
of 1993, but the results of the different branches were mixed.
The improved performance of export firms led to a more than
8% rise in metal products and machinery, after a fall of around
4% in 1993. The basic metals industry grew significantly (10%),
afterthe period of restructuring and scant growth which followed
the privatization of State enterprises. The buoyancy of
construction gave an impetus to the production of non-metallic
minerals, whose output rose by 3.6% with respect to the same
period in 1993. The constant adaptations induced by trade
liberalization were reflected in considerable slumps in wood,
textiles and clothing and, to a lesser extent, printing and
publishing and food, beverages and tobacco. According to the
target market, capital goods performed better in that production
volume increased, after a downturn in 1993. Although the
growth of consumer goods.was slow, it still contrasted with the
fall recorded in 1993. The generation of value added in the
inbond assembly export industry grew by 7.5% in real terms
between January and August, continuing its robust
performance, but this was lower than the 1993 rate of 17%
because of the drop in the number of establishments.

The employment situation remained difficult. During the first
nine months, open unemployment averaged 3.7%, compared
tothe 3.5% recorded for the same period in 1993. Manufacturing
shed employees at a rate very similar to that of 1993; this trend
affected all branches. In the first eight months of the year,
employment decreased by 6% in comparison with the same
period in 1993. Employment in the maquiladora industry, for its
part, rose by almost 6%. The commercial establishments in
Mexico’s largest cities showed mixed trends: in the first nine
months of the year, employment in retailing grew by 2.7%, while
employment in wholesaling dropped by 3.5%.

The countries which comprise the Central American Common
Market (cAcMm) grew by 3.2% as a whole; this was slightly lower
than the 1993 rate, but considerably higher than the average
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rate recorded since the crisis of the early 1980s. The expansion
was relatively widespread; growth accelerated, sometimes
significantly, in all the countries except Honduras, whose
economy contracted.

In Costa Rica, cpr grew by 4.5%, or slightly less than in
1992-1993. In contrast with previous years, investment rose
only slightly, as a result of the credit squeeze, the uncertainty
surrounding the transition from one Government to another and
the decline in external resources. Manufacturing and
construction benefited from the large investments of the recent
past. The higher cost of domestic credit, higher inflation and the
increasing scarcity of foreign exchange all appear to have
curbed private consumption, while public consumption rose
more than in previous years. The most buoyant sector was
construction (8%}, though growth was lower than in the previous
year. Manufacturing continued to be dynamic (5%), while
agriculture grew by a meagre 2%, partly as a result of the
summer’s drought. The fastest-growing agricultural activities
were sugar, slaughtering of cattle (mostly imported from
Nicaragua) and fisheries. Coffee stood to benefit greatly from
high international prices, but was unable to take full advantage
of the favourable conditions, as nearly 90% of the 1993-1994
harvest had been sold in advance at low prices. Banana
production is declining in the face of the quotas imposed by the
European Union and lower international prices.

In 1994, El Salvador's economy repeated its performance of
the previous year by growing 5%, bolstered by robust
investment, especially private investment in machinery and
equipment. Public investment also showed an upward trend.
The expectations generated by the peace process that followed
the signing of the peace agreements in January 1992 created
a favourable climate for investment. Despite a slight slow-down
with respect to previous periods, productive activity continued
to be sustained by the overhaul of infrastructure and services,
especially transport, as well as the boom in building shopping
centres and housing. Agricultural activity was adversely affected
by the lack of rainfall, reflected in a decline in the production of
basic grains, while the coffee harvest was 20% below that of the
previous cycle as a result of its twice-yearly variations, the
reduction in agricultural activity because of depressed prices in
previous years and weather conditions. Manufacturing failed to
match its 1993 performance, in contrast to the maquiladora
industry, which continues to make strides, particularly in the
textile branch. Meanwhile, the open unemployment rate fell by
‘almost 1% in a context of economic growth. The unemployment
rate remained high, though with seasonal variations, in both
rural areas and cities. In the case of rural areas, this was due
to the stagnation of agricultural production, while the
persistence of high unemployment in urban areas appears to
reflect significant initial levels of underemployment, in addition
to the impact of demobilized soldiers returning to productive life.

In 1994, Guatemala’s economy grew by 3.5%, outstripping the
high population growth rate, so that per capita income slowly
increased for the eighth year running. Consumer spending by
both the private and public sectors constituted the most dynamic
variable, while the volume of exports fell. Private consumption
rose by almost 5% while public spending rose by just over 2%.
The factors shaping private consumption patterns included the
moderate rise in average real wages and a small increase in
employment, together with the copious flow of remittances from
abroad. Public consumption rose thanks to transfers to
decentralized institutions. Private investment dropped by 1%
and public investment increased by 1%, boosted essentially by
the activity of municipalities in the interior. The agricultural
sector rose at a reduced rate of 2%, similar to that of 1993, on

account of the severe downturn in the production of basic grains
caused by the drought which affected the main farming areas.
Moreover, only modest increases were recorded in the
production of leading exports. Thus, coffee and banana
production increased by only 1% and that of cardamoms and
sugar, by 3%. Manufacturing expanded slowly by 3%, mainly
because of increased exports to Central America, the rise in
domestic consumption and major magquila sales to the United
States. Construction experienced a slight increase of 2%, which
was closely related to the projects carried out by municipalities
and the continuation of a number of residential and commercial
projects.

The level of activity in Honduras contracted by 1.5% in 1994,
after growing by just over 6% in the preceding two years as a
result of increased public spending. One factor in this fall was a
prolonged drought that reduced agricultural production and a
worsening of the shortage of electric power energy generation;
this resulted in the need for rationing, which aftfected
manufacturing activity. A further negative factor was the severe
cutback in public spending initiated to halt the speed-up in
domestic prices, which adversely affected construction. Almost
all major sectors experienced slumps. The agricultural sector
dropped by almost 3%. Production oriented towards the
domestic market was depressed by the prolonged drought,
which led to a drop of almost 30% in the production of maize,
beans, rice and sorghum. Agricuttural production destined for
foreign markets showed mixed results. Coffee production
received a boost from the marked increase in international
prices. On the other hand, banana production dropped as a
result of falling intemational prices and the strike that affected
one of the leading banana producers halfway through the year.
With respect to the remaining subsectors, livestock-raising
recorded advances, while forestry slipped back due to the partial
ban imposed to prevent overlogging. Construction, which had
expanded at a very high rate in 1992-1993, fell by 17% as public
building declined, while manufacturing also declined (2%) as a
consequence of energy rationing.

In Nicaragua cop increased by 2.5%; such a figure, which has
not been recorded in years, nevertheless implies a reduction in
per capita terms. The fact that growth was not greater can be
attributed to the drought, which hurt the maize and bean crops
well as energy generation, leading to electricity rationing. Strikes
in the transport sector also played a role. This moderate
recovery was achieved through the intensification of economic
reforms, bolstered by the inflow of external resources. Exports
rose markedly, but domestic demand remained practically
unaltered. Gross fixed capital formation did not change either,
as a result of an increase in its government component, which
is undergoing a recovery, and a fall in private investment.
Govermment consumption declined by a very small amount,
while private consumption rose. The increase in cpp was the
resuit of the increase in agricultural production (5%) and
construction and mining, which also recorded above average
growth, while manufacturing activity and service sectors turned
in very modest performances.

Exportable agricultural products recorded an increase of 12%
(with major rises especially in sesame production), while the
volume of products for domestic consumption shrank by 8%.
Agricultural exports rebounded; this was especially so in the
case of coffee, whose value doubled on account of increases
in both volumes and prices. Stock-raising continued its upward
trend and meat exports continued to be Nicaragua’s leading
expont product. Construction rose by almost 6%. and related
activities benefited from this rise; for instance, cement
production increased by 22%. As regards manutacturing, the
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engineering industry and the cigarette industry recorded major
increases, while those producing oil, wheat flour, beer,
carbonated drinks and cardboard boxes increased slightly. On
the other hand, production of cloth, leather and rum decreased.
Exports of manufactures, which have been recording very low
volumes, rose by 20%; this rise is due mainly to a rise in food
exports. Employment levels in the economically active
population slipped back. Employment and total payrolls dropped
according to contributions to the Nicaraguan Social Security and
Welfare Institute (nssBI). Activity, especially manufacturing, rose
markedly in the Las Mercedes free zone, directly generating
4,100 jobs in August, almost three times the figure for the
previous August. Employment levels in construction remained
the same as the year before.

In 1994 Panama maintained for the fourth year running the
upward trend observed since the beginning of the decade,
although this represented a slight slow-down. Once again,
dynamism was provided by sectors such as construction, the
banking system and commerce in general and in the Colén free
zone in particular. Investment continued to increase at a high
rate, though it did slow down as a result of electoral uncertainty
and expectations generated by the negotiations conducted prior
to Panama’s admission to GaT1T. Construction, which remains
largely dependent on construction of luxury buildings, continued
to expand at a rate close to 20%, though this was less robust
than in previous years. Contributing to this expansion was the
increasing demand for construction of low- and medium-cost
dwellings, boosted by the availability of mortgage credit.
Consumption also appears to have benefited from the growth
in domestic credit. Commercial, banking, transport and basic
services were all noteworthy activities. Mixed trends were
evident in the agricultural sector; thus, output of most traditional
products (bananas, coffee and meat) declined, while output of
non-traditional products, such as shrimp and fish, increased.
Manufacturing output slowed down as a result of the
above-mentioned uncertainties, as well as the budget restriction
on subsidies which the Govemment has provided to the sector
in recent years. Clothing made to order for export to the United
States market dropped by 9%.

The recovery of Latin American economies, in a context of
greater trade liberalization, has had a positive effect on activity
in the Colén free zone, where total commercial activity has
increased by just over 11%. Income from Canal operations also
increased as a result of growth in traffic and freight, while the
amount of crude petroleum exported via the trans-isthmus oil
pipeline fell by 2%. Tourism also experienced major growth
(7%). The unemployment rate fell once again, from 12.9% in
1993 to 12% in 1994, as a result of an increase in employment
in construction and commerce.

In the Caribbean countries, the level of activity showed a mixed
performance in general. Guyana continued to record a high rate
of growth, the Dominican Republic saw a slight speed-up of
growth and the economies of Barbados and Trinidad and
Tobago recovered after several years in which the level of
activity fell. On the other hand, Cuba and Haiti continued to be
embroiled in deep crises which have translated into
considerable drops in gross domestic demand in recent years.

In 1994 the gross domestic product increased by 4% in the
Dominican Republic, despite an unstable macroeconomic
framework. None the less, as a result of the fiscal and monetary
measures instituted in September, an economic recovery
occurred in the following months. Both the public and
private-sector components of gross domestic investment and
consumption rose. The slight drop recorded by agriculture is

attributable mainly to the drought that has affected the country
since the end of 1993, the fall in the areas sown or harvested
of a variety of basic crops, as well as the damage to garden
produce caused by pests and blight. However, agricultural
activities exhibited mixed trends: crop farming fell, but stock
raising, forestry and fishing all saw a rise in activity. Mining
recorded strong growth (90%), after the collapse of previous
years, reflected in greater extraction of nickel, gold and
silver.

Manufacturing grew by 3% as a result of increased output in the
branches of sugar-cane by-products, alcoholic beverages,
tobacco, dairy products and construction materials. Free zones
grew once again. At the end of 1994, some 500 firms were
already operating in free zones, employing around 170,000
people. This growth was reflected in the fact that exports from
free zones grew more quickly than did traditional ones.
Construction continued to be notable for its dynamism (6%),
which essentially took the form of expanded public works. As
regards services, electricity generation increased and
expanded communications services resulting from
improvements in telephony, combined with increased tourist
flows, led to a rise in hotel, bar and restaurant services.

In Haiti gross domestic product again contracted sharply (-10%)
in 1993, resulting in a further severe drop in per capita output
(-12%). This is a reflection of the grave institutional crisis
affecting Haiti for the last three years, which has resulted in the
suspension of foreign economic assistance and the imposition
of a trade embargo. The normalization process began only in
November, which means that it is still not possible to measure
its impact on the Haitian economy. Output of a number of
agricultural products increased in 1994, prompting many
farmers to switch from producing coffee —which was affected by
low prices at the beginning of the year as well as the high cost
of fertilizers— to production of crops for the domestic market, as
prices for these rose markedly.

However, most other activities contracted, as the situation
deteriorated with the intensification of the embargo in May. The
output of export-assembly industries had fallen in the first part
of the year to some 60% of the 1991 level; subsequently the fall
intensified leading to the virtual disappearance of the sector.
The number of people employed in this sector fell from 44,000
in September 1991 to 8,000 in May 1994, and of the 252 firms
in operation in 1990, only 44 remained in business. Industries
which concentrated on the domestic market also performed
poorly, given that, except in a few cases, they had to suspend
production. In addition, plant and equipment suffered through
lack of maintenance and scarcity of spare parts. Construction
stagnated as a result of the low level of public investment and
the large rise in the cost of cement.

After the severe contraction of output recorded between 1991
and 1993, it appears that the Cuban economy has sunk to its
lowest point in 1994, and is now languishing at that low level; in
point of fact, abp posted zero growth. In the midst of those
difficulties, huge changes have occurred in reaction to new
world circumstances; these have included reducing the
involvement of the State, liberalization of the market for
agricultural products and increased openness to foreign
investment and tourism —all of which call for resourcefulness on
the part of economic agents. The stagnation of output is the
result of two opposing trends: on the one hand, tourism, mining
and construction and non-sugar manufactures have recorded
growth; on the other, falls have been recorded in the sugar-cane
harvest and in agriculture, while social services have remained
stable. One salient fact in the current economic situation is that
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tourism has displaced the sugar industry from its traditional rote
as the leading source of foreign exchange.

Aggregate supply grew slightly as a result of the stagnation in
output and moderate growth in imports. Domestic demand
dropped as did exports of goods, while sales abroad of services
continued their marked dynamism; in this regard, tourism
deserves special mention. Consumption expenditure by the
private sector and the Government again dropped. The
agricultural sector recorded a drop for the second year in a row
as a result of the drop in crop farming (sugar cane and other
crops), although stock raising and poultry breeding increased
somewhat. The scarcity of inputs, adverse weather conditions
and the lack of incentives for the labour force all had a negative
impact on land development, planting, tending crops and
harvesting. The sugar-cane industry continued the downward
trend of the 1990s, and the problems in industries not related to
sugar-cane production led to increased running-down of food
supplies for the population.

Mining expanded for the third year in a run owing to the
increasing inflow of foreign investments; this led to an increase
in extraction of petroleum, gas, copper and zeolite, but nickel
production fell by around 10%. Manufacturing recovered
slightly, despite the fact that part of the installed capacity
continued to suffer from shortages of fuel, raw materials, spare
parts and other imported inputs. The sugar industry, which is
relatively important in the sector, declined. Construction
expanded as a result of the execution of projects related to
tourism, agriculture and foreign investment. Following the
collapse of the energy sector in the previous four years, 1994
was characterized by a recovery due to an increase in both the
volume of imported petroleum and petroleum products and in
domestic extraction of hydrocarbons. This may have had a
bearing on the increase in electricity generation.

The performance of the countries comprising the Caribbean
Community (cAricom) was generally better than in the previous
year, owing notably to the expansion of tourism and sugar
production. Guyana again recorded significant growth, while
Barbados and Trinidad and Tobago recovered from their
meagre previous results. By contrast, Jamaica and the countries
comprising the Organization of Eastern Caribbean States (0ecs)
recorded a slow-down in growth and in the Netherands Antilles
output contracted stightly.

Guyana managed to maintain the robust performance of
previous years, despite the reduced levels of bauxite and rice
production. In patticular, gold production continued to expand
rapidly. In Barbados the level of activity increased by 4%, after
a four-year decline; this growth was boosted by the resurgence
in the tourism sector.and the recovery in sugar production, which
had exhibited a negative trend over the course of several years.
This growth has made it possible to reduce high unemployment
rates to some extent. In Trinidad and Tobago, output grew by
4%, thus reversing the downward trend observed since 1983,
this trend had been characterized by positive variations only in
1990 and 1991, in each of these cases of a magnitude of less
than 2%. The recovery was due in essence to the petroleum
sector, which grew by more than 10%. Non-petroleum sectors
also recorded growth, though of amoderate nature; the activities
which expanded the most were sugar and construction. This
growth led to a slight drop in unemployment to around 20%.
Jamaica’s output again grew by a small amount (1%). Trends
in tourism and banana production were largely unsatisfactory,
but the expansion of alumina exports and sugar production
served to partially offset this. The oecs countries recorded only
moderate growth, even lower than in the previous year. The
robust performance of the tourism industry served to offset the
negative trend experienced by productive sectors, and in
particular the banana industry which fell by 17%.

3. MACROECONOMIC POLICY AND INFLATION

a) Main characteristics of the region

Controllihg intlation remained the principal objective of most of
the macroeconomic policies of the countries of Latin America
and the Caribbean. During 1994, Brazil, with the biggest
economy in the region, joined those countries with a stabilization
programme. The downward trend in inflation thus became
widespread; 17 of the 22 countries studied reduced their
inflation, kept the same rate, or saw only slight increases, and
only five of them (Costa Rica, Dominican Republic, Haiti,
Honduras and Venezuela) showed significant rises.

The strategies remained the same: fiscal austerity, prudent
monetary policies and further trade liberalization, particularly
through regional agreements to eliminate tariffs among trading
partnérs. Exchange rate trends played a key role in consumer
price variations in most of the countries of the region, by
supporting anti-inflationary efforts in situations of voluminous
supplies of foreign currency or by pushing prices upwards in
situations where weak external sectors quickened the pace of
devaluation.

The intemational scenario had diverse effects. On the one hand,
the robust recovery of the developed economies raised
commeodities prices and increased demand for regional
products, which led to an increase in overall demand. External
capital continued to flow into the region steadily, despite certain
disturbances during the first half of the year (Mexico,
Venezusla); this inflow helped to finance the rise in domestic

demand and to moderate the upswing in the exchange rate. On
the other hand, the rises in United States interest rates, along
with directly affecting debt service, helped to keep domestic
rates high, particularly in those countries that have to finance
considerable deficits on their current account. This began to
affect servicing of the public debt and prompted enterprises to
seek resources for financing their capital formation by selling
stock and securities on the intemational market.

Fiscal policy in virtually all the countries of the region sought to
balance public accounts. Progress in fiscal reform, more
realisti¢ prices in public enterprises, perseverance in efforts to
control tax evasion, and resources from privatizations continued
to increase real revenues. Expenditures, in tum, remained low,
especially for investment, which, although it helped achieve
fiscal balance, also caused some uncertainty about being able
to maintain the fiscal policy in question.

In 1994, a number of countries kept their fiscal balances within
an acceptable framework, thus avoiding pressure on domestic
credit; such was the case in Argentina, Brazil, Chile, Colombia,
Ecuador, El Salvador, Guatemala, Mexico, Peru and Uruguay.
Other countries with serious fiscal imbalances were able to
finance them without recourse to domestic credit, since extemal
resources covered practically the whole deficit, for example,
Bolivia and Nicaragua. Costa Rica, Haiti, the Dominican
Republic and Venezuela, on the other hand, saw their fiscal
deficits increase and financed them by expanding the money
supply, thus pushing inflation upwards. In Costa Rica and
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Venezuela, bank failures (a government bank in Costa Rica and
a number of failures in Venezuela) resulted in huge para-fiscal
deficits that had a considerable impact on the money supply,
especially in Venezuela. The critical situation of the public sector
in Haiti led the Government to finance most of the fiscal deficit
by printing money. Even though Honduras received a good deal
of external financing, the Government used bank credit to
balance its accounts.

Monetary policy, then, except in a few cases, was helped by
fiscal management and also by the rise in demand for money in
a context of expectations of declining inflation. Thus, the
challenge of keeping monetary expansion at a level compatible
with growth and inflation targets remained linked with the flow
of external capital. Domestic interest rates had to struggle with
the conflict between competitiveness, monetary targets and
financing the deficit on the extemal current account, with varying
results. In most cases, as in previous years, priority was given
to price stabilization, which led local currencies to appreciate
again.

Generally speaking, changes in relative prices continued to
favour non-tradables. The resulting real appreciation of the
currency observed in most of the countries of the region, helped
to a large extent to moderate consumer price rises. Since that
affects external competitiveness in a context of trade
liberalization, many countries carried out sweeping measures
to enhance productivity, with some impact on employment. The
rise in international commodities prices, in a year in which the
dollar depreciated notably in relation to the mark and the yen,
also helped competitiveness. The exchange rate had the
opposite impact on domestic prices in Honduras and
Venezuela, countries in which higher devaluation pushed up the
real exchange rate, with significant impact on inflation.

The sustained advance in integration processes, which entail
more sweeping tariff reductions than those adopted in general
trade liberalization programmes, also contributed to a
slow-down in domestic prices. The increase in trade relations
between groups of countries should in the near future create
pressure to coordinate macroeconomic policies, which in turn
should help to consolidate the progress achieved during the
early part of this decade. o

While the modemization of the production apparatus, with the
corresponding rise inlabour productivity, led in several countries
to a reduction in formal-sector employment, it apparently
contributed to a concomitant rise in real wages. Thus, Argentina,
Brazil, Chile, Peru and Uruguay show rises in average real
wages, with little dynamism in the generation of employment.

The minimum wage, in turn, during the 1980s was frequently
determined in relation to fiscal or stabilization objectives. The
result was a considerable decline in real terms and a notable
reduction in the coverage of the employed population whose
income depends on the legal minimum. In 1994, in contrast,
several countries that had recorded sharp declines considerably
increased the minimum wage (Argentina, Ecuador, Peru),
although still without recovering pre-crisis levels. In other
countries, such as Mexico, Paraguay and Uruguay, minimum
wages in real terms remained the same or fell once again.

b) National economies

The region’s average inflation rate, excluding Brazil, fell to 16%.
If the annualized rate recorded in Brazil during the Real Plan is
included, the regional average is around 30%. Such levels had
not been recorded since the early 1970s.

In 1994, eight countries (Argentina, Barbados, Bolivia, Chile, El
Salvador, Mexico, Panama and Trinidad and Tobago) had
single-digit inflation. Another nine countries (Colombia, Costa
Rica, Dominican Republic, Ecuador, Guatemala, Honduras,
Nicaragua, Paraguay and Peru) had moderate annual rates,
between 10% and 28%. Jamaica, with a 33% annual rate, could
almost be included in this group. Thus, only four countries
showed high annual inflation rates, above 40%: Haiti, -with
serious political, social and macroeconomic disequilibria, and
Brazil, Uruguay and Venezuela (see table A. 5).

Twelve countries (Argentina, Bolivia, Brazil, Chile, Ecuador, El
Salvador, Mexico, Nicaragua, Paraguay, Peru, Trinidad and
Tobago and Uruguay) made progress in their stabilization
programmes. Brazil and Peru stand out among them for the
scope of their reductions, along with those countries that
achieved inflation rates close to those of developed countries.
Colombia and Guatemala could be added here for their stable
moderate rates. Barbados and Panama showed some instability
in their small price hikes. As already mentioned, few economies
lost ground in their fight against inflation.

i) Countries with single~digit inflation. Argentina’s inflation
rate fell once again, bringing the variation in the consumer price
index to lessthan 4% forthe year. This was achievedin a context
in which aggregate consumption grew considerably, but
proportionally less than output, and the external current account
once again showed a huge deficit. The low readings on the
inflation indexes were accompanied by a slow-down in relative
prices and, in more general terms, by a consolidation of
behaviour adapted to stability. During the first nine months of
the year, the prices for the goods inciuded in the consumer
basket rose only slightly (a cumulative 1.4%), with nominal
declines for fresh foods and (again) clothing. Prices for services
rose more slowly than they did during the same period in 1993,
but still more than the overall level. For the first time in several
years, the wholesale price index (wpi) rose more rapidly during
the first three quarters of 1994 than the consumer price index
(cPY) (3.4% as opposed to 2.9%), although such was not the case
for industrial goods of domestic origin recorded in the wei. With
respect to average wages, available information about the
industrial sector indicates that wages more or less kept up with
consumer prices, which produced a slight increase in real
wages.

Public sector performance continued to support the stabilization
programme. The national public sector controlled its revenues
and outlays in such a way in 1994 that it produced a primary
surplus, which was considerable in the first half of the year (more
than covering interest payments) but negligible during the third
quarter. For the year as a whole the primary surplus will be less
than that of the previous year. Taking interest payments into
account, the balance should show a small deficit, covered
(easily) with resources from privatizations. The main objective
of fiscal policy continued to be to sustain the balance between
revenues and expenditures. Although there was no significant
change in this trend, some deviations were observed towards
the end of the year (especially in the social security system),
which led to a reformulation of the 1994 budget and to some
changes in the method for calculating certain retirement
benefits.

A comparison of the cumulative values for 1994 with those of
1993 shows that the Government's revenue as well as its
outlays rose. Among the outlays, social security payments
continued to rise, along with those for personnel and transfers
to provinces under the tax sharing plan. The value added tax
(vAT) was still the largest source of tax revenues, and during the
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first nine months of the year, the amount grew in real terms with
respect to the values of last year, although collection began to
decline in the middle of 1994 (especially in net amounts after
payment of the refunds on exports). Taxes collected on profits
increased considerably (by close to 40% on the cumulative total
for the first nine months). In the first part of the year,
contributions to the social security system surpassed, in real
terms, those of 1993, despite reductions in rates for certain
sectors and regions. From the middie of the period onwards, the
transfer of participating worker contributions to private pension
funds began to be felt.

The new retirement system began to function in July, composed
(for purposes of contributions and the determination of future
beneficiaries) of a public segment and another of individual
capitalization. The transition gave rise to intense discussions.
As aresult, a two-year period was established during which time
the workers inscribed in the individual capitalization system
maintain the option of returning to the apportionment system.
The reform of the retirement system means that resources
previously paid to the Government now are paid into privately
administered pension funds, although it also opened up a new
source of demand for public and private securities. Throughout
1994, the volume of govemment bonds in circulation increased,
partly owing to the handling of pre-existent liabilities, through
the issue of consolidation bonds to retirees and suppliers. On
the other hand, the authorities sold bonds on different foreign
markets and began to sell short-term treasury bills. The
Govemment also negotiated a credit for US$ 500 million with a
group of foreign banks. This “voluntary” credit was the first of its
kind since the 1982 debt crisis.

Monetary aggregates showed no significant variations. The
Central Bank intervened in the exchange market by selling
foreign currency in several different months and buying it in
others. The net result towards the end of October was a slight
contraction in the money supply. The variation of this aggregate
was more influenced than it was the year before by public
securities operations (in connection with actions to regulate
liquidity, but apparently also, in the second half of the year, with
financing for the social security system). The media of payment
seem to have decreased slightly during the first nine months of
the year, which reflected not new expectations of inflation but
rather a ceiling on the remonetization process. The amount of
time deposits in national currency grew in real terms, but much
more slowly than in 1993, while foreign currency deposits
continued to increase.

Until February the financial markets operated with
characteristics similar to those at the end of 1993, that is, with
low interest rates and rising prices for stock. Movements in
United States markets that month were reflected in stock and
bond prices. The adjustment in prices was greater than what
was implied by the rise in international interest rates. In other
words, the “country risk” indexes rose. This did not, however,
cause much disturbance. For example, the stock price index for
September, although 13% lower than that of February, was 27%
above that of the same period a year before. Similarly, the rise
in short-term interest rates was quite moderate.

Inflation remained lowin Bolivia, dropping slightly to almost 9%,
the lowest increase in prices since 1977. At the beginning of the
year, the authorities hoped to reduce inflation to a little more
than 7% per annum, a goal which seem feasible during the third
quarter. However, the rise in prices for some foods, partially due
to scarce supply caused by a drought and partially due to
increased demand from Brazil and Peru for beef, prevented this
goal from being reached towards the end of the year.

As in previous years, strict fiscal and monetary policies were
implemented. The slow rise in the price of the dollar also helped
the anti-inflation programme. Indeed, the fiscal deficit was
reduced considerably during the first three quarters, from more
than 6% of output to around 4%. The increase in revenues (20%)
was a prime factor in this behaviour, since expenditures
expanded at only half that rate. A good part of this upswing in
revenues was due to taxes on domestic income, which raised
its share of Gop to almost 11%. The contribution of capital
income also was considerable, increasing its share to almost
1% of app. The austerity policy led to a lower expenditure
burden, particularly expenditures for the purchase of goods and
services and capital outlays. Payments for personal services, in
contrast, rose in real terms. Since extemal financing produced
resources greater than the fiscal imbalance, domestic debt
diminished. On the other hand, progress was made in the
programme to capitalize public enterprises, which will begin with
the sale of the National Electricity Company, which will be
divided into four separate entities.

Monetary expansion was pegged to the rise in nominal demand.
Thus, money increased at a rate of 13% per annum during the
first nine months of the year. The fluid supply of foreign
exchange, in tum, was determinant in the nominal exchange
rate rising by only 4% during the first half of the year and
stabilizing thereafter. In any case, the national currency
depreciated with respect to a basket of currencies of the
country’s main trading partners, taking into account the
revaluations in Brazil, Chile and Peru.

Inflation in Chile fell to less than 9%, the lowest rate since 1960.
Aftertwo and a half years at a plateau of around 12% per annum,
the rise in consumer prices slowed sharply in August when it fell
to the floor of the target band for inflation. Inflation for
non-tradables dropped sharply, with a slow-down of eight
percentage points between January and October.

The year 1994 was characterized by the continuation of a
decisive adjustment etfort, designed to reduce the inflation rate
and adapt the rate of expansion of expenditures to growth in
productive capacity and an initial estimate of adverse extemal
trade accounts. At the beginning of the year it seemed inevitable
that the deceleration in expenditures would have to be
maintained, given the unfavourable prospects in the extemnal
sector. Estimates at that time predicted an average price for
copper of US$ 0.85, a trade deficit of close to US$ 1 billion and
a current account deficit of US$ 2.4 billion, more than 5% of cor.
An intemationai recovery more robust than expected had a
positive effect on prices and export volumes, leading to higher
estimates of growth and lowering those for the trade and current
account deficits. The improvement in the trade balance was
added to the persistent process of foreign investment, which
increased sharply by more than 60% over the 1993 level, which
was already at 6% of coP.

Fiscal data forthe first half of the year showed a decline of close
to 1% in currentincome, under the impact of a sharp drop in net
copper income. Net tax revenues in local currency had
increased by only 2%, owing to the slow-down in economic
activity and to tax reductions agreed to at the end of 1993 that
went into effect during this year. The upswing in the price of
copper during the second half of the year changed this
panorama. It is estimated that for the year, current expenditures
will grow at almost the same rate as output (4%). Thus, current
saving should be somewhat below 3% of cpP and the final
balance of the public sector should show a surplus of more than
1% of Gop.
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On the basis of the downward trend in inflation, the containment
of expenditures and favourable prospects in the external sector,
the relevant authority, in mid-November, pronounced the
adjustment process concluded and lowered the short-term
interest rate on the Central Bank’s readjustable papers to 6.1%
(after it had remained unchanged for almost two years at 6.5%).
Along with this measure, the monetary authority liberalized the
limits and regulations for investments outside the country by
institutional investors (private pension funds, fife and general
insurance companies and mutual funds). The long-term interest
rate had already been lowered at the beginning of the year, so
that the adjustment would not affect the high investment rate.
The reduction in short-term interest rates and the rise in external
rates have been reducing the spread for interest rate arbitrage,
which in any case made it necessary to maintain reserve
requirements at 30% for short-term extemnal credit.

The gradual and persistent revaluation of the peso dominated
the monetary and exchange scenario. At the beginning of the
second half of the year, monetary creation based on exchange
operations began to expand considerably, surpassing
estimates for inflation and growth. Annualized increments of
private money increased from 14% to 21% during October. That
was due in part to a decline in the expected cost of maintaining
money, given the expectation of lower inflation, but more
basically to exchange operations that oblige the authority to
sustain the floatation band for the exchange rate.

In September, the real exchange rate showed a decline of 5.5%
over 12 months. During November it was clear that the market
was upping its bet on revaluation, since the dollar was stuck on
the floor of the floatation band. Exchange policy was changed
at the end of November, lowering by 10% the reference dollar,
from which the exchange rate is allowed to floatby 10% in either
direction. Thus what was once the floor became the middie of
the band. In the days following the adoption of this measure the
market price of the dollar dropped by 4%.

The Central Bank also lowered from 50% to 45% the weight of
the dollar in the basket of currencies, increased that of the yen
from 20% to 25% and kept the mark at 30%. In addition, the
Bank took measures. to increase net demand for foreign
currency, making it obligatory for reserve requirements on
external credit to be held only in dollars, removing the upper limit
on the exchange positions held by banks, raising the upper limit
on repatriated proceeds from exports that have to be ||qU|dated
on the formal exchange market, and extending the maximum
period for carrying out that operation from 210 to 270 days.

Nominal wages increased by 18%, which meant close to a 5%
rise in real wages, higher than the estimated rise in productivity.

Inflation was also around 9% in El Salvador, in a context of
active growth.of output and improving external accounts. This
performance was aided by favourable expectations produced
by the pacification process. The elections of March and April,
which affected the rate of public and private economic activity
only temporarily, led to a new Govemment in June.

Fiscal performance surpassed expectations, since the central
Govemment’s deficit was reduced to 1.6% of aop, almost half
that of the previous year. The fiscal improvement came from
higher revenues and lower expenditures than programmed. A
more efficient tax administration, efforts to control evasion, an
increase in the number of major taxpayers, and the sale of some
assets (a duty-free area and shares of INCAFE) made it possible
to raise fiscal revenues to nearly 10% of cpp. The slow rate of
capital expenditures, in contrast, was much lower than
expected, which was a contributing factor in the fiscal deficit

contracting even’in nominal terms, even though current
expenditures grew more than expected. This growth in current
expenditures was partly due to outlays connected with the
peace agreement: hiring of personnel for the national civilian
police force, the Office of the National Counsel for the Defence
of Human Rights, and indemnities paid to demobilized police
and military personnel. Several public enterprises produced
earnings, owing in part to corrections in prices for public goods
and services. In August, the Legislative Assembly passed a law
to privatize sugar mills and alcohol plants, as the first step
towards selling them in 1995.

The flow of private capital continued in a context of attractive
interest rates and increased investment. Despite the significant
inflow of foreign currency, the level of liquidity of the economy
was controlled (money increased by 12% in the 12-month period
ending in November) by extending legal reserve requirements
to loans in foreign currency and the sale of monetary
stabilization certificates. At the end of the third quarter, the
amount of stabilization bonds represented 13% of the broad
money aggregate. Since August, 2% of the assets of financial
institutions are kept in these certificates. In November, the
central Government issued treasury bills (LETES) for the first time
in order to increase its available short-term resources. Despite
that, the interest rate tended to decline, although the rate on
deposits still offers positive yields in real terms. Central-Bank
and credit-granting functions were separated in July. Credit
operations: were transferred to the Multisectoral Investment
Bank, which took over the Central Bank’s portfolio.

Wages of public employees were raised by 10%at the beginning
of the second half ofthe year, andthe minimum wage was ralsed
by 13%.

Mexico continued to pursue the ob|ect|ve of reducing inflation
to rates near those of its partners in the North American Free
Trade Agreement (NAFTA). The rise of less than 7% in the
12-:month period ending in November was thus the lowest
inflation in more than 20 years. As in the previous five years,
prices for tradable goods rose more slowly than those for
non-tradables.

Despite the instability in the domestic financial markets,
pressures on the exchange and monetary markets, and a loss
of nearly. a third of ifs intemational reserves, the economy
managed to sustain a moderate reactivation and continued to
lower the inflation rate, even-though the trade deficit increased
significantly. Political events that affected the country (among
them, the armed struggle in Chiapas;- the election, and the
assassination of two high-level political figures) tended to stem
the flow of capital from abroad, mainly to the stock and money
markets, which affected the so-called “country risk”. In-view of
these circumstances, decisive monetary and exchange rate
policies were implemented in order to lessen the negative
impact on the flow of external resources and on the stability of
the local financial markets. The intense participation of the
Banco de México in open-market operations, the more vigorous.
use of exchange policy, and the contingent support of .the
treasuries of the United States and Canada (through a swaps
scheme for several billion dollars) offset the decline in’
international reserves. Another factor that dampened the
destabilizing effects was the continuity of the social pact; when
the -commitment was ratified to reduce inflation, keep -public
finances balanced, and especially to maintain the floatation
scheme for the exchange rate. In this context, the price index
and prices for shares on the Mexican.stock market tended to
decline, the nominal exchange rate depreciated by 11%, the
cost of credit rose by several percentage points,- and the-



14

ECLAC

problem of overdue loans in commercial banks continued to
worsen.

The achievements of the anti-inflation policy were based on the
strict management of public finances and on the prolongation
of the Stabilization and Economic Growth Pact signed in
Qctober 1993 and ratified in March 1994, The ratified version of
the pact set goals of 5% inflation for 1994, a balanced fiscal
budget, amoderate rise in nominal wages, and the maintenance
of a floatation scheme for the exchange rate of the peso with
the dollar within a gradually widening band.

On 24 September 1994, the intersectoral pact was renewed
under the name Well-being, Stability and Growth Pact, ratified
on 20 November and in effect till 31 December 1995. For 1995,
the pact set goals of a December-December inflation rate of 4%,
economic growth at 4%, double the demographic growth rate,
and balanced public finances. It was also agreed to maintain
the four ten-thousandths of a new peso variation per day in the
maximum price of the dollar, limit price hikes for electricity and
gasoline to 4% a year in 1995, increase by 25% public
investment in infrastructure projects and establish a fund for
private investment, reduce by 0.2% the tax on assets to 1.8%,
and raise the nominal minimum wage by 4% from January 1995
onwards, along with an additional compensation tied to labour
productivity.

Fiscal management continued to give priority to financial
equilibrium. Up to the third quarter, the public sector showed a
positive balance equivalent to 0.4% of apr. The budget is
expected to be balanced for the year as a whole, with a surplus
in public agencies and enterprises and a deficit in the Federal
Govemment. The Federal Government spent 13% more in real
terms than during the first nine months of 1993. Current
expenditures increased by 18% owing to rises in personal
services and the acquisition of materials and supplies. The
physical investment of the federation was 58% higher than in
the same period in 1993, mainly for communications and
transport and the National Solidarity Programme. Transfers also
increased to different federations and rural producers through
the PROCAMPO programme.

Real tax ravenues expanded by 4%, despite various fiscal
sacrifices adopted at the end of 1993 and the decline in the
average intemational oil price for 1994. Taxes rose by 6%,
owing to increased collections of var, special taxes on
production and services and on the use of vehicles. Income tax
revenues climbed only slightly, owing to a reduction in the rate
for individuals and legal entities from 35% to 34%, an increase
in fiscal credit to low income earners, and the reduction from
15% to 4.9% of the withholding rate on interest paid abroad.
NAFTA entering into effect meant a drop (-8%) in duty on imports.
Taxes on the purchase of new vehicles also declined.

As mentioned above, public agencies and bodies produced a
positive financial balance, 4% above that for the same period
the year before, especially because of the positive operational
balances of the Mexican Social Security Institute and the
Federal Electricity Company. The expenditures of these
institutions as a whole increased by 3%, especially fixed
investment, mostly by pemex and the Federal Electricity
Company.

The Government’s short- and long-term debt increased by
US$ 6.4 billion during the first nine months of the year over the
debt at the end of 1993, reaching a total of US$ 85 billion.
Because of variations in the exchange rate with other currencies
and the dollar, Mexico's total debt was revaluated by US$ 2,838
million between January and September. The domestic debt

was 122 billion new pesos, slightly less in nominal terms than
that of December 1993.

The Banco de México, autonomous since April, maintained a
moderate monetary policy. It had to face, however, the instability
of the international financial markets and the rise in United
States interest rates, and on the other hand, increased
uncertainty that tended to raise the so-called “country risk”.
Thus, interest rates began to rise from March onwards, ending
their decline since the end of the 1992. The annualized nominal
yield on 28-day treasury certificates (CeTES), which had fallen to
single-digit figures during the first quarter, averaged more than
15% during the second and third quarters. The interbank rate
practically doubled during this time, going from a nominal
average of 11% in the January through March period to 19% in
the July through September period. The moderate downswing
of both rates in August and September was reversed in the
second half of November, reaching 14% and 22%, respectively.
This trend, together with the drop in inflation, led to a rise of
several points in real interest rates. Thus, for example, the rate
on the 28-day treasury certificate went from an annualized
average of 3% in the first quarter to 11% in the second and 9%
in the third. The wide intermediation spreads characteristic of
Mexican banks suggest that rates on loans also rose
considerably.

The exchange rate continued to float during 1994 within a band
whaose ceiling was raised by 4 ten-thousandths of a new peso
every day (a variation of approximately 4.6% a year). Given this
context, the market price of the dollar rose from Mareh onwards,
which, although with some fluctuations, put it near the ceiling of
the floatation band. Thus, by the end of November the nominal
depreciation of the interbank exchange rate was almost 11% In
relation to its level in December 1993, which represents the first
real devaluation of the local currency in seven years.

During the first nine months, financial saving measured by the
broadest aggregate, M4 —excluding bills and coins— increased
at a rate of 14% per annum, despite the decrease in the value
of government securities held by the private sector. The private
sector reoriented its portfolio towards TeEsosonos (the only
government securities denominated in dollars and with the
Govemment obliged to liquidate at the free market rate at
maturity). In September 1994, these papers already comprised
33% of all government securities in circulation, as opposed to
less than 2% the year before. It is noteworthy that in the second
quarter, their nominal yields almost doubled to between 7% and
8%, rates that were maintained in November, although-with
some fluctuations. Preliminary information indicates that some
three-fourths of the TEsoBoNos are held by non-residents.

In September, the aggregate of bills and coins showed an
average real increase of 13%, as opposed to ng rise the year
before. During this time, the monetary base grew at a similar
rate. This behaviour is explained by the enormous jump in credit
granted by the Central Bank to financial intermediaries, basically
commercial banks and official trust funds, since both
intemational assets and net financing for the public sector
contracted.

Financing by commerclal banks grew at a real average of 18%
in relation to the first nine months of 1993. Preliminary
information shows that, on the average, in September gverdue
loans represented almost 10% of total loans made by
commercial banks, as opposed to less than 9% in the same
month in 1993, This caused the commercial banks’ average
profits during the first nine months of the year to plummet by
24% in relation to their level 12 months previously. Lastly, it is
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noteworthy that the performance of the domestic financial sector
was also affected in 1994 by the intervention of the monetary
authorities in order to correct improper operations in two large
institutions (Banco Unién and Financiera Havre).

The Mexican stock market fluctuated wildly. In March, the price
index ended the strong upswing in effect from the previous year
and entered a stage of intense fluctuations, reaching at the end
of November a level around 11% below the highs obtained in
February and 2% below its level at the beginning of the year.
Thus, in dollar terms, in those 11 months the market declined
by approximately 8%.

The particular characteristics of Panama have the effect of
producing extremely low inflation rates, to the point that it was
less than 2% in 1994.

Fiscal policy had two different periods, owing to the change of
Government during the year. During the first half of the year, the
outgoing Government tried to terminate the renegotiation of the
arrears on the extemal public debt with international financial
institutions, which entailed renegotiating unpaid interest for a
total of US$ 465 million. To that end, US$ 420 million were
placed in new instruments at eight years, US$ 410 million of
which were in dollars and the remaining US$ 10 million in yen.
This operation regularized the arrears in servicing the external
debt from official sources; the rest of the debt remains to be
renegotiated.

Up till the change of Government in early September, tax
collections were running above what was programmed for that
date. The privatization programme, however, was behind
schedule. Therefore, there was a lack of resources to finance
current expenditures. Indeed, the sale of the State
telecommunications company was not completed, and other
public assets, such as some installations in the duty-free area
of Colon, had not been sold. The new Government did an about-
face in this latter project, although the privatization programme
will continue, including probably in the next few months the
State-owned Institute of Water Resources and Electrification
(RHE). In an attempt to end the year without a deficit, the new
administration suspended investment programmes, payments
to service the public debt, and any kind of outlay other than
current expenditures.

The rise in deposits in the intermational banks indicates that
external investors have recovered their confidence in the
country as a financial centre.

Except for Jamaica, inflation remained low in the English-
speaking countries of the Caribbean, with economies largely
open to the exterior. In some of these countries, variations in
the price of the dollar, under flexible exchange rate systems,
greatly influenced the inflation rate. Thus, in Guyana the rise in
the exchange rate was decisive for slowing prices down to 6%.
In Trinidad and Tobago, in contrast, the appreciation of the
local currency was a major factor in keeping inflation down to
slightly above 6% in 1994. Lastly, prices remained stable in
Barbados, an economy with a fixed exchange rate.

i) Other countries with moderate inflation. Columbia’s
inflation proved resistant to efforts to reduce it. Despite the fact
that the Government’s goal was to achieve a rate of 19% by the
end of the year, consumer prices rose at a rate similar to the
year before, around 23%. The producer price index rose more
than in 1993, reaching 20% per annum up until October, as a
consequence of the rise in prices for raw materials on
international markets.

Changes in prices were especially affected by the acceleration
recorded during the first four months of the year, when the
economy was still under strong pressure from demand in a
context of broad expansion (around 50% a year) of bank credit.
Thatled the Banco de la Republicatoimpose in March a monthly
limit of 2.2% (30% annually) on the expansion of bank portfolios,
a measure that was in effect till the end of July, but which did
not fully achieve the desired effect. The monetary containment
policy had to be based on limiting increases in the money supply,
which was done through open-market operations, despite the
fact that the growth in the media of payment (34% per annum
at the end of November) was higher than the maximum set by
the monetary authorities. This made it possible to considerably
reduce the inflation rate, since from June onwards the monthly
rise in the consumer price index was on the order of 1%.
Although food prices rose the most during the early months of
the year, they slowed thereafter and for the year as a whole, the
highest rises were for professional health services and
medicine, training and education, hotels and rents.

The imbalance between demand and the supply of money
pushed interest rates upwards, with rates on deposits reaching
between 11% and 13% in real terms. In this context, savings
and time deposits grew by 42% at the end of the year (as
opposed to 31% for checking accounts), and the broad money
supply (M2) by around 40%. The rise in interest rates stimulated
an inflow of foreign capital. The rate on loans, in particular,
induced private agents to fulfill their credit needs through
external indebtedness, which grew considerably, going from
US$ 5.2 billion in 1993 to more than US$ 8 billion this year. The
Banco de la Republica (which in January replaced the previous
system of exchange certificates established to postpone the
monetization of foreign currency with a mechanism of
intervention bands) allowed the exchange rate to fluctuate
during the year, with a slight nominal depreciation of 4% per
annum up until December. This depreciation represented an
appreciation of the peso in real terms, which in tum helped keep
prices down.

The public-sector accounts were once again balanced at the
end of the year, since greater expenditures were offset by a rise
in income equivalent to more than 2% of cop. Faced with the
problem of breaking through the economy’s inflationary inertia,
the new Government that took office in August tried to promote
a social pact between enterprises and trade unions, in order to
end inflationary expectations, de-index contracts and thereby
reduce inflation, along with enhancing productivity.

Inflation flared up again in Costa Rica in 1994. The rise of more
than 17% in consumer prices in the 12 months ending in
November virtually doubled that recorded the year before (9%),
which meant that the 1992 level was regained. The main factors
behind that behaviour were the considerable expansion of
liquidity arising from servicing the domestic debt, the increase
in the fiscal deficit, and operations connected with the failure of
one of the main official banks of the country. Another factor was
the recovery of several prices (basic consumer products and
public rates) which were controlled during 1993, an election
year.

The fiscal situation deteriorated tremendously. The fiscal deficit
of the central Government rose from almost 2% of Gop in 1993
to nearly 4.6% in 1994. If the losses of the Banco Anglo
Costarricense, a large State institution that technically failed,
are taken into account, the overall deficit would be more than
7% of appr. The increase in the financial imbalance was caused
by a sharp rise in expenditures (18% in real terms); revenues,
in turn, rose only slightly in constant terms. Besides the
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reduction in tariffs and imports, a large part of the decline in real
revenues {-6%) can be attributed to foreign trade. Income tax,
which had increased spectacularly in 1993 because of legal
provisions that eliminated exemptions and extended coverage,
also decelerated. Lastly, revenues were also affected by the
reduction of sales tax from 11% to 10%.

The main cause, however, of the deterioration of fiscal accounts
was the expansion of current expenditures. A key element of
that expansion was the increase of almost 80% in servicing the
domestic debt, which has risen significantly in 1994, the net sale
of bonds more than doubled in the biennium. Increases in wages
and pensions also affected expenditures. The Legislative
Assembly’s delayin adopting Structural Adjustment Programme
i}, financed mainly by the World Bank, reduced the entrance of
long-term capital. Thus, the growing fiscal deficit was financed
almost completely by selling fiscal bonds.

The monetary policy adopted in the second half of the year was
directed main)y at containing the growth in the money supply.
As a consequence, interest rates on deposits rose from around
23% in June to around 28% in November. The reduction in
long-term external financing and the need to cover the external
deficit with short-term capital also contributed to continuing high
interest rates. Interest rates on loans remained at the high real
levels recorded at the end of 1993. Private-sector credit was
restricted voluntarily as a resuit of an agreement between the
Central Bank and the financial sector. Credit expanded by 20%
in nominal terms between January and September 1994, in
contrast with an expansion of 48% for the same period in 1993.
However, credit to the public sector rose by 31% (to September)
on account of the worsening fiscal situation. The Central Bank
issued securities to finance overdrafts by the Banco
Anglo-Costarricense as well as absorb the large growth in
liquidity generated by the fiscal and quasi-fiscal deficits. In this
context, the balance of securities accumulated between
December 1993 and August 1994 grew by 48% in nominal
terms. The monetary stabilization bonds accumulated to August
represented 56% of the monetary base in August 1994.

Recent regulations raised the legal reserve requirement ratio
considerably to a maximum of 43% of the value of the most liquid
deposits and to a minimum of 10% of the value of deposits for
terms of over six months. These ratios can be reduced if the
commercial banks buy monetary stabilization bonds or
Govemment securities or commit themselves to the purchase
of Banco Anglo-Costarricense portfolio. In any case, there was
a considerable increase in the money supply. The monetary
base grew by 31% between January and September 1994 with
respect to the same period in the previous year. This becomes
more significant if the substantial loss of reserves recorded in
that period is taken into account.

Exchange-rate policy was not altered. Although the monthly
devaluation rate was below the inflation rate, the real effective
exchange rate appears to have increased slightly on average
for the year. The new Government was due to submit to the
General Assembly at the end of the year a package of measures
designed to eliminate the fiscal deficit, raise the percentage of
public spending earmarked for investment to 20% of total
spending, finance current spending entirely with current
revenues and reduce the intemal public debt to 15% of cpe. In
addition, an effort is being made to partially “dollarize” the
intemal debt so as to reduce it, by using funds from the third
phase of the Structural Adjustment Programme and selling
minor State assets. Lastly, an overhaul of all State organizations
has begun aimed at restructuring them and reducing their size.

During the first half of the year, average wages increased by 8%
in both the public and private sectors. Beginning in August the
public sector was granted a wage rise of almost 7%, together
with a school bonus of 1% (generally deferred until 1995); the
wage hike for the private sector was set at 8% plus a 2% school
bonus (only applicable for those on the minimum wage and
deferred until 1995).

The price stabilization process tended to gain strength in
Ecuador, to the point where inflation did not exceed 25% in the
12 months ending in November; this rate represents half of that
recorded during the period 1989-1992.

The annual financial programme, which resulted in the signing
of a stand-by agreement with the International Monetary Fund
in May, was designed to reduce the increase in consumer prices
to 20% per annum, against a backdrop of 3% growth in the level
of activity, a non-financial public-sector deficit half a percentage
point greater than coe and international reserve gains in the
vicinity of US$ 275 million.

At the beginning of the year tax receipts were affected by the
fall in the price of oil, and this forced the Government to seek
new sources of income. Since the Congress did not approve a
substantial increase in the value added tax, the course of alarge
increase in the price of fuels was chosen. In an effort to stabilize
tax revenues, the domestic price for petroleum by-products was
tied to trends in international prices; whenever this price
surpasses a pre-established minimum price (US$ 13 per barrel
in 1994), a special tanff is applied to by-products. The efforts
made to maintain fiscal discipline, the increased level of activity
and improved tax collection procedures all combined to ensure
that the non-financial public-sector deficit remained at a similar
level to that of the preceding year, and close to the target set
(0.5% of cor).

International reserve gains were somewhat greater than had
been predicted, largely owing to copious inflows of capital
attracted by high interest rates and the stable exchange rate for
the dollar. A further contributing factor was the flow of direct
investment prompted by the strengthening of the free trade zone
of the Andean Group. In this context, and under’a regime of
floating exchange rates and intervention by the Central Bank,
the sucre continued to appreciate (around 8%), though at a
lesser rate than in the preceding year.

The clear trend towards a drop in inflation, against a backdrop
of external capital inflows, reinforced the process of the
economy’s remonetization. Thus, the money supply (M1)
increased by 63% in the 12 months ending in September. A
greater increase in both savings and time deposits led to an
increase of 67% in M2 over the same period. In order to lower
the cost of financial intermediation, bank reserve requirements
were consolidated and reduced from 25% to 12% and then 10%.
Although interest rates fell in nominal terms, they continued to
yield high real retums. Financial reform boosted growth in and
diversification of the capital market. As a result new banks were
established and there was greater activity on the stock
exchange. ’

In January, compensatory wage payments were increased and
in July they increased once again, as did the minimum wage.
As awhole, this represented real growth of 23%, and has meant
a recovery of a substantial part of losses incurred in previous
years (49% between 1986 and 1991, with a slight recovery in
1992-1993).

Inflation increased slightly in Guatemala to less than 13% (1%
below the rate for 1993), in a context of political conflict between
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branches of government and problems in bringing the internal
armed conflict to an end. This meant that the contribution of
moderate fiscal and monetary policies was especially important
in establishing a framework of economic stability; the rise in
international prices for the main export products also contributed
to economic stability.

Economic policy was in keeping with the agreement reached
with the International Monetary Fund (imr), whose main features
included liberalization of the foreign exchange market and
deregulation of fuel prices, the adjustment of electricity charges,
renegotiation of the debt with the Paris Club and tax reform
intended to achieve a tax burden equivalent to 8.5% of cbp and
a fiscal deficit of 0.5% of apr. The agreement provided for a
target of zero variation in net international reserves and the
reduction in net credit to central Government of 443 miilion
quetzales.

In the course of the year, fuel prices were deregulated and more
flexibility introduced into the foreign exchange market; in
addition, the debt with the Paris Club was renegotiated. In
contrast, electricity charges were not adjusted as a
consequence of an action of unconstitutionality filed by the
Office of the Counsel for Human Rights. Tax reform: did not
proceed, one of the reasons being the surprise removal of
members of the Congress. The delay in improving tax reforms
together with persistent operational problems in tax
administration resulted in lower tax receipts with respect to the
previous year, and as a result the tax burden barely reached
6.8% of cbr. At any rate, the fiscal deficit amounted to 1.6% of
Gop and quasi-fiscal losses of around 1% of coe were recorded
by the Central Bank.

Fiscal management was hampered by several problems. As a
result of the stand-off between the legislative and executive
branches of govemment, the budget for fiscal 1994 was not
adopted; as a consequence, the budget for 1993 remained
valid, but appropriations fell in real terms. In addition, tax
receipts fell by over 1% as a result of a dramatic drop in the
amount of income tax collected of more than a third in nominal
terms on account of a successful filing of an appeal of
unconstitutionality. In contrast, there was a moderate increase
in indirect taxes, particularly value added tax, and in tariffs.
Govemment expenditure was drastically restricted; current
expenditure rose by barely 5%, while public investment
stagnated. There was an issuance of Government securities in
order to finance the deficit, and sales to the public amounted to
864 million quetzales. Some of these resources were used to
reduce the debt with the Central Bank.

The foreign exchange market was liberalized in March 1994; the
system of public bidding was eliminated and transactions in
dollars were allowed to take place at the rate of exchange
agreed upon by the economic agents. In a favourable
intemnational setting, and with Central Bank intervention coupled
with a sound international reserves position, the supply of
foreign exchange was a factor in the fall of some 4% in the
annual average for the real effective exchange rate.

Monetary policy became more expansionary in the second half
of the year. As a result, reserve requirement ratios fell from 21%
to 14% and open-market operations dropped markedly. The
consequent injection of liquidity was partially offset by an
increase in banks’ compulsory interest-bearing investments
with the Central Bank, which rose from 15% to 20%. The
measures implemented led to falling interest rates in all financial
markets. As regards open-market operations, the 365-day rate
fell from 22% in December 1993 to 14% in December 1994; in

addition, the interest rates on debt instruments negotiated on
the stock exchange dropped from an average of 18% in
December 1993 to 15% in 1994. Lastly, the bank loan rate
dropped from 28% in December 1993 to 20% in the final quarter
of 1994; bank deposit rates underwent similar adjustments.

in a context of macroeconomic imbalance and a fall in the level
of activity, inflation doubled in Honduras to more than 28% per
annum. The fiscal deficit was lower than that recorded the
previous year, but this was due to a marked drop in capital
spending financed with external resources. The notable feature
of 1994 was the financing of the public deficit by an increase in
the money supply; this led to a speeding up of the rise in prices
which had already been evident towards the end of the previous
year. Increases in transportation and energy tariffs, which were
designed to reduce the financial deficit of public enterprises, the
increase in the price of foodstuffs as a result of a severe drought,
which led to a reduction in domestic supply, and the devaluation
of the local currency all contributed to the rise in prices.

In the light of strong demand for foreign exchange, with episodes
of capital flight and yet more losses of international reserves,
the value of the dollar had increased by 25% up until November.
At mid-year, the fiscal deficit remained at the high levels (11%
of cor) recorded the previous year. [n an effort to control this
imbalance, a package of measures was adopted which was
designed to increase revenues and restrict expenditure; as a
result it was possible to substantially reduce the deficit to around
7% of gbr in September. This reduction of the deficit was largely
the result of a real contraction in current spending (-10%) as well
as a marked reduction in capital spending, and especially public
investment, which declined by more than 30% in nominal terms.
Current revenues virtually stabilized in real terms.

The set of fiscal measures adopted included the broadening of
sales tax to include services, the imposition of a common 20%
selective consumption tax on imported motor vehicles and the
increase in the tax on consumption of non-essential items. In
addition, a tax on net assets was introduced to counteract
income tax evasion, through an automatic monitoring system.
The tax base in the case of taxes on foreign trade began to be
calculated on the basis of the customs valuation of goods, in
accordance with the exchange rate prevailing on the market.

The goal of monetary policy was to restrict liquidity, and for this
reason the legal reserve requirement was increased to 38%.
The fact that credit was less available put upward pressure on
loan rates, while deposit rates rose moderately. The scarcity of
credit in the banking system provided the impetus for the
expansion of unregulated financial activities.

The rise in prices, combined with slow movement with respect
to wages, translated into a worsening of real pay rates, which
have been contracting since the end of the 1980s. '

Inflation was close to 33% per annum in Jamaica; against a
backdrop of abundant foreign exchange inflows and increasing
intemnational reserves, the growth in the money supply markedly
exceeded the original target of 10% per annum.

In Nicaragua, inflation fell to a little over 12%, half the figure for
the previous year, in a context where fiscal policy did not place
pressure on money creation, the local currency appreciated and
intemational organizations provided financial support.

Fiscal policy conformed to the programme agreed upon with IMF
in the framework of the structural adjustment loan. Given the
weakness of the economy and its high degree of foreign
indebtedness, the strategy provided for a considerable fiscal
deficit (which even increased from 6% to 8% of cop) financed
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with external resources. In the course of the year, measures
were taken to improve public administration. On the revenue
side, the prices for several services, including petrol, were
adjusted and efforts were made to increase the efficiency of
revenue collection. A tax reform was implemented under a
number of decrees and ministerial agreements; the selective
consumption tax and the tax on luxury goods were abolished
and replaced by a special purpose tax on consumption and a
temporary protective tanff. The temporary purpose tax on
consumption is levied on the c.i.f. value of imports and the ex
factory price of goods produced locally, at a rate which varies
between 0% and 80%. The special protective tariff, which is
applicable to the c.if. value of imported goods, has had a
maximum rate of 15% in 1994, which is set to fall gradually to
zero by the year 2000. On the spending side, a labour mobility
plan was implemented with the aim of cutting 7,000 jobs in the
public sector. At any rate, implementation of fiscal policy is still
some distance from the targets agreed upon. Drought and
electricity rationing combined to adversely affect the level of tax
revenues as well as the operating results of public utility
corporations, and also caused spendingto increase. In addition,
the implementation of the labour mobility plan, which is based
on voluntary retirement, has been affected by shortages in the
labour market.

Monetary policy retained a restrictive thrust. Although the bank
reserve requirements (10% in local currency and 25% in foreign
currency) were not changed, the commercial banks kept a level
of deposits with the Central Bank that far exceeded the legal
requirement. Moreover, the policy of zero net credit for the
commercial banks was continued. Long-term credit was now
channelled only through the National Investment Fund.

In Peru, against a backdrop of active economic recovery,
inflation slowed considerably, to under 18%, in the 12 months
ending in November, a rate even lower than that estimated by
the authorities at the beginning of the year and less than half
the rate of the preceding year. A substantial change in the
Peruvian economy, towards a regime of moderate inflation, is
thus being consolidated.

Following the increase in electricity and telephone charges
during the first half of the year, as well as the seasonal increase
in prices of agricultural products, the rate of increase in prices
slowed in the second half of the year to close to 0.5% monthly.
This behaviour was largely the result of a reduction in cost
pressures, since fuel prices stabilized, agricultural supply
expanded, contributing to a lower rate of increase in food
commodities prices, and the local currency appreciated with
respect to the dollar. Furthermore, there was a favourable
change in economic agents’ expectations, which led to
pricing taking account of anticipated infiation to a great
extent.

In the first half of the year, growth in the money supply had
resulted from the purchase of foreign exchange in an amount
of about US$ 500 million. In order to avoid overexpansion of the
money supply the Central Bank sold bonds, which absorbed a
good part of the money creation resulting from the increase in
intemational reserves. The increase in public-sector deposits
had a similar effect. In the third quarter, foreign exchange
transactions led to a slight negative balance, which reduced the
pressure towards expansion of the money supply; in fact, the
public sector withdrew deposits. From July onwards monetary
policy was less active, in a context of rapid expansion of
aggregate demand and of the level of activity and a clear
downward trend in the inflation rate.

The improvement in the country’s economic and financial
context contributed to an increase in local-currency liquidity to
80%, with a considerable increase in quasi-money and a
substantial remonetization of the economy. In any event, the
degree of dollarization of the economy remained high, at around
70% of total deposits. The real interest rate on loans was
dropping, but remained extremely high (30%) with respect tothe
interest rate on foreign currency (15%), which encouraged
agents to borrow in foreign currency, in spite of the exchange
risk.

Exchange policy retained the system of a floating exchange rate
with Central Bank intervention, respecting the monetary
expansion goal; the rate of devaluation lagged behind the trend
in domestic prices and those of a basket of currencies of the
country’s main trading partners; as a result, the real effective
exchange rate dropped by 6% between the third quarters of
1993 and 1994.

Monetary management was supported by a balanced budget,
even when revenue from privatizations is not taken into account.
This was achieved as a result of a substantial increase in tax
revenue, which rose from 10.8% of Gor in 1993 to over 12% in
1994. Capital expenditure remained at about 1.7% of abr. The
added resources from the privatization of two large public
companies in the energy and communications fields, amounting
to about US$ 2 billion, were sterilized; in order to avoid unwanted
expansion of public expenditure, the authorities made a
commitment to the Intemational Monetary Fund to use revenue
in excess of US$ 626 million to pay off the country’s external
debt and to fund projects with high social retums in connection
with which commitments had already been made to other
international agencies.

In Paraguay inflation dropped somewhat, to under 19%, in the
12 months ending in November. Inflation had shown resistance
to dropping below an annual rate of 20% over the past two years,
despite the public-sector financial surplus. Twelve-month
inflation remained persistently at around 21-22% in the first
three quarters, but its pace slackened towards the end of the
year. The factors chiefly responsibie for this behaviour were the
indexing mechanisms involved in the formation of a wide array
of domestic prices and growth in the money supply resulting
from the acquisition of international reserves by the Central
Bank, in a foreign exchange market with an abundant supply.

The public sector remained in surplus owing to the considerable
increase in revenue from taxes, both direct and indirect, and the
higher level of royalties and arrears paid by Brazil for use of the
Brazilian/Paraguayan Itaipu hydroelectric plant. Overall, the
central Government’s current revenue increased by 50% in the
12 months ending in September (in comparison with the
preceding 12 months). Although expenditure also rose rapidly,
it did so at a lower rate (40%).

Despite the fiscal surplus and the open-market operations
carried out by the Central Bank —which meant that the interest
rate continued to produce real positive yields— money creation
continued to expand at an annual rate of 30% in the 12 months
ending in September. This expansion was caused by the
acquisition of foreign currency, since net domestic iending had
acontractionary effect. The guarani once again appreciated with
respect to the dollar, but since its value rose only 7% in the 12
months ending in September the real effective exchange rate,
which takes account of a basket of currencies of the chieftrading
partners, fell slightly in the first three quarters, owing to the rise
in dollar terms in Brazil's domestic prices.
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The introduction of the Real Plan in Brazil had a number of
effects in Paraguay. On the one hand, the increase in external
demand for some food commodities, whose ability to compete
had been enhanced as a result of the appreciation of Brazil's
currency, gave rise toa number of inflationary pressures. Inturn,
since a high proportion of consumer goods is purchased in
Brazii, the increase in prices in dollar terms in Brazil had the
effect of raising domestic prices.

The minimum wage was adjusted twice. In January the
authonities raised it by 15%, and in July a decision was taken to
increase it by a further 10%. Also in July, public-sector wages
were raised too, with increases ranging from 7.5% to 10%.
However, despite the decisions to increase the minimum wage,
its annual average was once again below consumer prices
(-2%).

In the Dominican Republic inflation accelerated by 11%, after
having reached only 3% the previous year. In the first eight
months, in the context of a complex electoral process, the
imbalance in public finances gave rise to excess aggregate
demand, pronounced losses in international reserves, and
inflationary and devaluation pressures.

In view of this context of macroeconomic fragility and political
uncertainty, at the beginning of September foreign exchange,
monetary and fiscal measures were taken. Thus, the exchange
rate was consolidated and at the same time the locai currency
was devalued from 12.50 pesos to the dollar to 12.85 pesos.
Moreover, the authorities permitted export earnings from a
number of products to be used for the acquisition of foreign
exchange, making foreign currency more readily available on
the foreign exchange market, and steps were taken to enable
the Central Bank to attract more foreign exchange.

In order to control growth in the money supply, the granting of
all credit by the Reserve Bank of the Dominican Republic to the
decentralized, autonomous public sector and to public
enterprises was made subject to the prior approval of the
Monetary Board. Furthermore , all credit facilities provided by
the Central Bank to the public and private sectors were
suspended. In order to.reduce the liquidity in the economy,
open-market operations were carried out, by means of the
issuance of Central Bank share certificates with higher interest
rates. Deposits in excess of the bank reserve requirements held
by commercial entities were also frozen until the end of the year;
the annual interest rate on the deposits in question is 12%. By
October, these monetary and fiscal measures had led to an
increase in interest rates, a contraction of aggregate demand,
greater exchange rate stability in bank and non-bank markets,
and a partial recovery of international reserves.

The widening of the fiscal deficit to 1% of cop gave rise to a
lower increase in central Government revenue (8%;) than that in
expenditure (12%). The chief factors responsible for the
increase in revenue were the special tax on petroleum and the
sales tax on industrial goods and services. On the expenditure
side, there was considerable growth in recurrent expenditure,
particularly on such items as matenals and supplies and
personal services. In the non-financial public sector there was
also a significant widening of the deficit, which was financed
almost entirely by means of external resources. The Central
Bank assumed responsibility for paying off the Government's
external debt.

The fall in international reserves and the Central Bank’s
open-market operations were important factors where monetary
contraction was concerned, to such an extent that money
decreased 2% in nominal terms in the 12 months ending in

September. An outstanding factor responsible for expansion
was the growth in bank lending. Commercial bank lending rose
by 19%, while Central Bank lending rose by 22%, with a 9%
increase in lending to the private sector and an increase in the
Govemment’s indebtedness. High interest rates contributed to
an 11% increase in savings and time deposits, which meant that
the broad money aggregate (M2) rose by 5%.

iiiy Countries with high inflation. In Brazil the adoption of the
Real Plan (see box 1) put an end to the inflationary regime that
had been characteristic of the country for many years, under
which there had virtually been two currencies, a nominal one
and an indexed one. Thus, after having come close to an annual
figure of 5 000% by mid-year, the annualized inflation rate was
about 50% in the first five months following the introduction of
the new currency.

Monthly inflation, which had been about 30% in 1993, rose
significantly in the first half of 1994, reaching 50% in June. This
trend was abruptly reversed when the Plan took effect. In July
and August inflation fell to around 6%, still under the influence
of the “carry-over” effect of the considerable increases that had
occurred at the end of June. In September inflation dropped
below 2%, but then rose again to over 3% owing to seasonal
factors and the impact of drought on food commodities. Towards
the end of the year, the effect of these adverse factors was
mitigated; as a result, monthly price increases were showing a
downward trend. .

In the second half of the year industrial prices demonstrated
notable stability, unlike in the case of agricultural prices, rents
and services. This stability was facilitated by the lower variation
in the cost of inputs, particularly in the case of public services
and imported products, by the greater competition faced by
tradables, and by the coordination of prices in the production
process facilitated by the urv. However, there have been cost
pressures resulting from readjustment and anticipation
mechanisms based on the increase in the consumer price index
in reales (D.

The exchange rate has had a major impact on the behaviour of
prices. The Central Bank withdrew from the foreign exchange
market soon after the Plan was introduced, which brought the
nominal exchange rate down rapidly, to 0.83 reales to the dollar.
Exchange-rate appreciation has promoted stabilization, while
also giving rise to uncertainty among exporters, and among
national manufacturers, whose level of protection has been
drastically reduced; in addition, there is the fact that the
Government has been using the reduction of import duties as a
way of controlling the prices of productsin respect of which there
is little competitiveness as regards domestic supply. [n the last
quarter, the Central Bank has been buying and selling foreign
exchange at 0.85 reales to the dollar.

Financial authorities have always regarded balanced public
accounts as a prerequisite for price stabilization. Already when
the stabilization programme was announced, in December
1993, emergency solutions were put forward to achieve a
balanced budget, pending more far-reaching fiscal adjustment.
In particular, a constitutional amendment was proposed with a
view to reducing the mandatory allocation of taxes and social
contributions. In any event, a balance was achieved by means
of cash-flow position, since the expenditure level was geared to
the revenue level. Tax revenue rose by 16% in 1994, owing to
the tax on debit balances in current accounts with banks, which
started to be collected at the beginning of the year, and the
recovery of social contributions (CONFINS) subject to legal claims
in previous years; revenue from some other taxes either
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stagnated or dropped. The greater revenue in question has
made it possible to cope with the increase in non-financial
outlays without any particular difficulty. However, the high cost
of the public debt (resulting largely from the sterilization policy
that preceded the Real Plan) is a major determinant to take into
account. [n any event, in 1994 the operating outcome was
balanced.

An important aspect of public-sector support for the new plan
was the establishment of the Social Emergency Fund. Following
extensive negotiations, this fund was approved in late February;
its resources consist of 20% of revenues from all federal
sources, both taxes and net social security contributions from
the constitutionally prescribed transfers to states and
municipalities, as well as from the federal Government’s sale of
shares in its enterprises, including those already privatized.

The Real Plan triggered a rapid remonetization process. The
monetary base, which amounted to only US$ 3.7 billion (less
than 1% of cop) at the end of June, is expanding quickly. In view
of the strongér-than-expected demand for money, the Central
Bank has announced that it will have to use the 20% margin of
expansion authorized by the new arrangements. Furthermore,
at the beginning of July, the issuing authority set the nominal
monthly interest rate at 8%, though the rate fell in subsequent
weeks.

In a context of rapidly recovering domestic consumption, bank
credit grew at a brisk pace. In mid-September, the financial
system’s mandatory Central Bank deposit requirements were
increased in an attempt to ease the pressure of demand on
domestic prices.

in recent months, the exchange-rate anchor has taken priority,
since the other anchors have become increasingly fragile. The
fiscal anchor faces several challenges; for example, the
equilibrium of the 1995 budget will be threatened by the abalition
of the tax on current-account debits after 31 December 1994.
The wage anchor is becoming harder to maintain as the
consumer price index in reales (cpi-r) accumulates a high
readjustment percentage (around 23% for categories subject to
annuai revision in January 1995). Moreover, the original
monetary goals have not been met, since the monetary base
expanded from 3 billion reales in June to 13 billion in October,
which already exceeds the ceiling of 9.5 billion fixed for March
1995.

The level of interest rates and their implications are still under
discussion. The most.common criticisms are that real rates are
too high and that they represent a potential disincentive for
production, on the one hand, and a possibie threat to the fiscal
situation, on the other, in that they will increase the burden of
public debt servicing. In fact, a remarkable degree of stability
has been maintained during the transition period, and the
production sector does not seem to have been adversely
affected by high interest rates.

Inthe midst of a dramatically deteriorating economic, social and
political situation, inflation in Haiti topped 50% per annum as a
result of the sudden increase in gasoline prices —which rose
more than tenfold—, the scarcity of products for sale, the
expansion of the money supply to finance a fiscal imbalance
equivalent to about 5% of cpr and a substantial nominal
depreciation of the local currency, whose value fell from 12 to
21 gourdes per dollar between September 1993 and August
1994 (though the dollar subsequently fell to 15 gourdes).

Inflation remained high in Uruguay, but continued its gradual
slow-down; the 45% increase in consumer prices in 1994

(compared to 53% in 1993) was the lowest in over a decade.
Widespread indexation on the basis of past inflation is the main
reason why the rate of increase in consumer prices did not
decline faster. With the aim of reducing annual inflation to 35%,
the financial programme launched early in the year preserved
the main features of Uruguay’s economic policy in recent years.
Thus, the increase in the floor of the local currency’s flotation
band in relation to the dollar was kept at 2% a month, at which
rate the Central Bank is required to purchase the total supply of
foreign exchange; measures were adopted to raise fiscal
revenues; and a moderate expansion of the monetary
authority’s domestic credit and of international reserves was
planned.

The final results deviated somewhat from this programme. First,
the financial imbalance of the consolidated public sector was
higher than expected, amounting to about 2.5% of gross
domestic product. The setback this represented with respect to
the preceding year, when the deficit was equivalent to 1.5% of
aDP, originated in the non-financial public sector, since the
para-fiscal expenditure of the official banking systemfell slightly,
to less than 1% of cop. Poorer management on the part of both
the central Government and public enterprises was observed.
In the case of the former, the increase in fiscal pressure could
not offset the rapid growth in outlays, with the result that the
deficit widened to over 1.5% of cpp. The worsening of the social
security system’s imbalance and the considerable expansion of
fixed investment were decisive factors in the increase in
expenditure. Public enterprises as a whole, which consistently
ran surpluses in previous years, are now showing slightly
negative balances.

Nevertheless, the non-financial public sector's bigger deficit did
not exert pressure on money issuance because it was financed
with external resources. Thus, since the Central Bank’s
domestic credit contracted in the first nine months of the year,
the growth of the monetary base was due to the increase in
international reserves. In these circumstances, the money
supply swelled by 50% over the 12 months ending in
September, while the broader monetary aggregate (M2) grew
more slowly (45%) because the amount of time deposits in local
currency continued to shrink in real terms. This behaviour
reflected the near-zero real yields of interest rates for deposits
in local currency, though the yields of dollar deposits were
attractive, considering that the nominal exchange rate rose by
27% a year.

This behaviour of the dollar was a crucial factor in the decline
in inflation. The nominal depreciation of the local currency over
the first 10 months of the year coincided with the level foreseen
in the programme, and directly affected changes in the prices
of tradables. In the months preceding November's general
elections, the exchange rate fluctuated within the currency band
(of 7% over the minimum price of the dollar) as uncertainty
mounted among economic agents. After the elections, the doliar
retumed to values close to the floor of the band. In that context,
the local currency continued to appreciate in relation to the
dollar; the real effective exchange rate, calculated with a basket
of the currencies of the country’s main trading partners,
recovered partially in the second half of the year owing to an
increase in dollar prices in Brazil, but the annual average fell
once again.

Nominal wages, meanwhile, closely followed overall domestic
price pattems. Both public- and private-sector wages rose
slightly in real terms; in both sectors, the purchasing power of
the average wage increased by just over 1% in 1994,
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" The Brazilian Governmient's latest attempt at stabrlrzatlon (the elghth
" in nearly.a decade) ~the Real Plan— has undoubtedly been a‘great
| success, having slashed monthiy inflation from almost 50% in June
- 1994to around 3%, on.average, in the seconid half of the year. None
" the lgss, some difficultiés have arisen.which could hamper efforts to
e 'consohdate this: process, such as emerging inflationary pressures, a
: srgnlhcant increase in-demand, the risk of-a retum to indexation,
exchange-rate lag and problems in controlling Irqurdlty ;

- Unlike previous stabilization plans, the Rea! Plan was notable for its
- transparency wrth regard to the measures contemplated and the
| labour contracts and alt other types of drast_lc or unexpected action

were explicitly-ruled out. The plan was carried out in’three stages,

which were announced and deéscribed ahead of time in.December
- 1998. The first stage involvedfiscal adjustment to balanceithe budget
. in 1994, for which.purpose mandatory allocations of taxes and social
vsecunty contrrbutlons ‘were reduced m order to provrde greater

" The second stage, launchéd in Marc_h-1_994, sought'to coordinate the
" economy’s prices. To that end, a basic indexing instrument ‘was
: created, the unit of real value (urv), whose level was adjusted daily.
. The urv was calculated retrospectively;in-order to determine the true

historical values of various prices. The' first category to which this
: mechanism was applied was wages, whose Urv value. was made

" to 1 urv). During the second quarter; the sameprooedure was applied
to public rates and charges. However, the conversion of housing

_rents and of monthly fees for private schooling encountered specific

- difficulties which made itimpossible to align them with the urv. At the

‘ same time, the Govemment promoted the ‘gradual conversion of -
private-sector prices and contracts to-yrv values to make them

" equivalent to the -average value att_a_med in the period from

Z September to: December 1993 In order to avoid"the “traumatic -

highly. sensitive’ items in the family budget for negotlatlon and
| persuasion.

The third. stage of the plan was |n|t|ated in July, with the mtroductlon
of a new currency —the real, the: snxth since 1986. A new monetary
| regime was establlshed ‘the old currency still in circulation was
replaced at the rate of one real for onelury, or 2, 750 cruzeiros reales,
‘ thevalue”as”of 30June Furthermore the plan specmed mechanisms
: would berequired to maintain mterna_txonal reserves in an amount
~equivalent to the value of reales in circulation, at the selling rate of

equivaient to the average value actually paid in the preceding four .
months. Moreover, the Central Bank began to use the daily value of -
the urvas ayardstick for the exchange rate (US$ 1 was equivalent .

[ use of punmve measures, optrng |nstead and only in the case of .

Box 1 - : ’
BRAZIL'S STABILIZATION PLAN

~ one real’per'dollar. The plan also. placed quarterly limits on the -

* monetary base. Most indexed financial contracts were prohibited;
only:commercial contracts of more than one year would be SUbject
to indexation, based solely on the behaviour of the consumer price "
index in reales (cpi-r). Lastly, wages would be adjusted onlyonce a :
year according to the variationin the cpi- ron the’ date each category s
adjustment was negotiated. i

Since the plan does not call for strict convertibility, the Central Bank».v
will not make any commitment to purchase foreign exchange. in -
addition, the ‘plan limits public-sector financing. With regard .o
monetary policy, the Central Bank has replaced the automatic
buyback of public securities with standard rediscount operations. The
reserve requirement for time and savings deposits was raised by 5%; .
in the case of demand deposits, a marginal cash reserve of 100%
was imposed for any amount exceedmg the: posmon recorded on 30
June.:

. The restrictive measures were tlghtened in October, when the

economy showed S|gns “of overheatung The- banking::system’s -
reserve requirements were increased, consumer credit (particularly
automobile loans) wasvre‘stncted ‘interest’ rates were raised
significantly and steps were taken to stimulate foreign purchases,
inter alia by lowering tariffs on |mported goods not avallable
domestncally

1994 CONSUMER PRICE INDEXES
(Monfhly varrat/ons in percentages) 3

February s L B e - g 40.6
Magoh oot o sty s 431
April - B e : i 428
_May [ MGy b e e S e AT,
B e e T MR 5 : 482
[E R i e e r 78"
SAGUSES ot o s P R 1.9
September .. . A Srienenti 1
QOctober e e A : - : 2.8
" November : El Mt : 3.0
December' (es_timated) : X i 2.2

2 Source Natronal consumer price mdexes according to the Brazrhan

Geographrcal and Statistical Institute (IBGE)

In Venezuela, despite the new Government’s efforts to ease
pressure on prices by containing the fiscal deficit, inflation
accelerated to more than 70% towards the end of the year; this
was the country’s second highest rate of inflation, after the 1989
rate.

The extremely tight monetary policy implemented by
Venezuela's Central Bank since 1993 to hold down price
increases was neutralized by the monetary effects of the
solvency crisis that hit 11 banking institutions, whose assets
came under State control after the latter provided, through the
Deposit Insurance Fund (FOGADE), some 950 billion bolivares
(about 11% of aor) in financial aid. This aid, which was financed
almost entirely by means of Central Bank credits, injected
liquidity into the economy, thus boosting inflation in the first half

of the year and exerting pressures on the bolivar, which the
Central Bank sought to ease by drawing down nearly US$ 4
billion in reserves. The compensatory policy of monetary
containment, on the other hand, kept interest rates high, while
the yields of zero-coupon bonds issued by the Central Bank to
soak up liquidity in the economy rose from 50% early in the year
to over 70% by the end of the first six months.

In late June, the Government decided to impose exchange and
price controls on a number of products and services, as well as
on foreign exchange. This measure slowed the increase in
consumer prices, but could not keep accumulated inflation from
nearly doubling the rate initially programmed (35%). The price
of the dollar was fixed at 170 bolivares, which represented a
60% devaluation of the local currency since the beginning of
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1994, Zero-coupon bond yields fell to less than 30%, dragging
bank interest rates down with them. The recovery in the Central
Bank’s reserves considerably mitigated the drop recordedin the
first half of the year. The fact that deposit rates were strongly
negative in real terms and the imposition of exchange controls
promoted greater product demand, which increased pressure
on prices towards the end of the year, although the growth of
broad money in the economy did not match inflation as a result
of the low returns on deposits.

The financial aid granted to banks frustrated the Government’s
initial attempts to reduce the fiscal deficit (which represented
3.5% of gorin 1993) through a series of tax measures designed
toincrease State revenues. If the financial transfers are included
as part of expenditure, the deficit (both fiscal and quasi-fiscal),
which was also enlarged considerably by the interest on the
bonds used to neutralize the monetary impact of the transfers,
could exceed 16% of cpp this year. In September the
Govemment announced a wide-ranging Economic Stabilization
and Recovery Plan that included measures to cut the fiscal
deficit and inflation and to lay the foundations for sustained
economic growth.

Formal and informal market prices show dissimilar patterns in
Cuba, which has introduced significant economic reforms in the
past few years. The authorities continued to implement gradual
structural changes, oriented particularly towards liberalization
and deregulation, white some shares in public enterprises have
been privatized through foreign investment; this process is to
be intensified and extended to all production sectors.

Also of note were actions to liberalize the marketing of
agricultural and industrial products; the down-sizing of the State;
the transformation of fiscal and monetary policy, from expansive
in the past to contractive in 1994; the promulgation of a new tax
law; an increase in prices and charges for various goods and
services; legal recognition of the importance of private
intermediaries in financial and commercial activities: and the
introduction of special incentive mechanisms, in local and
foreign currency, for workers in high-priority activities.

In the formal sector, which basically operates in local currency,
consumer prices rose markedly as a result of the increase in
non-essential products such as cigarettes, tobacco twists, beer,
rum, brandy and fuet for private motor vehicles. Moreover, rates

for residential electricity consumption in excess of a monthly
level of 100 kW per household were adjusted in September, and
fares for rail, air, maritime and long-distance bus transport were
raised. Price hikes were also observed in water supply and
sewerage services, as well as in national and international
postal and telegraph services and in the retail prices charged
by worker cafeterias.

In contrast, in the informal sector, which accounts for a
significant proportion of retail trade, prices declined moderately
as a result of the decrease in accumulated liquidity and the
liberalization of the market for agricultural products. In
businesses authorized to make sales in foreign exchange,
prices rose only slightly, after having risen considerably in
1993.

Despite the increase in the cost of living brought about by the
new fiscal measures, the price increases and the elimination of
free services, public-sector wages did not rise. Only employees
in high-priority activities such as electric power generation, port
services, shipbuilding, raw materials recovery and steel and
cement production enjoyed incentives, in local currency and in
United States dollars, which have greatly increased labour
productivity.

Fiscal policy is focusing on reducing the public-sector deficit by
boosting current revenues and cutting expenditure. To that end,
direct taxes on the income of self-employed workers,
small-scale farmers and members of production cooperatives
have been raised. The authorities also plan to increase the
amount of taxes collected on the housing stock, vehicles and
landed property. In addition, they have raised the rates charged
for public services. Efforts have also been made to reduce
expenditure by simplifying the structure of the central
Govermnment (15 ministries and other high-level institutions have
been eliminated) and by reducing subsidies.

The rehabilitation of public finance was reflected in a decline in
accumulated liquidity and a slow-down in the rate of price
increases. In the first months after the above-mentioned
measures went into effect (June to October), monetary
contractions equivalent to 21% of liquidity were already being
recorded, with the result that the local currency appreciated in
the informal market. Most of the accumulated liquidity was kept
in savings accounts.

4. EXTERNAL TRADE

a) The international context

In 1994, trends in the international economy underwent major
changes in relation to previous years, and were generally
advantageous for Latin America. Growth rates in the
industrialized countries recovered significantly after four years
of sluggish expansion. Consequently, commodity prices
reversed their downward trend of recent years and rose
appreciably, to the benefit of Latin American exports, which
consist largely of raw materials. Inflation, meanwhile, remained
low. However, international interest rates rose, mainly as a
result of the policy followed by the United States Federal
Reserve Bank, though without reaching the levels recorded up
to 1991. This was detrimental to the Latin American countries,
which saw their external debt service payments rise.
Nevertheless, as yields on financial assets in international
markets remained low, especially in relation to the rates offered
in the region, developed-country investors continued to buy
significant amounts of Latin American securities.

The world economy’s satisfactory growth was determined
primarily by recovery in the industrialized countries and
continued expansion in the developing countries, as well as by
slower deterioration in the economies in transition. cop growth
in the industrialized countries amounted to 2.7% -a
considerable improvement overthe 1.3% recorded in 1993. The
developing countries, in turn, saw their output rise again by more
than 6% in 1994, though this rate largely reflects the rapid
expansion in Asia. In the economies in transition, coe growth
slowed for the fifth year in a row, amounting to only 3.3% after
having reached 9% in 1993 and 15% in 1992. Although the
situation of Eastem Europe seems to have stabilized, and has
even given rise to expectations of a 2% growth rate, the outlook
for the former Soviet Union is still bleak, as aor could fall by
more than 5% this year.

Output grew vigorously in the United States, reaching nearly 4%
in 1994. The upswing in activity was underpinned by low interest
rates and an improvement in the net assets position of
households and firms, as the excessive level of indebtedness
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in the preceding period was reduced and refinanced and as
businesses undertook restructuring operations. Between July
1992 and February 1994, interest rates fell to their lowest level
since 1983, easing the debt burden enough to generate a
significant increase in aggregate expenditure. Growth was
fastest in the areas that are most sensitive to variations in
interest rates, notably the housing sector, consumer spending
on durable goods and commercial investment in capital goods.
However, the marked increase in the level of activity in 1994
gave rise to fears that inflationary pressures could resurface,
even though consumer attitudes generally remained cautious.
This situation led to a gradual rise in short-term rates beginning
in February 1994, but this did not affect economic expansion,
which forged ahead energetically for the rest of the year.

The European Union’s output grew by just over 2%, recovering
from its decline the preceding year, but the high unemployment
rate has not improved, with 18 million people (nearly 11% of the
labour force) out of work. Consequently, unemployment has
become a major source of political (as well as economic and
social) concern. In Germany, the difficulties arising from the
integration of the former German Democratic Republic continue
to weigh down the economy and have led to an explosive fiscal
situation, largely because of the massive, ongoing transfer of
resources to the new states of the east, although automatic
stabilization systems have also increased the deficit since the
onset of recession. This forced the Deutsche Bundesbank to
adopt fiscal austerity measures and a cautious stance with
regard to relaxing monetary controls. However, to moderate the
recession, short-term interest rates were gradually lowered in
1993 and in the first half of 1994. Beginning in the second half,
the German economy’s activity level has shown unexpectedly
strong growth, which has helped the rest of Europe to recover.

Japan, meanwhile, has had more trouble climbing out of
recession, as its growth is still weak, though it did speed up in
the second half of the year. The repercussions of the adjustment
process launched in previous years in response to the drop in
the value of assets and the country’s high level of indebtedness
are still being felt, while the rapid appreciation of the yen has
had negative effects on manufacturing, which accounts for
about 30% of abp. The easing of monetary restrictions and the
economic measures adopted since the onset of the recession
have been unable to mitigate the marked contraction in private
expenditure. in particular, since September 1993, the official
rediscount rate has been set at a record low of 1.75%. The
relaxing of monetary policy helped reduce the cost of economic
operations and of the high debt levels; none the less, in view of
the economy’s considerable excess capacity, the authorities
failed to attract private investment to sectors other than real
estate. These economic problems were compounded by
continued political uncertainty, with fresh changes in the
Government.

The acceleration of world economic growth in 1994 was
accompanied by lower inflation, since the idle capacity of the
developed economies has not yet been used up by the incipient
recovery. Inflation in all of those countries declined from 2.9%
in 1993 to 2.5% in 1994. In European countries that devalued
their currencies, the adverse impact on prices has been
cushioned by cheaper labour. In the United States, despite clear
signs of economic growth, inflation is less than 3% and the
expansion shows no signs of reversing itself. Inflation also fell
in Germany, from 4.7% in 1993 to 3% in 1994, and in Japan,
from 1.3% in 1993 to less than 1% this year.

The volume of world trade expanded by just over 7% in 1994,
or nearly twice as fast as in 1993 and faster than the annual

average of 5.2% between 1986 and 1993. This volume increase
was accompanied by a price increase in dollars of about 2%,
which pushed up the value of trade by more than 9%. Coffee
prices rallied after declining steeply in previous years. Sugar,
cocoa, banana and wool prices also rose, while cereals
achieved modest increases. Metals enjoyed particularly good
conditions, with higher prices for copper, lead and silver. In
contrast, appreciable declines were observed in beef and iron
ore prices, while petroleum prices slipped for the fourth straight
year (see table A.12). Because of the growth in their output, the
industrialized countries significantly increased their imports, but
the world’s largestincrease in demand forimports was observed
in the developing countries of Asia (over 10%), while the rate
for Latin America rose by 8%.

The activity of international financial markets slackened in 1994,
following the vigorous expansion of capital flows beginning in
1991; these flows dropped by 12% in the first half of 1994. After
increasing between 1990 and 1992, the proportion of
international capital channelled into developing countries
stabilized or even decreased in 1994, especially in the case of
equity investments on the part of both mutual funds and other
investors. Developing-country bond issues also dwindled in the
first half of 1994,

The downturn was largely due to interest-rate hikes in the United
States and to the problems besetting some of the region’s
economies. Short-term rates rose in the United States in 1994;
the Federal Reserve Bank raised its rediscount rate six times,
to 5.5% in November, compared to only 3% the year before. In
contrast, most other developed countries lowered interest rates.
Germany’s rediscount rate dropped from 5.8% in 1993 to 4.5%
in mid-1994, then remained at this level for the rest of the year.
In the United Kingdom, the short-term financial market rate
descended in the first months of 1994, then shifted upward
towards the end of the year. In France, this rate continued the
decline it had begun in 1993, which has reduced it to about half
of its 1992 level. In Japan, short-term rates fell by one
percentage point to just over 2%, the lowest level in years.
Meanwhile, long-term rates in developed countries rose by over
2% during the year as a result of greater expectations of
inflation, especially in the United States. In Germany, these
rates rose again after declining in the first quarter of 1994; the
same pattern was observed, though to a lesser degree, in
France, the United Kingdom and Japan.

The liberalization of world markets proceeded slowly. The North
American Free Trade Agreement (NAFTA), which went into effect
in early 1994, may soon be extended, since the Presidents of

" the United States and Mexico and the Prime Minister of Canada

invited Chile to join, with negotiations scheduled to begin early
in 1995. The culmination of the GAaTT negotiations, after years of
obstacles, also opened up bright prospects. The new agreement
was signed in January 1994, following the laborious conclusion
of a bilateral agreement between the United States and the
European countries, and has already been widely ratified; as a
result, the World Trade Organization, which supersedes GATT,
will begin operations on 1 January 1995.

b) Foreign trade and the terms of trade

The region’s external sector was once again quite favourable,
so that it did not hinder growth in most of the economies. Deficits
were again recorded in both merchandise trade and the current
account, but were easily financed with the continued large
inflows of capital from abroad. Export growth, though
appreciable in 1994, barely made up for another spurt in the
growth of imports. Thus, the Latin American countries’
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Figure 2
LATIN AMERICA AND THE CARIBBEAN: PRICE INDEXES
FOR MAIN GROUPS OF EXPORT COMMODITIES
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Figure 3
INTERNATIONAL INTEREST RATES
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merchandise trade deficit widened considerably less —by just
under US$ 3 billion— than in the preceding two years. After
running a surplus of US$ 9 billionin 1991, the region ran a deficit
ot US$ 10.3 billion in 1992, which swelied by US$ 5 billion in
1993. The smaller increase in the deficit in 1994 was mainly
attributable to the rise in commodity prices, which bolstered the
expansion of foreign sales, and to the steep decline in
Venezuela's imports as a result of its severe banking and
foreign-exchange crisis. Excluding that country, the region’s
merchandise trade deficit grew from US$ 18.6 billion in 1993 to
USS$ 26.9 billion in 1994. In any case, this deficit was still low,
representing less than 2% of regional output.

The current-account deficit also continued to increase, though
more slowly than in the preceding two years, and amounted to
about 3% of regional output. This outcome was due to both the
moderate increase in the merchandise trade deficit and the
US$ 2.7 billion rise in net payments of profits and interest.
Moreover, though the region’s import capacity grew by only 1%,
it was still considerable, thanks to the strong expansion in the
physical volume of exports, favourable terms of trade and the
maintenance of a sizeable net transfer of financial resources to
the region.

One striking change in the Latin American and Caribbean
countries’ foreign trade in recent years has been the growing
importance of intraregional trade. These flows have increased
substantially since 1990, nearly doubling their share of the
region’s total trade. However, in 1994, this proportion rose much
more slowly than in previous years, mainly because Argentina’s
imports from other countries of the region did not grow as fast
as before. On the other hand, since Brazil's imports snowballed
in the second half of the year, its purchases from other Latin
American countries have probably increased significantly.
Trade among the Southern Common Market (MERCOSUR)
countries and between them and Chile, spurred by free trade
and integration agreements, accounted for the bulk of
intraregional trade flows. Trade between Colombia and
Venezuela had also been considerable, but declined sharply in
1994 owing to Venezuela’s economic crisis. Trade among
the Central American countries has rebounded in recent years,
after plummeting in the 1980s, but lost momentum in 1994 (see
box 2).

The value of the region's merchandise exports rose by 14%,
reaching US$ 152.8 billion, as its rate of expansion quickened
after the moderate increases of 1992 and 1993. This behaviour
echoed the favourable pattern of 1987-1990, when external
sales had increased at a high average rate. The 1994 increase
reflected bigger export volume (8.3%) and, to a lesser extent, a
rise in unit values (5.6%) (see table A.9).

The region’s export performance was fairly homogeneous; six
countries —Bolivia, Chile, Colombia, Ecuador, Nicaragua and
Peru— achieved sizeable increases (20% or more), while 10
others —Argentina, Brazil, Costa Rica, Dominican Repubilic, El
Salvador, Guatemala, Honduras, Mexico, Uruguay and
Venezuela— boosted their exports by 8% to 19%. Only Haiti saw
a decline in the value of its exports, which plunged by more than
40%. The expansion of Latin American exports in 1994 was
driven both by commodities and by manutactures or
non-traditional products, though patterns in different countries
varied considerably.

Argentina’s exports grew substantially (16%) after making
modest gains in previous years. For the first time since 1990,
the rise in the physical volume of exports was proportionally
bigger than the rise in output, primarily because of increased
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foreign sales of manufactures. International prices of
agricultural products and some industrial raw materials rallied,
but petroleum prices fell further. In the aggregate, the export
price index seems to have risen, but only slightly; in other words,
theincrease in export value is largely attributable to the increase
in volume. Among agricultural products, strong upswings were
observed in exports of oilseeds, while those of cereals, fruits
and fishery products fell in the first half of the year. Most
manufactures exports rose (stimulated inter alia by the tax
refund system), especially those of transport equipment,
electrical equipment and leather goods.

Brazil’s external sales increased by nearly 12%, reaching an
all-time high of US$ 43.3 billion. This improvement stemmed
primarily from an uptum in sales of semi-manufactures, which
grew by more than 20%, followed by commodities and, lastly,
manufactures. In particular, coffee and soya products
accounted for nearly half the expansion of exports, but as a
result of higher prices for those commodities rather than larger
export volume. The expansion in raw tobacco and cellulose
exports also reflected higher international prices. The more
modest increase in manufactures exports is attributable to the
growth of the domestic market and the overvaluation of the local
currency (see table A.9).

The value of Mexico’'s exports grew by 14%, significantly
outstripping the preceding year's 9% increase and the 1992 rate
of only 2.5%. This improved performance was made possible
by a 20% expansion in non-oil exports, attributable primarily to
vigorous growth in sales of manufactures. Meanwhile,
petroleum revenues slid by more than 5% because of a slight
dip in the volume exported and a drop in the price of Mexican
crude oils. Manufactures exports continued to be led by the
automotive industry. Increases were also observed in sales of
data processing equipment, machine parts and components,
wiring components and textile fibres.

In Chile, the combination of stronger external demand and rising
international prices led to a 25% upsurge in the value of exports,
tollowing the preceding year's slump. The export sector thus
reverted to its expansive pattern of recent years, which yielded
an average annual increase of 12% between 1985 and 1992.
Prices for copper and cellulose —which, together, make up
nearly half of Chile’s total exports— recovered substantially. The
price of copper, which in 1993 had hit its lowest level since 1987,
began to climb early in the year and gained unexpected
momentum in the last six months, with the result that its average
level topped the 1993 price by some 20%. Total export volume
rose by 14% as shipments of copper and non-traditional exports
grew rapidly.

Exports from Colombia expanded quickly (20%), improving on
their modest performance of the preceding two years, to
approach some-US$ 9 billion. Prices for the country’s two main
export commodities fluctuated widely in the international
market. Although the price of petroleum rose by 30% in the first
seven months of the year, it lost half of that gain in the
succeeding months, with the result that its annual average was
lowerthanin 1993. Likewise, coffee prices peaked in September
at their highest level in eight years, but lost about 40% of that
increase by December. Meanwhile, non-traditional exports,
especially manutfactures, continued to climb steadily.

Peru’s exports grew by 23% to reach US$ 4,250 million, led by
an increase in the volume of traditional mining, agricultural and
fishery exports. The 7% rise in unit value was accounted for by
mining exports, since other commodities did not fare well in the
international market. Venezuela’s exports grew by 10% in 1994
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Box 2
THE PROGRESS OF INTEGRATION AND RECENT TRENDS IN- INTRAREGIONAL TRADE

- At the beginning of the 1990s, the regional integration process
entered a phase that was clearly distinct from that of previous
decades. In the 1980s, traditional mtegratnon schemes (Andean
Group, Central American Common Market and Caribbean
Community) were stalled by the effects of the external crisis and the-
- obsolescence of the existing model of integration. The bilateral
| agreements signed at that time .in the framework of the Latin
American Integration- Association (aia) were equally ill-equipped to
support reciprocal trade between the signatory countries.

Judging by recent developments, the integration process is making
greatstrides and is rapidly approaching levels of interrelationship that
will provide a solid foundation for future progress. On the ene hand,
trade and investment flows among the countries of the.region have
_displayed extraordinary growth. On the other, integration
agreements among. various groups of countries have proliferated,
‘and ‘are very different from those inherited from the past. These
second-generation -agréements already number about 30, and
_generally. seek the effective liberalization of most of the countries’
“trade within-unusually short periods of time.

Various factors have helped to shape these new circumstances.

They include the widespread return to. democratic regimes, which
- has facilitated ‘closer relations between countries; the gradual

recovery fromthe most devastating effects ofthe external debt crisis; .
- and the liberalization of economies in general and trade regimes in
. particular.

As shown by the table below, lntraregnonal exports (within the
- integration schemes listed) grew rapidly in the first four years of this
| decade, tripling within the Andean Pact and doubling within Laia and
- the Southem Common ‘Market (MErcosur), while exports to third:
| countries wers relatively sluggish. Preliminary data for 1994 suggest
- that the growth of intraregional trade has slowed recently, but that
| only in the case of the Central American Common Market cacmydoes
 this seem to have reduced the relative weight of intra-subregional
 trade.

| In'thisnew phase, the first sign of a revival in intraregional trade may
‘have been the series of agreements concluded between Argentina
and Brazil beginning in 1986, which led to the formation of mMercosur
in 1991. In 1995, mercosur will finally. meet its prime objective of
forming a customs union among its four member countries, though
‘inastill-imperfect form. Thatis, the countries will have liberalized the
‘bulk of their reciprocal trade, and will introduce a common extemal
tariff (ceT). This customs union is still imperfect because the cer will
not-apply to certain (albeit relatively short) lists of exceptions.

In this way, the countries will form an integrated market of 200 million
people, or 46% of the Latin American population,’ covering 59% of
the region’s land area, with a gross domestic product of nearly

US$ 700 billion —49% of-the regional total- and US$ 102 biflion in

world trade (exports plus ifhports). In other words; they will create an
|ntegrat|on scheme which accountsfor roughly half the value of Latin

America’s main economic indicators, and which will therefore have

unmistakable potential and drawing power: For the time being, trade

among the four countries has been vigorous, concentrated mainly in
the bilateral relation between Argentina and Brazil.

- The Andean Group has made similar progress singe the late 1980s,
- to.the extent that Bolivia, Colombia, Ecuador and Venezuela have
- already formedacustoms union, which will be joined by Peruin 1995.
In late Noverfiber 1994, the five countries reached final agreement

-on a cet, which will go into-effect on 1 February 1995. As-shown in .

 the table, intra-subregional trade is rapidly increasing its share of:
" exports, initially led by the burgeoning trade between Colombia and
Venezuela, but bolstéred recently by Ecuadors entry ‘into the
customs union and Peru’s economic liberalization.. :

Reciprocal trade within cacm has alsé made an impressive recovery
fromits depressed levels of the 1980s, so that today.these ¢ountries

boast the.highest trade index of all the groupings. A subgrouping
formed within cacw, consisting of El Salvador, Guatemala, Honduras
and-Nicaragua, has operated as a customs union since mid-1993. It
has also made significant progress towards the free flow of services, |
capital, people and vehicles. Costa-Rica and Panama are planning |
to incorporate themselves gradually into this process.

In.the case of the Caribbean Community (caricom), for which 1994 |
figurés are not yét available, progress has been slower because
more than one member country has encountered difficulties in
implementing the customs union agreement. These problems are -
due t6 the member countries’ more gradual liberalization with respect -
to- international trade, their complex extemal situation and the
heterogeneous composition of the grouping, which comprises the
subgrouping known as the Organization of Eastem Caribbedn States |
(©kcs). As a result, reciprocal trade has stagnated at its level of the
late 1980s.

In mid-1994, following lengthy negotiations, Colombia, Mexico and
Venezuela formed-another subregronal grouping, known as the
Group of Three- (G-3), whose aim is to establish atripartite free-trade _
area within 10years The agreement is based on solid grounds, such
as the large size of the coufitries involved, their geographical
proximity and .growing- convergence in the orientation of their
economic policies. The notable increase in trade between Colombia
and Venezuela since 1992 is also animportant asset.

Also of note is the growing number of secorid-generation bilateral
agreements spreading throughout the region. In general, they seek
to liberalize trade in-most items through lists of automatic tariff cuts
to be implemented in the relatively short term, although some stili opt
for negotiated liberalization. In this way, an increasingly intricate
‘constellation-of regional; subregional and bilateral agreements is |
being created, which will, in time, require careful efforts towards .
convergence, in order to preserve and consolidate the benefits of |
.regional integration.

INTRAREGIONAL AND TOTAL EXPORTS, 1990-1994
(Billions of doflars and percentage shares)

1980 1991 1992 1993 1994 ¢
LAIA .
- intraregional 12.2 15.0 194 236 26.3
- World 1127 11086 1157 1222 134.6
LAIA/MWorid 108% 136% 16.8% 193% 19.5% -
-‘Andean Group
- Intraregional 1.3 1.8 2.2 2.9 35
- World 308 286 281 285 292
Andean Group/World 4.1% 6.2% 7.9% 10.1% 11.9%
'MERCOSUR
- Intraregional 4.1 5.1 7.2 10.0 114
- World. 46 4 45.9 505 543 59.7
MERCOSURMorld 89% 111% 143% 185% 19.1%
CACM .
- Intraregional 0.6 0.7 0.9 14 1.2
- World 39 4.0 4.7 51 58
CACM/World 16.0% 174% 19.8% 224% 20.8%
CARICOM
- Intraregional 0.4 0.4 0.5 0.6 na
- World 3.9 3.8 4.1 43 na:
Latin.caricow'World 126% 116% 116% 128% na
-Latin.America and the
-Caribbean® ,
- Intraregional 16.0 19.3 24.4 29.2 32.3
-World. : 122.0 120.3 127.6 134:9 148.4
LA &C/World 131% 16.0% 21.7% 21.8%

19:2%

Source: eciac, on 1he basis of official data.

? Estimates based on partiai data.

® Includes Laia, cacm, Bahamas, Barbados, Belize, Dominican Republic, Guyana
Haiti, Jamaica, Panama, Suriname and “Trinidad and Tobago.

; NA Information.not available.

; ‘ ,I,n, this context, Latin America is definedas me_- 11 countries members of LAIA and the six Central-American countrigs.
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as a result of mutually offsetting trends. While petroleum sales
were affected by the decline in international market prices,
whose annual average was slightly lower than in 1993, an
increase in shipments more than made up for this deterioration.
Non-traditional exports, for their part, made further progress as
the situation in the domestic market remained problematic. The
value of these exports rose by 16%, buoyed by the Colombian
import boom and higher aluminium prices.

Bolivia also enjoyed strong export growth (27%).
Non-traditional and mining exports stood out, though the
increase was spread across most product categories. Among
the mining exports that recorded upturns were gold, silver and
tungsten, while soya beans, jewellery, wood and oil expanded
among non-traditional exports. Ecuador's foreign sales
recovered substantially from their decline the preceding year,
owing to various factors. On the one hand, the higher volume
of petroleum exports nearly offset their lower price, while both
the volume and the price of coffee exports increased. On the
other, higher shrimp prices more than offset a drop in export
volume. Sales of other agricultural and industrial products,
mainly to the countries members of the Andean Group
{particularly Colombia), expanded as well, while banana exports
revived after their 1993 decline.

Exports from Paraguay grew by only 2%, as international prices
of the main traditional exports improved only slightly and export
volume rose very little. The country’s trade with its MERCOSUR
partners continued to expand, accounting for a very high
proportion of Paraguay’s recorded external trade; this share is
substantially higher if unrecorded border transactions are also
considered. In Uruguay, more favourable conditions in the
international market and stronger demand in Brazil following the
introduction of the Real Plan, which substantially improved its
competitive capacity, resulted in significant growth (12%) in the
value of merchandise exports, despite the small increase in unit
value. The expansion was largely concentrated in traditional
products, particularly beef and wool. Non-traditional exports, in
tum, made a strong comeback in the second half of the year.
The rapid growth of sales to Brazil in the last six months of 1994
made that country Uruguay's biggest customer, outstripping
Argentina.

The value of exports from the Central American and Caribbean
countries for which information is available rose by about 10%.
Excluding Panamanian re-exports from the Colén Free Zone,
the increase in these countries’ foreign sales amounted to 12%,
an improvement over previous years, since export value grew
by only 1% in 1992 and 8% in 1993. The 1994 expansion was
due primarily to the rise in prices for those countries’ commodity
exports, such as coffee and, to a lesser degree, sugar. In
addition, trade among the Central American countries has been
bolstered by the consolidation of their integration arrangements.

Costa Rica’'s merchandise exports received a strong boost from
the rise in international coffee prices, though that effect was
partially offset by the retention of 20% of the country’s
exportable supply in accordance with an agreement reached by
the Association of Coffee Producing Countries. Other Costa
Rican exports showed mixed results. Bananas, which are still
the leading traditional export, suffered a 9% drop in sales, while
non-traditional products improved on the dynamism they had
exhibited in 1993, except in the case of maquila activity, which
more or less stagnated. The 13% increase in El Salvador’s
external sales, though high, fell short of the 25% growth
recorded in 1993. Despite the considerable rise in international
coffee prices, the value of traditional exports did not increase
as fast as that of non-traditional exports. On the one hand, sugar

and shrimp sales dwindled; on the other, the volume of coffee
exports up to September was 30% less than the amount sold
during the same period the preceding year. After the 1993 boom
in sales to the Central American market, exports to the
subregion expanded only 10% owing to weak demand in
neighbouring economies, particularly Honduras and Nicaragua.

The growth of Guatemala’s exports mainly reflected higher
international prices, since export volume increased only
moderately. Sales to Central America rose by 10%, while
maquila sales increased by 12% and other non-traditional
exports, by 10%. The 12% rise in merchandise exports from
Honduras was entirely attributable t6 a price increase of nearly
20%, since export volume contracted by 6%. Once again, the
volume of banana exports declined in the face of a slump in
external demand in the European market, which also helped to
depress prices. The value of foreign sales of shrimp, which have
flourishedin recent years, took another upturn as a result of both
volume and price increases. However, the country could not
take advantage of higher coffee prices by boosting export
volume because the preceding year's output had been lowered
in response to the drop in international prices at that time.
Nicaragua's merchandise exports continued to gain in value
(24%) as coffee exports doubled their contribution owing to good
prices and higher volumes.

Panama saw its merchandise exports slacken as a result of
dwindling foreign sales of meat, coffee, bananas and clothing.
Imports of crude oil and exports of petroleum products were also
depressed because of problems with. refinery operations.
Re-exports showed a bigger increase, supported by the
recovery of the Latin American economies in a climate of trade
liberalization which has bolstered activity in the Colon Free
Zone.

The value of goods exported from the Dominican Republic
rose by 12% as external sales of minerals, coffee and cocoa
increased, while those of raw sugar, tobacco and furfural
slumped. Exports from Haiti continued to plunge, shrinking to
one fourth of the value they had reached three years earlier, as
a consequence of the trade embargo, which was not lifted until
the end of the year.

For the fifth straight year, the value of the goods imported by
Latin America and the Caribbean expanded, reaching US$ 171
billion as a result of a 15% increase over 1993. The volume of
imports rose by 12% and their unit value, by nearly 3%. The
expansion was facilitated and even stimulated by large inflows
of capital. The biggest increases were observed in Argentina,
Brazil, Colombia, Mexico, Peru and Uruguay, with gains of 18%
or more in relation to 1993. Imports to Chile, Costa Rica,
Dominican Republic, Ecuador, El Salvador, Nicaragua, Panama
and Paraguay also grew quickly, by 6% to 9%. Bolivia,
Guatemala and Honduras recorded more moderate import
growth, while Haiti and Venezuela drastically reduced their
imports. About 90% of the total region-wide expansion was
accounted for by the increases recorded in three countries:
Mexico, with US$ 9.6 billion; Brazil, with US$ 6.3 billion; and
Argentina, with US$ 3.9 billion. In contrast, Venezuela's imports
plummeted more than three times faster than in 1993, by
US$ 3.3 billion (see table A.10).

Imports of capital goods made the biggest gains, driven by a
surge in investment in several countries of the region. Foreign
purchases of consumer and intermediate goods also -grew
appreciably, while fuel imports slackened owing to the drop in
oil prices. The countries that boosted their imports of capital
goods were led by Argentina and Peru, with increases of around
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imports of capital goods contracted in Bolivia, Guatemala and
Nicaragua.

After moderating in 1993, the expansion of Argentina’s imports
gained fresh vigour (25%), mainly because of copious
purchases of capital goods, though intermediate and consumer
goods also increased considerably. Among the sectors that
imported equipment were the communications and transport
industries, as well as manufacturing. Brazil also witnessed a
strong upswing in imports (24%), which brought the total to
US$ 3.2 billion, as demand revived in response to
exchange-rate appreciation and the more liberal import regime
introduced in previous years. These trends intensified when the
third stage of the Real Pian was launched in July, since the new
currency was revalued by over 15% in nominal terms and tariffs
were cut still further to alleviate domestic supply problems. All
categories of imports expanded except petroleum and
petroleum products, which fell by more than 5% because of the
decline in intérnational prices. The value of Mexico's imports,
which had moderated its rapid growth in 1993, picked up speed
again in all three categories of goods in 1994, with increases of
about 20%. The fastest-growing items were those purchased
by the automotive industry, as well as parts and components for
unspecified industries, data processing equipment and parts,
fresh and chilled meats and electric power generators and
transformers.

Chile recorded a 7% increase in the value of imports. This
slow-down did not begin untif the second half of 1993, since the
expansion had amounted to 20% in the first half. The adjustment
measures implemented in mid-1993 to hold down the growth of
domestic spending were a decisive factor in this regard.
Colombia’s imports rose steeply (22%), though without
matching their growth rates of 1992 and 1993, which had been
33% and 51%, respectively. External purchases amounted to
US$ 11 billion as a result of the liberalization policy introduced
in previous years, the downturn in the real exchange rate and
the maintenance of rapid economic growth. Peru’s imports
received a strong impetus from economic recovery, rising to
US$ 5.5 billion and topping their 1993 level by 36%. In
Venezuela, imports fell sharply as the economy sank deeper
into recession and exchange controls were imposed, declining
by an estimated 30% despite the use of deferred payments and
import credits to mitigate the scarcity of foreign exchange,
particularly in the third quarter.

Bolivia’'s imponts grew by just over 3%, with a marked decrease
in purchases of capital goods, which was offset by an increase
inimports of consumer goods. This behaviour reflected the fiscal
adjustment and the decline in investment. Ecuador recorded a
14% expansion in imports, which was comparable to the
preceding year's increase, with especially high growth in
consumer durables, industrial raw materials and transport
equipment. Paraguay increased its imports by 7%, or
somewhat more than in 1993. Meanwhile, the value of
Uruguay’s imports rose by 23%, accelerating significantly in
relation to 1993. Consumer and intermediate goods were the
fastest-growing foreign purchases. Among consumer goods,
notable increases were observed in imports of food and
beverages and of household appliances. Imports of capital
goods also rose, though at a slower rate (around 10%).

In the countries of Central America and the Caribbean for which
information is available,, the value of imports rose by 6%. Five
countries of this group had rates of between 6% and 9%.
Guatemala and Honduras showed slight increases, whereas
Hait’s imports declined again. in Costa Rica, merchandise
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imports rose by 8%, a much slower rate than in previous years.
The relative slow-down in economic activity, lower income from
private capital to finance imports, and less domestic credit
explain the smaller rate. El Salvador’s merchandise imports
grew by 9%, prolonging the deceleration that began the year
before, after expanding notably in 1992. Imports of most items
increased: fertilizer and construction goods showed greater
demand, while oil purchases declined. As in 1993, transport
equipment purchases made the biggest impact on capital goods
imports. Guatemala’s imports rose by 2%, but with
considerable differences between the distinct categories. Thus,
consumer goods grew the most (11%), followed by raw
materials (3%). Capital goods purchases, to the contrary,
contracted by 9%, reflecting the sluggishness in investments.
Nicaragua’s imports rose again (9%), after falling the year
before, reflecting a slight improvement in the economy’s
performance, with a modest reactivation, export growth,
growing capital inflows, and an increase in international
reserves.

Panama’s merchandise imports for domestic activity showed
sustained growth (10%), stimulated by the tariff liberalization in
effect since the year before. Capital goods, foodstuffs and
intermediate goods were especially important, with increases of
around 15%. The value of the Dominican Republic’s
merchandise imports rose by 6%. Even though more oil was
bought, it cost virtually the same as the previous year. Other
imports increased, such as automotive vehicles,
pharmaceutical products, and industrial equipment and
machinery. Haiti’s imports continued to plummet, after
contracting sharply during the previous biennium due to the
political crisis. The termination of the embargo at the end of
November has yet to reverse this trend.

The terms of trade of the region as a whole rose by 2.8% in
1994, due to the increase of 5.6% in the unit value of exports,
which surpassed the rise in unit value of imports, which was only
2.7%. However, the terms of trade for Latin America and the
Caribbean was 11% below that of 1990 and 29% lower than that
of 1980 (see table A.11). Terms of trade rose in most of the
economies of the region, falling only in Paraguay, Uruguay and
Venezuela, and remaining the same in Argentina. Central
America had the biggest gains, where the sharp rise in coffee
prices contributed to the strong recovery of the terms of trade,
along with the drop in international oil prices, since all these
countries are dependant on oil imports.

Colombia’s terms of trade also rose because of the robust
upswing in coffee prices, but they were negatively affected by
the decline in oil prices. In any case, the terms of trade grew
considerably, by almost 13%. Brazil also improved its terms of
trade, because of coffee prices and other basic or
semi-industrialized products, such as soya, orange juice and
cocoa, while being favoured by the drop in oil prices as a net
importer. The rise in metal prices led to improved terms of trade
in Bolivia, Chile and Peru. The 1% decline in Venezuela's terms
of trade was mostly due to the deterioration of cil prices and to
the rise in prices for imports. However, Mexico, another large
oil exporter in the region, managed to have a positive balance,
since the drop in oil prices was more than offset by the rise in
prices for other commodities. Ecuador showed a similar trend,
although with a somewhat lower rise in its terms of trade.
Uruguay’s fell slightly, since prices for its exports barely rose.

The purchasing power of the region’s merchandise exports
(defined as the volume of exports adjusted by the terms of trade,
which is the same as the value of exports deflated by the unit
value of imports) grew by 11%, somewhat more than the growth
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Box3™

NORTH AMERICAN FREE TRADE AGREEMENT (NAFTA):FIRST lMPACT
“ON MEXICO AND CENTRAL AMERICA ’

The North American Free Trade Agreemem signed by Canada,
| United States andMexico, whichtookeffect 1 January 1994, includes
| provisions on reciproeal liberalization for goods and services and
commitments with respéct to conflict resolution and rules of origin. it
- also includes elements that aré unusual in free trade agreements,
| such as those dealmg with the environment and labour.

 Trade between the three member countries increased before NAFTA,
 but much'more so after it came into effect,’ altnough the balance of
“trade tends to be unfavourable to Mexico. In the fi rst quarter of 1994,
‘Mexico's trade deficit climbed to US$ 8,858 milfion, 30% higher than
for the same ‘period the.year before.

However, NaFTA is more than an instrument for: tradehberahzanon it
has had a positive sffect on other variables. The rriost interesting
example is:foreign direct investment oy flows to narTa members,

which-have expanded tremendously. Foi reached US$: 3.3 billion in-

| the first half of 1994 (excluding investments in stock, which totalled
- US$ 3.7 biflion), a 25% increase over the same period the year
‘ before.

Asa negohated agreement b:ndmg on allits members, nAFTA has the
- Main advantage of becoming. a sure, transparent, predictable
instrumeént of reciprocal trade beiween countries whose trade is
‘already significant. It is not a strictly promenona! instrument for
‘generating trade, but rather a mechapism thatis going tofacilitate or
render more expeditious and regulate a- pre- existing ‘trade with
potential for expanswn

the partners Dunng the transmon perlod towards complele_
. liberalization ~15 years for sorrie sectors— NaFTA will function as a
- mechanistn to administer trade that will create added administrative
. burdens for the partners' customs-and trade inspection systems..In
- addition, the-possibility that technical regulations, sanitary controls
- and: phytosanitary and. animal husbandry provisions, or tocal
. environmental legislation become technical trade barriers is another

- potential cause for concern, srnoeframeworksfortheseaspects have

yet to négotiated mumlaterauy

Already in the first months of implementation, trade operators in

Canada, the United States and Mexico have claimed that certain

national-authorities in the three countries may be using this type-of:

- measure to limit, slow down or contro} the exparision of trade flows
in-certain. sectors If the member countries so dec:de restrictive
| agreements or quotas canbe. adopted within the framework of NAFTA,
- withthe net effec(ofdnverswn limitation orcontrot of amountstraded.

' The formation of -a free trade zone in North America, whose

- implications are stili not totally clear, has led the countries of Central -

* America to look for ways to negotiate or achieve treatment simitar.to
Mexico's in RAFTA on the part of its main trading _part_ner T__he main

objéctive is to be includedin this process and to limit the risk of trade

diversion and-investments from Mexico as a poténtial. competitor.
Mexico’s sharein United States imports rose from 6.72% during the
firstseven months of 1993 to 7.31% during the same’period in 1994,

" and the share of a group of Central American and Caribbean’

- countries? declined from 1.28% to 1 23%. 1t cannot be inferred from
" this, however, that trade was diverted to the detriment of the small
- countries. These .countries. do not lose posmon in the markets in
" which they participate.® What is-happeningis that the pmﬂucts they
| expott are losmg relative lmportanoe

-Itshould be.mentioned thatthings that have yet to happen could take
place in the future: The impossibility of predicting with certitude
changes in flows of foreign-direct investment creates doubts. about
future'trade. flows

‘Mexico’s entrance into naeTA changes the exceptionally. privileged
situation Central America had for exporting to United States markets,
thanks to the Generalized System of Prefersnces and the Caribbean |
Basin Inifiafive. With the implementation of.narTa, there is ‘a
perception that Cefitral America needs new trade agreements with
-the United States in-arder to avoid trade and investment diversion
towards Mexico.

The most attractive, but'less probable, optionfor Central Amenca in-
the short term is to be mcorporated into NaFTA. That would give
Central America permanent access —not subject to unilateral .
concessions—to a large market. Besides stimulating trade; it would .
create attractive conditions forforeign directinvestment: in any case, -
‘entrance into NarTA would entail costs for Central Arerica, especially |
stricter rules of origin (50%, as opposed to 35% required of countries
in the Caribbean Basin Initiative), increased wulnerability to |
anti-dumping measures and, over the medium term,1ess benefits for |
the magquiladora products contammg cloth riot made in‘the United
States. = i

The most feasible alternative in the short termis to sign an interim
trade programme, in order to obtain the same conditions as Mexico
innasTa for the Caribbean Basin initiative countries’ clothingindustry.
This programme would b in effect during the period needed forthe
countries to meet the conditions for full incorporation into NarTA. The
interim trade programmé could be renewed each year, be -
non-contractual and conceded unilateraﬂy by the: United Siates, |
while its financing is being secured. The precarious conditions of this -
programme and its limited scope indicate that Central America’s -
efforts to improve its competitiveness independently of new trade |
agreements.could he more effective in attracting foreign capital or-
preventing it from- emlgratlng to Mexico: Tothe advantagesit already:
has, mainly inexpensive manpower, others. should be added:
_improved infrastructure, a legal framework ‘for more expeditious
pfocedures and security for foreigh investment, and a special effort

" toraise the skill level of the labour force. The search fornew niches’

“for Central-American industry is feasible without belongmg O NAFTA:

.- as the maquiladora indusiry. is gradually ‘eliminated in \Mexico,

pursuant to NAFTA provisions, new spaces may.arise for the Central -

- American maquiladoraindustry.

SHARE AND GROWTH RATES OF EXPORTS TO

THE UNITED STAT‘ES
Share - Growth
: 1994~ 1993- 1992-

1994 4 993 1993 1902 1991
Total » 116 9.5 8.5
Canada 19.45 1954 11.1 12.5 8.0
Mexico - 7.31 6.72 21.4 139 115
Guatemala 0.19 0.22 3.1 9.8 - 202
El Salvador 0.09 0.09 166 256 26,7 -
Honduras 0.16 0.16 11.0 174 41.4
Nicaragua 0.03 0.02 41.9 81.5 153" - |
“Costa Rica 0.26 0.27 5.1 10.0 22.6
Panama 0.04 0.04 16.4 6.8 -10.0
Haita 0.01 0.03 -45.8 44.0: -62.3
Dominican Republic 0.46 0.46 110 127 19.7
Totatfor small countries  1.23° - 1.28 T2 14.0 =473
‘Rest of the world 72 00 7247 10.8 8. 3 8 3,

Source: Calculated on the basis of data from the Bureau of the Census,
Department of Commerce.
Note: The first three columns refer to January-July of each'year.

! Be!ween January and June 1994, Mexico's. trade with the Unned States |ncreased by 1.5 % while'trade between Mexloo and Canada grew by 33%
2 Guatemala, El Salvador, Honduras, Nicaragua, Costa Rica, Panama, Haiti and the Dominlcan Republic.
% See ECLAC “Central América yel TLC Efectos lnmedialos e lmphcamones Futura ECLAC Mexico, October 1994,
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in volume, given the moderate recovery in the terms of trade for
the whole region (see table A.13).

Anincrease inthe purchasing power of exports was widespread,
since 17 of the 19 countries for which information is available
showed rises (with Haiti and Paraguay the exceptions), and in
most cases the increase was significant. However, there were
differences with respect to the determinant factor of the
expansion. In 10 countries (Argentina, Bolivia, Brazil, Chile,
Ecuador, Mexico, Nicaragua, Peru, Uruguay and Venezuela),
the rise in the purchasing power of exports was almost
exclusively due to the increases in physical volume. In Brazil
and Nicaragua, expansion came form a combination of more
volume and better terms of trade. In six other countries
(Colombia, Costa Rica, Dominican Repubtic, El Salvador,
Guatemala and Honduras), it was due to a significant recovery
of the terms of trade. In Central America and Colombia, the rise
in the purchasing power of exports was due to the spectacular
jump in coffee prices, while the volume of external sales either
grew only moderately or contracted. As for Panama, improved
terms of trade and an increase in volume were equally important
factors.

The deficit on the balance of merchandise increased by 19%,
going from US$ 15.3 biltion in 1993 to US$ 18.9 billion in 1994
(see table A.14). This widening of the trade gap was mostly due
to larger deficits in Argentina, Mexico and Peru and the sharp
drop in Brazil's trade surplus, which were partially offset by
better balances in Chile and Venezuela, with Chile going from
a negative to a positive balance and Venezuela expanding
sharply its trade balance {see table A.14).

The trade balance for goods and services was more favourable
than for goods alone, since the deficit on non-factor services
declined by 12%. That was basically due to a rise in Mexico's
net income of US$ 600 million and the reduction (by US$ 700
million) of Venezuela's negative balance. That, however, was
partially offset by larger net revenues in Argentina and Brazil.
Mexico’'s expansion of services was due to the excellent balance
of the maquiladoraindustry, which records its net revenue under
services. The decline in Venezuela and the increases in
Argentina and Brazil are explained by changes in transport
services, closely linked to merchandise imports, which
plummeted in Venezuela and expanded strongly in Argentina
and Brazil (see table A.15).

¢) The current account and external financing

Latin America’s deficit on the current account of the balance of
payments increasedin 1994, although less than the year before.
The negative balance on this account increased significantly in
1991 to US$ 19 billion, and jumped to US$ 37 billion in 1992,
and again to US$ 46 billionin 1993. It continued its upwardtrend
in 1994, reaching US$ 50 billion. This deterioration reflects the
trend in the trade balance and an increase in the negative
balance of Latin America and the Caribbean’s profits and
interests (see table A.15). After decliningin 1991 and 1992, this
negative balance of profits and interests increased in 1993,
going from US$ 31 billion to US$ 32.9 billion and reaching
US$ 35.6 billion in 1994. The main differences with respect to
the previous year were increases in net factor payments:
US$ 1.2 billion in Mexico, US$ 900 million in Brazil, US$ 600
million in Argentina, and US$ 200 million in Colombia. The
countries of Central America and the Caribbean, to the contrary,
reduced their negative balances (see table A.15).

The increase in the negative balance on Latin American and
Caribbean factor services reflects the net effect of interest
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payments and the continuous outflow of profits. Interest accrued
on the external debt rose, partially because of the rise in
international dollar interest rates. However, the impact of those
upswings in interest rates was still not that great; their full effect
will only be felt next year, since interest rates have been climbing
slowly and only began to rise more rapidly at the end of the year.
A rise in interest rates has a delayed effect on the amount of
interest accrued. Also, remittances of profits on foreign direct
investment increased, as a consequence of the decline in real
exchange rates and the greater weight of foreign investment in
the region.

Virtually all the deterioration of the balance on current account
was due to Argentina, Brazil and Mexico, partially offset by
Chile’s lower deficit and Venezuela’s change of sign. The most
striking increase in the deficit was Mexico’s, from US$ 23.5
billion in 1993 to US$ 28.1 billion in 1994. Those of Argentina
and Brazil also grew, by US$ 3 billion and US$ 2.4 billion,
respectively. Venezuela’s change of sign meant entailed a shift
from a deficit of US$ 1.8 billion to a healthy surplus of US$ 4.1
billion. Chile, in turn, considerably reduced its deficit on current
account, from US$ 2.4 billion in 1993 to US$ 600 million in 1994.
As a group, the countries of Latin America and the Caribbean
showed better balances on their current account in 1994, with
huge reductions in the deficits of the Dominican Republic and
Guatemala and a rise in Panama’s.

For the fourth year in a row, the region continued in 1994 to
receive an abundant inflow of capital, close to US$ 57 billion,
equivalent to 5% of gross domestic product. This, however, was
a decline of US$ 8.5 billion with respect to 1993, due to a sharp
drop in bond issues, especially in the second quarter. It should
be mentioned that bond issues dropped sharply during the
second quarter of 1994 throughout the world, mostly because
of the rise in interest rates in the United States. However, other
kinds of capital flows, including direct investment, supplier credit
and loans from multilateral agencies increased in 1994.

In a context of turbulent international financial markets and
political and economic problems in some countries, capital flows
to the region were sustained reasonably well. Indeed, declines
in flows were limited to countries with temporary problems, and
thus were not general. A large part of the decline in capital flows
during 1994 was concentrated in two countries: Mexico and
Venezuela.

Mexico recorded in 1994 a net inflow of US$ 19.5 billion,
US$ 10 billion less than in 1993, due to domestic political
instability, the rise in United States interest rates, and
uncertainty in financial markets. The decline consisted
essentially of sharp drops in portfolio investment and other
capital, since direct investment increased notably. The stock
market's net flows remained the same as the year before,
US$ 10.7 billion. However, money market securities in pesos
—mostly treasury certificates (CeTesy- plummeted from almost
US$ 7 billion in 1993 to US$ 2.6 billion in 1994, Money market
securities denominated in foreign currency also declined
appreciably from US$ 11 billion at the end of last year to US$ 6
billion at the end of this year. Direct investment, to the contrary,
soared (67%) from almost US$ 5 billionin 1993 to US$ 8.3 billion
this year. Thus, Mexico continued to be the main recipient of
capital flows in the region, capturing more than 30% of external
resources.

Venezuela had a net outflow of capital, estimated at US$ 4.5
billion, basically due to the country's economic instability, with
crises in the banking system and changes in economic policy.
A large percentage of that amount corresponds to short-term
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credit and errors and omissions (mostly capital flight), especially
during the first half of the year. It should be noted that the
establishment of exchange controls in the third quarter of 1994
reversed the downward trend on the capital account by forced
arrears in interest and principal payments and regulations on
the allocation of foreign currency.

In contrast, several countries saw their capital inflows increase
during 1994. This increase was particularly noticeable in Peru,
with a net inflow of US$ 6 billion, a historic high, representing
almost 12% of cop. Half of these resources were direct
investment, and two-thirds came from the privatization of the
National Telecommunications Company and the Peruvian
Telephone Company. Colombia recorded an unprecedented
inflow of almost US$ 3.1 billion, half of which was direct
investment. It is noteworthy that this huge flow took place in a
context in which measures were introduced to reduce incentives
to short-term capital inflows. Paraguay also recorded a large
inflow of capital in 1994, reaching US$ 1,050 million.

Brazil, a country with considerably improved prospects,
recorded in 1994 —especially from the second quarter onward—
higher capital flows than in 1993, reaching US$ 13 billion,
including almost US$ 2 billion in direct investment, US$ 6 billion
in portfolio investment, financing through increasingly important
Eurocommercial and medium-term paper, and other minor
flows. Net capital flows to Chile increased from US$ 2,850
million in 1993 to US$ 3,150 million in 1994, in a framework of
measures designed to discourage certain short-term capital
inflows. Direct and portfolio investment were similar, estimated
around US$ 1.5 billion each. It is interesting to note that in June
of this year foreign direct investment appeared to be heavily
concentrated in the mining sector (more than 70%). Argentina,
as in the previous biennium, captured US$ 10.5 in extemnal
resources, in directinvestment, portfolio investment, bank loans
and supplier credit. Uruguay this year received practicaliy the
same capital flows as the year before, whereas Bolivia and
Ecuador showed moderate declines.

The countries of Central America andthe Caribbean, as a group,
received almost US$ 1 billion less in external resources. The
Dominican Republic saw a net outflow of US$ 80 millionin 1994,
after receiving an inflow of US$ 500 million in 1993. Net inflows
to Costa Rica and Guatemala fell by half in 1994, and they
remained almost the same as in 1993 in El Salvador and
Honduras. Haiti, Panama and Nicaragua were the only
countries of Central America and the Caribbean that increased
their net capital flows from abroad.

Bond issues in Latin America during the first nine months of
1994 totalled US$ 13.6 billion, a 27% contraction in relation to
the US$ 18.7 billion sold in that same period in 1993 (see table
A.17). More than U3$ 4 billion in bonds were estimated to have
been issued during the last quarter of 1994, putting the total
bond issue for the year at US$ 17.5 billion. That would be
considerably below the level for 1993, but far above that for
1992. Itis noteworthy that the fall in bond issues is concentrated
in the second quarter of 1994 and that they began to recover
during the third quarter of this year. That suggests that the bond
market is gradually recovering from the negative impact caused
by the first rise in United States interest rates and the events in
Mexico and Venezuela. Fourteen Latin American countries
panticipated in the bond market during the first nine months of
1994. Most of these securities were issued by two countries:
Mexico, with more than half, and Argentina, with a quarter. The
rest were issued by Brazil, Chile, Colombia, Jamaica, Panama,
Peru, Trinidad and Tobago, Uruguay and Venezuela, as well as

Barbados, Bolivia and Costa Rica, recent entries into this
market.

These 1994 Latin American bonds were characterized by: a
higher proportion with variable interest rates, owing to the
upward trend in interest rates and to the volatility of the markets;
larger margins over the reference rates at which borrowers can
sell their bonds, which increases their costs: and a decline
during the first half of 1994 in the proportion of bonds sold by
the private sector, a trend that reversed during the third quarter.
That trend and longer maturity terms, especially on Mexico's
bonds, are other indications that the bond market is returning to
normal behaviour.

Stock purchases in both local and foreign markets provided a
new source of foreign capital in 1994, mostly in the United
States. Earnings in dollar terms, which were appreciable in
1993, dropped sharply in some countries and even showed
losses. Share prices in mid-November of this year, compared
with those at the end of 1993, fell in Venezuela (-32%),
Argentina and Mexico (-14%), and rose in Brazil (84%), Peru
(568%) and Chile (47%), with the weighted average for share
prices in Latin America rising by 12%, significantly higher than
European markets, which fell by 11%, and also the emerging
Asian markets, which rose by only 2% (see table A.19).

Numerous Latin American enterprises continued to sell shares
in American Depositary receipts (ADRs) in the United States
market, and to a lesser extent, global depositary receipts (GORs)
in the world stock market. During the first nine months of the
year, international sales of new Latin American issues (fresh
capital) were almost US$ 3.8 hillion, a 12% increase with respect
to the same period the year before (see table A.13). Mexico was
responsible for close to 40% of that amount, and for the rest
enterprises in Argentina, Brazil, Chile, Colombia and Peru. Of
these countries, large amounts went to Brazil (US$ 900 million),
Argentina (US$ 570 million) and Chile (US$ 480 million). Peru,
which attracted US$ 130 million during the first nine months of
1994, is awakening a growing interest among investors.

Institutional investors continue to show interest in portfolio
investment, but they are paying more attention to the prestige
of the enterprises and their liquidity. in recent months, some
Latin American enterprises that sold Aprs saw the price of their
shares drop considerably. It is estimated that the amount of
regional stock sales to foreigners will by the end of the year be
at least similar to that of 1993.

Net credit from intemational commercial banks to the region was
negative by US$ 2,250 million at the end of June 1994,
according to figures from the Bank for International Settlements.
That amount was produced by two opposing movements. On
the one hand, in June 1994 Brazil's commercial debt of US$ 64
billion was reduced by US$ 4.4 billion with respect to the end of
1993, due to the implementation of the Brady agreement to
reduce external debt; also in the first half of the year,
Venezuela's bank loans were reduced by US$ 1,850 million,
reflecting the difficulties of the domestic banking system. Onthe
other hand, the level of credit rose during the first haif of the year
in Mexico (US$ 1.7 billion), Colombia (US$ 930 million), Chile
(US$ 500 million) and Argentina (US$ 1,020 million), which also
secured a syndicated loan for US$ 500 million during the third
quarter of 1994. That syndicated loan couid signal the beginning
of greater access to this kind of loan for Latin American
countries. In fact, the region as a whole obtained US$ 3.6 billion
in syndicated loans during the first nine months of 1994,
US$ 1.8 billion of which was granted during the third quarter.
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The net transfer of resources towards Latin America and the
Caribbean continued to be positive for the fourth consecutive
year, albeit 35% less than in 1993 (see table A.16). The net
transfer of resources was only US$ 21 billion in 1994, as
opposed to US$ 32 billion the year before. Most of the reduction
in net transfer was in Mexico, Venezuela and the countries of
Central America and the Caribbean. Transfers were strongly
negative in Venezuela (-US$ 6.2 billion) and the Dominican
Republic (-US$ 225 million), while transfers to Mexico declined
notably from US$ 18.6 billion in 1993 to only US$ 7.4 billion in
1994. Eight other countries reduced their net transfer, including
Guatemala, Bolivia, Costa Rica and Ecuador. Argentina, to the
contrary, continued to receive a comfortably positive amount
(USS$ 6 billion). Peru almost trebled its 1993 transfer, reaching
USS$ 5 billion, and Brazil reversed its negative transfer in 1993
to US$ 2 billion in 1994.

d) External debt

i} General trends. The external debt of Latin America and the
Caribbean grew by almost US$ 30 billionin 1994, reaching US$
534 billion by the end of the year (see table A.20). This is an
increase of 5.8%, a somewhat lower rate than that of 1993. The
debtincreased mostly because of bond issues for an estimated
US$ 17 billion. Bond sales played a key role in the larger
economies; in the January-September 1994 period, bonds sold
by Argentina, Brazil and Mexico represented 85% of the bonds
issued by Latin American countries. Eurocommercial and
medium-term paper, syndicated loans and supplier credit added
to the debt, as well as exchange rate variations owing to the
depreciation of the doliar, especially in relation to the mark and
the yen. In other countries, especially in the smaller economies,
loans from multilateral bodies and bilateral sources increased
their overseas liabilities. On the other hand, Brazil, the
Dominican Republic and Ecuador lowered their rate or
diminished their indebtedness through debt-reduction
operations in the framework of the Brady Plan.

The external debt varied slightly in most Latin American
countries. The Dominican Republic, however, reduced its debt
by 10%, essentially by restructuring the extermal commercial
debt through the Brady Plan. Only four countries increased their
debt significantly. The expansion of indebtedness in Colombia
(15%) and Chile (9%) was due to strong growth in private debt,
since in both cases public sector external liabilities diminished.
The increase in Bolivia’s debt (12%), to the contrary, came
mostly from the public sector. Argentina’s debt also increased
by 10%, most of it, apparently, from the public sector. Five other
countries, Honduras, Mexico, Nicaragua, Peru and Trinidad and
Tobago, increased their external debt by between 4% and 7%,
most of it in the public sector. The rest of the Latin American
countries showed only minor changes.

The secondary market reacted selectively to events in Mexico
and Venezuela and the ongoing process of recovering from a
decade of debt crisis. Apart from those two countries, others in
the region recorded insignificant changes in the price of their
debt in 1994. Between April and October 1994, Brazil, Panama
and Peru showed the largest recoveries in the region. The price
for the debt of Jamaica (85%), Chile (95%) and Colombia (90%)
remained stable throughout the year.

iy The debtburden. The Latin American debt burden, as it has
since 1987, continued to decline. The coefficient of interest
payments, as a percentage of exports of goods and services,
remained the same as in the previous biennium, around 20%,
which is still high. It should be mentioned that this coefficient
was close to 40% in 1982-1983 (see table A.21). In 1994, only

six Latin American countries (Costa Rica, Chile, Dominican
Republic, EI Salvador, Guatemala and Paraguay) had
coefficients lower or around 10%, the figure which most analysts
consider acceptable. All the others are still above that figure.
Six other countries recorded coefficients above or equal to 20%:
Nicaragua (110%), Mexico (24%), Brazil and Peru (22%),
Argentina and Honduras (20%).

The decline in the ratio between interest over exports in 1994
was the result of a vigorous expansion of exports of goods and
services far above the rise in interest payments. External sales
went from US$ 170 billion in 1993 to around US$ 195 billion in
1994, while net payments of interest and profits increased from
US$ 32.9 billion to US$ 35.6 billion, due to the rise in
international interest rates. (The LiBOR rate applied to adjustable
external debt rose from 3.5% in 1993 to 3.9% in 1994}. The
expansion of the external debt, most of which is at adjustable
interest rates, and the rise in the cost of intermediation in the
case of bonds also explain the increased payments.

Thanks to the moderate expansion of external debt and the
strong growth of exports, Latin America improved its
debt/exports ratio to 280%, a figure similar to the one the region
had before the debt crisis, although still higher than the 1980
figure (250%) (see table A.22).

All the countries of the region, with the exception of Haiti and
Paraguay, improved that indicator. Beyond a doubt, Nicaragua
and Haiti have such high figures (2,700% and 1,160%,
respectively) that they require special attention, including
sizable cancellations of external debt. The indicators of Peru
{(433%) and Argentina (412%) are also cause for concern. Peru
is restructuring its commercial debt, which it will probably
complete during 1995 in the framework of the Brady Plan.
Argentina, although with a high level, has gradually reduced that
indicator since 1987, when it was at a record 717%. A group of
countries comprised of Brazil, Honduras, Ecuador and Uruguay,
has coefficients between 330% and 280%,; all these economies
have steadily lowered this ratio over the last few years. Mexico
has stabilized its coefficient over the last five vyears
around 270%. The following countries have achieved more
comfortable debt/exports ratios: Venezuela (222%), Colombia
(177%), El Salvador (166%), Dominican Republic (161%}), Chile
(145%), Costa Rica {(123%), Guatemala (97%) and Paraguay
(71%).

iii)y Renegotiation of the external debt. In August 1994 the
Government of the Dominican” Republic terminated the
renegotiation of its debt with commercial banks, a process that
began in 1993. The agreement combines the normal conditions
of the Brady Plan with an added option which allows for even
more debt reduction. it applies US$ 1,250 million to the principal
and interest arrears. The menu of options with respect to the
principal includes: a buyback at 25% of face value, a 30-year
discount bond with a grace period and a discount of 35% and
an interest rate of 0.81% over LiBOR, and an 18-year par-value
bond with a nine-year grace period, and a yield of 3% the first
two years, 3.5% the third and fourth years, 4% the fifth and sixth,
and 0.81% over LiBoR the following years. The discount bonds
are secured by a zero-coupon United States Treasury bond and
a renewable interest guarantee; the par-value bonds have no
collateral. With respect to interest arrears, 12.5% must be paid
in cash and the remainder converted to 15-year bonds with a
yield of 0.8125% over uBOR. By reaching the agreement with
private foreign banks in August 1994, the debt was reduced from
US$ 1,250 million to US$ 520 million, US$ 329 of which was
automatically redeemed with zero-coupon bonds.
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In October 1994, Ecuador restructured its external commercial
debt in the framework of the Brady Plan, including US$ 4.5
million in amortization and US$ 3.4 billion in interest arrears.
The menu of options for the principal includes: a 30-year
discountbond with a grace period at a 45% discount and interest
rate of 0.81% over Li80OR, and a 30-year par-value bond with a
grace period and with interest rates rising from 3% to 5%. Bonds
issued by the Government of Ecuador are secured by the
zero-coupon United States Treasury bonds. By August 1994,
95% of the creditors had made their option, 58% for the discount
bonds and 42% for the par-value bonds. Most of the interest will
be paid over 20 years, with 10 years grace and at interest rates
of 0.81% over LiBoRr. The country financed the restructuring with
the collaboration of the International Monetary Fund (mF),

Inter-American Development Bank (ps) and the World Bank,
with which it signed a structural adjustment programme.

At the end of the year, Panama and Peru continued their
preparations to restructure their debt with commercial banks in
the framework of the Brady Pian. The recognition of a debt with
a United States bank by the Peruvian Congress and the
withdrawal of legal actions initiated in 1990 by creditor banks
against the Government of Peru were key steps in arriving at an
agreement.

In 1994, only Ecuador and Guatemala restructured
amortizations with the Paris Club, for US$ 390 million and
US$ 73 million, respectively.
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Table A.1
LATIN AMERICA AND THE CARIBBEAN: MAIN ECONOMIC INDICATORS ?

Indicators 1987 1988 1989 1990 1991 1992 1993  1994°

Gross domestic product at market

prices (index, base year 1980=100) 110.6 111.5 1126 1129 1168 1203 1241 1287
Population (millions of inhabitants) 399.4 4072 415.1 423.1 430.8 4389 447.0 455.2
Per capita gross domestic product

(index, base year 1980=100) 956 945 936 921 93.6 946 958 976

Rates of variation

Gross domestic product 32 0.8 1.0 0.3 3.5 3.0 3.2 3.7
Per capita gross domestic product 1.2 -1.2 -1.0 -1.6 1.6 1.1 1.3 1.9
Consumer prices © 209.2 776.8 1212.6 1191.7 199.7 419.0 887.6 4654
Terms of trade (goods) 0.4 -1.3 -0.4 -1.6 -7.1 -5.4 -1.2 2.8
Purchasing power of exports of goods 8.0 9.1 23 5.0 -2.5 2.4 53 11.0
Current value of exports of goods 14.6 14.7 9.7 9.7 -0.7 5.2 5.1 14.3
Current value of imports of goods 12.6 14.0 6.6 15.8 18.2 23.0 8.4 14.7
Billions of dollars
Exports of goods 882 101.2 111.0 121.8 1209 127.2 1337 152.8
Imports of goods 672  76.7 817 946 111.8 1375 149.0 1710
Trade balance (goods) 216 245 293 273 9.1 -103 -153 -18.2
Balance of profits and interest -31.3  -343  -379 -331 -314 -31.0 -329 -356
Balance on current account -10.8  -11.2 -6.9 -3.6  -188 -37.1 -46.0 -49.7
Balance on capital account © 15.1 5.5 9.9 177 38.0 61.7  65.1 56.6
Global balance | 43 -57 3.0 14.1 192 246 19.1 6.8
Total gross external debt & 427.6 419.5 423.1 4415 4560 4741 5045 5338
b

Net transfer of resources -16.2 -288 -280 -154 6.6 30.7 32.2 21.0

Source: ECLAC, on the basis of official information.

* The figures for the gross domestic product and consumer prices refer to the group of countries included in table A.2, except Cuba
(23 countries) and table A.S, respectively. The data on the external sector correspond to the 19 countries listed in the table on
the balance of payments of Latin American and the Caribbean. L Preliminary estimates, subject to revision. € Variation
from December to December. ¢ Includes. net unrequited private transfer payments. ° Includes long- and short-term capital,
unrequited official transfer payments, and errors and omissions. = Corresponds to the variation in international reserves (of
opposite sign) plus counterpart jitems. & See the notes to table A.20. : Corresponds to balance on capital account less balance
of profits and interest.
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Table A.2
LATIN AMERICA AND THE CARIBBEAN: TOTAL GROSS DOMESTIC PRODUCT
(Percentages based on values at 1980 prices)

Cumulative

Annual rates of variation s
variation

a 1981- 1991-
1988 1989 1990 1991 1992 1993 1994 1990 19942

Latin America and

the Caribbean 0.8 1.0 0.3 3.5 3.0 3.2 3.7 12.9 14.0
Oil-exporting

countries 2.0 0.1 4.1 4.5 3.2 1.3 2.5 15.1 11.9
Bolivia 1.2 3.7 4.8 49 2.1 43 4.0 -0.1 16.5
Colombia 4.2 3.5 4.0 1.8 3.6 4.9 5.0 43.6 16.2
Ecuador 8.8 0.2 2.0 4.9 3.4 22 4.0 20.4 15.2
Mexico 1.2 3.3 4.4 3.6 2.8" 06 - 30 179 10.5
Peru -84 -11.5 -5.6 2.6 23 6.5 11.0 -11.4 18.5
Trinidad and Tobago -3.1 -0.4 1.9 1.8 2.3 -3.0 4.0 -19.9 0.3
Venezuela 5.9 -7.8 6.8 9.7 5.8 -0.2 -4.0 4.2 11.5
Non-oil-e)éporting

countries -0.1 1.5 -2.4 2.8 2.8 4.6 4.7 11.3 15.7
South America -0.1 1.2 2.7 2.8 2.6 4.7 4.8 10.9 15.9
Argentina 2.1 -6.2 -0.1 8.9 8.7 6.0 6.0 -8.7 32.8
Brazil -0.1 32 -4.4 0.2 -0.8 4.1 4.5 18.0 8.2
Chile 7.0 9.6 2.8 5.7 9.8 5.6 4.5 31.2 27.8
Guyana 2.3 -4.8 -2.7 5.8 7.4 8.0 8.0 -22.4 32.5
Paraguay 6.7 5.9 3.1 2.3 1.7 39 3.0 36.6 11.4
Suriname 7.8 4.2 0.1 35 5.8 -4.5 4.8 4.5°
Uruguay 0.0 1.3 0.9 3.2 17 1.5 4.5 4.7 17.9
Central Ameri%a and

the Caribbean -0.1 4.8 1.3 2.1 4.6 35 3.1 15.5 14.4
Bahamas 2.3 2.0 4.8 3.2 1.0 2.4 31.2 0.1°
Barbados 3.6 3.7 -3.2 -4.3 -4.2 -0.4 4.0 9.5 -5.0
Belize 6.1 13.2 10.2 3.5 9.8 3.8 56.0 18.1¢
Cuba € 9.2 0.8 31 250 -140  -100 3.1 -419°
Haiti 0.9 1.0 -0.2 -3.0 -14.5 -4.7 -10.0 -3.8 -289
Jamaica 2.6 7.0 6.1 0.9 1.4 1.2 1.0 23.8 4.4
Panama -159 -0.2 52 9.2 8.4 5.6 5.0 6.3 31.1
Dominican Republic 0.8 11.3 -5.0 0.5 6.8 2.3 4.0 29.9 14.3
Central American :

Common Market 1.8 3.3 2.3 2.7 5.2 4.5 3.2 9.9 16.6
Costa Rica 3.2 5.5 3.4 2.1 7.3 6.1 45 25.1 21.5
El Salvador 1.5 1.1 3.4 33 5.3 4.7 5.0 -1.1 19.6
Guatemala 4.0 3.7 2.9 3.5 4.9 3.8 3.5 8.8 16.8
Honduras 4.9 4.7 -0.4 2.3 6.1 6.5 -1.5 25.5 14.1
Nicaragua -12.4 -1.7 -0.1 -0.2 0.4 -0.9 2.5 -12.8 1.9
OECS countries ¢ 8.3 6.1 4.7 33 3.9 2.3 2.7 78.7 7=
Antigua and Barbuda T3 6.3 3.5 4.3 157 3.4 86.5 9.6°
Dominica 7.4 -1.1 6.4 2.3 2.8 1.8 53.5 7.1°
Grenada 2.4 5.8 5.2 3.6 1.2 -04 25 61.8 6.8
Saint Kitts and Nevis 9.8 6.7 3.0 3.8 3.6 4.0 75.0 11.8°
Saint Lucia 1.9.7 8.5 4.4 23 7.1 3.1 93.5 13.0°
Saint Vincent and

the Grenadines 8.6 T2 7.0 3.1 6.5 1.4 3.0 87.0 14.9
Latin America and

the Caribbean

(excluding Cuba

and Brazil) 1.2 -0.2 2.9 52 4.8 2.8 34 10.4 17.2

Source: ECLAC, on lhe basis of official information. Figures were converted into dollars at constant 1980 prices.

Note: Totals and subtolals exclude where applicable, those countries for which no information is provided.

? Preliminary estimates, subject to revision. Figures for 1994 have been rounded to the nearest ten or five. ® Does not include
Cuba.  °Refers 1o total social product. ¢ OECS = Organization of Eastern Caribbean States. ¢ Refers to the period
1990-1993.
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Table A.3

LATIN AMERICA AND THE CARIBBEAN: PER CAPITA GROSS DOMESTIC PRODUCT

(Percentages based on values at 1980 prices)

Annual rates of variation Cumulative
variation
a 1981- 1991-
1988 1989 1990 1991 1992 1993 1994 1990 19942
Latin America é‘“d
the Caribbean -1.2 -1.0 -1.6 1.6 11 1.3 1.9 -7.9 6.1
QOil-exporting
countries -0.1 -1.8 2.1 2.4 1.2 -0.6 0.6 -7.2 3.7
Bolivia -1.0 1.4 2.4 2.5 -0.4 1.8 1.7 -18.6 5.8
Colombia 2.3 1.7 2.2 0.1 1.9 3.1 33 17.9 8.6
Ecuador 6.2 -2.2 -0.3 2.5 1.1 0.0 1.7 -6.6 5.3
Mexico -0.7 1.4 2.5 1.7 09 -1.2 1.3 -4.3 2.7
Peru -10.2 -13.2 -1.5 0.6 41 4.4 8.9 -28.9 9.6
Trinidad and Tobago -43 -1.2 0.2 0.7 -3.4 -4.0 2.9 -29.9 -4.0
Venezuela 3.1 -10.2 4.2 7.1 34 2.4 -59 -194 1.7
Non-oil-ezéporting
countries -1.9 -0.4 -4.2 1.0 1.0 2.7 29 -8.5 7.8
South America -1.8 -0.5 -4.4 1.1 1.0 3.0 3.2 -8.2 8.5
Argentina -3.5 -1.5 -1.4 7.5 7:3 48 4.6 212 26.4
Brazil -1.9 1.3 -6.2 -1.5 -2.5 2.3 2.8 -3.6 1.0
Chile 5.2 7.7 1.1 39 8.0 3.8 2.6 11.7 19.6
Guyana -2.4 -4.8 -2.8 5.4 6.4 7.0 7.0 -25.8 28.3
Paraguay 34 247 0.1 -0.6 -1.1 1.1 0.2 -0.8 -0.4
Suriname 6.5 3.3 -14 2.3 4.6 -5.6 1.1¢
Uruguay -0.6 0.7 0.3 2.6 7.1 0.9 39 -14 15.2
Central Ameri%a and
the Caribbean -2.3 2.4 -1.0 0.3 2.1 1.0 0.6 -7.9 4.3
Bahamas 0.5 1.1 2.0 4.8 -0.7 0.7 7.7 -47°¢
Barbados 32 2.8 -3.0 -4.6 -4.6 -0.8 3.6 6.1 -6.4
Belize 3.4 12.2 5.5 0.9 7.0 1.2 20.5 9.3¢
Cuba ¢ 1.2 -0.2 -4.0 -25.7 -14.7 -10.7 -4.0 -43.4°
Haiti -1.1 -1.0 2.2 -4.9 -16.2 -6.6 -11.8 -20.6 -34.4
Jamaica 2.1 6.1 6.0 11.9 -0.1 -0.5 -0.9 11.6 10.2
Panama -17.6 -2.2 3.1 7.2 6.4 3.6 2.9 -13.6 21.6
Dominican Republic -1.4 8.9 -7.0 -1.5 4.7 0.4 2.1 4.1 537
Central American
Common Market -0.8 0.6 -0.4 -0.1 23 1.5 0.3 -149 4.1
Costa Rica 0.4 2.6 0.7 -0.4 4.6 3.6 2.1 -5.8 10.2
El Salvador -0.3 -0.8 1.4 1.2 3.0 2.4 2.7 -13.5 9.6
Guatemala 1.0 0.8 0.0 0.6 19 0.8 0.8 -18.2 4.1
Honduras 1.7 1.6 -34 -0.7 3.0 3.4 -4.2 -8.2 1.3
Nicaragua -14.5 -4.3 -3.1 -3.6 34 -4.7 -1.3 -33.5 -12.4
OECS countries 7.5 5.3 4.1 2.5 31 1.7 2.1 68.2 5.8°
Antigua and Barbuda 6.8 5.3 2.6 3.3 0.7 2.4 70.8 7.6°
Dominica 7.7 -2.0 7.9 2.3 2.8 1.8 60.0 7.1¢
Grenada 2.2 49 5.7 34 1.0 -0.7 2.1 58.2 59
Saint Kitts and Nevis 10.3 7.7 3.0 3.8 3.6 6.5 95.8 14.5°
Saint Lucia 11.1 7.5 2.4 1.0 5.7 1.8 67.3 8.6°
Saint Vincent and
the Grenadines 7.6 6.2 5.9 2.2 5.6 0.5 2.3 71.3 10.8
Latin America and
the Caribbean
(excluding Cuba
and Brazil) -0.7 -2.2 0.9 33 2.8 0.8 1.5 -10.0 8.7

Source: ECLAC, on the basis of official information. Figures were converted into dollars at constant 1980 prices.
Note: Totals and subtotals exclude, where applicable, those countries for which no information is provided.

® Preliminary estimates, subject to revision. ° Does not include Cuba.  ©refers to total social product.

4 OBCS = Organization of Eastern Caribbean States. ¢ Refers to the period 1990-1993.



Table A.4
LATIN AMERICA AND THE CARIBBEAN: URBAN UNEMPLOYMENT
(Average annual rates)

1986 1987 1988 1989 1990 1991 1992 1993 19942

Argentina® 5.6 5.9 6.3 7.6 7.5 6.5 7.0 96 112
Bolivia® 7.0 72 116 102 9.5 7.3 5.8 5.4 5.8
Brazil® 3.6 3.7 38 33 43 4.8 5.8 5.3 5.5
Chile® 13.1 1.9 102 72 6.5 73 4.9 4.0 6.2
Colombia’ 135 118 113 100 102 102 102 8.7 9.3
Costa Rica® 6.7 5.9 6.3 37 5.4 6.0 43 4.0

Ecuador " 10.7 7.2 7.4 7.9 6.1 8.5 8.9 8.9 8.1
El Salvador ' 9.4 8.4 10.0 7.5 7.9 8.1 7.2
Guatemala’ 140 114 8.8 6.2 6.4 6.7 6.1 5.5

Honduras © 12.1 11.4 8.7 7.2 7.8 7.4 6.0 5.9

Mexico ! 43 3.9 3.5 2.9 279 2.3 2.8 3.4 3.7
Nicaraguaj 4.7 5.8 6.0 8.4 11.1 14.2 17.8 21.8 23,5
Panama ™ 12.7 141 211 204 200  16.1 142 125 120
Paraguay " 6.1 5.5 4.7 6.1 6.6 5.1 53 5.1 5.1
Peru ° 5.4 4.8 7.1 7.9 8.3 5.9 9.4 9.9 9.5
Uruguay P 10.7 9.3 9.1 8.6 9.3 8.9 9.0 8.4 9.0
Venezuela 9 12.1 9.9 7.9 9.7 11.0 10.1 8.0 6.6 8.9

Source ECLAC and International Labour Organisation (1L0) on the basis of official information.

Prellmmary figures. ® National urban. ¢ National. From 1991 onwards, refers to the capitals of nine departments.
Mclropolltan areas of Rio de Janeiro, Sao Paulo, Belo Horizonte, Porto Alegre, Salvador and Recife. 1994 figure corresponds
to the average for January August. ® Data relate to the Santiago metropolitan area; 1994 figure corresponds to the average
for January-October. Bogot{i Barranquilla, Medellin, Cali, Bucaramanga, Manizales and Pasto. 1994 figure corresponds
to the average for March, June and September. € From 1987 onwards the figures are not strictly comparable to those for
preceding periods, owing to changes in the methodology for multi-purpose household surveys. Up to 1987: Quito,
Guayaquil and Cuenca; since 1988: total urban; 1994: estimate based on data for July. ! National urban, 1944 figure refers
to first three quarters of year. J Country total. . 1986, urban labour force survey; 1987: Central District and San Pedro
Sula and five cities; from 1988 onwards: national urban; 1993 figure refers to March. Total urban. 1994 figure corresponds
to the average of January to September. ™ Metropolitan Region. 1991-1994, national. " Asunci6n, Fernando de la Mora,
Lambaré and the urban areas of Luque and San Lorenzo. 1994: estimate based on figures for the entire country. ? Metropolitan
Lima. P Montevideo; 1994 figure corresponds to the average for January-October. 91993-1994, national; 1994 figure
refers to first six months of year.
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Table A.5
LATIN AMERICA AND THE CARIBBEAN: VARIATIONS IN CONSUMER PRICE INDEXES
(December-December variations)

1986 1987 1988 1989 1990 1991 1992 1993 1994%

Latin America and

the Caribbean 639 2092 7768 12126 11917 1997 4190 887.6 465.4°
Argentina 81.9 1748 3877 49233 13439 84.0 17.6 1.7 36°¢
Barbados 05 6.3 4.4 6.6 3.4 8.1 34 1.0 069
Bolivia 66.0 10.7 21.5 16.6 18.0 145 10.5 9.4 89 €
Brazil 58.6 3946 9933 1863.6 15846 4758 1149.1 2489.1 1294.0°
Chile 17.4 21.4 12.7 21.4 27.3 18.7 12.7 12.2 89°¢
Colombia 21.0 24.0 28.2 26.1 32.4 26.8 25.2 22.6 23.0°¢
Costa Rica : 15.4 16.4 25.3 10.0 27.3 25.3 17.0 9.0 17.4 €
Ecuador 27.3 32.5 85.7 54.3 49.5 49.0 60.2 31.0 245°¢
El Salvador 30.3 19.6 18.2 23.5 19.3 9.8 20.0 12.1 94°¢
Guatemala 21.4 9.3 12.3 202 59.6 10.2 14.2 11.6 125
Haiti -11.4 4.1 8.6 10.9 26.1 6.6 18.0 39.3

Honduras 3.2 2.9 6.6 11.4 36.4 21.4 6.5 13.1 28.0°¢
Jamaica 10.4 8.4 8.9 17.2 29.7 80.2 40.2 30.1 326°¢
Mexico 1057  159.2 51.7 19.7 29.9 18.9 11.9 8.0 6.9°¢
Nicaragua 7474 1347.2 33547.6 1689.1 13490.2 7754 3.5 19.5 122°¢
Panama 0.4 0.9 0.3 -0.2 0.8 1.1 1.6 0.9 1.8 F
Paraguay 24.1 32.0 16.9 28.5 44.1 11.8 17.8 20.4 18.7 €
Peru 629 1145 17226 27753 7649.6 1392 56.7 39.5 17.5°¢
Dominican Republic 6.5 25.0 57.6 41.2 100.7 3.9 6.7 2.7 11.4°¢
Trinidad and Tobago 9.9 83 12.1 9.3 9.5 23 8.5 13.5 6.4 "
Uruguay 70.6 57.3 69.0 89.2  129.0 81.3 59.0 52.9 44.7°¢
Venezuela 12.7 40.3 35.5 81.0 36.5 31.0 31.9 45.9 70.9 ¢

Source: ECLAC, on the basis of information provided by official national institutions.

® Figures correspond to the variation in prices during the 12-month period ending in the month indicated for each country.
Excluding Haiti. ¢ Corresponds to the variation between November 1993 and November 1994, d Corresponds to the
variation between August 1993 and August 1994. ¢ Corresponds to the variation between October 1993 and October 1994.

fCorresponds to the variation between September 1993 and September 1994.
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Table A.6 :
LATIN AMERICA AND THE CARIBBEAN: AVERAGE REAL WAGES

1986 1987 1988 1989 1990 1991 1992 1993 1994°

Average annual indexes (1980 = 100)

Argentina ° 1075 969 937 758 794 805 816 803 857
Brazil

Rio de Janeiro © 1229 1015 1057 1082  87.0 922 1153 1195  109.2

S#o Paulo ¢ 137.3 1277 1383 1491 1308 1254 1381 1519 1627
Chile © 951 948 101.1 1030 1048 110.1 1151 1186 1246
Colombia § 1201 1192 1177 1195 1160 1153 1173 1228 1222
Costa Rica & 98.0 885 845  85.1 86.5 825 859 947
Mexico " 732 720 713 718 194 847 929 1002  99.4
Peru | 101.1 1089  82.1 448 391 421 416 413 - 474
Uruguay’ 717 750 760 758 704 730 746 782 792

Percentage variation

Argentina ® 03 9.9 33 -19.1 4.7 1.4 1.4 -16 6.7
Brazil
Rio de Janeiro © 99  -17.4 4.1 24 -19.6 6.0 25.1 3.6 -8.6
Sio Paulo® 25.2 50 - 83 7.8  -140 -4l 10.1 10.0 1
Chile ® 1.7 03 6.6 1.9 1.7 5.1 45 3.0 5.1
Colombia 4.8 -0.7 13 1.5 29 06 17 4.7 -0.5
Costa Rica & 6.1 -9.7 45 0.7 1.6 -46 4.1 10.2
Mexico " 5.8 -0.3 0.6 9.1 2.1 6.7 9.7 7.9 0.8
Peru' 30.3 77 246 454 -127 7.7 3 07 148
Uruguay’ 6.5 4.6 1.3 0.3 .4 37 23 4.8 1.3

Source : ECLAC, on the basis of official figures.

? Preliminary figures. bAveragc total wages in manufacturing. 1994: January-September average.

€ Average wages in manufacturing deflated by the cpt for Rio de Janeiro; 1994: January-August average. a Wages in
manufacturing in the State of Sdo Paulo, deflated by the cost-of-living index for the city of Sdo Paulo. 1994: January-August
average. ¢ Until April 1993, average wages of non-agricultural wage-earners. From May 1993 onwards, general index of
hourly wages, base April 1993 = 100; 1994 January-October average. fWages of manual workers in manufacturing. 1994:
January-July average. & Average remuneration declared by persons covered by the social security system. Average
wages in manufacturing. 1994: January-July average. ' Wages of private-sector manual workers in the Lima metropolitan
area. 1994: Average of February, April and June.  Index of average real wages. 1994: January-Oclober average.
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Table A.7
LATIN AMERICA AND THE CARIBBEAN: PUBLIC SECTOR DEFICIT (-)
OR SURPLUS AT CURRENT PRICES ?

(Percentages of gross domestic product)

Coverage 1988 1989 1990 1991 1992 1993 1994°
Argentina NNFPS -6.0 3.8 -3.8 -1.6 0.4 1.1 0.1°
Bolivia NEPS T5 -5.0 -4.0 42 5.3 -6.5 -4.0
Brazil NFPS? 48 6.9 1.2 14 2.1 0.3 -
Chile NFPS 3.5 5.0 3.1 22 2.9 2.0 1.3
Colombia NFPS ¢ 2.5 2.4 -0.3 0.1 0.3 0.2 -
Costa Rica CG 2.5 -4.1 -4.4 32 -1.9 -1.9 -4.6
Ecuador NEPS -5.3 -1.6 0.6 -1.0 =17 0.4 0.5
El Salvador CG 32 -4.9 32 -4.6 -4.7 3.0 -1.6
Guatemala CG 2.5 3.8 23 -0.1 0.5 175 -1.6
Haiti CG 5.2 6.6 -1.0 g 2.6 2.3
Honduras CF 6.9 14 -6.4 3.3 -49 92 1.0
Mexico CPS -125 -5.7 -4.0 04 1.6 0.7 0.4
CG 9.7 -5.1 2.8 0.2 1.6 0.7

Nicaragna CG -26.6 -6.7 -17.2 7.5 -1.6 -6.3 -8.3
Panama CG -54 -7.1 6.8 -2.7 -1.4 -0.6 -
Paraguay CG 0.7 1.5 3.0 44 -0.1 -0.2
Peru CcG 2.5 42 25 -1.5 -1.6 -1.4
Dominican
Republic CG -1.6 -0.1 0.3 0.8 2.6 0.3 0.9
Uruguay CPS -4.5 -6.1 -2.5 - 0.5 -1.5 -2.5

NFPS -1.8 2.8 1.1 2.3 2.1 07 -1.7
Venezuela NFPS -8.6 -1.3 1.0 0.6 -5.8 -3.5 -7.0

Source: ECLAC, on the basis of official figures.
Note: The following abbreviations are used in this table: CG = Central Government. NFPS = Non-financial public sector.
NNFPS = National non-financial public sector, excluding provinces and municipalities. CPS = Consolidated public sector.
? Calculated on the basis of figures in local currency at current prices. Preliminary estimates. € From 1992 onwards, the
information corresponds to cash flow statistics. Estimates based on the financing needs of the consolidated public sector.
¢ Net transfers.
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Table A.8
LATIN AMERICA AND THE CARIBBEAN: REAL EFFECTIVE
EXCHANGE RATE INDEXES FOR EXPORTS *

(Prepared on the basis of consumer price indexes)

Country 1978 igg? igg? 1986 1987 1988 1989 1990 1991 1992 1993 1994

Argentina 1027 682 995 1002 1224 1297 143.1 1000 833 775 744 763

Bolivia 69.7 655 533 679 698 74.1 719 100.0 1083 116.1 1199 1263
Brazil 100.1 1234 1350 160.7 156.8 1432 1084 100.0 1185 1265 111.3 962
Chile 586 50.1 575 884 963 1020 964 1000 989 948 961 950

Colombia 541 51.1 509 770 852 8.5 888 1000 101.0 895 833 763

Costa Rica 617 797 955 957 99.6 1040 980 100.0 1083 103.1 1006 1019 -

Ecuador 474 470 548 687 788 923 946 1000 952 947 839 776
ElSalvador 151.2 1348 91.8 1179 99.7 86.9 82.8 100.0 984 982 875 828
Guatemala 557 549 515 652 84.1 850 854 1000 879 865 878 846
Haiti ¢ 867 84 707 750 882 93.1 964 1000 928 962 1102

Honduras 706 664 553 566 603 604 561 1000 1079 1022 111.5 1259
Mexico 89.0 764 1005 1304 1352 1100 1032 1000 91.1 838 788 803
Nicaragua  278.0 2393 104.0 249 3.1 1254 150.0 100.0 1120 1047 106.8 103.2
Paraguay © 704 524 680 862 931 965 1019 100.0 869 91.1 936 945

Peru 2523 218.4 1983 208.1 189.8 1958 122.1 100.0 82.1 814 88.7 84.0
Dominican .
Republic 878 859 108.6 1052 130.2 1510 109.2 100.0 1006 101.2 980 959
Uruguay 847 62.1 69.9 78.1 80.6 86.7 86.3 100.0 88.1 839 746 73.0

Venezuela 509 46.1 472 627 839 81.2 961 1000 939 891 87.8 935

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

? Corresponds to the average indexes of the real exchange rate (official principal) between the currency of each country and the
currencies of its main trading partners weighted by the relative participation of each of those countries in the exports-of the
country under analysis. These weightings correspond to the average for the period 1989-1992. For the methodology and sources
used, see ECLAC, Economic Survey o{ Latin America, 1981 (E/CEPAL/G.1248), Santiago, Chile, 1983. United Nations
publication, Sales No. E.83.11.G.2. January-September average. © From 1987 onwards, the commercial exchange rate
was used. The exchange rate used was as follows: median rate between the average selling and buying rates declared by
the main commercial banks to the Bank of Mexico up to July 1982; preferential rate for commodity imports from August to
November 1982; median rate between the selling and buying rates in the controlled market from November 1982 to November
1991; interbank exchange rate from November 1991 onwards. € The free or parallel exchange rate was used.
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Table A9
LATIN AMERICA AND THE CARIBBEAN: EXPORTS OF GOODS, FOB
(Indexes 1980 = 100 and annual rates of variation)

Value Unit value Volume

Index Rates Index Rates Index Rates

1994* 1992 1993 1994* 1994* 1992 1993 1994 1994* 1992 1993 1994°

Latin America and

the Caribbean 173 5.2 51 143 78 -28 -13 56 220 83 64 83
Oil-exporting :

countries 149  -0.7 52 15.0 71 37 - 54 27 32 52 2.0
Bolivia 96 -200 167 275 55 -18.0 -6.6 55 174 24 250 208
Colombia 224 -33 23 201 91 -104 -44 150 247 80 7.0 4.5
Ecuador 143 55 35 240 54 -14 -39 45 263 70 04 1838
Mexico 220 2.5 9.1 13.8 77  -0.5 6.2 50 288 30 28 8.5
Peru 109 47 -06 227 105 -13 -80 7.0 103 6.0 8.1 146
Venezuela 82 -6.5 1.7 104 56 -74  -6.2 20 147 0.9 8.4 8.1
Non-oil-exporting

countries 200 10.4 50 138 8 -29 -24 57 235 138 7.6 7.6
South America 213 105 47 143 82 32 29 53 261 143 7.7 8.6
Argentina 190 2.1 70 16.1 83 1.7 2.0 20 228 0.5 49 139
Brazil 215 142 74 116 80 -36 -20 55 269 185 9.6 5.8
Chile 244 119 79 250 85 -82 -107 100 289 219 32 136
Paraguay 310 -7.7 17.8 20 100 -46 -7.0 1.0 309 -32 267 1.1
Uruguay 175 6.1 -34 125 89 -06 -60 1.5 196 6.8 2.8 10.8
Central America

and the Caribbean 146 9.8 69 105 111 -09 -04 99 131 106 7.5 0.5
Costa Rica 216 144 136 112 86 -4.6 1.2 110 253 199 122 0.1
El Salvador 77 02 247 127 87 -90 51 210 88 9.7 187 -6.9
Guatemala 107 4.4 56 19.5 99 -6.0 25 140 107 11.0 3.1 48
Haiti 21 -552 9.6 -43.8 66 -8.0 1.5 100 32 -51.3 7.8 -48.9
Honduras 112 06 04 123 110 -1.0 23 190 102 1.6 -19 -56
Nicaragua 73 -16.8 197 236 66 -289 123 9.0 112 17.1 6.6 13.5
Panama 249 209 49 73 160 20 -30 50 156 18.6 8.2 2.2
Dominican

Republic 62 -140 -64 123 69 -67 -53 8.0 89 79 -l1.1 39

Source: ECLAC, on the basis of official information.
? Preliminary estimates.
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Table A.10
LATIN AMERICA AND THE CARIBBEAN: IMPORTS OF GOODS, FOB
(Indexes 1980 = 100 and annual rates of variation)

Value Unit value Volume

Index Rates Index Rates Index Rates

1994 1992 1993 1994* 1994" 1992 1993 1994 1994 1992 1993 1994°
Latin America and
the Caribbean 189 23.0 84 147 111 27  -0.2 27 170 197 8.7 117
Qil-exporting
countries 215 248 32 123 116 1.3 2.5 3.7 185 232 0.8 8.3
Bolivia 194 294 3.6 3.4 108 3.0 -1.2 3.0 180 25.6 4.8 0.5
Colombia 259 326 507 220 112 1.6 -1.2 2.0 231 305 525 19.6
Ecuador 119 7.2 135 144 80 1.1 -12 3.0 1499 -82 148 11.1
Mexico 306 26.2 1.5 182 120 0.9 4.6 20 254 250 -29 158
Peru 178 159 -02 36.0 147 0.3 -06 2.5 121 155 04 328
Venezuela 71 255 -134 -30.0 97 1.0 -19 3.0 73 243 -11.7 -320
Non-oil-exporting
countries 169 21.0 144 17.3 106 43 -28 24 159 161 178 14.6
South America 167 207 174 208 103 5.0 -35 23 162 149 217 181
Argentina 207 81.0 13.6 250 132 2.1 37 2.5 157 773 180 220
Brazil 139 22 249 245 92 1.1 -3.1 2.0 151 -32 290 220
Chile 199 256 10.2 7.0 108 1.6 -24 2.0 185 23.6 129 4.9
Paraguay 296 94 2.7 6.6 77 6.3 -3.1 3.0 387 2.9 6.1 3.6
Uruguay 162 257 12.8 233 98 -0.1 -3.7 2.0 165 258 172 21.0
Central America
and the Caribbean 175 21.8 5.6 6.2 120 1.4 0.7 29 146 202 4.6 3.2
Costa Rica 205 30.3 18.0 7.9 89 -03 -0.6 3.0 228 307 18.7 4.8
El Salvador 217 226 125 9.2 155 1.2 0.5 3.0 140 212 119 6.1
Guatemala 165 39.1 23 2.3 101 1.2 0.3 2.0 160 374 2.0 0.2
Haiti 44 344 -11.2 -20.0 96 0.9 - 1.0 46 -350 -11.2 -20.8
Honduras 117 T2 9.9 33 87 0.6 2.6 3.0 134 7.1 7.1 03
Nicaragua 90 12.0 -14.5 9.3 120 3.0 5.6 2.0 75 8.8 -19.0 7.0
Panama 223 18.8 59 7.1 149 2.6 2.7 3.0 150 15.9 3.1 4.0
Dominican
Republic 148 260 -2.8 6.2 121 22 1.1 2.0 123 233  -1.6 4.1

Source: ECLAC, on the basis of official information.

? Preliminary estimates.
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Table A.11
LATIN AMERICA AND THE CARIBBEAN: TERMS OF TRADE (GOODS), FOB/FOB
(Indexes: 1980 = 100 and rates of variation)

Indexes — - Annual rates of variation Cum}l lqtlve
variation
a ; a  1981- 1991-
1991 1992 1993 1994 1991 1992 1993 1994 1990 19942

Latin America
and the Caribbean 73 69 69 71 7.1 -5.4 -1.2- 28 -21.0 -10.8
Qil-exporting
countries 65 62 60 61 -13.2 -5.1 -24 1.7 -25.0 -18.3
Bolivia 66 53 50 51 -108 -204 -5.5 26 -259 -31.2
Colombia 84 74 72 81 -59 -11.8 3.2 127  -109 -9.5
Ecuador 71 69 67 68 -13.1 -2.4 -2.9 1.5 -183 -16.0
Mexico 62 61 62 64 -11.5 -1.4 1.6 27  -302 -89
Peru 75 74 69 72 -6.0 -1.6 -1-5 44  -200 -10.5
Venezuela 66 61 58 56 -21.0 -8.3 -4.4 41 -l6.1 -31.5
Non-eil-exporting
countries 83 77 77 80 -0.5 -6.9 3.6 36 -17.0 -3.7
South America 83 76 77 79 0.5 -8.0 2.9 29 -175 -4.0
Argentina 60 60 63 63 -8.1 -0.5 6.0 0.5 -346 @ -35
Brazil 87 83 84 87 5.5 -4.6 1.2 35 -17.7 5.3
Chile 88 80 73 79 2.2 9.6 -8.5 79 -13.8 -8.8
Paraguay 155 139 134 131 21 -104 -4.0 -1.9 58.6 -173
Uruguay 94 93 91 91 -6.2 -0.5 -2.4 -0.5 -0.1 -9.4
Central America and :
the Caribbean 9% 88 87 93 .21 -2.2 -1.0 6.7 -8.2 1.1
Costa Rica 91 87 88 95 -10.9 4.2 1.8 7.8 1.6 -6.3
El Salvador 51 46 48 57 -1.5  -100 4.3 17.7  -48.1 8.9
Guatemala 91 84 86 9  -3.6 1.2 2.1 11.7 -5.8 2.1
Haiti 68 62 63 68 4.1 -8.8 1.6 88 -348 4.9
Honduras 111 109 109 126 4.5 -1.6 -0.2 15.5 6.2 18.5
Nicaragua 70 48 51 55 -14.0 -30.9 6.2 6.8 -19.1 -32.5
Panama 111 111 105 106 2.2 -0.5 -5.6 1.7 14.0 -6.7
Dominican
Republic 62 56 54 57 -1.8 -8.7 -43 59 -374 -8.9

Seurce: ECLAC, on the basis of official information.
® Preliminary estimates.
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LATIN AMERICA AND THE CARIBBEAN: PRICES OF MAIN EXPORT COMMODITIES

Table A.12

(Dollars at current prices and rates of variation)

Average annual prices

Annual rates of variation

1980-  1985-  1990- " ]
i o T 1993 1994 1992 1993 1994
Unrefined sugar ° 13.5 8.0 10.2 10.0 11.3 1.0 10.6 12.8
Bananas ° 19.2 224 25.9 314 34.4 -8.1 36.6 9.5
Cocoa 99.2 83.1 53.9 50.7 632 21 1.9 24.6
Coffee (mild) ° 139.6 138.5 79.3 699 1359 25.1 9.9 94.4
Beef ° 111.9 1063 1158 1187  108.1 79 6.6 -8.9
Fish meal © 4302 3872 4573 3650  365.7 0.8 243 0.2
. Maize 171.6 1268 1322 1417 142.7 2.4 3.7 0.7
Soya beans © 2786 2456 2410 2550 2572 1.7 8.1 0.9
Wheat © 1654 1368 1390 1420 1443 17.1 -6.0 1.6
Cotton ® 83.5 66.0 75.4 62.2 81.7 232 -0.6 313
Wool ° 1629 1741 1326 1160 1334 3.6 -6.1 15.2
Copper b 73.4 90.9 110.2 86.7 103.0° 2.4 -16.2 18.7
Tin 6.3 3.7 2.7 2.3 2.4 10.8 -15.3 32
Iron ore © 24.1 25.5 31.9 28.1 25.5 4.9 -11.0 95
Lead T77 247 289 18.5 23.1 2.9 -24.8 24.8
Zinc ° 42.1 52.6 61.9 46.1 46.5 10.6 21.1 0.9
Crude petroleum © 32.1 18.0 19.5 16.1 15.3% 0.5 -11.5 -5.2

Source: United Nations Conference on Trade and Development (UNCTAD), Monthly Commodity Price Bulletin, supplement
1970-1989 (TD/B/C.1/CPB/L.101/Add.1), November 1989; and Monthly Commodity Price Bulletin
(TD/B/CN.1/CPB/L.19), vol XIV, No. 10, October 1994; International Monetary Fund, International Financial Statistics
and Petroleum Market Intelligence Weekly, London, various issues.

Note: Unrefined sugar, FoB, Caribbean ports, for export to the free market. Bananas from Central America, CIF, North Sea ports
Cocoa beans, average of daily prices (futures), New York/London. Coffee, mild arabica, ex-dock New York. Beef, frozen
and boned, all sources, United States ports. Fish meal, all sources, 64-65% protein, ciF Hamburg. Maize, Argentina, CIF,
North Sea ports. Soya beans, United States No. 2, yellow bulk, cif Rotterdam. Wheat, FoB United States, No. 2, Hard Red
Winter. Cotton, Mexican M 1-3/32", cIF Northern Europe. Wool, clean, combed, grade 48"s, United Kingdom. Copper,
tin, lead and zinc, spot cash prices on the London Metal Exchange. Iron ore, Brazil to Europe, C. 64.5% Fe, FoB. Petroleum,
IMF average, average of spot prices of “Dubai”, “Brent” (United Kingdom) and “Alaskan N. Slope” petroleum, whichreflects

relatively even consumption of medium, light and heavy crude throughout the world.
# January- Sep(cmber average. Rates of variation were calculated wnh respect to the preceding year.
4 Dollars per pound.

pound.  Dollars per metric ton.

& January-October average.

¢ Dollars per barrel.

® United States cents per
January-November average.



Preliminary overview 1994

Table A.13
LATIN AMERICA AND THE CARIBBEAN: PURCHASING POWER OF EXPORTS OF GOODS
(Indexes: 1980 = 100 and rates of variation)

Indexes Annual rates of variation Cum_u la_mve
varation
a a 1981- 1991-
1991 1992 1993 1994 1991 1992 1993 1994 1990 19942
Latin America and
the Caribbean 127 130 137 152 -2.5 2.4 5.3 11.0 29.8 16.7
Oil-exporting »
countries 113 111 114 126 -6.8 -2.0 2.6 10.9 21.3 4.0
Bolivia 72 56 66 82 -82 223 18.1 23.8 21.3 4.3
Colombia 168 160 165 195 3.8 -4.8 3.5 17.7 61.6 20.4
Ecuador 140 146 143 172 2.1 44 2.3 204 42.8 20:2
Mexico 152 154 161 179 -4.7 1.6 43 11.6 59.1 12.7
Peru 57 60 60 72 -6.6 4.4 0.0 197 -385 16.7
Venezuela 78 72 75 81 -16.4 -71.4 3.7 72 -6.4 -14.0
Non-oil-exporting
countries 142 150 163 181 23 5.8 8.0 11.1 39.0 29.9
South America 154 162 176 197 2.8 5.2 8.5 11.8 50.2 31.1
Argentina 112 112 125 142 -11.7 0.0 111 133 27.3 11.2
Brazil 167 189 209 229 10.7 13.0 10.8 94 50.7 51.7
Chile 175 192 182 223 9.0 10.1 -5.6 22.5 60.3 38.8
Paraguay 358 311 244 241  -199 -132 -21.6 -1.0 3467 -46.0
Uruguay 147 156 157 173 -6.9 6.2 0.3 10.3 58.0 9.3
Central America and
the Caribbean 97 105 111 119 4.0 8.3 6.1 7.4 =71 28.3
Costa Rica 161 185 211 228 10.3 14.7 14.3 8.0 46.0 56.2
El Salvador 36 36 45 49 -1.8 -1.4 24.1 94 -63.0 31.6
Guatemala 77 80 84 98 212 3.2 5.3 172 -16.7 18.1
Haiti 74 33 36 20 43 -55.6 9.6 -444 -29.1 -71.8
Honduras 114 114 112 122 0.7 0.0 2.1 9.0 13.3 7.4
Nicaragua 53 43 48 59 -26.8 -19.2 13.4 212 -279 -18.6
Panama 131 155 158 164 14.8 17.8 2.1 4.2 14.3 438
Dominican
Republic 56 47 45 49 -84 -15.9 -5.4 102 -38.5 -19.7

Source: ECLAC, on the basis of official information.
# Preliminary estimates.
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Table A.14
LATIN AMERICA AND THE CARIBBEAN: TRADE BALANCE (GOODS)
(Millions of dollars)
Exports of goods FOB Imports of goods FOB Trade balance

1992 1993 1994° 1992 1993 1994% 1992 1993 1994°

Latin America and

the Caribbean 127229 133713 152830 137495 149024 171035 -10266 -15311 -18205
Oil-exporting .

countries 55868 58760 67565 74076 76469 85905 -18208 -17709 -18 340
Bolivia 608 710 905 1041 1078 1115 -433 -368 -210
Colombia 7263 7429 8925 6030 9086 11085 1233 -1657 -2160
Ecuador 3008 2903 3600 2048 2325 2660 960 578 940
Mexico’ 27516 30033 34190 48193 48924 57835 -20677 -18891 -23645
Peru 3485 3463 4250 4050 4043 5500 -565 -580 -1250
Venezuela 13988 14222 15695 12714 11013 7710 1274 3209 7985
Non-oil-exporting

countries 71361 74953 85265 63419 72555 85130 7942 2398 135
South America 61059 63936 73090 47269 55503 67020 13790 8433 6070
Argentina 12235 13090 15200 13685 15545 19425 -1450 -2455 -4225
Brazil 36103 38783 43300 20578 25711 32000 15525 13072 11300
Chile 998 9202 11500 9238 10181 10895 748 -979 605
Paraguay 1032 1216 1240 1827 1876 2000 =795 -660 -760
Uruguay 1703 1 645 1850 1941 2190 2700 -238 -545 -850
Central America and

the Caribbean 10302 11017 12175 16150 17052 18110 -5848 -6035 -5935
Costa Rica 1714 1947 2165 2212 2610 2815 -498 -663 -650
El Salvador 587 732 825 1587 1785 1950 -1000 -1053 -1125
Guatemala 1284 1356 1620 2328 2381 2435 -1044 -1025 -815
Haiti 73 80 45 197 175 140 -124 -95 -95
Honduras 843 846 950 983 1080 1115 -140 -234 -165
Nicaragua 223 267 330 771 659 720 -548 -392 -390
Panama 5012 5259 5645 5894 6244 6685 -882 -985  -1040
Dominican

Republic 566 530 595 2178 2118 2250 -1612 -1588 -1655

Source: ECLAC, on the basis of information supplied by the International Monetary Fund and by official national institutions.

? Preliminary estimates. Figures have been rounded to the nearest tenor five.  ° If values corresponding to the maquiladora industry
are included in the total for goods, in line with the latest international recommendatiions, total exports were US$ 46,196 million,
US$ 51,886 million, and US$ 60,500 miltion, imports were US$ 62,129 miliion, US$ 65,367 million and US$ 78,090 million
for 1992, 1993 and 1994, respectively, and the corresponding trade balances were US$ -15,933 million, US$ -13,481 million
and US$ 17,590 million. If this new method is adopted, the service entries for foreign trade must also be corrected, eliminating
the value of the maquila from them.
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the Caribbean

Oil-exporting
countries
Bolivia
Colombia
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Peru
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Central America
and the Caribbean
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El Salvador
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Table A.15
LATIN AMERICA AND THE CARIBBEAN: BALANCE OF PAYMENTS
(Millions of dollars)
Balaqce (:f Balancg of procfits Unrequited private Balance on Balance on Global balance®
services and interest transfer payments current account capital account

1992 1993 1994° 1992 1993  1994° 1992 1993 1994° 1992 1993 1994° 1992 1993 1994° 1992 1993  1994°
-4625 -5165 -4570 -31047 -32905 -35555 8766 7423 8605 -37172 -45958 -49725 61682 65088 56565 510 19130 6840
-1440 -352 950 -15431 -16310 -17635 4331 3470 3750 -30748 -30901 -31275 33171 37991 25420 423 7090 -5855
-151 -137  -130 -193 -202 -190 23 21 20 -754 -686 -510 780 823 575 26 137 65
-116 -63 170 -1939 -1650 -1870 1747 1136 840 925 -2234 -3020 167 2213 3075 1092 =21 55
=265 -295  -560 -805 =773 -820 0 0 0 -110 -490 -440 132 962 800 22 472 360
2689 3735 4345 -9839 -10924 -12095 2908 2591 2895 -24919 -23489 -28500 26664 29531 19500 1745 6042 -9000
-668 -656  -660 -910 -981 -985 0 0 0 -2143 -2217 -2895 2711 2662 5975 568 445 3080
-2929 -2936 -2215 -1745 -1780 -1675 -347 -278 -5 -3747 -1785 4090 2717 1800 -4505 -1030 15 -415
-3185 -4813 -5520 -15616 -16595 -17920 4435 3953 4855 -6424 -15057 -18450 28511 27097 31145 22087 12040 12695
-5228 -7232 -7910 -13873 -15078 -16570 2873 2251 2945 -2438 -11626 -15465 24259 23322 28335 21821 11696 12870
-2307 -2486 -2975 -3656 -3075 -3700 749 537 400 -6664 -7479 -10500 11213 10047 10500 4549 2568 0
-3224 -5104 -5700 -8082 -10258 -11160 2047 1653 2500 6266 -637 -3060 8802 9041 13060 15068 8404 10000
98 5 145 -1860 -1503 -1435 74 61 40 -940 -2416 -645 3487 2838 3145 2547 422 2500
15 75 145 -88 -101 -130 3 0 5 -865 -686 -740 519 774 1040 -346 88 300
190 278 475 -187 -141 -145 0 0 0 -235 -408 -520 238 622 590 3 214 70
2043 2419 2390 -1743 -1517 -1350 1562 1702 1910 -3986 -3431 -2985 4252 3775 2810 266 344 -175
166 233 260 -201 -193 -205 86 86 80 -447 -537 -515 587 518 295 140 -19 -220
=21 27 -10 -104 -117 -120 702 823 940 -423 -320 -315 482 465 450 59 145 135
127 59 15 -179 -110 90 339 310 380 =757 -766 -510 738 879 510 -19 113 0
-36 -45 -55 -9 -10 -10 44 75 45 -125 -75 -115 76 35 85 -49 -40 -30
18 29 20 -318 =321 -270 61 48 40 -379 -478 -375 371 338 350 -8 -143 -25
-62 -56 -30 -495 -429 -465 10 25 30 -1095 -852 -855 1096 771 900 1 -81 45
821 937 880 -194 -117 -45 -27 =27 -25 -282 -192 -230 398 250 300 116 58 70
1030 1235 1310 -243 -220 -145 347 362 420 -478 =211 -70 504 522 -80 26 311 -150

Source: ECLAC, on the basis of information supplied by the International Monetary Fund and by official national institutions.

2 Does not include net payments of profits and interest.
Includes short-term capital, unrequited official transfer payments, and errors and omissions.

counterpart itemns.

Preliminary ECLAC estimates. Figures have been rounded to the nearest ten or five.

© Includes interest due.

¢ Corresponds to the variation in international reserves (of opposite sign) plus
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Table A.16
LATIN AMERICA AND THE CARIBBEAN: NET CAPITAL
INFLOW AND TRANSFER OF RESOURCES
(Billions of dollars and percentages)

Transfer of
Net Net fpayments Transfer of Exports of resources as a %
capital of profits resources goods and of exports of
inflow and interest 3)=(1)-(2) services goods and services
$=(3),%4)
1) 2) 3 4 ()
" Latin America and the Caribbean
1975-1979 104.9 44.5 60.4 287.4 21.0
1975-1979° 21.0 8.9 12.1 57.5 21.0
1980 320 18.9 13.1 104.9 12.5
1981 39.8 28.5 11.3 113.2 10.0
1982 20.1 38.8 -18.7 102.9 -18.2
1983 29 34.5 -31.6 102.4 -30.9
1984 10.4 37.2 -26.8 113.6 -23.6
1985 3.1 35.3 -32.2 108.6 -29.7
1986 9.9 324 -22.5 94.8 -23.7
1987 15.1 31.3 -16.2 108.0 -15.0
1988 55 34.3 -28.8 123.1 -234
1989 9.9 37.9 -28.0 136.4 -20.5
1990 17.7 33.1 -15.4 150.6 -10.2
1991 38.0 314 6.6 151.3 4.4
1992 61.7 31.0 30.7 161.3 19.0
1993 i 65.1 329 32.2 170.4 18.9
1994 56.6 35.6 21.0 194.4 10.8
. Oil-exporting countries
1975-1979 43.6 18.2 25.4 140.9 18.0
1975-197¢° 8.7 3.6 5.1 28.2 18.0
1980 134 8.3 5.1 54.6 9.3
1981 17.6 12.2 5.4 59.1 9.1
1982 3.8 17.2 -13.4 55.6 -24.1
1983 -4.7 14.9 -19.6 54.0 -36.3
1984 -2.7 16.3 -19.0 59.5 -31.9
1985 2.7 15.1 -17.8 55.0 -324
1986 2.5 13.2 -10.7 44.4 -24.1
1987 4.7 12.9 -8.2 52.5 -15.6
1988 0.9 13.0 -12.1 53.9 -22.4
1989 4.6 14.9 -10.3 62.3 -16.5
1990 7.7 13.3 -5.6 74.2 -1.5
1991 26.7 13.7 13.0 73.7 17.6
1992 33.2 15.4 17.8 74.9 23.8
1993 4 38.0 16.3 21.7 79.2 27.4
1994 25.4 17.6 7.8 90 5 8.6
" Non-oil-exporting countries
1975-1979 61.3 26.3 35.0 146.5 23.9
1975-1979° 12.3 5.3 7.0 29.3 23.9
1980 18.5 10.6 79 50.3 15.7
1981 22.2 16.3 59 54.1 10.9
1982 16.3 21.5 -5.2 47.3 -11.0
1983 1.6 19.6 -12.0 48.4 -24.8
1984 13.1 20.9 -1.8 54.1 -14.4
1985 5.8 20.2 -144 53.6 -26.9
1986 73 19.2 -11.9 50.4 -23.6
1987 10.4 18.4 -8.0 55.5 -14.4
1988 4.6 21.3 -16.7 69.2 -24.1
1989 53 23.0 -17.7 74.1 -23.9
1990 10.0 19.8 -9.8 76.4 -12.8
1991 11.3 17.7 -6.4 71.6 -8.2
1992 28.5 15.6 12.9 86.4 14.9
1993 q 27.1 16.6 10.5 91.2 11.5
1994 31.2 18.0 13.2 103.9 12.7

Source: ECLAC, 0N Lh%basis of information supplied by the Imecfnational Monetary Fund. 1994: and by official national institutions.
? Percentages. Cumulative. ¢ Average. Preliminary estimates.




Preliminary overview 1994

Table A.17
LATIN AMERICA AND THE CARIBBEAN: INTERNATIONAL BOND ISSUES?
(Millions of dollars)
January to September
1990 1991 1992 1993

1993 1994

Total 2760 7242 12 577 27 397 18 699 13 609
Argentina 21 795 1570 6233 2793 3239
Barbados - - - - - 20
Bolivia - - - . - 10
Brazil - 1837 3655 6679 4545 1856
Chile - 200 120 433 333 155
Colombia - - - 566 375 633
Costa Rica - - - - - 50
Guatemala - - - 60 60 -
Jamaica - - - - - 55
Mexico 2477 3782 6 100 10783 8192 6 866
Panama - 50 - - - 250
Peru - - - 30 - 100
Trinidad and Tobago - - 100 125 100 150
Uruguay ; - - 100 140 140 100
Venezuela 262 578 932 2348 2161 125

Source: 1990-1992: International Monetary Fund, Private market financing for developing countries, Washington, December
1993; 1993-1994: International Monetary Fund, estimates based on various sources.
2 Gross financing.
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Table A.18
LATIN AMERICA AND THE CARIBBEAN: INTERNATIONAL SECURITIES ISSUES *
(Millions of dollars)
January-September
1990 1991 1992 1993

1993 1994
Total 98 4120 4063 5726 3529 3762
Argentina - 356 372 2793 2475 574
Bolivia - - - 10 - -
Brazil - - 133 - - 898
Chile 98 - 129 271 208 472
Colombia - - - 91 27 148
Mexico - 3764 3058 2493 819 1537
Panama - - 88 - - -
Peru - - - 26 - 133
Venezuela - - 283 42 - -

Source: International Monetary Fund, Private market financing for developing countries, Washington, December 1993 (for data
up to 1992), and information prowdcd directly (for 1993 and 1994).
2 Depositary receipts in the United States market (ADRs) and depositary receipts in the world market (GDRs) for new capnlal
widening (primary issues).

Table A.1S
LATIN AMERICA AND THE CARIBBEAN: INDEXES OF
STOCK-EXCHANGE PRICES IN DOLLARS
(Annual percentage variations) .

1994°
1990 1991 1992 1993 1 ) 1 18

April July Sept. Nowv.
Argentina -38 392 -28 67 -10 -15 -1 -14
Brazil -68 152 - 91 37 6 77 84
Chile 31 90 12 30 1 17 30 47
Colombia 27 174 36 32 47 51 46 23
Mexico 25 100 19 46 -12 -19 -6 -14
Peru 35 23 16 23 54
Venezuela 572 34 -43 -10 10 -34 -20 -32

Source: ECLAC, on the basis of International Finance Corporation (1FC) figures and Latin American Weekly Report (WR-94-47),
8 December 1994.
? Year-end. Variations in relation to year-end 1993.



Table A.20

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

Year-end balance Annual rates of variation

b
1987 1988 1989 1990 1691 1992 1693 1994 1981 1083 1992

Latin America and

the Caribbean 427561 419530 423052 441486 456036 474127 504488 533765 229 11.2 3.2 6.4 5.8
Oil-exporting

countries 188333 186072 181052 191498 205187 207 664 224810 238740 24.7 10.7 2.6 8.3 6.2
Bolivia® 4278 4043 3492 3768 3582 3784 3777 4230 143 9.4 20 -0.2 12.0
Colombia 17 047 17 359 17 607 17 556 16 975 16 833 18602 21445 28.0 16.0 44 10.5 153
Ecuado 10 320 10 581 11322 11856 12271 12122 12806 12960  21.0 18.3 5.7 5.6 1.2
Mexico 102400 100900 95100 101900 114900 114000 127400 136000 30.2 11.9 2.2 11.8 6.8
Peru 15373 16 493 18 536 19996 20950 21710 22127 23055 1.0 13.8 6.4 1.9 42
Trinidad and Tobago 2082 2012 2 400 2520 2433 2215 2098 2250 29.3 16.3 5.0 -53 .2
Venezuela © 34 833 34 684 33195 33902 34036 37000 38000 38800 24.7 4.0 0.7 2.7 2.1
Non-oil-exporting

countries 241228 233458 242000 249988 250849 266463 279 678 295025 214 11.7 3.7 5.0 55
South America 209825 201012 206752 213878 215617 230760 244362 259250 21.9 11.1 3.6 59 6.1
Argentina 58 324 58 473 63314 60973 63700 65000 68000 75000 419 12.4 42 4.6 10.3
Brazil 121174 113469 115096 123439 123910 135949 145660 151500 14.4 10.6 3.7 7.1 4.0
Chile 20 660 18 960 17 520 18 576 17 319 13 964 19655 21470 305 7.6 0.6 3.7 92
Guyana 1736 1778 1 801 1812 1856 1871 1 906 1 950 28.1 17.8 1.7 1.9 23
Paraguay 2043 2002 2027 1695 1 666 1279 1217 1255 12.3 24.5 -1.5 -4.8 3.1
Uruguay 5888 6330 6 994 7383 7 166 7 697 7914 8075 359 21.2 6.0 2.8 2.0
Central America and

the Caribbean 31403 32446 35248 36110 35232 35703 35316 35775 18.2 16.1 4.8 -1.1 1.3
Costa Rica 4384 4470 4488 3930 4015 4050 4052 4 100 12.8 14.7 1.5 0.0 1.2
El Salvador® 1880 1913 2169 2226 2216 2338 1958 1960 17.7 8.4 24 -163 0.1
Guatemala 2700 2599 2731 2602 2561 2 500 2 086 2095 19.0 24.8 1.7 -16.6 0.4
Haiti ¢ 752 778 803 841 809 819 830 870 21.0 217 4.5 1.3 4.8
Honduras 3773 3810 3374 3547 3174 3538 3762 3920 17.5 16.7 5.6 6.3 42
Jamaica 4014 4002 4038 4152 3874 3678 3647 3 660 22.6 14.9 2.6 -0.8 0.4
Nicaragua © 6270 7220 9741 10 616 10312 10 806 10987 11600 27.1 215 124 1.7 5.6
Panama ¢ 3731 3771 3814 3714 3699 3548 3494 3540 9.0 13.8 1.3 -1.5 1.3
Dominican Republic 3 899 3883 4090 4482 4572 4 426 4 500 4030 242 14.0 33 17 -104

Source: ECLAC,0n the basis of official information.
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Table A.21
LATIN AMERICA AND THE CARIBBEAN: TOTAL INTEREST DUE
AS A PERCENTAGE OF EXPORTS OF GOODS AND SERVICES
(Percentages)

1979- 1982- 1984-

a
1981 1983 1987 1988 1989 1990 1991 1992 1993 1994

Latin America and

the Caribbean 237 387 348 288 283 251 231 205 196 19.1
Oil-exporting

countries 204 331 316 286 270 221 211 21.0 204 20.0
Bolivia 26.4 41.6 446 41.0 302 250 269 244 207 164
Colombia 143 263 227 207 217 190 164 145 124 120
Ecuador 184 29.6 30.1 325 337 293 250 194 184 16.1
Mexico 31.8 425 36.0 299 283 241 234 234 231 235
Peru 193 273 292 267 225 271 265 229 246 220
Venezuela 95 213 272 290 266 17.0 154 183 169 1538
Non-oil-exporting

countries 274 455 382 290 295 281 252 200 188 184
South America 30.1 493 409 303 311 296 265 204 195 193
Argentina 24.1 560 527 420 512 380 362 285 227 203
Brazil 359 501 386 294 292 314 276 209 216 223
Chile 247 442 385 217 185 17.8 146 11.2 102 9.3
Paraguay 13.1 153 17.0 125 7.1 5:3 6.1 10.7 6.4 7.3
Uruguay 112 236 293 250 272 269 212 176 166 138
Central America

and the Caribbean 125 208 199 187 171 147 157 167 138 119
Costa Rica 197 346 235 220 236 154 100 8.5 7.0 6.3
El Salvador 64 120 11.1 9.5 88 13.0 125 11.2 106 102
Guatemala 5.3 83 145 139 113 112 Z:1 8.8 5.0 43
Haiti 2.6 2.4 5.4 8.2 9.5 8.7 9.7 7.1 7.5 133
Honduras 1.2 193 165 17.6 176 18.0 230 241 232 20.1
Nicaragua 228 427 730 967 62.1 583 110.3 1585 115.6 108.7
Dominican Republic 180 23.6 190 147 116 81 118 12.1 104 8.0

Source: ECLAC, on the basis of official information.
? Preliminary estimates.
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Table A.22
LATIN AMERICA AND THE CARIBBEAN: TOTAL DISBURSED EXTERNAL
DEBT AS A PERCENTAGE OF EXPORTS OF GOODS AND SERVICES ?
(Percentages)

1979- 1982- 1984-

b

1981 1983 1987 1988 1989 1990 1991 1992 1993 1994
Latin America
and the Caribbean 236 338 372 342 310 294 305 299 302 280
Oil-exporting
countries 205 258 332 342 287 255 275 274 281 262
Bolivia 241 338 501 603 403 386 390 490 422 373
Colombia 146 265 259 258 233 203 187 183 189 177
Ecuador 158 237 311 400 394 364 360 334 361 299
Mexico 267 341 372 347 289 266 289 275 284 272
Peru 234 306 391 447 423 491 499 501 509 433
Venezuela 153 200 258 314 237 180 207 238 241 222
Non-oil-exporting
countries 271 403 413 341 331 334 335 321 321 297
South America 293 423 435 342 328 332 335 322 325 302
Argentina 274 480 567 525 538 412 444 443 432 412
Brazil 330 419 406 315 307 356 361 340 340 316
Chile 2217 380 401 229 182 180 155 151 166 145
Paraguay 156 372 269 182 129 90 101 8 67 71
Uruguay 157 213 365 361 344 342 326 329 337 284
Central America
and the Caribbean 154 275 334 338 351 349 330 317 288 262
Costa Rica 205 299 309 276 244 199 182 157 135 123
El Salvador 109 210 207 203 266 253 245 265 188 166
Guatemala 73 163 225 205 192 166 152 132 115 97
Haiti 120 170 205 283 339 345 324 650 692 1160
Honduras 160 265 395 371 318 344 312 337 346 315
Nicaragua 341 733 1239 2644 2859 2707 3048 3494 2994 2729
Dominican Republic 162 263 205 204 197 224 231 206 192 161

Source: ECLAC, on the basis of official information.

? Calculated orLthe basis of the external debt figures given in table A.20 and the corresponding data on exports of goods and

services. Preliminary estimates.
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