
SOUTH AMERICA 

      

Argentina
 



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

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

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

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

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

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

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

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

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

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

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

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

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




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

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

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

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

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

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

lowest levels in the second half of the century.

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

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

currency is included −a very important factor in a

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

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

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

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

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

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

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



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

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

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

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

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

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

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

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

fiscal measures in Congress.

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

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

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

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

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

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

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

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

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

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

      

Chile



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

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

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

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

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

became deeper and longer than had been expected.
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Colombia



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

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

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

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

to 4.6% of GDP.

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

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

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

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

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

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

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

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

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

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

       

Ecuador


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

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

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

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

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

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

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

defaulted on interest payments to private creditors.

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

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

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



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

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

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

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

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

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

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

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

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

one-third of the 1998 figure.

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

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

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

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

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

40 ECLAC







more than 12 months earlier. The increase is attributable largely to the sale of roughly this amount of
Treasury bonds on international markets.

       

Peru



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

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

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

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

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

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

sector.

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

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

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

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

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

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

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

       

Uruguay



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

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

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

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

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

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

increased the balance-of-payments current account deficit.

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

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

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

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

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

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

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

       

Venezuela



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

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

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

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

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

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

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

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

development, combined with low demand, made it possible to

continue bringing down inflation, which was around 20%.

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

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

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

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

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

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

1997 1998 1999
a

       
                An nual rate of vari a tion

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

b
-22.3 -17.7 -6.5

Terms of trade -3.1 -25.9 27.2

                   Per cent ages

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

                 Mil lions of dol lars

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

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

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

(Per cent age variation)

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