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3 In Colombia the expansionary effect has been blunted to some

extent, as the main effect of this policy has been concentrated
in  short-term  interest  rates.  Long-term  rates  tended  to  align

themselves  with  international  rates  as  the  sovereign  spread

widened,  especially  in  the  third  quarter,  and  it  was  not  until
the fourth quarter that some downward adjustment was seen.
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candidates’ endorsement of the IMF agreement helped
to  ease  financial  tensions,  and  the  spreads  narrowed
somewhat, but they are still abnormally high.
The slowdown in the United States economy in

2001-2002  has  also  had  a  significant  influence  on
Latin America’s performance, especially in the cases
of Mexico, the five members of the Central American
Common  Market,  the  Dominican  Republic,  Haiti  and
Panama. All of these economies have also slowed their
pace  in  2001-2002,  and  this  year  only  three  of  them
(Costa Rica, the Dominican Republic and El Salvador)
have  positive  -but  below  their  historical  average-  per
capita GDP growth rates.
The terms of trade for Latin American economies

have  deteriorated  since  1998, except  in  the  case  of
the region’s net oil exporters (Venezuela, Ecuador,
Mexico, Colombia and Argentina) and the Dominican
Republic. Overall,  the  countries  posting  the  sharpest
cumulative  decreases  in  external  relative  prices  have
been Peru (-21%), Chile (-19%) and Brazil (-16%). The
economies that have been hurt the most by this trend in
2002 are Brazil (-4%), Bolivia and Honduras (around
-3% each), while Peru’s terms of trade have improved
by 5% following four consecutive years of steep declines.
The deterioration in the terms of trade has also had a
strong effect on the performance of most of the Central
American economies and on some regionally important
activities, most notably the coffee sector.
In  most  countries  of  the  region,  procyclical

monetary and fiscal policies have amplified the shocks
generated by unfavourable external conditions. In many
cases,  monetary  policy  has  been  used  to  mitigate
exchange rate overshooting and has therefore introduced
an  additional  contractionary  bias.  Fiscal  policy  has
primarily been focused on ensuring that public finances
are  on  a  sustainable  course,  and  this  has  generated
contractionary  pressures  as  well. The  countries’
exchange rates have, in turn, tended to depreciate in real
terms,  thereby  improving  the  region’s  competitive
position.  Overall,  the  most  conspicuous  aspect  of
economic policy in 2002 has been the authorities’ loss
of degrees of freedom in dealing with economic events
as  they  unfold. This  reduction  in  the  authorities’
autonomy in managing economic policy is partially due
to the presence of more severe external constraints, but
the imbalances that built up during the years of economic
strength have also been a factor.
With very few exceptions, monetary policy in the

region has been tightened in response to the pressure
being exerted on the foreign exchange market. Trends
in the sovereign spreads of other countries in the region
have shown some degree of correlation with Brazil’s,

and in most cases this has pushed up domestic interest
rates. In the economies that have been hurt the most by
developments  in  the  financial  market,  exchange  rate
overshot,  and  the  authorities  found  that  they  had  less
latitude in managing monetary policy. In fact, Argentina,
Uruguay  and Venezuela  abandoned  their  existing
exchange regimes and began to float their currencies.
At the other extreme, Chile, Colombia, Mexico and Peru
have enjoyed sufficient degrees of freedom to pursue an
expansionary monetary policy.3 Even in these countries,
however, the main channel for the transmission of an
expansionary monetary policy –an increase in lending
to  the  private  sector–  has  not  always  functioned  as  it
should because of the cautious stance adopted by banks
and borrowers alike.
Fiscal  policy  makers  have  also  had  less

manoeuvring room in most of the region’s economies,
although in this case conditions have varied more widely
from one country to the next. This is partly because the

Figure 2
LATIN AMERICA AND THE CARIBBEAN:

TERMS OF TRADE

(Cumulative variation 1998-2000 and variation for 2002)

Source: ECLAC, on the basis of official figures.
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Figure 4
LATIN AMERICA AND THE CARIBBEAN: NET RESOURCE TRANSFERS  a
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Figure 3
LATIN AMERICA AND THE CARIBBEAN:

 CURRENT-ACCOUNT BALANCE

(Percentages of GDP)

Source: ECLAC, on the basis of official figures and IMF data.
a Preliminary estimates.
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accounts  of  the  balance  of  payments.  Problems  in
obtaining  external  financing,  dwindling  inflows  of
foreign direct investment and large outflows of short-
term capital resulted in a steep decline in net inflows of
autonomous  capital  for  the  second  year  running,
especially in Argentina, Brazil, Uruguay and Venezuela.
In fact, the region as a whole registered zero or slightly
negative net inflows of such capital in 2002, which had

not happened since 1990. To cover the current-account
deficit, the authorities had to use compensatory capital
derived from IMF financing and, in the case of Argentina,
delays  in  payments  of  interest  and  amortizations  of
mature debt. The upshot of all these factors was a loss of
international reserves across the region; these losses were
very severe in the four countries mentioned above, with
the exception of Brazil, which was able to replace the
reserves it used with funds from an IMF loan.
Because net capital inflows were limited to resources

from exceptional financing, the net transfer of resources
reached unprecedented negative values. FDI flows were
again positive, but more modest than those received in
2001. The negative net transfer of resources can be traced
to financial flows, which, between interest payments and
net capital outflows, amounted to nearly US$ 65 billion,
which was equivalent to almost four points of regional
GDP (see figure 4).
In  2003,  the  region's  current-account  deficit  may

not be much bigger than this year's figure, even though
imports can be expected to recover somewhat from the
abnormally  low  levels  they  are  currently  posting  in
several  countries.  Exchange-rate  corrections  will
probably sustain the improvement seen in exports in the
second half of 2002. In addition, FDI flows are likely to
remain positive, even within the downward trend they
have  shown  in  recent  years.  Notwithstanding  these
prospects,  if  the  Latin American  and  Caribbean
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access to voluntary credit, were able to secure sizeable
loans from IMF. Brazil had an existing arrangement with
the Fund, and in August signed another which provides
access to disbursements for a total of US$ 30 billion up
to the end of 2003. By September Brazil had drawn on
US$ 8.5 billion of this amount, which helped it maintain
the level of its reserves. In Uruguay, IMF disbursements
were used to shore up the private banking system, which
had to deal with a run on deposits. In June and August,

the government received disbursements of US$ 1.6 billion,
or the equivalent of 12% of GDP, of which over half went
to  restore  international  reserves  that  had  been  used  to
support stricken banks. The banks whose operations had
been suspended at the time of the bank holiday declared
in July were still unable to open their doors at the end of
November,  which  led  to  the  postponement  of  two
instalments of the loan arranged with IMF.
Other countries failed to reach agreement with IMF

regarding the conditions attached to new loans and were
thus unable to secure resources from the Fund. A number
of countries even made net payments on their IMF debts,
including Argentina, which made net payments of
US$  630  million  on  this  item.  Including  also  the
payments  made  to  the World  Bank  and  IDB,  in  2002
Argentina  made  loan  repayments  totalling  US$  2.8
billion.  Early  in  the  year  Ecuador  received  a
disbursement  of  US$  90  million,  but  the  government
later rejected the conditions attached to the loan by IMF.
In August the Fund granted Paraguay a US$ 200-million
loan, but these resources were not disbursed because the
government was unable to secure congressional approval
for the fiscal and banking reforms stipulated in the loan
agreement. As these examples show, IMF conditionality
is  becoming  increasingly  vested  in  requirements  that
need  to  be  approved  by  congress,  which  is  being
questioned  by  some  of  the  region's  governments  and
legislatures.

Foreign trade continues to face a sluggish
global economic environment

The world economy's slow growth showed little change
in 2002. The performance of the developed regions was
uneven, but the slowdown that began in 2001 affected
all  of  them  (see  figure  8). This  situation  affected  the
countries of the region mainly in the form of lower prices
for commodities, their main export. As a result, most of
the countries saw a new decline in their terms of trade,
which intensified the downward trend that has been in
evidence since 1998.
Over the first 11 months of the year, the commodity

price index for non-oil commodities exported by Latin
America and the Caribbean dropped by almost 1.5% with
respect to the average for 2001, resulting in a cumulative
decline  of  over  6%  in  two  years.  Given  the  close
relationship between raw material consumption and the
level    of    economic    activity,    these    commodities
(especially minerals) were the products most seriously
affected by the erosion in prices. Important food products
from tropical and subtropical zones, in particular sugar
and shrimp, also suffered from the downturn. Coffee was
again the most dramatic casualty, however, with a price

Figure 7a
LATIN AMERICA AND THE CARIBBEAN: SOVEREIGN

BOND SPREADS (EMBI)

(Over yields of United States Treasury
 bonds)

Figure 7b

Source: ECLAC, on the basis of data from J.P. Morgan.

Notes: EMBI: Emerging Markets Bond Index. Argentina: ELI PARL index;

Brazil: ELI PBRL index; Mexico: ELI PMXL index; Peru: ELI PPRL

index; Venezuela:  ELI  PVNL  index.  Uruguay: Yld YTM  Bid  of

standard global sovereign bond maturing in 2008. Chile: Yld YTM

Ask of sovereign bond maturing in 2009. Colombia : YTW of global

sovereign bond maturing in 2009.
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not have a significant effect on sales within this market,
and intraregional trade shrank by 16% (see figure 10).
Most  of  this  decline  occurred  in  the  MERCOSUR
countries,  and  was  due  primarily  to  the  slump  in
Argentina's  imports,  whose  intraregional  purchases
dropped  by  about  40%.  The  automotive  sector  was
the hardest hit, as trade among MERCOSUR countries
fell  off  by  some  60%,  while  capital  goods  trade
declined by 20%. For the MERCOSUR countries as a
group,  the  share  of  intraregional  exports  in  total
exports declined to 11% (compared to 25% in 1998).
The Andean  Community  saw  intraregional  exports
decrease by 8% in the first three quarter of the year,
which brought them down to 10% of the bloc's total
exports.

By  contrast,  trade  within  the  Central American
Common Market expanded by some 4%. Exports within
this market came to account for more than a quarter of
the group's total exports.

As a result, exports weaken and imports slide
in most of the countries

All in all, more than half the countries in the region
suffered losses in their merchandise export earnings (see
figure 11), while an even larger number experienced a
decline  in  imports  in  tandem  with  the  economic
slowdown and the currency depreciations that took place
in several of them. The mixed results in this area reflect
differences between groups of countries with respect to
the influences described above.

Source: ECLAC, on the basis of official figures.

Figure 11

LATIN AMERICA AND THE CARIBBEAN: PERCENTAGE VARIATION IN EXPORTS
BY UNIT VALUE AND VOLUME, 2002

Figure 10
LATIN AMERICA AND THE CARIBBEAN: INTRAREGIONAL TRADE

Porcentaje de las  exportaciones  totales  
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1 This effect is not reflected in the operating balance of the

public sector, which is mentioned earlier in this chapter.

Source: See Statistical Appendix.
a Central government. b Operational balance. c Simple average.

Figure 13
LATIN AMERICA AND THE CARIBBEAN: PUBLIC SECTOR BALANCE

(Percentages of GDP)
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As a result of these trends, fiscal policy tended to be
passive in 2002. First, in the last five years the economic
authorities  have  found  themselves  with  constantly
decreasing room for manoeuvre in respect of fiscal affairs,
as the fiscal deficit already represented an average of 3.2%
of  GDP  in  2001.  Second,  faced  with  tougher  external
financing conditions, the governments have been obliged
to protect the credibility of their policies by adopting a
more austere policy stance. Only Barbados, Chile, Costa
Rica and the Dominican Republic enjoyed enough leeway
to implement a compensatory fiscal policy.
The worsening of economic conditions brought the

issue of public debt sustainability to the forefront once
again.  Certainly,  a  fiscal  deficit  which  has  been
expanding ever since the beginning of the Asian crisis
and sluggish economic growth have raised public debt
in relation to GDP, but investor behaviour has also been
responsible  for  triggering  and  propagating  panic  and
contagion, thus giving rise to a self-fulfilling prophecy.
The fact that two countries with a high public debt/GDP
ratio (Ecuador and Brazil) have a large primary surplus
testifies to a major effort to improve this indicator which
has been disregarded by investors.

The  problem  of  public  debt  has  also  been
exacerbated by developments in the area of monetary
and  exchange-rate  policy.  Monetary  policy  was  fairly
expansionary  early  in  the  year,  but  then  tightened  in
response  to  exchange  rate  instability  and  to  rising
inflation in a number of countries. This was reflected in
an increase in interest rates, which added to the burden
of  domestic  debt  servicing  and  worsened  public  debt
sustainability indicators. In Brazil, currency devaluation
caused a fiscal downturn equivalent to 5.4% of GDP in
nominal terms.1  In combination, these factors brought
about  an  increase  in  Brazil's  country-risk  indicators,
which  further  complicated  an  already  difficult  fiscal
situation.  However,  positive  final-quarter  signals
observed in the markets of most of the region's countries,
led by Brazil, together with expectations for moderate
growth in 2003 augur a less thorny fiscal situation in the
coming year. Argentina was forced to suspend payments
on its external public debt, first to private creditors, but
at the end of the year to multilateral creditors too. It is
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feasible because of persistently large outflows of capital.
The domestic political situation and market unease about
the fiscal accounts put further pressure on the bolívar.
The Central Bank raised interest rates, but, in this case
as  well,  the  move  failed  to  prevent  a  sharp  currency
depreciation.
The  second  group  is  made  up  of  most  of  the

Central American countries, whose monetary policies
were contractionary. In Guatemala, for example, this
was  because  inflation  was  expected  to  exceed  the
target set in the government programme. In Honduras,
the  authorities'  main  concern  was  to  shore  up  the
exchange  rate  in  a  context  of  copious  external
borrowing on the government's part. Nicaragua tried
to  keep  interest  rates  on  a  downward  trend,  but
reversed that policy starting in mid-2002 in view of
the  gradual  decline  in  the  level  of  international
reserves.  Costa  Rica  applied  a  contractionary
monetary policy and an expansionary fiscal one; the
net effect of this mix was expansionary.
In the group of countries with dollarized economies

(Ecuador, El Salvador and Panama), domestic interest
rates dropped significantly, mirroring the steep fall in
interest rates in international markets. Ecuador's financial

system, which is still being restructured, continued to
improve, and commercial banks saw a decline in their
non-performing loan portfolios and a nominal increase
in  loans  and  deposits.  However,  monetization  levels
and credit balances expressed as a percentage of GDP
remained  low.  Liquidity  in  the  financial  system  was
high, in part because lenders showed extreme caution
in supplying credit, and interest rates on deposits and,
to  a  lesser  extent,  on  loans  continued  to  trend
downward.
Lastly, the fourth group of economies, which were

in  a  better  position  to  implement  countercyclical
monetary  policies,  includes  Chile,  Colombia,  Peru
(until the third quarter) and Mexico. In Chile, which
keeps a tight rein on inflation and enjoys a sounder
external financial position, the Central Bank lowered
the money-market intervention rate six times, bringing
it  to  a  historically  low  nominal  rate  of  3%  a  year,
notwithstanding the volatility of the exchange rate.
In  Colombia,  high  market  liquidity  and  favourable
inflation trends enabled the Central Bank to reduce
interest rates throughout the first half of the year, but
this  policy  was  interrupted  by  events  in  the  third
quarter. Peru, where a period of slight deflation was
succeeded by one of very low inflation, also managed
to  maintain  an  expansionary  monetary  policy,
although  increased  exchange-rate  instability  in  the
third quarter prompted the authorities to adopt a more
cautious  monetary  stance.  Lastly,  Mexico,  which
suffered  only  minor  contagion  from Argentina  and
Brazil, continued the slightly expansionary monetary
policy applied in 2001, with the result that interest
rates fell from an average of 11.3% in 2001 to around
8.5% in 2002.
The net supply of credit, meanwhile, remains low

in  a  significant  number  of  countries,  owing  to  the
greater caution exercised by local banks. Interest rate
spreads are still high and have even increased in some
countries.
In a pattern reminiscent of the trends observed in

2001, several countries recorded gross credit expansion
that  was  below  total interest  rates  on  loans  in 2002,
something that could imply an effective contraction in
lending.  One  indicator  of  domestic  borrowing
conditions  is  the  bank  interest  rate  spread,  which
increased  in  many  economies  (such  as  those  of
Argentina, Aruba, Bahamas, Barbados, Bolivia, Brazil,
Colombia, Costa Rica, Dominican Republic, Guyana,
Haiti, Nicaragua, Panama, Paraguay and Uruguay) in
the  initial  quarters  of  2002. This  indicates  that  the
decline  in  deposit  rates  was  not  matched  by  a
proportional fall in lending rates, which suggests that

Figure 14

LATIN AMERICA AND THE CARIBBEAN: VARIATION
IN MONEY SUPPLY

(Real 12-month rates of variation)

Source: ECLAC, on the basis of official figures.
aMost recent period for which data are available; figures deflated by the

consumer price index.
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Figure 16

LATIN AMERICA AND THE CARIBBEAN: GDP AND PER CAPITA GDP, 1989-2002
(Index 1995=100, on the basis of constant 1995 dollars)

Figure 17
LATIN AMERICA AND THE CARIBBEAN: GROSS DOMESTIC PRODUCT

(Annual growth rates, on the basis of constant 1995 prices)

Source: ECLAC, on the basis of official figures.
a Preliminary estimates.

a

Growth and investment

The  economy  of  Latin America  and  the  Caribbean
shrank in 2002, which was reflected in a decline of 0.5%
in  GDP. This  rounded  off  five  years  of  economic
stagnation in the region, with per capita GDP below the
figure recorded in 1997 (see figure 16).

Source: ECLAC, on the basis of official figures.

GDP Per capita

GDP

Per capita GDP slipped for the second year running.
This  was  partly  attributable  to  the  sharp  downturn  in
economic activity in Argentina, Uruguay and Venezuela,
but in fact almost all of the countries posted low growth
rates (under 2% in most cases) (see figure 17).
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performance  in  the  country’s  main  export  markets
(among which Venezuela figures prominently) account
for the downturn in exports. Investment remained low
in  relation  to  GDP,  at  15.6%. These  factors  have
prevented  GDP  growth  from  rising  above  1.6%  this
year, in spite of the fact that the government deployed
an expansionary monetary policy during most of the
year (except for the third quarter).
Peru’s economy, which was the fastest-growing in

the region in 2002, is another one that is, as a rule, very
sensitive  to  international  conditions,  which  affect  it
through the prices of its export products, mainly metals.
This  was  not  the  case  in  2002,  however,  because  the
decline in the price of certain products (copper and zinc)
was offset by the rise in the prices of fishmeal and gold.
The  Peruvian  economy  has  been  experiencing  an
upswing  and  will  have  grown  by  4.5%  in  2002.  This
performance was attributable mainly to an increase in
public and private consumption, and to the production
and export of minerals as the Antamina mine came on
stream. The rate of investment remained low, however,
although new mining and gas extraction projects could
spark a reactivation.
In  summary,  the  region’s  economic  performance

was poor in 2002, very similar in most aspects to the
year before. Be this as it may, activity began to pick up
again  in  most  of  the  countries  by  contrast  with  the
downslide  experienced  throughout  2001.  In  fact,  the
main factors underlying the feeble performance in 2001
–the slowdown in the United States economy, electricity
rationing  in  Brazil  and  the  depression  that  engulfed
Argentina in the final phase of the convertibility regime–
affected the region mainly in the second half of the year.
This partly explains the fact that year-on-year growth
rates were negative in the first quarters of 2002 because
they were compared with the relatively high levels of
output recorded in early 2001, whereas just the opposite
was true in the latter part of 2002.
Output contracted sharply in a number of countries

in 2002. This was mainly a reflection of domestic factors
(over-indebtedness,  capital  flight,  banking  crises  and
slack  domestic  demand),  but  external  financing
conditions  also  had  a  hand  in  the  downswing.
International trade continued to be sluggish, which meant
that export volumes did not recover and the prices of
many raw materials, with the exception of petroleum,
failed to return to the levels seen before the Asian crisis
of 1997.
Gross investment contracted again (see figure 18),

which placed the regional investment rate at 18 GDP
percentage points (at 1995 prices), even lower than

the rates recorded in the late 1980s and early 1990s.
The steepest downturns were experienced in the South
American countries. As tends to occur in a recession,
fixed investment was the component of global demand
to contract the most. During this particular recession,
limited  export  prospects combined  with  the  higher
prices of imported capital goods (inflated by the effect
of devaluation), while scarce or expensive financing
discouraged  construction  activity.  In  addition,
political  instability  or  conflict  seriously  retarded
capital formation. Ecuador was the only country in
the  subregion  to  record  significant  growth  in  this
respect,  thanks  to  the  construction  of  a  new  oil
pipeline.

Figure 18
LATIN AMERICA AND THE CARIBBEAN: GROSS FIXED

CAPITAL FORMATION

(Percentages of GDP, on the basis of constant
1995 prices)

Source: ECLAC, on the basis of official figures.

aPreliminary estimates.
bRefers to gross domestic investment.
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LATIN AMERICA AND THE CARIBBEAN:

 CONSUMER PRICES
(Twelve-month variation)a

The countries with the sharpest price hikes are the
ones  that  also  witnessed  the  biggest  exchange-rate
increases, namely Argentina, Uruguay and Venezuela.
These devaluations immediately followed the countries’
abolition of their fixed-rate (convertibility or exchange
band)  regimes,  which  had  considerably  distorted
relative  prices  and  ultimately  proved  to  be
unsustainable.  The  drastic  change  in Argentina’s
exchange-rate regime caused the currency to plummet,
losing  nearly  three  fourths  of  its  value. Wholesale
prices, in which imports weigh heavily, bore the brunt
of this loss, soaring by more than 118%, which was
much  higher  than  the  rise  in  consumer  prices. As  a
result of the deep recession and high unemployment,
nominal wages were not significantly adjusted to offset
the  sharp  increase  in  prices. The  exchange  rate’s
stability in the second half of the year helped to slow
inflation to about 10%, in contrast to the 30% posted
in the first half of the year. The inflationary effect of
the devaluation was countered by smaller increases in
rates and charges for public goods and services;  the
effect of these negotiated increases should be apparent
in the inflation rates recorded in the initial months of
2003.  It  should  be  underscored,  in  this  regard,  that
predictions that ending convertibility would unleash a
sustained  process  of  high  inflation  or  even
hyperinflation  were  not  borne  out.  The  inflationary
effects of devaluation have proved to be fairly weak
and short-lived (see figure 21).

Figure 21
ARGENTINA: DEVALUATION AND INFLATION

 IN 2002

Source: See Statistical Appendix.
a Latest available period.

Despite  these  developments,  the  increase  in
regionwide inflation does not seem to signal the start of
a  long-term  trend;  rather,  it  represents  the  region’s
response  to  a  shock  that  is  being  gradually  absorbed
without giving rise to sustained inflationary processes.
It  is  worth  noting,  for  example,  that  none  of  the
devaluations  triggered  an  inflationary  spiral;  this
suggests  that  indexation,  which  was  very  common  in
past decades, has not resurfaced. Moreover, in almost
every  case  price  hikes  have  been  much  more  modest
than the devaluations that caused them –which impacted
more significantly on real exchange rates– evincing the
moderating effect that low growth or recession have on
inflation. Another factor that hints at a coming slowdown
in inflation is the overshooting of the exchange rate in a
number  of  countries  and  the  rate’s  nominal  decline
beginning in the last quarter of 2002.
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inflation  in  the  1990s  are  still  in  evidence,  and
economic  policy  continues  to  give  high  priority  to
maintaining  that  achievement.  Generally  speaking,
economic  policies  no  longer  involve  measures  that
seriously alter relative prices and that may have lasting
effects on competitiveness.

Employment and wages

The labour market turned in a weak performance in the
context  of  a  shrinking  regional  economy. The  main
labour  trends  were  a  steep  decline  in  the  rate  of
employment,  a  sharp  rise  in  unemployment,  the
expansion  of  informality  and  sluggish  job  creation  in
small and medium-sized firms. As a result, many Latin
Americans  saw  their  living  conditions  take  a  turn  for
the worse in 2002. At the same time, real wages reflected
patterns in rates of inflation and did not greatly diverge
from labour productivity trends.
After dropping sharply in 2001, in 2002 the rate

of employment declined heavily again, from 52.7% to
52.2%, due to the first negative rate of economic growth
recorded in the region since 1983. Given that the rate
of  labour  force  participation  remained  unchanged,
regional unemployment climbed from 8.4% to 9.1%,
which  was  the  highest  figure  since  comparable
measurements became available. This deterioration in
employment and unemployment rates was seen in nearly
all the countries of the region (see figures 22 and 23).

Figure 22
LATIN AMERICA AND THE CARIBBEAN:

EMPLOYMENT RATE

(Employed as a percentage of the
working-age population)

Source: ECLAC, on the basis of official figures.
aPreliminary figures.
bWeighted average.
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LATIN AMERICA AND THE CARIBBEAN: URBAN

UNEMPLOYMENT
(Annual average rate)

The heavy downturn in the employment rate testified
to the existence of a close link between economic growth
and job creation, which has been a feature of the labour
markets in recent years (see figure 24).

Source: ECLAC, on the basis of official figures.
aPreliminary figures.
bWeighted average.

As  the  figure  shows,  this  trend  suggested  that
employment would perform even more poorly in 2002
than it actually did. In many countries, corporate demand
for  labour,  reflected  in  the  generation  of  waged
employment, was even weaker than the employment rate
indicates. This  slack  demand  was  partly  offset  by  an
expansion  of  informal  employment,  mainly  self-
employment,  as  households  responded  to  the  need  to
generate  income.  Waged  employment  as  a  proportion
of total employment thus declined from 73.9% to 72.9%
in Argentina, from 73.7% to 72.7% in Mexico and from
58.1% to 56.7% in Peru. In Venezuela, an expansion of
informal employment pushed up the rate of employment,
despite a heavy decline in GDP.
Owing to the custom of setting nominal wages on

the basis of past inflation, real wages in the formal sector
were determined to a great extent by the annual variation
in inflation. This meant substantial declines in countries
that experienced surges of inflation and small rises in
countries that posted decreasing rates of inflation (see
figure 25). Variations in real wages in the formal sector
ranged from -15% in Argentina to over 4% in Colombia,
Nicaragua  and  Peru  (see  table A-6  in  annex). At  the
regional level, information from 12 countries shows an
increase of 1% in real wages as a median, and a decline
of 1.5% as a weighted average.
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Figure 24
LATIN AMERICA: ECONOMIC GROWTH AND

EMPLOYMENT

Source: ECLAC, on the basis of official figures.

Figure 25

REAL WAGES AND INFLATION

Figure 26
WAGES AND APPARENT LABOUR PRODUCTIVITY

OF WAGE-EARNERS

Source: ECLAC, on the basis of official figures.

Countries’  international  competitiveness  is  also  a
function of trends in their real exchange rates, however.
With widespread depreciation in real effective exchange
rates,  many  countries  posted  gains  in  wage
competitiveness  in  2002.  Currency  depreciation  also
tends to stimulate the hiring of labour, because it has
the effect of making it cheaper in comparison with capital
goods,  which  are  largely  imported. As  discussed  in
chapter 3, in 2002 relatively few countries experienced
a  downturn  in  currency  competitiveness  (notable
exceptions to this were Ecuador and Guatemala).
Although the rate of job creation was low across

the  region,  the  phenomenon  varied  in  magnitude  and
detail  from  one  country  to  another. Two  groups  of
countries can be distinguished in this respect. First, those
countries that were overtaken by a profound economic
crisis and, second, the majority of the countries in the
region whose GDP expanded only modestly and whose
per  capita  GDP  stood  still,  together  with  the  few
countries (Ecuador, Peru and Dominican Republic) that
recorded higher economic growth rates of around 4%.
The first group of countries (Argentina, Uruguay

and Venezuela) saw demand for labour drop sharply even
though real wages sagged owing to inflationary surges.
The  worst  affected  sectors  were  those  that  rely  on
domestic  demand.  In  Greater  Buenos Aires  formal
employment contracted by almost 10% in the first three
quarters of 2002 with respect to the same period of 2001.
Although  formal  employment  declined  in  all  the
segments of activity, the hardest hit were construction
(down 38%, following a decline of 19% in 2001) and
commerce  (down  11%).  As  a  result,  in  May
unemployment  in  the  construction  sector  climbed  to
above 50%. The crisis was especially hard on small and
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In 2002 an inverse relationship was clearly visible
between  the  inter-annual  changes  in  inflation  and
economic growth. In keeping with these two trends, real
wages  grew  faster  in  countries  with  higher  rates  of
economic growth. Given that in many countries the bulk
of  the  increase  in  employment  took  place  in  low
productivity  sectors  (for  reasons  of  household
subsistence), a calculation of growth in average labour
productivity based on the variation in the number of
wage-earners alone gives a positive correlation between
labour productivity and the variation in the real wage.
In  fact,  real  wages  rose  in  countries  that  recorded  an
increase  in  the  apparent  productivity  of  wage-earners
and declined in the other countries (see figure 26). Thus,
although real wages were strongly affected by the rate
of inflation, they did not diverge much from productivity
trends,  which  means  that  no  wage  misalignment  was
observed in 2002.
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issued small-denomination bonds to meet their current
obligations.  These  quasi  currencies  circulated  –with
varying degrees of acceptance– as “emergency monies”.
The  crisis  in Argentina  was  marked  by  severe

disarray  in  the  financial  markets.  Towards  the  end  of
2001, in response to the draining of deposits and the run
on  the  currency,  the  authorities  restricted  cash
withdrawals  from  the  banks  and  transfers  of  funds
abroad.  Restrictions  on  the  withdrawal  of  funds
constrained transactions and further fuelled the existing
social  and  political  tensions.  President  De  la  Rua
resigned in December. Congress appointed a successor
who remained in the post for only a week, during which
the government announced the suspension of public debt
servicing payments. In early 2002, a new government
formally  terminated  the  convertibility  regime  and
announced the establishment of a dual currency system.
This was replaced a few weeks later by a unified floating
exchange rate subject to intervention by the central bank.
In addition, restrictions continued to apply to the use of
the foreign-currency proceeds of export activity and to
the purchase of dollars. However, the exchange rate in
the informal market did not differ appreciably from the
rate used for authorized transactions.
As was to be expected, the effects of devaluation

on net worth were extremely costly, since they called
the  whole  contract  system  into  question.  Currency
depreciation cast a spotlight on the treatment of payments
denominated in foreign currency. Creditors (particularly
the holders of dollar-denominated bank deposits) insisted
upon  their  right  to  recoup  dollars  at  the  rate  agreed.
Debtors, on the other hand, resisted making repayments
in a currency whose price had risen dramatically. The

authorities  imposed  a  system  of  “asymmetric
pesification” of assets and liabilities within the financial
system. The bulk of all loans were converted at a rate of
one peso to the dollar, and deposits at a rate of 1.4 pesos
to the dollar, while banks were to receive government
bonds to cover the difference.
These  measures,  which  generated  large

distributional  effects,  were  highly  controversial.  In
response to widespread protests on the part of borrowers,
the authorities postponed the application of a mechanism
indexing  debt  to  domestic  prices,  which  had  been
established  together  with  the  conversion  into  local
currency. Savers reacted with public demonstrations and
a  plethora  of  legal  submissions.  The  authorities  also
reprogrammed  fixed-term  deposits,  and  maintained
restrictions on cash withdrawals. These measures were
not sufficient to ease the pressure on bank liquidity, due
to  outflows  of  deposits  authorized  under  the  existing
legislation and, in particular, to the impact of numerous
court  orders  (“amparos”)  giving  individual  savers  the
right to withdraw their funds. As a result, in the early
months  of  the  year  bank  activity  was  irregular  and
rediscounts,  which  were  extended  in  large  volumes,
became a source of considerable monetary expansion.
Between  January  and  March  the  central  bank’s  peso-
denominated liabilities grew by 70%.
The money creation entailed in the return of deposits

helped to step up pressure on the currency markets, while
the  virtual  breakdown  of  credit  mechanisms  visibly
affected  the  circulation  of  funds  and  the  conduct  of
transactions. In the first quarter, GDP contracted sharply
(about 6% in seasonally adjusted terms, with respect to
the preceding quarter). In the same period the nominal
exchange  rate  rose  by  around  200%,  in  a  climate  of
extreme apprehension and despite interventions on the
part of the central bank, whose reserves declined by some
US$ 2 billion. In marked contract to past experiences,
however, prices responded in a fairly subdued manner.
The peso retained its function as a price denominator
and a means of exchange for day-to-day transactions.
Tradable goods (and goods with a large proportion of
tradable  inputs)  rose  considerably  in  price,  but  other
articles did not follow suit and no wage adjustments were
made. The  government  announced  the  pesification  of
utility rates  that had been contractually fixed in dollars,
and refused to authorize rate hikes. In the first quarter
the  wholesale  price  index  rose  by  almost  35%,  but
consumer price inflation remained below 10%. In the
months that followed, assistance to banks continued to
drive domestic credit creation, which was partly offset
by issues of central bank bills. Initially, these bills were
auctioned in small amounts, with very short maturities

                              GDP

                              CPI

ARGENTINA: GROSS DOMESTIC PRODUCT
AND INFLATION

(Percentage variation)

Source: ECLAC, on the basis of official figures.
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GDP

BOLIVIA: MAIN ECONOMIC INDICATORS

2000 2001 2002a

Annual growth rates
Gross domestic product 2.3 1.3 2.0
Consumer prices 3.4 0.9 2.3b

Real wages c 0.9 4.0 2.1d

Money (M1) 6.4 13.7 10.7e

Real effective exchange rate f 1.2 0.9 -0.8g

Terms of trade 2.0 -1.3 -3.1

Average annual percentages
Urban unemployment rate 7.5 8.5 ...
Central government fiscal
balance/GDP -4.4 -7.2 -7.5
Real deposit rate 7.7 9.1 6.8h

Real lending rate 30.5 19.2 17.9h

Millions of dollars
Exports of goods
and services 1,470 1,521 1,463
Imports of goods
and  services 2,078 1,996 2,051
Current account -447 -292 -415
Capital and financial account 408 255 296
Overall balance -39 -37 -118

Source: Statistical Appendix.
a Preliminary estimates.
b Percentage change November 2001-November 2002.
c Private sector in La Paz.
d First half-year.
e Percentage change September 2001-September 2002.
f  A negative rate indicates an appreciation of the currency in real terms.
g Average for January to October.
h Average for January to September, annualized.

country’s main trading partners. Thus, at the beginning
of  the  year,  monetary  authorities  announced  a  more
active  foreign  exchange  policy,  which  resulted  in  an
acceleration in the nominal depreciation to accompany
the  sharp devaluations  in  the Argentine  and  Brazilian
currencies, which fuelled a higher demand for foreign
currency  in  Bolivia.  In  mid-December,  the  nominal
depreciation accumulated over the year with respect to
the dollar exceeded 9%, compared with 6.6% over the
preceding  year,  but,  in  real  terms,  the  boliviano
appreciated against the other currencies.
Capital  outflows,  prompted  by  the  uncertainty

prevailing  both  internationally  and  domestically,
combined  with  a  run  on  deposits  to  put  pressure  on
domestic  liquidity.  The  Central  Bank  of  Bolivia
responded by providing liquidity through open market
operations. Disbursements from the Central Bank’s net
reserves amounted to approximately US$ 190 million
in  the  first  eleven  months  as  a  result  of  which,  by
November, the level of reserves had fallen to US$ 890
million. The Central Bank’s policy served to counter-
balance  the  contractionary  effect  of  this  reduction  on
the monetary base, which in November showed an inter-
annual growth of 20%, in contrast with a 7% reduction
in liquidity. The pressure on the latter interrupted the
decline in interest rates observed in 2001. In October,
nominal  deposit  and  lending  rates  reached  monthly
averages of 10.6% and 25% respectively, compared with
8% and 19% at the beginning of the year, although they
returned to these levels in November.

The balance-of-payments deficit widened as a result
of the lower export earnings and private capital outflows.
The value of exports declined slightly owing especially
to the results in the mining sector, including the natural
gas industry which saw an almost 10% contraction in
sales in the first three quarters. This was due to a fall in
prices,  since  the  volumes  exported  were  almost  8%
higher.  Since  these  sales  account  for  such  a  high
proportion of exports, their decline could not be offset
by  the  buoyant  performance  of  agricultural  exports.
Imports, on the other hand, expanded at a rate somewhat
higher than domestic economic activity owing to the high
level of purchases of intermediary goods, since imports
of  consumer  and  capital  goods  declined  significantly.
This increase is attributable largely to the expansion of
imports from the MERCOSUR countries.
Consequently,  the  trade  balance  deteriorated;  the

same occurred with the current-account balance, which
also  reflected  a  decline  in  transfers.  In  the  first  three
quarters, the current deficit was equivalent to 5% of GDP.
Private capital outflows offset the bulk of the increase
in inflows in the form of net public-sector borrowing
and, above all, foreign direct investment, which remained
high. The overall balance-of-payments deficit in the first
nine months was close to US$ 200 million, double that
recorded in the same period of the preceding year.
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import substitution scheme. Industry accounted for 95%
of the downturn, since the sector’s external trade deficit
narrowed from US$ 7 billion in 2001 to US$ 700 million
in 2002. Three quarters of this adjustment, however, was
attributable to four areas alone: metallurgy, mechanics,
chemicals  and  electrical  and  telecommunications
materials. It was argued that a substitution process would
require increasing rates of investment, which have not
been in evidence in recent years. On the other hand, since
2002 a gap has opened up between physical production
and the import of inputs, which appears to indicate that
any  such  process  could  not  be  considered  to  be
temporary.
In September 2002 international reserves stood at

US$ 38.4 billion, which was equivalent to 10 months of
imports, compared with US$ 35.9 billion in December
2001. In July estimated total external debt was US$ 216
billion,  of  which  US$  187  billion  corresponded  to
medium- and long-term holdings and US$ 29 billion to
short term liabilities.
In  2002  Brazil  met  the  IMF-agreed  fiscal  targets

for the four year running, with a primary fiscal surplus
of around 4% of GDP. This was not enough to offset the
impact of the heavy devaluation on the stock of public
debt, however, which was equivalent to 5.4% of GDP.
Meanwhile,  the  states  and  municipalities  yielded  a
primary surplus of 0.8% of GDP,  which was a tribute to
the effectiveness of the refinancing agreements signed
three years ago and the Fiscal Responsibility Act that
came into force in 2000. The central government’s larger
primary surplus reflected the expansion of extraordinary
revenues  and  new  sources  of  funding.  Federal  tax

receipts, not including social security, expanded by more
than  10%  in  real  terms  in  2002.  New  mechanisms  of
arrears collection and tax on income from pension funds,
together with a new levy on fuels, account for most of
the real increase. In contrast, the economic slowdown
and financial uncertainty translated into lower receipts
from  taxes  on  imports,  automobiles  and  capital  gains
and interest. Higher growth in revenues provided scope
for a looser stance on federal government spending than
had  originally  been  envisaged.  Primary  expenditures
(excluding interest) expanded by 17% in nominal terms,
which  was  less  than  the  nominal  growth  in  revenues
(25%).  On  the  other  hand,  the  social  security  deficit
continued to widen, to reach 1.2% of GDP.
The  administration’s  management  of  monetary

policy was affected in 2002 by the downturn in external
borrowing conditions, inflationary pressures generated
by currency devaluation and uncertainty over the path
economic policy, particularly fiscal policy, would take
in view of the approaching change in government. The
central  bank  sought  to  draw  a  distinction  between
speculative movements and structural situations, in order
to  avert  unnecessary  damage  to  the  level  of  activity.
Meanwhile,  although  it  maintained  the  system  of
inflation targets, the central bank refrained from using
it too intensively. The annual base rate of interest was
therefore cut from 19% in December 2001 to 18.5% in
March and 18% in July. Only when inflation surged in
August and September did the central bank raise interest
rates, to 21% in October and 22% in November. As well,
in  2002  the  method  of  valuation  of  investment  fund
portfolio  assets  was  changed,  requiring  them  to  be
marked  to  market,  and  alterations  were  made  to  the
system of payments among financial institutions, which
lowered the central bank’s systemic risk in day-to-day
market operations. These factors helped to accentuate a
preference for liquid assets, which expanded the means
of payment.
As  the  conditions  for  refinancing  public  debt

became tougher, the treasury and the central bank opted
to  redeem  liabilities  rather  than  renew  them.
Consequently, the monetary base expanded rapidly (by
41%  over  the  12  months  to  October). To  control  the
expansion of liquidity –which also affected demand for
dollars–  the  central  bank  raised  the  banking  reserve
requirement.  Difficulties  also  arose  with  securities
indexed  to  the  exchange  rate,  because  the  market
demanded a much higher rate of interest to renew such
instruments,  amid  fears  that  they  could  be  subject  to
some  type  of  restriction  in  the  future.  Only  from
November on was it possible to fully roll over maturing
debt of this category.
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the coming year, showing that the authorities are taking
an  increasingly  non-discretionary  approach  to
complying with the fiscal rule.
The projected accounting deficit of 0.9% of GDP

for 2002 was financed with an issue of sovereign bonds
on the international market, in April, in the amount of
US$ 900 million. The remainder of that operation was
used to prepay older and more expensive external loans
and to refinance the Copper Stabilization Fund. In 2003
a deficit of 0.7% of GDP is projected. This should be
covered easily, given the central government’s low level
of indebtedness, which is equivalent to 17 GDP points
in gross terms.
In the first semester of 2002 the price effect brought

down the value of exports. Negative variations of 16.4%
and 8.9% were recorded in the first and second quarters,
respectively, by comparison with the same quarters of
2001. In the third quarter the price effect was positive,
however,  with  a  rise  of  2.7%  in  relation  to  the  third
quarter of 2001. By volume, manufactured goods were
up 13.9%, mining by 3.7% and agricultural, forestry and
fisheries exports by 14%. The value of imports decreased
by 7.8% (comparing the periods January-September of
2001  and  2002),  with  declines  of  3.3%  in  consumer
goods, 9.2% in intermediate goods and 8% in  capital
goods. To September, foreign direct investment inflows
were US$ 1,574 billion, which was far less than the figure
of US$ 3.9 billion recorded to the same month of 2001.
International reserves were US$ 14.9 billion at October
2002.
At the end of the year, the heavy decline in imports

and  the  negative  trend  in  supermarket  sales  were
evidence  that  domestic  demand  remained  slack,  with
consumption  sluggish  and  rates  of  unemployment
relatively  high. There  were  some  signs  of  an  upturn,
however,  such  as  an  increase  in  sales  of  houses  and
apartments and in consumer credit, while the large firms
have taken advantage of the lower rates of interest to
conduct  massive  debt  restructuring  operations.  In  the
last  three  months  the  register  of  private  investment
projects for the coming five years expanded by 11.2%,
as a number of initiatives that were at the planning stage
came on stream, mainly in the mining sector. In addition,
total bank credit increased by 3.6% in nine months and
consumer credit was up by 6.3% between January and
September. The  non-performing  loans  portfolio  stood
at  1.8%  of  total  assets,  a  low  figure  according  to
international standards.
In  spite  of  expectations  of  an  upswing  in  2003,

unemployment continues to be the main unresolved item,
although for the first time in three years it stayed below
10%  in  the  winter  months.  The  labour  situation  was

mitigated  in  part  by  direct  public  employment
programmes  and  subsidies  to  private  employment
(reintegration  and  training  allowances).  These
programmes  financed  160,000  jobs  during  the  three-
month winter period.
A number of structural reforms were carried out in

different areas in 2002. One of the most significant facts
or  from  the  point  of  view  of  Chile’s  position  in  the
international economy was the signing of a free trade
agreement with the United States, which will come into
effect  at  the  end  of  2003  subject  to  ratification  by
congress  in  the  two  countries.  This  agreement  will
improve  trade  with  the  United  States  by  regulating
matters relating to dispute settlement, access to goods
and  services  markets  –including  financial  markets–
labour and the environment. A controversial aspect of
the  agreement  was  the  elimination  of  Chile’s  reserve
requirement  on  short-term  capital  inflows,  which  is
currently applicable under Chilean law (though now at
a rate of zero). The agreement will ultimately eliminate
restrictions on the free movement of capital between the
United States and Chile, but provides tools that allow
Chile to implement temporary capital controls in extreme
circumstances that may have serious effects on economic
conditions. These barriers would not enter into conflict
with the other clauses in the agreement.
Trade  agreements  were  also  reached  with  the

European Union and South Korea. The European Union
is  Chile’s  largest  trading  partner,  its  main  source  of

GDP CPI

GDP

CPI







62 ECLAC

-7

-4

0

4

I  

1999

II III IV I  

2000

II III IV I  

2001

II III IV I  

2002

II III

PIB 

-14

-7

0

7

  IP C

PIB

IP C

COLOMBIA: GROSS DOMESTIC PRODUCT
AND  INFLATION

(Percentage variation)

Source: ECLAC, on the basis of official figures.

  COLOMBIA: MAIN ECONOMIC INDICATORS

2000 2001 2002a

Annual growth rates
Gross domestic product 2.2 1.4 1.6
Consumer prices 8.8 7.6 7.1b

Real wages  c 3.9 0.3 4.7d

Money (M1) 30.5 12.1 15.8b

Real effective exchange rate e 10.0 3.7 -0.5f

Terms of trade 12.9 -5.7 -1.0

Average annual percentages
Urban unemployment rate g 17.2 18.2 17.6h

Central government fiscal
balance/GDP -5.9 -5.8 -6.5
Real deposit rate 3.4 4.7 2.4i

Real lending rate 9.5 12.4 9.2i

Millions of dollars
Exports of goods
and services 15,668 14,971 14,568
Imports of goods
and services 14,399 15,844 15,540
Current account 424 -1 538 -1 897
Capital and financial account 445 2,756 2,197
Overall balance 869 1,218 300

Source: Statistical Appendix.
a Preliminary estimates.
b Variation between November 2001 and November 2002.
c Workers in manufacturing.
d Estimate based on average January-August.
e A negative rate indicates an appreciation of the currency in real terms.
f Average January-October.
g Includes hidden unemployment.
h Estimate based on average January-October.
i Average January-September, annualized.

The financial system’s portfolio showed some signs
of improvement in the third quarter, but this process was
not fully consolidated. The mortgage portfolio continued
to  trend  downwards,  in  terms  of  both  quantity  and
quality. Although the financial portfolio expanded at a
rate of over 12%, excluding purchases of public debt
securities this was only slightly higher than inflation.
In consequence, credit to the private sector, which is
the main channel of transmission for an expansionary
monetary  policy,  failed  to  carry  out  this  function
properly as banks and debtors maintained a cautious
stance.
Fiscal affairs took a turn for the worse. The expected

adjustment  did  not  materialize  and  the  targets  agreed
upon with IMF were not met. The central government
deficit increased to 6.5% of GDP and the non-financial
public  sector  deficit  expanded  to  4%,  by  comparison
with 5.8% and 3.6%, respectively, in 2001. This increase
was basically a reflection of a decline in revenues, owing
to the economic slowdown recorded in 2001 and early
2002.
The government covered its borrowing requirements

for 2003 with new loans from multilateral banks (worth
about US$ 2.7 billion, or 78% of the external borrowing
requirement),  the World  Bank,  IDB  and  the Andean
Development Corporation, in addition to the bond issues
mentioned  earlier. An  IMF  technical  mission  gave  its
approval to the government’s economic programme and

agreed to extend a new stand-by loan that will provide
US$ 2 billion in funds to be disbursed over the next two
years.
Between January and September GDP grew by

1.5%, which was similar to the rate recorded in the
year-earlier period. By sector, growth has been led
by construction and agriculture, with an upturn also
apparent in industrial production. Mining, especially
petroleum  extraction,  contracted,  however.  In  the
third quarter the annualized GDP growth rate was
1.9%, as against 0.8% in the same quarter of 2001,
which  pointed  to  a  slight  acceleration  of  this
upswing.
Urban  unemployment  (13  metropolitan  areas)

continued to be high, with an average rate of 17.6% in
the first 10 months of 2002, compared to 18.2% a year
earlier. The overall labour force participation rate of
64% remained unchanged from the year before, due to
increased  participation  by  secondary  household
workers in response to lower household income. The
employment rate rose slightly, but the deterioration in
the quality of employment was reflected in a marked
increase in underemployment, which rose from 30%
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  ECUADOR: MAIN ECONOMIC
INDICATORS

2000 2001 2002a

Annual growth rates
Gross domestic product 2.3 6.0 3.4
Consumer prices 91.0 22.4 9.7b

Real minimum wage -3.5 11.5 …
Real effective exchange rate c 13.2 -29.7 -12.4d

Terms of trade 16.5 -7.7 6.9
Average annual percentage

Urban unemployment rate e 14.1 10.4 8.7f

Central government fiscal
balance/GDP -1.1 0.9 1.0
Real deposit rate -39.0 -8.5 -2.8g

Real lending rate -34.6 -0.9 6.1g

Millions of dollars
Exports of goods
and services 5,987 5,774 5,940
Imports of goods
and services 5,012 6,754 7,943
Current account 916 -704 -1,703
Capital and financial account -6,623 474 1,578
Overall balance -5,707 -230 -125

Source: Statistical Appendix.
a Preliminary estimates.
b Variation from November 2001 to November 2002.
c A negative rate indicates an appreciation of the currency in real terms.
d Average from January to October.
e Includes hidden unemployment.
f  Estimate based on average from January to October.
g Average from January to September, annualized.

previously planned price increases for public services
were cancelled. At the same time, private oil companies
began litigation against the State for the return of VAT
payments, thereby jeopardizing Ecuador’s participation
in  the  plan  for  extension  of  the  United  States  tariff
preferences granted to the Andean countries. Lastly, and
despite the government’s efforts, no new agreement was
reached with IMF. All of these factors, together with the
financial  turbulence  that  affected  the  region,  were
reflected  in  the  emerging  market  bond  index  (EMBI)
for Ecuador, which went from 1,000 basis points in April
to around 2,000 in the last quarter of the year.
The most important fiscal event of the year was the

adoption of the Fiscal Responsibility, Stabilization and
Transparency Act, the central element of which is the
use of the additional fiscal resources to be received from
the commissioning of the OCP to set up stabilization
fund. These resources will mainly be used for payment
or purchase operations of external and domestic public
debt  and,  to  a  lesser  degree,  for  dealing  with  fiscal
problems or natural disasters and for social development
projects. The same act also introduces a 3.5% ceiling
for  annual  growth  in  public  spending  in  order  to
strengthen the government’s fiscal position.
Fiscal  revenue  was  boosted  by  high  international

oil prices and by improved tax collection. In fact, the
Internal Revenue Service collected more than US$ 2.7
billion,  which  is  an  increase  of  around  20%  over  the

year  before.  On  the  expenditure  side,  there  was  an
increase of about 50% in wage payments. Public-sector
wages thus exceeded the level reached prior to the 1999
crisis. In the first six months, the non-financial public
sector showed a surplus; however, as the fiscal accounts
were under review, at the time of writing it was not yet
possible to give a fiscal result for the year as a whole.
The situation of the financial system continued to

improve, although its restructuring is not yet completed.
The  increases  in  deposits  and  credit  were  significant,
both with nominal annual growth rates of close to 20%.
As there was a high level of liquidity in the financial
system, the slow decline in interest rates was maintained,
more  in  the  case  of  deposits  than  loans. The  ratio  of
non-performing loans for private banks went down to
10%, whereas in the public-sector banks it remained at
90%. The Monetary Reserve of Free Availability (RILD)
maintained a relatively high level –between US$1.1 and
1.2 billion– mainly thanks to public-sector deposits in
the central bank. In view of the inflation rate differential
between Ecuador and the United States and the strong
depreciation of some currencies in the region, the real
effective exchange rate continued to appreciate and, as
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recovery, it was slight, at 2.5% in October (7.8% in new
soles  and  a  drop  of  2.9%  in  dollars),  which  was  less
than the nominal economic growth rate. In any case, the
financial system continued to grow stronger, and the ratio
of non-performing loans was reduced from almost 10%
of total credit at the end of 2001 to 8% in September,
while  loan-loss  provisions  exceeded  125%  of  non-
performing loans.
The nominal exchange rate, which remained stable

during the first half of the year, was affected by regional
instability in the third quarter, and appreciated again
towards the end of the year. The average for the period
from  January  to  October  thus  showed  a  real
depreciation of 1.2% with regard to the dollar, while,
in view of the strong devaluations of other currencies
in the region, the multilateral exchange rate declined
by 1.3%.
The drop in fiscal income during the first half of

the year, caused by the reduction in the special solidarity
tax, the lowering of tariffs and the settlement of tax debts,
precluded a more expansive fiscal policy, in view of the
deficit goal of 1.9% of GDP, which was subsequently
adjusted  to  2.3%.  In  the  second  part  of  the  year,
collection increased significantly, owing to the recovery
of  internal  demand  and  improvements  in  tax
administration. Accordingly, in terms of percentage of
GDP,  central  government  income  fell  from  14.3%  to
14.1%  during  the  first  three  quarters.  Over  the  same

period,  current  spending  remained  at  14.3%,  while
capital  spending  fell  from  2.1%  to  1.9%,  so  that  the
central government deficit was maintained at 2.1%. For
the end of the year the estimated non-financial public
sector deficit amounted to  2.3% of GDP. This shortfall
was  financed  mainly  with  foreign  debt,  but  also  with
bonds  floated  on  the  domestic  market,  while  income
from privatizations was less than programmed.
Another factor that tended to favour internal demand

was the development of the labour market, as over the
year the level of employment rose. Although most new
jobs  appeared  in  informal  activities  and  the  labour
demand from the formal sector was weak, the new jobs
generated purchasing power. In addition, the government
made efforts to deal with the difficult labour situation
through a new programme of temporary employment.
At  the  same  time,  the  increase  in  employment  was
accompanied by a larger supply, so that the inter-annual
variation in unemployment was modest.
Over  the  first  months  of  the  year  there  was

deflation, but subsequently the CPI rose slightly, and
in November inflation reached an inter-annual value
of  1.5%,  at  the  floor  of  the  range  envisaged  by  the
authorities. These  price  changes  contributed  to  an
increase in real salaries.
Owing to the development of the labour market,

household consumption, which had been weak at the
beginning of the year, recovered in the second quarter.
Public  consumption,  which  had  contracted  in  the
previous year, grew significantly, mainly as a result of
salary increases granted at the end of 2001, whereas
the fiscal restrictions mentioned led to a fall in private
investment.  Fixed  private  investment  continued  the
decline  of  the  four  previous  years  during  the  first
months  of  2002,  but  then  recovered  slightly  in  the
second quarter and grew by more than 4% in the third
quarter.
Exports were thus the main engine of growth. The

expansion  of  mining  played  a  key  role,  as  it  grew  by
15% during the first nine months of the year, in particular
owing  to  the  opening  of  the Antamina  mine  in  the
previous year.
Another dynamic sector was construction, which,

after contracting in previous years, expanded by 10%
during  the  first  three  quarters  of  the  year,  thanks  in
part  to  public  programmes  to  promote  housing
construction.  The  agricultural  sector  also  recovered
from the fall of the previous year, with growth of more
than  5%  over  the  same  period.  Non-primary
manufacturing showed a similar level of recovery in
the  second  quarter,  with  an  expansion  of  more  than
4% up to September.
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in  pesos,  a  factor  which  together  with  its  immediate
consequence for domestic prices, substantially raised the
value in national currency of the extensive public- and
private-sector debts in dollars.
The unavailability of deposits in Argentine banks

had a negative effect on expectations in Uruguay, where
the domestic economic situation was very weak after
three  years  of  recession  and  in  the  context  of  a
disadvantageous real exchange rate with Brazil and the
European  Union. The  sudden  devaluation  of  the
Argentine  peso  undermined  the  country’s  external
competitiveness, although the authorities had already
begun to accelerate the devaluation of the Uruguayan
peso. All  of  the  above  had  a  strong  impact  on  the
national financial system. Deposits by non-residents,
almost  all Argentine,  which  at  the  end  of  2000
amounted  to  US$4.6  billion  and  had  increased  by
US$1.6  billion  in  2001,  contracted  by  more  than  3
billion  in  the  first  six  months  of  2002.  Meanwhile,
resident deposits to a value of US$1.45 billion were
withdrawn over the same period.
The  rapid  loss  of  deposits  exploded  in  mid-year

when the activity of another national private bank was
suspended  because  of  fraudulent  operations  by  the
owners. At this point, there was a marked acceleration
in the daily decline of the international reserves of the
Central Bank, which together with its function of lender
of last resort is the guarantor for timely service payments
for the huge external debt of the national government.
When international reserves reached the equivalent of
one fifth of the level recorded at the end of the previous
year, the authorities ordered -at the end of July- a one-
week  bank  holiday,  in  addition  to  temporarily
suspending  the  activities  of  four  national  private
banks,  and  approving  a  bill  on  the  unilateral
restructuring of fixed-term deposits in State banks. A
substantial level of financial support from multilateral
credit  organizations  –amounting  to  close  to  US$4
billion (almost one third of the country’s current GDP
in dollars)– together with the contribution from the
United States Treasury (which assigned a bridge loan
of  U$1.5  billion  while  the  above  loans  were  being
negotiated), allowed the rest of the financial system
to  reopen  (official  and  foreign-owned  banks). The
problem of the suspended banks had to wait for a later
solution.
The financial assistance referred to was based on a

new agreement with the IMF, the third such agreement
signed during the year, which predicted a fall in GDP
of 11% in 2002 and of 4.5% in 2003, and estimated
inflation for the current year of the order of 40%, with
the possibility of rising to 50% in the following year.

With  a  new  external  situation,  the  current-account
surplus for 2002 is expected to be equivalent to 0.9%
of GDP (-2.5% in 2001).
The  agreement  signed  with  the  IMF  aimed  to

achieve  a  primary  consolidated  public-sector  surplus
equivalent to 1.6% of GDP in 2002 (-1% in 2001), which
would grow to 4.3% of GDP in 2003. The public deficit
would thus be reduced to 3.4% of the product in 2002
and  to  only  1.5%  in  2003.  In  order  to  achieve  these
ambitious  goals,  the  letter  of  intent  stated  that  there
would be no public-sector wage increases in 2002, and
that pension adjustments would be limited to the legal
requirement, which would involve slight variations in
2003, as pensions are adjusted with changes in average
wages.
The agreement made it possible to create the Fund

for the Stabilization of the Banking System, in order to
preserve  the  functioning  of  the  payment  chain. This
initiative,  which  used  US$1.5  billion  of  multilateral
credit,  finances  the  withdrawal  of  current-account
deposits denominated in pesos and in dollars from the
official  banks  and  the  suspended  national  banks.  The
law that established the Fund also made provision for
postponing the maturity of fixed-term deposits with the
State banks. Deposits in all other foreign or domestic
banks that had reopened were not subject to restrictions.
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VENEZUELA: MAIN ECONOMIC
INDICATORS

2000 2001 2002a

Annual growth rates
Gross domestic product 3.8 2.9 -7.0
Consumer prices 13.4 12.3 30.7b

Wages ... 4.0 -7.6c

Money (M1) 31.5 13.2 8.0b

Real effective exchange rate d -2.3 -4.8 29.5e

Terms of trade 47.0 -16.2 4.0

Average annual percentages
Unemployment rate 14.0 13.4 15.8f

Central government fiscal
balance/GDP -1.6 -4.3 -4.5
Real deposit rate 3.2 2.9 -5.4g

Real lending rate 11.2 9.0 0.5g

Millions of dollars
Exports of goods
and services 34,394 28,296 28,760
Imports of goods
and services 19,868 21,775 16,628
Current account 13 112 4 365 8 672
Capital and financial account -7,294 -6,435 -10,672
Overall balance 5,818 -2,070 -2,000

Source: Statistical Appendix.
a  Preliminary estimates.
b Variation between November 2001 and November 2002.
c Estimate based on average January-September.
d A negative rate indicates an appreciation of the currency in real terms.
e Average January-October.
f To the third quarter.
g Average January-September, annualized.exacerbated in the second and the fourth quarters by a

downturn in activity on the part of PDVSA, the state-
owned oil company, which reflected the serious events
that unfolded during the month of April and the strike in
December.  By  contrast,  in  the  third  quarter  PDVSA
production posted an upturn and the output of private
firms  and  petroleum  refineries  expanded.  Economic
activity in general picked up in the third quarter, on the
back  of  the  upswing  in  the  petroleum  sector.
Nevertheless, Venezuela fell short of the OPEC targets
for the second semester, as production decreased because
of the depletion of a number of oil fields and a lack of
investment  in  new  ones,  in  combination  with  labour
conflicts within PDVSA.
The increase in inflation in 2002 was chiefly the

result of the devaluation of the bolívar. Imported goods
account for a high proportion of total consumption and
of intermediate goods, which tends to translate into large
price  rises.    In  addition,  unemployment  rose  sharply,
from an average rate of 13.4% in 2001 to 15.9% in 2002.
The increase in unemployment would have been sharper
but for the government’s decision to extend a firing freeze
applicable to public- and private-sector workers earning
up  to  633,000  bolívares  per  month. As  well,  the
obligatory minimum wage for workers in urban areas
was  increased  by  20%  and  a  bonus  of  three  months’
wages was announced for public-sector employees.

Total  exports  declined  in  2002,  which  was
attributable to a downturn in petroleum shipments. The
value  of  state  petroleum  exports  trended  sharply
downwards in the first semester. In the second semester,
however, a significant upturn was recorded in the value
of  exports  thanks  to  an  increase  of  16.6%  in  the
international price of hydrocarbons and to increased sales
of crude petroleum by private firms, as well as a steady
rise  in  the  volumes  exported  by  non-petroleum  state
enterprises,  particularly  chemicals  and  base  metals.
Although overall private-sector non-petroleum exports
posted a small decline of 3.5%, there were considerable
rises in iron and steel products and in the automotive
sector.  Imports  were  down  by  24%  in  2002,  with  a
sharper fall in the second semester. This large contraction
was  attributable  to  currency  depreciation  and  to  the
downswing in the real economy, which led to lower rates
of consumption and investment. The plunge in imports
translated into a considerable increase in the trade surplus.
The  balance-of-payments  current  account  yielded  a
surplus  of  US$  8.7  billion,  which  was  US$  4.3  billion
more than in 2001. The net outflow of capital on all items
was even larger, however, at close to US$ 11 billion.

GDP CPI

GDP

CPI





76 ECLAC

0

4

8

I  

1999

II III IV I  

2000

II III IV I  

2001

II III IV I  

2002

II III

PIB 

0

5

10

  IP C

PIB

IP C

COSTA RICA: GROSS DOMESTIC PRODUCT
AND INFLATION

(Percentage variation)
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the main market for such merchandise. In contrast, sales
of traditional agricultural products declined, despite the
increase  in  coffee  exports,  which  benefited  from  the
international  grain  price  increase  that  occurred  in  the
second half of the year. Exports to the Central American
Common Market were also down.
Exports of services also rose (2.2%), thanks to the

recovery  of  tourism  and  activities  such  as
telecommunications,  data  processing,  software
production,  medical  services  and  electronic  betting
centres.
Merchandise imports grew rapidly (14%), with the

purchase  of  machinery  and  equipment  and  consumer
goods, especially durables, showing the highest growth
rates.
As a result of the moderate growth in tax income

and  a  relatively  lax  public  spending  policy,  public
finances  deteriorated  considerably.  The  central
government financial deficit reached 4.3% of GDP (2.9%
in 2001), owing to the expansion of total expenditure,
which grew by 12% in real terms. The latter represented
18% of GDP, while tax income maintained a coefficient
of 13.3%.
At  the  same  time,  the  authorities  proceeded  with

the strategy of exchanging domestic debt for external
debt, in order to reduce its cost, although introducing an
exchange risk, placing bonds on the international market

for  US$250  million.  Domestic  debt,  however,  still
accounted for two-thirds of total liabilities.
The greater external imbalance and the expansion

of the fiscal deficit meant that most of the adjustment
was the responsibility of the monetary authority. The
issue  of  monetary  control  instruments  brought  an
increase  in  the  base  lending  rate  during  the  first
semester,  which  then  stabilized  as  of  July  at  about
17.5%, 150 basic points above the level in December
2001. Even so, net domestic credit expanded by 17%
over  the  year;  while  credit  to  the  private  sector
increased by 23%. Total liquidity increased by 6.9%
in real terms in contrast with the reduction of 1.3% in
2001. The cost of  monetary intervention for the central
bank was high; losses are estimated at approximately
1.5%  of  GDP. The  average daily rate of depreciation
was  maintained  and  reached  a  cumulative  annual
devaluation of 11%.
With regard to trade policy, free trade agreements

with Chile, the Dominican Republic and Canada came
into  force  in  2002.  Meanwhile,  the  negotiations  with
Panama  and  Trinidad  and Tobago  continued,  and
preparations  began  for  negotiating  the  agreement
between the United States and Central America.
During  the  year  in  question  there  were  no  new

initiatives with regard to the processes of economic and
structural  reform.  Nor  is  it  clear  that  the  current
administration would promote a political agenda in that
direction.
The  expansion  of  domestic  demand  brought  the

greatest stimulus to economic activity, as the recovery
in external demand was moderate (exports in 2001 had
decreased  by  9.2%).  Growth  in  gross  fixed  capital
formation  was  significant  (7.9%),  due  to  both  public
spending on electricity generation and distribution and
telecommunications, and private spending in free trade
zones, tourism, commercial  construction and business
services. At the same time, total consumption increased
by 2.8%.
The  goods-producing  sectors  recovered  slightly

after two consecutive years of contraction. Growth in
the  manufacturing  sector  was  fundamental  (2.2%)
owing to the higher level of growth in the free trade
zones,  including  the  high-technology  industry.  In
contrast, the agricultural sector decreased by 1% owing
to  the  decline  in  coffee  and  banana  production,
while other agricultural products related to exports
–pineapples,  flowers,  foliage,  tubers,  mangoes  and
citrus  fruits–  have  made  up  for  the  reduction  in
traditional products.
Construction contracted (-1%) after a high level of

growth in the previous year, as residential construction
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The results for 2002 were strongly affected by the
process  of  dollarization  of  the  economy  and  by  the
continuing inflow of family remittances. In that context,
efforts  were  made  to  reduce  the  fiscal  deficit  by
controlling  current  spending,  while  application  of  a
domestic debt conversion policy diminished the short-
term financial pressures, but considerably increased the
level of public external debt. Affected by the lowering
of  international  interest  rates,  local  interest  rates
diminished significantly, a trend that did not however
result  in  a  higher  level  of  demand  for  credit  for
investment. At the same time, real salaries deteriorated
owing to the freeze on minimum wages that has been in
place since 1998.
The elections of deputies and mayors scheduled for

March  and  the  presidential  elections  in  2004  have  an
impact on the economic prospects for 2003, as they will
affect  investment  and  government  management
decisions, as well as the announced fiscal adjustment.
The probable onset of negotiations for a free trade treaty
between Central America and the United States also has
an  effect.  The  official  estimates  are  a  3%  increase  in
GDP, inflation at 2.5% and a public-sector deficit of 1.6%
in relation to GDP.
The  external  sector  improved  with  regard  to  the

previous  year  thanks  to  the  positive  performance  of
exports,  with  growth  of  2.4%.  Non-traditional  sales
increased by 6.1%. In particular, there were signs of a
revival of United States demand for maquila exports, as
shipments rose by 5%. In contrast, traditional exports
continued their negative trend, with a decline in  coffee,
sugar  and  shrimp  export  earnings. As  total  imports
stagnated, the country’s trade deficit diminished to 13.5%
of GDP. Although the current account deficit increased
slightly, it remained at manageable levels (1.6% of GDP)
thanks  to  income  from  family  remittances  of  almost
US$2 billion, which represented 13.8% of GDP. These
resources also made it possible to maintain a level of
international reserves equivalent to 4 months of imports.
Progress was made in 2002 in controlling the fiscal

deficit, while investment expenditure for economic and
social infrastructure increased. The non-financial public
sector (NFPS) deficit reached 3% of GDP, which was
less than in the previous year. The central government
deficit  went  down  to  2.7%  of  GDP.  This  progress  in
controlling the fiscal deficit was the result of applying a
containment policy for current expenditure, as well as
the increase of 10% in tax revenue thanks to the auditing
and  control  plans  implemented  over  the  year,  which
partly  compensated  for  slow  economic  growth  and
import stagnation. As a result, the tax burden reached
11.1% of GDP.

External public debt increased by 27.8% compared
to the previous year, owing to the aggressive policy of
substituting  external  for  internal  debt  in  which  the
government  placed  US$1.25  billion  in  bonds  abroad.
As a result, external public debt reached US$4.02 billion,
equivalent  to  28.1%  of  GDP  and  internal  public  debt
diminished by 23.7%, making a total of about US$1.64
billion, equivalent to 11.5% of GDP. In net terms, the
total public debt increased by around 7%, representing
39.6% of GDP.
The  main  objective  of  monetary  policy  was  to

manage  the  process  of  dollarization,  which  was
implemented for a second year without major obstacles,
helping to reduce the country risk and reinforce financial
stability.  Thanks  to  dollarization  and  the  significant
lowering  of  international  interest  rates,  local  rates
declined significantly. The average lending rate for one-
year loans was at 7.2%, while the average deposit rate
for 180-day deposits reached 3.4% (the rates reported
by the IMF are even less: 5.2% and 1.4%, respectively).
This reduction in interest rates did not, however, result
in a higher level of credit for the private sector or in a
higher level of investment.
With regard to trade policy, preparations were made

for negotiations for the free trade agreement between
Central America  and  the  United  States.  El  Salvador’s
international re-integration strategy is based on trade and
migration  flows  with  the  United  States,  and  so  the
government  made  the  negotiations  for  the  free  trade
agreement its first priority.
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In 2002 the Mexican economy grew by just 1.2%, which was well below the government’s

target. This rate reflected the virtual stagnation of production for the second year in a row and

the  negative  effects  that  this  had  on  per  capita  income.  Contributing  factors  included  slack

United States demand –which had been the main driver of the economy in recent years– combined

with a tight, procyclical economic policy and a lacklustre performance by the domestic market.

An increase in real wages –albeit at a lower rate than
in  recent  years–  together  with  non-bank  financing
schemes served to buoy private consumption, which
nevertheless  performed  only  modestly,  while
investment  declined.  The  adverse  international
conditions contributed to the volatility of the foreign-
exchange  and  money  markets,  which  was  partly  to
blame for the nominal depreciation of the peso after
almost  18  months  of  steady  appreciation.  In
combination  with  the  effects  of  poor  weather
conditions  on  the  prices  of  several  foodstuffs,  the
currency depreciation contributed to increase inflation
to a yearly rate of over 5%, which was one percentage
point in excess of the official target.
The  balance-of-payments  current  account  deficit

(2.4% of GDP) came in below target due to a lower goods
trade  deficit  and  increased  remittances  from  abroad,
among other factors. Disciplined management of public
finances kept the public-sector deficit in line with the
target set at the start of the year.
According  to    the  government’s  targets  for  2003

GDP growth should reach 3%, with projected inflation
of around 3% and a fiscal deficit of 0.5% of GDP.
The  performance  of  external  trade  reflected  the

weak  expansion  of  external  and  domestic  demand.
Exports  and  imports  stagnated  and  generated  a  lower
current-account deficit than in 2001, which was financed
with  long-term  resources  from  the  private  sector.
Manufacturing activity accounted for over 90% of total
exports,  half  of  which  corresponded  to  the maquila
sector.
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Petroleum  exports  benefited  from  the  rise  in
international  prices,  manufacturing  exports  stood  still
as maquila  activity  picked  up  only  sluggishly  and
agricultural exports declined. The downturn in domestic
investment  generated  a  steep  decline  in  capital  goods
imports.  Intermediate  goods  imports  remained
unchanged from the previous year, in line with economic
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Source: ECLAC, on the basis of official figures.

DOMINICAN REPUBLIC: MAIN
ECONOMIC INDICATORS

2000 2001 2002a

 Annual growth rates
Gross domestic product 7.3 2.7 4.0
Consumer prices 9.0 4.4 8.8b

Real urban minimum wage -0.1 5.5 ...
Money (M1) -10.1 24.7 0.6c

Real effective exchange rate d -2.7 -3.0 1.6e

Terms of trade -1.9 1.5 -0.2

Average annual percentages
Urban unemployment rate f 13.9 15.4 16.1g

Central government fiscal
balance/GDP 1.1 0.4 -2.1
Real deposit rate 6.7 12.9 5.1h

Real lending rate 15.0 21.3 13.7h

Millions of dollars
Exports of goods
and services 8,964 8,366 8,091
Imports of goods
and services 10,852 10,056 9,978
Current account -1,026 -751 -915
Capital and financial account 979 1,264 353
Overall balance -48 513 -562

Source: Statistical Appendix.
a Preliminary estimates.
b Percentage change November 2001-November 2002.
c Percentage change August 2001-August 2002.
d A negative rate indicates an appreciation of the currency in real terms.
e Average from January to October.
f Includes hidden unemployment.
g April.
h Average January to September, annualized.
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electricity rates and the adoption of the Monetary and
Financial Act.
Even taking into account the restraint in spending

in  the  second  half  of  the  year,  central  government
expenditure grew by 15% in real terms, financed in part
by funds remaining from sovereign bonds issued in 2001.
On the one hand, a number of jobs were created, wages
were raised and debt interest payments increased. On
the other hand, capital outlays for various infrastructure
works rose considerably.
Tax revenue was up as a result of stronger domestic

demand and the reforms and adjustments launched in
2001. However, the increase was insufficient, and the
central government deficit rose to 2.1% of GDP.
Domestic credit expanded significantly (20% in real

terms in October compared with December), especially
credit  made  available  to  the  central  government. The
higher placement of treasury certificates and the cutback
in money creation were aimed at curbing liquidity and
avoiding excessive pressure on the external sector, the
foreign  exchange  market  and  prices.  Consequently,
deposit and lending rates rose (by 7 percentage points
with  respect  to  December),  the  money  supply
contracted  and  term  deposits  expanded. As  credit
demand  shrank  in  the  final  months  of  the  year,
monetary  policy  was  relaxed,  with  the  authorities

reducing  the  legal  reserve  requirement  from  20%  to
17% and opening up the Reserve Bank’s loan portfolio
to the private sector.
The limited supply of foreign exchange generated

pressure on the foreign exchange market throughout the
year. In order to stabilize the exchange rate, the Central
Bank intervened during much of the first half of the year,
but  in April  the  focus  shifted  towards  allowing
adjustments  consistent  with  the  foreign  exchange
balance. As  a  temporary  measure,  the  monetary
authorities, banks and foreign exchange agents agreed
in October to adopt a fixed exchange rate as a means
of  stabilizing  the  market. At  the  beginning  of
December,  however,  the  exchange  rate  against  the
dollar had depreciated by 15% compared with the same
month of the previous year, and authorities therefore
decided to implement monetary and foreign exchange
restrictions.
Negotiations with the United States to include the

Dominican  Republic  in  that  country’s  free  trade
agreement with Central America were not successful,
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