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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
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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
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  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: GROSS DOMESTIC PRODUCT
AND INFLATION

(Percentage variation)

Source: ECLAC, on the basis of official figures.

  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.
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