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Vision General del Seminario

El Seminario se centra en aspectos fiscales y del sector pdblico, dentro del contexto -
de los programas de estabilizacién y ajuste estructural. Los temas a ser discutidos se han
agrupado en nueve sesiones. Las dos primeras sirven de introduccién general. En ellas
se presenta una actualizacién de la evolucién macroeconémica de América Latina y una
visién general de las experiencias mundiales en relacién con el sector piublico y las
politicas fiscales. Las tres sesiones siguientes discuten los aspectos analiticos y los
problemas précticos que se encuentran cuando se trata de integrar la politica fiscal con el
programa macroecondmico general y la estrategia de desarrollo, considerando las
restricciones impuestas por el medio ambiente socioeconémico y politico. Dado este marco
general, las sesiones que siguen se centran en tres temas especificos de las finanzas
publicas: la reestructuracién del gasto, la reforma tributaria y la reforma del sector de las
empresas publicas. En la iltima sesién se analizan aspectos de la relacién entre el
problema de la deuda externa y las dificultades fiscales en los paises de la regién. La

. actividad de cierre es la evaluacién del seminario.
Contenido de las Sesiones
Sesion 1

“Registro y Arreglos Administrativos”

' & ® » 2 Bl
“Estabilizacion y Ajuste Macroeconomico en América Latina”

En esta sesién se presentard un andlisis actualizado del proceso general de ajuste
macroeconémico en América Latina, y una gomparacién deas experiencias de: ‘diferentes
paises en términos del desempeﬁo econémico y de las politicas;de estabilizdcién-y ajuste
estructural que se han aplicado. También se discutir4 brevemente el marco de las

condiciones internacionales que influyen sobre la evolucién macroecondmica:de losi- . - &2
paises de la regién.

el
Sesion 3
‘Las Finanzas Pubhcas. Lecciones de la Experiencia Intemacmw» s

En esta sesién se ofrecer4 una? ;psxén general del sector publwo, del desempeﬁo
fiscal y de las pohtxcas fiscales en los paises en desarrollo, con una referencia especial al
caso de América Latina. Basdndose en las conclusiones-del Informe del Desarrolley: &7 - 247
’ Mundial 1988, se resaltarén los aspectos principales relacionados con el.papel.de lag.. .7 i . %7

finanzas piblicas en el desarrollo, la politica fiscal en Ios procesos de estabilizacién y
ajuste, la reforma impositiva, el mejoramiento de la asignacién:del gasto. priblico, 7 -6
decentralizacién y la reforma del sector de las empresas publicas.
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Sesion 4
“La Macroeconomia del Déficit del Sector Publico”

Las discusiones se centrardn en aspectos analiticos del disefio de programas
macroeconémicos consistentes, enfatizando el componente fiscal y en particular el
impacto del déficit del sector piblico. Un aspecto central es cémo articular la politica fiscal
con los objetivos de crecimiento, inflacién y balanza de pagos, dadas las restricciones de
financiamiento. Las medidas fiscales interactidan con las politicas monetarias de tasa de
interés, de tasa de cambio y comercio internacional y de precios y salarios, generando
diferentes efectos sobre la oferta y demandas agregadas y afectando la manera en que el
ahorro e inversién domésticos se ajustan en linea con las restricciones de financiamiento
externo. La presentacién abarcard principalmente los aspectos estdticos y dindmicos y los
mecanismos de transmisién macroeconémica de corto y largo plazo relacionados con
diferentes modalidades de financiamiento del déficit fiscal.

Sesion 5
“Finanzas Publicas y Cambios Exdgenos: Mediciony Andlisis de las Causas del
Déficit Publico en América Latina”

En esta sesién se discutirdn aspectos metodolégicos y empiricos relacionados con
la definicién y medicién de los diferentes conceptos del déficit fiscal (requerimientos de
financiamiento del sector piblico, déficit operacional, déficit primario y déficit cuasi-
fiscal). Se realizard un anilisis de las causas de los déficits fiscales adecuadamente
definidos y medidos. Algunos de los principales factores causales considerados en el
andlisis incluyen cambios en el marco econémico internacional, en las politicas
macroeconémicas nacionales y en la posicién fiscal. Se presentarin ejemplos de algunos
paises en la regién.

Sesion 6
“Planes de Desarrollo y Politicas Fiscales: Aspectos Técnicosy Politicos”

Esta presentacién discutir4 los aspectos metodolégicos, institucionales y politicos
relacionados con la articulacién entre la estrategia de desarrollo y las finanzas piblicas.
A nivel técnico, esta sesién se centrard en los mecanismos para asegurar la consistencia
entre los planes de desarrollo y la politica fiscal. A nivel institucional y politico, la
presentacién analizard las alternativas para asegurar la coordinacién entre el trabajo de
los diferentes ministerios y para desarrollar el consenso politico necesario para asegurar
la ejecucién del programa. : -

. e . Sesion7
“Gasto Publico y Ajuste Macroeconémico”
Loapnlsed

La discusién se centrard en los criterios y las experiencias relacionadas con el
disefioy taregjecucton-deunprogramade gasto publico-en linea con los objetivos
econémicos y sociales mds generales. En parﬁgglqr§!ls% enfatizard el papel de la inversién
pl’glaligﬁxgg}‘ %{: praceso. dgoq;ggpl_iegto y desarrollo. %em‘clﬁrén aspectos tales como la
asignacion. de recuzsos-qntre sectores, medidas para jncrementar la eficiencia del sector
publico, la programacién del gasto publico, la decehtralizacién de los servicios publicos y
la orientacién del gasto hacia grupos de bajos ingresos. También se discutird la
experiencia de la Republica Federal Alemana (RFA) en la ejecucién de programas de
ajuste estructural. Esta presentacién se centrard en los aspectos politicos y
administrativos, en las condiciones legislativas y en el impacto econémico de la
descentralizacién del gasto piblico en la RFA, tratando de extraer conclusiones aplicables
en América Latina.




Sesion 8
“Diserio y Administracion de la Reforma Tributaria

En esta sesién se analizarin aspectos metodolégicos y operacionales relacionados
con el disefio, ejecucién y administracién de reformas globales del sistema tributario.
Después de evaluar los objetivos de la reforma tributaria, se analizardn diferentes tipos de
impuestos considerando el rendimiento fiscal, la generacién de distorsiones, el impacto
distributivo y su influencia sobre el proceso de ahorro e inversién. En particular, se
discutir4 el impuesto al valor agregado y a los ingresos. La sesién concluird con una
presentacién de diferentes aspectos institucionales y politicos que influyen sobre la
implementacién, administracién y permanencia en el tiempo de la reforma impositiva.

Sesion 9
“Reforma de las Empresas Publicas”

La presentacién se centrard en dos aspectos relacionados. Por una parte, se
discutirdn politicas y mecanismos de operacién que permitan alcanzar una
administracién mds eficiente del niicleo central de empresas piblicas. Por otra, se
analizardn los criterios a ser utilizados para definir las empresas que deben salir del
ambito publico, y los problemas principales que aparecen en el proceso de liquidacién o
privatizacién de dichas empresas. Se discutirdn experiencias relevantes en América
Latina y fuera de la regién.

Sesion 10
“Deuda Externa y Politica Fiscal en América Latina”

En varios paises de América Latina el problema de la deuda externa se ha
desarrollado paralelamente a la crisis fiscal. El sector publico ha tenido que ajustarse al
multiple impacto de la reduccién de flujos netos de financiamiento, incrementos en el
servicio de la deuda piblica debido a mayores tasas de interés, caidas en la recaudacién
fiscal ligada a productos de exportacién y la absorpcién de la deuda privada por el sector
puiblico. En esta sesién se discutird el problema de la doble transferencia de recursos
ocasionada por el pago de la deuda: la transferencia externa, a través de la balanza de
pagos y la transferencia interna, a través del presupuesto piblico. Asimismo, se dard
énfasis al impacto macroeconémico de las diferentes maneras de generar esa doble
transferencia. En relacién con la transferencia externa, se discutirdn alternativas para
aliviar su impacto, mejorar su secuencia temporal y, eventualmente, revertir la- direccién
del flujo de recursos.
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CHAPTER I

OVERVIEW

Origins of economic crisis

The world.economic recession had extended to most developing
countries by 1982. Its beginnings can be traced back to 1979 when the
response of indgstrial countries to the second oil price shock precipitated
sharp increases in interest rates, deterioration in the terms of trade for
non-oil exporters, and stagnation of world trade. The new external
conditions prompted adjustment in Latin America and the Caribbean, espécially
after the virtual cessation of voluntary external finanéing in August 1982.
But domestic policies and institutions were heading most of the region
towards economic instability and stagnation anyway. Incongruous economic
policies and institutions were prolonged only.by a huge build-up of external
debt in the 1975-81 period. The debt was contracted at low or negative real
interest rates, and it became a severe burden when international interest
rates increased.

- Although income losses from declining terms of trade and the debt-
burden precipitated and aggravated adjustment, and notwithstanding
considerable diversity of erperience among countries, it is the view of this
paper that the course of events had been set by unsustainable domestic

policies and institutions in Latin America’s highly indebted countries.




-2

Co iﬁ With the Crisis: External Finance and Adjustment

| Servicing the large external debt and adjusting to new external
conditions have been at the forefront of economic policy-making by Latin
American govctnmnnﬁa and of portfolio management by Latin America’s cred{tots
since 1982. The governments of debtor countries hoped to minimize their
adjustment efforts by negotiating some debt relief with existing creditors
and obtaining new credits from multilateral institutions. Creditor banks,
hoping debtor countries’ adjustment efforts would permit them to service the
debt, initially supported negotiations with debtors. .

Some combination of additionai external finance and adju;tmont has
been the traditionalfapptoach to dealing with unsustainable expansions in
domestic demand or unfavorable real shocks. Two ch;ractctiqtica rendered the
experience of highly indobtod'countrios exceptional, however. First, the
existing huge debt severely limited the prospect of new external financing.
The conflicting intct;sta of existing creditors, in particular the
substitutability of multilateral institutions for commercial banks, became
crucial issues and special ptocodgtes were roquire& to accomnodate all
. -interests. Thus, debt relief in the form.of concessions by commercial banks
to adjust debt service payments to debtor countries’ éapaci;y to pay, as well
as f&nancing from multilateral institutions, became part of the complex
process of supporting debtor coungtics. (This process is analyzed in E.
Batandiaraq, "The Restructuring of External Debt: The Experience of Latin
America’s Highly Indebted Countries”, LACVP, World Bank, April 1988).

Second, thnt; was increasing tecognitién that fundamental reform of

economic policies and institutions would be crucial to restoring the

‘~~conditions for steady growth. Traditional stabilization programs focused - --

‘ . largely on control of domestic demand through monetary and fiscal policies,
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and sometimes devaluations and expenditure-switching policies. However, .
these policies were not enough, given recurrent macroeconomic instability,

and low expo:::growth‘;nd allocative inefficiency prompted by biased systems

of incentives. The focus of adjustment shifted increasingly from

stabilisation to broader economic reform.

The Rggor;

This Report looks at the direction of and prospects for adjustment

in Latin America’s highly indebted countries. Adjustment efforts are
reviewed in terms of objectives that have to be successively achieved:
corrocti&n of external and internal imbalances as a basis for macroeconomic
stability; recovery of output, income and consumption to their potential
level; and, finally, renewal of capital accumulation as the basis for steady
economic growth. The next three .'chﬁpters examine the cxpcriéncc with .
. adjustment over the last five years. They deal, respectively, with stability
(Cﬁaptor I1), recovery (Chapter III) and steady growth (Chapter IV), a
division that 1; a useful aimplificatioa of complex adjustment objectives.

- The Report highlights the significnnco;of mAcroconomic stability . -
for the recovery of potential output, as well as the importance of this ‘

recovery for capital accumulation and steady growth.

‘Macroeconomic Stabilit R e

The initial macroeconomic imbalances caused contraction of the .

highly indubted countries’ output below potential levels. Since 1984, the.

~ below it. The regional figures, however, conceal large differencés acroas-.. - - ---

countries: in a few, recovery has been sustained; in others, recovery has
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' faltered; and in still others, sustained recovery has not yet started. The
variations in performance are explained partly by the differential effect of
changes in-external conditions, but mainly by differéﬁces in sustaining and
deepening adjustment efforts.

‘ Macroeconomic stability is a prerequisite for sustained recovery.
Under normal circuﬁstances, macroeconomi? é;;bility would not preclude the
possibility-of running current acgounﬁ and public sector deficits. These
would be accommodated by domestic and intefnational financial markets without
causiﬁg int;rest-rates to increase and tealvexcﬁange t;tes.to appreciate to
unsustainable levels. In the highly indebted couﬁtties, however, given the
need to scrvi;e public debt, particularly external debt, macroeconomic
stabilit? depends on an ability ﬁo generate adequate surpluses
net of interest payments in the public sector an§ the current account of the
. balance of payﬁcnts. Specifically, in these couhtr:les, macroeconomic

- stability amounts to properly balancing the surplus in the public sector and

the service of it; debt. |
Generation of a surplus in the current ;ccount (net of interest

. payments on public sector’s external debt) has not been accompanied by a .
similag surplus in the public sector (net of interest payments).  Even worse,
in som; countries, the public sector is not generating any surplus with which
to pay interest ;n its domestic and external debt. Balance has so far been

possible because of the credit from multilateral institutions, borrowing from

..: the domestic banking systems and accumulation of arrears with national and
. foreign creditors. ;H&ﬁi%it, failure to attain a sustainable balance is being
-.- reflected in high domestic interest rates and accelerated inflation.

i<-i-- - -----Further adjustments in public cxpendituresAand:revenues are needed, -

. but -it is unlikely they will generate a surplus large enough to fully pay
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interest on public sector’s total debt. This financial crisis of the public
sector remains the key constraint to macroeconomic stability in the highly

indebted countries where recovery has falfercd or has yet to start.

" Recovery

Sustained recovery of output is being constrained by.insufficient
foreign exchange for imports. Favorable external shocks could help, but the
immediate outlook for the world economy is not promising, and any improvement
will have to be regarded as temporary for s;ms.timc. The supply of foreign
exchange could also increase as a result of long-term agtoemsnf@ with foreign
creditors involving a significant reduction in interest payments (and
therefore in the present value of the cost of servicing the diﬁt). Wﬁile the
probability of t#is type of agreement is incfeasing, it is unlikely that any
debtor country can ncgctia;cqsuch reduction auting 1988.

The need for sustained increase in the availability of foreign
exchnﬁge still calls for reforms in the aognstic structure of incentives for
the production of tradable goods and services. Most governments have been
relying mainly on cxchang§ rate policy to offset the costs of policies and
regulations that hinder allocative efficiency in both the public and gtivate
sectors. However, it is increasingly difficult to maintain this strategy
because real wages are hardly increasing after the large decline that
followed the cortection‘of the external imbalances. Reform of the trade
regimes and institutions determining the structure of incentives to the
private sector are badly needed, espceially because of th« additional
distortions introduced at the beginning of the deb;'ctisis,

- Notwithstanding the im;;rtance of reforming t;adc policy-and 4 -

deregulating financial and other domestic markets, the additional effort has
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. to center first on restructuring the public sector. That is, on adjusting
its size to sustainable levels of taxation, improving the allocation of
public spending, reducing the cost of collecting taxes, and enhancing
allocative and technical efficiency in state-owned enterprises.

In assessing the prospects for reforming economic policies and
ingtitutions, it should be noted that the crisis has imposed a heavy burden
on the political systems of Latin America. ‘ Adjustment programs have
generally failed to gain enough political support and they have therefore
been implemented poorly. Ultimately, the programs did not take sufficient
account of the complexity of the economic crisis, which was rcélcctcd in ‘the
conflicts that the political systems were supposed to solve. vLatin America’s
politﬁical systems have generally lacked the capacity to :cgul'al:c conle.icting
interests without precipitating crises of legitimacy or patt:l.c:l,pat:lzon. While

‘ in some countries the economic adjustment prompted political crisis, in other

| countries economic adjﬁstmont wsfo- ovontuaily sacrificed to relative pblitical
stability. |

In most highly :!.ndcbtcd countries, even where macroeconomic
stability has been sl:lpping, there has been a growing consensus of the need
to restructure {:hc public sector, reform the ttade-;tcg:hnvc,v and deregulate
domestic markets. This consensus has still to be reflected in an economic
program with broad political support, however. Where consensus on some
cconomii;. objcctivcs has existed, its ttmfomtion into a program has been
slowed by changes in political regimes. Further political changes are
expected in the next two years, with important elections upcoming in most

. countries. Electoral confrontation will likely weaken political support for
“-T -economic reform, and strong lcaciq:shié will then be crueial-for-quickly - -----
. implementing them after electionms.
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The governments of the early 1980s, especially the new civilian ‘

governments, were committed to accelerate qéonémic recovcry,hbut they had to
learn the limits of their economic powers while trying to cope with the
crisis. The governments of the late 1980s will need to learn from their

predecessors’ exp;ricnce. >

Steady Growth

Steady growth of potential and actual output, and Eonsequently of
1ncpmo and consumption, depends on the rate of capital accumulation and
overall allocative efficiency. Favorable developments in the world economy
can temporarily increase the rate of capital accumulation, income and

coaiunption, but the foundation of capital accumulation and allocative

efficiency is the structure of incentives provided by economic policies and

rcgulations; Not' surprisingly, projections for the highly indebted countrie;
have consistently shown that they could generally resume satisfactory rates ‘
of economic growth (perhaps as high as the rates of i950-81, and in some

countries even higher), whilc'gradually reducing debt service burdens. In

. addition to reasonable expectations regarding the evolution of the world

economy snd the path of resource transfer to foreign creditors, these -
projections assume the recovery of the investment ratios of 1950-81. The

crucial assumption is that policy reforms are undertaken that significantiy. '
increase both the national savings ratios and the marginal producﬁivity of .- .
capital, although to levels ﬁnll below those of the fast-growing Asian

developing economies.

‘These projections are indicative of the potential for high- grewth-of-- -- -

depends on sustaining and deepening reform of economic policies and .
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. institutions. In addition to a growing world economy, at least a retiming Qf
the resource transfer to foreign creditors will b‘e necessary to facilitate
recovery ‘and resumption of steady growth. Economic reform without this
contribution of the rest of the world may turn out to be politically

impossible.




CHAPTER II
STABILITY AND MACROECONOMIC MANAGEMENT

In the early 1980s, the immediate objective of adjustment programs
~in the highly indebted countries of Latin America and the Caribbean
(Argentina, Bolivia, Brizil, Chile, Colombia, Costa Rici, Ecuador, Jamaica,
Mexico, Peru, Uruguay and Venezuela) was to correct the external and internal
imbalances between expenditures and incomes. (For measures of the initial
imialanccs, see Table II.1). Typically, the domestic counterpart of the
external imbalance was an unsustainable deficit of the public sector.

Corrcctién of the initial external imbalqnéep was, however, accompanied by

slow and uneven pace in reducing public sector deficits. In addition, the

correction of the external imbalance and the persistent deficit of the public

‘scctor resulted in higher rates of inflation. In some countries, the
acceleration of inflation has required drastic anti-inflationary programs.
Thus, the pursuit of macroeconomic étability is discussed in this chapter
under three headings: correction of the external imbalance, reduction of the

public sccgdr deficit, and control of inflation.
1. Correction of-Extcrnal Imbalances
The current account deficit of Latin American and Caribbean

countries peaked in 1981-82 after a sustained increase since 1975 (see Table

A.1 in the Statistical Appendix). The changing world financial markets of ‘
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. ‘ TABLE II.1. LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES
Initial Macroeconomic Imbalances (percentages)

1980 1981 1982

Argentine

= Domestic Absorption/COP 1/ ’ 103.6 101.9 93.8

= Current Account Balance/GOP 3/ -3.8 -3.8 -4.1

= Public Sector Deficit/GDP 2/ 8.6 14.5 16.8
Bolivia '

- Domesatic Absorption/GOP 1/ 94.8 - 181.1 4.8

= Domestic Absorption/GDP 2/ 4.8 100.6 ‘98.7

= Current Account Balance/GDP 3/ =-1.1 7.7 -3.8

= Public Sector Deficit/cOP 2/ 9.1 7.8 15.9
Brazil

= Domestic Absorption/GOP 1/ 102.2 98.8 98.9

= Domestic Absorption/GOP 2/ 192.2 100.4 100.7

= Current Account Balance/GOP 3/ -5.4 -4.4 -8.1

= Public Sector Deficit/COP 2/ 12.2 3.9 8.9
Chile

= Domestic Absorption/GOP 1/ ‘ 1068.7 112.9 99.8

= Domestic Absorption/GDP 2/ 184.2 116.3 101.9

= Current Account Balance/GOP 3/ 7.1 «-14.8 -9.5

= Public Sector Daficit/GOP 2/ -8.1 -8.8 3.4
Colombia - .

. = Domestic Absorption/GOP 1/ 9.8 102.5 105.1
« Domestic Absorption/GOP 2/ 99.6 ' 184.6 108.2
= Current Account Balance/COP 3/ 1.8 1.8 2.4
= Public Sector Deficit/COP 2/ 2.8 3.3 7.8

Costa Rica . .
- Domestic Absorption/GDP 1/ 118.3 97.6 93.8
= Domestic Absorption/GDP 2/ 116.3 104.9 97.1
« Cyrrent Account Balance/GDP 3/ -13.7 -185.7 -18.4
= Public Sector Deficit/COP 2/ 7.8 4.6 2.9
Ecuador
- Domestic Absorption/GDP 1/ : 116.1 106.8 108.8
- Domestic Absorption/GOP 2/ 106.2 - 9.9 182.3
~ Current Account Balance/GOP 3/ -5.8 -7.2. -8.6
= Public Sector Deficit/GOP 2/ 4.8 5.8 7.5
R Pl
Jemaica '
-~ Domestic Absorption/GDP 1/ 162.6 108.3 104.3
= Domestic Absorption/GOP 2/ 102.1 113.2 111.8
« Current Account Balance/GDP 3/ -3.8 -8.8 7.8
= Public Sector Deficit/GOP 2/ 16.8 15.6 14.1
Mexico
~ Domestic Absorption/GDP 1/ 108.2 107.8 99.8
= Domestic Absorption/GOP 2/ 108.9 102.5 9.9
« Current Account Balance/GDP 3/ -4.4 -5.8 3.7
~ Public Sector Deficit/GDP 2/ 7.9 14.7 17.7

1/ Using data In constant prices.
2/ Using data in current prices.
3/ Using data in current U.S. dollars.
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TABLE II.1. LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES (CONT’D.)
Initial Macroeconomic Imbalances (percentages)

1988 1981 1982

Peru ‘ i

« Domestic Absorption/GOP 1/ 9.7 184.0 103,2

= Domestic Absorption/GDP 2/ > 100.8 106.9 108.3

= Current Account Baiance/GDP 3/ -85.5 -8.8 -8.3

- Public Sector Deficit/GDP 2/ 4.7 8.4 9.3
Uruguay

= Domestic Absorption/GDP 1/ 106.1 105.2 104.3

= Domestic Absorption/GOP 2/ 106.8 108.9 103.1

= Current Account Balance/GOP 3/ -8.8 -4.2 -4.9

= Public Sector Deficit/COP 2/ -8.5 2.3 10.9
Venezuela

= Domestic Absorption/COP 1/ 128.4 129.8 131.4

= Domestic Absorption/GOP 2/ ¢i.0 94.2 103.1

= Current Account Bslance/GOP 3/ 8.8 6.1 -8.2

= Publlic Sector Deficit/GOP 2/ -8.68 8.3 18.4

1/ Using data in constant prices.
2/ Using data in current prices.
8/ Using data in current U.S. doilars.
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. the 1970s had financed that deficit, as well as some accumulation of reserves
by central banks (at least until 1980) and, in some countries, significant
aéquisiton of foreign assets by residents. The region’s external imbalance
was evident in increasing current account deficits and, in Argentina, Mexico
and Venezuela, increasing capital flight. The growing current account
deficit was a reflection of the exploding growth of imports and the trade
deficit until 1981. Corrective measures taken by Argentina and Brazil during
1981 resulted in some contraction of the region’s overall imports and a small
trade surplus in 1982, ° 7

In 1983-84, the region’s balance of payments drastically changed in

.......response to new external conditionsv(detetioration in the terms of trade,
increase in interest rates and sharpkteduction in external financing) and
corrective policios by most countries. The current account'deficit quickly

’ deciincd and was almost climinat:cdiby 1984, while drawdowns of reserves
financed an important part of the declining deficit in 1982-84. Generalized
capital flight stopped by 1983. The composition of ﬁho current account
paralleled the behavior of the deficit: the sharp contraction in imports and
the moderate increase in export o;rnings resulted in a large trade s;rplus,
enough to finance a large fraction of th; increased interest payments. Thus,
by 1984, the highly indebted countries had succeeded in correcting their
external imbalances, except for Colombia, where the initial imbalanqe was
lower and correction could be postponed until late 1984.

Ai‘noted, the correction of the external imbalance in 1983-84 was
achieved by sharply contracting imports (see Table II.2). It is not anf//”/
exaggeration to say the imbalance was totally corrected by contracting
imports, by as much as 50 percent in some countries. This, however, conceals

. the remarkable increase in the volume of exports in some countries, which has -
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Argentina
1983-84

- USs Blllion

= Percentage
1986-87

- UsSs Billtor

- Percentage

Bolivia
1988-84
- USs Billlon
= Percentage
1986-87
- USS Billion
= Percentage

Brazil
1983-84
- USS Billion
= Percentage
1966-87 -
= USS Blllion
=~ Percentage

Chile
19683-84
- USS Billlon
=~ Percentage
19686-87
- USs Billion
- Percentage

Colombis
19083-64

- USS Billion
- Percentage -

1966-87
- USS Billion
- Percentage

Costa: Rica
1983-84
- USS Billion
- Percentage
1966-87
= USS Bitlion
= Percentage

1
1 i

‘ )

96.9

TABLE II.2 LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES
External Adjustment (changes between annual
averages of 1980-81 and indicated years)
" Change In : c Change in Change in
Current Change in Change in Change In Change in Merchandise Exports Merchandise Imports
Account Interest Trade Exporte Imports
Deflcit Payments  Surplus GNFS GNFS “Quantity Price “Quantity Price
-2.3 2.4 5.3 -1.4 6.8 - -—-- | me— -
———- 78.9 ——— -12.4 -58.8 18.8 -22.7 -48.8 -18.9
-2.2 1.6 4.3 -2.8 -6.3 —— —— -—— -
——— 47.8 ———- -17.8 -47.2 9.8 -32.68 -62.4 -9.2
-0.1 s.0 8.1 -8.2 -.3 ———- ——- ———— —
bttt o.0 ———— - -17.7 -32.7 -17.4 -3.5 -32.1 -7.1
8.2 -#.1 8.2 -8.3 -8.2 ———— — —— ——
——n “60.4  ---- -34.2 -18.5 -29.7 -16.7 -18.7 s.8
-8.9 0.0 1.5 2.% -8.9 - — —— ————
—— 8.0 —— c18.7 -32.6 18.9 -1.4 -21.1 -%0.2
-18.1 -1.8 12.3 2.9 -9.4 — — —— [
——— ~10.68 ———- 12.1 -34.3 21.3 4.2 -17.6 -26.9
-1.8 9.4 2.5 -8.9 -3.4 ——— ——- —— ———
———- 32.8 ———— -16.9 -43.7 17.§5 -25.6 -36.6 -19.7
-2.2 0.4 2.9 -0.3 -3.2 —— ——- — ——
———- 371.8 ———- -6.9 -43.3 39.3 -26.9 ° -32.2 -13.7
1.6 9.3 -0.8 -8.7 .0 —— —— ———- ———
———- 68.3 ——- ~14.7 8.2 -1.4 -7.9 68.0 -12.9
-5.6 9.6 1.8 8.7 -9.7 —— —— ———— ————
—— i01.8 ———— 14.8 -12.8 §7.9 -7.4 -3.6 -12.2
-4.3 . 0.2 9.3 0.0 -9.3 — ———— — ——
- 162.7 ———— - 1.8 -19.0 7.4 -6.8 -18.6 -6.3
-$.3 8.1 0.3 8.2 -8.1 — —— ——— ———

———- . 16.1 -6.9 13.4 -13.0 -18.6 -7.1

..s'[—
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Ecuador
~ 1988-84
- USS Billion
. = Percentage
1986-87
- USs Billlon
= Percentage

Jomaica
1963-04
- USs Billion
- Porcentage
1995-07
- USS Bililon
- Percentage

Mexico
1963-84
- USS Billlon
- Percentage
1908-87
- USS Billion
- Percentage

Peru
1983-84
- USs Billlon
= Percontage
1905-87
- USS Billlen
- Percentage

Uruguay
1983-84
- USs Bililon

- USs Bllllen
- Percentage

Venezuela
1983-04
- USs 8ililon
- Percentage
1986-87
- USS Bililon
=~ Percentage

1

TABLE II.2 LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES (CONT’D.)
External Adjustment (changes between annuai
sverages of 1980-81 and indicated yesrs)

" Change in ' Change in Change in
Current Change in Change In Change in Change In Merchandise Exports Merchandise Imports
Account Intereat Trade Exports Imports
Deticit Payments  Surplus GNFS GNFS Guantity Price “QuantTty Price
-8.6 8.2 1.8 -8.1 -1.1 ————— ———- ——— ——
——— 37.9 —— -4.2 -36.% 15.1 ~14.4 . -87.8 3.3
-8.3 8.3 . 8.6 -8.1 -8.7 —— ——— ———- ——
——— 68.8 ——— ~3.8 -22.7 3.3 -31.4 -13.7 -8.3
8.1 8.1 -#.1 -0.1 -0.1 —— ——— - ——
——— 3.6 ———— ~16.9 ~5.1 -19.08 -11.8 3.9 -9.9
..0 5.1 0.1 -8.1 -8.2 ———- - -—ma -—
—— 4.6 ———— -5.7 -12.8 -24.1 -7.2 13.1 -14.2
~15.6 2.7 18.1 2.4 -18.7 ——— ———— ———— ————
S 4.9 ———— " 9.1 -62.1 61.9 -9.8 ~49.83 ~4.8
-12.7 (X 12.2 4.3 -12.§ - — - —
—— 10.3 ——— -1.3 -41.7 §8.6 -19.8 -48.2 1.0
8.4 0.2 8.5 .=9.8 -1.1 ——— ———— ——— ——
——— 22.3 onae -12.8 -24.2 -1.8 -12.1 -21.7 4.7
-0.2 -$.1 0.2 8.8 -8.9 -—e- ———- —— ——
——— ~9.7 S -17.8 -20.9 -4.1 -21.7 -10.9 ~10.7
.4 0.2 ..7. -.. -1.0 -——- - —— ———-
—— 106.1 ———— -18.9 -48.2 5.8 -14.0 -60.9 ~8.2
-8.5 NA 0.7 -9.2 -4.9 ———- —— ——- —
- NA —— -11.2 -43.8 8.9 -17.1 -42.2 -11.3
.6 1.3 2.4 -4.1 -6.6 —— ———- -—— —
——— 69.1 ——— -20.2 -48.9 -2.1 -2.6 -38.6 30.0
4.1 1.1 -2.4 -8.7 -6.6 -—— ——- —— ——
———- 63.6 ———— -42.7 -39.6 -6.7 23.2 -21.8 86.3

-{7‘[-
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been offset by a decline in export prices (see also Table II.2). Correction ‘

involved a combination of expenditure-reducing and expenditure-switching
policies, but the mix of instruments greatly differed across countries. Each
country’s policies were shaped by its particular conditions, rather than By
some common approach supported by the multilateral financial institutions.
The reduction in domestic expc;ditures was prompted first by the

income losses from the deterioration in the terms of trade and the increase
in international interest rates. The income losses directly affected the
public sector because state companies produced a large share of the main
export commodities, because export taxes were an important source of current
revenues, and because it had congractcd most of the country’s external debt
(or assumed its service through exchange rate guarantees and bail-outs of
. private conpanics): The reduction in domestic expenditure was also
precipitated by the virtual cessation af voluntary ex_ternai finaneing. 1In ‘
the highly 1nde$ted countries, this cessation wa#.at least as import;nt ;;
the 1gcamn losses from the external shocks. In particular, th; lack of
voluntary foreign credit affectéd'thc sectors which had been expanding, which
in most countries was the public sector. -Thus, the adjustment of public
sector, with the immediate purpose of reducing its deficit, became
fundamental to correcting the external imbalance ip the highly indebted
countries (Chile was a clear exception).. |

- The switch in domestic expenditures from- tradable to non-tradable
goods and services ;layed a key role in res;;;;;; external bal;nc¢.~‘A gross
indicator of the contribution of expenditure-switching at the regionil level
is the very low elasticity of output t9 the change in imports between 1981

and 1984: while the 'volume of imports 5eclined 35 percent, total.output- .. ... - ...

declined only 1 percent. This low elasticity--a common feature of adjustment '




«
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‘ in most countries--reflected the sharp increase of imports during the late

1970s rather than a long-run value. (As shown in Table A.l1 of thq
Statistical Appendix, in 1970-79 output increased at an annual rate of 5.7
percent while the volume of #gpo:ﬁs increased at an annual rate of 6.8
percent). The main policy instruments used to switch expenditure were
devaluations of national currencies accompanied by multiple exchange rates
and specific_restrictions on imports (see section III.2).

Table II.2 summarizes the changes in the current account balance and
the trade balance between 1980-81 and the two subperiods 1983-84 arid 1985-87.
Despite further changes in the world economy in 1985-87, especially the sharp
decline in the price of oil in late 1985, the same patternsldescrib;d above
for 1983-84 held for the last three years. Tﬁus,'béth the current account
deficit and the trade surplus have maintained their 1985-84 levels or
slightly improved, and the changes with respect to 1980-81 continue to be
explained largely by the contraction in imports rather than 5; increﬁses in
exports. ﬁ&wnver, in Brazil and Costa Ric&, the increasg in export returns
explains part of the improvement in the trade surplus. In 1985-87, the
average terms of trade improved only for Brazil, while they further declined
in most countries, especially oil-exporters.l/ In 1985-87, the current

account balance of the highly indebted countries benefited little from the

decline in international interest rates, mainly because of the additional

- indebtedness of 1982-84. By early 1988, only Mexico And Venezuela have a

current -account surplus, while Bolivia and Peru, are the,onlyfcpuntries wi;h a

trade deficit.

1/ 1In late 1987 the terms of trade improved for Chile and Jamaica. The
Statistical Appendix shows estimates of the terms of trade for each
country.
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2. Reduction of Public Sector Deficits

Data shortcomings do not allow conclusive judgements'sbout public
sector finances, but it appears that Chile and Venezuela were the only highly
indebted countries in which the public sector had a surp1n§ before the
economic crisis (see cﬁe country tables in the Statistical Appendix).2/ In
Chile the reforms of the 19708 involved a large restructuring of the public
sector. In Venezuela oil revenues produced a surplus in the years
. immediately after each of the two oil price shocks (first in 1974-76‘hnd then
in 1979-81). 1In other countries, public sector deficits varied from less
than 2 petcent‘;f GDP in 1980-81 (Uruguay) to more than‘6 percent of GDP in
1980-81 (Argentina, Bolivia, Brazil, Jamaica and beico);

In countries where public sectors had to cope with the income losses

from pxtetnal.shbcks and with ﬁhe halt in commercial banks’ external

financing, their adjustment became a crucial issue. Public sector deficits

2/ How the public sector is defined has become an important snalytical
issue. The traditiomal definition refers*only to government (all
levels) because of its monopoly over taxation. Since-current and
future tax revenues can be used to finance the production and
distribution of all goods and services, an alternative definition is to
focus on the goods and services wheose production or distribution can be
financed by taxes in accordance with prevailing rules. According to
this alternative definition, the public sector also includes all
enterprises, financial intermediaries and state agencies that can
supplement their revenues from the market with assistance pro~ided by
the government through regular channels. This idea underlies Kornai’s
definition of the soft budget constraint and his views on the fate of
chronic loss-makers in Hungary (see J. Kornai, "“The Hungarian Reform
Process,” Journal of Economic Literature, December 1986). Because of
lack of appropriate data, the definition of public-sector in-this papex

and in most current empirical work is usually limited to government and
non-financial public enterprises. -
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did not, however, contract in the initial years of adjustment, when the .
external imbalance was being corrected. Even worse, in some countries
initially the deficits rose because the loss in revenues from export earnings
and the increase in interest payments were not offset by adjustments in other
expenditures and revenues.3/ These patterns have been observed in most
highly indebted countries, although in Brazil and Venezuela the deficit
declined in 1983-84 and later increased over the 1980-81 level (see Table
11.3).4/

Actual adjustment of public sector expenditures and revenues was

influenced by conditions in each country, but there were some general

patterns. The main soufces of additional revenues were increased taxation

3/ Even in Chile and Venezuela, the public sector deficits became
significant. The Chilean public sector was directly affected by
changes in external conditions because of the income loss from the
decline in the price of copper, and indirectly by the decline in
revenue that resulted from the fall -in private sector expenditures,
particularly in imports. In Chile, the reduction in domestic
expenditures was largely a problem of the private sector, which had to
adjust to the income loss from the increase in -international interest
rates and to the halt in external financing. Adjustment of the private
sector was facilitated by the financial assistance the government
provided to cope with the huge domestic and external debt. Contrary to
the .experience of other Latin American countries, where governments
crowded out the private sector to avoid a significant reduction in
public sector expenditure, the Chilean government mobilized domestic
and foreign resources to bail out the private sector from its debt
crisis. )

4/ The data in Table II.3 refer to the non-financial public sector, that
is, they exclude the fiscal expenditures of central banks. For a
cross-country comparison these quasi-fiscal expenditures. and- other
adjustments need to be included, in particular to correct for the
effect of inflation on domestic interest payments. The Statistical
Appendix shows estimates of central bank losses for a few countries.
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TABLE II.3. LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES -
Public finances (changes between annual
averages of 1988-81 and indicated years;
in percentage points of GOP) 1/

Change Change in Change in Change in Change in
in Current Current Interest Capital
Deficit 3/ Revenue Expenditure Payments 2/ Expediture
Argenting
1983-84 2.9 -$.8 3.3 -3.8 -1.9
1986-87 -5.7 4.1 4.8 -8.7 . -2.3
Bolivia
1983-04 12.8 -8.9 8.1 NA -2.7
1985-87 -8.8 0.8 8.7 NA -3.2
Brazil ‘
1963-84 -1.8 -3.8 -#.2 3.2 -3.7
1988 4.1 -4.9 . 4.2 8.9 -3.7
Chile . )
1M 7-2 ‘107 ‘o’ 2.8 8.2
1986-86 8.7 -1.83 2.2 2.6 - 2.1
Colombia ‘ :
1988-84 4.9 4.8 3.3 1.4 4.9
1986-87 -1.1 7.9 3.8 2.8 3.6
Costa Rica . .
1963-84 ( -2.9 , 4.9 1.7 8.4 -9.8
. IM : =3.8 8.5 8. 6.1 -%.8
Ecuador
1988-84 ’ -4,7 e.8 -1.1 1.2 -2.9
1986-86 . ‘ -8.2 1.1 -1.9 1.7 -3.1
Jamalca
19‘3-“ -‘01 -..9 -106 . 2-2 -5.2
1986-87 ’ -14.3 8.7 -5.8 NA -4.4
Mexico
: 1“.’“ ) -20‘ ‘o‘ 70‘ 70. .‘.2
‘ 1986-86 ‘ 2.1 2.9 18.5 16.3 -§.5
Pery
1983-84 3.8 -8.7 1.9 1.2 2.8
1985-86 -2.1 =3.4 -3.7 -8.4 -2.1
Uruguay
- 1988-84 8.8 -3.1 2.8 NA -1.9
1906-86 1.3 -2.8 1.4 NA -2.1
Venezuels
1903-84 -$.8 -3.7 8.9 1.3 -4,6 -
lm 10. .414 'o' 1.' -300

1/ Only the non-financial public uctor. n\ some countries, the doflcit .nd intorm pnynnta uy bo

~ acceleration in inflation.

R

substantislly underestimated because the accounts of the Central Bank are not included.
2/° In some countries, the interest paymente on interns! debt have increased because of the

37 “The change” in_the deficit may not always be equal to the sum of the -current and caniu.l oapondjturu Cmmen s

"minus the current revenue due to the inclusion of other items (i.e., capital revenus and grants). .. ..
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and increased prices of the many goods and services produced by the public
sector. Higher q;xatiqn of export earnings was common in countries whe:g
devaluation of the national currency was significant (a common practice was
to exact part of the private windfall gain on traditional exports).5/ 1In the
initial years of adjustment, inc:eases'in public sector prices werevlimited
by strong political opposition, and quite often governments were forced to
reverse them. éypically, the additional r;vcnues were viewed as temporary,
in the sense that new taxes and price increases were reluctantly accepted
only to.cope with the emergency. Tﬁc adjustments of public expenditures
largely involved cuts in real wages and delays in investment projects. They
were also viewed as temporary because they did not derive from any long-term
planning of the publiec sector’s provision of goods and services.

The financing of deficits also required changes once exﬁernal

exercises with creditor banks and to credit from multilateral institutions.
In adjusting revenues and expenditures, govermments shifted part of the
burden to the private sector. This shift was compounded by a reliance on the
inflation tax and borrowing at controlled interest rates. The increased
revenue from the inflation tax was maintained by an acceid:ated rate of

inflation, since the increases in inflation and real interest rates eroded

cum=mnT Tng

SI Hawnvet, dovaluations generally had a negative effect on public .

- Mf:lnancea..bocauso the subsequent increase in interest payménts more than ~+ - - =
componsated the additional revenue from public entetptises’ net exports ’ '
and export taxes.
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the base of the inflation tax.6/ Eventually inflation became so high that it ‘

created its own pressures to reduce the public sector deficit, as happened in
Argentina and Bolivia in mid-1985 and Mexico in late 1987. (For a gross
measure of the rovenuelftam the inflation tax, see Table II.4).

Deposit interest rates have been adjusted ofteﬁ to take into account
high inflation and the need to bring financial resources back into the
controlled banking system. The public sector has received most of the
additional resources of the banking system through increased reserve
requirements, forced investments in public sector bonds and loans at
controlled interest rates. In general, the public sector has had to pay
higher domssiic interest rates than before the crisis, although real rates of
interest were negative in the initial years of adjustment. To compensate the

banking system for providing credit to the public sector at low interest

rates, the rates on piivat:o sector loans were freed. Their real values have ‘

exploded (see the estimates of real interest rates in the éountry tables of
the Statistical Appendix). Where loan interest rates continued to be
controlled, the private sector turned more and more to non-regulated
financial markets, .and interest rates in these markets also exploded.

The distribution of the burden between the public and private
sectors becsme a crucial issue in the viability of the édjuntmnnt process.

The failure of governments to establish and maintain credibility for their

new economic policies meant additional capital flight, and they eventually

6/ The acceleration of inflation negatively affected the collection of
taxes in several countries; increasing the public sector deficit.
- ~-However, this effect was significant only in the few countries where
inflation quickly reached high levels and tax collection was not
indexed. .
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TABLE II.4. LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES
. Inflation

1966-08 1908 1981 1982 1983 1984 1988 1986 1987

Part A:. Inflation Retes (average snnual rates for 1965-680
and annual rates for 19088-87; porcontqon)

Vesezuele s.7 19.5 11.8 7.3 7.8 18.3 5.7 12.3  36.1
Costa Rice 1.2 17.8 €1 817 167  17.8 1.1 16.4  13.8
Ecuador N3 4.5 179 243 628 261 244 213 38.8
Jamaica 12.6 2.6 4.8 7.6 167 1.2 289  10.4 5.6
Nexico 13.2 208 287 98.8 88.8  69.2  63.7 186.7 143.8
Bolivis 15.7 239 26.2 206.5 828.6 2177.2 8170.5 66.6  10.5
Colombia 176 266 276 241 165 18.3  22.3 21.8  24.7
Pery 20.5 69.7 72.7  72.9 126.1 111.5 158.3  62.9  104.8
Brazil 1.6 9.3 9.2 97.9 172.8 203.3 228.8 G58.6 396.0
Uruguay 67.7 428 204 205 616 661 8.8 70.6  57.4
Argentina 8.8 §7.6 131.2 200.7 433.7 68s.8 386.4  81.9  178.3
Chile 120.9 1.2 9.5 207 2.8 2®s 264 14 229
. . ) V Part B: Reveaue from the Inflation Tax
- . . (ss percent of GOP)
‘ ~ Venezuels 3.6 2.8 1.4 1.5 a1 1.4 2.9 NA
Costa Rica 2.9 103 12.3 1.8 .80 1.8 2.5 NA
Ecusdor 2.4 3.0 39 81 s 3.2 NA NA
Jamaica 4.1 0.7 1.9 2.3 .0 3.8 1.4 NA
Nexico 2.9 2.7 .7 5.5 3.8 3.9 8.2 7.5
Colombia 3.2 3.3 2.8 1.9 21 _ 2.4 2.0 NA
Pery 5.8 .0 5.8 .0 6.7 1.6 6.6 NA
Brezil 7.7 6.7 6.4 8.0 9.1  10.8 3.9 22.4
Uruguay 3.8 2.3 1.9 4.0 4.2 5.4 4.9 NA
Argentina 6.4 8.9 148 20.8 34.3  16.9 .8 9.1
_Chile 1.9 0.8 1.3 1.4 1.3 1.3 0.8 NA
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had to increase domestic interest rates further to control capital flight. ' ‘

Both the capital flight and the high interest rates in turn had a depressing
effect on pfivatc demand for goods and ?crv;ces. Independently of other
reasons for restructuring the public scc':t:o:, its size has become
unsustainable in most countries: taxation cannot provide sufficient funds for
public expenditures.7/ In several countries, the failure of attempﬁs to
reduce the public sector has become a source of uncertainty that constrains
the private sector.

In all highly indebted countries, the public sector has run large
deficits during the last five years. Oﬁly in a few countries (Chile,
Colombia, Uruguay and lately Mexico) are the dcficit{ being quickly reduced
to sustainable levels. The financing of these deficits has been reflected in

a growing internal debt which the public sector has‘to service jointly with

the huge external debt (the public sector had either contracted most of the . .
country’s external debt or assumed its service in the early years of the

crisis). The external debt crisis is actually a reflection of the financial

crisis of the public sector: even in countries where the trade surplus could

be 1;:go.cnough to service the external dcbg, the public sector is not able

to generate an operational surplus to pay iﬁtctest on its total (intcfnal and

external) debt which continues to grow.

“27-1] Even if efficiency in the public sector increased significantly, -4its.--- - - - -_.. .-
current size could hardly be financed without inctcasing'tho prosent or Y O
future tax burden. . ‘
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3. Control of Inflation

Increased inflation rates were ; main feature of the initial stage of
adjustment. As shown in Table II.4, the higher levels of inflation were not
limited to those countries that traditionally experienced inflation, but were
quite general. The increase in inflation in Latin Aﬁerica, at a time when it
was declining in the industrial countries, was largely attributable to the
price adjustments, especially the devaluaticn of the national currency and the
increases in controlled prices. 6ﬁce—and-for-ali adjustments of prices of
tradable goods and services were sometimes followed by compensatory increases
in ﬁages and prices of some non-tradable goods and services, which further
increased inflation; After an initial devaluation was successful in changing
the structure of telaﬁive prices (e;pecially in depreciating the real exchange
rate), the nominal-exchdngg rate was de facto.indexed to actual inflation to
maintain the new structure of relative prices. The new exchange rate folicy
reinforced the downward inflexibility of nominal prices, and changes in
relative prices had to come from differential increases in nominal prices.

.Even i1f inflation generally increased as a result of .initial price-
adjustments, the subsequent behavior of inflation differed across countries,
depending ma%nly on differences in the inflation tax needed to finance public

sector deficits and in inflationary inertia.8/ In countries with a tradition

8/ The role of inertia in inflationary processes has become a major
analytical issue. Inertia amounts to an inflationary bias in the
process of changing relative prices: these changes are possible only

through differential increases in nominal prices. By definition, the
larger inflationary inertia is, the larger the inflationary effect of
‘ultimate cause of inflationary inertia, but its significance is .. = .
determined by the institutions and contracts that protect real incomes
in chronic-inflation countries.
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of low or moderate inflation, inflation rates de;lined*after the initial
increase, although not always to previous levels (the situation in Colombia,
Costa Rica, Ecuador, Jamaica and Venezuela). However, there were'exceptions:
in Bolivia, México and Peru, control of inflation turned out to be a major
issue.9/ The case of Bolivia wasvexceptional: the inflation tax needed to
finance the public sector deficit, which sharply increased pari passu with
the service of the external debt, was so high that hyperinflation became a
reality by mid-1985. The Bolivian government undertook a drastic anti-
inflationary p:og:amibased on strict control of the public sector deficit
while leaving priées free. Inflation has fallen to an annual rate of 10
percen£ for more than a year, but it has been increasingly difficult to
Fontzol the public'sectgr deficit. ’

After low-inflation until the early 1970s and moderate-inflation
until 1982, MexicQ is now confronting high inflation. In the first stage of
adjustment, inflation jumped as a resulﬁ_of a series of devaluations and some
compensatory increases in wages. The high inflation of 1982 was followed by
a slow deceleration, and later by another sharp increase when additional
price adjustments were necessary because of the fall in tﬁe price of oil.

The slow deceleration--first after 1982 and then after the price adjustments

. 9/ In August 1985, the Peruvian government implemented a new economic
program to accelerate economic recovery. The program also aimed to
control inflation through price controls, while absorption was to .

" expand through fiscal incentives. The initial results were positive>in EEINE S

terms of both recovery of output and control of inflation. However, by -
mid-1987 recovery was frustrated by a lack of foreign exchange, and
inflation once more accelerated.
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of late 1985 and early 1?86—-reflected an attempt to maintain the new
depreciated value of the real excharige rate through indexation of the nominal
exchange rate. In both episodes, this policy resulted in the accumulation of
reserves financed by the inflation tax, which also financed part of the
remaining public sector deficit. In December 1987, the Mexican government
started an anti-inflationary p:ogrém based on the eliminﬁtion of the public
sector deficit, tighter control of the money supply and some correction of
relative prices and wages. In January and February 1988, some prices and
wages were controlled and occasionally adjusted. The government has now
announced that ﬁhc controlled prices (including the exchange rate) will
remain fixed during March, while minimuﬁ wages will be adjusted 3 percent.

Inflation is expected to decline to 3-4 percent in March, and to lower rates
afterwards. )

In Argentina and Brazil, inflation quickly accelerated after the

. price adjustments of 1981-82, and its control became eventually the main
economic goal.l10/ The anti-inflationary programs of Argentina (June 1985)
and Brazil (fob:uary 1986) addressed their high and accelerating inflation in

a drastic way. Both programs called for general freezes of prices and wages

10/ Chile was the only high-inflation country in which inflation did not
accelerate (in Uruguay inflation accelerated at first but has slowly
declined since late 1985). Price adjustments in Chile did not lead to
accelerated inflation for two reasons. First, although the-public
sector eventually ran a significant deficit (including central bank
losses), it could be financed by borrowing abroad and the newly ]
privately-managed social security system. Second, the increased role

of markets in determining private sector wages and strict- control of %,;. N

wages in the public sector facilitated the adjustment of relative
prices to the successive devaluations of the peso.
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after some initial adjustments which took different directions in each .

country: while real wages slightly declined in Argentina, they significantly
l increased in Brazil (see Table I11.2, part B). However, especially in’
Brazil, the programs did not call for strict control of public finances, and
the increase in the demand for money that followed the freezing of prices was
quickly accommodated by expanding domestic credit and reducing reserve
requirements on deposits.

bospite the great decline in inflation immediately after the
implementation of both programs, price stability could not be sustained and
inflatioﬁ is once again a major problem for both Argentina and Brazil. 1In
Argenting, the low inflation of the second half of 1985 could not be
maintained once the govermment changed its goal from price stability to

-

economic recovery, and further adjustments in relative prices were needed

(pa:tiy because of real shocks, 1nc1ud:lx:g a decline in th§ terms of ‘;:rade and' ‘
agricultural production, but partly because of the impossibility of
cpntrolliﬁg all prices). Brazil’s Cruzado program actually repressed the
inflationary effect of the expansive policies that preceded the election of
November 1986. Whatever the rol; of other forces, in particular of the
inflationary inertia that prompted the freezing of prices and wages in the
two programs,ll/ the fundamental cause of inflation in both countries

continues to be the public sector deficit.

11/ The programs aimed at breaking inflationary inertia because inflation
had become self-generating through its effect on public sector deficits
-~ and becduse the persistence of inflationary expectations. would. increase - ;

“ " ‘‘the cost of contractionary fiscal and monetary policies.. Hownve:,-as~t;‘3_:ilfﬂ e
“shown in particular by the Brazilian experience, freezing of prices amd . .. .= .
wages is not an appropriate policy to break inflationary inertia . -

because it can easily result in repressed inflation.
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CHAPTER III
RECOVERY AND STRUCTURAL REFORMS

Since 1984, the region has ée.n slowly recovering the level of its
potential output but 1is still well below it (see Table III.1 and Table A.l in
the Statistical Appendix). The regional figures, however, éonceal large
differences across countries.l12/ In a few, recovery has been sustained since
early 1985 (Chile and Colombia) or edrly 1986 (Costa Rica, Jamaica and
Uruguay); In others, recovery has faltered (Ecuador and Mexico in late 1985,
Brazil in late 1986, and Argentina and Peru in mid-1987). 1In still others,
sustained recovery has not yet sta;ted (Bolivia and Venezuela). The
variations in performance are explained partly by the diff§tential effect of
changes in external conditions (especially the decline in the price of oil in

late 1985) but mainly by differences in sustaining and deepening adjustment

efforts.

{2/ In Brazil and Colombia, per capita GDP of 1979-81 underestimates

poteitial output because investment was rather high in the late 1970s
. or early 1980s. Trend-adjusted messures of per capita GDP may
. overestimate potential output, but they indicate that output in Btazil
= and :Colombia is still below its potential. On the other hand,

g “’:Akrgdntig"s potential output in 1987 may have been lawnr_;hanvséi:igéff";:_'”'

per capita GDP of 1979-81 because of low investment in the last ten
years. ‘
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TABLE III.1. - LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES
Main Indicators, 1988 -~ 87

-

1989 1981 1982 1983 1984 1986 1986 1987

OUTPUT, CONSUMPTION, AND INCOME 1/

Argentina
= GDP Growth rate (%) 8.8 -8.3 -8.1 1.2 1.8 -5.9 3.7 -2.8
« As % of Potential 2/ .
- QOP 163.1 4.8 88.8 89.8 99.7 85.3 88.5 87.8
- Private Consumption 192.3 97.9 87.4 86.8 93.2 @ 84.3 93.4 94.1
= Total Consumption 3/ 104.3 9.8 87.1 88.1 96.4 86.5 95.4 97.2
= Income (GNP) 104.6 98.1 88.1 86.4 88.9 82.9 87.7 87.3
Bolivia )
= GDP Growth rate (X) -3.6 -2.7 -8.9 -$5.4 -3.5 -4.1 -5.1 =-1.3
- As % of Potential 2/
- GDP 99.7 97.8 98.3 81.8 79.8 78.7 71.9 76.9
= Private Consumption 96.9 107.2 6.2 87.8 79.8 91.8 81.2 79.2
= Total Consumption 3/ 96.1 193.7 89.9 87.2 86.3 9.3 78.8 77.1
= Income (GNP) 99.3 9.9 88.3 80.4 78.1 78.8 ' 76.68 76.9
Brazi| - _ i
= GOP Growth rate (%) 4.1 -5.8 -1.3 -4.7 3.4 5.9 8.9 8.7
« As % of Potential 2/
- GDP 103.3 97.68 96.3 91.8 4.9 100.8 106.4 107.2
= Private Consumption 108.2 6.7 95.6 93.6 92.68 97.8 107.1 NA
= Total Consumption 3/  182.7 98.7 96.9 93.8 91.6 98.1 108.8 NA
- Incen (GNP) 108.4 9.8 94.3 89.5 92.68 98.8 108.0 NA
CM le
= GDP Growth rate (%) 5.7 3.8 -16.8 -2.4 4.5 9.8 3.9 3.8
= As % of Potential 2/ ‘
- GDP 108.5 104.3 88.1 86.6 89.9 99.68 94.1 97.5
= Private Consumption $8.56 197.3 92.7 88.0 87.7 86.2 87.8 98.7
= Totai Consumption 3/ 98.7 197.3 82.3 78.7 83.9 78.8 81.3 84.6
.= Income (GNP) 100.8 1038.4 84.6 82.4 84.3 86.4 87.2 96.3
Colombia
= GOP Growth rate (X) 2.8 © 9.2 -1.1 -8.4 1.3 8.4 3.1 3.4
= As % of Potential 2/
- GOP 106.6 106.% 99.7 99.3 108.6 181.9 104.2 187.7
= Private Consumption $9.8 101.3 102.1- 193.9 103.5 104.68 191.4 103.0
= Total Consumption 3/ 99.6 102.6 - 104.1 103.8 103.9 162.9 109.85 101.4
= Income (GNP) 1061.9 108.68 98.7 98.8 98.3 98.4 1%e.8 103.3
Costs Rica '
= GDP Growth rate (%) -2.8 -3.1 -2.6 -2.3 8.1 -1.8 -2.4 2.1
- As % of Potential 2/ '
- GDP 108.1 98.9 88.2 88.2 93.2 91.8 89.4 89.5
= Private Consumption 100.68 93.1 83.2 83.8 98.7 91.2 88.6 88.8
= Total Consumption 3/ 163 .6 92.1 84.1 85.9 1.4 T 89.3 888 - -
= Income (GNP) 120.3 95.4 84.9 83.68 8.9 89.3 87.3 87.8

1/ All variables are on s per capits basis in constant prices.
2/ The potential value of the variabie is defined as the average per capiu variable

- in constant prices for the years 1979-81. N .
3/ Total consymption includes private consumption, public consumption, and tho el\ango in stocks.
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‘ . - TABLE III.1. = LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES (CONT’D)
Main Indicators, 1988 - 87

1980 1981 1982 1983 1984 1985 1986 1987
OUTPUT, CONSUMPTION, AND INCOME 1/
Ecuador ]
« GDP Growth rate (X) 1.9 1.9 -1.8 -5.86 - 1.3 1.8 8.0 -5.8
=« As % of Potential 2/ ‘
- Q0P 108.3 101.3 99.5 4.8 $6.2 8.8 98.85 9.1
= Private Consumption 108.7 102.6 101.4 96.1 06.9 98.3 95.9 NA
= Total Consumption 3/ 102.9 101.1 102.8 4.4 93.7 $2.8 81.8 NA
= Income (GNP) 100.2 108.8 96.8 9.3 9.6 92.2 94.3 NA
Jamaics
= GDP Growth rate (%) -8.7 1.3 -3.2 8.5 -2.2 . -8.2 8.9 2.6
= As % of Potential 2/
- . 97.3 98.8 98.3 98.7 98.8 96.8 91.4 93.8
= Private Consumption 99.3 968.2 96.3 94.2 98.1 9.7 91.7 99.3
= Total Consumption 3/ 98.4 97.9 98.2 95.4 9.1 86.0 99.2 99.1
= Income (GNP) 96.5 99.3 99.1 106.8 93.8 81.5 84.5 87.2
Mexico
- GOP Growth rate (X) 5.2 6.1 -3.1 7.8 1.2 §8.5 6.8 -1.3
= As % of Potentisl 2/ :

_ = GoP 108.8 185.1 101.8 ‘' 94.1 95.2 96.7 9.9 89.8.
= Private Consumption 99.9 104.8 102.9 92.8 92.9 92.7 88.1 86.8
= Total Consumption 3/ 106.4- 106.9 98.6 9.3 9.2 92.8 84.3 81.85
= Income (GNP) 9.9 184.1 97.3 9.4 $2.5 4.2 89.0 88.3

Pery : - -
- GDP Growth rate (%) 1.9 1.8 -2.4 -14.8 2.1 -8.1 5.8 4.3
= As % of Potential 2/
- GDP 106.8 161.8 99.3 84.8 88.6 88.68 91.5 95.4
= Private Consumption 9.8 102.5 108.7 89.5 88.9 88.9 97.3 99.7
. = Total Consumption 3/ 101.4- 106.4 102.6 88.7 84.4 82.3 9.2 94.7
=« Income (GNP) 108.7 102.8 190.1 84.1 86.9 88.8 93.2 97.2
Uruguay '
- GDP Growth rate (%) 5.3 1.2 -16.8 -8.5 -2 -8.7 7. 4.9
= As % of Potential 2/

.= GDP 181.3 192.8 92.2 88.3 -4 83.9 99.0 4.4
= Private Consumption 101.9 103.6 92.9 83.4 77.5 78.6 84.6 NA
= Total Consumption 3/ 101.68 102.7 92.6 83.8 88.4 81.6 87.4 NA
= Income (GNP) 181.1 102.8 96.9 83.6 .7 8.1 88.7 NA

Venezuels .
« GOP Growth rate (X) 5.1 -3.8 -2.2 -8.2 -4.9 -2.4 2.4 -1.1
= As X of Potential 2/ '
- COP 9.3 9.1 4.0 968.2 82.8 88.7 82.6 81.7
= Private Consumption 108.7 97.8 9.0 84.2 82.1 82.1 81.6 NA
= Total Consumption 3/ 106.6 97.98 90.4 88.2 84.4 82.8 83.2 NA
= Income (GNP) 99.5 8.7 9.0 82.2 88.1 76.8 81.7 NA

1/ All variables are on a per capita basis in constant prices.
2/ The potential value of the variable is defined as the average per capita varisble

in constant prices for the years 1979-81., :
8/ Total consumption_ inciudes private consumption, public consumption, and the change in stocks.
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The binding constr;int on recovery has been the acute shortage of ‘
foreign exchange: attempts to accelerate recovery have been frustrated by a
lack of foreign exchange to maintain the level of imports demanded by higher
utilization of labor and capital. For a long time, the incentive structures
had hindered the creation of new sources of foreign exchange in mo;t Latin
American countries,‘whilc at tﬁe same time encouraging production structures
that could ;asily be disrupted by a decline in the availability of foreign
exchange for imports. The disruption in the early 1980s was severe because
. of the sudden decline in export earnings and foreign credit and thé increased
demand for foreign exchange to service the debt. Part of the decline in the
availability of foreign exchange may be t:anéito:y, but there has been a
permanent change to which the highly indebted countries have to adj%st.
Given the already large contraction in imports in 1983-84, the problem cannot
be solved by further redt;cing demand: imports required by full employm;nt of ‘
labor and capital cannot be reduced much further without sig;ificantly
sacrificing output.
The creation of new sources of foreign exchange requires a
"significant reallocation of resources that in turn cal}s for reform of the .
structure of incentives. Since the effectiveness of any reform of the trade
regime depends ultimately on the whole structure of incentives, it is
necessary to consider as well as the structures for a}iocating resources.
between the public and private sectors and for efficiently using_thgl_, -
rcsoufces in each sector. Further, as development of new sources of foreign T
exchange takes time, the workings of the foreign exchange regime during the
transition period are crucial. This chapter opens the analysis of. recovery -. ..
withsa discussion of the foreign exchange regime, followed by a;discﬁsaion of ..

the trade regime and the incentives for efficiency in the public and private ’

sectors. e




- 32 -

‘ . 1. The Foreign Exchange Regiine
So far, what little recovery the highly indebted countries have

achieved has rested more on the small maréin for import substitution than on
a sustained increase in the availability of foreign exchange. In general,
the supply of foreign exchange for imports has been increasing only slowly
since th; abrupt decline at the beginning of the crisis and is still quite
low.13/ More importantly, the supply of foreign exchange has been
fluctuating wideiy because of changes in.external conaitions (terms of trade,
1n£erest rates and new money agreements), domestic adjustment policies and
debt-servicing policieg; Everywhere in the regioh, these fluctuations
threaten recovery; : ' ‘ v
‘ In that context, consistency between the foreign ‘exchange regimé and

macfbcccnomic management is crucial for the success of reforms aimed at a
sustained increased in the supply of foreign exchange. in particular,
exchange rate policies that attempt to repress the inflationary pressures of
public sector deficits and expansionary monetary policies have a long record
"of failure, reaffirmed just recently by the experiences of Brazil (1986) and

Peru (1985-87).14/ 1In their exchange rate policies, the highly indebted

13/ There are two sets of measures of this supply. One set looks at
liquidity, and its indicators may be useful for short-run management of
foreign exchange. The other set focuses on the import capacity that
can be supported by export earnings, and measures may be useful in
appraising that capacity in the medium and long term. Both sets of
measures indicate slow recovery of the supply of foreign exchange.

14/ Argentina’s Austral Plan (June 1985) fixed the nominal exchange rate as
e e - 2. " part of the general freeze of prices and wages. However, after prices.
. -and wages started to rise, the government has adjusted the exchange
rate regularly to avoid sharp fluctuations in relative prices.
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~

countries have tried to balance the "full utilization" of all foreign ‘

exchange with the incentive to increase its supply. Generally, governments
have sacrificed the former to the latter. The depreciated values of real
exchange rates in the last fiv; years feflect this choi;e, although annual
variations in the rates have been significant (see Table III.2). Maintaining
this balance has required a high degree of upward flexibility in nominal
exchange rates that has contributgd to the downward inflexibility of nominal
prices.15/ This exchange rate policy may be appropriate during reform of the
ttade‘regimn, but if inflation is to be lowered to international levels,n
exchange rate policy cannot be aimed at maintaining some level of thecteal
exchange rate (and, in general, a particular structure of relative prices).16/
| Governments established multiéle exchange rates as an initial
reaction to the abrupt decline in the supply oé foreign exchange. Typically, -

they divided official exchanges into trade-related transactions and capital-

related transactions. Restrictions on the convertibility of national

15/ The growing acceptance of upward flexibility in nominal exchange rates
has not led to experiments with freely floating exchange rates. They
have been tried only infrequently and then only for short periods.

6/ On the basis of the experience of the Southern Cone countries in the

late 1970s, it is often argued that exchange rate policy should not be

used to reduce inflation. The argument is correct only to the exteant

that fixing (or manipulating) the exchange rate aims at repressing

inflation, i.e., at negating the effects of inflationary financing on

prices (actually, this proposition is valid for any policy based on

control of some prices and wages to repress inflation). That objective

was not the case of Chile in February 1978 when the government

-implemented the so~called tablita to break inflationary- inertis (nor
"when it fixed the exchange rate in June 1979), but it was the case of

Argentina in January 1979, when the government started its own tablita »
and was also, to a lesser extent, the case in Uruguay in late 1978. ‘
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TABLE III.2. LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES
Relative Prices and Wages (1980=108)
1981 1982 1983 1984 1986 1986 1987
PART A: Real Exchange Rate A
Argentina 77.8 . 58.7 42.7 49.7 44.8 4“4.1 39.3
Boliv_h 126.9 136.68 125.6 172.2 268.9 82.1 77.2
Brazil 121.8 128.4 164.2 104.3 1006.1 94.4 96.2
Chile 118.9 101.6 86.8 86.3 68.8 58.1 654.0
Colombia 102.4 116.6 114.2 104.6 91.3 8.0 80.9
Costa Rics 83.5 72.85 83.4 81.9 80.8 72.7 64.8
Eeuadof 111.8 109.4 104.1 86.9 89.3 71.9 63.9
Jamaicse 108.5 110.5 104.3 72.9 63.8 8.5 56.9
Mexico 109.3 81.8 71.7 83.8 86.3 80.4 57.8
Peru 118.5 122.8 114.4 114.3 94.8 105.9 130.2
Uruguay 108.9 117.5 72.2 89.2 ~ 68.9 8§.9 64.3
. 1
Venezuelas 111.9 121.1 116.3 93.68 89.9 75.1 55.0
PART B Real VWages

Argentina 89.4 8.1 106.5 127.1 107.8 189.5  106.3
- Minimum Wage 96.8 97.8 137.7 173.8 117.1 111.1 122.6
Bolivis NA NA NA NA NA NA NA
Brazil (Sso Paulo) 104.7 167.2 4.0 98.7 118.9 149.8 142.9
= Rio de Janeire 108.5 121.8 112.7 106.1 112.7 121.8 106.8

- Minimuw Wage 104.4 104.6 93.8 86.8 87.9 87.1 72.2
Chile 108.9 108.6 97.1 97.2 93.5 96.1 93.7
- Ninimum Wage 116.7 117.2 4.2 89.7 78.4 73.6 89.2
Colombia 101.4 104.8 118.3 118.5 114.9 126.2 121.9
- Minimum Wage 98.9 103.6 107.9 113.5 109.4 114.2 116.3
Costa Rica 88.3 76.8 78.8 84.7 92.2 97.8 NA
= Minimum VWage 9.4 86.9 99.3 104 .4 112.2 119.0 120.3
Ecusdor (Minimum Wage) 86.2 75.9 83.8 82.8 64.8 66.4 81.8
Jemsica NA NA NA NA: NA NA NA
Mexico 108.8 104.4 88.7 76.4 76.8 72.8 NA
- Minisum Wage 101.9 92.7 76.8 72.3 71.1 84.9 566.9
Peru 98.3 106.5 83.7 78.1 89.6 78.8 86.8
= Minimum Wage 84.2 77.8 89.2 69.8 68.3 - 82,8 83.4
‘Uruguay 107.6 1987.1 4.9 771 88.1 9.0 97.5
- Minimum Wage 103.4 104.6 89.68 89.9 94.1 89.2 84.8
Venezuels (Minimum Wage) 88.8 88.1 76.1 68.7 9.4 86.5 181.9
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currencies led, however, to the emergence of pargllel markets. More ‘
recently, in some countries, gcvcrnmnnts'havo unified official markets. Even

if the multiple exchange rates were cffeétivc in allocating foreign e;changc

at the beginning of thf crisis, they have further aggravated the distortions

in incentives for the production of goods and se?vices (see section III.2)

and exacerbated the unce:?ainty over the path of real cxchangc rates in

countries where macroeconomic stability was hard to ;ustain.

A comparison of Chile and Argentina is illustrative of the cffect of
multiplc exchange rates on uncertainty.l17/ While in Chilc the parallel
exchange market has been effective in absorbing ttansitory changes in the
demand for and supply of foreign exchange (as well as transactions involving
debt-peso swaps) withouﬁ affecting exports and imports, the erratic

fluctuations of Argentina’s parallel exchange rate have been a major

indicator of private. sector speculation about government policies and have R .
added to the uncertainty about the official exchange rate.18/ In all highly

indebted countries, unification of the exchange rates will be difficult as

17/ The parallel rate in Chile is usually around 5-10 percent over the

percent over the official rate.

- 18/ The ultimate cause of the fluctuations in Argentina’s parallel- exchange o

-+~ - rate is erratic economic policies. However, speculation likely-.-.-. . ..-.. . . ..

- -~~~ compounds the uncertainty caused by erratic policies. .The.-elimination . feme il za-

== 7 .77 of the parallel cxchangc market through convertibility. at-a_ “very high“ Snam U
-official exchange rate may be quite costly because large international =

reserves would be needed to absorb speculation. : : -
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‘ long as the service of public sector d:bt demands substantial foreign
exchange and the ultimate sources of instability are not controlled.

Another serious emerging issue in some countries is the management
of uncxpcct;d inflows of foreign exchange because of the likely effects on
stability and recovery. In Mexico, the inflow of repatriated capital
resulted in the accumulation of large reserves in 1987. Paradoxically,
Mexico is accumulating those reserves at a time when it is embarking on
significant reforms to create new sources of foreign exchange and of hard
negotiatiéns with its foreign creditors to reduce the burden of the public
sector debt. In Chile, if precedent -were followed, the income gain from the
recent increase in the price of copper would lead to expansionary policies.
The govctnmnnt established a copper stabilization fund in 1985 to manage this

. major source of unexpected inflows of foreign exchange. However, the actual
mechanism has limited"theAvalue of the fund becau;e»the-tefotonc; price for
its operation is the government budget price for each fiscal year, rather

than a price reflecting longer-term factors.

2. Export Growth and the Trade Regime

The expenditure-switching policies implemented at the beginning of

the crisis were expected to affect the composition of expenditures—as well as— o

- provide some incentive to shift resources to the production of tradable goods
and #crv:l.ces. Devaluations were effect:l.vo in switching oxp"o‘n?i’:l.tutes, but the
response of production has been limited, especially in the case of production

R :oqu:l.ring large investments with long gestation periods. So far, the _

== ’w tosponsc of exports has been determined mainly by doclinca in domcsticd dmnd
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rather than by increases in production. This pattern has been the case with
nontraditional manufacturing exports in particular (as in Brazil in 1983-85
and again in 1987), but it hasValso been the case with commodity exports that
have a significant domestic market (for example, beef in Argentina). While
-;hose exports have been responsivé to the appreciation of the real exchange
rate, the expans;on of commodity ;xports with little domestic demand has
depended on investment programs undertaken before the crisis (the case with

~ copper, forestry and fruits in Chile, and oil in Mexico and lately in
Colombia). However, the production of manufactures started to respond to the
new price incentives in 1987, especially in Brazil, Chile and Mexico.

Devaluations were effective in correcting the initial external

imbglanccs,‘;;t maintaining the new values of the real exchange rates has
been increasingly difficult. The low real wages that accomp;iiod the real
devaluations created pre;sures‘for a reversal of the changes in relative
prices. That reduction in real wages was partly the resuit of the income

losses froq the external shocks, but also of the re;ource reallocation’

necessary to cope with the shortage of foreign exchange. As shown in Table

II1.2, real wages have declined significantly in most countries, and - e

pressures to return to previous levels have been emerging well before the -
reallocation of resources to the production of tradable goods and services is
comblctcd. If productivity were to increase quickly, real wages could
recover without pressuring the structure of relative prices, iapecially the
:;al exchange rate. Otherwise, additional incen;ivos to reallocate resources
tawnrd the production of tradable goods and services will be necessary.

The possible need for other incentives is reinforced by the great - -

”‘“diééariéy iﬁ,the effective protection of production that existed before the
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. crisis and by the additional effects of the initial measures to restrict
imports. The distorted incentives provided by the structure of effective
protection has negatively affected p;rima:y activities, as well as the
expansion and diversification of exports. In 1982-84, governments in most
céuntr:lcs introduced quantitative rcstvtictions on imports and differential
increases in import tariffs as part of their .xponditure-switéh:lng polic:l:es.
While these measures were effective in controlling :I.mp;rts, they likely
reinforced the distortions in the trade regime, and made reform of this
regime even more imperative once the t%cw 'cxtcrnal conditions were perceived
as permanent. Som; countries have taken a first step by partially removing
the emergency measures. Mexico has been dismantling its system of
quantitative rosﬁrietiona’ and has just reduced import tariffs to a maximum

‘ level of 20 percent. Chile reduced the uniform tariff on imports from 35
percent to 20 percent and more recently to 15 percent (it was 10 perceat
before the crisis).

e In most highly indebted countries, there is growing acceptance that
significant reform of the trade regime is necessary. However, the direction
of reform is not yet clear. Since the immediate goal is to expand exports,
one approach would be to imitate the policies of successful experiences like-
Korea. The same interest groups that years ago pressed for protection in
Latin America now perceive the role of the government in allocating
resources, espcei;lly, financial resources, as having been crucial for the
success of the Korean economy. | On the other hnna, the alternative of trade

liberalization as pursucd in the late 1970s in Chile, which resulted in a

e uniform tariff of 10 percent, minimizes the role of government in resource - .. ..

“'i'l‘liocation‘ and aims at allocative efficiency, rather than specifically export -
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growth. The Chilean experience is mentioned as ;vidonce that this .5 , ‘
iibotalization carriei la;go adjustment costs, particularly in terms of

uncﬁploymnnt, but the evidence is far from conclusive.l9/ The merits of the

two strategies continue to be contended, but so far, with the exception of

Mexico, there has been little progress in reforming the trade regime that

existed before the crisis.
3. Resource Reallocation: Public and Private Sectors

The effectiveness of trade regime reforms is conditioned by the
resources directly controlled by the public sector and by other incentives
ﬁh.t constrain the behavior of the private sector. In most highly indebted

countries, years of continuous growth have left the public sector in control

of a large number of enterprises, c:l.;:hot directly (publié. enterprises) ‘or ’
indirectly thtﬁugh grants ér subsidizcd credit. Production of many private A
goods ‘and services (in addition to public ones) is controlled by public

1nstitution;. The growth of the public sector has been further complicated,

from a financial'vidwpcint, by its pervasive role in redistributing income,~ :: .

particularly through the social security system. cLC S

~ 19/ The large unemployment of 1975-80 has been attributed to several.- - - - -~ . -

- . factors: income losses from the external shocks, uncovering:of the: _c:.::: ooz -os o
-u l:-increase in disguised employment in 1970-73, reform of:thespublic ::.. -:i:of amz_comant
sector (especially privatization), contractive monetary policy, reform = ---~:. ~:- -~
~-  -of -labor laws and reform of the trade regime. The relative importance -l

of these factors has been difficult to ostabliah. :
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Restructur;ng the public sector is a prerequisite for a successful
trade policy reform.ggl In addition to uncertainty over the distribution of
the burden of adjustmept, several other factors support thislhypothesis.
First, export taxes and import tariffs are important sources of government
revenue, and any attempt to change them will have to be part of an overall
tax ref;rm. Indeed, the decline of international prices may necessitate
reducing the taxation of some traditional commodity exports independently of
any other trade policy reforms (the case with wheat and other cereals in
Argentina). Second, trade reforms may lead to large losses in import-
substitution activities controlled or financially supported by the state.
The prospect of these‘eﬁterprises becoming chronic loss-makers will create
pressure to reverse tﬁe reforms. Third, the prospocts'fOt successful
competition in world and domestic markets also depend on the efficiency of
the public sector, especially in the Productiondof inputs for private
production of tradable goods and services. For example, compensating for
public secéor 1nefficiency by taking advantage of mbnopolistic power in
pricing is likely to hurt the competitiveness of priv;te production.

The economic role of the state is not limited to prod#ction and
income redistribution but includes regulation of private sector activities.

A number of legal and administrative constraints to private activities have

gg/{f; Chile, the trade reform of 1975-79 was preceded by important reforms

' of the public sector, including: a new tax system, privatization of
! enterprises (although of some the largest continued to be owned and

. of public enterprises. After the trade reform was comple:ed, further
“reform of the public sector was undertaken, especially privatization of
the management of the social security system.
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acéompanied the growth of the fublic sectér, including severe restraints on ‘
the entry of foreign investors into most production activities. The main
consequences of these regulations have been very limited mobility of human,
physical andlfinancial resources and the creation of rents. Thus, the
effects of trade policy reforms cannot be taken for granted: the whole
structure of incentives may continue to hinder efficiency, capital
accumulation and innovation. Recognition of this situation, as well as a
desire to open the economy only in specific activities and areas, have
stimulated the establishment of free trade areas and export promotion
schemes. These, however, have created new distortions in the structure of
effective proﬁection and are likely to entrench the regulatory role of
government further.
The current regulatory framework of financial intermediation is a
major obstacle to reallocating resources to the production of tradable goods .
and services in Latin America’s highly indebted countries. That regulatory -
éramswoik has been the result mainly of the financial needs of the public
scétor and of the attempts to control the allocation of finanqial resources.
In the last five years, in most highly indebted countries, governments have
been forced to change financial policies with the immediate objective of
increasing the supply of domestic financing to the public’sector, rather than
of enhancing efficiency in the allocat}on of financial resources. The
pursuit of that objective has futthcr_increased the cost of financial
reso;rces for the private sector, to unsustainable levels that are ~ ~— —~ ~— 77T
threatening the solvency of banks and other financial intermediaries. In ' ' L
Chile, the financial crisis of the private sector was a ﬁaiq chargqt?:is;%q
of tﬁeLiﬁgctnal and external imbalances that precipitated tﬁéiééééésio§>o£“_

1982, but-in other highly indebted countries, the increasing probability of a
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. financial crisis in the private sector is a consequence‘of the failure to
properly and quickly correct the public séctor imbalance. Further, reform of

the financial system to enhance its allocative efficiency will hardly be

successful until the fiscal crisis is effectively solved.
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CHAPTER IV
INVESTMENT, SAVINGS AND STEADY GROWTH

While the analysis of macroeconomic stability in Chaétcr II was tied
to the actual experience of adjustment policies, the discussion of‘rccovery
in Chapter III focused more on issues tﬁa; governments are just beginning to
deal with: reform of the foreign exchange and trade regimes, restructuring of
the public sector, and deregulation of the private sector. The ongoing
debate over these issues suggo;tq the recovery of production is still in an

early stage, a conclusion supported by the data in Table III.1l. Those data .

also show that income and éonsumption have recovered very little. It should
not then be ‘a surprise that investment and national savings (as ratios of GDP
and‘nation‘l income, respectively) have also not reached their historical
levels. |

This chapter focuses on the decline in investment and national--
savings during the last five years. The discussion is a prelude to analysis
of the role of foreign savings as a constraint on the recovery of output and
investment. The resources that highly indebted countries have being
transferring abroad to service tﬁcit debts have reduced national disposable - --
income and consequently both consumption and national savings. This transfer
poses an:impo:t;n;iqﬁz;éions if additional debt relief had been granted in
-the last five years, how would it have been distributed: between consumption - -
and investment? The answer depends on the explanation of the behavior of R

investment and national savings. . . ‘
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1. Behavior of Investment

The reduction in domestic expenditures in 1983-84 was quite high in

‘most highly indebted countries. Only in Colombia they increased relative to

1980-81 even after the adjustmsnt of late 1984, while in Jamaica they
slightly increased relative to 1980-81, mainly because domestic expenditures
had already declined relative éo the>levels of the late 1970s. Given the
large relative importance of consumption in domestic expenditures, it is not
surprising that most of the reduction in domestic expenditures is accounted
for by a reduction in consumption isee part A of Table IV.1). However, as
shown in part B of Table IV.1l, the decline in investment has been much la;gér
than that in consumption. Indeed, low investment ratios in the last five
‘years have become a major characteristic of Latin America’s economic crisis.
Despite shortcomings of the data, the general impression is that both the
public and private sectors have significantly reduced their capital
expenditures.

The contraction in private investment is expl;incd by the increase
in the cost of capital, by the uncertainty over investmcnt‘prospcgts, by the
increase in the repositioning cost of capital goods and by the excess
capacity in a number of sectors. First, the increased cost of capital was
the result of the cessation of voluntary foreign credit, aggravated by the
income losses from the external shocks, including the substantial increase in
international interest rates, and by the general uncertainty over adjustment

policies, especially over the contraction of the public sector and,g;tempts

~ to shift the burden of adjustment to the private sector. Second, attempts to

reform trade regimes have been a particular source of uncertainty that

affected investment -directly. For example, uncertainty over the
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TABLE IV.1. LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES
Domestic Expenditure (changes between annual
averages of 1989-81 and indicated years; percentages)

Total Change
In Domestic Change in Consumption Change in Investment
Expenditure

Total Private Public Total Private Public

Part A: Composition of Change in Domestic Expenditure

Argentins .

1983 - 84 -11.9 -10.2 -8.4 -1.8 -1.7 -1.2 -6.5

1985 - 87 -9.4 -8.2 -8.8 -1.5 -1.2 -6.9 -8.2
Bolivia

1983 - 84 -13.2 -12.4 -9.8 -2.6 -6.9 -9.2 -8.8

1986 - 87 -12.6 -11.8 -10.8 ] -1.7 -3.8 8.4 -9.5
Brazil

1983 -~ 84 -8.5 -8.6 -4.9 -8.8 -1.9 NA NA

1986 - 88 9.4 7.8 8.9 2.9 1.8 NA NA
Chile . . '

1983 - 84 -26.3 -17.8 -14.9 -2.7 . -2.7 NA NA

1986 - 87 -13.7 -11.4 -9.8 -1.8 -2.2 NA NA
Colombis

1983 -~ 84 8.3 6.9 8.1 8.8 1.4/ NA NA

1986 - 87 11.9 9.9 8.8 1.1 2.9 NA NA
Costa Rics . . :
- 1983 - 84 -7.8 . -5.8 -4.8 -1.2 -1.2 NA NA

1986 - 87 : ) 3.8 - 3.1 2.5 8.8 8.9 NA NA
Ecuador

1083 - 84 -1.1 -1.1 -8.9 8.2 -8.1 -8.1 8.0

1986 - 88 2.9 2.7 2.3 9.4 8.2 0.1 8.1
Jampics )

1983 - 84 i 4.0 3.3 2.4 1.0 0.7 NA NA

1986 - 87 . 2.2 1.8 1.3 8.8 8.4 NA NA
Mexico .

1983 - 84 . -11.6 -9.6 -8.4 -1.2 -2.8 -1.1 -3.9

1988 - 87 -11.7 -9.68 -8.8 -1.2 -2.8 -1.4 -8.8
Pery ‘ ‘

1983 - 84 -14.8 -11.7 -190.8 1.7 -3.2 NA NA

1988 - 87 -8.2 -4.9 -4.3 -8.7 -1.3 NA NA
Uruguay -

1983 - 84 - -22.9 -24.3 -16.8 -3.8 -2.8 -1.8 -1.9

19688 - 88 -22.8 -20.9 -17.2 -3.7 -1.9 -1.2 -8.7
Venezuela .

1983 - 84 -18.1 -12.4 -10.1 -2.3 -2.7 -3.9 -1.8

1986 - 88 -10.7 -8.9 -7.4 -1.6 -1.8 -8.7 -1.1
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TABLE IV.1. LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES (CONT’D.)
Domestic Expenditure (changes between annusl
averages of 1988-81 and indicated years; percentages)

+
Ty

Total Change g
In Domestic Change in Consumption - Change in Investment
Expenditure
Total Private Publie Total Private Public
Part 8: Changes in Components of Domestic Expenditure
Argentins
1983 - 84 -11.9 : -4.2 -8.3 8.8 -46.8 -38.2 -48.2
19686 - 87 -9.4 8.8 -1.8 12.4 ~48.8 -36.7 -87.4
Bolivia
1988 - 84 . -18.2 -8.4 =12.2 26.8 -67.8 -71.2 -47.8
1986 - 87 -12.68 -8.0 -5.4 -9.3 -66.7 -58.7 -66.9
Brazil . :
1963 - 84 -6.5 -8.2 6.1 -3.1 -29.9 NA NA
1985 - 88 9.4 16.0 16.0 14.8 -11.8 NA NA
Chile
19683 - 84 -26.3 -17.8 -19.1 -2.7 -38.8 NA NA
1986 - 87 -18.7 -13.1 -14.4 -4.4 -16.68 . NA NA
Colombias
.1988 - 84 8.8 8.8 8.7 1.7 7.1 NA NA
19686 - 87 11.9 12.1 12.9 8.2 11.8 NA NA
Coata Rics
1963 - 84 -7.8 -2.8. =1.3 -7.2 . -24.3 NA - NA
) ’ 1986 - 87 3.8 . 4.8 6.8 -1.8 6.1 NA NA
Ecuador :
1983 - 84 -1.1 1.8 2.8 -8.2 -24.7 -28.8 -12.3
1986 - 88 2.9 4.8 8.8 -12.3 -18.9 -23.2 -8.1
Jamaics )
1983 - 84 4.0 -4.8 -2.8 6.1 38.0 NA NA
1988 - 87 2.2 -1.8 -8.7 3.3 28.7 NA NA
Mexico
1983 - 84 -11.8 -8.1 -6.8 9.4 -33.5 -27.8 -39.8
1986 - 87 -11.7 -5.3 -8.7 8.5 -33.8 -11.8 ~ -56.9
Peru -
1988 - 84 -14.8 -16.8 -12.1 6.2 -27.8 NA NA
1986 - @7 8.2 -8.1 4.8 4.8 -24.2 NA NA
Uruguay
1983 - 84 -22.9 -18.8 -20.7 -1.8 -47 .4 -54.8 -30.8
1966 - 86 -22.8 -16.2 j-l..s 5.8 -81.2 -86.3 -51.8
Venezuels ' ) ’
19683 - 84 -15.1 -9.1 -16.8 -8.8 -34.8 -60.4 -21.8
1986 - 86 -16.7 -3.3 -3.8 -2.3 -36.2 -46.3 -26.8
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sustainability of the reforms is discouraging investment in the production of ‘

tradable goods and services and the repositioning of capital in the
prodﬁction of non-tradable goods and services. Third, the shortage of
foreign exchange has significantly boosted the price of imported capital
goods for which there are no domestic substitutes. Finally, the new
conditions have called for a rcdcploymnnt-of assets, but that too has been
deterred by uncertainty, cspcéially where owners would have to absorb large
losses because their assets have no alternative use.

The contraction in public investment, which has been as important as
that iﬁ private investment, is explained by political processes that
constrain the level and composition of public expenditures. However, the
economic argﬁmnnts that explain the reduction in private iﬁvcstmant also .

apply to public investment. The cost of capital and the price of imported

capital goods have :I.ncrcucci for both scctoré, and uncertainty about the ' .
sustainability of the new structure of relative prices should also have

affected public investment. Indeed, uncertainty about prices should at least

have delayed specific investments (i.e., investments in assets that could not

- be redeployed without a large sacrifice in productive value), the case with

moat infrastructure projects, which are undertaken by the public sector. On

the other hand, the return on some p;blic investments (cspccially in human

capital) should not have been affected much by uncertainty, and their

reduction may be explained by the increased cost of capital (of course, their:

actual reduction is explained mainly by non-economic reasons).

The recovery of private investment depends mainly on the same
- factors that influence the recovery of output; private investment should = - -- - -:-- -
follow sustained recovery of output with a lag. While'a reduction-in-

uncertainty will encourage a tcgllocatioﬁ of resources and accelerate the
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. pace of recovery, an incres:se in the availabiiity of foreign exchange will

| Aevcntually lead to a reduction in £he repositioning cost of capital goods.
The experience of Chile during the last two years supports this view,
although it also reaffirms th; significance of the political climate in
constraining the recovery of frivate investment, e;;ecially in terms of
projects with long gestation périods.

The sustained recovery of public investment will depend on how
quickly the public sector is restructured. A hardening of the public sector
budget constraint is-pushing the governments of highly indebted countries to -
introduce significant reforms. In the meantime, however, investment is
likely to be the residual variable that balances expenditures, revenues and
indebtedness. The conflict between the public and private sectors will

‘ persist as long as governments fail to restructure the public sector, as its
size and-domignﬁt position in the economies discourage investment. In sum,
the prospects for sustained recovery in total investment ultimgtely depend on
the ability of governments to pursue viable adjustment programs that reduce
uncertainty. In a context of a confrontation between the private and public
sectors, total investment will not increase pari passu with public investmeﬁt
because the continued expansion of the public sector is likely to displace

private 1nvcstmeﬁt.

2. Behavior of National Savings

The decline in consumption in all countries has not been as large as

v77°7 7" the-reduction in national disposable income. At least the initial reduction .

’ ‘ " in disposable income was accompanied by a marginal propensity to consume well

below one, and the average ratios between national savings and income
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declined. The reduction in national savings relative to GDP was even larger
(fo:'thc ratios between national savings and GDP, see Table IV.2).21/ While
savings ratios in most countries have recovered somewhat in the last three
years, it apﬁca:s the recovery has been steady only in Chile. The main
reason for the erratic behavior of savin;s ratios is thg large fluctuations
in public sector saéings, an indication not only of policy changes but also
of measurement problems. |

The main cause of the reduction in national savings was the decline
' in national income that resulted from both the external shocks and the
correction of macroeqonomic imbalances. The decline in savings ratios is
cxplaincd by other-factors, such as perceptions about the loss of wealth the
income losses implied, the redistributive policies of governments and the
relative importance of publié and private sectors savings (the increase in
interest rates may have partially compensated for these factors). It is
likely that, at least initially, income losses were perceived as temporary.
Consequently, the loss of wealth was minor, and consumption levels were
reduced only slightly. As time elapsed and that perception changed, the
increased loss of wealth might have further lowered consﬁmption relative to
current income. The response of different groups to that loss of wﬁalth has
dcpcn&cd in part on unstable redistributive policies. The "protected" groups
;;;ied across countries, but no group was totally protected from income
losses. The changing degree of protoctio; may have delayed the recognition

of losses at the country level. Finally, despite data shortcomings, it seems

the decline in public sector savings was more marked than the decline in

21/ The country tables of the Statitiscal Appendix show estimates of the
ratios between national savings and GDP and GNP at current prices.
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TABLE IV.2. LATIN AMERICA’S HIGHLY INDEBTED COUNTRIES
Savings (changes between annual averages of

1980-81 and indicated years; percentage points of GDP)

Argentina
1988-84
1986-87

Boliva
1983-84
1985-87

Brazil
1983-84
1986-86

Chile
1983-84
1986-66

Colombia
1983-84
1986-87

Costa Rica
1983-84

. 1985-87

: _Eéuodor
1985-86

. Jamalecs
1983-84
1986-87

Mexico
1986-87

Perv
1986-86

Uruguay
1988-84
1985-86

Venezuela.

1983-84
1985-86

Change in Change in
Domestic Change in National Change in Change in
Savings Domestic Savinge National- Investment
Surplus Savings Surplus Savings
8.3 8.1 4.9 -4.3 -8.2
6.1 -3.8 3.9 -5.8 -9.7
8.8 -8.6 8.5 -8.7 -7.2
-5.4 ~11.2 -8.4 -12.3 -65.8
6.3 .0 3.2 2.1 -5.3
8.3 2.3 6.6 1.6 -4.0
8.1 2.8 2.6 -2.8 -6.6
16.§ 7.3 2.9 -2.3 -3.2
-2.5 -2.8 -4, -4.2 -8.1
4.3 3.9 8. -8.1 -3.4
8.8 2.4 6.1 8.7 4.4
: ‘os 20‘ ‘.3 2-5 -308
4.8 -2.1 1.8 -5.2 -8.9
3.1 '2.5 4-1 -‘-7 -5.5
-3.2 1.4 -7.1 -2.8 4.8
2.2 5.8 -9.7 -8.1 3.6
18.6 2.8 8.0 §.1 -7.9
7.4 1.8 8.7 g.1 -5.8
6.8 3.4 .3 1.7 -1,6
5.8 6.1 5.2 4.5 -2.7
7.7 1.6 2.4 -3.7 -8.1
9.3 8.4 4.5 .4 -8.9
2.8 -8.7 -1.8 -9.7 -8.2
-3.7 -11.2 -7.2 -14.7 -7.8
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private savings. The lower public sector savings are mainly explained by the
decline i# public investment.

| While the recovery of public sector savings will largely parallel
that of public investment,22/ the pace of rcccvciy of private savings will
‘be determined by the ;ctual path of disposable income and expectations about
its future. Given ﬁh. prospect for slow recovery of disposable income, a
significant increase in savings ratios cannot be expected, even though the
ratios are likely to move back toward their ptc-ctigia levels. Despite
extensive discussion about incentives for private savings, thcr;\I;m;;
evidence that any specific policy (including freeing the interest rates) will

have positive effects. Ultimately, the sustained recovery of savings ratios

will depend on macroeconomic stability.

3. PForeign Savings and Debt Relief

The recent evolution of savings in Latin Aﬁntica’s hiéhly indebted
countries is presented in Table IV.2. Two concepts of savings arc‘shown:
domestic and national, with tho‘formct equal to nation;lgsavingsfpius net _
factor income payments to foreigners. Because of the incéoascrin-intetest
payments, domestic savings have not declined as much as national savings;
actually, domestic savings ratios have increased in some countfics. The
difference between domestic savings and gross fixed investment is equal to
t@gﬁ;tadn Butplun (6: resource balance), which is indicative of the net

'ﬁiannfct‘of resources to foreigners. The excess of gross fixed investment

22/ Actually, if the public sector deficit is to decline, ﬁublic_savings
can be expected to increase more than investment for some time. -




) - 52 -

. over national savings is equal to the current -account deficit, which by
definition is equal to foreign savings.23/
The net transfer of ‘resources to foreigners has been significant
, s:fnce 1983, although the current account deficit indicates that foreign
savingsahave coritinuedlto flow into most h:lghiy indebted countries. For the
12 highly indebted countries shown in the table, the accumulated transfer
over 1983-87 amounted to US$ 132.6 billion, or 4.2 percent of GDP. In turn,
the accumulated current account deficit amounted to US$ 22.9 billion over
that period, or 0.9 percent of GDP. As to the financing of this current
account deficit, net disbursements from official creditors (excluding the
IMF) provided US$ 16.1 billion, while IMF’s net disbursements and the
dcplct::loﬁ of international reserves accounted at least for the remaining
amount. Gross estimates of commercial banks’ net disbursements indicate
‘ that, once repayments of short-term and long-term credit to debtor countrigs’
private sector are taken into account, they would have be;n slightly
negative. |
Both comcrc:lal.bnnka and official creditors have, however, been
- criticized for failing to provide enough financing in the last five years so
as- to postpone the resource transfer until ecoqomic recovery is well

advanced. Debt relief under restructuring agreements has involved the

provision of new money to ensure the payment of interest, which is recorded

consumption. Thus, both national savings and gross fixed investment

23/ Because of data shortcomings, the change in stocks has been added to .
. are net of the change in stocks.
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as foreign savings-.24/ Additional debt relief in the form of new money would
have been distributed between investment and consumption, assuming the debtor
céuntry was not in arrears with creditor banks and ignoring the possibility
of capital flight.25/

The distribution of that additional debt relief (of foreign’ savings)
would have been dependent on the specific form of the foreign savings and the
context in which the flow took place. Foreign savings not tied to particular

investment projects likely would have been used mainly to increase

consumption. This is so because the binding constraint on the recovery of

output has been a shortage of foreign exchange rather than of capital goods,

and because consumption has been restricted to a level below that consistent
with a return to more normal conditionQ. The additional foreign savings
would have amounted to compensatory financing in the presence of an external
shock.: Besides, it would have posed to creditors the dilemma between
additional external financing and adjustment that has pervaded thg_theory and
vhistory of balance-of-payments crisis: when does additional financing become

a negative incentive for adjustment? If the additional financing had not

24/ In addition, debt rellief has included the rescheduling of
amortizations. It should be noted that the financing from multilateral
institutions can be considered debt relief, at least to the extent that
its amount has been determined as part of the restructuring process.
Since debt restructuring assumes that debtor countries are faced with a
*liquidity” problem, relief is not expected to imply a reduction in the
present value of the cost of the debt. However, current discussions
about reducing the dett burden focus on relief in the sense of reducing
its present value.

i e e e

25/ If the country had been in arrears, the new money would have been tied
to service the debt (as in the recent preliminary agreement between
Brazil and its creditor banks) and domestic expenditures could have not
increased. '
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. deterred ongoing debtor countries’ adjustment efforts, consumption of the
additional foreign savings would have increased the welfare of these
countries more than investment. The experience of countries that eventually
received a larger inflow of foreign credit, as Argentina since June 1985,
seems to suppoft this view.

Additional debt relief could have also taken the form of a reduction
in interest payments, the implication being an increase in national
disposable income, part of which would have been consumed immediately.
Despite an initial increase in national savings (but cc:tainiy a reduction in
dom‘stig savings), the short-run effect of this t;licf on investment would
have bicn minor. The dcprcscod conditions within which the relief would have
taken piaco imply that additional savings wPuld first have gone to increase

‘ the demand for domestic assets and later, with a‘ significant l;g, investment.
. The increase in national Qavings would have resulted in an accumulation of
tcscrvcb‘by the central bank unti} they had been either consumed (a wealth
effect. resulting from the increase in asset prices) or invested (a
consequence of asset prices increasing over their repositioning costs).

- However, debtor govorhmonts mighg have succumbed to the temptation to use the
reserves to try to accelerate recovery, and all the debt relief would have
ended up supporting a transitory expansion of consumption. Th;.expotience of
couﬁirios that unilaterally reduced their interest payments to foreign
creditors (for example, Peru since August 1985) is illustrative of this
possibility.

In sum, additional debt relief--in the form of either new money or a

"~ .. reduction in intcr;st payments--is likely to increase consumption rather than -

‘ ' investment. Relief is often advocated on the basis that it will provide the - - -

resources needed for investment and s%cady growth, but the discussion ignores
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that the net resocurce transfer of the last five years have significantly .

affected consumption. Further, the assessment of additional debt relief
should take account of its deterrent effect on adjustment efforts. Some
additionnl relief may have little effect on these efforts, but in most highly
indebted countries, the complementarity of external financing and adjustment

is already very limited and they will quickly substitute for each other.

4., DPotential for Growth

Latin America’s highly indebted countries must first confront the
problem of recovering potential output, a goéd measure of which is average
per capita GDP of 1979-81, and then cqnfrontrthn problem of sustaining high

growth of per capita GDP (say as high as the average rate of 1950-81).

Pcrfémnco in the 1990; will then be determined by. how qu:lc!;ly that recovery ‘
;s achieved and therearter by the rate of steady growth. If the 12 highly
indebted counttios.wbrc to :ccoﬁot.potcnzi;l output by 1990 and grew at the
average rate of 1950-81, by the year 2000 per capita GDP would be about one
‘thitd.high;r than in 1987 and sbout one fourth higher than in 1979-81.
Most countries can recover potential outpﬁt”by 1990. However, there _
are a few countries in which recovery of average per capita GDP of 1979-81
may take well boyéﬁd 1990 because of significant changes in the external
environment, or because of very low rates of investment over several years
(the éossibility of destruction of capital as a result of natural disasters
--- - or war is not relevant in these countries). Foi example, Bolivia’s current
RN ﬁcr capita GDP is 30 percent lower than the 1979-81 level;:given the sharp - .- - - - :-

- ~~deterioration in the prospects for its traditional exports, recovering full-----..--- . -

- - employment of labor would r;quiro large investment in new productions of
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tradable goods and servicgs. Another example is Argentina, where current per
capita GDP is 12 percent lower than the 1979-81; the acceleration of recovery
is conditioned by the availability of foreign exchange, but also by the
decline in the productive capacity of sectors where private investment has
been negligible for several years. In Argentina and Bolivia, and perhaps in
Venczucia, performance in the 1990s could hardly improve over per capita GDP
of 1975-81, which may well overestimate potential output.

In all highly indebted countries, the rate of steady growth could
eventually surpass the averagé growth rate of 1950-81. In Table IV.3, gross
investment ratios and incremental capital output ratios (ICORs) are presented
for 1950-81 and subperiods. Notwithstanding the variability of both ratios
in most countries, the averages couid bc.attained in all coufitries (even in
those where potential output has suffered a once-and-for-all reduction). Two

'eiampies fllustrate this potential. In 1950-81, Brazil had the highest per
capita GDP growth rate in the region (around 4 percent per year). Brazil’s
per capital GDP is now higher than the 1979-81 level (this average
underestimates Brazil’s potential output because of the large investments of
‘the late 1970s). Will Brazil be able to resume growth at a steady rate of

4 percent per year? Brazil’s growth in 1950-81 was ba;ed on one of the
highest investment ratios in the region (around 25 percent of GDP), and a
(relatively) stable ICOR of around 3.8. It may be difficult for Brazil to
regain that high investment ratio because national savings would have to
increase well above historical levels. However, a lower investment ratio can

be offset by an increase in the productivity of capital, particularly in the

public sector. - T o
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LATIN AMERICA: GROSS DOMESTIC INVESTMENT RATES AND INCREMENTAL
CAPITAL OUTPUT RATIOS IN SELECTED COUNTRIES, 1960-1981

Country 1960-1966 a/ 1966-1973 a/ 1974-1981 b/ 19690-1981
GDIg/ ICORd/ GDIg/ ICORd/ GDIe/ ICORd/ G0Ie/ ' ICORd/
Argentina 16.9 8.6 20.2 4.5 28.9 18.9 18.8 7.0
Brazil 24.9 4.0 25.68 2.8 23.9 4.2 24.8 3.8
Colombia 21.3 4.7 19.2 3.1 18.4 3.9 20.9 3.9
Costa Rica 18.7 2.9 28.6 3.9 22.8 5.3 20.2 3.8
Chile 18.7 2.7 14.1 6.3 17.9 3.3 13.2 3.8
Mexico 18.6 ) 3.0 21.5 3.3 26.4 3.8 21.1 3.2
Peru 22.1 4.9 16.0 4.7 31.7 10.9 23.0 5.0
Uruguay 14.0 11.8 16.4 8.4 13.8 3.2 13.9 8.8
Venezuela 43.9 8.2 30.4 6.8 29.8 16.8 36.3 7.8

Source: ECLAC, on the basis of official data.

Note: GDI = Gross Domestic Investment.
. ICOR = Incremental Capital OQutput Ratio.

1978 prices.

1989 prices. .

Period average of ratio of gross domestic investment to gross domestic product.

Ratio of the annual average rste of gross domestic investment to the trend

growth rate of gross domestic product.

gryee
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Chile’s average growth rate of per capita GDP was 1.5 percent per
year in 1950-81, and per capita GDP is now around 4 percent below the average
the average of 1979-81. Chile has the potcntial for quickly recovering; it
is expected that by the end of 1988 per capita GDP will be equal to the
1979-81. Further, recent overall economic performance (especially, the
increasing levels of national savings and investment) indicates that an
investment ratio of 22 percent of GDP may be sustainable. Even if the
marginal productivity of capital did not further increase with respect to the
average of 1950-61, that ratio could imply a growth rate of per caéita GDP of
at least 3 percent per year.

The challenge is then to accelerate recovery and realize that
potential for growth. The rest of ‘the world can facilitate its achievement
by aﬁ least retiming the resource transfer to foreign creditors and creating
the coddi;iona for steady growth of an open world economy. That retiming
will have to include both an initial reduction in the burden of the
outstanding debt, which would accelerate recovery through an increase in
consumption, and later the provision of financial resources to complement
national savings in the financing éf investment. Steady growth of the world
economy would facilitate the sustained recovery of prices of most primary
commodities and the smooth accommodation of increasing competition in the
world production of manufactures and services.

However, L;tin America’s highly indebted countries will have to
sssume the challenge of domestic economic reform to #:omoto macroeconomic

stability (see Chapter II) and provide incentives for allocative efficiency,

- investment and innovation (see Chapter III). Without economic reform, the
‘contribution of the rest of the world would allow only recovery of
.vconsuﬁption snd stagnation. Economic reform without the contribution of the

rest of the world may turn out to be politically impossible.
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TABLE A.1: MAIN ECONOMIC INDICATORSG OF LATIN AMERICA AND THE CARIBBEAN

Average Average

1970-7¢ 1980-87 1980 1981 1982 1983 1984 1986 1986 1987
Real GDP 1/ 6.7 2.0 6.1 8.2 -1.0 -2.6 3.6 3.1 4.0 2.3
Per Capits Real GOP 1/ 3.1 -9.4 2.8 -1.9 -3.6 -4.6 1.2 8.8 1.7 0.1
Grosa Capital Formation 2/ 23.6 19.3 23.4 22.8 20.7 17.8 17.1 17.8 18.3 17.6
Consumer Pricu-lolfhhd Average 1/ 84.8 98.1 84.8 68.7 66.8 108.2 131.9 143.2 88.4 138.8
Consumer Prices-Median Eatimates 1/ 11.8 13.1 19.2 14.7 9.6 8.8 12.8 16.8 11.4 14.7
Broad Money Aggregates 1/ 181.8 62.2 71.9 74.4 104.8 141.9 136.6 84.8 132.6
Median Estimates 18.1 18.4 18.8 14.8 16.1 16.6 18.7 24.7 17.8
Contral Government Fiscal! Balances 2/ -4.4 -8.7 -4.1 -8.3 -6.9 -3.9 -3.6 -6.1 -6.7
Median Eatimates -4.2 -3.0 -8.3 -6.4 -6.1 -4.7 -3.8 - -3.4 - -3.9
Export Volumes 1/ . 1.9 3.3 2.1 8.6 -3.0 7.6 8.1 8.7 -8.9 6.2
Import Volumes 1/ 8.8 -2.1 9.3 T 4.8 -17.6 -22.8 3.0 1.6 3.9 2.6
Export Unit Values 3/ 18.0 8.6 28.6 8.1 -8.8 -8.3 2.3 -5.2 -15.3 7.7
Import Unit Values 8/ 11.8 2.4 19.9 4.8 -2.1 -3.3 -1.4. -3.5 -1.3 8.4
Terms of Trade 1/ 3.8 -2.1 7.2 -4.4 -4.8 -3.0 3.8 -2.8 -14.2 1.2
Non-0i | Commodity Prices 1/ 168.6 -2.7 5.1 -14.4 -8.1 - 0.8 -8.4 -8.6 5.0 -8.4
Bananas 8/ 8.8 2.3 16.1 7.8 -8.8 14.6 -13.9 2.9 8.9 -4.7
Bauxite 7/ 14.2 2.6 39.2 1.8 -3.7° ~-13.8 -8.1 -0.4 NA NA
Beef (Frozen) 8/ 18.1 - 4.2 7.1 -17.6 9.7 -1.8 9.4 -4.7 27.1 NA
‘ Beef (Corned) 8/ 14.7 -2.1 23.6 -8.8 -26.0 -8.7 -9.7 -1.4 14.1 NA
Cocos Beans 9/ 22.8 -4.1 -23.9 -18.3 -22.8 21.7 26.7 -9.8 -3.1 NA
Coffee 8/ 24.8 6.8 =7.1 -42.0 13.8 6.6 11.4 -7.8 68.7 NA
Cotfee 18/ ‘ 18.8 1.8 17.6 -24.7 18.6 -8.3 6.7 1.1 60.0 -44.0
Copper 11/ 6.9 -8.1 10.7 -20.2 -16.8 7.6 -13.6 3.0 -3.4 30.8
Cotton 12/ : 14.8 2.2 12.3 -10.2 -13.7 20.7 NA NA A NA
Iron Ore 9/ 8.4 -8.4 16.3 -9.7 8.5 -8.68 -3.6 -1.9 -3.4 1.6
Sugar 13/ . 25.1 13.3 196.9 -41.1 -58.2 8.7 -38.8 -22.1 49.3 11.6
Sugar 9/ 18.7 8.3 148.9 -22.4 -44.3 8.6 -3.1 -27.4 8.5 NA
Tin 14/ 17.9 -18.2 13.1 -16.6 -9.3 2.1 -6.6 -2.7 -62.2 NA
Wheat 9/ 14.0 -8.9 28.2 11.7 -17.7 -14.0 -7.1 -11.3 -18.9 NA
Zinc 14/ . 12.8 8.7 8.2 ‘14.8 -4.7 -8.4 26.8 -14.1 -9.3 NA
Zinc 18/ 14.3 3.6 17.8 13.4 8.3 1.7 13.2 -12.3 -14.4 NA
1/ Annual changes, in percent. » 9/ Origin: Brazil, Index base: US cents/pound. -
2/ In percent of GDP. (Coffee: Based on New York price for Brazilian coffes)
8/ Annusl changes, in percent of US dollars. 18/ Origin: Colombia, Index base: US cents/pound.
4/ 1In billions of US dollars. (Coffee: Based on New York price for Colombian coffes)
8/ In percent, on 8-month deposits of US dollars. 11/ Based on London market price, Index base: US cents/pound.
6/ Origin: Latin America, Index base: US cents/pound. 12/ Origin: Mexico, Index base: US cants/pound.
7/ Origin: Guyans, Index base: US $/metric ton. 13/ Origin: Caribbean, Index base: US cents/pound.

8/ Origin: Armt*m, Index base: US cents/pound (Wheat: US 83/bushei) 14/ Origin: Bolivia, Index base: US cents/pound.
. 16/ Origin: Peru, Index base: US cents/pound.

Source: IMF World Economic Outlook and International Financial Statistics, Various Issues.

. . . .
.
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TABLE A.1: NAIN ECONOMIC INDICATORS OF LATIN AMERICA AND THE CARIBBEAN

Average Average

: ’ 1970-79 19680-87 1989 1981 1982 1983 1984 1986 1986 1987

011 Export Unit Valye 1/ 27.0 3.6 03.6 9.9 -4.3 -11.9 -2.1 5.0 -49.8 28.0

Export Unit. Value of Manufactures 1/ 16.6 3.7 10.4 3.9 -2.1 -2.8 -8.9 1.1 18.0 12.0

Interest Rates (LIBOR) §/ 8.4 11.6 4.8 16.7 13.0 9.9 11.3 8.6 0.9 7.3
Current Account Transactions 4/ '

Exports of Goods and Services 126.9 137.1 121.7 117.9 180.7 124.3 108.7 120.5

Imports of Goods and Services 140.8 166.9 138.06 98.0 180.8 98.6 99.6 106.2

Trade Balance ~-14.9 ~18.8 -8.9 19.9 29.9 26.7 9.1 14.3

Interest Payments -26.4 -38.6 -45.9 -40.6 -44.3 -42.0 -38.6 -33.5

Other Investment Income, Net 10.3 13.8 11.1 8.0 9.6 3.7 7.3 6.8

Unrequited Transfers 1.2 1.6 1.2 1.8 2.4 2.9 3.7 8.9

Current Account Balance -29.8 -42.9 -42.4 -10.9 -2.6 -4.7 -10.4 -9.3

Financing .

. Use of Reserves -8.4 1.8 19.9 -8.4 -12.4 -3.2 8.7 -4.9
Asset Transactions, net 16/ -2.8 -6.1 -8.9 -1.4 8.6 -8.4 8.2 8.0
Errors and Omissions 17/ 9.3 ~-17.4 -18.0 -9.4 -2.7 -3.3 4.9 8.4
Non-Debt-Creating Flows 18/ 6.2 7.6 - 0.4 3.4 3.7 4.7 2.0 3.6
Net External Borrowing ’ ’ 33.5 67.4 41.7 21.0 14.4 6.9 9.0 16.2

Long-Term Borrowing from Official Creditors 19/ 8.9 4.8 6.0 8.4 8.8 7.4 9.3 11.38
Reserve-Related Lisbiiities 20/ - 1.7 1.2 10.3 7.2 2.9 1.7 6.1 e.8
- Other Borrowing 21/ 82.9 51.4 25.9 6.9 2.7 -2.2 -5.8 -1.8

1

1/ Annual changes, In percent.

- 4/ 1n blilions of US dollars. '

6/ In percent, en 8-month deposits of US dollars.

18/ Pertains primarily to export credit. .

17/ Positioned here on the the presumption that estimates reflect primarily unrecorded capital outfiows.

18/ Excludes private and official transfers which are Included In the current account deficit.

19/ Estimates, based on INF debt statistics of net disbursements by official creditors (other than monetary
institutions) Including the Increase in officlal clalas caused by the transfer of officially-guaranteed
clains to the guarantor agency in the creditor country ‘uwu“y In the context of debt reschedulings).

20/ Comprised of |labllities constituting foreign authorities” reserves (short-term borrowing by monetary
suthorities from other monetary suthorities), use of Fund credit (including prospective programs), and arrears.

21/ Resldually calculated. Except for discrepancies In coverage, amounts shown reflect mainly net external borrowing
from private creditors and short-tera flows. * .

Source: INF World Economic Outlook and International Financial Statistics, Various Ioiun.




' ‘ TABLE A.2: EXTERNAL DEBT OF LATIN AMERICA AND THE CARIBBEAN

1968 1981 1982 1983 1984 1988 1986 1987 p/ 1987 1/
USS Billlons and Percentages

oo ot

AR

; TOTAL EXTERNAL DEBT (EDT) ' 242.2 296.6 882.8 869.7 876.9 888.4 899.4 862.0  418.1
Use of TWF Credit o 1.3 1.6 29 88 11.5 148 168 181  18.1
‘Short-TormDebt ' ' 8.8 86.2 9.4 6.1 47.7 48.8 81.3 81.1 2/ 61.1 /
Long-Term Debt 172.4 208.7 237.7 200.7 . 817.7 528.8 361.8 362.8 368.9

= Private Nonguaranteed . 43.1 69.3 62.3 69.1 68.9 66.2 0.8 41.3 coes
- Public and Publlcly-Guaranteed 129.3 149.4 176.4  221.7 260.9 272.1 361.8 261.4
- 0tficlal Creditors 88.4 34.8 39.8 47.4 62.7 60.9 72.9 7.8 89.5
- Multilateral , 14.2 16.6 19.7 21.9 26.4 29.9 80.0 87.7
IBRD 7.7 8.9 18.2 11.9 18.9 15.8 18.7 19.6
I0A 0.4 8.5 8.5 6.6 6.6 6.6 8.6 8.7
- Bliatersl 16.2 18.4 20.1 26.6 27.3 8.8 85.9 83.3
- Private Creditors 3.9 114.8 136.6 174.3 198.2 211.1 229.8 190.4 279.4 3/
- Suppliers 6.7 6.4 5.8 7.8 7.2 8.8 8.5 8.4
- Finsncial Markets 3.2 109.2 129.8 186.3 191.8 -203.1 220.3 183.9  204.4 4/
EDT: COMPOSITION (Percentages) 100.0 100.6 100.6 100.6 100.6 100.0 100.8 100.6 100.9
Use of INF Credit 6.5 65 6.9 2.4 8.1 8.8 4.1 6.2 4.8
"Short-Term Debt 28.3 28.8 27.5 16.7 12.6 11.3 7.8 8.82/ 7.4
Long-Term Debt 7.2 70.8 71.6 80.8 84.8 86.0 88.1 86.0 88.2
= Private Nonguaranteed 17.8 26.1 18.8 19.2 17.7 14.8 12.7 11.7 csee
= Public and Publicly-Guaranteed 53.4 68.6 62.8 1.6 66.68 78.4 76.4 74.3
- Officlial Creditors 12.68 11.8 12.6 18.2 14.8 16.8 18.0 26.2 21.4
- Multiisteral 6.9 8.8 6.9 6.1 8.7 7.7 9.0 10.7
‘*BRD 3.2 3.0 3.1 3.3 8.7 4.1 4.7 6.6  ....
IDA 8.2 8.2 8.2 8.2 8.2 8.2 8.2 9.2
- Blilsteral 8.7 6.2 - 8.8 7.1 7.2 8.0 9.0 9.6
R = Private Creditors 40.8 86.8 40.8 48.5 52.8 54.6 67.4 54.1 668.8 3/
= Suppliers 2.4 1.8 1.7 2.1 1.9 2.1 2.1 1.8
" - Finsncial Markets 88.5 87.8 89.1 46.4 60.7 52.8 65.8 52.2 48.9 4/

1/ Based on IWF figures in the World Economic Outlook and International Financlial Statistics (February 1988).

2/ For 1987, figure is based on data in the IMF World Economic Outlook.

8/ For 1987 INF data, figures include all private non-guaranteed debt on the presumption that this 1a owed mainly to private creditors.
4/ For 1987 IMF dats, figures pertain only to the public and publicly guaranteed debt.

Source: World Bank, World Debt Tables, 1987-88 Edition.
p/ 1987 tigures are World Bank projections based on the terms and commitmenta of loans as of Docember 1986.

. | | ‘ .




TABLE A.2: EXTERNAL DEBT OF LATIN AMERICA AND THE CARIBBEAN

'T ; : 1960 19881 1982 1963 1984 1986 1986 1987 p/ 1987 1/
; : ) USS Billlons and Percentages )
TOTAL LONG-TERM DEBT
Debt Outstanding and Disbursed ' 172.4 208.7 287.7 290.7 817.7 328.3 361.8 302.8 368.9
Disbursements 44.9 608.9 50.6 81.0 28.6 20.1 19.8 csne ceee
Principal Repayments 21.3 22.6 21.3 16.1 14.8 13.8 16.2 cese cees
Net Flows ' 22.8 38.4 29.8 16.9 14.0 e.6 4.6 cees cooe
= Private Non-Guaranteed Debt 8.1 16.8 4.3 -1.9 -8.6 2.2 -2.0 coas
~ Public and Guaranteed Debt 18.7 22.6 26.0 17.8 14.6 8.8 6.6 cees ceee
- Official Creditors 4.1 4.9 5.3 4.7 6.7 4.7 6.7 cons .
- Private Creditors 12.8 17.7 19.7 13.1 8.9 4.1 8.8 case esase
Interest de-ontl 17.3 22.2 27.2 26.4 28.4 28.6 206.8 27.6 ceee
Net Transfers . 5.5  16.1 2.1 9.6 -14.3 -22.8 -22.8 ...  ....
= Private Non-Guaranteed Debt 1.8 9.1 -4.1 -8.7 -8.68 -8.1 -8.4 cens
= Public and Guaranteed Debt 3.8 7.1 8.2 -8.8 -6.8 -13.8 -16.68 veee cons
- Officlal Creditors 2.3 2.9 .0 2.2 2.9 1.6 1.4 esae cecs
- Private Creditors 1.6 4.2 8.2 -3.1 -8.7 -16.3 -17.0
PRINCIPAL RATIOS (Welighted Average)
Total External Debt .
EDT/XGS (%) 191.8 212.4 208.9 304.7 287.9 308.9 867.4 292.1 6/ 347.0 &8/
EDT/GNP {X) 35.7 88.2 48.4 68.7 66.9 82.8 61.3 62.8 7/ 62.8 7/
INT/XGS (X) 6/ 2.8 27.7 87.1 84.4 33.8 83.6 33.6 27.8 6/ 27.8 8/
INT/GNP (%) 6/ 3.9 6.0 6.7 6.9 7.2 6.8 5.8 6.7/ 65.807/ .
Public and Publicly Guaranteed Debt (DOD) '
DOD/XGS (X) 102.9 107.4 142.1 187.8 1901.7 217.5 277.1 esse
DCC /GNP (%) 19.1 19.8 25.6 87.4 49.:6 43.8 46.3 cese
INT/XGS (%) 10.2 1.1 16.2 16.8 16.6 18.1 20.4 19.1 6/ ....
INT/GNP (%) 1.9 2.0 2.7 3.1 3.3 8.7 3.4 3.67/ ....

1/ Besed on INF figures in the World Economic Outiook and International Financial Statlstics (February 1988).

6/ Interest payments on the total external debt are based on figures in the IMF World Economic Outlook.
68/ Exports of goods and services In 1987 is based on figures in the INMF World Economic Outlook.
.7/ GNP in 1987 is assumed to increase 3.3% in US dollar terms based on figures in the IMF World Economic Outlook.

Source: World Bank, World Debt Tables, 1987-88 Edition.

p/ 1987 figures are World Bank projections based on the terms and commitments of loans as of December 1986.




ARGENTINA:

Table B:

MAIN INDICATORS OF THE ADJUSTMENT PROCESS
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Part II:

Externs! Accounts

— 14

. 1980 1981 1982 1983 1984 1986 1986 1987
A. INTERNATIONAL TRADE (1988=109)
1. Exports: Volume 108.9 113.2 119.4 127.2 124.3 144.8 198.9 95.7
2. Exports: Prices 100.9 102.8 86.6 77.8 79.7 72.2 88.9 86.9
3. Imports: Volume 108.0 108.2 68.1 62.4 54.8 45.4 48.0 51.4
4. Imports: Prices 100.9 97.6 96.9 89.1 87.8 88.3 88.1 92.8
6. Terms of Trade 108.9 106.4 89.2 88.4 91.68 81.8 75.8 72.8
8. Real Exchange Rate 108.9 77.9 §8.7 42.7 49.7 44.9 44.2 39.3
B. BALANCE OF PAYMENTS (USS billion)
1. Resource Balance =3.3 -1.8 2.3 2.9 3.3 4.4 1.8 8.5
xports 19.8 1. 9.5 9.5 19.0 19.2 8.7 8.6
Imports GONFS 14.0 12.5 7.2 é.8 8.7 6.9 7.8 8.1
2. Interest Payments 2:2 4.0 4.9 54 "85 5.1 4.3 41
3. Current Account -4.8 -4.7 -2.4 -2, -2.4 -1.0 -2.8 -4.08
DTrect Investaent 0.8 9.9 9.3 0.2 - 8.3 9.9 8.8 8.1
Change in Foreign Debt 2.7 6.0 4.4 8.7 1.2 3.1 2.8 3.2
Use Net Reserves 2.8 3.8 2.8 -1.4 -8.2 -1.9 ‘9.8 a.8
Other Financing -1.8 -5.8 -3.9 6.8 1.1 -1.2 -1.4 2.1
C. CREDITWCRTHINESS
Total Debt bil.) 27.2 368.7 43.8 45.1 48.9 48.3 61.7 54.8
Wﬁﬁ%—l, =n S== —_— ——< _— —_—
1980 prices) ’ 27.2 32.7 39.2 408.9 48.6 42.1 46.4 47.8
Real debt growth (X) 13.8 20.3 19.9 2.8 1.8 3.5 18.2 3.2
Real cost of debt (%) - 10.8 20.4 22.8 9.1 15.1 13.3 4.7
Debt/GDP (current
exchange rate) 17.3 28.7 76.8 69.5 és.1 73.4 66.5 85.4
Debt/COP (1980 PPP
exchange rate) 17.3 22.2 26.8 26.9 2.3 26.4 26.2 26.8
2. Iaterest Payments
As X GOP Zcurront
exchange rate) 1.4 . 8.6 8.4 . 7.8 6.5 8.6
As X GOP (1988 PPP i
exchange rate) 1.4 2.6 3.9 3.1 3.8 2.8 2.9 2.2
As % Exports GNFS 26.2 34.2 61.7 67.9 66.2 58.1 49.7 48.2
3. Resource Balance ,
S nt. Payments ~149.8 -26.1 47.3 4.0 59.9 84.8 as.g 11.8
As % Total Debt’ -12.8 -2.8 6.3 8.5 7.1 9. 3.2 8.9
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Other Macroeconomic Yariables
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Table C: BOLIVIA: MAIN INDICATORS OF THE ADJUSTMENT PROCESS
_. Part I: National Accounts
1989 1981 1982 1983 1984 1986 1986 1987
Population (miillons) 5.8 5.8 5.9 8.1 8.3 8.4 8.6 8.7
A. OUTPUT, ABSORPTION AND INCOME (Bolivianos at 1983 Prices)

1. GOP 122,947 123,046 117,737 109,589 108,743 197,281 193,896 105,035
(growth rate, %) = Tl T a3 T8 T8 C H3 T 33 T3
(per capita, Bolivianos) 9.022 8.021 9.020 9.018 9.017 9.617 9.018 9.018
Sectoral GDP - .

- Agriculture 22,661 22,348 23,328 17,807 20,782 21,417 29,385 20,387
- Mining (incl OII) 19,418 19,296 18,339 18,108 15,602 13,967 12,134 11,351
- Manufacturing 17,974 16,884 14,344 13,387 11,814 19,729 19,622 11,217
= Construction 4,621 4,028 3,928 3,751 3,500 3,691 3,692 3,913
- Services 54,387 56,374 56,331 66,246 58,202 65,306 54,140 54,786
2. Donoltfc Absorption 118,807 124,481 111,692 106,220 103,924 112,189 101,061 102,750
rivate Consumption 81, 989 94,317 81,553 81,526 76,258 90,099 81,232 81,322
(per capita, Bolivianos) 8. 018 g.018 9.614 9.013 9.612 9.014 9.012 9.912
Public Consumption ) 17,258 14,887 18,618 19,869 20,579 17,691 11,969 14,075
Private Fixed Investment 9,007 4,880 5,888 2,128 1,817 1,383 4,181 3,424
Public Fixed Investment 8,567 9,839 7,792 5,642 4,085 3,954 4,528 3,928
Change in Stocks -204 738 -2,237 ‘ -3,834 1, 308 =368 -829 1

3. Current Account '
esource ance 5,340 -984 8,826 4,924 5,978 -3,568 -3,044 -3,917
- Exports GNFS 25,900 26,977 24,479 22,972 22,1886 19,811 18,3”1 12,890
= Imports GNFS 19,580 26,981 17,853 18,048 16,177 23,389 18,405 18,697
Net Factor Income -7,260 -8,028 -8,948 -7,878 -7,1290 -8,476 7,400 -7,012
4. Income (GNP) 115,897 115,018 108,794 101,699 101,814 98,805 96,295 98,023
per capits, Bolivianos) 8.021 8.020 2.018 0.017 9.018 9.6156 9.916 2.015

8. CONSUMPTION, SAVINGS AND INVESTMENT (as ¥ of GOP at current prices)

-1, Consumption 1/ 80.8 89.0 84.1 $9.5 92.4 97.9 94.1 98.0
rivate 6.5 773 88.4 75.7 b9t} 4.3 83.9 84.0
Public 14.9 11.8 16.7 18.7 20.5 13.1 19.2 12.9
2. Domestic Savings (DS 19.4 1.8  15.9 9.6 7.8 - 2.1 8.9 4.9
- atlona vings 13.3 4.7 3.3 2.3 2.3 -4.8 -1.8 -3.1
(NS as X of GNP) 14.4 5.0 9.8 3.0 2.1 -6.1 -1.8 -3.4
- Private 16.8 6.3 17.2 19.4 22.2 2.4 -g.8 2.4
- - Public -2.2 -3.8 -8.9 -16.8 -20.3 =7.1 -8.7- -5.8
3. Fixed Investment 14.3 1.6 11.8 8.7 4.7 4.3 9.8 8.9
rivate 7.3 3.8 5.4 2.8 1.8 1.2 .7 4.1
T o pablte T 7.8 7.7 8.8 ) 4.6 - 3.1 - - - §13-—~ e .

4, DS Surplus (4=2-3 5.2 -2.8 4,3 2.9 2.9 -2.2 «3.1 -3.9
NS Surplus 5.7 33 -3.2 -3.8 -2. 9.0 -15.8 -11.1
- Private 8.4 1.4 12.2 17.4 20.68 1.1 -8.5 -1.7
- Public -9.2 -8.3 -18.4 -21.2 -23.4 -18.2 -5.9 -9.4

y

Plus change in stocks.




Part II: EXTERNAL ACCOUNTS

. Resource Balance : - o

1980 1981 1982 1583 1984 1985 1988 1987
A. INTERNATIONAL TRADE (1980=100)
Exports: Volume 106.9 98.6 92.7 84.5 79.8 87.9 78.5 82.8
- 1IN talic) 100.9 131.7 131.2 . 109.8 82.3 87.7 82.8
« Tin (Concentrated) 100.8 88.5 39.9 3.2 58.1 53.3 103.7 112.8
- Zine 1006.9 96.8 98.3 89.4 79.7 73.4 76.9 8l1.8
- 8t lver 100.0 116.9 85.8 89.8 48.85 29.8 89.2 132.2
= Natural Gas 100.6 107.8 112.6 199.2 108.4 108.8 108.6 87.5
Exports: Prices 109.9 98.3 4.7 94.8 98.68 97.3 73.8 76.7
Imports: Volume 108.9 160.4 98.6 1.8 78.5 89.9 192.6 112.8
Imports: Prices 100.0 96.6 87.4 N ] 90.5 89.3 100.9 108.9
Terms of Trade 106.9 191.9 108.4 103. 108.8 1909.9 73.1 71.8
Real Exchange Rate 100.9 126.9 1368.8 125.68 172.2 268.9 82.1 77.2
B. BALANCE OF PAYMENTS (USS million)
Resource Balance 228.2 -110.9 223.3 166.7 214.9 11.5 -189.9 v =184.3
po 1,023.8 T999.8 . .  812.8 721.4 T663.8 611.9
Imports GNFS 796.4 1,109.8 886.7 "885.5 697.1 709.9 863.5 788.2
N Interest P_a&ntt 2681.9 - 831;2 290.5 306.3 292.1 152.68 143.7 134.3
Current Account -54.1 -492.9 -219.1 -204.1 -194.5 =347.4 -481.8 -456.3
rect lnvestment 439 T /B8 "3 T &5 " 1.8 9. T 10.8 2.0
Change in Foreign
Debt 317.38 438.7 847.3 566.3 26.2 343.7 258.0 248.8
Use Net Reserves -96.8 158.8 73.2 -288.5 -147.8 -58.9 -226.8 74.1
Other Financing -211.3 -181.1 -22.4 -89.8 309.8 .8 438.8 113.2

C. CREDITWORTHINESS

Total Debt ‘#tt bil.) .7 3. 3.2 3.8 3.8 3.9 4.3 4.6
Debt (US¥ biliten, 21 2:1 - - = - - -

1986 prices) 2.7 2.9 2.8 3.3 3.3 3.4 3.9 4.8
Real debt growth (X) -7.2 5.9 3.8 17.7 -3.8 3.1 12.7 3.4
Real cost of debt (%) - 13.4 16.5 2.8 7.9 7.1 19.8 -3.7
Debt/GOP (current

oxchange rate) 63.8 48.8 51.7 59.9 38.6 86.8 103.9 109.8
Debt/GOP (1988 PPP

exchange rate) 53.8 68.7 58.6 9.7 8.9 89.3 76.8 78.1
Interest Pa ts
As X GDP Zeurrnm .

exchange rate) 8.2 8.2 4.7 4.7 2.8 2.7 3.4 3.2
As X GOP (1988 PPP :

exchange rate) 5.2 8.9 5.2 6.8 5.2 2.9 2.8 2.8
As % Exports GNFS 25.8 33.1 32.1 36.2 36.6- 22,6 21.7 21.9

As X Int. Payments 87.4 = -33.2 76.9 66.8 73.68 7.1
As X Total Debt 8.4 -3.5 7.0 4.4 5.6 9.3 -4.1 -3.4

“




Part IIl: Other Mscroeconomic Variables

R

r decentralized agencies, and local government operations.

includes the nonfinancial state enterprises.

Also includes net lending.

Also includes capital revenue.

Also includes short-term foreign loans.

The rest of the data

1960 1981 198 1983 1984 1986 1988 1987
A. PUBLIC SECTOR FINANCES 1/ (as X of GOP at current prices)
1. Current Revenue 18.2 14.8 16.8 8.3 4.0 8.9 18.8 16.4
2. Current Ex jture 16.8 17.4 22.4 24.9 22.1 17.2 17.1 18.7
- Publtie Eom%!on - - - - - - -~ -
Interest Payments - - - - - - - -
« Internal - - - - - - - -
- Elt'ﬂlll - - - - - - - -
Transfere - - - - - - - -
3. Current Savings -2.2 -3.8 -8.9 -16.8 -26.3 -7.1 -8.7 -5.6
4. Capital Expenditure 2/ 7.1 .8 ] 8.3 4.8 3.0 4.3 5.8
5. Public Sector Deficit 9.1 7.8 15.9 17.7 24.0 9.9 3.9 9.7
oxe ng interest
payments) 3/ - - - - - - - -
8. Financin 9.1 7.8 18.9 12.7 24.9 9.9 3.9 9.7
= Internal 4.9 4.7 18,8 18.4 9.0 8.1 -1.3 45
- External 4/ §.1 12.3 -8.8 -8.7 5.8 3.8 5.3 5.2
7. Central Bank Losses = . - - - = - = =
§. Total Deficit (=6+7) = = - = = = =
9. Inflation Tax (M1) - = = =
16. Total Public Debt = = - - = = - =
B. MONEY GROWTH, INFLATION AND INTEREST RATES (%)
1. ggrn:ksm.sh_mm
ry Base 39.8 17.8 293.5 208.6 1,816.4 G5,909.8 89.1 -
Money (M1) 42.7 19.7 228.4 207.1 1,798.8 §,796.8 82.9 -
Domestic Credit (net 36.7 22.1 398.5 186.9 1,074.4 1,028.9 -355.8 -
of quasi money)
2. Prices (Dec/Dec)
23.9 28.2 298.5 328.5 2,177.2 8,170.6 68.0 18.5
Exchange Rate N N 700.9 166.1 1,700.8 18,700.8 13.7 14.9
3. Nominal Interest Rate - = = = = = = -
nQ ra
R“I In“m R.“ - - - - - - -
1/ Current revenue and expenditure is for the Central Administration, Social Security,



— Tablm D: BRAZIL: MAIN INDICATORS OF THE ADJUSTMENT PROCESS

Part I: National Accounts

1980 igs1 1982 988 1984 1986 1986 1987
Popuylation (miliions) 121.3 124.8 126.8 129.7 132.6 136.6 138.5 141.6

A. OUTPUT, ABSORPTION AND INCOME (Cruzados million, st 1988 Prices)

1. GDP - 12,839 12,218 12,828 12,018 12,701 13,788 14,877 15,323
(growth rate, %) T 9.1 ~23.4 ~ 8.9 2.8 8.7 8.3 — 8.2 3.9
(per capita, Cruzados) 184 o8 14 93 98 pT ) 197 108
Sectoral GOP
- Agriculture 1,232 1,308 1,282 1,306 1,346 1,466 1,388 -
- Manufacturing 3,601 8,227 3,213 3,018 3,201 8,467 3,868 -
- Construction 813 759 742 637 727 888 -
- Services 8,493 5,468 5,596 5,583 5 -

2. Domestic Absorption 12,918 12,043 12,198 . 11,547 11 12,968 14,327
rivate Consumption 8,942 8,476 8,665 8,670 8,768 9,434 19,594

(per capita, Cruzados) 74 és &8 87 a8 70 76

Public Consumption . 1,139 1,129 1,298 1,182 1,047 1,334 1,279
Gross Domestic Investment 2,838 2,439 2,249 1,724 1,97 2,206 2,483
8. Current Account o
Resource Balance -279 133 82 4680 800 919 484 -
= Exports GNFS - 1,121 1,360 1,238 1,412 1,724 1,843 1,448 -
« Imports GNFS 1,400 1,227 1,183 962 924 924 - 962 -
Net Factor Income 434 =501 -8683 ~806 =718 =720 =560 -
4, Income (GNP 12,2386 11,714 11,6688 11,321 11,983 13,038 14,3817 - -
(per capita, Cruzados) 101 94 92 87 90 96 103 <

B. CONSUMPTION, SAVINGS AND INVESTMENT (as %X of GOP at current prices)

1._ Cons ion 1 z 868.2 78.2 86.1 860.85 7’.9 76.9 76.9 -
Fr!vaE o2 &/ - . 8.9 .3 709 - §9.8 87.2 &7.9 =
P“bl‘c ) ’-' 9.2 1'0‘ 9.6 3.2 ’-7 ’09 -

2. Domestic Savin S)- 19.8 21.8 - 19.9 19.6 22.1 28.1 23.1 -
NatTonal Savings 533; 183 77 143 37 188 17598 193 -

(NS as X of GNP) : 17.2 18.6 18.3 14.6 17.8 18.9 26.1 -
- Private 14.4 16.5 12.7 12.8 . 16.8 18.7 17.2 -
- P“bl‘c 202 2.2 1.' '-’ '07 ..o' 2-1 -
3. F'ixod Investment z 22.0 22.2 20.6 17.1 18.5 18.0 18.1 -
- Frive ) ) 122 143 133 . i3 - 123 - -
Pllb”c b ’.' 7-‘ 7.‘ ‘.5 502 5.4 - -
4. DS Surplus (4s2-3) - =2.2 =8.4 =0.7 2.4 5.8 5.1 8.0 -
urplus - 5.4 4.3 3.1 -3, [.1%3 e 75 O 12 - T
T- PI“V.“ " - 2.2 8.9 .4 1.2 . 4.8 8.1 - -
© = Publle . -7.8 -6.4 -8.7 -4.8 -4.5 -8.2 - - -

S S——

L/ Plus change in stocks. In 1984-87, change in stocks is not avaifable. . ...... - .c.oo: 7. rizalir coemne © oo




Part II: Externs! Accounts

1988 198 1982 1983 1984 1985 19868 1987
A. INTERNATIONAL TRADE (1980=102)
1. Exports: Volume 100.9 117.2 107.98 109.8 130.9 135.0 121.0 139.3
-_FO!T'F_.. 129.9 1263 1i4.2 129.8 . 9. 71.0 =
« Soybeans _ 108.9 135.6 101.9 122.0 114.8 147.0 92.0 -
= Iron ore 100.0 108.8 103.9 98.0 115.9 119.0 114.9 -
= Sugar 100.9 107.6 191.9 98.0 118.8 128.9 9.9 -
= Manufactures 106.9 - 166.9 226.9 809.9 279.08 232.9 -
2. Exports: Prices 106.9 105.9 94.9 99.9 103.1 94.8 105.3 121.8
8. lImports: Volume 100.9 92.7 86.9 77.0 75.0 88.9 84.0 86.3
4. Imports: Prices 108.9 111.1 108.0 87.7 88.7 84.2 72.5 77.9
5. Terms of Trade 1090.0 95.3 4.0 113.8 127.8 112.2 145.1 1568.4
8. Real Exchange Rate 100.9 121.5 128.4 104.2 104.3 108.1 94.5 $6.2
B. BALANCE OF PAYMENTS (USB billien)
1. Resource Balance -5.9 =1.8 =2.8 4.1 11.3 10.8 8.2 8.8
ports 21, 25.8 . 23.8 268.9 - 277 24.3 27.8
‘ Imports GNFS 27.8 27.2 24.8 19.85 17.6 16.9 18.1 19.2
‘ 2. Interest Psyments 2.9 16.3 11.8 9.3 8.9 9.0 9.0 8.4
3. Current Acéount -12.8 =11.8 -18.3 -8.8 8.8 -3.3 4.9 -1,8
Dlrect Investment - ~ 1.8 . —2.8 1.4 i8¢ 1.3 “®.3 9.6
Change In Foreign Debt 8.1 8.8 8.8 7.8 8.3 1.5 6.1 4.7
Use Net Reserves 3.7 -4.8 8.8 8.6 -4,.9 8.1 3.8 8.0
Other Financing 2.5 2.3 -1.9 -2.9 -8.0 -2.8 -5.1 -3.8
B} C. CREDITWORTHINESS
1. Total Debt (USS bil. 78.8 0.0 91.3 97.8 103.8 188.7 118.7 113.9
. Debt (USS Bgilfo_n
1988 prices) 78.3 73.3 82.0 88.8 8.7 92.9 9.2 99.5
Real debt growth (%) 2.1 4.3 11.8 5.8 3.4 3.8 8.8 8.2
Real cost of debt (X) - 4.8 26.8 13.68 11.9 11.5 8.8 -5.9
Debt/GDP (current
exchange rate) 29.8 38.1 4.1 47.7 49.3 47.1 39.4 37.2
Debt/GOP (1988 PPP
exchange rate) 29.5 31.7 38.8 38.8 84.3 31.6 29.5 28.8
_ 2. lnterest Payments
; As X GDP (current
exchange rate) 3.3 3.9 4.3 4.8 4.9 8.2 2.1 -
As % GOP (1986 PPP
exchange rate) 3.3 4.1 4.2 3.4 2.9 2.7 2.4 1.8
As % Exports GNFS 36.1 46.2 §2.4 39.4 30.8 32.6 37.0 28.9
8. Resource Bslsnce e .
As X Int. Payments <78.1 «-15.5 -24.3. 48.8 127.4 . 119.8 . 69.8 . 134.4 __
As % Total Debt -8.4 -2.0 -3.1 4.2 19.8 18.1 5.8 7.8




Part III: Other Maqroocononic Varisbles

-

° 1980 1961 1982 198 1984 1986 1986 1987
A. PUBLIC SECTOR FINANCES (as % of GDP at current prices)
1. _Current Revenue 42.2 38.2 37.8 38.3 34.8 34.3 = =
2. Current Expenditure 42.1 35.1 38.8 39.0 37.9 42.8 - =
Publlc Consumption 22.8 29.6 218 218 198 20.8 < -
Interest Payments 1.9 2.2 3.5 4.2 6.3 14.9 - -
= Internal - - - - - - - -
= External - - - - - - - -
Transfers 17.8 12.3 13.68 13.2 11.8 11.3 - -
3. Current Savings 2.8 3.8 1.2 3 =1.2 ~8.2 = =
4. Capitsl Expenditure 19.5 7.8 1.5 5.5 5.2 5.4 = =
8. Public Sector Deficit 12.2 3.9 5.9 5.8 8.9 12.1 = =
i excliuding interest
payments 18.3 1.7 2.4 1.4 a.6 1.2 - -
8. Financin - - - - - - - -
o (17T TY : s : s z s s s
- E‘t‘rn'l - - - - - - - -
7. Centrsl Bank Losses . = = = = = = = =
8. Total Dcﬂcit (=5¢7! = = = = =
9. Inflation Tax (M1 .7 8.7 8.4 8.6 8.1 10.8 3.9 14.8
16. Total Public Debt - - =. - - = = =
B. MONEY GROWTH, INFLATION AND INTEREST RATES (%)
1. Honoi Growth (Dec/Dec) )
ry Base 67.3 70.5 868.68 108.9 227.9 2506.9 293.5 185.1 -
Noney (M1) . T 69.7 82.7 68.4 $6.2 198.8 334.7 303.8 136.06
Domestic Credit (net 87.7 . 9.8 104.1 168.7 151.4 298.8 - -
of quasi money)
2. Prices (Dec/Dec)
96.3 91.2 97.9 172.8 203. 228.6 58.68 396.0
Exchange Rate §68.9 93.9 97.7 288.9 223.68 229.8 42.8 386.1
3. Nominal Interest Rate - 104.9 159.2 199.4 300.8 3084.9 96.9 -
ng rate
Real Interest Rate - 36.9 27.4 24.3 23.7 28.8 15.9 -
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Part II: External Accounts

1988 1981 1982 1983 1984 1985 1988 1987
A. INTERNATIONAL TRADE (1988=100)

1. Exports: Volume 100.9 96.8 189.7 1168.6 115.68 128.1 137.68 145.2
- ainmg Products 1969 169. 189.7 1115 1114 121.2 121, -
- Agricultural and

Ses 108.06 184.0 117.8 120.9 138.2 1668.7 196.8 -
= Industrial 108.06 88.7 108.6 121.7 118.0 131.9 166.2 -

2. Exports: Prices 100.0 86.6 72.4 71.1 §7.8 63.5 88.3 78.5

8. Imports: Volume 108.0 121.98 76.8 66.1 78.5 §6.2 71.3 87.2
Consumption Goods 1988 42. 0.6 838 8.4 41, .1 -
Capital Goode 100.6 123.7 81.2 34.6 64.0 88.2 84.7 -
Intermediate Goods 108.9 111.2 76.7 78.1 88.3 78.8 84.8 -

4. Import: Prices 100.9 182.7 9.1 81.3 81.8 80.9 79.8 101.9

6. Terms of Trade 108.9 84.3 88.4 87.5 83.2 78.8 82.90 77.9

6. Real Exchange Rate 100.0 116.8 181.6 88.8 86.3 8.8 58.1 4.0

B. BALANCE OF PAYMENTS (US$ =illion)

1. Resource Baisn =1,168 -3,378 =492 534 =141 511 712 - 688
Tiporce GWFS > B985 B985 24843 4835 . 4494 4,485 5,548 5,00
Imports GNFS 7,122 8,387 - 5,134 4,096 4,635 3,968 4,328 5,378

2. nte Pa ts 932 1,434 1,768 1,349 1,798 1,702 1,740 1,420

8. Current Account -1,971 -4,732 -2 3“. -1,118 =2,080 1,329 =-1,092 -892

[ nves t 178 362 304 132 a7 82 (14 7]
Change in Foreign
Debt 2,073 3,220 1,297 2,283 1,142 1,081 788 872
Use Net Reserves 1,244 67 -1,168 ~-541 17 -4 -184 180
Other Finsncing -1,618 1,088 1,788 -768 834 - 93 148 - 41
C. CREDITWORTHINESS

1. Total Debt (USS bili.) 12.1 5.7 17.3 18.2 .9 .4 20.7 21.8

Debt (USS Fﬁiion =
1968 prices) ' 12.1 14.4 16.6 16.1 17.3 17.8 18.6 18.3
Real debt growth (%) 13.4 18.8 8.3 3.8 7.1 2.8 4.8 -1.4
Real cost of debt (%) - 19.2 33.4 17.1 14.7 13.4 8.3 -13.9
Debt/GOP (current
- exchsnge rate) 43.9 48.1 71.3 92.1 104.9 127.7 123.3 114.8
Debt/GCOP (19688 PPP
exchange - rate) 43.9 49.2 69.6 68.6 60.1 §8.8 54.4 §6.9
Interest Pa ts
s X GOP (current
exchange rate) 3.4 4.4 7.2 6.8 9.3 16.6 - 18.3 7.8
As % COP (1988 PPP
exchange rate) 3.4 4.8 8.8 4.8 8.4 4.8 ... 4.8 3.4
As % Exports GNPS 16.8 28.2 37.7 29.1 89.9 .. 38.1 .. . 34. 23.7
Resource Balance o
™ nt. Paysents -123.7 -236.6 -28.1 39.68 -7.9 T 30.0 48.9 42.68
-9.6 -26.9 -2.8 2.9 -8.7 2.5 3.4 , 2.9

As % Total Debt

|




Part III: Other Macroeconomic Variables

1988

"Real Interéest Rate

1981 1982 1983 1984 1986 1986 1987
A. PUBLIC SECTOR FINANCES (as X of GOP at current prices)
1. Current Revenue 36.9 34.2 33.9 33.5 34.3 368.7 31.9 =
2. Current Expenditure 26.3 29.9 35.2 33.5 33.7 32.9 27.9 =
Public Consumption 138 113 122 18.7 10. 9.7 8.4 -
Interest Payments 1.6 1.8 2. 3.9 4.7 6.7 2.4 -
= Internal - - - - - - - -
= External - - - - - - - -
Transfers 11.9 15.8 20.68 19.9 18.8 17.4 16.2 -
8. Current Savings 10.6 5.2 =1.3 8.0 [ K] 3.9 4.9 =
4. Cspital Expenditures 5.2 5.1 4.7 4.8 6.8 1.1 1.6 =
5. Public Sector Deficit -8.1 -0.8 3.4 3.0 4.3 2.8 1.8 -
oxcluding interest
payments -7.8 -2.3 1.1 -2.9 -3.4 -3.1 -3.8 -
8. Financin =8.1 - =5.8 3.4 3.8 4.3 2.6 1.8 =
= Internal 5.4 =3.6 1.1 4.1 1.7 -1 1.4 -
« External 8.1 2.8 2.2 -1.1 2.7 4.8 g.4 -
7. Central Bank Losses = - = o = o = bt
8. Total Deficit ‘I‘#Z! bod = = = = = =
9. Infiation Tax (N1) 1.9 8.8 1.3 1.4 1.3 1.3 8.8 =
10. Total Public Debt - - - - - - - -
8. MONEY GROWTH, INFLATION AND INTEREST RATES (%)
1. Money Growth (Dec/Dec)
netary Base 38.9 -9.2 =-26.5 18.2 21.8 8.8 - -
Money (M1) 66.8 -8.0 9.4 26.6 13.1 11.3 41.4 -
Domestic Credit (net 41.9 16.7 107.8 16.6 48.3 - - -
of quasi money)
2. Prices (Dec/Dec) :
. 31.2 9.6 20.7 23.6 23.8 26.4 17.4 22.9
w1l 28.1 -3.9 39.6 25.2 36.5 30.3 18.2 -17.1
Exelnngo R.to 8.8 8.9 88.3 19.2 46.5 43.4 11.4 16.3
3. Nominal Interest Rate 47.1 52.8 63.9 42, 38.3 40.4 26.2 =
ending rate
12.1 38.8 35.8 16.9 7.5 -




Table F: COLOMBIA: MAIN INDICATORS OF THE ADJUSTMENT PROCESS

i

Part I: National Accounts
1988 1981 1982 1988 1984 1985 1986 1987
Population (milllons) 26.9 26.4 27.0 27.5 28.1 28.8 29.2 29.8
A. OUTPUT, ORPTION AND INCOME (Pesos million, at 1980 Prices)

1. copP 1,679 1,615 1,638 1,688 1,712 1,763 1,843 1,944
Tgrowth rate, %) 4.1 T | ] =16 3.4 2.4 5.1 5.5
(per capita, Pesos thousand) &1 81 6o - 6@ 81 61 63 86
Sectoral GOP
- Agriculture 306 315 310 318 327 337 383 367
- Industry 398 399 396 411 433 487 496 827
« Construction 71 7 80 99 98 99 94 98
- Services 720 748 764 7687 174 784 812 859

2. Domestlic Absorption 1,672 1,558 1,713 1,739 1,758 1,778 1,788 1,866

rivate Consumption I,ui 1,163 1,188 1,219 1,261 1,288 1,275 1,321
_ (per capits, Pesos thousand) 43 44 44 44 45 45 44 44
Public Consumption 169 1688 173 172 177 187 178 174
Gross Fixed Investment 266 282 - 290 293 293 286 300 328
Change in Stocks 36 86 64 5§86 37 37 38 36

8. Current Account ) ’
esource Balance 7 -41 -82 -83 -48 -19 87 88
- Exports of GNFS 272 245 268 220 248 268 340 37%
- Imports of GNFS 265 286 332 303 294 287 273 287
Not. Factor Income -19 -19 -33 -39 -58 -70 =86 -99
4. Incoms (GNP) 1,669 1,696 1,597 1,617 1,654 1,689 1,788 1,845
i per capita, Pesos thousand) 61 [ ] 1] 59 ~ 59 -89 (7] 62

B. CONSUMPTION, SAVINGS AND INVESTMENT (as %X of GDP at current prices)

1. Consumption 1 " 82.8 86.9 88.7 88.8 86.3 84.8 79.5 78.7
Frivaa y 2.7 . i ] Tr.7 T84 74.8 71.8 89.
Publie 18.1 16.4 16.9 11.0 18.9 18.7 7.9 9.7

2. Domestic Savings (DS 17.2 13.1 11.3 11.4 13.7 156.2 20.56 21.3
National Savings 553; 5.8 . 9.8 9.5 10.9 ii.s 5.4 163
(as X of GNP) i 18.7 12.4 9.8 9.8 11.2 12.1 168.2 16.9
~ Private 13.9 18.7 9.3 7.8 7.8 8.1 7.1 19.8
= Pubiie 2.8 1.8 9.3 2.5 3.1 5.5 8.3 5.4

3. Fixed Investment 16.8 17.7 17.8 17.2 17.8 16.6 16.5 ~18.8 -
= Priva - 9.7 10.4 9.8 7.1 8.2 . 8.9 9.4
- Publie- 7.1 7.3 7.7 10.1 8.8 . 8.5 6.8 8.9

4. DS Surplus (42-3) 8.4 -4.8 -8.2 ~5.8 -3.3 B U7 (hasatele’ F1 iy % - i
S Surplus -9.2 5.4 -7.8 7.7 59 4.9 3.3 -2.4
- Private 4.2 8.3 -8.5 ~-§.1 -8.4 -1, -1.8 1.2
- Publie -4 4 =5.7 -7.4 -7.8 -5.7 -3.0 1.5 -3.8

1/ Pius change in stocks.




Part IIl:

Exvernal Accounts

1987

1986 1981 1982 ' 1983 1984 1986 1986
A. INTERNATIONAL TRADE (1988=100)
1. Exports: Volume 100.9 82.8 868.7 84.8 96.4  109.1  143.2  180.1
2. Exgrtu Prices 106.9 9.1 88.1 88.7 88.4 88.3 88.5 87.3
3. Imports: Yolume 108.0 106.1 133.3 116.3 208.8 104.8 95.9 97.4
4. Imports: Prices 18.0  101.8 93.8 99.4 86.4 83.8 87.8  93.1
5. Terms of Trade 108.9 89.2 93.9 96.9 102.2 106.3 100.8 93.8
8. Real Exchange Rate 108.9 192.4 116.5 114.2 104.8 91.3 88.0 60.0
B. BALANCE OF PAYMENTS (USS million)
1. Resource Balance -123 -1,637 -2,287 =2,072 -1,109 _ =898 1,691 1,020
ports 5,474 4,678 4"7?3, —'W4, ~%,608 4,782 8,398 8,268
Imports GNFS 6,697 68,215 7,862 6,122 5,715 5,478 4,807 5,246
2. Interest Payments 498 g5 ' 948 888 865 1,103 1,121 1,277
3. Current Account 104 -1,722 -2,.888 -2,826 -2,068 -1,839 828 126
| . Dlrect Ynvestment. 61 228 337 =~ €14 561 1,016 564 308
’ Change in Foreign : ) )
’ Debt - 747 1,340 1,239 m 1,268 1,628 2,090 1,178
Use Net Reserves -~1,2368 -242 91 1,723 1,261 -284 -1,486 -872
Other Financing 33s 396 628 -382 -1,028 -828 -2,014 -788
- C. CREDITWORTHINESS
1. Total Debt ?ﬁ' bil.) 8.9 8.7 18.3 11.4 12.3 14.8 16.3 18.9
on
1988 prices) 8.9 8.8 9.3 10.1 10.8 12.2 13.7 14.0
Real debt growth (X) 3.8 16.1 18.9 9.4 6.1 14.9 12.3 1.9
Real cost of debt (%) - 14.6 17.1 12.1 9.3 11.9 6.1 6.9
Debt/GOP (current ’
exchange rate) 28.8 23.9 26.4 29.6 32.1 41.9 46.4 48.2
. Debt/GDP (1988 PPP
exchange rate) 26.8 23.3 26.8 26.9 2.9 29.1 29.4 28.4
2. Interest Pa ts
As X cbP zeurmt
- exchange rate) 1.6 1.8 . 2.3 2.3 3.2 3.4 3.8
As % GOP (1980 PPP
exchange rate) 1.5 1.8 2.3 2.1 1.9 2.3 2.2 2.3
As % Exports GNFS 9.1 14.2 19.6 21.7 18.8 23.1 17.8 20.4
8. Resource Balance Cee e
As nt. Paysents -24.8 -231.1 -241.2 =236.5 «128.2  -63.1 “141.9 . - 79.9
As % Total Debt -1.8 -17.68 -22.0 -18.2 -9.9 -8.8 10.4 5.4




Part III: Other Macroeconomic Indicators

1980 1981 1982 1983 19684 1985 1988 1987
A. PUBLIC BECTOR FINANCES (as X of GOP at current prices)
1. Current Revenue 14.4 14.4 15.8 17.9 19.9 21.2 23.9 21.8
2. Current Expenditure  11.8 12.9 15.8 15.4 16.9 18.7 15.8 i8.4
Public Consumption . . 9.2 8.9 8.7 8.2 7.9 7.7
Interest Payments 8.6 8.7 1.8 1.7 2.4 2.9 3.2 4.2
- = Internal - - - - - - - -
- External - - - - - - -
Transfers 2.9 2.9 4.8 4.8 4.8 4.6 4.6 4.5
8. Current Ssvings 2.6 1.8 8.3 2.8 8.1 5.5 8.3 5.4
4. Capital Expenditure 5.1 4.9 8.2 18.2 9.8 9.3 8.1 8.3
6. Public Sector Deficit 2.5 3.3 1.8 7.8 6.3 3.5 -8.6 2.8
oxe ng interest
psyments) 1.8 2.6 5.8 8.8 3.9 2.6 -3.8 -1.7
8. FEinsncin - 3.3 7.2 7.4 6.8 4.3 -8.5 2.8
= internal - 3.1 €1 4.9 4.9 9.5 2.7 2.4
= External - 0.2 3.1 2.5 1.9 3.8 2.2 2.2
7. Central Bank Losses = = = = = = = =
8. Total Deficit (=5« = = = = = = =
9. Inflation Tax (M1) 3.2 3.3 2.8 1.9 2.1 2.4 2.8 -
18. Total Publiic Debt = = -t = = = bl
8. MONEY GROWTH, INFLATION AND INTEREST RATES (%)
1. MNoney Growth (Dec/Dec)
netary Base 29.4 24.3 17.6 18.6 23.6 17.4 28.2 -
Money (M1) ) 28.¢8 28.7 28.4 23.4 24.1 10.7 22.8 -
Domestic Credit (net 28.85 16.6 68.6 58.8 68.6 14.8 - -
of quas! money)
2. Prices (Dec
: 26.8 27.8 24.1 16.5 18.3 22.3 21.0 . 24.7
Exchange Rate 18.7 18.0 19.6 26.3 28.3 61.2 27.2 26.4
3. Nominal Interest Rate 26.68 28.3 28. - 28.9 26.5 30.2 = =
ng rate — -
8.8 1.5 3.7 9.8 8.9 8.4 - -

Reai Interest Rate

-




o Table G: COSTA RICA: MAIN INDICATQRS OF THE ADJUSTMENT PROCESS
Part I: National Accounts

1980 1981 1982 1983 1984 1986 1988 1987

Population (millions) 2.28 2.27 2.32 2.44 2.42 2.49 2.87 2.75

A. OUTPUT, ABSORPTION AND INCOME (Colones million, at 1988 Prices)

i, GOP 41,4068 40,479 37,648 38,6894 41,491 41,930 43,900 45,217
{growth rate, %) =%y "3 T8 28 72 11 47 " 3.8
(per capita, Colones) 18,402 17,828 18,227 18,858 17,14 16,849 18,442 16,4563
Sectoral GDP
= Agriculture 7,372 7,748 7,384 7,879 8,239 8,132 8,197 7,787
= Industry - 11,168 10,897 9,264 9,832 16,793 16,907 11,673 12,174
- Construction 2,584 2,823 1,378 1,442 1,768 - 1,724 - -
- Services 22,887 22,026 21,010 21,383 22,469 22,891 24,130 25,329

7

2. Domestic Absorption 45,6887 39,517 35,326 37,977 41,288 42,629 45,389 44,830
Private Consumption §7TT35 I‘fgﬁz 23,144 24,497 78,307 27,214 28,313 29,262

?
(per capita, Colones) 12,062 11,156 9,976 19,040 19,871 18,930 19,604 10,644
Public Consumption 7,544 7,121 8,940 6,738 8,879 7,031 7,178 7,394
Gross Fixed Investment -9,898 7,430 8,364 8,808 , 7,310 7,878 8,780 9,657
Change in Stocks ‘ 1,109 -368 -122 938 769 599 1,098 -1,373
) Current Account
Resource Balance -4,282 963 2,322 77 226 -589 -1,469 -188
< Exporte GNFS 19,963 12,182 11,618 - 11,368 12,204 11,609 11,876 14,662
- Imports GNFS 15,248 11,229 9,198 19,649 11,978 12,198 13,345 14,847
Net Factor Income -1,988 -2,827 -3,683 -3,68 -3,061 -3,099 -3,192 -3,215.

4. Income (GNP 39,418 37,843 34,0684 33,844 38,430 38,832 40,708 42,077
(per capita, Colones) 17,519 16,671 14,683 14,808 16,880 15,595 15,24 16,311

8. CONSUMPTION, SAVINGS AND INVESTMENT (as X of GOP at current prices)

.5

‘1. Consumption 1/ 86.4 89.9 768.8 82.8 79.7 82.1 83.4 77.9
- P“_&Lrw. 8.2 8.1 8.2 87.7 84.2 8.9 87.0 81.6
Publiec 18.2 15.7 14.68 15.1 18.86 18.2 18.4 16.3

2. Domestic Savings i%S; 13.8 19.1 23.2 17.2 20.3 17.9 18.8 22.1
v ational Savings 3.8 7.9 8.7 8.7 1.4 9.3 8.1 6.9
- (NS as % of GNP) 9.2 8.9 8.1 7.5 12.8 10.2 8.8 16.1

) - Private 11.9 8.8 7.3 6.4 11.1 8.3 7.8 -
. = Publie -3.1 -8.9 -8.6 8.3 8.3 1.0 0.8 -
3. Fixed Investment 23.9 24.1 28.3 18.1 21.2 19.4 20.9 21.1
rive - - - - - - - -
oo Publle . - - - - - e . -
4. DS Surplus (4=2-3 -16.3 -4.9 2.9 -8.7 -g.8 =-1.6 -3.4 1.9
NS Surplus -i8.1 -18.2 -13.8 -11.3 9.8 -10.1 -11.9 -8.1

= Private - - - - - - - -

- Public - - - - - - - -

' Plus change in stocks.




Part IT: EXTERNAL ACCOUNTS

1989 198 1982 1983 1984 1986 1986 1987

A. INTERNATIONAL TRADE (1980=100)

1. ExFrts: Yolume 100.0 100.8 88.9 86.1 99.8 93.0 107.3 141.3
- Coffee 190.0 136.0 131.4 151.8 158.3 172.9 124.2 198.3

< Bananas 100.9 103.9 104.1 104.9 104.8 87.4 92.9 98.8

- Meat 108.0 128.0 93.6 83.7 79.8 104.9 134.2 87.5

- Sugar 100.0 192.8 78.7 76.8 143.7 62.4 81.3 190.7

= Manufactures 100.9 100.3 78.4 89.2 84.5 77.9 - -

2. Experts: Prices 106.9 94.5 91.3 92.9 90.4 9.4 91.4 72.9
— W S A —— NS — E—

3. Imports: Volume 108.9 78.9 66.3 88.4 717.2 78.8 74.2 79.4
4. Imports: Prices 106.9 101.9 97.1 96.9 $3.5 92.5 91.9 96.1
8. Terms of Trade 100.9 93.4 94.0 97.8 98.7 97.7 99.4 74.9
8. Rea! Exchange Rate 1006.9 83.5 72.5 83.4 81.9 80.8 72.7 84.8

8. BALANCE OF PAYMENTS (USS million)
1. Resource Balance -488 «129 74 -15 24 -58 §7 =119

Xpo 1,198 17178 1,117 1,133 1,278 1,228 1,418 - 1,464
Imports GNFS _ 1,658 1'“‘. 1,042 1,148 1,262 1,279 1,368 1,583

2. Interest Payments mn 138 109 520 . 243 342 28 328
8. Current Account -884 -413 -272 -286 -158 -130 -154 -369
Direct Investment ’ 43 68 27 (.1 62 87
Change in Foreign Debt 408 478 228 785 32 276 7 40
Use Net Reaserves 71 -110 -89 5 -130 33 56
Other Financing 172 -203 127 -4868 87 -81 139 196

L Jotal Dokt (usa bl 2.7 8.2 3.4 42 4.8 44 44 4.3
o illlion,

1988 pricees) 2.7 2.9 3.1 3.8 3.8 3.9 3.9 3.7
Rea! debt growth (%) 13.4 7.9 6.8 21.7 -7.3 16.8 1.4 =-4.5
Real cost of debt (X) - 13.6 16.8 6.4 16.6 7.4 7.4 17.85
Debt/GOP (current
exchange rate) 58.6 122.6 132.2 134.9 113.1 116.3 106.4 85.1
— Debt/GOP (1988.-PPP . °
exchange rate)" 68.6 62.1 87.2 77.8 8.1 89.7 83.8 58.2
2. Interest Pa ts - .
As X GOP (current
exchange rate) 3.5 5.1 4.2 16.8 8.8 9.0 8.8 " 6.8
- As % GOP (1980 PPf :
exchange rate) 3.5 2.6 2.1 9.7 4.0 5.4 3.4 4.8
As X Exports GNPS 14.2 11.6 9.8 " 48,7 19.1 28.8 16.3 22.2
3. Resource Balance )
nt. Payments =269.7 -96.1 88.2 -2.8 ~ Ii (] =71 ""24’”7 =38.7

As X Total Debt - =18.8 -4.8 2.2 -.4 .8 -1.3 - 1.3 -2.8




Part I1I: Qther Macroeconomic Variables

ng rate
Real Interest Rate

1980 1981 1982 1983 1984 1985 1988 1987
A. PUBLIC SECTOR FINANCES (as X of GDP at current prices)
1. Current Revenue 12.2 13.4 14.2 18.8 17.0 16.8 15.9 =
2. Current Expenditurs  15.3 14.3 14.6 18.3 18.7 15.8 15.4 -
ublic Consumption 7.8 8.9 5.9 7.3 7.8 7.0 8.9 -
Interest Payments 2.2 2.8 2.7 2.9 2.8 2.4 2.5 -
- In“l'l'l.l -~ ' - - - - - - -
- External - - - - - - - -
Transfers 5.3 5.8 8.2 8.1 8.5 8.2 8.8 -
8. Current Savinga =3.1 ~8.9 2.8 0.3 8.3 1.8 8.5 =
4. Capital Expenditure 4.7 3.7 2.3 3.9 3.4 3.8 3.9 -
§. Public Sector Deficit 7.8 4.6 2.9 3.8 3.1 2.0 3.4 -
!oxclﬂ‘ng interest
payments) : 6.8 2.1 8.2 8.7 8.6 8.4 e.9 -
8. Finsncin - 7.8 4.7 2.8 3.7 3.8 2.8 3.5 =
= Internal §2 2.1 . 3.1 13 2.3 1.8 -
= External 1.8 1.7 1.3 8.8 1.7 -8.5 1,7 -
7. Central Bank Losses - - = - = = = =
9.. Inflation Tax (M1 2.9 10.3 12.3 1.8 3.8 1.8 g_g =
16. Total Public Debt = = . L el hd bt = =
B. MONEY GROWTH, INFLATION AND INTEREST RATES (X)
1. Mome Growth (Dec/Dec) : i
ry Base 18.8 121.8 ‘9.8 33.2 2. 43.8 26.5 -
Money (M1) 1.8 49.0 70.3 38.9 17.8 1.7 31.9 -
Domestic Credit (net 38.4 -71.83 142.6 199.9 17.0 -9.6 39.4 -
of quasi money)
2. Prices (Dec/Dec . .
17.8 85.1 1.7 18.7 17.3 11.1 16.4 13.6
Exchange Rate o.9 321, 11.6 7.8 18.8 12.5 9.8 17.¢
8. Nominal Interest Rate -




Table H: ECUADOR: MAIN INDICATORS OF THE ADJUSTMENT PROCESS
Part I: National Accounts

1989 1981 1982 1983 1984 1986 1986 1987
Population (millions) 8.1 8.4 8.6 8.9 9.1 9.4 9.7 9.9

A. wTPUT, ABSORPTION AND INCOME (Sucres million, at 1976 Prices)

1. QoP : 147,822 153,443 155,265 150,885 157,226 164,258 168,995 163,925
(gFowth rate, %) =99 T893 Tz T8 THE THy Tio -3.8 )
(per capita, Sucres.’008) 18,180 18,364 18,038 17,036 17,269 17,612 17,512 16,506
Sectoral GOP .
= Agriculture 21,198 22,647 23,101 19,891 22,007 | 24,043 26,924 -

- Petroleum and Mining 15,070 15,992 15,527 19,803 21,879 24,027 25,476 -
- Manufacturing 26,867 20,169 29,584 29,183 28,643 28,741 28,615 -
- Construction 8,906 7,239 7,288 8,728 6,583 6,710 6,378 -

2.‘ Domestic Absorption 162,613 162,649 168,918 162,907 154,508 168,668 161,471
H—Wﬁ%—av. onsumption 30688 134,511 106,383 103.788 196.897 116.132 112,790

A ’
(per cepits, Sucres ’006) 12,277 12,561 12,386 11,714 11,761 11,741 11,688

¢ 8 & 6 8 8t

Public Consumption 23,611 24,186 24,299 22,828 21,997 21,037 20,863
Private Fixed Investment 26,643 23,454 24,838 17,821 16,941 17,431 19,100
Pubiic Fixed Investment 8,432 8,988 7,829 6,306 6,094 7,133 6,253
Change in Stocks 4,241 1,511 6,589 2,167 2,879 2,936 2,465
3. Current Account
Resource Elan_eo -14,891 -9,208 -13,6853 -2,022 2,718 5,699 7,524 -
- Exports GNFS 30,792 32,247 30,647 31,398 35,331 40,531 42,481 -
~ Importe GNFS 45,683 41,453 44,300 38,418 32,613 34,941 34,957 -
Net Factor Income -7,316 -8,068 -11,637 -11,326 -14,817 ~1B,040 -12,0680 *

4. Incomes (GNP 140,308 145,386 143,728 139,566 142,409 149,218 156,935
por capita, Sucres '008) 17,270 17,391 16,608 18,752 15,832 15,908 16,283

B. CONSUMPTION, SAVINGS AND INVESTMENT
(As % of GDP at current prices)

1. Cons ion 1/ - 76.68 78.7 79.68 79.4 78.2 77.3 81.8 N =
P'TEL- vate : 2.1 62,5 66.6 86.9 85.9 86.9 69.4 =
Public - 14.56 14.3 14.9 12.5 12.3 11.4 11.6 -

2. Domestic Savin S) - 23.4 23.3 20.4 26.68 21.8 22.7 19.9 =
National Ssvings i%!} - '18.4 8.9 12.9 13.2 12,9 14.9 19.1 -
(NS as X of CNP) - 19.4 19.8 14.0 14.2 14.2 16.2 11.1 -
« Private 13.9 13.5 18.3 7.8 4.8 3.7 5.3 -
- Publiec 8.8 4.8 2.8 6.7 8.1 11.3 4.8 -

3. Fixed Investment - 23.6 22.3 22.7 16.6 _ 15.4 16.1 18.7 = B

rivate - 17.2 4.9 168, 11.8 . 11, 11. 14.9 -
Rubliec 6.4 7.3 6.5 4.8 4.4 4.9 4.7 -

4. DS Surplus (4=2-3) - -8.2 1.9 -2.3 4.9 6.4 6.8 8.7 =
rplus - <8.2 -4.3 9.7 -3.8 2.8 -1.1 -8.4 <

-= Private- - - -4,.2 -1.6 -5.8 -4.3 -8.2 -7.8 -8.7 - -

- Public -1.8 -2.8 -3.9 9.9 3.7 6.4 9.1 -

1/ Plus change in stocks.




Part I1: EXTERNAL ACCOUNTS
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1 1982 1983 1984

[
©
[
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1986 1987

A. INTERNATIONAL TRADE (1968=190)

Exports: Volume 1086.9 102.5 108.8 109.9 123.1 139.8 1560.3 123.7
- Fcbrolm 100.9 122.4 101.9 133.8 - 142.8 168.9 184.0 -
= Bansnas 106.9 87.5 4.0 68.9 89.0 80.0 104.0 -
= Coffes 100.6 103.8 137.9 139.6 133.9 141.9 189.0 -
= Shrimp and Fish 108.0 - 129.0 141.9 183.9 161.0 368.0 -
= Manufactures 106.9 - - 119.8 68.9 78.8 93.8 43.8 -
Exports: Prices 100.08 97.8 91.9 84.8 84.5 81.4 8§7.7 84.8
Imrtl: Yolume 106.9 108.8 106.4 60. 78.5 81.3 83.9 104.9
Imports: Prices 100.9 97.0 92.3 104.4 .1 .5 88.7 89.7
Terms of Trade 100.0 106.8 .8 81.2 88.3 88.1 86.5 72.9
Real Exehlngo Rate 100.9 111.8 109.4 104.1 85.9 89.3 71.9 53.0
B. BALANCE OF PAYMENTS (USS mi!lion) B
Resource Bslance =57 ~ =266 =220 834 865 1,092 417 =218
Exports GNFS 2,866 2,913 2,687 2,843 2,898 3,294 2,823 2,442
Imports GNFS 2,923 3,168 2,988 1,809 2,040 2‘,202 2,228 ’ 2,858
Interest Payments 385 B39 ses 457 198 262 897 788
Current Account =842 =1,082 -1.195 =126 =248 114 =548 -1,183
Direct Investaent =~ 78 60 40 [ ] 4] 82 ? 75
Change in Fereign
1,848 1,388 =131 4938 7689 248 810 1,240
Use Net Reserves =226 287 468 68 © =19 =26 52 -
Other Financing -249 =728 828 -478 -542 =396 ~-384 -
- : C. CREDITWORTHINESS -
Total Debt (USS bil.) 6.8 7.8 7.9 7.8 8.4 8.8 9.0 10.8
on
1980 prices) . 8.0 7.2 7.1 6.7 7.3 7.4 8.6 8.8
Real debt growth (%) 16.1 19.8 -1.6 -§.2 9.3 1.2 8.4 9.1
Real cost of debt (X) - 14.1 19.1 8.7 13.8 14.0 33.3 3.0
Debt/GOP (current
exchange rate) 81.1 §8.1 58.8 69.4 86.9 63.2 80.5 $6.8
Debt/GDP (1988 PPP .-
exchange rate) 51.1 68.8 54.8 81.9 §3.7 §8.1 49.9 68.2
Interest Pa ts : B )
As ¥ GOP Zeurmg =T - -
exchange rate) 3.1 3.9 5.8 3.8 6.1 T 4.8 T 8.3 €.7
As X GOP (1988 PPP '
exchange rate) 3.1 4.9 4.8 3.1 5.0 4.8 3.9 T 8.9
As % Exports GNFS 12.7 18.8 26.68 17.83 27.3 23.1 26.8 28.9
Resource Balance ) :
™) nt. Payments -16.6 -47.2 -31.9 182.8 108.2 = 143.2 59.9 -306.6
As X Total Debt -8.9 -3.83 -2.8 11.1 18.1 12.8 4.7 -2.2




Part II1: Other Macroeconomic Varisbles ~~
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A. PUBLIC SECTOR FINANCES (as X of GDP at current prices)
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3. Current Savings

4. Capital Expenditure 1

8. Public Sector Deficit
excliuding interest
payments)

8. Financin
= Internsl
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7. Central Bank Loases

8. Total Micit‘ss-o-n_

9. Inflstion Tax (M1)
10. Total Public Debt
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B. MONEY GROWTH, INFLATION AND INTEREST RATES (%)

1. Money Growth (Dec/Dec)
netary Base 18.9

8.5 8.8 23.8 7.6 24.9 36.1 -
Noney (M1) . 21.7 15.3 18.3 36.6 36.2 24.1 - -
Domestic Credit (net 28.68 36.9 368.9 76.5 26.5 - - -
of quasi money) .
2. Prices (Dec/ec)
14.5 17.9 24.3 52.8 28.1 24.4 27.3 306.8
Exchange Rate 8.9 8.8 32.8 83.2 24. 42.5 53.8 51.2
3. Nominal Interest Rate = = = = - = = =
ng rate

Real Interest Rate - - - - - -




JAMAICA: MAIN INDICATORS OF THE ADJUSTMENT PROCESS
- Part I: National Accounts

1988 1981 1982 1983 1984 1988 1988 1987

Popuistion (millions) 2.17 . 2.20 2.23 2.27 2.30 2.34 2.37 2.41

A. OUTPUT, ABSORPTION AND INCOME (Dollars million, at 1974 Prices)

1. GOP 1,827.8 1,878.7 1,897.8 - 1,948.9 1,924.1 1,836.7 1,878.2 1,953.1
{growth rate, %) I Ty TUII Yt Yo o Y 4.1
(per capita, Dollars) 842.3 8583.0 851.9 885.0 8368.68 784.9 791.68 812.1
Sectorsl GOP
= Agriculture 162.7 168.1 143.7 154.2 168.8 182.8 159.8 188.1
= Manufacturing 281.3 283.9 303.7 309.4 293.9 296.5 308.7 318.2
= Construction 98.6 99.0 114.7 122.4 113.7 97.8 108.7 104.8
~ Services 1,182.4 1,230.0 1,218.6 1,237.2 1,229.4 1,184.8 1,208.8 1,268.2

2. Domestic Absorption 1,876.8 1,937.9 1,980.2 2,008.0 1,960.8 1,913.8 1,943.1 1,989.9
Private Consuaggloa 1113573 IfIEiTE i,168.3 Iti7§7§ 1,174.8 1,1i77.6 1,i91.6 .1,151.6
(per capita, Dollars) 544.8 827.5 522.6 §16.5 510.8 503.8 522.8 496.4
Publiec Consumption 454.3 464.2 479.2 484.9 480.8 476.8 478.3 472.2
Gross Fixed Investment 228.2 274.2 323.0 332.2 341.9 358.0 291.9 314.5
Change in Stocks 13.7 39.0 12.7 18.4 -38.9 -97.8 -18.7 11.68
Current Account
Resource Balance -48.2 -83.0 -87.1 -74.8 -37.9 -78.8 -88.0 -86.2
- Exports GNFS 638.9 682.1 647.6 626.8 638.8 639.0 867.9 892.8
- Imports GNFS 683.1 726.1 734.7 781.1 872.9 815.0 823.9 883.0
Net Factor Income -123.1 -97.68 -97.8 -77.8 =239.1 =284.5 -248.9 -248.1-

4. Income ‘GN?! 1,784.7 1,779.1 1,800.6 1 863.7 1,884.7 1,552.5 1,838.2 1,706.8

per capita, Dollars) 86.6 808.7 897.2 821.8 782.5 863.5 887.8 709.7
B. CONSUMPTION, SAVINGS AND INVESTMENT (as % of GDP at current prices)
1.  Consumption 1 n 87.68 92.2 91.8 9.5 85.4 88.0 82.2 _82.8
" Private y 7.2 . - 89.6 71.4 88.3 72.5 6.7 66.8
Public 20.3 20.8 22.8 20.1 16.6 16.8 18.5 15.4 -

2. Domestic Savings (DS 12.4 7.8 8.4 8.8 14.8 12.8 17.8 18.9
NatTonal Savings 535;, 8.7 7.2 2.7 3.9 2.2 4.3 -1.3 11
(NS as X of GNP) 8.2 2.8 2.9 8.2 -8.2 -4.8 -1.8 -1.4
- Private 8.6 -5.8 2.8 8.8 4.8 8.7 -1.8 -2.1
- Publie -2.8 2.8 -8.1 -5.8 5.8 -4.7 8.3 1.9

3. Fixed Investment . 14.5 18.1 20.0 28.8 21.2 22.2 18.1 19.4

riva 9.2 I3 124 %7 15,0 19.6 135 14.3

Public 4.4 6.8 ) 7.8 4.9 8.2 2.7 4.8 5.1

4. DS Surplus (4s2-3) -2.1  -10.2  -11.8  =12.1 -8.7  -18.2 -9.3 -1.4
urplus 8.3 -18.9 =172 =i7.5 ~21.4 282 -19.4 -29.

- Private -1.8 =-11.7 -9.8 -8.8 -13.2 -18.8 -16.9 -16.4

- Publie 7.2 -4.8 -7.8 -16.7 -8.2 -7.4 -4.3 -4,1

Plus change in stocks.




Part II: EXTERNAL ACCOUNTS

1980 1981 1982 1983 1984 1985 1988 1987
A. INTERNATIONAL TRADE (1980=100)
1. rte: Volume 106.0 161.68 88.5 79.9 83.4 69.9 78.9 83.7
2%l"_- uxlte 108.9 ~88.5 86.9 49. 5.1 37.6 49. 56.3
= Aluming 100.0 104.2 74.8 78.9 78.5 86.4 46.8 58.2
- Sugar 106.0 93.3 104.9 103.7 119.2 115.0 108.9 106.9
= Bananas 100.0 54.4 63.6 76.2 33.7 39.4 55.8 112.4
2. Exports: Prices 100.0 99.8 90.1 89.1 87.5 86.6 94.9 98.3
8. Imports: Volume 106.0 126.4 128.7 117.8 111.2 110.9 124.8 139.1
4. Imports: Prices 100.0 105.9 98.7 " 98.8 91.8 89.7 83.0 92.2
5. Terms of Trade 100.8 94.1 93.2 6.1 95.3 96.5 113.2 106.8
6. Resl Exchange Rate  100.8 108.5 118.5 104.8 72.9 63.7 88.5 86.9
B. BALANCE OF PAYMENTS (USS million)
1. Resource Balance =27 =282 =868 =274 =153 =206 9 8
pores 1,369 1,408 1,248 1,220 1,264 1,172 1,288 1,442
Imports ONFS 1,388 1,882 1,608 1,494 1,417 1,377 1,198 1,438
2. Ianterest Payments = 161 - 213 248 207 F 144 818 265 3ie
8. Current Account =168 =837 «409 = =359 -835 -304 =192 =218
rect lnvestaent 28 ~12 -16 -19 12 -9 2 1
Change in Foreign Debt 197 397 543 an . 218 333 23 218
Use Net Reserves -83 188 o4 118 -74 4 . -80 -89
Other Financing 24 -237 -212 -211 188 -24 227 6o
C. CREDITWORTHINESS
1. Jotal Debt (USS bil.) 1.9 2.3 2.8 3.3 3.5 3.9 3.9 - 4.1
1on
1988 prices) 1.9 2.1 2.6 2.9 3.1 3.4 3.5 3.8
Res! debt growth (%X) -2.3 18.7 21.1 16.1 8.9 1.8 3.8 2.9
Real cost of debt (X) - 4.3 18.4 9.6 10.3 10.4 6.3 0.4
Debt/GDP (current .
exchange rate) 43.6 48.8 52.3 51.8 40.9 87.1 31.3 29.3
Debt/COP (1988 PPP -
exchange rate) 43.6 48.9 53.8 69.0 61.6 87.68 64.9 83.8
2. Interest Psyments
curren ®
exchange rate) 4.3 4.8 3.2 . 3.1 . .3
As % GDP (1988 PPP
exchange rate) 3.5 4.3 4.7 8.7 4.8 8.8 4.4 4.9
As % Exports GNPS 1.1 15.2 19.9 17.0 21.9 27.%- 20.6 . 21.9
3. Resource Baslance L -
"% Int. Payments -=17.9 <=182.2 -144.2  -132.1 -§6.2 -84.8 - 34.8 A
As % Total Debt -1.4 -14.2 -12.68 -8.3 -4.3  ~§.3 .-- 2.3 9.2




Part III: Other Macroeconomic Variables

1980 1981 1982 1988 . 1984 1985 1988 1987

A, PUBLIC SECTOR FINANCES 1/ (as X of GDP at current prices)

i. Current Revenue 28.9 27.9 268.9 23.7 27.3 26.2 30.4 33.8
2. Current Expenditure 31.8 31.8 38.3 31.8 28.6 27.2 26.9 25.7
Publiec Eoncunptlon 18. 19. 13.7 12.8 18.9 9.0 8.7 -
Interest Payments 7.7 7.8 8.3 16.3 9.7 18.9 10.4 -
-« Internal - 6.1 5.3 8.9 4.9 3.9 4.7 -
- External - 2.7 3.9 3.4 4.8 7.0 6.7 -
Transfers 2/ B.4 4.7 8.3 8.5 8.8 7.3 8.8 -
8. Current Savings =6.8 =3.8 -3.4 =7.9 =1.3 -1.8 4.5 8.1
4. Capital Expenditure 9.7 11.9 18.7 8.7 4.5 4.9 8.4 .7
6. Public Sector Deficit 18.5 15.6 14.1 15.8 6.3 5.5 1.4 ~-1.5
oxe ng inter
payments) 3/ 8.8 7.8 5.8 6.5 -3.4. -4.4 -9.0 -
8. Financin 16.6 .18.7 14.1 16.8 6.3 5.6 1.4 -1.5
= Internal 1z28 6.4 7.3 9.2 -8.8 8.2 2.5 -4,
~ External 4.8 9.3 6.8 8.8 11.3 6.3 -1.1 3.0
7. Contral Bank Losses 8.8 X 8.7 1.9 5.8 71 5.7 5.4
8. Total Deficit
G & 13.8 16.9 16.7 19.6 15.1 13.8 5.8 -
9. Inflation Tex (M1)° 4.1 « 0.7 1.8 2.3 4.8 3.8 1.4 -
16. Total Public Debt - = = = - = = =
B. MONEY GROWTH, INFLATION AND INTEREST RATES (%)
1. lonoé Srowth (Dec/Dec)
ry Base . 41.9 -4.2 -11.4 71.68 T 92.8 34.9 18.7 -
Money (M1) . 13.9 8.1 13.1 21.68 23.7 16.2 49.8 =
Domestic Creadit (net -4.0 43.6 14.1 31.1 8.6 -28.3 ~19.3 -
of quasi money)
2. Prices (Dec/Dec
28.68 4.8 7.8 16.7 31.2 23.9 10.4 5.8
Exchange Rate 8.8 6.8 9.9 84.8 60.4 11.2 9.9 8.4
3. Nominal Interest Rato. = = = = = = = =
ng rate :
Real Interest Rate - - - - - - - -

- . -

Central Government data on a fiacal year basis. s -
Also includes other current expenditures.

Also includes grants and pass-throughs. : , i
Also includes the deficits of the rest of the General Government, -Publ ic Enterprises,
-~ and the discrepancy. LTI T
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National Accounts
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Part I:

1989

MEXICO:

Table J:

A. OUTPUT, ABSORPTION AND INCOME (Pesos billion, at 1978 Prices)

(per capita, Pesos thousand)

Sectoral COP

- Mining (incl. oil)
- Manufacturing
- Construction

- Agriculture
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Part 1I: External Accounts

1
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1983 1984 1985 1986 1987

|S
4
[

A. INTERNATIONAL TRADE (1988=100)

Exports: Volume 108.0 103.4 138.4 167.1 172.3 160.3 1654.9 169.4
- %PE [ 198.9 131.3 180.0 1856.0 186.8 173.9 155.0 153.5
- Qi1 Products 100.8 139.2 9.8 181.9 241.0 291.6 260.0 -
= Cotton 100.0 106.4 74.1 42.4 73.2 38.3 88.9 -
= Coffee 108.9 93.8 120.2 136.4 141.9 168.8 284.0 -
- Manufactures 108.9 97.3 96.8 158.9 192.2 186.4 223.7 277.2

Exports: Prices 100.0 107.3 100.5 4.0 93.8 99.6 88.8 99.1

Imports: Volume 108.9 129.3 79.3 47.8 3.8 77.8 59.4 80.8

Import: Prices 100.9 99.4 96.8 95.7 94.2 92.7 102.1 197.2

Terms of Trade 100.9 108.9 104.8 98.2 .8 97.8 87.4 84.1

Real Exchange Rate 108.9 109.3 81.8 71.7 83.8 86.3 60.4 57.8

B. BALANCE OF PAYMENTS (USS billion)
Regsource Balance -2,2 5.3 8.3 14.5 - 14.1 9.2 5.8 19.3
ports - 723.8 29.1 28.2 27.2 30.2 27.6 22.9 28.3

I’pom GNFS 25.7 34.4 19.9 12.7 18.1 18.4 16.2 18.0

Interest Payments 6.1 9.8 1.2 16.8 1.3 10.3 8.1 7.9

Current Account . -8.2 -18.9 =8.2 5.4 4.2 1.2 =8.7 4.4

nvestaent . —1.2 1.7 8.5 2.4 8.5 0.9 2.8

Change in Forelgn Debt 6.8 12.0 8.5 21.8 8.1 1.1 2.3 8.2

Used Net Reserves -1.8 =1.1 3.6 -8.8 -3.0 3.4 1.1 -8.8
Other Financing 9.4 9.6 -5.4 =22.2 =7.7 -8.2 =3.7 -8.8

C. mmmmzss
Total Debt bil. §7.8 78.3 86.1 93.0 V 98.4 .1 101.7 199.1
on o h— - _ - I—
1986 prices) ! §7.5 71.7 77.3 82.5 83.68 84.8 91.2 96.3

Real debt growth (X) 17.6 24.8 7.8 6.8 1.3 1.2 7.9 4.8
Real cost of debt (X) - 18.7 19.1 18.5 13.5 13.0 16.3 -8.2
Debt/GOP (current

exchange rate) 36.8 32.7 81.6 62.4 54.9 §2.6 78.4 80.8

Debt/GOP (1988 PPP
"~ exchange rate) 3.8 38.58 80.9- 40.5 39.0 37.0 39.2 40.68
Interest Payments // _

As ¥ GDP (current

exchange rate) 3.3 4.1 - 8.7 6.7 8.4 8.8 8.2 5.8

As X COP (1986 PPP )

exchsnge rate) ‘8.3 4.4 4.8 4.4 4.8 3.9 3.1 - 2.9

As X Exports GNFS 26.9 33.7 42.7 36.8 37.4 . 87.3 38.8 27.9
Resource Balance t EO TR
! B l'lt. .ym“ -“.1 -54-1 “.3 14‘0' 12‘.8 ”.3 71-‘ N 1“-‘
As ¥ Total Debt -3.8 -3.8 7.3 15.6 14.8 9.8 5.7




Part I1I: Other Macroeconomic Yariables

1980 1981 1962 1983 1984 1986 1986 1987

A. PUBLIC SECTOR FINANCES (as % of GDP at current prices)

1. Current Revenue 22.4 20.4 23.8 27.2 25.5 24.9 23.6 =
2. Current Expenditure 20.2 21.4 29.8 27.6 28.5 28.6 33.8 =
Publie Eonaunpt!on 6.8 7.4 8.9 . 7.4 7.3 7.9 -
Interest Paymonts 3.8 5.2 8.7 12.0 12.5 12.6 16.7 -
- Internal i.6 3.0 4.2 7.8 7.7 8.4 12.8 -
= External 2.1 2.2 4.5 4.9 4.8 4.1 4.8 -
Transfers 9.8 8.8 13.1 9.6 8.7 8.8 9.2 -
8. Curreat Ssvings 2.2 =1.8 -8.0 ~8.3 =2.1 =3.7 =10.3 =
4. Capital Expenditure  10.1 13.7 11.7 8.5 8.9 8.8 6.1 -
6. Public Sector Deficit 7.9 4.7 17.7 8.8 9.8 16.§ 16.4 16.6
oxc ag (n I S— =
payments) 4.3 9.5 9.8 3.2 -3.8 =2.8 -8.3 -
8. F'ﬂ.ﬂc' - - - - - - - -
n:u—'.-::‘.'u s z < < = = z z
= External - - - - - - - - .
7. Central Bank Losses = - = ; = = hud
. 8. Total Deficit (=6« = = = = = = ped =
9. Inflstion Tex (M) 2.9 2.7 8.7 58 3.8 3.9 8.2 1.8
i6. Total Public Debt = = = - = = = -
8. MONEY GROWTH, INFLATION AND INTEREST RATES (X)
1. Money Growth (Dec .
ry Base 40.7 . 44.7 9.9 §6.9 B1.3  T17.8 T 48.0 . 113.90
Money (M1) 32.1 33.1 62.4 40.3 60.8 49.5 67.4 138.7
Domestic Credit (net 38.4 368.8 17n1.4 4.7 28.4 - 111.8. 118.6 96.7
of quas! meney)
2. Prices (Dec/Dec
. : 29.8 28.7 98.8 0.8 59.2 ~ 68.7  195.7 143.8
" Exchange Rate 2.9 . 12.8 267.8 49.2 33.8 93.0 148.8 139.3
3. Nominal Interest Rate - 42.4 73.1 75.9 82.9 100;8 141.4 - =
on commercial paper .

Real Interest Rate - 18.7 -12.9 -2.7 1.8 2.3 18.2 -




Table K:

PERU: MAIN INDICATORS OF THE ADJUSTMENT PROCESS

Part I: National Accounts
1980 1981 1982 1983 1984 19886 19868 1987
Ropulation (millions) . 17.3 17.8 18.2 18.7 - 19.2 19.7 20.2 20.7
A. OUTPUT, ABSORPTION AND INCOME (Intis sillion, at 1979 Prices)

1. ©oP 3646.8 3807.7 3817.3 3346.3 3505.9 3594.8 3906.3 4173.3
Torowth rate, %) 4. 4 ~ 0.3 -12.3 ~ 4.8 ~ 2.6 ~ 856 =~ 7.0
(per capits, Intis) 210.8 214.6 209.4 178.9 182.6 182.5 193.9 201.2
Sectoral COP : ‘
= Agriculture 362.6 396.4 404.2 365.2 402.5 412.3 425.1 443.3
- Fishing 18.9 26.68 24.2 17.8 24.9 28.4 365.4 36.9
- Mining 468.7 464.3 459.9 414.7 434.58 455.5 437.1 419.68
- Manufacturing 866.8 872.8 863.9 718.90 757.4 809.2 929.4 1013.9
- Con.truct;on 202.3 225.3 229.6 181.7 183.2 154.5 204.5 235.2

2. Domestic Absorption 3635.0 3960.0 3939.6 3257.8 3211.6 3151.5 3525.3 3911.4

rivate Consumption 2238.4 23b6.8 2376.4 2187.1 9 2244.7 2b645.4 2677.8
(per capits, Intis) 129.3 132.7 138.4 115.8 115.1 113.9 12B6.9 129.4 '
Public Consumption 367.8 2382.86 418.2 374.2 357.1 359.2 _ 380.4 405.68
Gross Fixed Investment 8682.9 1024.1 1003.4 712.1 668.2 606.4 732.9 828.0
‘ Change in Stocks 148.9 218.2 149.68 4.2 -22.7 -58.8 -33.5 8.0

8. Current Account L . .
esource balance 11.6 -152.3 -122.3 -88.7 294.3 443.1 275.0 271.9
- Exports GNFS 879.3 863.56 905.7 812.1 886.1 930.2 854.8 862.6
= Imports GNFS 887.7 1006.8 1028.8 723.4 ©591.8 487.1 §679.8 591.6
Net Factor Income -1483.7 -160.9 -150.6 -181.8 -189.3 -197.6 -115.8 -122.4

4. . Income (GNP 3602.9 3656.8 3887.3 3164.68 3318.8 3397.1 3784.8 40568.9
per capita, Intis) N .8 - 201.2 . . . . 198.

8. CONSUMPTION, SAVINGS AND INVESTMENT (as X of GDP at current prices)

1. Consumption 1/ - 77.1 88.8 78.8 77.9 73.3 71.8 76.2 -

rivate ) 858.3 8.8 85.4 85.3 82.2 81.68 6.9 -

Public ’ 11.8 12.2 13.2 12.8 11.1 9.9 16.2 -

2. Domestic Savings (DS 22.9 19.2 21.4 22.1 26.7 28.5 23.8 =

tional Savings 19.8. 16.1 17.4 18.4 21.9 22.5 28.5 -

(NS as % of GNP) 19.7 16.8 18.1 17.4 22.2 23.7 21.2 -

- Private 16.9 14.56 17.5 19.1 20.0 18.6 20.3 -

= Public 3.9 8.6 -8.1 -2.7 1.9 3.9 8.2 -

~- 3, Fixed Investment 23.5 26.8 27.7 23.2 23.8 24.8 24.1 -

. — . Privete 16.2 17.0 17.4 12.9 13.5 18. 18.9 -

Publie 7.3 9.8 16.3 16.3 9.5 7.3 8.1 -
DS Surplus 46 -69 -63 -1.1 . 37 45 83 . - .

ﬁﬂurp us 4.8 -19.9 -1@. 6.8 2.8 -1.4 =3.3 -

= Private 4 -8,.2 2.8 8.1 5.2 5.5 2.0 2.3 -

= Pubfie -4.3 -8.4 -~18.4 3.0 . -8.5 -3.4 -5.9 -

-0
[

N

) l 1/ Plus chanqo In stocks.




Part 1I:

External Accounts

1988 1981 1982 1983 1984 19856 1988 1987
A. INTERNATIONAL TRADE (1980=100)

1. Exports: Volume 188.0- 92.9 108.6 89.2 108.3 96.2 95.5 86.9

2. Exggrti: Prices 106.9 89.3 79.3 86.3 80.1 78.7 87.1.. 76.5

3. Imports: Volume 1%0.8 128.4 127.9 95.2 83.7 78.3 108.8  118.8

4. Isport: Prices 9.8  96.6 941  $2.86  93.9  87.6 868  88.8

5. Terms of Trade 100.9 93.4 84.3 93.3 85.3 9.9 78.2 88.2

6. Real Exchsnge Rste 160.8 118.6 122.8 114.4 114.3 94.9 108.9 130.2

8. BALANCE OF PAYMENTS (USS million)

1. Resource Baliance 561 =878 =737 49 786 1,002 =320 =621
Xports 4,830 4,019 4,077 3,727 3,817 "‘7_3, 92 3,306 3,670
Imports GNFS 3,909 4,889 4,814 3,687 8,031 2,798 3,828 ¢ 4,091

2. Interest Ps 1,008 1,108 1,108 1,246 1,322 1,144 924 778

3. Current Account =101 =1,728 =1,8089 =871 =221 126 =1,058 =1,132

. Dlrect Investment 27 128 48 47 . =203 -123 17 141
Change in Foreign Debt 399 =  -12 1,268 1,628 921 739 578 414
Use Net Reserves . =722 ) 124 40 =247 =280 459 612
Other Financing 487 1,111 482 -850 -258 -481 1 =38

) C. CREDITWORTHINESS

1. Total Debt $ bil. 10.9 19.3 12.3 12.4 3.3 13.8 14.5 16.1
Debt (US3 Fﬂi!on '

1988 prices) ’ 1.9 9.4 11.9 11.8 11.6 12.8 13.8 13.2
Real debt growth (X) -4.7 ~5.6 -~ 17.1 8.0 4.7 - 3.8 8.8 1.3
Real cost of debt (%) - 19.8 17.1 8.6 8.5 9.2 12.1 -§.1
Debt/GOP (current .

exchange rate) 48.4 48.7 47.8 62.3 83.8 76.4 4.6 34.9
Debt/GDP (1988 PPP -

exchange rate). 48.4 43.68 48.7 54.2 53.4 51.9 49.2 468.6

2. Interest Payments
Ae X GDP (current

exchange rate) 4.8 4.4 4.3 . 6. 8.4 3.5 1.8
As X GDP (1988 PPP

exchange rate) 4.8 4.7 4.4 5.4 6.3 4.3 3.1 2.4
As % Exports GNFS 21.8 27.4 27.8 33.4 34.68 39.2 28.0 21.7

3. Resource Balance .

nt. Payments 6s.1 -79.1 -87.8 3.2 69.5 87.68 -34.6 -87.1
As % Total Dobtf 8.6 -8.8 ~-8.0 9.3 5.9 7.3 -2.2 -3.6




Part IX1: Other Macroeconomic Variables

g
g
N

1983 ‘1984 1985 1988 1987

A. PUBLIC SECTOR FINANCES (as X of GOP at current prices)

Current Revenue 54.3 48.2 49.§ 68.2 47.9 53.6 42.1 =
Current Expenditure 51.3 47.6 49.6 56.9 46.9 49.7 - 41.9 =
Bubllc Ens.ml' on %3 4.3 3.8 4 . 1. 7.0 -
Interest Payments 5.7 5.9 5.5 7.8 8.9 8.8 4.1 -
~ Internal - - - - - - - -
= External - - - - - - - -
Transfers 9.2 7.4 1.5 8.5 19.4 11.7 18.8 -
Curcent Savings 3.8 2.8 9.1 =2.7 1.9 3.9 8.2 =
Capital Expenditures 8.4 9.8 19.8 10.4 9.4 1.5 8.8 =
Public Sector Deficit 4.7 8.4 9.3 12.1 7.8 3.8 8.8 =
exciuding interest
payments) -1.9 2.8 3.8 5.1 8.7 -3.8 1.9 -
Financin 4.7 8.4 9.3 12.1 1.8 3.8 6.0 -
= Internal 2.7 8.3 2.8 5.2 2.0 -2.0 3.8 -
- External 2.8 2.1 7.3 8.9 5.8 5.0 3.0 -
Centra| Bank Losses = . = = = . - = = =
Inflation Tax (M1) 5.8 s.8 5.8 8.8 8.7 11.8 5.8 =
Total Public Debt = = - - - - = -
B. MONEY GROWTH, INFLATION AND INTEREST RATES %)

Money Growth (Dec/Dec) )

netary Base 2.6 63.2 66.5 108.8 139.9 208.3 58.9 -
ioney (M1) §7.7 46.8 4.7 98.2 116.8 266.8 85.7 -
Domestic Credit (net 27.5 93.9 19.6 278.1 39.2 75.8 199.8 -
of quasl money)
Prices (Dec/Dec)

§9.7 72.7 72.9 126.1 111.6 168.3 82.9 124.8

Exchange Rete 8.8 48.2 95.3 129.4 1560.8 144.8 8.9 1368.8

Nomina! Interest Rate =

ag ra
Real Interest Rate - - - - - 3 - - -




Jeble L: URUGUAY: MAIN INDICATORS OF THE ADJUSTMENT PROCESS
Part I: National Accounts

1988 1981 1982 1983 1984 1986 19868 1987
Population (milllons) 2.9 2.93 2.98 2.97 2.99 3.01 2.98 2.99

A. OUTPUT, ABSORPTION AND INCOME (New Pesos miilion, at 1978 Prices)

1. ooP 34,808 38,469 32,138 30,267 29,816 29,811 31,689 33,369
(growth rate, %) 8.0 1.9 W4 .T®s% "G5 98 &3 5.3
(per capita, New Pesos ’000) 11,962 12,186 16,804 10,188 9,972 9,904 10,634 11,180
Sectoral GDP
- Agriculture ) 3,278 3,439 3,200 3,245 3,026 3,163 3,271 -
= Fishery 133 157 132’ 157 146 152 149 -
- Manufacture 6,980 6,862 5,536 5,148 5,292 5,207 5,837 -
- Housing 1,838 1,848 1,869 1,884 1,882 1,897 1,912 -
- Others 17,382 18,087 16,692 15,308 14,764 14,8468 - -
Indirect Taxes 5,208 8,296 4,819 4,637 4,471 4,478 4,762 ° -

2. Domestic Absorption 36,937 37,304 33,524 29,308 27,966 27,798 29,508 -
H——T—L!_r vate Consumption R‘_.zaz" T‘?Ze,a —"?é'iu, _‘%"'21, 26 20,497 20,920 E"'_z,xu -
(per capita, New Pesos '008) 9,014 9,165 8,223 7,382 6,855 6,950 7,439 -
Public Consumption 4,244 4,582 . 4,452 4,322 4,347 4,479 4,820 -
Private Fixed Investment 4,312 4,287 2,680 2,206 1,699 1,469 1,526 -
Public Fixed Investment 1,943 1,788 2,486 1,268 1,318 838 967 -
Change in Stocks : 206 179 -360 -419 102 104 82 -

3. Current Account

esource Balance -2,129 -1,835 -1,388 967 1,881 2,013 2,183 -
- Exports GNFS T 8,108 6,483 6,801 6,897 6,744 6,892 8,164 -
« Imports GNFS 8,236 8,318 7,187 6,748 4, 4,879 5,981 -
" Net. Fector Income -389 -288 -778 -1,231 -1, 1,453 -

883
568 -1,5689 -
228

4. Income (GNP 34,419 36,181 31,3683 22 28, 28,222 39,236
capits, New Pesos ’008) 11,378 12,067 10,632 9,773 9,441 9,376 10,148

8. CONSUMPTION, SAVINGS AND INVESTMENT (As X of GDOP at current prices)

1. Consumption 1/ , 88.9 88.3 88.1 87.3 - 88.8 89.0 87.2 =
rivate - 78.4 74.1 72.8 o 4. . 73.5 -
Public . : 12.8 14.2 18.6 13.9 12.8 13.3 13.7 -
2. Domestic Savin S 11.1 11.7 11.9 12.7 13.4 11.8 12.8 =
ons v "’. u-i 11. a-i ,ls acg 4. 8.4 -
(NS as % of GNP) 10.3 11.2 18.9 7.7 7.9 4.5 8.8 -
- Private 4.4 7.3 14.4 8.2 7.2 3.9 8.7 -
- Public 8.8 3.8 -4.8 -4.9 -$.7 8.2 2.7 -
8. Fixed Investment _: 16.7 . 15.7 16.1 11.0 9.3 2.4 2.3 =
rivate - 1.4 18.7 7.9 6.9 B.2 4.8 4.4 -
Public - 5.3 6.8 7.2 4.1 4.1 2.7 2.9 -
4. DS Surplus (4m2-3 ‘-8.8 -3.9 =3.1 1.7 4.1 3.8 5.4 =
Wzr_‘-rp us _J’, - 6.6 4.8 =5.3 -3.7 -2.8 <3.2 1.9 =

- Privete - -7.8 -3.4 6.5 1.3 2.8 -8.7 1.2 - -
= Pubiic 8.5 -1.2 -11.8 -5.0 -4.8 -2.5 -8.2 -

1/ Plus change in stocks.




“ Part II: EXTERNAL ACCOUNTS

1989 1981 1982 1983 1984 1985 1988 1987
A. INTERNATIONAL TRADE (1989=198)

1. Exports: Volume 100.9 118.5 129.7 128.7 102.4 101.8 127.7 127.5
- %l 120.9 116.4 126.9 96.0 93.0 95.9 119.9 -
= Meat 1006.0 161.2 144 .9 197.0 118.9 108.0 148.9 -
= Fish 180.9 122.7 116.9 128.0 130.9 130.90 143.9 -
= Hides 106.9 154.3 221.0 2568.9 284.9 184.0 199.8 -
= Manufactures 100.9 - / 74.8 78.9 82.9 76.8 85.9 -

2. Exports: Prices 100.9 98.8 91.6 84.9 85.3 79.2 80.4 86.5

8. Imports: Volume 106.9 .8 94.3 91.9 88.8 91.1 79.3 89.6

4. Imports: Pri_cu 100.9 .8 94.3 91.9 88.8 91.1 79.3 89.8

5. Terms of Trade 100.0 101.2 97.0 92.4 98.1 87.8 ° 101.5 96.5

6. Real Exchange Rate 108.9 198.9 117.5 72.2 89.2 88.9 . 66.9 84.3

B. BALANCE OF PAYMENTS (USS eillion)
1. Resource Balance -0 =414 =282 108 222 . 22 320 158
ports 1,526 1,867 1,304 1,300 1,289 1,263 1,500 1,601
) Imports GNFS 7 2,126 2,081 1,688 1,194 1,087 1,033 1,180 1,345

2. Interest Paynents = 168 226 344 368 - 49 a2z I -

3. Current Account =892 -478 =449 -188 =142 =108 84 =189
Direct Investment 298 49 =14 6 3 -8 =5 -
Change in Foreign Debt 221 337 232 763 ] 73 56 -
Use Net Reserves =114 -20 586 =82 51 &8 -272 -
Other Financing 296 113 -383 -498 83 -11 128 -

€. CREDITWORTHINESS

1. Total Debt ‘¥SS bil.y 1.7 2.2 2.6 3.3 3.3 3.9 3.8 -

] on
. 1986 prices) . 1.7 2.9 2.4 2.9 2.8 3.4 3.4 -
- Real debt growth (X) 9.9 26.9 19.3 22.8 -2.4 19.5 -8.7 -
Real cost of debt (X) - 14.9 18.1 17.7 12.5 13.9 16.7 -
Debt/GDP (current
exchange rate) 16.4 19.2 28.8 1.8 62.7 76.2 62.8 -
Debt/GDP (1988 PPP
- exchsnge rate) 16.4 19.2 24.2 30.8 39.1 34.6 38.6 -
2. Interest Pa s
As X GOP (current
— exchange rate) 1.7 1.9 3.7 6.6 - 8.8 8.4 6.9 - -
- As % GOP (1988 PPP - -
exchange rate) 1.7 1.9 3.2 3.3 4.1 3.8 3.9 - -
As ¥ Exports GNFS 11.0 13.2 26.4 26.9 34.8 34.2 24.7 S -
3. Resource Balance -
whs X Int. Payments -357.1 -188.6 -81.9 30.2 49.6  81.3 86.3 -
As % Total Debt -36.2 -19.6 -IQ.O 3.2 6.8 T B8 8.5 =




Part I1I: Other Macrosconomic Variables

e ————
— : ‘

1988 1981 1982 1988 1984 1966 1986 1987

A. PUBLIC SECTOR FINANCES (as X of GDP at current prices)
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Money Growth (Dec/Dec

netary Base 45.1 31.8 1.8 48.4 85.9 181.7 74.4 8l1.2
Money (M1) ) 47.4 8.4 39.2 9.8 48.4 167.8 83.0 22.2
Domestic Credit (net 43.5 -15.2 748.8 41.5 §6.9 41.9 17.9 -
of quasi money) -
Prices (Dec/Dec) -

. 42.8 29.4 28.8 61.8 és.1 83.0 78.4 67.4
Exchangs Rate 18.4 16.7 191.1 28.1 71.7 88.4 44.8 54.7
Nominal Interest _Rate 68.1 69.8 81.5 4.4 83.2 $5.0 4.7 =
ng ra . - y
Real Interest Rate 32.9 38.5 51.2 3.8 34.68 38.3 45.8 -




Jable M: VENEZUELA: MAIN INDICATORS OF THE ADJUSTMENT PROCESS

Part I: National Accounts

1980 1981 1982 1983 1984 1985 1988 1987

Populstion (willions) 15.8 15.8 15.9 . 18.4 16.9 17.3 ,17.8 18.3

A. OUTPUT, ABSCRPTION AND INCOME (Bolivares miilion, at 1968 Prices)

i. GDP 78.‘ 867 76,628 76,144 71,8687 79,894 71,089 74,756 78,027
(orowth rate, %) =28 “ -3 3 T3 14 T3 Tw2 19
(per capita, Bollivares) 5,060 4,888 4,777 4,388 4,207 4,104 4,202 4,155
Sectoral GOP
= Agriculture 4,765 4,878 4,843 4,883 4,901 5,188 5,489 5,718
= Crude Petroleum 5,488 5,320 4,818 4,588 4,593 4,306 4,587 4,370
«~ Manufacturing 12,277 12,028 12,8542 12,348 12,979 13,189 13,931 14,450
- Construction 4,609 4,611 4,131 3,683 2,360 2,263 2,808 2,880
~ Services 46,940 48,293 47,998 48,178 46,639 46,845 48,5677 60,030

2. Doméic Absorption 97,404 97,686 199,088 81,0643 83,922 85,400 88,717 -
P-I'_t_—&!"r vate Consumption s""—ais,z FE‘J (7 _'_733.93 57,674 674  §7.300 ,800 3"—9,443 ‘_"%E‘ea, 3 <
(per capita, Bolivares) 4,210 4,068 4,011 3,619 3,430 3,432 3,404 -
Public Consumption 12,269 12,934 12,810 12,459 12,573 12,314 12,299 -
Private Fixed Investment 11,462 9,198 7,023 4,140 6,111 5,944 5,386 -
Public Fixed Investment 10,828 13,763 16,879 12,148 7,998 8,222 . 9,781 -
Change in Stocks =376 -1,072 1,237 4,779 340 -528 709 -

3. Current Account
esource ance -21,647 -21,967 -23,942. -9,778 -13,028 -14,311 -13,968 -
- Exports GNFS 4,878 4,750 4,803 4,814 4,849 4,521 5,000 -
= Imports GNFS 26,423 26,707 28,746 14,598 17,877 18,832 18,9680 -
Net Factor Income 396 733 -2,168 -3,071 -2,088  -3,208 -691 -

4. Income (GNP 76,252 768,381 73,978 88,798 68,894 87,881 74,185 -
(por ca_'p‘ Tu'], Bolivares) 8,877 4,983 4,841 4,197 4080 3916 4163 z

B. CONSUMPTION, SAVINGS AND INVESTMENT (as % of GDP at current prices) -
1. Consumption 1/ : 68.5 9.7 79.8 72.6 76.90 78.68 80.9 -
[ v‘“ m m m m . . . -
Public 16.1 16.3 17.9 14.1 . 12.9 13.8 14.4 -

2. Domestic Sevings (DS)- 33.5 368.3 21.9 27.4 26.9 21.4 20.9 -
National Savings il'ﬂ’gg 3.9 3.1 33 2 27 2.1 184 19.2 -
(NS as X of GNP) 33.8 30.8 19.2 24.4 22.8 17.3 19.4 -

. - Privete - 14.3 14.8 9.1 8.2 §.1 -2.8 2.4 -
= Public e 19.6 17.1 9.8 16.2 - 17.9 19.3 18.8 -

8. Fixed Envntnnf. 28.2 24.5 24.1 19.1 14.3 16.4 . 19.2 =

riva . 138 9.8 7.7 b vy 4 &8 6.5 6.8 =
Publiec - 12.3 14.7 16.4 14.!:%,’, A 2% 4 9.0 . 2.4 -

4. DS Surplus (4w2-3) - 8.2 5.8 <3.1 8.4 18.7 8.9 . 8.8 -

. urplus - 8.7 8.8 8.3 4.4 7.8 1.2 8.3 -
-‘= Private- - 1.3 4.2 1.8 3.8 -1.6 -9.3 -4.4 -
(I="Publie - - 7.4 2.4 -8.8 8.7 2.3 10.3 4.4 -

1/ Plus change in stocks.




Part IXI: EXTERNAL ACCOUNTS

1980 1981 1982 1988 1984 19856 1968 1987
A. INTERNATIONAL TRADE (1980=100)
1. Exports: Volume 20.8 97.8 95.7 95.4 97.8 6.8 96.5 8s.8
2., Ex s Prices 106.0 187.8 89.5 82.5 119.7 28.2 111.8 143.9
3. Imports: Yolume 100.0 $9.8 184.1 53.9 88.8 76.0 78.7 80.4
4. Imr_‘ﬁ: Prices 100.90 111.9 126.1 127.3 149.9 172.9 204.0 212.1
5. TYerms of Trade 100.6 96.2 74.5 84.8 79.9 74.1 54.7 87.8
8. Resl Exd\lﬂgg Rate 108.0 111.9 121.1 119.3 93.8 89.9 75.1 55.8
8. BALANCE OF PAYMENTS (USS billion)
1. Resourcs Balance 4.9 3.8 -2.8 8.7 6.9 6.4 -%.4 1.0
ports 20.8 28.9 17.6 158 188 15.9 9.5 19.6
Imports GNFS 18.1 17.1 19.6 9.1 9.9 9.6 9.9 9.6
2. Istersst Payments 1.8 2.7 8.7 3:4 2.4 3.9 3.1 2.8
8. Current Account 4.7 4.9 =4.2 4.8 5.4 3.1 -2.9 =3.3
m'a—nv«we 8.1 .2 9.3 9.1 .6 - ©.1 8.0 8.1
Change in Foreign Debt 1.5 1.2 2.2 6.5 4.1 =-1.1 6.7 -8.8
Use Net Reservee -3.0 -2.8 -$.5 -$.3 -1.9 -1.8 3.8 1.1
- Qther Financing -8.3 -2.8 2.3 -9.8 7.7 ~5.4 -8.5 3.1
C. CREDITWORTHINESS
- 1. TJotal Debt $- bil., .4 32.9 81.9 7.3 38.2 34.7 33.9 31.8
on : - - :
1908 prices) = 29.4 20.3 28.7 38.1 1.4 30.2 30.4 27.8
R..' m ’M (’) ‘o’ -..2 -20‘ 1‘-2 -5c1 -307 '-° -3.6
Resl cost of . - o
debt (%) - -4.2 11.3 8.5 «16.2 -2.1 4.1 -4.7
Debt/GOP (current
exchange rate) 49.7 48.2 47.1 §8.1 78.1 76.6 7.8 -
Debt/GDP (1988 PPP
exchasnge rate) 49.7 49.8 48.0 54.8 52.9 48.1 43.5 39.1
2. Interest Ps ts
ﬁ X GOP zcurnnt - -
exchange rate) 2.7 4.0 8.4 5.1 6.8 6. -
As % CDP (19880 PPP .
sxchange rate) 2.7 4.1 6.3 5.9 4.8 5.4 4.0 3.4
As % Exports GNPS 8.1 12. 21. 21.8 28.8 26.1 32.6 28.4
8.. Resource Balance
j nt. Paymeats 382.9 146.2 ~58.2 197.1 206.86 - 137.8 -12.0 36.7
" As % Total Debt’ 16.6 12.8 -8.4 18.1 19.1 ~16.6 -1.1 T 3.1




Part IIX: Other Macrosconomic Variables

Real Interest Rate -

19890 1981 19 1983 1984 1986 1986 1987
A. PUBLIC SECTOR FINANCES (as % of GDP at current prices)
1. Current Revenus 40.2 89.9 34.2 32.8 39.2 38.3 32.8 =
2. Current Expenditure  21.8 23.2 24.2 22.5 23.8 23.4 22.8 -
ublic Consumption 14. i5.3 - 189 16.4 13.4 13, 13.8 -
Interest Payments 3.8 4.3 6.3 4.1 8.6 6.0 5.2 -
~ Internai - - - - - - - -
- Externsl - - - - - - - -
Transfers 2.9 3.6 2.8 3.0 8.9 3.9 3.8 -
3. (Current Ssvings 18.9 16.8 18.8 i8.1 16.4 14.9 9.4 =
4. Capital Expenditure 18.8 16.2 28.7 14.4 11.2 12.1 18.4 =
5. Public Sector Deflcit -5.6 8.3 16.4 8.8 =-4.8 -3.3 8.1 =
exe ng interes
payments) 4.4 -4.0 6.1 -8.8 -11.3 -9.9 8.9 -
8. Financin = = = od = = o o
~ lnternal - - - - - - - -
= External - - - - - - - -
7. Central Bank Losses = - = = = = - -
8. Total jeit (=B+ = = - - = =
9. Inflation Tex (1) 3.8 2.8 1.4 1.6 4.1 1.4 2.9 =
18. Total Public Debt . - - . = = = = -
B. MONEY GROWTH, INFLATION AND INTEREST RATES )
1. Money Growth (Dec/Dec)
netary Base 6.8 17.1 17.5 28.2 25.8 2.7 -18.2 18.4
Money (M1) 1s.8 9.8 8.8 20.7 23.8 8.1 5.1 23.1
Domestic Credit (net 68.9 18.2 26.8 -16.5 21.4 ~55.1 34.8 -8.1
of quasi money)
2. Prices (Dec/Dec)
19.8 11.0 7.8 7.8 18.3 8.7 12.3 38.1
Exchange Rats 8.8 8.0 8.8 8.2 T74.4 . 8.0 93.3 0.0
- 8. Nominal Interest Rate - = = = = = = =
ng rate
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Abstract

This paper discusses several aspects of Latin America's adjustment
process following the debt crisis. Some of the issues addressed include the
role of the international financial system, the role of the IMF and the
World Bank, and the costs of the adjustment. The discussion also deals
with individual countries' experiences, with special emphasis on the
heterodox anti-inflationary programs.




THE DEBT CRISIS AND ECONOMIC ADJUSTMENT IN LATIN AMERICA
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I. Introduction

As we enter the final years of the 1980s we find the Latin American
countries struggling to get back on their feet. After what seemed to be an
auspicious beginning, the decade has become an economic nightmare for the
region; in the last few years it has suffered the worst recession since the
1930s. What in August 1982 -- when Mexico disclosed its financial difficul-
ties -- seemed to be an isolated case of temporary illiquidity soon spread

out to most of the developing world, placing the stability of the
international financial system in serious jeopardy. The adjustment process
followed between 1982 and 1987, which can best be described as emergency
stabilization, has been extremely costly; real income per capita experienced
steep declines in most countries.l

A direct effect of the crisis has been the mushrooming of books,
pamphlets and manifests dealing with different aspects of the problem. Some
of this literature is of a remarkably high quality, some will be quickly
forgotten and a non-trivial proportion is plainly awful. 1In this article 1
review a small number of volumes that in one way or another deal with the
crisis. Many of them are collections of articles, making the reviewer’s
task rather difficult. The different components of these books not only
differ in quality, but many times they also lack unity. For this reason I
will deal with these collections in a rather selective way; I will dwell on
some of the essays and will almost ignore others. I will try, however, to

provide an assessment of each volume as a whole.



The article is organized as follows: in Section II I deal with the .
role of the international monetary system in the unleashing of the crisis.
Section II1 focuses on the specific role of the International Monetary Fund
(IMF) and its policies. 1In Section IV I review individual country
experiences, placing particular emphasis on the recent attempts to implement
unorthodox stabilization programs (i.e., the Austral and Cruzado plans and
the APRA experience in Peru).

II. The International Monetary System tin America’s Development
Strategies_and the Debt Crisis

The book by Griffith-Jones and Sunkel (Debt and Development Crises in

" Latin Amerjca: The End of an Illusion) constitutes an ambitious attempt to

insert the debt crisis within the evolution of the international monetary
system. In a nutshell the authors’' position can be summarized as follows: .
the debt crisis is a representation of a broad and deep crisis of the inter-
national monetary system and of the development strategies followed by the
developing world in the last decades. Consequently, they argue, a solution
to the debt crisis presupposes reforming the international monetary system
and drastically changing the focus of the developing strategies. With
respect to the international monetary system the authors point out three
areas of failure: first, it has been unable to provide to the LDCs the
amounts of funds "required" to achieve their development targets. Second,
capital flows to the developing countries have been procyclical, making it
difficult for these countries to use foreign funds to face world recessions.
And third, contrary to the 1950s, 1960s and 1970s, in the 1980s we have not
witnessed the emergence of a new financial sector that would have led the

world out of the crisis. The book contains abundant statistical

information, and the authors provide a fairly detailed plan for reforming



the international system.

Griffith-Jones and Sunkel have written a nostalgic book whose tone
evokes the earliest structuralists thoughts of the 1950s and 1960s. None of
the criticisms of structuralism of the last two decades, nor the develop-
ments introduced by the neostructuralists in the last few years can be found
here. The book contains a number of claims that are either inaccurate or
unsupported by empirical evidence. For instance, on page 1l the authors
sustain that in response to the crisis the Latin American nations implement-
ed "restrictive policies ... to stabilize the balance of payments and keep
the economies open" [emphasis added]. However, it is well-known by careful
bbservers of the Latin American economic scene that the vast majority of
countries in the region imposed extremely restrictive trade, capital and
exchange controls (i.e., they closed their economies) as a response to the
crisis. Only very recently, and slowly, some countries are venturing into
trade liberalization reforms.2 Another example can be found on pages 61-62
where the authors claim that banks made large monopolistic rents in the
rescheduling process. Certainly, the brief paragraph in Chapter 8 (pages
113-114) does not provide a rigorous empirical verification of the hypo-
thesis. In fact, in a recent extensive empirical study that covers a large
number of banks and loans to the LDCs, Ozler (1988) found that although
banks made above normal profits for the reschedulings of the 1970s, they
made below normal profits during the reschedulings that followed the 1982
crisis.

Given the authors backgrounds and previous writings, it is puzzling
that this book makes so little reference to historical events. Latin
America’s economic history is replete with debt crises. Although very few

episodes exhibited the depth and seriousness of the current crisis, there



are many lessons that can be learned from the past. A fascinating ‘
literature on the subject has emerged in the last few years. Just to
mention two studies, Eichengreen (1988) discusses why in the 1930s the
debtor countries failed to form a united fr;nt to negotiate with their
creditors; at the end in the 1930s, as in the 1980s (at least up to now) the
case-by-case approach was adopted. Lindert and Morton (1988) have shown
that after the debt crisis of the 1930s the international financial
community failed to differentiate between "well" and "bad" behaved debtors.
Even those countries that kept current in their payments were subject to
"penalties"”, and did not have access to voluntary lending. Naturally, this
information is extremely valuable when evaluating the costs involved in not

paying all or part of the debt.

Tsoukalis and Posner have put together collections dealing with the

international monetary system. Although the aim of both of these volumes
goes beyond the developing countries and the debt crisis, they contain some
interesting articles on the poorer nations. The Tsoukalis volume (The

Political Economy of International Money) contains three articles that are

particularly relevant. In a highly informative paper Susan Strange analyzes

the evolution of the monetary system from the mid-1970s to the mid-1980s.

This paper provides a much needed survey on the evolution of the views of

different schools of thought. According to Strange monetary mismanagement

in the industrialized world is at the core of many of the current interna-

tional problems. She persuasively argues that the current wave of

protectionism in much of the industrialized world is one of the most serious
consequences of their lax monetary policies. In the same volume Bird and

Killick provide a summary of their research on the role of the International ‘

Monetary Fund in developing countries’ macroeconomic adjustment. (Section



111 of this review article deals specifically with the IMF.)

Finally, Lewellyn discusses the role of private banks. There is no

doubt that understanding the behavior of private banks is an essential

component of any serious evaluation of the role played by the international

monetary system in the unleashing of the debt crisis. Lewellyn provides

some helpful elements towards the fulfillment of this task. He starts by

pointing out that two major developments in the 1970s were the shift from
bond to bank financing, and from official to private sources of funds. He

argues that after some years of smooth functioning the system faced a

confidence problem in the early 1980s. There was mounting concern on the

poorer countries’ ability to service their debts. Lewellyn goes on to

question the adequacy of the case-by-case approach towards solving the

crisis that followed in 1983-84. He argues in favor of a long term solution

that would include some reforms of the international monetary system,
{ocluding taking provisions to avoid a similar crisis in the future.

Overall Tsoukalis has put together a useful volume. Among the chapters

wt reviewed above I particularly recommend Williamson’'s piece. By focusing

on the role and activities of international economists he masterfully

discusses important aspects of the sociology of the economic profession.

The Posner book (Problems of International Mone 1972-1985) is a

Mtural complement for the Tsoukalis volume. Many authors appear in both

tollections, and there is an unavoidable sense of dejé vu. What makes

Pesner’'s book interesting in its own right is that it brings together art-

%les by a number of senior IMF officials and some of the most perseverant

Bmd critics. The book is in fact a joint venture of the IMF and the

Omrseas Development Institute, a London research institution directed by

Bagy Killick a well-known Fund critic. Although not directly related to the




. 1LDC debt the paper by G.G. Johnson on Fund surveillance is particularly

interesting since it clearly explains the evolution of the Fund's role after

the abandonment of the Bretton Woods system. One gets a clear impression

that the abandonment of the fixed exchange rates system in 1973 provoked a

serious process of soul-searching at the Fund; all of a sudden it was not

clear what was the role of the institution. What is ironic, perhaps, is

that the debt crisis and the concomitant need for massive macroeconomic
adjustment in the LDC’s has given a new and important role to the Fund. In

another paper, Michael Dooley provides an interesting study of the role of

international reserves in the international monetary system. His analysis

of the currency composition of reserves holdings by a large number of LDCs

is particularly interesting, since it uses data not generally available to

academic researchers. Dooley, however, says very little about the nature of

the optimizing problem that gives rise to a demand for international liquid-

ity by the developing countries. What he says is, in fact, tautological:

*Countries tend to adjust their reserves holdings until the benefits derived

from such holdings are equal, at the margin, to the net cost of holding

them” (p. 108). One can only hope that any junior majoring in economics

wvould, under pressure (i.e., in an exam), be able to say that much!

Killick and Tsoukalis argue in their respective contributions that one
of the most serious flaws of the international monetary system is the lack
of symmetry in international adjustment; surplus countries should share the

burden of adjustment with deficit countries. By doing this, they argue, the

world economy as a whole would benefit. The authors, however, don’'t discuss

bov this symmetric adjustment can be enforced. If surplus countries have

ot yet willingly participated in a major program along these lines, what

could make them participate? How can free-rider problems be avoided? Nomne




of these questions is addressed in this book. In fact, ignoring the

international political economy dimensions of this problem constitutes the

major shortcoming of an otherwise interesting volume.

Perhaps one of the most important question regarding the debt problem
is why the unfavorable external terms of trade and interest rate shocks --
which had a recent historical precedent in the 1975 world recession -- have

resulted in the unleashing of such a major crisis that has brought regional

growth to a halt for a number of years? Why weren’t the Latin American

countries able to quickly recover as they had done after the even more

severe 1975 world recession? In a characteristically stimulating article in

the Thorp and Whitehead volume, Diaz-Alejandro argues that the shocks of the

1980s were greatly compounded by the "breakdown" of the international

financial system that occurred in 1982. Contrary to 1975, when the Latin

American nations "borrowed" themselves out of the recession, in 1982 the

financial community cut the flow of loans to Latin America, rather than

increasing it. Diaz-Alejandro goes as far as saying: "[W]hat could have

been a serious but manageable recession during the early 1980s in Latin
America has turned into a major developing crisis mainly because of the
breakdown of international financial markets and an abrupt change in condi-
tions and rules for international lending" (Thorp and Whitehead, 1986,

p. 12). This is, in fact, the view taken by the majority of the

contributors to the volumes reviewed in this section.
Although these authors are right when pointing out that the
international financial system exhiblited some serious deficiencies in the

period surrounding the crisis, it is not clear whether there was a complete

*breakdown”. Of course, the reason why Latin America could "borrow" itself

out of the recession in 1975 and could not do it in 1982 is that in the late




1970s and the first years of the 1980s Latin America borrowed so much that,
when the 1982 recession erupted, most of these countries had already used
their borrowing capacity. Perhaps the main inefficiency of the system was
that international banks failed tc exetvcise the prudence traditionally
associated with bankers. They massively lent to Latin America in the mid-
to late-1970s, disregarding issues as important as how the funds were being
used (i.e., to finance investment or to fuel capital flight), and whether
the countries were following "sound" policies. Indeed, in the process of
competing to recycle the abundant petrodollars the banks literally "pushed”
loans down the throats of the Latin American countries. The result was a
highly procyclical lending pattern. A second area of inefficiency was that
when the crisis actually erupted, the banks failed to distinguish between
the different Latin American nations; the banks exhibited a remarkable herd
instinct pulling out simultaneously from the region as a whole. Even
Colombia, a country without major problems is finding it increasingly
difficult to get their loans rolled over.

Now that the collapse of the international monetary system has been
aborted the most important outstanding issue refers to working out debt
relief packages (including debt forgiveness) that would alleviate the burden
of making huge transfers and would solve the debt overhang problem. Whether
banks will participate willingly in such a scheme is not clear. Sadly,
recent evidence suggests that shortsightedness is one of the banks more

prominent characteristics.

ITI. The Role of the International Monetary Fund

The International Monetary Fund (IMF) is a mysterious, and often feared

institution. Among the many myths that surround it, perhaps the best known




and least accurate is thar jrg graff members £lY around the world (First
Class, naturally) imposing unnecessarily harsh adjustment policies to the
poor countries. This, of course, is far from the truth. Strictly speaking
the Fund has no real power to impose any policy. The Fund is, however, a
combination of a financial examiner and an international lender of last
resort. Member countries that face financial difficulties approach the Fund
for short and medium term financial help. Before providing such assistance,
and this is the catch, the Fund requires from the country an agreement that
the "house will be put in order". This usually means undoing the policies
that in the first place led into financial trouble, or adjusting to new
international circumstances in those cases when the difficulties have an
external origin. Most times these programs call for devaluation, credit
restraints, regaining fiscal discipline and hiking public enterprises
prices. Only when this agreement has been reached does the IMF disburse
part of the money. Further disbursements are made after the Fund is
satisfied that the country is indeed following the agreed upon policies.
This concept of tying financial assistance to a certain policy package is
know as IMF conditionality. Three of the books and several of the essays
reviewed here deal with this issue.

Critics of the Fund have traditionally argued that IMF policies
narrowly focus on short term financial and external targets paying little,

if any, attention to growth. 1In his new book (The Intermational Monetary

Fund and latin America: conomic Stabilization and Class Conflicts), Manuel
Pastor criticizes both the Fund and its traditional critics. Taking a neo-
Marxian perspective Pastor argues that the critics excessive focus on growth
(or lack of it) is misplaced, and that the most serious limitation of Frnd

programs refers to their disregard for income distribution and for poverty.




10

In many ways Pastor's book is a refreshing contribution. First, he has
attempted to make his neomarxian view accessible to those that are not
initiated into the political slang of the marxian left. Second, and
contrary to so many Latin American marxists, Pastor makes a serious effort
to document with empirical evidence his theoretical and analytical claims.
However, the author’'s enormous enthusiasm -- which is what makes the book
refreshing -- is also its main limitation. The style and the inability to
follow the arguments all the way through constantly remind the reader that
this book has grown directly (and with little revisions, I would guess) from
the author’s doctoral dissertation. Obviously, the fact that this work is
based on a Ph.D. thesis is not a drawback on itself. Many modern classics
in the social sciences had their origins in doctoral research. Pastor,

however, has not polished the material sufficiently.

The most interesting part of this book is contained in Chapter 4 where
Pastor presents empirical findings regarding the effects of Fund programs
(both stand-by and Extended Fund Facility) in 18 Latin American countries.
Using a battery of statistical tests he finds that Fund programs have
improved the balance of payments, have not improved the current account, and
have reduced labor shares in real Iincomes. With regard to real growth he
finds that there is no clear cut evidence. The most important new result,
and the one on which Pastor focuses most of his remarks, is that Fund oro-
grams b=ve a negative effart on income distribution. Although highly useful
the analysis has some methodological limitations. First, it is concentrated
on the very short run, looking only at what happens one year after the

program. Undoubtedly some of the Fund policies, and especially those geared

at aggregate supply, take a longer period of time to bear fruit. Second,

the analysis is based on a before and after methodology, where values of the
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key indicators before and after the programs are compared; no effort is made
to separate the effect of Fund programs from those stemming from other
disturbances. Third, the author does not provide a coherent "counterfact-
ual® adiustment policy.3

Margaret de Vries was, until her recent retirement, the official
historian of the International Monetary Fund. In her new book she traces
the evolution of the Fund’s involvement with adjustment programs from 1945
to 1986. The approach followed is historical, and de Vries makes great
efforts to document a number of small details regarding Fund operations.
This attention to minutia makes the book somewhat boring to those interested
in the big picture and not in the day-to-day working of the Fund. However,
what is interesting about this book is the chronicle of the evolution of the
Fund from its original role, as envisaged by the Articles of Agreement, to
its recent participation in the debt crisis. What emerges from these pages
is a rather dynamic institution that has been able to adapt to new times and
even to invent new tasks for itself (surveillance, for example) when, after
the breakdown of the Bretton Woods system its own raison d'etre was under
question. The book failed, however, in addressing any of the criticisms
that have been made about Fund operations throughout the years.4

SELA’'s E1_FMI, el Banco Mundial v la Crisis latino Americana includes a
collection of articles, mostly by prominent Latin American economists,
dealing with the Fund and the World Bank relations with the Latin American
countries. The general tone of the book is critical and a number of reform
proposals are offered. The book contains three general articles by Edmar
Bacha and Miguel Rodriguez Mendoza, Bacha, and Richard Feinberg and Bacha,
as well as articles dealing with specific countries relations with these

institutions -- Argentina, Brazil, Colombia, Jamaica, Mexico, Peru and the
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Dominican Republic. Although the criticisms of the Fund presented here are
not new, 1 found Bacha’s article on reforming IMF operations particularly
interesting. The most important changes he advocates refer to: (1) imple-
menting two-tier conditionality -- one tier for variables expressed in
foreign exchange and one for variables in domestic currency; (2) adopting
"inverted conditionality" where the local authorities offer their program
and the IMF monitors its achievement; and (3) adopting an analytical
framework to formulate programs that incorporate the development of the
1960s and 1970s on disequilibrium macroeconomics. There is no doubt that
Bacha is a formidable critic of the Fund; he understands its operation and
has thought carefully about alternatives. His proposals, however, are
impractical and, I would even say somewhat naive. Why would the IMF (or, to
put it more brutally, its larger members), agree on adopting the most
radical reform propositions?5 The answer to this question lies on the realm
of international political economy, an area completely absent from this
volume. 1In addition a number of Bacha’s propositions are doubtful from a
purely economic point of view. For example, the economics profession has
largely abandoned disequilibrium models. After a promising beginning it has
been found that these models are difficult to manipulate and that they often
fail to provide useful insights. Also, it is unclear whether it is useful
to dichotomize the functioning of an economy between "variables expressed in
foréign exchange" and "variables in domestic currency". The general
equilibrium interrelations in modern economies are extremely complex; there
is little doubt that the evolution of "domestic currency" variables such as
inflation will have an impact on foreign sector variables.

In spite of its limitations which include the disregard for

international political economy aspects and considerations about the modern
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theory of policy making in an uncertain environment, this is a valuable
volume. The country chapters provide a number of details regarding Fund
operations in Latin America -- including the contents of many letters of

intent -- that cannot be found elsewhere.

IV. Country Experiences with Adjustment

Thorp and Whitehead’'s volume (Latin American Debt and the Adjustment

Crisis) is the third in a series dealing with different aspects of adjust-
ment in Latin America. As its two predecessors this book contains a number
of country specific chapters as well as a couple of essays dealing with the
region as a whole. The countries covered are Argentina, Brazil, Chile,
Colombia, Peru and Mexico; in addition there is a chapter on the Central
American nations. The unifying theme is the limitations of "orthodox”
adjustment policies. These are described as policies centered around the
need to impose fiscal discipline and restraining domestic credit creation.
What makes this volume particularly interesting is that these essays were
written before the different "heterodox" programs (the Cruzado and Austral
plans and the APRA program) were implemented in full force. 1In fact a
recurrent theme throughout the volume is the belief that inflation is an
"inertial" phenomenon. The authors of these essays express great confidence
that such heterodox plans would succeed and greatly help adjustment in the
region. History has shown that their confidence mainly reflected wishful
thinking. At the time of these writing there is wide agreement that these
plans were a big flop. Their failure, however, does not necessarily reflect
an incorrect diagnosis -- in fact there is little doubt that in Brazil
inertia is a crucial force -- but rather very poor implementation. I will

return to this theme below when reviewing the special issue of El Trimestre
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Economico devoted to the heterodox programs.

On the whole Thorp and Whitehead have produced a valuable volume that
not only contains a wealth of information about recent macroeconomic deve-
lopments in the region, but also provides a glimpse of what some prominent
Latin American economists -- some of which may be called to hold public
office in the years to come -- think about a number of key issues. It
should be noticed that the selection of the contributors reflects the
particular views of the editors; there is a fair amount oé Fund bashing and
skepticism on the efficiency of markets.

The chapter by Carneiro on Brazil provides an interesting account of
the Brazilian negotiations with the IMF. He clearly points out how this

process can be draining for the local authorities, and agrees with the

authors of the SELA volume about the difficulties usually found in achieving ‘
the domestic targets. Perhaps the most important point made by Carneiro is
that since most of the Brazilian debt is government debt, its payment will
require a tran<fer from the private to the public sector. This is in fact
one of the most serious and least understood aspects of the crisis: the
debt crisis is as much a domestic fiscal problem as an extermal problem.
Carneiro’s chapter is full of references to the inertial aspects of
inflation and the needs to tackle the indexation mechanism in order to
achieve a semi- permanent solution to the inflation problem. The Ros
chapter on Mexico provides a large amount of information, and focuses on the
role of capital fl;ght in the Mexican crisis. This is an important issue
since it clearly points out that those that benefited from the acquisition

of the debt are not the ones that are now shouldering most of the costs

implied in paying it. Surprisingly the essays in this volume do not devote ’

much space to discussing this key issue.
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In his chapter on Chile’s economic policy under Pinochet, Whitehead
analyzes the causes behind the collapse of the Chilean economy in 1982.
After discussing the roles of exchange rate and monetary policies he devotes
a section of the chapter to analyze the relation between the economic policy
and the political nature of the Chilean regime. He argues that given the
dictatorial and right wing nature of the government we should not be surp-
rised by the inflexibility and dogmatism exhibited by the Chilean economic
team -- the so-called "Chicago boys”‘.6 Whitehead’'s argument goes as
follows: since Pinochet’s initial goal was to destroy the Allende legacy
and to institute a free market system, the "Chicago boys" pushed the free
market reforms at maximum speed, without any regard for their short and
medium term consequences. He goes as far as -aying that "high unemployment
might actually have some attractions for the Chilean regime as a policy
objective" (page 146). I find this view so far-fetched, that I can only
compare it to the hypothesis entertained by the Chilean extreme right
regarding the economic policies of the Allende government. According to
this hypothesis Allende’s Economics Minister Pedro Vuskovic deliberately
designed a policy package aimed at destroying the Chilean capitalist
economy; from its ashes a new socialist economy was to be built. Of course,
all of this is rubbish.

In interpreting economic policymaking during Pinochet, Whitehead
altogether misses a crucial point: although Pinochet and the Chilean armed
forces were strongly anti-communist, or more accurately anti-Marxist,
initially they were pot in favor of a free market system. In fact it is
well known that the Chilean military had traditionally been highly national-
istic in economic matters, and that they favored some type of indicative

planning and an important government role in the economy (see Edwards and
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Edwards, 1987, Ch. 4). A key question is why did the military end up ‘
embracing the policies of the "Chicago boys"? Why didn’'t they draw from the
Christian Democrats program? After all, that party initially supported the
coup and many of its militants participated in the government economic team.
The "Chicago boys" were able to retain the military's confidence only to the
extent that their policies "worked” in the sense of reducing inflation, and
especially after 1975, generating growth. The policy mistakes that
contributed to the collapse of 1982 were not the result of a conspiracy to
starve the working classes, but rather the result of technical miscalcula-
tions that were fueled by arrogance. As I have argued elsewhere the
dictatorial nature of the regime contributed to the maintenance of these
incorrect policies for a long period of time (Edwards and Edwards, 1987).

Whitehead’'s article ends with a pessimistic assessment of the medium ‘
terms prospects for the Chilean economy. However, and to most observers
surprise, in the last few years the Chilean economy has recovered with great
vigor. At this junction Chile’s problem is not strictly the economy but
more fundamentally the political future of the country. When this article
is published we will already know whether the Chilean people has succeeded
in defeating the odds, and manage to head back towards democracy.

Although due to space considerations I cannot go in detail into the
other chapters in this book, I strongly recommend Ocampo’s chapter on
Colombia. In a characteristically lucid style Ocampo analyzes how (and why)
Colombia was spared from the general collapse of the Latin American econom-
ies. Unfortunately, recent developments, and in particular the hard-to-
understand attitude of the private banks, may show that Ocampo’s cautious

optimism for Colombia’s future was premature.
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One of the most important lessons emerging from Latin America’s
macroeconomic experiences during the 1980s has to do with the dynamics of
high inflation. As the IMF staff dealing with Brazil learned the hard way,
in highly indexed economies inflation acquires a life of its own; inertial
fgrces become dominant and the monetary authorities have little alternative
but to validate these inertial pushes. The book by Bresser Pereira and

Nakano (The Theory of Inertial Inflation: The Foundation of Economic Reform

in Brazil and Argentina) deals with the theory of inertial inflation, while
the articles of the special issue of El Trimestre Economico edited by Jose
Antonio Ocampo deals with recent anti-inflationary programs in Latin America
with special emphasis on the heterodox programs of Argentina, Brazil and
Peru. Both volumes are highly recommended; they clearly capture an
important new view on inflation.

In their book Bresser-Pereira and Nakano rightly note that in order to
fully understaﬁd chronic inflationary processes it is necessary to go beyond
the narrow realm of economics and tackle political and distributive issues.
Indexation is nothing more than the institutionalization of a defense
mechanism. Indexation can, however, become so entrenched as to alter the
dynamics of inflation. In these cases (i.e., Brazil), inflation can only be
reduced if the economy is de-indexed. There is little doubt that the
Cruzado and Austral plans were based on the correct diagnosis regarding the
role of indexation. The implementation of both plans, however, badly erred
in not enforcing the required demand management policies alongside the
incomes policies and the heterodox shocks. Bresser-Pereira and Nakano have
a point when they argue that the orthodox approach that relates fiscal
deficits to money creation. and money creation to inflation is very

simplistic and almost tautological. But, it is exactly because it is a
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tautology that it cannot be ignored when implementing a stabilization
i
program. It doesn’t matter how many heterodox shocks are applied, if the
fiscal finances are not put in order inflation will not go down; ignoring
this principle is not only bad economics but also irresponsible politics.
Most of the Latin American democracies are too fragile as to put them at
risk with irresponsible economic policies.

The more interesting, and troubling, contributions to the special issue

of El Trimestre Economico are the articles on Peru by Richard Webb, Jurgen

Schuldt and Rosemary Thorp. In August of 1985 the newly elected government
of President Alan Garcia instituted a new and "heterodox" anti-inflationary
plan. The APRA had inherited a crippled economy with an annual rate of
inflation that exceeded 200%. The Peruvian experience, however, has been

significantly different from that of the other two heterodox cases --

Argentina and Brazil. First, in Peru wage and price indexation was not
generalized and did not constitute a serious problem. Second, in Peru the
economy had become highly "dollarized" during the last couple of years of
the Belaunde government. Third, early on Peru reduced its foreign debt
burden by limiting interest payments to approximately 10% of exports. And
fourth and most important, the Peruvian program went well beyond reducing
inflation; it was really a development plan whose ultimate aim was to
redirect the Peruvian economy. Of the three articles on éeru in this
collection Rosemary Thorp’s is the most interesting ome. Thorp has for a
long time been a student of the Peruvian economy, and in this article she
provides a clear description of the rationale behind the APRA program. It
is difficult to understand, however, why even in the light of the very poor

results of the program she insists on calling it a “"success" (page 366). .
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The Peruvian program consisted of the following key measures: price
freeze, wage rate increases, tax cuts, exchange rate pegging, reduced pay-
ments on foreign debt interest, and an increase in government expenditure.
The program was put together in a hurry. As Webb explains it was only
presented to Garcia on July 31, 1985; the main measures were implemented
during the first week of August, 1985.

As Dornbusch (1988) has recently pointed out, the Peruvian program
completely disregarded every basic principle in economics. For instance,
its architects argued that the fiscal deficit has no effect on inflation.

As an act of faith they pointed out that the Peruvian fiscal deficit was not
a cause, but rather a conséquence of inflation. What evidence backed this
assertion? Certainly not&the existence of indexation, since as Thorp
recognizes this was not important in Peru. An important element of the
Peruvian program was the belief that the economy had large "unutilized
capacity" and that, consequently, higher aggregate demand -- stimulated via
hikes in domestic credit -- need not be inflationary. All it takes, the
argument goes, is to freeze prices and increase wages to the right groups.
However, history has shown time and time again that this policy has a very
short-run positive effect on output. As soon as inventories are exhausted
and foreign exchangé is used up, a serious process of repressed inflation
takes over. The external sector enters into a crisis, the real exchange
rate becomes seriously overvalued, severe exchange and trade controls are
imposed and the productive side becomes highly distorted. The formal sector
shrinks and the underground economy thrives. As activities shift into the
informal sector, sources of taxation disappear. The fiscal deficit broadens

and inflationary pressures become more important. Sadly, a vicious circle

develops, and getting out of it becomes increasingly difficulc. This is
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exactly what has happened in Peru; the country is rapidly approaching
economic and political suicide.

Why didn't the architects of the program or their academic advisors
anticipate these developments?7 The problem, I think, is that they failed
to learn the lessons from recent Latin American history. As it turns out
the Peruvian program has a recent predecessor in the Unidad Popular program
in Chile. The unutilized capacity diagnosis, the skepticism regarding the
fiscal sources of inflation, the price freezes, the overvaluation of the
exchange rate and the populist hike in wages, just to mention some elements,
were all present in Allende’s program. As any careful student of Latin
America knows, the Unidad Popular program quickly resulted in unsustainable
economic pressures, repressed inflation and a major crisis that ultimately

helped trigger the coup that led to 15 years of Pinochet. One can only hope ‘

that President Garcia will have the vision as to change course before it is
too late. Democracy is too precious to risk it by implementing economic

policies that have proven to be a disaster.
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FOOTNOTES

lo‘n the debt Crisis see, for example, the Collection Of articles

forthcoming in Edwards and Larrain (1989) and Sachs (1988).
ZSee, for instance, the discussion in my forthcoming article in Sachs
(1988) debt volume.

The emphasis here is on "coherent". Pastor, of course, pushes the
Marxist view that only structural (revolutionary) changes will in the end
solve these problems. History, however, is stubborn and has shown that even
socialist countries cannot escape the need to adjust when facing imbalances.

4Not:ice, however, that through the years the Fund has been receptive to
criticisms and has made effort to establish an intellectual dialogue with
the critics. 1In fact, the Posner volume reviewed above is a good example of
this.

SThe emphasis here is on "radical". The Fund has, in fact, already
adopred some of the less radical proposals such as contingent
conditionality.

61n this section Whitehead is partially reacting to my own view on the
dogmatism of the "Chicago boys". See pages 140-145 of Whitehead’s article
as well as my 1984 article.

7In a recent book, El Peru Heterodoxo: Un Modelo Economico the
architects of the plan expose the technical underpinnings of the program.
The volume is full of equations and statistical jargon, and a number of
econometric models of a 1960s vintage are presented and discussed. However,
these technicalities fail to disguise the lack of economic coherence and

judgment.
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1 . Introduccion

The processes of stabilisation and structural adjus:-ment :n deveioping
countries and che fiscal policv options <chat are available can be
understood only by recognising the often extreme initial conditions facing
many of che countries concerned. These inicial condicions are

macroeconomic disequilibrium, boch {ncernal and external, and scructural

disequilibrium.

Macroeconomic disequilibrium is a syndrome containing many or most of
the following ingrediencs. (See e¢.g. Ahamed [1986], Dervis and Pecri
{1987) and Sachs [1987). A large (and often unsustainable) public sector
financial deficic. A large scock of external debt (often public or
de-facto publicly guaranteed), and severely restricted further access to
external credit on commercial cerms. A hiscory of capical flighe.
resulcing in a scock of external assets that is beyond che reach of cthe
d.pescic fiscal auchoricies. A large incipient current account deficic,
scoetimes repressed by external credit rationing and by foreign exchange
controls imposed by the domestic authorities. An overvalued real exchange
race. A high, although sometimes partially repressed, rate of inflaction
and significant recourse to the Inflation tax as a source of public sector
revenue. A large internal public debt (in the more advanced developing
countries) competing for scarce domestic savings in a generally repressed
domastic financial system. A narrow and often inequitable and inefficientc
public sector revenue base. Real wages in excess of markec-clearing levels
(and frequently highly index-linked) in the formal or the urben seccor and
widespread unesployment and underemployment of labour.

Structural disequilibrium refers to cthe need for significant changes in
the patterns of refource allocation, production and absorption; for major

changes in’'che modus operand! of important markets, including the domestic



financial markets, che foreign exchange mnarket and the zerms oI pri-vate
access cto external credit), cthe domestcic iabour marxet and the domestic
gocds markecs: for far-reaching changes :in cthe svstem ol prcper<v rigncs.
rules, regulaciéns and laws that govern product:on. excharge and
‘seribution and for changes in the size and scope of the tasks performed
by the public sector.

These twin disequilibria, which often interact and reinforce each
other. tend to occur agsinst a background of mass poverty, rapid population
growth, and major social., culeural and political transformations
Policical stability is often in doubt, both as regards the survival of
incumbent administrations and as regards the viability of cthe very
institutions of government. Credible precommitments to any long-term
economic strategy are hard to coms by in such an environment Scarce
administrative and managerial skills create further obstacles to the design
and implementation of economic reforms.

Many of the disequilibrias and policy di1ennas jusc referred to have
bean encountered also in the industrial countries. The USA today is
characterised by unsustainable fiscal and external current ‘account
deficits. ‘Hyperinflationl occurred in Austria, Germany, Hungary and Poland
in the 1920s. Many Western European economies have been diagnosed as
suffering during the 1970s and 1980s from a whole array of structural
rigidities, sometimes referrable to collectively as “Eurosclerosis”, cthat
prevent a full utillsntionAand efficient (re)allocation of resources.

The range and severity of the stabilisation and structural adjustment
problems faced today by e.g. the IMF's 15 highly indebted countriesl and by
a large number of sub-Saharan African countries? are such, howsver, that a
fresh restatement and adaptation of conventional macroeconomic analysis

focussed on these countries’' problems sees warranted.




This paper is both seiective and eclec=ic in i:ts coverage and s only
intended as a catalyst for a wider-ranging and ceeper dZiscussion of the
issues (see Buiter [1986] for an analys:is focussed on deve.oping country
responses to a range of external shocks). The variety of economic systems,
stages of economic development, problems and poiicy issues among cthe
developing and new industrial countries is such, chat ic is wvery hard
indeed to find a useful middle ground between the Scylla of ninety-odd
book-length country studies and a dozen exhaustive comparative analyses and
the Charybdis of a-historical, institution-free abstractions. Section 2
covers the external and internal transfer problems. Section 3 considers
possible causes for the breakdown of the internal and external transfer
processes. Section 4 deals with national solvency and Section 35 with
government solvency. In Section 6 the inflation tax is considered in some
detail and in Section 7 a recent quantitative approach used by the World
Bank to evaluate the consistency of certain aspects of a government's

fiscal, financial and monetary strategy is evaluated.

2. Eiscal policy and the external and internal transfer problems

To reduce the external current account deficit or to increase the
surplus is to increase the external transfer. To realise this increased
transfer of real purchasing power to the rest of the world an lncomalv
reallocation real resources is required: production and productive
resources must be moved from the non-traded goods sector to the ctraded
goods sector, {.e. to the production of exports or import competing goods.
This requires a decline in the relative price of non-treded goods and, if
the country has any international market power, a lover relative price of
exports: the increased external cransfer can be effected only through a

.

lower i-.'.l exchange and a worsening of the terms of trade. It has by now



become escabiished (if sloppy) usage., =o refer ©a <he .ncrease .n che
external transfer as che excternal transfer 1 re.uctant.y adopt this usage
where Lc does not lead to ambiguity or error

In many developing countries (and indeed in such industrisl countries
as the USA), an unsustainable or undesirable externai deficit zends to be
associated, both scatistically and causally, with an unsustainable or
undesirable public sector financial deficit. The reduction of che external
deficit in such cases requires the reduction of the public sector deficit.3
This can be achieved either cthrough cuts in public spending or through an
increase in public sector current revenues: caxes, income from ctariffs,
public seccor fees and charges ectc. The expression (incternal) fiscal
transfer will be used to refer both to government revenue increeses and to
public spanding cucs. 4

The fundamental economy-wide financial balances identity in equation
(la,b) is a good place to start an enalysis of the central role of fiscal

policy in stabilisation and structural ndjﬁstnont.

sP - P +sC.1GCaca (1a)
5

CA = TB + 5“,1 - ng[na-aa]- g A(R#-D*) (1b)

SP s privece seving, IP privacte domescic capital formacion, sC public

sector saving, 16 public sector domestic capical formation, CA the currsnt

account surplus on the balanca of paymencs and TB the trade belancs

surplus, all massured in terms of real GDP unicts. A* is net foreign aid

and other cturrent transfer recsipta (such as reaitcances)®, D* the scock of
foreign debt and R+ the ecock of foreign exchange reserves, all denominateg

in terms of foreign®currancy. E is the nominal epoc axchange rats, P th,

domestic GDP deflator and i* the foreign nominal intarast rete.



It is sometimes informative to presenc -he financial flows in equat:iors
(la,b) “corrected" or "adjusted" for asset revaiuations. i e. for capital
v

gains and losses on outstanding stoc.s of assets snd llabilizies Ia

practice this means correcting for the effect of inflation on cthe real
value of nominal assets and liabilities and for the effect of exchange race
changes and inflation on the real value of foroigh-cutroncy-denominaced
financial claims. While there are no issues of principle involved in these
measurement or presentational conventions, it is often helpful, since
economic theory specifies preferences and production technologies as
defined over real commodities, to express our uses and sources of funds in
the same manner. Similarly, measuring chese asset revaluations-corrected
stocks and flows relative to some "scale variable” such as (trend) real
GDP is helpful when cthe scale variable is, implicitly or explicitly, used
to define a solvency constraint or other feasibility constraint. These
issues are considered further in Sections 4 and S.

Equations (2a,b) below introduce the distinction between private and
public external debt. This distinction has often been more important
formally than substantively. The debt crisis since 1982 hes been a recent
reminder of the fact that many de jure or formally private liabilities are
de facto publicly guaranteed. Private foreign assets often escape che
grasp of the domestic fiscal authorities. Whether one labels chis
(privately rational) extarnal portfolio diversification or capictal flight,
one of its consequences is that the tax base becomes narrower, implying the
nesd for higher tax ractes on the remaining tax base, increased recourse to
seigniorage (the inflacion tax) or increasad borrowing.

Private and public saving ara dafinad in (2a.b)

-

P
sPwQ-J-T+1 g ~i¥ Eg:_ - cP (2a)



SG.J¢T¢EAF‘:—ig—ii§(DiG_“*)-CG (2b)

Q is domestic income or product: J is zhe cash return on ~he public
sector capital stock; i is the nominal incteresc rate on domestic-currency-
denominated public debt, assumed to be held only by the domestic privace
sector (the Central Bank is included in the consolidated public sector
identity (2b)). T is domestic taxes net of current domestic transfers and
subsidies: CP is privace consumption and CCG public sector consumption. peP
is private external dabt (including private sector arrearages and D»G

public external debt (including public sector arrearages). Nore that
D* w D*P + DaC (3)

The trade balance surplus is the excess of the value of exports over
cthe value of imports. Let X and M denote export and import volume
respectively and Py, Py and Py the domestic currency prices of exports,

imports and non-traded goods.

Py Py
TB = P_ X - r M (4)
wvhera
X = Qy -(c§+1§¢c§u§) (5a)
and
P P G. G ?
HwCy+ Iyg+Cye+Iy-Qy (5b)

Also, ignoring imported rav materials and imported intermediate inpucts
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Q ® (PxQy+PuQu+Pyan) Pt ’

For simplicity. we approximace the GDP deflator. P. with a Cobb-Douglas
wsighted average of the prices of traded goods Py and non-tradad goods Py.

where a is the share of non-tradad goods in GDP.
l-a , a -
P = Pr Py 0Cacl (Al

The traded goods GDP deflator is also approximated with a Cobb-Douglas
weighted average of the prices of exports and imports where 4 is the share

of importables production in the tocal production of tradad goods

pr - PP 0cpcl (8)

From (la,b) and (2a,b) we obtain the familiar absorption idantitias in
(9a,b), that the current account surplus is the excess of national income
over domestic absorption and that the trade balance surplus equals the

excess of domescic income over domestic absorption.
*
qQ + E;_ ~ i* ; (Dx-R*) - (CP+1P+CC+1G) = Ca 9a)

Q - (CP+1P+cG+1G) » TB (9b)

From (la) end (9a) wa see that an increase in che current account
surplus requires an incrsase in the combined private and public sector
financial surpluses or, squivalently, an incresasa in national income
relative to domestic (private plus public) absorption. This underlines the
likelihood of & fiscal dimension to a current account improvement: most
models of prilvats consumption behaviour suggest that, holding constant

tasto;'c.chnology and external psrameters, public revenue incraases and/or
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spending cuts will in general be necessar: and sufficienz <o increase zhe
sum of che public sector rfinancial surplus anc pri-ace saving The main
exceptions are those models of private consumpczion benaviour =hat exhibi:z
debt neutrality such as representaci-ve ageﬂc models or over.apping
generations models with operative intergenerational g:ift and bequest
motives. Such models are extremely unlikely to describe accurately privace
consumption behaviour in developing and semi-industrial countries

ignoring them in what follows, and assuming that public revenue increases
or spending cuts do not boost private capital formation, fiscal
retrenchment will t;duc- national absorption relative to national income.

Equation (9a) wunderlines the desirability of achieving a current
account improvement via an increase in income rather than cthrough a
reduction in absorption. Three channels are potentially available for
this: (1) increased domescic outpuc, (2) increased foreign aid and (3) a
raduction in foreign interest obligations, either by reducing the interes:
rate on the external debt or by writing down the debc.

A boost to domestic output, Q, can oe achieved ei~her by taking up any
slack dus to deficient aggregate demand or by fiscal or other measures
aimed at b;osting aggregate supply. Since output and absorption need not
be behaviourally independent of each other, it is essential to adopt a
general equilibrium approach when evaluating alternative policies to

‘

improve the current account. E.g. successful supply-side measures, by

raising both currant and permanent income, can be expected to stimulate

private consuaption. They may also induce a positive response of domestic
private investment. The net effect on the current account need not be
poaitive, absent further measures to rescrain absorption.

Flscal measures to stimulate output under conditions of Keynesian

excess capacity will involve expansionary actions such as tax cuts, public



spending increases or expansionary monetary or credit policy measures that
(subject to well known qualifications concerning the exchange rate regime
and the degree of incornafional cepitel mobilicty) ere iikely to worsen tha
current eccount.

Increasead foreign aid will only improve tha current account, given
output, if some fraction of the aid inflow is not sﬁcnc. If the increased
aid relaxes a foreign exchange bottleneck and if cthe additional external
resources are dedicated to the importation of esssntial foreign productive
inputs, it can boost supply. To the extent that the increased volume of
production does not generate a matching increass in privaca or public
spending, this will improve the current accounc.

Exactly the sama holds as regards che current account consequences of a
reduction in excernal interest payments. Tha one-for-one improvement in
the current account caused by interest rate or debt relief at given levels
of output and ebsorption, will be eugmented by any positive supply response
in countries where production is forc13n4¢xchango-contra1nod. It will be

correspondingly diminished by any positive effect of debt relief on public

or private spending.
Equacion (9a) also eaphasises that, even if a reduction in absorption

is the current-sccount-improving policy of choice, there are still s number

of ways of skinning that cat, each of which will have different short-run

and long-run supply consequences and discribucional implications.

Absorption cuts can be aimed at public spending or at private spending and,

within each of thess catagorias, st consumption or at investment. Privace

spending can bs cut by raising taxes or tariffs, by cutting subsidies or by
raising the cost and/or availability of credit to tha private seccor.

Taxing imported lixury consumer durables will have very different

dlscribﬁcional implications from cutting subsidies on the sctaple foods
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consumed mainly by the poor. The distributional consequerces of changds in
exhaustive public spending (education, health etc) may be as imporcant as
those of variations in cransfer pavments or caxes. Thev should bHe
considered together with the aliocative consequences and. in
demand-constrained sectors of the economy, the Keynesian. cvclical output
effects.

These distributional effects of absorption-reducing policy measures
can be reinforced or offset by changes in the distribution of factor
incomes (wages of different types of labour, rental incomes from the
ownership of different types of land. profits accruing to the owners of
different types of capital and rentier incomes). This is considered
briefly below in Section 3.

The fiscal dimension of a current account improvement can only be
understood properly by recognising that policies to influence the current
account are ipso facto concerned with the nation's intertemporal allocation
of rasources. Intertemporal relative (shadow) prices such as the real
interest rata, the rates of return on other assets and, in rtepressed
financial systems with widespread credit rationing, both the cost and
availability of credit will play a central role in the transmission
mechanism between fiscal policy actions and current account outcomes. When
e.g. the domestic finﬁnclal markets are not perfectly integrated into with
the global financial markets, bond-financed fiscal tightonin; will tend to
result in lowsr domestic real intersst rates or less severe credit
rationing. Even when domestic asset returns are fixed by the rest of the
world, the nation's solvency constraint and that of the public sector
(discussed in Sections 4 and 35) imply that fiscal tightening today implies
fiscal relaxation (felative to what otherwise would have been the case) in

the futurs.
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Equations (4) and (5a.b) bring out the static relacive price and
resource resllocation dimensions of a current account improvement. in cthe
short run, givan the foreign {nterest rate. the net stock of exterral debt
and the eid flow, a current account improvement is the same thing as a
trads belanca inprovou-nt.' A trada balance improvement requires an
Incraase in the production of tredeables and/or a reduction in the
absorption of tradaebles. This will in general requirs changes in the real
exchange rate (tha relative price of traded and non-traded goods) and, if
the country in question has some international market power., in the tarms
of trade (the relative price of exports and imports).

Fiscal cightening (an increase in caxas or & cut in public sector
absorption) will almost écrtainly reduce the demand for non-traded goods at
the initial raal exchange rate. Incoma tax or indirect tax increases will
reduce private consumption, part of which will fall on non-traded goods.
Higher taxes on profits and tighter private sector credit rationing will
discourage private invescment which cften has a significant non-traded
goods component. Public spending cuts are also likaly to fall to a
significant extent on non-tradad goods. In a well-functioning economy with
a flexible relative price of traded to non-traded goods and resource
mobility between the traded and non-traded goods sectors. a fiscal
contraction will reduce the relative price of non-traded goods and cause a
movement of resources into the traded goods sector. This eliminates cthe
incipient excess supply of non-traded goods et the old real exchange rete.

The non-traded goods market equilibrium condition, given in equacion
(10) permits one to summsrise the proximate determinants of the real

exchange rate in a convenient manner.

Qu=Ch+ 1N + Cf + I§ (10)



Given the economy-wide resource erdowments and <he degree of
incersectorel resource mobility. Qy is e decreesing function of zhe real
exchange rete » ® Pr/Py and Qr an increasing function [see e.3. Dorrbusch
{1980)). The conceve production possibility frontier is the curve AB in
Figure 1.

Given eggregate rssl privete consumption, privete consumpcion of

non-traded goods is an increesing function of the real exchange race. In

the Cobb-Dougles (constant expenditure shares) cese this yields:
b - anft¥ice 0<ac<l Qan

The share of non-traded consumpction in totel consumption is denoted a?

A current tax increase reduces aggregete consumption (berring debt
neutrality). In Figure 1, this ceuses s movement of production from e
point such as }} to a point such as ﬂz.m Absorption would move from e
point such as f}; (vwith a trade balence a;ficlt measured by the vertical
distance fl) - 1)) to & point such as (}; (vwith e trade bslence surplus
measured by the vertical distancs I; - fl}). The reletive p;ico of
non-treded goods (measured by the absoluts valuss of the tengents to the
producction possibility frontier (TyT; and T7T;) and the indiffersnce curvas
(717] and 73273)) falle, L.8. r risses. The same qualitative effects follow
from & cut in public' spending on non-traded goods; even 1£‘ cthis wars
tax-financed, the marginal private spending shers on non-traded goods is
less than 100 per cent.

Restrictions on factor mobilicy, but still unrestricted flexibilicy of

factor prices and velsrive goods prices, would result in s production
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possibilicy frontier such as A’'3" that _.es evervwhere ins:de ~he "'f.ull

mobilicy frontier" AB. except at the inictial "status quo” posizion Q)

Rigid relacive prices or the emergence of Xeynesian demand-constrained
equilibria would show up as movements inside <he production possibility
frontier in response to a contraction of aggregate demand. £.8. in the
small country case where traded goods output is never demand-constrained,
one could get a production equilibrium at (13 instead of at 0); after a
fiscal contraction: excess capacity and unemployment emerge in che
non-traded good sector. Where the country has some market power in the
markects for its ctradeables, demand-deficient excess capacity and
unemployment can emerge also in the traded goods sector following a fiscal
contraction.

An issue requiring both more eampirical and more analytical research
concerns those characteristics of countries that render them more likely to
experience "Keynesian” or demand-constrained excess capacity and
unemployment when subjected to policies aimed at reducing absorption. The
existence ‘of a large amodern or "formal" non-traded goods sector with
production for the market rather than for subsistence or, in the craded
goods sector, a downward-sloping, rather inelastic world demand schedule
for exportables, seem necessary for the emergence of demand-constrained
eqiilibria. So is the existence of nominal inertia or scickiness of money
wages or output prices. The larger and more developed Southern Cone
countries, and countries such as Korea and Taiwan therefore seem more
likely to undergo episodes of Keynesian excess capacity when fiscal and/or
monetary policy are tightened than the poorer and smaller developing
countries with less extensive formal sectors. Even in the Latin American
and East Asian NfC's, wage and price flexibility could reduce the

likelihood and severity of demand-deficient recessions. Lictcle is known of



the peculisrities of wage and price determination in developing countries,
and of the extent to which the industris. country parsbies based on nominal
or real wage rigidities need to be adapted to fi: che ins-itutions and
experiences of about 100 very heterogeneous developing and new induscrial
countries.

Within the traded goods sector, changes in the composition of
production and demand are likely in response to a fiscal contraction (see
e.g. Buiter [1988b) for a recent ctheoretical analysis wusing an
intertemporal model). Figure 2A shows an initisl production equilibrium
for importables and exportables at {I) on the QQ locus. Domestic demand for
exportables and import-competing good ({s at ﬂl, with a trade balance
deficit (measured in imports) of Iﬂl. The fiscal contraction moves
resources out of the non-traded goods sector into the traded goods sector.
The production possibility frontier for exportables and importables moves
to Q'Q'. In the small country case considered in Figure 2A, the terms of
trade are unchanged. If cthe resources released by the non-traded goods
sector don't favour either the exporting or import-competing sector, the
new production point will be one like fI; in Figure 2A: both’ export
production and import-competing production will increase.

The fiscal contraction which stsrted off the whole process will reduce
the demand for imports as well as for exportable goods (barring very

different income effects on the d d for exportables and imports). The

nev domestic demand point is at ﬂz with a trade balance surplus (measured
in imports) of {i;8°.

A country facing s downward-sloping export demand schedule would
expsrience a worsening in its terms of crade as resources moved into the
tradesbles sector. “ Compared with the constant terms of trade case, the

increase in the production of tradeables would favour import-competing




goods rather chan the production of exporcables. In Figure 23 che
production point would move from () to a point such as ; racher than '
which would have baen chosen at constant terms of trede.ll Domestic demand
(not shown in Figure 2B) would be moved towards exportebles and avey from
import-competing goods, compared to what would heppen at constant cerms of

trade.

3. mmmummmm;mw

What cen go wrong in the external-internal transfer process? First, it
may bs economically or politically impossible to effect the intarnal
fiscal ctransfer. This means either that the government's fiscal
instrumentarium is insufficient or that it {s unwilling or unable to usa it
ir the manner and to the extant required.

On tha public expenditure side, there is little point in s government
committing itself to a programme of spending cuts if any attempt to
implement such cuts leeds to the fall of the government end its replacement
by a government unwilling to contesplate serious curs. E.g. severe cuts in
spending on the milicary raise the danger of a military coup. Cuts'in food
subsidies, in public sector civilian pay or eaployment or in Treasury
subsidies to loss-making state enterprises, can lesd to unrest, especially
among the urbanised, unionised and better educated sections of society
capable of undermining or toppling governments. Debtor country governments
often play the "political constraints on public spending cuts” card quite
skillfully in cheir negotiations with multilateral landing agencies, and
foreign private and official creditors. While these constraints may be
real, they aro‘ not independent of the past, present and anticipated future
actions of the gdvernments in question end the scope for strategic

benaviour is considerable.



Raising current revenues is difficulz in mosct developing countries,
given ct;.ir narrow cax base. For decades. w7idening the zax-pase (through a
more broadly-based income ctax; chrough more effective enforcement of
ecisting income ctax rules; cthrough a broadly-based sales cax: through
expenditure taxes atc) has been a standard recommandation from anyone
considering options for fiscal reform in developing countries, butc
relatively 1lictle has happened thus fer. The recommendation {s
nevertheless repeated here.

Figures 3, 4 and 5 and Table 1 show how the oversll cax burden end its
composition differs scross developing countries and betwean developing end
industrial countries. The greater role of direct taxes on labour income
(including social security taxes) in the industrial countries stends out as
does the quite impeorcant role of taxes on internationel trade in the
developing countries, especially the poorest ones end the mors open ones.

Capital flight is another factor contributing to a narrow revenue base.
While capital flight occurs pertly in response to mecroeconomic
mismsnagement (such es the maintenance of an overvalued exchange rate)
pert of it is likely co be motiveted by a desire to evade cexes. The
industrial countries that are the recipients of much of this flight capital
could strengthen the fiscal position of many developing countries by
reporting foreign investment income to cthe fiscel aeuchorities of the

developing countries or even by acting as their agents in collecting taxes
that ere due.

Through asset sales, Iincluding privatisation of publicly-ouned
industries, the government can achieve an apparent once-off improvement of
ite revenue. If these assets ylelded a positive net cash flow to tha
government, tha short-run improvement of its financial posicion will be

reversed in the longer run. The asset ssle is a financing item end like



public sector borrowing, belongs "below the line" There mav of course be
excellent reasons for wishing to privatise, inclyding hoped-for positive
incentive effects leading to efficiency and productivicy gains in cthe
privatised industries. Revenue considerations should, however, not play a
role except to cthe extent that the government can sell cthe assets to the
private sector at a price in excess of the present discounted value of
future net cash flows under continued public ouuorship'

Even if the internal fiscal transfer is effected, the excernal transfer
may mnot macterialise because thare is full financial crowding-out (or
"crowding-in") or because resources do not flow into the right direction
and relacive prices do not adjusc.

The financial crowding-out mechanism is likely to be quice different in
a financially repressed, credit-rationed developing country from what it is
in i{ndustriai country where interest rates and financial asset prices
approximate the markec-clearing paradigm more closely. Wich privace
spending constrained by the availability of rationed credic, the effect on
the current account of an increase in taxes would, with a marginal
propensity to spend of unity, not be offset (even in part) by a reduction
in private saving. "Debt neutralicy”, the independence of private
consumption and investment of the government's mix of borrowing and ctax
Einanctnglz would a-priori seam extremely unlikely in credit-rationed
developing countries. The preliminary findings of Haque [1986]| and of
Haque and Montiel ([1987] which do not reject the null-hypothesis of debt
neutrality for a nuaber of developing countries, ere cherefore very
surprising. Uith debt neutrality, government deficit reductions brought
about through tax incresses would lead to an equal reduction in private
saving, leaving tRe current account unchanged. Permanent cuts in

"exhaustive® public spending also would merely result in an equal increase




18-

in privete consumprion and no effect on zhe <rade balance Iz seems
extremely unlikely chac developing countries or indeed :industrial
countries) exhibit debt neutralitv, but more robust empirical ewvidence on
the nature and degree of “financial crowding-out” on the demand side wouid
be most useful.

Economiscs of the structuralist school for a long time have emphasised
the possibility of “supply-side® financial crowding-out and this
possibilicy has also been recognised more recently in “mainstream”
macroeconomies (see e.g. Blinder (1987]). The simplest version of this
involves an "Austrian” production model with lags between the application
of inputs and the emergence of saleable output. Such lags create a need
fur working capital to finance the process of production; the cost and
availabilicy of this working capital can affect (or even constrain) supply.
Reductions in public sector borrowing permitted by lower public sector
deficits brought about through spending cuts can ctherefore boost supply
even in che short run. The effect of this supply-side stimulus on the
current account will depend on the extent to which it induces an increase
in privete absorption. (Vhat's good news for the economy need not be good
news for the current account).

Tha resource reallocation from the non-traded goods sector into the
traded goods sector nﬂy not take place to the required extent, or at all.
Where intersectoral resource immobility reflects real economic rigidities
(skill mismatch, spacially separated labour markets etc) without serious
externalities there s no prima-facie cause for policy intervention on
efficiency grounds. Where 1inefficient laws, rules and regulations in
labour markets, housing markets and credit markets unnecessarily restrict
the mobility of labSur and other resources, the usual “first-best” policy

prescriptions apply: eliminate the sources of the inefficiency.
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The impiications of fisca. adjistmen: for :‘:ac:or orices and che
distribution of “primary” incomes, depends Ddoth on zhe cegree of
intersectoral factor mobilitv and on the factor intensizies of production
in the different sectors. Owners of factors "specific zo" che contracting
sectors (ctypically the non-traded good sector in the case of a fiscal
contraction) will suffer a loss of rents to thes; fixed factors. Even
where and when factors are mobile and priced competitively, the owners of
factors used relatively intensively in cthe contracting sectors will suffer
a fall in real income. [f these potential losers are well organised or
easily mobilised and if they cannot be bought off with an acceptable
compensation scheme, cthey may be able to block the policy changes and
prevent the necessary adjustment.

Even if compensation of losers is feasible, it is likeiy to be
distortionary and the efficiency losses involved in the side-payments
mechanisms should be taken into account in a comprehensive cost-benefit
analysis.

Rent-seeking behaviour may become especially intense when the
status-quo is threatened; the real resource cost of DUPE activicies will
have to be added to the cost of failing to implement the fiscal program, if
the activities are successful.

Often (but not always) the signal that both indicates the need for
resource movements and motivates cthem, is a/chango in relative prices. The
adjustment process following a fiscal contraction can be frustrated by the
failure to achieve a sufficiently large depreciation of the real exchange
race, 1.e¢. a decline in che relative price of non-traded goods. This is
not too surprising once one realises that a depreciation of the real

exchange rate tends to be associated with a reduction (n real consumption

va;on.!’
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Rigid real wages in excess of markec clearing values are oiten

maintained in the formal seccor chrough a combinacion of union pressure,
pblic sector employment and pay rules and a high degree of index-linking
of money wages co the cost of living. Achieving a real depreciation in
such a setting means racther more than implementing a nominal
"maxi-davaluation® and validating cthis through appropriate supporting
fiscal policies (see e.g. Khan and Lizondo (1987]! and van Wijnbergen
{1986]). It means achieving & change in the balance of power in the labour
market by weakening organised labour and strengthening employers. private
and public, through legislacion and other measures. Having alcered the
fundamental determinants of industrial bargaining (and lobbying) power (a
process likely to involve significant political and social conflict), a
nominal maxi-devaluation may of course well be helpful in achieving any
target real devaluation at least cost. For a nominal devaluacion co be
superior to a noaminal wage and price reduction, some form of nominal
inertia in wage or price determination must be present, or the asset
revaluations associated with nominal wmaxi-devaluations must be less
disrupcive (or contractionary) than those associated with reductions in

domestic nominal costs and prices. The rigidities stressed in most

discussions of developing countries' labour markets are, however, real, not

nominal rigidities. ‘Nominal inertia (boch in the level and rate of change

of money wages and prices) may however resulc from lags in che indexation

process, staggered, overlapping wage contracts and slow adjustment in

inflationary expectations. Possible short-run contractionary effects of
maxi-devaluations have been stressed by many experts (see e.g.

Diaz-Alejandro [1965}, Krugman and Taylor (1978], van Wijnbergen [1986],

Edwards [1986)). EVen as a facilitating instrument in a real exchange rate
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adjustment that is warranted by the fundamenzals. nomina. maxi-cevaluations
don'c appear to be en automatic policy choice.

Note chat "once-off" maxi-devaiuations are quite distinct from choosing
a higher race of crawl in a crawling peg exchange rate -egime. If the
government's fiscal and financial policy choices imply a permanently higher
rate of monetary growth and (eventually) a p.mlno.nt:ly higher rate of
inflation. a higher race of deprecfation of cthe nominal exchange rate is
implied, eventually. Different rates of (anticipated) inflation imply
different amounts of “seigniorage” or (anticipated) inflation ctax
extraction. The fiscal aspects of the inflation tax are considered in
Section 6 below.

Incomes policy, i.e. direct wage (and possibly price) controls too will
not be helpful in achieving a lasting real depreciation unless it changes
the underlying balance of power in the labour market. It may, of course,
still} be heipful in facilicating the ctransicion from a high rate of
inflation (or even a hyper-inflation) co a lower rate of inflation a leasc
cost in terms of output and employment foregone, by breaking cthe vicious
“after-you” equilibrium of oligopolistic wage and price determination and,
perhaps, by adding to the credibility of the accompanying fiscal-monetary-
exchangs rata policy package. Both incomas policy and nominal exchange
rate policy can be used to "signal® government intentions and to "break" a
non-cooperative wage and price setting equilibrium by accing as a
co-ordinating davice for oligopolistic unions and firms.

Finally. even if the right fiscal correction is undercaken, and the
privata financisl surplus does not decline one for one wicth the public
sector financial deficit, and the real exchange rate depreciates and

resources flow out “of the non-traded into the traded goods sector, the

resulting lmprovonont in the trade balance may have the wrong composition



as regards increases in exports wversus reductions :in LiMPOrTs wizhout
detailed information on the productive technologies., economy-wide factor
supplies, intersectoral factor mobility, global .and domestic demands, iz is
impossible to determine whether the resources flowing into the raded goods
sectors should be allocated to the production of exportables or of
import-competing goods. The 1987 WDR suggested cthat, as an empirical
matter, many developing countries had contravened ctheir true international
comparative advantage by favouring import competition over export promotion
through overvalued exchange rates, tariffs. non-tariff barriers to trade,
selective use of subsidies and credit rationing etc. Even where this is
true, the magnitude of the corrective policy response that is required is
t* no means obvious. The idencificaclion and pursuic of comparacive
advantage in a highly distortad economy is very difficult, not only

politically, but also as a narrowly technical or conceptual issue.

4. The solvency of 3 natlon

In this Section the solvency of a national economy is studied not
because solvency is necessarily (or even frequently) a binding constraint
on external borrowing strategies, but because the “forward-looking"
accounting framework involved in solvency assessments can be used to
evaluate the internal consistency of any sec of plans for external
borrowing, debt service, exports, imports and other current external
transactions.

Time-consistent external debt strategies, i e. plans for external
borroving and rapaywent which are at each instant in the perceived
eelf-interest of the sovereign borrowers and the creditors (absent “third
party” enforcement” of the laws of contract (including tha laws of

bankruptcy)), msay wall lis scrictly in ths interior of what would ba tha




-23-

feasible set in the presence of credibie. 5inding commitmenzs bv dedbzors
and creditors. Even such (socially sub-optima., :-ime-consistent plans
must, however, be feasible or internally consistent. This Sec=zion and the
next focus almost exclusively on the narrow issue that current and future
plans should "add up”. For the analysis of the positive and normative
issues of sovereign borrowing, ability and willingness to pay see e g.
Eaton and Gersovitz (1981 (a.b), 1983], Eaton, Geysovitz and Stiglicz
(1986] and Klectzer (1984).

Consider the current account identity in equation (lb). Let F* = R#-D*%
be the nation's stock of net foreign assets, f* = EF*/PQ the stock of net
foreign assets as a fraction of GDP. tb ®» TB/Q the trade balance surplus as
a fraction of GDP and a* = EA*/PQ foreign aid and other current transfers
from abroad as a proportion of GDP. Let n be the proportional growth rate
of real GDP, = the domestic rate of GDP inflation, »* the world rate of GDP
inflation, ¢ the proportional rate of depreciation of the nominal exchange
rate, y the proportional rate of doprociition of the real exchange rate
(defined here as the ratio of the foreign GDP deflator times the nominal
exchange rate to the domestic GDP deflator) and r* the foreikn real

interest rate.l® 1t follows thac
Y® ¢ v -«
and
[ IR I
Using these notational conventions, equation (1lb) can be rewritten as:

Af* ® tb + aw 0_(ri+1-n)f* (12)
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Note that a depreciating real exchange rate '+ > 3. raises che domestic

real resource cost of any given foreign real Incterest <Tite The
“asset-revaluations-and-real-growth-corrected” current acount :centizy in
(12) implies the intertemporai national budge- constraint, present value
nacionsl budget constraint or national solvency constrainct given in (1i3).
PV(s,ctb+a* r*+y-n) denotas the present discounted value, at time s, of the
entire planned or expected future stream of trade balance surpluses plus
net foreign current transfers (as fractions of GDP) tb + a*, where the

discount rate is the real-exchange-rate-depreciation-corrected foreign real

interest rate (r*+y) minus the growth rate of real GDP, n
-f*(s) @& PV(s;tbta* r*ey-n) (13)

Equation (13) wmeans that the present discounted value of future trade
balance surpluses plus net inflows of foreign aid and remittances (as a
proportion of GDP) {s just equal to the nation's currenc net external debt
(as a proportion of GDP).13.16 The sua of the trade balance surplus and

the net current transfers will be referred co henceforth as the nation's

primary surplus.

The nation's primary surplus is occasionally called the nation's net
resource transfer. In principle names don't metter, although poorly chosen
names can sometimes confuse the unwary. The primary surplus is the excess
of domescic income over national absorption. The current account surplus
is the excess of mtlon;l incoms over national absorpcion.

The primery surplus measures the nacion's net resource transfer to the
rest of the world when domestic income 1is taken as che "benchmark" or
"origin® relative to which transfers are measured. The current account
surplus measures the nation's net resource transfer to the rest of the

world 1{f national income 1is taken as the benchmark or origin. The first
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transfer concept emphasises cthe location of resources and the income
streams chey yield within the nation’'s boundaries. The second concept
focuses on the ownership of resources and the assoc:ared income streams b
national residents, irrespective of the location of the resources.

An emphasis on che “cerritorial® definition over the “ownership*"
definition (or vice-versa) is sometimes adopted by those with strong views
on the (il)legitimacy or priority of foreign oun.rsﬂip claims on national
resources (directly or cthrough the tax system). It is (fortunately) not
necessary for what follows to gecr sidetracked any further into these
semantic discussions.

Equation (13) follows from the asset-revaluations and real-growth-
corrected current account identity (.2) only if th; following racher
technica.l-sounding condition holds: The present discounted value of che
nation's net external debt in the very distant (strictly speaking
irfinitely far) future is zero. 17 uhac chis means is chat, ultimately, the
external debt/GDP ratio has to grow at a rate less than r* + y - n or,
equivalently, that ultimately, the real external debt has co grow at a rate
less than r* + ¢, or again that, ultimately, the foreign currency value of
the external debt should grow at a rate below i*. Ulcimately, cherefore,
the country will have to run primary surpluses in order to service (pay the
interest on) its debt. éolvency does not require that the debt be repaid,
only that it is not possible indefinitely to finance the interesc bill
through further borrowing: at some stage primary surpluses must be achieved
and any furcher borrowing will not be sufficient to pay the entire existing
intersst bill. The natfon cannot play a successful Ponzi game.

A debtor country (with f*<0) facing a real interest rate on its debt in

excess of the real growth rate need, in principle, never achieve any

current account surpluses in order to pursue a strategy consistent with
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solvoncy;18 it must be capabie of generating. at some poinz. primary
surpluses. A rising debt-GDP racio is not 5v izse.f eridence of .mminent
or wultinate insolvency; only a debt GCP ratio schedu.ed <o rige
indefinitely at a rate in excess of r* + 5 - n would spel. eventual. default
or repudiation.

Given the existing debt, the primary surpluses projected for zhe future
and the projected future interest races, expressions such as (13). ‘or
(13') or (13") in footnote 16] can be used to assess the consistency of the
external debt strategy. 1f, under current policy projections, equation
(13) is violated (specifically {f cthe left-hand side exceeds the
right-hand-side) this doesn't mean that default is inevitable, only that
the strategy under consideration won't work  What will "give" to achieve
eqiality in (13) is what the debate during the current debt crisis is all
alout. The lenders would like to see larger trade balance surpluses by che
borrowers (larger tb values in equation (13) and indeed current account
surpluses to reduce the creditors’ oxposufe in the debtor countries). The
borrowers would like to see some combination of more aid (larger a*). lower
interest rates (lower r*), better terms of trade (negative y), higher
growth (larger n) or a write-down or write-off of (part of) the debt (a
smaller value of -f#¥).

Capital flight 1n;roducol an important further dimension to equations
(12) and (13). Net foreign assets, F* consist of official foreign exchange
reserves l; and, in many developing countries, of a large amount of private
foreign claims or assets -D*P against which is set a large amount of public
or publicly guaranteed debt, D*C.  The income from the private overseas
asset holdings often either stays abroad or, if repatriated, manages to
escape the domestil fiscal authorities. New private capital outflows

similarly are often beyond the control of the domestic authorities. Much



of the debt crisis debate then effectivelv focuses on the .ef:-hand-side of

t-e rearranged balance of pavments equation (1)

AD*C = AR+ - E;E . A*] + in(D*C-Re) + (iwDwP-aD*P) (is)

The lenders are concerned with the dovoloping'country's debes (D*G) |
not with its unattachable assets. Income from these assets tends to stay
abroad (i*D*P, which is negative, automatically "disappears” into -AD*P)
Even the building up of reserves by the monetary authorities is often
vieved with suspicion, as being "at the expense of" debt service or, worse,
in anticipation of a post-repudiation cash-in-advance international trading
regime for the country.

Other critics have pointed out causal links between AD*C and Ap*P wich
new foreign lending to the public sector of highly indebted developing
countries disappearing virtually instantaneously as private capital flight,
and at times returning to the lending bankf by return of electronic mail.

In the limit, capital flight and the associated tax evasion mean that,
effectively, the nation's private external assets cease to be part of its
true economic base and certainly of its public sector revenue base, leaving
only the public external liabilities. This threatens the solvency of
potentially viable nations. That the problem is serious can be inferred
from Table 2 which reproduces some estimates by Cumby and Levich [1987) of

the extent of flight capital for a number of countries.

5. The solvency of the public sector
The discussion of "national solvancy” in the previous section should

not lead one to think of any country, developing or industrial, as being

wall characterised by a single representative, national agent, i.e. a
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behaviourally consolidated privace-cum-public sec-or wizh full command over

all nacional resources. As the external rcransier .- most ceveloping
countries is mediated chrough the pubiic sector, separate consideration of
the financial accounts, solvencv conscraint, spending programme ard revenue
basis of the public sector is in order .19

Equation (15) gives the budget fdentity of che consolidated public

sector, i.e. general government, central bank and state enterprises.

FaL ;(AD*G—AR*) R = R R - R TR AT R T
H is che nominal stock of high-powered money or reserve money. i.e. the
monetary base. It consists of coin and currency held by che public and
reserves held by the commercial banking system and bears a zero nominal
interest rate. Gross public sector capital formation IG, the public sector
capital stock KG and the depreciation rate of the public sector capital
stock § are related by

4KS » 16 - §KkG.

F*G & R+ - D*G {5 che governaent's net stock of foreign assets. The
government's gross return from the public sector capital stock, J, can be

wrictan as the product of the capital stock KC and its gross race of

return g, i.e.
J = ch.
Ue also define tha following ratios to GDP:

T

h = H/PQ; i‘c"‘f""‘"l"u‘ cc-?; 16-35;7-5. f*c-%f
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The government budget identity (13) can then be rewrizten as:
ab - 3f*C - 3KkC @ G - (ar+r)

+ (r#*-n) (b-£*G-kC)

+ (c-r¥)b - YE4C + (rw-(n-8))kC

- {dh+(n+w)h}

Lact D denote the net non-monecary liabilicies of che governmenc, and d

thair ratio to GDP, i.e

B _ERC .
beop-7— K
and
4-34

The budget identity can then be written more compactly as in (16)

4d w G - (a%+r) + (re+y-n)d + 2 - ¢ (16)
where

R ® (r-(r*+y))b + (r¥ey-(n-8))kC (17a)
and

o = Ah + (n+r)h (17b)




The increase in the public sector’'s net deot-GIP ratio zan. I:om
equation (16), be expressed as cthe sum of four components. The Iirst is
cc—(a*v), the basic public sector primary ‘non-interest® current or
consumption account) deficit as a proportion of GOIP “he second.
(r*+y-n)d, is the real interest payments on che debt correczed for che
growth of real GDP, as a proportion of GDP. The real inceresc race impuced
to the debt is the world real interest rate r* ® i* - <+ plus che
proportional rate of depreciation of the real exchange rate y. The third.
¢ consists of the additional interest losses (which may of course be
negative) accruing on the various assets and liabilicties due to che fact
that the real rate of return on these assecs and liabilities differs from
the world real interest rate corrected for real exchange rate changes. If
domestic debt pays a real interest rate in terms of home goods (r) in
excess of the world real interest rate corrected for real exchange rate
deprecfation (r*+y) then ¢ increases by an amount (r-(r+*+y))b If zhe
foreign real interest rate corrected for real exchange rate depreciation
exceeds the net real rate of return on public sector capital. 75 - §,
2 increases by an amount (r*o-y-(q—b))kc. Finally, the increase\ in the
deht-GDP ratfo will be smaller, the larger o, real seigniorage or the real
value of the iIncrease in the nominal high-powered money stock (as a
proportion of GDP). '

From (16) and (17a, 17b) a few obvious facts stand out.
Subscicuting domestic debt for foreign debe.

The substitution of domestic debt, b, for foreign debt (-£+C) , will
worsen the budgetary position of the government {f the domestic reel
interest rate exceeds the foreign real interest rate corrected for real

exchange rate depreciation. Both Turkey and Brazil have in recent years
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pursued such a strategy. which may not have been very sers:bie :see Anand
and van Jijnbergen {1987})

If the substi-ution of domest:c government debt for foreign public dedt
takes the Sorm of a "stock-shift” open-market swap, ~he nation's =otal net
foreign indebtedness at that instant will not .of course have Deen
affected. Private external indebtedness must have increased by the same
amount as the reduction in foreign indebtedness  The government's balance
sheet will have been weakened while chat of the private sector has become
stronger. This creates a problem if and to the extent cthat the government
hes trouble effecting the increased internal fiscal transfer required to
service its costlier debt.

If the substitution of more expensive domestic public debt for foreign
public debt takes the form of the government financing a larger share of
its flow deficit by borrowing domestically, there will be, as time passes,
first-order effects on the evolution of the nation's net external
indebtedness, (1) through the higher future public sector deficits thac
would result because r > r* + y (even if seigniorage, the primary deficit
and the rest of 2 are unchanged); and (2) through any effects of th; change
in the internal-external financing mix on private saving and investment.
If che private sector cannot borrow abroad (or cannot increase its
borrowing abroad), the incressed government borrowing in the domestic
capital markets will crowd out private invescment, either by pushing up
domestic real interest rates or by tighter credit rationing. The response
of private saving is less clear-cut, but under the conditions just stated,
the private sector financial surplus will have to increase by the full
amount of the switch of government borrowing from the external to che
internal financial “markets. When private access to the international

financf.l markets is limited but non-zero, the short-run response of the
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current account is still likeiv to 2e an :mprovement. al:hough :: again :s
likelv to have been purchased at a cost :n zerms of comest:: invesIment.
cthe government wouid also encounter the more acute incerna.

Over time,

fiscal transfer problems discussed before.
The debc burden 4nd che real exchange race.

As was discussed in connection with nactional solvency in Section 4, a
depreciating real exchange rate (y > 0) increases che real domestic
resource cost of servicing foreign debt (at any given world real interest
r;tc r*). This confronts debtor countries with the unpleasant dilemma thact
they must achieve an improved level of competitiveness in order co generate
the trade surpluses to required service their debc, while che very process
of improving their competitiveness increases cthe real burden of chat debt.
Ihe recwrn on che public sector capital stock.

The ‘implicatlons of differant rates of return on che public sector
capitcal stock?0 can be brought out most easily by considering two extremes.
The firsc, optimiscic, scenario has the net rate of return, 7 - &. equal to
tha opportunity cost of government borrowing, r¥ + y If in addicion
£ =r* - y, the primary deficit driving the debt dynamics in chis case is
simply che current or consumption account deficit, ¢G - (a%*er).

The second, pessimistic (or realistic?), scenario has the gross rate of
recturn 5 equal to zero. Capital effectively ceases to be an assec and
gross investment (16 IIAkcf(aon)kc) is like public consumption expendicure.
Let net Apublic debt excluding capical as a proportion of GDP be

dse (I-EFG*)/PQ. If in addition we have r - r* + 5y, the budget {dentity

bscomes

43 » cC + 16 - (aker) + (rvey-n)d - 0. (18)



The primary deficit driving =he debt dvnamics now .nclides Zrass pudlic
sector capital formation “ith g <) ~"e TIie primaty
cG ~(a*+r) + @ would be even larger
I vencv constraj of che publ sector
From equation (16) we can obtain the intertemporai budget constrainc.
present value budget constraint or solvency conscrainF of che public secrtor

in the same way as was done for the nation as a whole in Section &. It is

given in equation (19)
d(s) = PV(s;r+a*x-2-cC.r*ey-n) + PV(s o r*+y-n) (19

The present discounted value of fucture primary government surpluses
(including ¢, che drain on public sector revenues caused by costly domescic
debt and low-yielding public sector capical) plus the present value of
future resources appropriated by prinring money should be equal to che
outstanding net public debe. 21

As in Section 4, the solvency constralnt (19) should be viewed as an
ex-ante consistency check on the government's spending. revenue raising and
monetisation plans, given its initial outstanding debc. *

When spending and revenue projections are made and evaluated, it {is
important to be aware of the spending and revenue implications of various
structural adjustment policies.

Trade liberalisation, when it cakes the form of reducing tariffs or
export taxes and when the revenus base is less chan unit elastic with
respect to tax snd tariff races, will reduce revenues and weaken solvency
unless future primary deficits are reduced or future seigniorage revenues
are boosted. T1f neither occurs, the debt will not be serviced in full and
we'll seo either explicit (partisl) repudiation or capital levies etc.

This is not necessarily a bad thing, although it is likely to affecc



auversely the government's future abilizy =5 dorrow  The case Ior.a more
explicitly contingent public debt (internai and ex=erna.; -as Deen made
forcefully among othere by R. Dornbusch 1386 pp.131-15C end pp 175-1746°
Provided the contingencies ere clearlv definad and obser-able and not under
tha control of the borrowing government. the case for making debt hoiders
shara (with labour and the owners of capital) in che burden of adjusting to
intarnal and external exogenous shocks would ssem to be a strong one.

Replacing quotas and import licenses (which typically are not suctionad
off competitively) by uniform tariffs, as is currently being recommended by
the World Bank, will raise government revenue in addition to having
allocative or efficiency effects and may reduce the returns ¢to
rent-sesking accivicy.

The consequences of internal and external financisl liberalisation for
the government's ability to extract seigniorage will be considered in

Section 6.

6. Seigniorage ss 3 tax

Seigniorage, o, the increase in the noainal high-powvered noni} stock
(as a proportion of GDP) can be written in a number of ways as shown in
equation (20). pu ® AH/H is tha proportional rate of growth of the noainal
high-powered money stock and V » PQ/H is the income velocity of circulation

of hlgh-powered money.
e g ' (20)

= Ah + (n+g)h

=l e un



-35-

As can be seen from the second line of (20), totai se:gniorage can be
broken down into 2 components, the reduction in the high-powered money -
GDP ratio zhat would occur as & result of nominal GDP growth, holding
constant the nominel stock of high-powered money ((n+s)h; and the change in
the high-powered money-GDP ratio (dh = -av/vy . If money demand equals
money supply, (n+r)h can be interpreted as the growth in nominal money
demand due to inflation and raal GDP growth at a given velocicy. Jh is the
incresss i{n reel money demand due to declining velocity. The two
componants will often move in opposita directions. Higher actual inflacion
will cat.par. increease (n++)h. Directly and via higher nominsal interest
rates, higher expected inflation will also tend to increase velocity
(reduce money demand at any given level of income). The third line of (20)
provides a decomposition of seigniorage (or the infletion tex) into en
inflation tax rate, x » AH/H and en inflaclon tax base, h @ V-1 A higher
inflation tax rete will, given the tax base, reise seigniorage revenue. To
the extent that s higher value of x raised che expected rate of inflation
(and for increases in u that are perceived as permanent, it will do so
sooner or later), it will also raise velocity and reduce the tax bese.
Only if the elasticity of velocity with respect to x is less than unicy,
will seigniorsge revenus go up as s increases.

Consider the monetary base demsnd function given in equacion (21)

h « £(1.Q;p) £y <0 (21)

¢ is a set of variables such as expected infletion, expected nominal
exchange rate depreciation, foreign interest rates, official bank reserve

roqulr.ounn. capital controls etc. that may influence tha damand for base

money in addition to 1 end Q.
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fq will ba posicive (negacive: if che elasticitr of real money base

demand with respect to real income {s 3reacer cran [lass thar; unizvy. For

tha moment., assume a unitary income elascicity and a real interest race
that {s independent of the rate of inflation. 1In the long run, v = u - n.
For a number of commonly used soney demand functions such as the linear one

in (22a) and che log-linasr ona in (22b) tha long-run relationship between

monetary grovwth and real seigniorage has tha "Laffer curve" shape shown {n

Figure 6.22
he=a-bi &b, >0; i< ab-l (22a8)
lnhe-a ~-b' i b >0 (22b)

For the linear demand function, shown in Figures 6A, 6B. and for the
log-linear demand function, shown in Figures 6C, 6D, there is a uniqus,
finice, long-run seigniorage maximising rate of inflacion (a/2b in ths
linear case, 1l/b' in cths log-linear case). No racional policy-making
process would drive tha long-run inflation rate beyond this poinc es in
sddition to the costs of higher inflation, there would be a reduction in
inflation tax revenuss. Many past and recent hyper-inflationary or
near-hyper-inflationary episodes nevertheless saw the rate of inflation
pushed well beyond tha point of negative seigniorage returns. Tha
political economy of such monetary i{rrationality is not very well
understood.

The importance of s;ignlorago as a source of government revenue vsariss
widely across countries at a point in time and over ctima for any given
country. Only the cross-sectional variation is shown in Teble 3. Note
that all these dats understate seigniorage revenus, as they only refer to

currency outside banks. Currency held by the banks as "till money" and
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reserves held either as cash or in the form of bankers' balances with zhe
Central Bank are omitted because the dacta -end to be very unreliab e

The seigniorage tax base can be affected powerfullv by direct
international currency substitution ("dollarisdcion”) and by domestic
financial developmencs and reforms. Domastic financial deregulation and
the developaent of deposit-taking institurions paying attraccive interesct
rates will shrink the demand for currency held oucside che banking system
(Cur) . With & given reserve requirement (#) against deposits (Dap)
(assumed binding), the reserve component of the monecary base (Res) will

grow when bank deposits grow, as

Res = §Dep.

Since H ® Cur + Res, even the sign of the net effact of domestic financial
deregulation and the growth of bank deposits on the seigniorage tax base is
an empirical matter. Flight out of domestic currency and out of domestic
bank deposics into foreign currency and/or foreign bank deposits in
response to international interest differentials and/or expectations of
exchange rate depreciation will unambiguously shrink the seigniorage ctax
basa. More quanticative information on the demand for high-powered money
as a function of expected inflation, domestic and foreign interest races,
expected exchange rate depreciation, the development and degres of
sophistication of che banking system end the tightness and effectiveness of
exchange controls would be very helpful.

In an economy in which all sources of government revenue are
distortionary, optimal policy will miniaise the unavoidable dead-weight
losses involved in raising a given total revenue by using all available

rcv'nu.‘tnac:u-oncsT including the inflation tax. More reliable knowledge
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cincerning the effect of changas in tha inilation tex rete on the inflation
tax yield is required if this instrumenc is <o ba used properly.

Seigniorege as defined here cen be viewed as the expsctad inflation
tax. If che governasnt has e significant amount of long-dated nominally
danominated (non-index-linked) debt outstanding, it cen in addition use
unanticipsted inflaction es a capital levy on the holders of this debc.
Since ths axternal debt is denominated in foreign éurroncy and such of che
domestic dabt is effectivaly indax-linked, cthis may not ba es important e
source of revenus as it could be {n many of the industrial countries. In
addition, this policy suffers from the defect that repested use will leed
to infletion risk preaiums boi..ng built into tha nominal yields on newly
issued nominal debc.

Finally, inflation will affect the resl yield of other taxas and
ravanue sources (specific duties, charges, tariffs atc.) end the resl value
of public spending because many spending programmss, tax schedules etc. ere
not lndex-linked end adjust to inflation only with e lag.

The bisses do not slways go in tha same direction. Inflation will
raise the real yield of s progresivs income tax when the progrusfvo rate
schedule is not index-linked snd adjusted cto inflation only with a leg.
Delays in tha collection of taxss can, unless the righc incerest penalty
for arrearages is imposed, reduce the real tsx take significently in en
inflationary OIIVIIOI'“I\C. Again our quantitative knowledge of the effect
of 1nflation on real public spending and revenues is very incomplete,
slthough Tanzi's (1978] work suggests that very high retas of inflation
unambiguously and significantly raduce rael public sector revenues.

Vhat 1is c.loat is that the pursuit of reductions in the rata of
fnflation in the range where this reduces seigniorage may have serious

fiscal consequences. If no matching reduction in ths primsry government
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deficit is achieved, che growth of interest-besring public debt (internal
or external) will be increased. i{f taxes sre raised or spending cut to
prevent an increase in the growch of the public debt. the demand-depressing
effect of the monetary tightening will be augmented by a contractionary
fiscal impulse and a serious recession may rosulc: “hile chis may be
judged to be & price worth paying for a reduction in'the inflation rate,
the choice should be made in full swareness of the entire range of likely

consequences .

7. TIhe consistency of inflation cargecs and financeable deficics

Recently the World Bank has developed a "short-hend consistency check®
on certsin aspects of a government's fiscal, financial and monetary
strategy. This approach, based on the work of Anand and van VW{ijnbergen
[1987), Knight [1986] snd Coutinho (1986, 1988] within the Bank and closely
related to some recent work of mine (Buiter [1983a.b] {1985], [1987e,b])
can be interpreted readily using the .cébunting framework of Sections 6
and 7.

Let z denote the real-growth-corrsctad operational deficic as a
proportion of GDP, 1.e¢. cthe sum of the primary deficit aend the
asset-revaluations-and-real- growth-corrected interest paid on the debt, es

a proportion of GDP:
2 m ¢G4+ 16 - (a%s1) + @ + (r*+y-n)(b+d*C-p*) (23)

The public sactor budget identity given e.g. in equation (18) can ba

revritten as

o' z - (abead*C-ap") (28)
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This {dencity can be used in e nusber of wavs. Cne is to ireac
m-netary financing, o, as che residual.

To implament cthis, projeccions ere provided Jor z, {.e. Ior cthe
primary daficit and the interest¢ payments on -he outstanding stocks of
tnternal and external public debt. This requires projections of real
intarasc rates, i.e. of domestic and foreign nominal intersst rates, of
domascic and foreign inflation retes and of changes in cthe real (or
nominal) exchange rate. The "financeable deficit" {is cthen calculated,
basically the desired (or permitted) changes in domsstic indebtedness, ab,
external indebtedness, Ad*C, minus any desired increase in external foreign
exchange reserves, Ap*. This uniquely determines o, the value of the real
resources (as a percentage of GDP) chat che government wiil have to
appropriate by running the princting presses.

Wicth the required amount of seigniorage from equatzion (24), plus a set
of equations relating base money to inflation, (typically centred around a
high-povered money demand function) the " inflation rate implied by che
fiscal-financial programme on the right-hand-side of equacion (24) can be
determined. A popular candidate used in World Bank analyses ' is che
long-linear base money desand function (in the example considered here, the
income elasticity of money demand is conscrained to equal unity). The
inflacion race is ch? only other argument in this function. h in equation

(25) denotes the desired or long-run demand for base money es a frection of

GDP.
fi-o@@'m 8'>0 (25)

The ectual inflation rate v is assumed to exceed (fall short of) the

expected, inertial or 'core’' inflation rate x whenever h exceeds h. This
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relacionship can be perturbed bv additive exogenous shocks x.
r=ch-h) + 7+ x €50 (26)

Finally, inertial inflacion v is assumed %o bSe a simpie function of

past inflaction, say,

T = rx(-1) 0<xgl' @n

Given ¢ from equation (24) and equations (25), (26) and (27), we can
calculate the inflacion rate consistent with the deficit scenario and che
agsumptions about the financeable deficit. This i{mplied or consistent rate
of inflation can then be compared with the target rate of inflation (and
with the inflation assumptions that are implicit {n the projections made to
obtain the right-hand-side of equation (24).

The converse approach is to start with a target path for inflacion and
to deriva the path it implies for seigniorage ¢ given equations (25). (26)
and (27). Given the amounts that can be borrowed at home and sbroad and
given the target change in international reserves, this implies a path for
the operational deficit. This can then be compared with che actual plan
for the operational deficit.

Any inconsistencifes (in practice most likely to take the form of an
implied inflation rate in excess of the target rate or an implied deficit
in excess of the target one) will have to be reconciled by some combination
of ravisions in (inflation projections, cuts in che primary deficit,
reductions i{n the internal or externsl interest burden, increased internal
or external borrowing (including arresrages) or lower foreign exchange
reserves.

Noéo that from the public sector solvency constraint given in equation

a7, .gtv.n the initial net debt and the projected path of fucure
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(corrected) primary deficits end of fuzurs real interest ratas end growch
rates, tha presant discounted value of future seigniorsge required o Qako
these projections consistant with government solvency can de calculated.
This PDV can of course bs achieved with many different =ims pachs for ¢.
The approach outlined in this section picks among these many feasible time
paths for o by specifying paths for 4b + Ad*C - 3p* (i.e. for the
financeable deficit).

1 consider this approach (basically a simple ~uses and sources of
funds” accounting exercise for the consolidated public sector with minimal
behavioursl fill-{n (just the base money demand function and the inflation
equations)), to be potentially useful because it imposes the essentisl
discipline of looking at the totality of plens for public sector outlays,
receipts and financing. Such an integrated approach is the only one that
makes sencs. Granted this 'global' approval of tha method, I have some
worries about wmisleading inferences that might be drawn from its
prima-facie lov behavioural content. There also are, inevitably, serious
problems with any actual empirical implementation.

Nethinx from nocthing

The aspproach carries with it the danger that a casual reader or
careless user might infer that in order to engage in macroeconomic policy
evaluation all ons needs is a base money demand function and an inflation
equation. (If prices were perfectly flexible, one could even dispense with
the separate inflacion equation). In fact, in order to do the exercise, a
vast amount of (implicit) economic and econometric modelling is required to
produce projections for the right-hand-side of equation (24). There we
find s number of key endogenous variables whose determination requires
(implicitly or explicitly) tha kind of general equilibrium macrosconometric

modelling that the consistency check appears to short—cut.
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Among these key endogenous ~variables are -he domestic real interest
rate, tha real exchange race (through y) and the growth raze and .evel of
real economic activity. The latcer enter through n and because reel ctex
receipts and other current revenues and ourlavs are functions of ‘among
other things) the levels of output end eampioyment. - The consistencv check
should in principle be extended to include cthese v.rifblcs, When this is
not done, the danger exists that changes in policy cthac are intended to
eliminate an ex-ante inconsistency between inflation plans and budget
deficit plans will only do so by enlarging the inconsistency between the
inflation and deficit projections on the one hand and the real interest
rate, real exchange rete and real economic activity assumptions on the

other hend.

The base money demand function

Having estimated bese money demand functions for the UK and USA for the
post-World-Wer-11 period, it is easy to become lmpressed (and depressed)
with the instabilicy of this rcl.tionshib: Much of this can no doubt ba
explained (ex-posc) as reflecting irregular spurts of financial innovation
a~d development. In addition thare are likely to be episodes of
(dis)intermediation in response to changes in regulatory policy. In a new
industrial country such as e.g. Brezil all these sources of instability are
likely to ba prasent in force, plus some others. Variations in the degree
of stringency of capital controls are likely to be reflected in veriations
in the degree of (direct) international currency substitution. Changes in
reserve requiraments are also likely to shift a simple base money demand
function such as the one given in equation (25).

The inflacion funccion
Equations (26)° and (27) define a completaly ‘backward-looking’

1nll.cion and price process. There is no room for announcement effects,
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credibilicy ectc. to affectc the rate of infletion other chan :hroug’h‘ tha
shift dusmy x. There is also no room in tha equation (again axcept through
x)} for a role for indexation arrangements. direct or :indirac: effects of
exchange race behaviour or cost pressuras (domastic or impor-ed’ while iz
is easy to criticise any plece of empirical work for errors of omission
(and arrors of commission), these specific criticisms are born not out of a
scholarly thirsct for purity, but out of worries resulting from che fact
that thesa particular omicted factors are widely recognised as having
played (and continuing to play) a major role in the economic procassas
governing conteaporary Brazil, Argentina, Mexico, etc.

Ihe seigniozage laffer curve

As was pointed out in Section 6§, many theoretizally and empirically
acceptable money demand funccion have the property that there is more than
one rate of inflation thac can generate any given amount of seigniorage.
This is most esasily seen if we consider stationary equilibria in which che
(actual and expected) rate of inflation is constant over cime. (Not all
plausible money demand functions have cthis property; e.g. the hyperbolic
function h = a"/(b"+s) with 2°,b">0 has seigniorage independenc of the rate
of inflation; the constant velocity version h = a, #>0 has seigniorage
increasing with inflation forever; other reasonable functions yield many
local seigniorage peaks and troughs).

The long-linear function often used in the Bank's analyses has che
unisodal long-run seigniorage Laffer curve depicted in Figure (6c,d). When
the inflation rate is calculated that yields a given amount of seigniorage,
the lower of the two rates is typically chosen in Bank analyses. While
this may ba good prescriptive economics (no racional policy-making process
would drive the rate of inflation beyond the point at which it yields

maximal rTevenus), it is likely to be bad positive economics. Every



hyperinflation in history clearly put the country evperiencing it on cthe
revenue-inefficient side of the seigniorage Laifer curve. The same 1is
likely to have been true with the very high rate of inflation seen in a
number of Southern Cone countries in recent vears.

Ioflacion and che primaxy deficit

It is likely to be empirically important to allow for the effect of
inflation on the primary deficit. As pointed out in Section 6, we know
from the work of Tenzi (1978) and others cthat wich very high rates of
inflation, government resl tax revenues will decline, quite often
dramatically. If there are any elements of nominal progression in the
income tax structure, this resal revenue-raising effact will be swamped by
the effect of collection lags and lags in the inflation asdjustment of
specific duties etc. Lsss i{s known sbout the effect of high (and variable)
rates of inflation on government expenditures. Empiricsl studies must
allow for feedback from the inflation rate to be firsc term on the
right-hand-side of aquation (24).

More lack of supermeucralicy

Differant rates of inflation may affect the right-hand-side of ;quncion
(24) not only through the primary deficit but also through the real
interest rate and the depreciation of the real exchange rate. I don't know
how to evaluate the quantitative significance of this point.

Unclever budget cuca

It may be unnecessary to point out that evan within the primary deficic
totel, the various spending and ravanue components are not independent of
each other, in the short run and in ctha long run. Spending cuts that
deprass activity also deprass output-or-income-sensitive receipcs. Even

without extreme Lifferian rasponsss, supply-side-friendly tax cuts or

subsidias may racoup part of the initial budgstary cosc. Cuts in
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productive public sactor capital formation may damage the supply side of
tha economy, conceivably to the point that the public defizit rises rether
than fells (ses Buiter (1987b ). While these problems are not specific =o
the spprosch under consideration, they are important when che policy

responss to an "inconsistency verdict® {s being pondered.

8. Conclusion

This paper is a non-systematic perusal of some of tha key issues in the
design and conduct of fiscal policy for stasbilisation and structural
adjustment in developing countries. 1Its coversge undoubtedly is subject to
both Type I and Type II errors. I nevertheless hope that its focus on the
external and internal trsnefsr problems, national solvency and public
sector solvency (with a fairly extended discussion of the inflation tax and
tha consistency of fiscel, financial and monetary plans) does provide a

usaful scerting point for furthar discussion.



Eooctnoces

* Many of tha parcicipants at a World 3ank W D R.. worcshop on fiscai
policy in the O.E.C.D. and in the developing councries {on Oc=ober 30.
1987) made helpful comments on san earlier draft of this paper which was
vritcen as a background paper for tha 1988 W.D.R. Among them were
Guillermo Calvo, Vito Tanzi, Swadar van Wijnbergen, Alain Ize end Brian
Pinto. Gus Ranis also made a number of helpful suggestions on an
earlier draft. The World Bank does not accept responsibility for che
views expressed herein which are thnse of the author and should not be
attributed to the World Bank or to its affiliated organizations. The
findings, interpretations, and conclusions are the results of rasearch
supported by the Benk, they do not necessarily represent official
policy of tha Bank. Tha designations employed, the presencation of
materiasl, and any waps used in this document are solely for the
convenience of the reader and do not imply the expression of any
opinion whatsoever on the part of ctha World Bank or its affiliates
concerning the legal status of any country, territory, city, erea, or
of its authorities, or concerning the delimitation of its boundaries,
or national affiliation.

1 These ars Argentina, Bolivia, Brazil, Chile, Columbia, Cote D'lIvoire,
Ecuador, Mexico, Morocco, Nigeria, Peru, Philippines, Uruguay,
Venezuela and Yugoslavia. The World Bank's group of seventaen
"Heavily-indebted c;untrtos' adds Costa Rica and Jamaica. Furchar
major dabtors are South Korea, Thailand and Turkey

2 The World Bank's World Developsent Report identifias 24 countries as
Low-Income Sub-Saharan Africa snd 10 more sa (lower) middla-income

Sub-Saharan Afrfca.
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A reduccion in the private sector financial deficic will cec. par. .also
improve che current account defici=. where chis can be achieved
through an increase in the savings race, it will in genera. de welcome.
In many 'of the poorer deveioping countries. the scope for this is
rather limicted. A reduction in the private sector financial deficit
through e cut in private sector capical formation is uniikely to be
desirable.

Again this ought to be called the increase in the (internal) fiscal
transfer, but established usage and verbal hygiene conflict here ctoo.
It is assumed for simplicity chac the inceresc rate on foreign exchange
reserves is the same as that on foreign debt.

For simplicity ell net external current transfers are assumed to accrue
to the government. This assumption is most inappropriate in the case
of prlvuco’rolitcancos.

Qx. Qq and Qq are domestic production of the exportable good., che

importable good and the non-traded ;o;& respactively. C? and I?;
k=PG;, j§ =XNN are domestic demands for tha three goods by the
private, (P), and public (G) sectors respectively. )

In the long run, a smaller stock of external debc obcained as cthe
result of a period of cumulative current account surpluses permits a
country to run a fuatninablo smaller trade balance surplus or a larger
deficic.

Note that CP s .';xi'aco consumption spending measured in GDP units,
1.e. c¥ o (Bch + pych + pychiPl.
Private investment spending on non-traded goods is held constant in

this thought efperiment and the next one involving changes in public

spending on non-traded goods.



-

11 The production of exporcables need not fall abpsoiuztel”. as in
Figure 2A.

1. Given the volume and che composition of the governmen:'s “exhaustive"
public spending programme on goods and services. and ignoring cthe
distortionary effects of non-lump sum taxes.

13 1If che money wage is W, the real consumption wvage 9 is defined by:

€
| ]
L BN E ]

d<a<l

Br=pPx Py 0<f <l
P is the (Cobb-Douglas) consumer price index; ET is cthe consumer price
index for traded goods. B is the share of imports in traded goods
spending and a the share of non-traded goods in total consumption
spending. If the non~traded goods price is a markup on unic labour
cost then Py = (1+p)UL"/QN vhere g Ls.ého proportional markup and Ly is

labour employed in the non-traded goode sector. This implies

v- '-;(10,.) [g

If chere are no intersectoral differences in factor intensities (so

l-a

Qy/ly is independent of Qy), and if the markup is constanc then a
decline in the relative price of non-traded goods lowers cthe real
consumption wage. This will be reinforced {f the average product of
labour in the non-tradad goods sactor declines as PN/PT declines and Qy
contracts, which is likely cto happen if the non-traded goods sector 1a
relatively llbOI:t intensive.

14 Megsured in terms of foreign GDP.



15 In "long-hand" slgebre.

v

-4::*(u)¢7(u}sn(urjdu
PV(s;tb¢gf;r'+7—n) - chb(v)oo*(v):o dv.

16 Two equivalenc veys of vricing (13) ere

E(s)F*(s) . EA* .
- —R-’__l - w[g' TR + T' e - 7] (13

end
- Fa(s) = PV[-: EE! + A l*] (137)

Equation (13') hes the current ressl velue of the externel debt matched
by the present discounted valua of future reel primsry surpluses, using
the real exchange-rate-dsprecistion-corrected foreign reel intsrest
rsta r* + y to discount the futurs primary real surpluses. Equstion
(13*) hess che current foreign currency veiue of the netion's excernal
debt matchad by ths present diecounted velus of future primery
surpluses ameasured in foreign currency, using the foreign nominal
intarest rate i* ® r* + s* to discount the future primary 'fotol;n

currency eurpluses.

17 Technically, the condition {is:
T
l-‘[r*(U)*y(u)-n(u)ldu
}3= - f*(r)e -0

or

4

“‘(f*(u)’7(u)]d“
}1. _ E(1)Fe(1)e -0
4 r

or -




18

19

20

21

-il'(u)du
lim - Fa(r)e -9

1 am concerned with solvsncy only, not wich optimal or <ize-consistent
borrowing stretegles. It may well be optimal, undsr certeln
conditions, to run current account surplusas ot even to bacome & nat
externsl creditor. ,
This section dr;v. on Buiter (1983, 1985! and Anand and van W{ijnbergen
{1987).
Dapending on the accounting conventions one edopts, J could inciuda the
opsrating surpluses (deficits) of the stets enterprise sector.
Alcernatively one could include these in r. Note tcthat it ie cash
returns thet entar into tha accounts through p, not ths isplicic socisl
rate of rsturn.
Thers again i{s a trensversalicty or terwinal condition to get from (16)
to (19) given by

) 4
lia d(r)oxy(—l(r’(u)ﬂ(u)—n(u)]du) -0

]

-4

For simplicity r = O and { = ¢ = g in Figurs 6.
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Low-income® Middle-incomed Induscrial®

Tax category® 1975 1983 1975 1983 1975 1983

Dumestic income 19.6 19.9 30.5 1.4 34.0 333
Individual (9.9 (9.6 (9.64) (10.7) (26.4) (26.2)
Corporate (8.4) (B.4) (13.1) (13.5) (7.3) (7.1)

Other direct taxes 7.9 7.3 18.5 17.9 .7 i
Social securicy (1.0) (2.2) (12.9) (10.1) (28.2) (29.6)
Property (3.4) (2.5) (2.8) (2.6) (21) (1.8)

Domestic commodity 29.0 3s5.8 26.6 30.8 29.9 30.6
Sales, VAT, turnover (11.1) (18.8) (7.9) (10.5) (16.0) (16.6)
Excises (11.1) (13.1) (13.1) (13.3) (10.9) (11.1)

International trade 43.6 137.0 26,4 20.8 4.5 2.9
Ilmport (32.9) (32.6) (19.6) (16.2) (6.6) (2.7)
Export (7.7) (3.8) (3.5) (1.4) (0.1) (0.2)

Notes:

a. Figures are unweighted represencing the average pectern for countries

in the sample. )
b. Figures for subcategories do not add up to the figure for aach category
dus to the presance of smeller unalloceced taxes.
c. Low-income sample includes elevan countries.
d. Middle-income sample includes thirty-six countries.

e. Industriel market includes nineteer. countries.

Source: Governmsent Financa Statistics.



1979 1980 1981 1982 1983 1984
Argentina 2.2 3.5 4.5 7.6’ 1.3 -3
Brezil 1.3 2.0 -l.4 1.8 0.5 4.0
Korea -0.5 -0.7 -0.8 0.5 -0.7 -0.6
Mexico -1.1 2.2 2.6 6.7 9.3 2.6
Philippines 0.0 -0.1 1.3 0.0 -1i.5 -1.8
Venezuels j.o0 4.8 5.4 3.2 31 4.0

Notes: These asstimetes use Um. Cline's definition of cepital flight es

computad by Cumby and Levich.

Source: Cumby and Levich (1987).



(sverage 1980-85)

Seignorage
revenues Retio of Currency
(incresss in currency growth Inflacion
currency es holdings (per cent) (per cent)
par cant to GDP per year per yvear
of GDP) (per cent)
High seignorage revenues
Argentina 4.0 js 269 274
Bolivia 6.2 6.1 438 506
Ghana 2.2 6.1 45 54
Sierre Leons 2.4 7.7 15 43
Moderate seignorsge revenuas
Brezil 1.0 1.4 129 147
Israel 1.1 1.3 165 181
Mexico 1.5 3.7 S0 58
Paru 1.9 l1 92 97
lTurkey 1.2 3.8 38 46
Low eefgnorege ravenues
Bangledesh 0.6 4.0 16 12
Colombis 0.8 4.7 18 22
Cota d'Ivoira 0.7 9.2 8 7
Domlnicen Republic 0.7 4.6 16 1s
Korea 0.5 4.3 13 ‘9
Nigerie 0.8 7.2 13 16
Venezuela 0.4 4.5 8 12
Notss: The first column is calculated as the end-of-yesr currency outside

banks (IFS line l4s) minus the end-of-yeer value of the previous
year, divided by the current year GDP. The second column is the
ratio of the average of beginning-of-year and end-of-year currency
outeida banks to current GDP. The third column is the percentege
changes in currency outside banks froam end-of-year to end-of-yeasr.
The final column is ths percentage change in CPI (IFS line 64)
from December to December. The geometric everege of growth retaes
is used for columns thres end four; chs arichmecic asverege of

ratios is used for columns 1 end 2.

Source: IFS
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I am both honored and grateful =o have been invited to deliver the
Zahid Husain Memorial Lecture. Mr. Husain’s achievements as the first
Governor of the State Bank, and as the first Chairman of the Planning
Commission of Pakistan, his remarkable strength of character, his erudicion,
and his combination of the central banker’'s conservatism with a pragmactic
long-term perspective towards the problems of development, have been
admiringly described to me by his former employee and my colleague, Moeen
Qureshi. The fact that I follow three of my World Bank predecessors, Irving
Friedman, Hollis Chenery and Anne Krueger, in delivering this lecture
attests to the long-term relationship between Pakistan and the World Bank, a
relationship which is highly valued by the Bank.

The ctopic of this Zahid Husain Memorial Lecture, the economics of
the government budget constraint, is not the most obvious choice for a
central bank audience. Surely it would be more appropriate to talk of the
staple questions of monetary policy, whether to target the money stock or
races of recurn on assets, whether to fix the exchange rate or allow it co
float, and if to fix it, to what currency basket, how to maintcain prudential
control of the financial system while obtaining the beneficial effects of

competition, and so forth.

............................

lyice President, Development Economits and Chief Economist, the world Bank.
This paper was prepared for presentation as the 2Zahid Husain Memorial
Lecture at the State Bank of Pakistan, Karachi, March 2 1989. The views
expressed are those of the author and are not official views of the World
Bank management or Board of Directors. Collaboration from William Eascerly
of the Macroeconomics and Growth Division of the World Bank is gratefully
acknowledged.




One interprecation would be that the choice of opic Is dicrazed v
orudence. Central bankers know that fiscal deficits are the ultimacte sourc
of macroeconomic instabilicy and inflation, while finance miniscters are more
inclined to actribute their macroeconomic problems to inadequate monetary
policy; there is therefore nothing safer than ctalking about the dangers of
fiscal excess in a central bank. But prudence is not consciously the reason
for choosing this topic. Rather it is that fiscal policy is indeed key to
macroeconomic stability and one of the keys to development -- and chat
recent developments in the analysis of the consequences of deficit finance
reinforce that message.

When government spending and taxation amount as cthey do in many

industrialized economies to arcund 40% of GNP, it is inevitable that tax and
expenditure decisions exert a major impact on the allocation of resources.
Government spending in low-income developing countries averages 20% of GNp2,
still quite sufficient to affect the allocation of resources throughout the
economy. The method of financing of that spending also affects the
allocation of resources, both because taxes and ctariffs affect relative
prices, and also because the financing of the government budget deficic
affects inflacion, real interest rates, the internal and external debt, and
the development of the financial system.

I shall concentrate in this lecture on the macroeconomic effects of
government budget deficits, focussing on the consequences of different
methods of financing the deficit, and the links between the budget deficit

............................

ZWo;Lg Development Report 1988, Chapter 2, contains comparative data on ‘

government revenues and expenditure. The Report presents an authoritative
modern account of the role of fiscal policy.




and inflation. - The lactyre ig buil: around chree simple ralatio
national income accouncs budget deficit idencity; the budgec defici:
<:inancing idenctisy; and the dvnamic equation for che evolution of cthe debt

ro GNP ratio.

1. HYacroeconomic Zffer~s of -he

The Keynesian revolution brought the budget deficit out of the
closet as a macroeconomic variable. While governments had run budget
deficits without zhe aid of Keynesian theories before, the pre-Keynesian
presumption was that the budget should generally be balanced, or perhaps
eaven in surplus in peacetime in order to pay off the government debt
generated by wartime deficits. The devotion to balanced budgets‘is evident
from the desire of political candidates and governments to balance the
budget even during the Great Depression. Though few succeeded in balancing
the budget, some governments raised tax rates during chat period.

One of the contributions of Keynes was to provide a framework --
albeit incomplete -- in which it is possible to analyze che quescion of how
che deficit should behave. The earliest emphasis was on fiscal policv and
the deficitc as components of aggregate demand. From that perspective,
Keynesians saw no need to balance the budget during periods of recession.
Instead the notion of the cyclically balanced budget, that the budget should
be in balance on average over the business cycle, in surplus during booms
and in deficit during recessions, was developed as a norm for fiscal

behavior.



There wWere of course well-xnown rafinements =2 chis concezzion. In

-he first instance, the balanced budget multiplier shows that che deficis is
not an unambiguous measure of cthe impact of fiscal policy on aggregate
demand; given che budget defici:, an equal increase in government spending
ind revenues increases aggragate demand. Second, the budget deficic is
izself endogerous, affec:zed 5y the stace of che economy as well as affecting
ic. As a resulc, the notion of the full employmenc, or high employment, or
structural deficit was developed. This escimates the size of che budget
deficit as it would be if output were at the full employment levell.

Once the threat of widespread post-World War II unemployment had
receded, the emphasis shifted from aggregate demand to the effects of fiscal

policy on the components of demand. Here the overall saving-investment

identity or resource constraint facing the economy is a useful guide to

analysis:
(L 3udget deficit = (Saving - Investment) + (Current account deficis)

Since equation (1) is an identity, there is not much arguing wich
ic*. To illustrate its uses, suppose the economy is at full employmenc, and
for the moment take the rate of saving as given. Equation (1), the saving-

investment identity, then implies the crowding-out problem: an increase in

the budget deficit will resulc in either a reduction in investment or an
R A L

increase in the ¢ deficit. Uncil this decade, texthooks -- at least

3Appendix 2 contains a discussion of budget deficit measurement and
definitions,

“It is however necessary to define cterms consiscently; the budgec deficiz ir
(1) is cthat of the consolidated public sector, and saving and investment are
those of the private sector.




3. -exthooks,-- tended to amphasize che possibility of crowding ou:
investment. The clear relacionship in chis decade becween the U.S. Hudge:
deficit and its current account deficic has reminded us chat there are :wo
cerms on :the right hand side.

It would be a miscake chough to overcompensate by assuming theras is
an automatic one-to-one link betwsen che budget and current account
deficits. To take one example, the U.X. has been running a large trade
deficit in recent months while maintaining a strong fiscal position. The
effecc on the trade deficit of a reduction in the budget deficit depends on
cthe accompanying monetary policy and its impact on the exchange and real
interest rates. Fiscal contraction accompanied by monetary easing would
reduce the incerest rate and lead to a depreciation of the exchange race,
thus cending to increase invesctment while reducing the trade deficit.

The standard Keynesian analysis of the impact of fiscal policy has
been affecced by two important theoretical developments. The first is the
more sophisticated model of saving behavior that emerges from the life-cycle
and permanent income theories of consumption of Modigliani and Friedman. To
this point we have taken the rate of saving as determined by che level of
disposable income, and have not focussed on the link between the budget
deficit and saving. The life cycle and permanent income theories both
relate current consumption to a measure of permanenc or life-cime disposable
income. Accordingly, a current change in taxes that does not change the
pfesenc value of c;xes should not, ceteris paribus, reduce current

consumption. Thus a temporary tax change should have a smaller effect on

consumption than a permanent tax change. This of course implies that che




teiz on spending is ailecced 5y

(A1)

impac: of changes in =he budzec de
sxpeczations of the permanence of :he deficit.

T

?ursuing che argumen: to its lLogical conclusion. 3arro (1974) showed

dad

that under a very specific set of assumpcions, lump-sum changes in taxes
would have no impact on consumer spending. =Equivalencly, and this is a more
striking statement, a cut in taxes -hat increases disposable income, would
automatically be accompanied by an identical increase in saving. This is
the so-called Ricardian equivalence resulz, that deficits and taxes are
equivalent in their effeccs on consumption.

The explanation is quite simple: the far-seeing consumer recognizes
that the government debt generated through deficit spending will eventually

be paid off by increased taxes, the present value of which is exactly equal

to the present value of the reduction in taxes. Taking the implied increase
in future taxes into account, he or she saves the amount necessary to pay
them.

The importance of the Ricardian equivalence hypothesis cannot be
exaggerated. If the hypothesis holds, then budget deficits do not affect
national saving, nor interest rates, nor the balance of payments, and nor
does the method of financing of social security affect capital accumulation.
In terms of equation (1), the hypothesis implies that an increase in the
budget deficit would, under certain circumstances, be accompanied by an

increase in private saving -- and that both investment and the trade balance

would be unaffected.




Despice'che sharpness of its predictions, it R=as not Deen possidle
zo reject Ricardian equivalence sufficiently decisively 0 persuade
oroporents of the :heory5 to change cheir views. Others regard che evidence
as sufficient o rule out Ricardian equivalence as more than an extramely
incterescing theoretical possibilicy. I helieve the evidence, including thac
from the United States in chis decade, still supports the view that tax cuts
increase aggregate demand, though cthe impact does depend on the expectation
of che permanence of the change.

The second development takes off from the extremely short-run nature
of the Keynesian analysis of fiscal policy. Because asset stocks are

assumed fixed in the Keynesian model, the consequences of the method by

which the budget deficic is financed are not pursued.

Tirancing the Budget Reficit.

There are four ways of financing che public sector deficit: by
printing money, running down foreign exchange reserves, borrowing abroad,

and borrowing domestically. In a word equacion5:

(2) Budgec deficit = Money printing + (foreign reserve use
+ foreign borrowing) + domestic borrowing

SBernheim (1987) reviews and extends cthe theory and evidence, arguing
strongly against Ricardian equivalence.

51n both equations (1) and (2) government revenue from the princing of money
is treated as a financing source. Private saving in equation (1) is defined
to include additions to money holding. ‘




The cerms on the righc hand side can be grouped in different wavs.
For instance, the parentheses around che foresign components emphasize :the
link between the budget defici= and the current account, as Ln equactiocn [1).
Alternatively, parentheses could Se placed around (money princing + Zoreign
reserve use), which is equal =0 domes:zic credit creacion; cthis emphasizes
chat domestic credit creaczion is zhe alzernative to borrowing.

To a useful firsc approximation, we can associate each of the forms
of financing in equation (2) witzh a major macroeconomic imbalance. Money
princing is associated with inflation: foreign reserve use is assoclated

with the onset of exchange crises; foreign borrowing is associated with an

external debt crisis; and domestic borrowing is associated with higher real
interest rates and possibly explosive debt dynamics. The first
approximation is however not the entire story, for there are important links
between these problems: for instance between foreign exchange and excernal
debt crises; and between domestic borrowing and inflation. In the nexc
section we focus particularly on the deficic-inflation link.

We now examine each of the methods of deficic finmancing and ics

consequences.
donev printing.

It is sctraightforward to relate the creation of base money o
inflation in the usual monetarist way. The printing of money at a racte that
exceeds the demand for it ac che current price level creates excess cash

balances in the hands of the public. The public’s attempts to reduce excess

cash holdings eventually drive up the overall price level, until equilibriu .



is rescored. Qf course, the link between money and prices Is not pracise;
{niziallvy an increase in the real money stock mav reduce intarest rites,
parzicularly in a low-inflation economy.

The amount of revenue that the government can expect to obzain Irom
the printing of money is determined by the demand for base or high-powered
money in the economy. cthe real rate of growth of the economy, and the
elasticity of the demand for real balances with respect to inflacion and
income. Assume for convenience that the income elasticity of the demand for
base money is unity. Assume also that the currency to GNP ratio is 1387, as
it is in Pakistan -- chis is high by intermational standards.

Then for every one percentage point that GNP increases, Fhe
government can obtain 0.13 percentage points of GNP in revenue through the
printing of money that just meets the increased demand for real balances.
At an annual growth rate of 6.5%, the government should be able to obrain
nearly 0.9% of GNP for financing the budget deficit through the non-
inflationary printing of money, increasing the high-powered money stock at
an annual rate of 6.5%.

Beyond that rate of growth, and given a stable demand function for
high-powered money, inflation will result. If the ratio of base to GNP were
invariant to the inflation rate, it would be easy to estimate the amount of
revenue collected at different inflation rates. For instance, at a 1C%
inflation rate the government would be able to finance an extra 1.3% of GNP

of budget deficit through seignorage, the government’s right to print monev.

"I have changed here from high-powered money to currency demand, because
rediscounts to the banking system of about 6% of GNP effeccively reduce the
base on which the government earns seignorage.




However, the demand for high-powered monev ceclines 4s he inflizion
rate rises. EZventually the government's revenue Irom seignorage reachss a
maximum, as seen in Figure 1. Thereafrer increases in the growth rate of
monéy lead to more inflation and less revenue. In this situation there is a
true Laffer curve: beyond poinc A in Figure L, the government can obtain
more revenue by princing money less rapidly.

At what rate of inflation is the govermment's revenue from money
printing maximized? The historical record shows average (not maximum) races
of seignorage of about ls of GNP for the industrialized countries, and less
than 2.53% of GNP for the developing countries (Fischer, 1982). Estimates of

the inflation race at which maximum rates of seignorage is attained range

from 30% to more than 100%. However, these estimates are misleading, for

there are lags in the process of adaptation of money demand to inflation.
In cthe very short run of a few weeks, the government can almost always
increase its revenue by printing money more rapidly. But che longer a
process of high inflacion continues, the more the demand for real balances
at any given inflation rate declines. People find other ways of doing
business, especially by transacting in foreign currencies.

The dynamic process associated with high inflation. in the high
double digits, is inherently unstable. The govermment may initially obtain
large amounts of revenue, perhaps even 7-8% of GNP by increasing the money
stock rapidly. But as the inflation proceeds and individuals find ways of
reducing their holdings of local currency, the government has to print money

more rapidly to obtain the same revenue. Thus it is safe co argue that

rates of seignorage of much more than 2.5% of GNP would not be sustainable, ‘

and cthat even chat rate would only be possible in a rapidly growing econcmy.
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In che extreme cases, reliance on seignorage
deficic leads to hyperinflatcion. A recent example is 3olivia in 1334-33
Inflation in Bolivia socared co over 11,000 percent in 1383, alcthough revenue
from currency creation fell co 8% of GDP in 1985 from 14% of GDP in 1334,
3ut 3olivia is only one extreme example, and many other governments --
including recently Nicaragua and Peru -- have suffered from che same
phenomenon in recent yvears, as well as during the great hyperinflations.
The instability of the process is reinforced by the factc that the efficiency
of the ctax system declines as the inflation rate rises, the so-called
Keynes-Tanzi effect (Tanzi, 1977).
Re 7@

The second means of financing the government budget deficit is to

run down foreign exchange reserves. By running down reserves instead of
printing money, the government can hope for a time co mitigate the
inflationary effects of a deficit. This policy slows appreciates the
exchange rate relative to the level it would octherwise have had. The policy
of slowing exchange depreciation to slow down inflacion (carried out not
only through reserve use but also through increased foreign borrowing) is
one that has been tried time and again and one that cannot be ﬁaincained
unless cthe essentials, namely fiscal policy, are made compatible with the
lower inflation.

Use of international reserves to finance cthe deficit has a clear
limit. Private sector anticipation that the limit is about to be reached
can provoke capital flight and a balance of payments crisis, since

exhaustion of reserves will be associated with currency devaluation. The .
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Jdevaluacion that =zakesg place in rasponse €0 a run on the currency mav -e
blamed on speculators, bue ig most likely an entirely rational privace

sector response o unsuscainable public policies (see Krugman, 1979).

This is a plausible explanation for the event that precipitaced the
debt crisis -- the exhaustion of reserves in Mexico in August 19828 A loss
of fiscal control resulced in deficits of 1l4% of GDP in 1981 and 18% in
1982, Capital flight was proceeding at the rate of $7 billion a year over
the 1979-82 period. Finally, a speculative attack on the remaining reserves
took place in August 1982, leading to the suspension of payments and the
beginning of the rescheduling process.

Forejign borrowing.

The third method of financing the public sector deficit is direct
foreign borrowing. As in the case of reserve use, extensive recourse to
foreign borrowing tends to appreciate the exchange rate, damaging exporcts
and encouraging imports. The dangers of excessive reliance on external
borrowing to finance the budget deficit, and of large budget deficits, are
convincingly illustrated by the debt crisis. Most of the countries that
developed debt servicing difficulcies were running excessively large public
deficits. Past overborrowing and the perception of uncreditworthiness of
most major borrowers have caused this source of finance to be severely
limiced for most highly-indebted countries at present.

We have already noted that there is no necessary link between budget

deficits and trade deficits. Budget deficits can be financed by printing

80f course, cthe exhaustion of Mexican reserves was not the underlying cause
of che debt crisis.
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money and by domestic horrowing. However when domescic capisal marxezs are
chin., and domescic borrowing possibilities iimited, a situation chat sxiscs
in some developing countries., :zhe lLink becween the budget defici: and
external borrowing is more likely zo be close. Tor example, large Ziscal
deficits (between 7 and lls of GDP) in Bangladesh during the 1980s have been
mirrored in sizeable current account deficits. Recent fiscal adjuscment
through expenditure cutbacks have resulted in a substantial current account
improvement. Looking at the relationship in the reverse direction,

reductions in cthe availability of external financing, as for some of the

debtor countries, force either fiscal contraction or inflation.

Jomestic horrowing.

The final form of finance, available to some developing countries,
is issuance of domestic debt. This is usually intermediated by the banking
system, although in a few cases, such as Mexico and 3razil, govermment bonds
have been sold directly to the private sector. To be considered nonmonecary
debt, borrowing from the banking system must not be financed by central bank
rediscounts. While govermment domestic borrowing is often thought of as a
way to avoid both inflation and external crises, it carries its own dangers
if used excessively -- a point to which we turn below. By definition,
government borrowing reduces the credit which would otherwise be available
to the private sector, putting pressure on domestic interest rates.

In countries as diverse as Turkey and Thailand, reliance on domesctic
debt has indeed brought high real domestic interest rates. In Turkey che

real domestic lending rate reached 50 percent in 1987. More moderate
domestic borrowing in Thailand led to real lending rates ranging from 15 to .

19 percent during the 1982-86 period.
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where jnterest races are controlled, domestic borrowing still laads
ro credit rationing and crowding out of private sector investment. 1ZI the
economy 1s well incegraced wich international capiczal markets, then
government domestic borrowing will tend to push che private sector into
borrowing more abroad.

we turn now to debt dyramics, to evaluate the stabilicy of that

process.

III. Debt Dvramics.

e have not so far confronted the question of how large a budget
deficit might be sustainable in the long run. It is clear that very large
deficits cannot continue forever, but it is much easier to say that than rto
say when deficits become dangerous to macroeconomic stability.

To examine the long-term consequences of running deficits, we use
identity (3), which shows the determinants of the change in government debt.
It is most useful to concentrate on the ratio of the debt to a measure of
the scale of che economy; accordingly we focus on the ratio of government
debt to GNP, which we denote b. Debt is now defined :to include both the net
external and domestic debts. In terms of equation (2), we consolidate
foreign and domestic borrowing, and treat changes in foreign reserves as
equivalent to net external borrowing.

The change in the debt ratio (b) is equal to the non-interest (or
primary) deficit of cthe total public sector, minus the part that is financed
by princing money, plus the current debt ratio (b) times the average real
interest rate on the debt minus the growth rate of GNP (this is the last

cerm in (3)):
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'\3) Change inbh = (Primary defici‘:/ NPy - (Seignorage/Gti?)

o<

+ (Real i{nceresc rate - growtd rate) X 9

This equation, which is the kev co understanding debt dynamics, ras
a simple intuitive explanation?. The non-interesc deficic has to be
financed wich new debt to the extent that this deficit exceeds the amount of
money creation by the cencral bank. In addition, nominal interest
expenditures have to be refinanced with new debt. However, the denominator
of the debt ratio is nominal GNP, so the debt racio will decline witch either
inflation or real GNP growth in the absence of new borrowing.

The dynamics of debt and che sustainabilicy of deficits are
particularly affected by the difference between the real interest rate and
the growth rate of GNP. Assume first that the real interest rate on debt
exceeds the growth rate. Then debt dynamics are unstable. It is not then
possible to run a permanent primary deficit that exceeds the amount of
revenue the government can obtain through seignorage. The conclusion
deserves emphasis: if the government is running a primary deficit larger
than the amount of seignorage it can obtain, and if the real interest race
exceeds the economy’'s growth rate, the debt to GNP racio will continue
rising without limit. At some point it will be impossible for the
IThis equation can be derived starting from equation (2), recognizing chat
the sum of domestic and net foreign borrowing is equal to the change in the
government debt, and that the government budget deficic is equal co the
primary deficit plus interest paymencs. A very similar equacion is useful
for understanding external debt dynamics: in that case che dependent
equation is the (foreign) debt to exports ratio, the primary deficitc on che
right hand side of (3) is replaced by the non-interest current account

deficit, there is no analog of seignorage, and the growth rate on the right
hand side is that of exports.
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government to 6ell its debt, and the process will have co be broughz <o an
end by cutting the budget deficit. The point at which the process has 30
end depends on the expectations of zhe public. <“hen che public recognizes
the unsustainability of the zovermment's fiscal policy, it will cease buying
government debt, and force a change in policy.

The debt dynamics equaction (3) has an inceresting implication, firsc
pointed out by Sargent and wWallace (1981l). Suppose thac the governmenc
tightens monetary policy by reducing the rate of printing of money and
increasing borrowing. The debt increases; either deficits will be higher in
future, or the govermment will have to print more money in future to keep
the deficit constant. If future deficits are to be held constant, then the
increased printing of money in future will mean more inflation in future.
Generally, the expectation of future inflation increases current inflacion.
And, as Sargent and Wallace show, it is even possible in certain -- though
not all -- circumstances that the impact of the expected increase in future
inflation outweighs chat of the lower rate of money printing today, so that
an apparently contractionary monetary policy today will increase current
inflation.

we have already discussed maximum sustainable races of seignorage,
and have suggested that governments cannot permanently finance primary
deficits much in excess of 2.5% of GNP without expecting inflation to
accelerate -- so long as the real interest rate exceeds the growth rate of

GNP.
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what happens if che real interest race is iess than zhe zrowsh rz-s)
This is a world where the painful tradeoffs just discussed do not exiscz,
Jebt is eroded over time through growth, so primary deficits in excess of

seignorage revenue are sustainable. A so-called PonziLo

scheme of bdorrowing
to pay interest is alwavs possible. This cerzainly seemed to be the case in
the lace seventies, as high inflation rates produced negative ex post real
incerest rates. There are even some who believe that the real interest rate
should normally be below the growch race. But an economist’'s instincts are
that such a free lunch is not possible, and the instincts are right. While
real interest ractes can be temporarily below the growth rate, market forces
prevent this from happening in the long-term. As more debt piles up, che
pressure on bond markets drives up the interest rate.

It might seem that the government could make a Ponzi scheme possible
by controlling domestic interest rates. But this is a tax on domestic bond-
holders in the amount by which the controlled rate is below the long-run
equilibrium race. Savers respond by taking their savings elsewhere, and the
government faces a limit on how much it can borrow. The experiences of
countries. such as Argentina, Mexico, and Venezuela with interest rate

controls and capital flight confirms this limitation. <We are back again <o

the world of tough choices and unforgiving tradeoffs.

P R I AP A I A S I A I I B N

10¢harles Ponzi was a Boscon resident who in the 1920s made a forcune
through a pyramiding scheme, but who then ended up in jail, and was later
penniless.




Suscainable deflicics.

How large should che deficit be? This is not a guestion that can e
answered without doing careful analysis of =he costs and benefits of the
government’'s expenditure programs. and the costs and benefits of taxes. 3uc
it should be recognized that if the interest rate exceeds the growth r;te,
increases in the deficit are equivalent o future taxation, including the
inflation tax.

Whether the deficit is sustainable depends on its size, and on the
growth rate of the economy. Examining equation (3), a higher growth rate
allows the government to obtain more revenue by princing money, and it
reduces the last term in che equation. Rapid growth permits a larger
deficic.

This argument helps explain why countries such as India, Malaysia,
Pakistan, and Thailand where growth was at or above 3% over 1980-86, have
been able to run sizeable domestically-financed deficits while inflation has
heen in the single digits, whereas Argentina and Brazil .- with virctually no
growth but with smaller deficits -- have been plagued with triple-digit
inflation. This is not to say that public deficits do not matter in high-
growth economies, only that they can be bigger, so long as the growth
continues.

Whether a given fiscal policy is sustainable is a question that can
be answered by doing detailed projections of the future course of the debt-
t0-GNP ratio. Equation (3) provides the essential analytic tool for doing
this; the analysis requires subsidiary assumptions about the demand funccion

for money,  the desired inflation rate, the real interest rate, and the
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growch rate of the economy. If che analysis shows cthe debt-To-CNP rasis =y
be rising continually, then the fiscal policy has to bSe changed.

it {s sometimes argued thac a deficit chat results from high sublic
investment Wwill be sustainable. However, this argument can easily be
overdone. In the firsc inscance, while public infrastructure spending often
has a very high return, manv low-return or no-return items may also be
included in the category of "investment". More important, even if public
investment has a high return, it is necessary that cthe government capture
the additional recturns from the investment if it is to be self-sustaining.
For example, suppose that a project yields the remarkably high real recturn
of 13%, chat the marginal ctax rate is 20%, and that the govermnment borrows

at 7% to finance the project. The government will be receiving only a 3%

pecuniary return on the cost of the project in tax revenues, even though its
saocial yield is 15% (assuming that che entire social yield is‘pecuniary).
Thus the investment project still adds to future deficits, despite its high
yield -- cthough to be sure its impact on future deficits is smaller chan
that of current government spending financed through deficits 

Of course, the fact that a fiscal policy is sustainable does not
mean that it is optimal. A fiscal deficit crowds out private iavestmenct,
and it might well be desirable to reduce the debt-to-GNP ratio in order co
crowd in private investment. Similarly it is not optimal to collect the
maximum possible amount of revenue from seignorage, but rather a smaller

amount corresponding to a lower inflation rate.
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Economies can proceed for long periods with large deficitis. is :tha
Italian economy has. I¢ helps in these cases if the domestic saving rate is
nigh, so that individuals are willing o absorb relatively large amounts of
goverrment debt in ctheir portfolios. (This was ctrue also in che nigh-growch
cases of India, Malaysia, Pakistan and Thailand cited earlier.) 3But the
relencless increase in the debt-zo-GNP ratio means that even in the Italian

case, fiscal policy will eventually have to change.

IV. Deficits and Inflation.

Our analysis has made it clear that there is no automatic link
between budget deficits and inflation. The visitor to high inflation-high
deficit economies is often told that the deficit cannot be the cause of
inflation because the correlation between them is low. In particular, it
often happens that a contractionary policy that starcs by raising che
controlled prices of public enterprises and subsidized goods, and by
devaluing, will both raise the inflation rate and reduce the deficit. In
the Uniced Scates, the high deficit of this decade has been accompanied by a
decline in inflation.

Nonetheless, budget deficits do sooner or later tend to create
inflation, and countries with very high budget deficits are very likely to
find themselves at some point confronted with extremely high rates of
inflation. There have been massive budget deficits in all the great
hyperinflations, with the inflationary process and the deficit feeding on
each other through the Tanzi effect as higher inflation reduces tax revenue,
and through declines in seignorage revenue as higher inflation causes a

flight from money.
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The correlation becween the deficic and inflation is low in the
early scages of inflations in part for the reason explained above, thac
programs to reduce deficits are ofcen inflacionary. [ is low also because
the economy adjusts slowly =o inflationary pressures. and cthe correlation
may be low for a third reason, because the public in an economy with a high
deficitc may at different cimes hnave different expectacions about how che
deficit will eventually be closed. For instance, if cthe public believes at
one point that the government will attempt to deal with its fiscal problem
through an inflaction that erodes the value of che public debt, current
inflation -- reflecting the expectation of future inflation -- will rise.
If, at a later time, the public believes that nothing short of a major
fiscal package reducing the deficit is possible, the expected inflation rate ’
may be reduced and current inflation -- again reflecting the expectation of
future inflation -- may gallll,

Milcon Friedman’'s famous statement that inflation is always and
everywhere a monetary phenomenon is correct. However governments do not
print money at a rapid rate out of a clear blue sky. They generally print
money in order to cover their budget deficits. Rapid money growth is
conceivable without an underlying fiscal imbalance. But it is unlikely.

Thus rapid inflation {s almost always a fiscal phenomenon.

llthis argument is developed by Drazen and Helpman (1986). .
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7 Concluding Comments.

The macroeconomic analysis that we have outlined is a useful
starcing point for examining che economics of budget deficits. 3ut iC taxes
more than a single indicator to judge fiscal policy. The microeconomics of
fiscal deficits is both crucial in its own right and has an impact on the
macroeconomics of deficits. The more efficient are taxes and spending, the
higher is che public deficit that can be sustained, since growth will be
higher.

Consideration of the macroeconomics of the government budget
constraint points to the dangers that arise from excessive budget deficics:
inflation, exchange crises, external debt crises, and high real interest
rates, wicth implications for the real exchange rate and the trade account,
and for investment. None of the links are automatic, for there are choices
in the sources of financing, and lags in the effects of money printing and
borrowing on inflacion and interest rates.

Nor are moderate budget deficits o be avoided at all costs; small
deficits can be financed without creating excessive inflation, exchange
crises, or building up debt excessively. 1If the real interest rate exceeds
the growth rate of GNP, any primary deficit smaller than the maximum amount
of seignorage revenue the government can obtain is sustainable. ‘“whecher any
parcticular path of fiscal policy is sustainable has to be checked through
uprojeccions of the debt to GNP racio; a given deficit is more likely to be

sustainable the higher the growth rate of output.
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As noted earljer g4 deficit pach ls noC optizal merely bSecause it is
sustainable. Even sysrajnaple deficits may imply levels of privace
investment and inflation that are inconsistent with the governmenz's overall
economic goals. There is no quescion that large budget deficits pose verwy
real threats to macroeconomic scability, and therefore to economic growth

and development.
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International comparisons of fiscal data are plagued by :Rhe 3reac
variacion of ﬁethodology and the lack of comprehensive coverage of the
public sector. Deficit definitions change from country to country or even
over time in the same country. One country may include aid receipts as
revenue, while another treats it as deficit finance. Some countries have
data only on the national government, while others cover to varying degrees
local governments, state enterprises, and decentralized agencies. In some
countries, activities of the central bank or other public financial
intermediaries create significant losses, but including their deficits in
the overall public sector is difficult because of conceptual problem; and
lack of reliable data. Social security is consolidated with the public
accounts in some countries, but not in others. Many examples can be given
of such accounting difficulties.l2

Even aside from technical accounting problems, there are broader
issues of how to define deficits in an economically meaningful way. Many
alcternative definitions have been proposed to attempt to remove short-term
discortions from deficit measuresld. The most important single correction
is to adjust the deficit for the inflation component of interest payments,
yielding the inflation-corrected or operational deficit. The correction
removes from the deficit the product (inflacion rate x stock of debt),

Ehereby including in the operational deficit only the real component of

12The most comprehensive collection of f£iscal data is in cthe IMF’'s
Government Financial Stactiscics. World Development Report 1988, p4$
describes data sources.

3a discussion of alternative measures of the deficit is presented in World

Development Report 1988, pp56-57.




interest. TIhe correction can be substantial. For instance, estimates of
che fiscal deficic in Mexico for 1987 imply a deficitc of over L133% of GDP,
but the operational balance shows a surplus of 3%.

Some economists disagree with the use of the operational deficit on
cthe grounds chat the goverrmment has in fact zo find a way of meeting che
interest payments, even if they only reflect compensation for inflacion. a
useful way of chinking of the operational deficit is chat it provides an
approximate measure of the size of the deficit the government would have to
deal wich if it succeeded in getting rid of inflation. Thus the fact that
there was an operational surplus in Mexico in 1987 meant that there was no
underlying fiscal problem chat was inconsistent with the government
attaining a zero or low inflation equilibrium.

In addition to correcting the deficit for inflacion, influences Ircux
commodity price fluctuations or domestic output above or below trend are
sometimes removed to give the structural deficit.

Deficits can also be underestimated because of controls on interest
rates or key prices. For example, negative real interest rates paid on
government debt will make the deficit appear lower than if the interest bill
were evaluated at the true opportunity cost of capital. an artificially low
exchange rate applied to government external debt in a system of mulciple

To

exchange rates would similarly suppress the size of the true deficic.
correct for such distortions, public deficits can be evaluated at che long-
run equilibrium values of the interest rate, exchange race, and other key

relative prices.

®
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Aczandix 2: 3ibliographical Note.

Several lLiterature references have been provided in cthe textc. I
oresent here a small sampling of some additional sources relevant to the
chemes discussed in the lecture. A good summary of the macroeconomics of
the financing of government deficics is provided in Buicer (1988) and Van
Wiinbergen (1989), with earlier treatments by Tanzi (1984, 1983) also very
useful . Empirical analysis of deficitc financing is provided in Easterly
{1989).

Treacment of the problem of high inflation is contained in Blejer
and Liviatan (1987), Fischer (1987), and Kiguel and Liviatan (1988). 1Ize
and Orciz (1987) discuss the relationship between fiscal deficits and
capical flight. A discussion of the link between the external debt crisis
and fiscal behavior is contained in many of the papers in Sachs (1989).

The relationship between debt and growth is discussed in
many of the papers in Corbo gf a3l (1987). Van Wijnbergen (1988) and Buirer
(1988) contain clear presentations of the debt dynamics identicy.

The role of public investment in commodity-exporting countries is
crenchantly analyzed in Gelb (1988). The Tanzi effect is presented in Tanzi

(1977). A good treatment of the role of expectations in macro policy can be

found in Drazen and Helpman (1986).
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MEDICION Y DESCOMPOSICION DEL DEFICIT PUBLICO EN AMERICA LATINA

I. INTRODUCCION

El aumento en el déficit del sector publico en numerosos
paises de América Latina se ha convertido en un serio obstaculo
para el éxito de 1los procesos ajuste y estabilizacién en 1la
regién. Este hecho ha suscitado una creciente preocupacién por
los problemas gque encuentra la politica fiscal en paises que
enfrentan simultdneamente restricciones de oferta, de demanda y
de divisas en diferentes sectores de la actividad econdmica.
Estas restricciones son el resultado de shocks externos, de la
crisis de financiamiento internacional, del ajuste interno y de
cambios en la asignacién de recursos.

En este contexto, focalizar el andlisis de 1la politica
fiscal sélo en el déficit observado del sector piblico puede
entregar una visién inadecuada de la interaccién entre dicha
politica y el desempefio de las economias de la regién. Por una
parte, el déficit publico es al mismo tiempo causa y consecuencia
del comportamiento de las variables macroecondémicas y, por la
otra, este indicador no refleja los cambios en la estructura de
los ingresos y gastos del sector publico. Estos ultimos pueden
ser resultado tanto de cambios exégenos a las decisiones de 1la
autoridad econdmica o producto de ellas. La consideracién de
estos aspectos puede resultar de gran utilidad en el andlisis de
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la politica fiscal en la regién y en el disefio de instrumentos
que permitan aumentar la eficiencia de dicha politica.

En este trabajo se presenta 1la metodologia y algunos
resultados preliminares de una linea de investigacién iniciada
en la Divisién de Desarrollo Econémico de la CEPAL sobre 1la
politica fiscal en América Latina. Uno de los objetivos de esta
linea de trabajo consiste en identificar los determinates del
déficit publico durante los afios 80. Para ello se ha procedido a
cuantificar los efectos de shocks externos, de cambios en el
entorno macroeconémico interno y de decisiones de politica sobre
el déficit del sector publico.

Los shocks externos dque tienen mayor incidencia en el
déficit publico son 1las variaciones en 1los términos de
intercambio, las fluctuaciones en las tasas de interés
internacionales y 1las restricciones en el acceso al
financiamiento externo. Por su parte, entre las variables
macroeconémicas internas se considera el efecto de la inflacién,
de 1las variaciones en el tipo de cambio real, de las
fluctuaciones en el producto interno y de los cambios en las
tasas de interés domésticas. Por ultimo, el déficit publico
también esta afectado por decisiones de politica fiscal activa,
orientadas a modificar el nivel de los ingresos y los gastos del
sector publico.

Los aspectos metodolégicos que se presentan en las secciones
II y III de este trabajo siguen de cerca el marco analitico-
contable desarrollado en Marshall y Schmidt-Hebbel (1989%9a) y los
resultados preliminares de la seccidén IV sintetizan los estudios
de casos de Larrafaga (1988) y Marshall y Schmidt-Hebbel (1989b).




II. LA MEDICION DEL DEFICIT PUBLICO

La idea béasica del concepto de déficit publico consiste en
medir las necesidades de recursos reales que presenta el sector
publico para cubrir la diferencia entre su inversién bruta y su
ahorro. En la medida que la inversién planeada por el sector
publico supera al ahorro generado por este 4mismo sector se
produce una presién sobre el ahorro del resto de los agentes
econdémicos: sector privado y resto del mundo.

El financiamiento de 1la discrepancia entre inversién vy
ahorro publico con recursos del sector privado se produce a
través de los mercados de activos internos, principalmente de
dinero y bonos. El impacto macroeconémico de este financiamiento
depende de la combinacién de pasivos emitidos por el sector
publico (dinero versus bonos) y de 1las caracteristicas del
mercado financiero interno.

La otra fuente de financiamiento del déficit publico es el
ahorro externo, que se manifiesta a través de la cuenta corriente
de 1la balanza de pagos. Esta fuente tiene importantes
consecuencias macroecondémicas sobre el endeudamiento externo y el
tipo de cambio real.

Para que la medicién del déficit publico sea relevante desde
el punto de vista econdémico es necesario que corresponda a una
definicién amplia del sector publico. En ella deben estar
incluidos el gobierno general (que incluye el gobierno central,
los gobiernos regionales y municipales y 1las agencias
descentralizadas), las empresas publicas y el sector piblico
financiero (compuesto por las instituciones publicas financieras
y por el Banco Central). A esta definicién se denomina sector
publico consolidado. \

Diferencias en la cobertura del sector publico tienden a
originar importantes discrepancias en la medicién del déficit
publico. Esta situacién se hace critica cuando los gobiernos
regionales tienen autonomia en sus presupuestos, las empresas
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publicas presentan déficit de significacién o el Banco Central
realiza operaciones cuasi fiscales en las que también incurre en
pérdidas. En todas estas situaciones sélo una medicién del
déficit publico a partir de una definicién amplia de este sector
arrojard resultados relevantes para el andlisis macroecondémico.

Aun considerando una cobertura amplia, existen varias
definiciones del déficit publico. Para analizar las diferencias
entre tales definiciones es conveniente utilizar un esquema de
contabilidad simplificada, donde el déficit de este sector puede
ser financiado a través de la emisién o colocacién de tres
pasivos: bonos publicos colocados internamente (B), base
monetaria (H) y bonos colocados en el extranjero o deuda externa
(F, medida en unidades de moneda extranjera). '

Por tanto, una primera opcidén consiste en definir el déficit
publico nominal (NFSP) como la identidad entre 1la acumulacién
neta de pasivos requerida para financiar la diferencia entre los
gastos e ingresos publicos consolidados nominales:

(1) NFSP = B+ H+ EF = DNFSP+ i B+ E i* F

donde los puntos sobre las variables indican la variacién del
pasivo correspondiente. A su vez, i e i* corresponden a las
tasas de interés nominales internas y externas, respectivamente;
DNFSP refleja el déficit publico no financiero, y E representa el
tipo de cambio nominal. La identidad (1) se puede rescribir en
términos reales dividiéndola por P, el 1indice de precios
relevante, para obtener el déficit publico convencional como




siquel:

dnfsp + i b + i*x £

w | =

B E
(2) nfsp = — + + —
P P
donde las letras minisculas indican las magnitudes nominales
correspondientes deflactadas por el indice de precios (con
excepcién de la deuda externa, expresada en unidades domésticas
del ano base: f£f = E F / P). »
La definicién convencional del déficit publico, expresada a
través de la identidad (2), tiene dos problemas importantes: en
primer 1lugar, sobrestima el déficit debido al efecto de 1la
inflacién sobre la tasa de interés nominal; y en segundo lugar,
no correponde a la nocién de cambio en la posicién deudora neta
del sector publico. Esto ultimo porque no considera los cambios
en el valor de los pasivos del sector publico: precios de los
bonos publicos (internos y externos), tipo de cambio real y
valor real de la base monetaria. Variaciones en estos precios
afectan la deuda del sector publico, a pesar de no tener
incidencia directa en los flujos de ingreso y gasto presentes.
Estos ultimos flujos son los que se consideran en la definicién
convencional de la expresién (2). En el resto de esta seccién se
analizan estos dos problemas y se discuten sus implicancias
macroecondémicas.

1. E1 efecto de la inflacién

La inflacién tiene dos efectos importantes en los gastos
financieros del sector publico: en primer lugar, reduce el valor
real de la deuda acumulada por este sector y,‘eh segundo lugar,
aumenta el gasto financiero que realiza el sector publico. En
general estos dos efectos se compensan mutuamente, tanto en el

lNormalmente, el déficit convencional del sector publico se
presenta como porcentaje del PIB. Ello equivale a dividir 1la
identidad (1) por el PIB nominal. : =
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caso de la deuda indizada como no indizadaZ. En el caso de la
deuda indizada, el aumento en el gasto financiero opera en la
forma de correccién monetaria sobre el valor de 1los bonos
publicos. Cuando la deuda es no indizada se produce un aumento
en los gastos financieros debido al efecto de la inflacién sobre
la tasa de interés nominal.

El efecto de la inflacién sobre la definicién convencional
del déficit depende de la estructura de la deuda publica y de los
criterios para medir los gastos financieros durante un periodo
determinado. Por ejemplo, si la deuda es indizada y 1la
correcciéon monetaria se incluye entre los gastos del sector
puiblico, un aumento de 1la tasa de inflacién generara un
incremento en el déficit convencional. Ello, a pesar de que el
mayor gasto tiene como contraparte una reduccién en el valor real
de los pasivos publicos acumulados. Si la deuda es no indizada,
los gastos financieros reflejan cualquier cambio en la tasa de
inflacion. Por ultimo, si la deuda publica es indizada y 1los
gastos financieros contienen sélo los intereses reales, entonces
la tasa de inflacién no afecta al déficit publico.

Es importante notar dque el efecto de 1la inflacién
internacional tiene las mismas caracteristicas que la inflacién
interna. Vale decir, el servicio de la deuda publica externa
opera de la misma forma gque el servicio la deuda no indizada
interna.

En sintesis, para corregir el efecto de la inflacién, tanto
interna como externa, en la medicién convencional del déficit
puiblico se requiere seguir un criterio de consistencia econémica
en la contabilidad de los gastos financieros. Dicho criterio
estd contenido en el concepto de déficit operacional, definido
como la medicién convencional (nfsp) menos el componente de
correccién inflacionaria en el servicio de la deuda publica.

2gupondremos que la tasa de interés nominal refleja
correctamente la tasa de inflacién, lo mismo que el indice
utilizado para hacer la correccién monetaria en el caso de la
deuda indizada.
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A partir del déficit operacional se puede obtener el
déficit no financiero o déficit primario, que descuenta de aquél
el pago de intereses reales de la deuda publica.

Para obtener una expresién del déficit operacional se pueden
descomponer la variacién nominal de los pasivos de la identidad
(2) entre la variacién real y los cambios en el nivel de precios
y en el tipo de cambio. Por ejemplo, la colocacién real de
bonos (expresada en unidades de moneda doméstica del afio base) es
la suma de la acumulacidén del valor real del pasivo y la erosién
en su valor real causada por la inflacién interna. Lo mismo
sucede la base monetaria. A su vez, separando el efecto de la
inflacién internacional sobre el cambio en el valor de la deuda
externa en délares constantes, -m* f, y sobre el servicio de 1la
deuda, n* f, el déficit publico convencional se puede escribir
como:

-~
e . 3

(3) nfsp=[b+h+f-a*"f] +[mb+a*£f] +[nh-f£f (E-n)]

donde m y m* representan la tasa de inflacién interna y externa
respectivamente. Entre los términos del lado derecho de 1la
expresién (3), el segundo corchete corresponde a una ganancia de
capital (erosién en el valor de un pasivo) que estd exactamente
compensada por un gasto financiero (correccién monetaria o
componente inflacionario de la tasa de interés nominal). De alli
que en una definicién consistente se descuenta dicho corchete.

Es decir, para relacionar la expresién (3) con los conceptos
de déficit operacional (dosp) y déficit no financiero (dnfsp),
introducidos arriba, se excluye aquella parte del servicio de la
deuda publica (interna y externa) que corresponde a la correccién
por la tasa de inflacién. De este modo, el concepto de déficit
operacional se define como:
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~

(4) dosp = nfsp - bn - fa* = [b+ h + £ - fn*] + [vth - £(E ~ ﬁ)]

Como se ha sefalado, el efecto de la inflacién sobre 1la
medicién convencional del déficit depende tanto de la estructura
de la deuda publica como de los criterios contables que se
aplican a la correccién monetaria. Cuando la deuda publica no es
indizada se contabiliza el pago de intereses nominales como
gasto, originando de esta forma la distorsién en la medicién
convencional. Una situacién diferente se presenta cuando 1la
deuda publica es indizada. Alli se divide el servicio real de 1la
deuda de 1la correccién monetaria. Si ambas partidas se
contabilizan como gasto, la medicién convencional del déficit
llega al mismo resultado que en el caso de deuda publica no
indizada. En cambio, si sdélo se considera gasto corriente al
servicio real de la deuda, no se produce divergencia entre las
definiciones convencional y operacional del déficit.

Los paises de América Latina que tienen mayor divergencia
entre la definicién convencional y operacional del déficit son
Brasil y México. El primero tiene la mayor parte de su deuda
publica interna indizada, pero incorpora la correccién monetaria
entre los gastos del sector publico. En cambio el segundo tiene
su deuda publica interna no indizada.

Dado que la cuenta de correccién monetaria no tiene
implicancias sobre la caja fiscal, en la mayoria de los paises no
se incorpora al presupuesto. Este es el caso de Argentina y
Chile. En estos casos no existe divergencia entre 1las
definiciones convencionales y operacionales del déficit publico.

2. Cambios en el valor de los pasivos publicos
Existen dos criterios para 1llevar 1la contabilidad del

sector publico: uno, basado en los flujos que comprometen el
presupuesto, y el otro, en los cambios de la posicién patrimonial
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neta del sector publico. En el primer caso se define el déficit
como la diferencia entre 1los flujos de gasto e ingreso que
compromenten el presupuesto durante un periodo determinado (base
presupuestal), aunque no signifiquen un flujo efectivo de caja
dentro dicho periodo3. Este criterio da lugar tanto al concepto
de déficit convencional <como operacional, definidos
anteriormente. De ellos, sdlo la definicién operacional es
econdmicamente consistente.

Una medida distinta del Qdéficit es la diferencia entre la
acumulacién de activos y pasivos del sector publico, que refleja
flujos devengados pero no necesariamente realizados, y cuya
contrapartida es el cambio en la posicién deudora neta del sector
publico. Este criterio considera el cambio el el valor de los
pasivos publicos y por tanto, mas que una medida del déficit
publico propiamente tal, refleja el cambio en la situacién
patrimonial neta del sector publico, derivada directamente de su
hoja de balance.

Existen diversas razones que explican las diferencias que se
observan entre el déficit operacional (la medida consistente de
los flujos presupuestados) y el cambio en la posicién patrimonial
neta del sector publico (la medida de stocks devengados). Las
causas de discrepancia son las ganancias o pérdidas de capital
que resultan de variaciones en los precios de los activos o
pasivos del sector publico, y que no han sido realizadas a través
de la compra o venta de dichos activos o pasivos. Vale decir,
cambios en los precios reales de los bonos publicos (internos y
externos), modificaciones en el tipo de cambio real y variaciones
en el valor real de la base monetaria

31.a diferencia entre el criterio de caja y el de base
presupuestal se encuentra en la contabilizacién de los ingresos y
gastos comprometidos, cuya contrapartida es la variacién del
saldo en las cuentas de deuda flotante. Este es el caso, por
ejemplo, de las adquisiciones de insumos o de bienes de capital
por parte del sector piublico atrasando éste su pago, o los
atrasos del sector privado en el pago de sus obligaciones
tributarias. ‘ S
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En lo que sigue ilustraremos 1las diferencias entre la
definicidén operacional del déficit (expresién 4) y la medicién a
partir del criterio de variacidén del patrimonio neto. Para este
efecto se supone que la unica causa de discrepancia entre ambos
criterios esta constituida por ganancias o pérdidas de capital
(gc) derivadas de la erosién de la base monetaria, que constituye
el impuesto inflacién, y el negativo del efecto de la devaluacién
real sobre la deuda publica externa. Es decir, las ganancias de
capital se definen como:

-~

(5) gc = mh - f (E - 7)

Se puede observar dque la expresién (5) es igual al terecer
paréntesis de corchete del lado derecho de 1la definicién
convencional del déficit real (expresién 3) y al segundo
paréntesis de corchete en la definicién de déficit operacional
real en (4). ©Pues bien, al restar del déficit operacional real
las ganancias de capital (ecuacién 5), obtenemos el cambio en la
posicién deudora neta real del sector publico (pnsp), dado por la
acumulacién de deuda publica real total:

[b + h + £ = £ w*]

(6) pnsp = dosp - gc

desde el punto de vista de su origen, esta definicioén del déficit

se puede escribir como:

-~

(7) pnsp = dnfsp + (i-m)b + (i-n*)f + £(E - m) - nw h

Por lo tanto el cambio en la posicién deudora neta real del
sector publico corresponde a la suma de cinco componentes: el
déficit no financiero real, el déficit financiero real interno,
el déficit financiero real externo, el cambio en la valor de la
deuda externa y el negativo del impuesto inflacidn.
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3. Implicancias macroecondmicas ,

En 1las secciones anteriores se han presentado tres
definiciones del déficit del sector piblico. Dos de ellas =-el
déficit convencional y el déficit operacional- se obtienen del
criterio de base presupuestal, en cambio la tercera -la variacién
patrimonial neta- es consistente con la hoja de balance del
sector publico. Estos dos criterios responden a objetivos
diferentes. El primero enfatiza 1las transferencias entre el
sector publico y el sector privado (interno y externo) derivadas
de colocacidén neta de pasivos. El segundo incluye los cambios en
los precios de los activos y pasivos del sector publico.

Desde el punto de vista macroeconémico ambos criterios
pueden ser relevantes, sélo que el primero es consistente con un
cuadro de flujos de ahorro e inversién entre 1los distintos
agentes econdmicos: sector publico, sector privado y resto del
mundo; mientras el segundo se aproxima a un esguema de hojas de
balance del patrimonio neto de los mismos agentes. Sin embargo,
en una situacién de restriccién externa e inestabilidad interna,
la variacién en la posicién deudora neta del sector publico
(pnsp) no refleja adecuadamente 1los cambios de la politica
fiscal. Por ello, en el caso de América Latina es necesario
utilizar los conceptos del déficit que emanan del criterio de
base presupuestal.

Aun asi tenemos dos definiciones para el déficit:
convencional y operacional. - Para analizar 1las implicancias
macroeconémicas de cada una de estas definiciones es necesario
distinguir, por una parte, el efecto contable de la inflacién
sobre la definicién convencional del déficit y, por la otra, su
efecto sobre el comportamiento del sector privado. Se trata de
dos fendémenos independientes. El primer efecto es netamente

contable, mientras dque el segundo tiene implicancias
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macroeconémicas directas?.

Desde el punto de vista del sector privado un aumento en la
tasa de inflacidén significa que aumentan sus ingresos financieros
en la misma proporcién en que se reduce el valor de sus activos
(bonos publicos). La pregunta central es entonces ¢qué sucede
con la demanda por bonos publicos ante el aumento de la tasa de
inflacién? Las respuestas pueden ser muy diferentes: una
primera opcién es gque el aumento en la tasa de inflacién genere
una reduccion en la demanda por saldos reales, la que a su vez
induce un aumento en la demanda por bonos publicos. Una segunda
posibilidad es que el aumento en la tasa de inflacién afecte las
expectativas sobre la calidad (precio) de los bonos publicos. En
este caso, una elevacidén de la tasa de inflacidén puede conducir a
una caida en la demanda por bonos publicos. Una tercera opcién
es la existencia de 1ilusién monetaria por parte del sector
privado. Ello significa que el aumento en sus ingresos
financieros, como resultado del alza en la tasa de inflacién, es
errdéneamente interpretado -por parte del sector privado- como un
aumento de riqueza, destinando una parte de él1 al consumo
presente. Por ultimo, también es posible que la demanda por
bonos publicos se mantenga constante luego de la variacién en la
tasa de inflacién.

Las alternativas sefialadas sugieren que es necesario separar
la discusién sobre cudl es la medida adecuada del déficit de 1la
reaccién del sector privado. Desde este punto de vista, la udnica
definicién consistente es la del déficit operacional. Adoptar
este enfoque significa trasladar la atencién del efecto de 1la
inflacién desde el déficit a la demanda real de bonos publicos
por parte del sector privado.

Por ejemplo, una reduccién en la demanda privada de bonos
del sector publico puede tener varios efectos: en primer lugar,

41a literatura sobre el efecto de la inflacién sobre el
déficit ha tendido ha considerar ambos efectos como parte de un
mismo fendmeno. Ver, por ejemplo, Tanzi, Blejer y Teijeiro
(1987) .
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puede conducir a un aumento en la tasa de interés real si se
desea mantener los niveles de financiamiento del déficit .con
bonos publicos. En segundo lugar, la reduccién en la demanda por
bonos publicos puede significar que existe un restriccién en el
financiamiento a través de bonos. Ello lleva a buscar otras
fuentes de financiamiento, particularmente la emisién de dinero.
Por ultimo, la reduccién en la demanda de bonos publicos también
puede conducir a una reduccién en el déficit no financiero o
déficit primario (dnfsp). Este uUltimo caso equivale a definir
una restriccién exégena de financiamiento global para el sector
publico. En la medida que el financiamiento disponible se
reduce, también lo hace el déficit no financiero. ILa autoridad
econémica puede utilizar diferentes variables para realizar el
ajuste entre el déficit y el financiamiento disponible. Entre
ellas tiene especial importancia la reduccién en la inversién
publica. Las implicancias macroeconémicas de este escenario son
analizadas en Eyzaguirre (1989). El principal resultado de este
enfoque es que un aumento en la restriccién fiscal (reduccién en
la demanda por bonos publicos) conduce a una caida en la demanda
agregada mas que a un aumento en la tasa de inflacién.

Un caso enteramente diferente se presenta cuando la
inflacién no afecta 1la demanda por bonos publicos. La
independencia entre inflacién y déficit publico equivale a que
el sector privado (doméstico y externo) define su demanda por
bonos publicos en términos reales e independiente de la tasa de
inflacién. Ademas, ambos sectores mantienen la cantidad deseada
de bonos publicos.

Si el perceptor de 1los intereses pagados mantiene su
demanda real de bonos publicos, reinvierte la parte de sus
ingresos financieros que corresponde a la correccién por 1la
erosién en el valor de sus bonos. Luego, la deuda neta del
sector publico no cambia de valor cuando se mide a precios
constantes. Ello, a pesar que el sector publico ha cancelado al
sector privado el monto correspondiente a la correccién por la
inflacién como pago de intereses.
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De acuerdo al estudio de Tanzi, Blejer y Teijeiro (1987), la
hipdétesis que el sector privado acepta aumentar sus tenencias
nominales de bonos publicos en la misma medida que la inflacién
reduce su valor real se encuentra respaldada por la evidencia
empirica, que muestra ausencia de correlacién entre la definicién
convencional del déficit y el saldo en cuenta corriente de 1la
balanza de pagos en paises con alta inflacioén y elevado déficit
publico.

Por otro lado, la inflacién también puede afectar al déficit
no financiero a través del rezago en la racaudacién tributaria
(efecto Tanzi-Olivera). Audn cuando los sistemas de impuestos se
encuentran debidamente indizados existen rezagos entre el
devengamiento y el pago del impuesto. Este rezago, que puede
alcanzar un promedio de 20 a 30 dias, tiene un efecto importante
en paises con altas tasas de inflacidn.

Nuevamente es posible plantear las alternativas de
financiamiento que tiene 1la autoridad fiscal para cubrir el
aumento en el déficit no financiero. Ante una restriccién en el
crédito externo y en la demanda de bonos ptblicos, es posible
recurrir al aumento en 1la base monetaria. Un escenario
alternativo consiste en ajustar el nivel de gasto.
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IIT. DESCOMPOSICION DEL DEFICIT PUBLICO

La descomposicidén del déficit del sector piublico constituye
una herramienta para el analisis y el disefio de la politica
fiscal. Los resultados de la descomposicién permiten identificar
tanto 1los determinantes del déficit publico como de otras
variables que miden el desempefio del sector publico. Por
ejemplo, la metodologia de descomposicién puede ser utilizada
para el estudio de las empresas publicas, de los programas de
gasto del gobierno general o de los ingresos tributarios.

En la descomposicién del déficit publico es necesario que
los flujos de fuentes y usos comprendan los distintos subsectores
que participan de la politica fiscal. En el caso de América
Latina ello comprende al gobierno general, a las = empresas
piblicas y al sector puiblico financiero. En la mayoria de los
casos éste ultimo estd representado, principalmente, por 1las
operaciones cuasi fiscales del Banco Central.

Los flujos de fuentes y usos de fondos del sector publico
estdn afectados por tres grupos de variables: las que se
determinan en los mercados externos, el entorno macroeconémico
interno y la medidas de politica fiscal activa. Entre las
variables externas al pais se encuentran los precios de las
exportaciones e importaciones, la tasa de interés y el acceso del
sector publico a los mercados internacionales de crédito. Las
principales variables macroecondmicas internas que afectan el
presupuesto piblico son 1la tasa de inflacién, el nivel de
actividad, el tipo de cambio y la tasa de interés doméstica. Por
iltimo, las variables de la politica fiscal activa incluyen la
politica tributaria, las tarifas de las empresas publicas y las
politicas de gasto.

De este modo, para comprender la evolucién del déficit
piblico en los diferentes paises de la regién es importante
determinar el efecto que sobre este indicador tienen los cambios
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en el entorno externo e interno. La medicién de tales efectos y
la identificacién de 1las partidas de ingresos y gastos dque
resultan afectadas por tales cambios tiene evidente importancia
para el andlisis y el disefio de la politica fiscal activa. Esta
ultima debe enfrentar simultaneamente los efectos de los cambios
en las variables exdégenas sobre el déficit y los objetivos
propios de 1la politica fiscal en el proceso de ajuste vy
estabilizacién de la economias de la regidn.

Una de las caracteristicas de las economias de la regién en
los afios 80 es 1la presencia simultdnea de restricciones de
demanda, de oferta y de divisas en la determinacién de precios y
producto en diferentes sectores de la economia. Ello significa
que no sé6lo el nivel del déficit publico, sino también 1la
estructura de 1los gastos e ingresos del sector publico tiene
enorme importancia en el efecto de la politica fiscal. De alli
surge la ventaja de contar con una herramienta analitica que
permite descomponer las distintas partidas de fuentes y usos de
fondos del sector publico seguin sus miltiples determinantes.

El marco analitico-contable gue se presenta en esta seccién
sintetiza el modelo desarrollado en Marshall y Schmidt-Hebbel
(1989a) e introduce algunas extensiones derivadas de los estudios
de casos. Las principales innovaciones que se introducen en este
trabajo son: (i) la simplificacién de los cuadros de fuentes y
usos de fondos del sector publico con el propdsito de resaltar
el andlisis de descomposicién; (ii) la descomposicién explicita
del déficit de las empresas publicas; (iii) la focalizacién en
las operaciones cuasi fiscales del Banco Central en sustitucién
de la inclusién del conjunto del sector publico financiero.

Luego de la presentacién de los flujos de fuentes y usos de
fondos para cada subsector se obtiene una medida del déficit
publico consolidado. Una vez identificados los determinantes
econémicos de este déficit se define el procedimiento para su
descomposicidn. En este proceso se distingue entre los tres
subsectores considerados en el modelo.
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1. Fuentes y usos de_fondos del sector publico

La descomposicioén del déficit del sector publico se realiza
a partir de los cuadros de fuentes y usos de fondos de los
distintos subsectores que forman este sector>®. Estos ultimos
son: el gobierno general, las empresas publicas y el sector
publico no financiero. En este trabajo se considera sélo al
Banco Central dentro de este ultimo subsector. La agregacién de
todas 1las instituciones en estos tres subsectores, y 1la
consolidacién los flujos internos, define las fuentes y usos de
fondos del sector piublico consolidado.

A continuacién se presentan las identidades simplificadas se
las fuentes y usos de fondos de los distintos subsectores
publicos. En el caso del Banco Central se consideran sdélo
aquellas operaciones de caracter cuasi fiscal.

Gobierno General

Las fuentes y usos de fondos del gobierno general se
presentan en el cuadro 1. La suma de ambas columnas de este
cuadro constituye 1la identidad presupuestaria del gobierno
general.

La principal fuente de fondos del gobierno general es la
recaudacioén tributaria. Los ingresos corrientes tributarios del
gobierno general corresponden a 1los impuestos directos,
indirectos internos, de comercio exterior y las contribuciones de
seguridad social. Ootros tributos que pueden constituir una
fuente importante de 1los ingresos corrientes del gobierno
general son los impuestos municipales, a la propiedad y bienes
raices. Ellos se pueden incorporar explicitamente entre 1las
fuentes de fondos o incluir como parte de la recaudacidén de
alguno de los impuestos ya especificados en el cuadro 1. Por su
parte, las contribuciones de seguridad social incluyen sélo los

SEste enfoque considera sélo los flujos de fondos y no
incorpora los cambios en 1la valorizacién de 1los activos vy
pasivos publicos acumulados.
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ingresos del sistema estatal. Ello no excluye la presencia de un
sistema de seguridad social privado.

La segunda fuente de ingresos del gobierno general consiste
en las transferencias que recibe desde las empresas ptblicas y
las utilidades distribuidas por este ultimo sector.

Los ingresos corrientes no tributarios del gobierno general
incluyen los ingresos financieros provenientes de los depésitos
del gobierno en las instituciones financieras publicas y en los
bancos privados.

Consistente con 1la hoja de balance, tres son los pasivos
cuyo aumento constituyen fuentes tradicionales de financiamiento
del gobierno general: la emisién de bonos publicos, el crédito
interno del Banco Central al gobierno y el crédito externo al
gobierno. ,

Ademds, existen otras fuentes, "no tradicionales", de
fondos, correspondientes a las privatizaciones o enajenaciones de
acciones de las empresas publicas e instituciones financieras
estatales. Estas acciones pueden ser adquiridas por el sector
privado nacional o por el extranjero. En este ultimo caso se
produce un ingreso de fondos en moneda extranjera. Obviamente
una compra de acciones del gobierno general al sector privado o
externo, voluntaria u obligatoria, constituye un uso de fondos
del gobierno, implicando un cambio de signo de 1las partidas
correspondientes®.

El gasto operacional del gobierno general corresponde a 1la
planilla de remuneraciones de los empleados de este sector, al
gasto en bienes corrientes, a las transferencias directas al
sector privado y a los pagos de beneficios de seguridad social a
las personas.

El gasto corriente financiero se origina por 1la deuda
interna y externa que mantiene el gobierno general. En general,

6como se indica mas adelante, en la cantabilidad del sector
publico los ingresos por privatizaciones no forman, normalmente,
parte del financiamiento del déficit. Ello he sido denominado
por Marfan (1986) como un "maquillaje contable".
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la contabilidad de los gastos financieros se realiza en términos
netos de la renegociacidén de pagos con el exterior.

Los gastos de capital estan compuestos por la inversién real
y por la inversién financiera. La primera corresponde a la
adquisicién de bienes de capital de cada uno de los sectores de
actividad (exportables, importables y no transables) por parte
del gobierno general- Por su parte, la inversién financiera
consiste en la concesién neta de préstamos o trasferencias de
capital vinculadas a las actividades del sector publico.

Cuadro 1

FUENTES Y USOS DE FONDOS DEL GOBIERNO GENERAL

FUENTES Usos

I. INGRESOS TRIBUTARIOS I. GASTOS RRIENTES
Impuestos directos Remuneraciones
Impuestos indirectos Compra de bienes
Impuestos al com. exter. Transf. privadas
Contribuc. seg. social Benef. seg. social

Otros gastos corrientes
ITI. TRANSFERENCIAS DE EMP. PUBL.

ITI. GASTOS FINANCIEROS
Transferencia de emp.publ.

: Serv. deuda interna
ITTI. OTROS ING. CORRIENTES Serv. deuda externa

Otros ingresos corrientes ITII. GASTOS DE CAPITAL
IV. INGRESOS DE CAPITAL Inversioén real

Inversién financiera
Ingresos de capital

V. FINANCIAMIENTO

Enisién de bonos

Crédito externo

Venta acciones al SP
Venta acciones al ext.
Crédito del Bco. Central
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Empresas Publicas

El segundo subsector de importancia en el anadlisis del
déficit publico estd formado por las empresas publicas. El
cuadro 2 presenta una sintesis de las fuentes y usos de fondos de
este subsector.

En el andlisis de 1las empresas publicas es conveniente
distinguir entre los diferentes sectores de actividad. Por las
caracteristicas del proceso de descomposicién es tGtil considerar
las empresas productoras de bienes exportables, importables, no
transables y de servicios publicos.

Los ingresos operacionales de las empresas publicas estan
constituidas por sus ventas brutas. Los ingresds no
operacionales son los intereses recibidos por concepto de
depésitos bancarios o ingresos de capital por la devolucién de
préstamos diferentes a los de financiamiento.

Entre los usos de fondos de las empresas publicas se
encuentran los gastos operacionales (remuneraciones,
contribuciones de seguridad social, e impuestos indirectos).
Luego estdn los gastos financieros correspondientes al servicio
de la deuda interna y externa. Finalmente se encuentran los
gastos de capital, que incluyen la inversién real y la inversién
financiera.

La diferencia entre los ingresos y egresos constitutye el
resultado del sector de empresas publicas que se puede trasferir
al gobierno general o utilizar para alterar los niveles de deuda

(interna y externa) de este sector.
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Cuadro 2

FUENTES Y USOS DE FONDOS DE LAS EMPRESAS PUBLICAS

FUENTES Usos
I. INGRESQOS QPERACIONALES I. GASTOS OPERACIONALES
Ventas brutas Remuneraciones
Compra de bienes
II. INGRESOS NO OPERACIONALES Impuestos indirectos
otros ing. corrientes II. GASTOS FINANCIEROS

Ingresos de capital
Serv. deuda interna

ITII. TRANSFERENCIAS DEL GOBIERNO Serv. deuda externa

IV. FINANCIAMIENTO IITI. GASTOS DE CAPITAL
Crédito interno : Inversioén real
Crédito externo Inversién financiera

Banco Central

El aumento de las operaciones cuasi fiscales en la mayoria
de los paises de América Latina es una de las caracteristicas mas
importantes de la politica fiscal en los afios 80. Este hecho se
refleja en operaciones que, excediendo al ambito propio de 1la
politica monetaria, no se encuentran integradas al déficit del
gobierno general.

El Banco Central es a menudo encargado de implementar
operaciones que caen dentro de las funciones que desarrollan las
agencias del gobierno general. Estas son operaciones cuasi
fiscales que consisten, por una parte, en 1la captacién de
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recursos por parte del Banco Central a través del seﬁoriaje7, de
impuestos implicitos al sistema financiero y de endeudamiento
neto; y por la otra, de trasferencias al sector privado en la
forma de subsidios en las tasas de interés, operaciones de cambio
a tasas preferenciales, adquisicién de cartera con alto riesgo
de incobrabilidad y operaciones de rescate de instituciones
financieras.

En general, el aumento de las operaciones cuasi fiscales se
produjo cuando el sistema financiero de varios paises de 1la
regién enfrentd problemas de liguidez y de solvencia. Ello, como
consecuencia de la transmisién de 1los shocks externos a 1la
economia interna.

Para analizar la naturaleza de 1las operaciones cuasi
fiscales resulta conveniente hacer una presentacién simplificada
de la hoja de balance del Banco Central. Alli se pueden
distinguir los siguientes activos y pasivos:

Cuadro 3

BALANCE DEL BANCO CENTRAL

ACTIVOS PASIVOS
Crédito al gobierno CIG Base monetaria H
Crédito privado
-~ bancos CIBPR
- empresas CIEPR
Activos externos
netos CBC*

Un rasgo central en la hoja de balance del Banco Central es

7E1 concepto de sefioriaje utilizado en este trabajo @ncluye
el impuesto inflacién y el aumento real de la base monetaria.
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su monopolio en la emisién de un pasivo que no devenga intereses
nominales: la base monetaria. Esta es la fuente a través de la
cual la autoridad monetaria recauda el sefioriaje.

Por ejemplo, si el total de la emisién o base monetaria (H)
es colocado en forma de crédito privado (CIBPR y CIEPR) a una
tasa de interés ic, los ingresos del Banco Central seran iguales
a io H, monto que corresponde a la recaudacién por el sefioriaje.

Un caso mas frecuente en América Latina consiste en 1la
emisién monetaria orientada a financiar al gobierno general
(CIG). Esta operacién es normalmente acompafiada con una tasa de
interés nula, lo que permite trasferir el sefioriaje al fisco.
Al no servir este crédito, el fisco se apropia directamente del
excedente potencial del Banco Central.

Una situacién mds compleja se presenta cuando el Banco
Central y el gobierno general comparten 1la recaudacién por
concepto de sefioriaje. Suponiendo dgque los activos
internacionales netos son nulos (CBC* = 0), los ingresos

financieros del Banco Central se pueden escribir como
(8) Ingresos financieros = ig CIG + ig CIBPR + ig CIEPR

donde iy e ic son las tasas de interés correspondientes a los
créditos al gobierno y al sector privado, respectivamente. A su
vez, de acuerdo a la hoja de balance se tiene que

(9) CIG + CIBPR + CIEPR = H

de modo que al imputar la tasa de interés de mercado (ig) al
crédito del gobierno, el ingreso financiero (potencial) del Banco
Central es igual a i, H. Este monto corresponde a la recaudacién
del sefioriaje. A su vez, en el caso en que la base monetaria
s6lo financia crédito al gobierno se tiene que CIG = H. Si a
ello se agrega que el interés que paga el gobierno es nulo,
entonces el sefioriaje es enteramente trasferido al gobierno y
los ingresos financieros del Banco Central son nulos.
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El Banco Central puede recurrir a diversas politicas para
aumentar sus ingresos financieros. En la hoja de balance
anterior se puede observar que la base monetaria estd formada por
el circulante mds las reservas del sistema bancario. Un aumento
en los ingresos del Banco Central se logra cuando éste capta
encajes bancarios cancelando una tasa de interés inferior a la
tasa de colocacién de dichos fondos. Esta fuente constituye un
impuesto sobre el sistema financiero interno.

E1l total de recursos que capta el Banco Central a través de
los mecanismos sefialados pueden ser canalizados tanto al sector
privado como al gobierno. En la medida que cualquier excedente
financiero del Banco Central se transfiere al gobierno, el
concepto de déficit cuasi fiscal pierde relevancia. Esta
situacién se modifica cuando el Banco Central genera utilidades o
pérdidas en sus operaciones financieras. En este caso existe un
saldo cuasi fiscal que debe ser agregado al déficit del gobierno
general para el andlisis de la politica fiscal. En otras
palabras, el déficit cuasi fiscal se define como la diferencia
entre los ingresos y los gastos del Banco Central que no son
trasferidos al gobierno general. Este déficit se puede separar
en los siguientes componentes:

(a) recaudacidn del sefioriaje gque mantiene el Banco Central.
Este componente corresponde a la diferencia entre la recaudacién
total del sefioriaje [io H] y aquella parte que es transferida en
forma implicita al fisco [ip CIG].

(b) subsidios a la tasa de interés. Este componente se produce
cuando el Banco Central realiza operaciones de crédito y
depésito con el sector privado fijando una tasa de interés
diferente al costo de oportunidad de los fondos.

La experiencia de los paises de América Latina indica que el
Banco Central entrega subsidios en los créditos que otorga en
determinadas operaciones y también aplica impuestos cuando
remunera los depdésitos de los bancos privados (encajes legales y
técnicos) con una tasa menor que el costo de oportunidad de tales
fondos. Este ultimo incluye los depésitos forzados por el Banco
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Central con el objetivo de financiar el déficit pﬁblicoa.

(c) subsidios en operaciones de cambio. En la mayoria de los
paises de la regidén el acceso al mercado cambiario se encuentra
limitado. A su vez, dentro de dicho mercado existen operaciones
gque se realizan con distintos tipos de cambio. Este hecho
constituye una fuente importante de déficit cuasi fiscal.

(d) pérdidas por incobrabilidad de 1los créditos del Banco
Central al sector privado o por rescates financieros. Con la
crisis de liquidez y solvencia en los mercados financieros, el
Banco Central ha asumido compromisos por activos de los bancos
privados y publicos que tienen un elevado riesgo de
incobrabilidad. El reconocimiento de pérdidas efectivas o
eventuales por este concepto constituye otra fuente de
operaciones cuasifiscales. Cuando no se trata de pérdidas
efectivas, estas operaciones son de dificil medicién.

La diferencia entre 1los ingresos y egresos sefialados
constituye el saldo cuasi fiscal del Banco Central. Si este
saldo es positivo debe imputarse como un ingreso del sector
publico consolidado, y si es negativo constituye un egreso.

En diversos trabajos recientes se ha tendido a identificar
las pérdidas del Banco Central con el déficit cuasi fiscal?. En
ausencia de cambios en los precios de activos y pasivos existe
una equivalencia entre ambos conceptos. Sin embargo, por 1la
naturaleza de su contabilidad, las pérdidas del Banco Central
incluyen los cambios en el valor de los activos y pasivos. Ello
es importante en el caso de América Latina, donde los pasivos en
moneda extranjera del Banco Central superan a los activos en
dicha moneda. De alli que una devaluacién genéra una pérdida
para el Banco Central, a pesar de que no se han producido
operaciones cuasi fiscales.

8En 1la medida que el Banco Central cancela una tasa de
interés menor que la del mercado en los encajes y depdsitos de
los bancos comerciales, la tasa activa de colocacidén se eleva.

9ver Barandiaran (1988) y Robinson y Stella (1987).
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En el andlisis de las operaciones cuasi fiscales se deben
tener presente las restricciones de informacién que existen en 1la
mayoria de 1los paises. Lo que si resulta indispensable es
identificar 1las principales operaciones cuasi fiscales que
realiza el Banco Central. En particular, los subsidios en 1la
tasa de interés y en el servicio de la deuda publica externa.
Estos flujos seran 1luego agregados directamente al cuadro de
fuentes y usos del sector publico consolidado.

2. Déficit consolidado del sector publico
A partir de los cuadros de fuentes y uso de fondos de cada

conjunto de instituciones publicas se puede proceder a su
consolidacién. Ello consiste en agregar las diferentes
restricciones presupuestarias, restando los flujos entre 1los
subsectores publicos.

Reemplazando el resultado de las empresas publicas y el
saldo cuasifiscal en el cuadro de fuentes y usos de gobierno
general se obtiene la siguiente identidad entre las fuentes de
financiamiento y el déficit consolidado del sector publico. Los
flujos de ingreso y gasto del sector puiblico consolidado aparecen
en el cuadro 4 y se resumen en la ecuacién (10).

(10) aBS + aciEP 4+ E .DENG + E AaDENEP + .0oP - a0A

saEP 4+ B ansBP 4+ g =

wif + csp® + zP5x§ + Vv + BS + oec + ig B +

+ i* E DEN® + DCF + zpjz§ + IFG - TDIR - TtyP4Q§ -

cPsMs - - G - EP
EtJPJMJ CSs IC RES

El lado izquierdo de la ecuacién (10) indica que el déficit
consolidado del sector publico se puede financiar a través de la
emisién de pasivos publicos con el sector privado doméstico, la
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venta de acciones del sector publico al sector privado doméstico,
la liquidacién de activos publicos (que son pasivos del sector
privado doméstico), la emisién de pasivos publicos externos,
netos de reservas internacionales, la venta de acciones del
sector publico al extranjero y aumentos de la base monetaria.

A su vez, el déficit publico consolidado se explica por el
déficit publico no financiero (gasto publico en salarios, bienes
y beneficios de seguridad social, transferencias e inversién
real, menos impuestos directos e indirectos, contribuciones de
seguridad social del sector privado e ingresos operacionales de
las empresas publicas), el déficit financiero con el sector
privado doméstico (pagos menos ingresos de intereses) y el
déficit financiero con el exterior.



FUENTES Y USOS D

FUENTES

1. INGRESOS TRIBUTARIOS DEL GOBIERNO

- Impuestos directos

- Impuestos indirectos

- Impuestos comercio exterior
- Contrib. Seguridad social

11. INGRESOS DE EMPRESAS PUBLICAS

- Superavit bruto de las empresas piblicas
+ Ventas brutas

Ingresos no operacionales

(Remuneraciones)

(Compra de bienes)

(Impuestos indirectos)

(Gastos financieros)

(Gastos de capital)

+ + + + + +

111. INGRESOS DE CAPITAL
- Ingresos de capital del gobierno
IV. FINANCIAMIENTO

- Emisién de bonos

- Crédito privado interno a emp. publ.
- Crédito externo al gobierno

- Crédito externo a emp. piblicas

- Aumento de otros pasivos

- Reduccidn de otros activos

- Venta acciones al sector privado

- Venta de acciones al extranjero

- Base monetaria

TDIR
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Cuadro &
E FONDOS DEL SECTOR PUBLICO CONSOLIDADO

usos

1. GASTOS CORRIENTES DEL GOBIERNO

- Remuneraciones w6
- Cont. de seguridad social privada cspé
- Compras de bienes ZPJX?
- Transf. al sector privado

- Benef. de seguridad social BS

- Otros gastos corrientes 0GC

I1. GASTOS FINANCIEROS
- Intereses pagados por el gobierno:
+ deuda interna iB B
*
+ deuda externa i* £ DENS
111. SUBSIDIO CUASIFISCAL
- Resultado operacional Bco. Central DCF
+ Ingresos cuasifiscales
+ (Gastos cuasifiscales)

IV. GASTOS DE CAPITAL

- Inversién real del gobierno ZPjZE
- Otros gastos de capital IF
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3. Descomposicidén del déficit del sector publico

En esta seccién se presenta la metodologia de descomposicién
del déficit del sector publico consolidado a base de sus
principales determinantes. Para este fin se identifican las
principales variables que afectan al déficit publico. Estas
variables pueden ser de distinta naturaleza: reales o
financieras, de precios o de cantidad, endégenas o exégenas
respecto de la autoridad responsable de la politica fiscal. cCada
una de estas variables estd vinculada a una o mas partidas de
fuentes y usos de fondos del sector publico.

La metodologia de decomposicién consiste en expresar cada
una de las partidas de gasto e ingreso publico como su valor en
el afio base multiplicado por uno mds las tasas instantdneas de
variacién de 1las variables determinantes del correspondiente
flujolo. A modo de ejemplo, el gasto puiblico por concepto de
planillas de sueldos del periodo corriente como fraccién del
producto nominal se puede expresar como:

W LSP W LSP
aw 2T
PY

-~

:] (L +wW+ 1SP - ¢ - n)
PY

donde la barra indica el valor del afio base y un gorro la tasa
instantanea de variaciénll,

105i 1a descomosicién del déficit se realiza a partir de
flujos definicos como porcentajes del PIB, a cada partida se debe
restar las tasas porcentuales de variacién de los precios (w) y
del producto real (n) respecto del afno base.

llpara una definicién de la tasa instantanea de variacién y
de sus diferencias con la tasa ordinaria de variacién ver Lerda
(1989) .
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Esta descomposicién del déficit como fraccién del producto
tiene una serie de ventajas: primero, se pueden identificar
directamente cada una de las partidas afectadas por el cambio de
una variable econdémica en particular; segundo, se puede
identificar el subsector publico al que corresponden las
partidas, y tercero, se puede distinguir el presupuesto segin
moneda (nacional o extranjera).

Para ordenar la descomposicién de las diferentes partidas
segun las variables econémicas determinantes es conveniente
introducir varias hipétesis sobre el comportamiento de 1las
variables mas importantes para el presupuesto publico. Siguiendo
el modelo de Marshall y Schmidt-Hebbel (1989%a), se incorporan
supuestos simples sobre la funcién de recaudacién directa, de
modo de expresar sus variaciones en términos de elasticidades
respecto a la tasa de impuesto, a los precios, al ingreso real y
a la tasa de inflacién; luego se identifica el efecto de una
devaluacién sobre el precio de 1los bienes transables; vy
finalmente se utiliza una relacidén del tipo Fisher para definir
la tasa de interés real. Con estos elementos se reordena la
descomposicién por partidas para generar la descomposicién
econdédmica del déficit.

En lo gue sigue se introduce una funcién para la recaudacién
de los impuestos directos nominales, que dependerd de la tasa
media de impuestos directos (71), el nivel general de precios (P),
del producto interno bruto real (Y) y de la tasa de inflacidn:

(12) TDIR = f(1, P, Y, w)
(+) (+) (+) (-)

donde 1la dependencia funcional de 1los impuestos directos
nominales respecto de las tres primeras variables es positiva y
respecto de la tasa de inflacién es negativa. Es posible que 1la
recaudacién no aumente uno a uno con un aumento de cualquiera de

las tres primeras variables. Es asi como aumentos en la tasa de
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impuestos pueden implicar aumentos menos que proporcionales en la
recaudacién tributaria, por menor aumento en la base tributaria
(curva de Laffer) o por aumentos en la evasién. Igualmente
aumentos en el nivel de precios o en el producto real pueden
implicar aumentos menos que proporcionales en la recaudacién
nominal (o caidas en la recaudacién real) en la medida en que
existan rezagos en la recoleccién tributaria. Para medir las
variaciones de la recaudacién de impuestos directos ante cambios
en las variables mencionadas se introducen las elasticidades a,,
ap y ay, que miden el efecto de la tasa media de impuestos, el
nivel de precios y el ingreso real respectivamente.

La presencia de la tasa de inflacién en la ecuacidén (12)
refleja el rezago que existe en la recaudacién tributaria. En
promedio este rezago puede ser de 20 a 30 dias, lo que resulta
significativo en paises con altas tasas de inflaciénl2.

Respecto a 1las funciones de tributacién indirecta, en
Marshall y Schmidt-Hebbel (1989a) se supone que dependen uno a
uno de la base del impuesto. Sin embargo es posible definir
también en este caso una relacién funcional.

Los bienes exportables e importables se consideran productos
diferenciados. Ello conduce a un arbitraje imperfecto entre los
precios internacionales (con asterisco) y los precios domésticos.
La desviacién de los precios de estos bienes respecto a 1la
paridad estid dada por los factores ¢y y oM.

(13) Py = ¢x PX E

(14) Py ¢m Py E

Por tanto, el cambio en el precio real de 1los bienes

12En el caso de Argentina, las pérdidas por el rezago en la
recaudacién tributaria han sido estimadas en 2,4% del PIB en
1984, aumentando a mas de un 3% del PIB en el primer semestre de
1985. Luego del Plan Austral, y hasta fines de 1986, estas
pérdidas oscilaron en torno al 0,4% del PIB.
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exportables e importables considera el efecto de los precios
internacionales, el tipo de cambio y las variaciones en los
factores de competitividad. Estos ultimos incluyen distorsiones
al comercio exterior, costos de transporte e intermediacién y
condiciones de competencia imperfecta.

En relacién a 1las tasas de interés se postula
simultdneamente 1la validez de 1la ecuacién de Fisher y 1la
inexistencia de incertidumbre inflacionaria. Con ello, las tasas
nominales son (aproximadamente) iguales a las reales mas las
inflaciones respectivas:

(15) i = r + m

(16) i*= r* + n

Ademas, se define el tipo de cambio real o efectivo como 1la
relacién entre el nivel promedio de precios externos e internos,
EP*/P, con lo cual la tasa de devaluacién I' se define como:

(17) r = € + 7% -n

Con estas relaciones, mas aquellas anotadas en el cuadro 4,
se puede desarrollar la descomposicién del déficit consolidado
del sector publico. Sin embargo, para facilitar 1la
interpretacién de los resultados que se obtienen a través de este
procedimiento resulta conveniente separar la descomposicién del
sector de empresas publicas en forma independiente al resto de
las partidas del sector publico.

Descomposicién del déficit de las empresas publicas
El déficit de las empresas publicas se define como el

aumento en la deuda de este sector con el sector privado y con
el exterior mas las trasferencias del gobierno general a las
empresas publicas. Este déficit es igual a la diferencia entre
el total de gastos de las empresas menos los ingresos operaciones
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y de capital de este sector.

Las variables que afectan al déficit de 1las empresas
publicas se pueden dividir en cuatro grupos: las variables
externas al pais, el entorno macroeconémico interno, 1las
decisiones de politica del gobierno general y las decisiones
propias de las empresas publicas. La identificacién del efecto
de los cambios en cada una de estas variables sobre el déficit
del sector permite una mejor evaluacién del desempefio de las
empresas publicas. |

En cada uno de 1los dgrupos sefialados se utilizan 1las
siguientes variables para la descomposicién del déficit de las
empresas publicas: (a) marco externo: precio de exportables (Pﬁ),
precio de importables (Pﬁ), tasa de interés internacional (i%*),
tasa de inflacién internacional (ﬁ*): entorno macroecondémico:
tasa de devaluacién real (I'), tasa de inflacién (w), salarios
reales (W/P), coeficientes de independencia de 1los precios
transables internos (¢y Yy ¢M), tasa de interés interna (i): (c)
decisiones de politica del gobierno general: tarifas de empresas
publicas en mercados no competitivos (Pg):; (d) decisiones de
politica de 1las empresas: ventas brutas (Qj), empleo (Lj),
compras intermedias (X3), inversién real bruta (Zj), inversién
financiera (EF5).

Descomposicién del déficit publico consolidado

La metodologia desarrollada en Marshall y Schmidt-Hebbel
(1989a) sirve como marco de referencia para la descomposicién del
deficit publico consolidadol3. ILos rasgos del modelo reflejan la
estructura global del sector publico en América Latina, mas que
la de un pais en particular. Esto implica que en su aplicacién,
este marco de referencia debe modificarse para hacerlo
consistente con 1la estructura sectorial, de politicas e

13gn el anexo de este trabajo se presenta la ecuacién de
descomposicién del marco analitico-contable desarrollado en
Marshall y Schmidt-Hebbel (1989a).
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instrumentos fiscales especificos de cada pais.

El problema central en la descomposicién del déficit publico
consiste en 1la disponibilidad de datos. En general, 1la
metodologia propuesta fue desarrollada con el propdésito de que su
implementacién requiera de un minimo de informacién. La
informacién base es un cuadro de fuentes y usos de fondos del
sector publico consolidado. A partir de esta informacién se
puede expresar cada categoria como porcentaje del PIB nominal.
El paso siguiente es calcular las diferencias o variaciones de
cada fuente o uso como porcentaje del PIB. Tal diferencia debe
ser asignada entre 1las variables contables que determinan
directamente el flujo.

Al igual que en el caso de las empresas publicas, las
variables que determinan el déficit publico pueden ser externas
al pais, formar parte del entorno macroeconémico o ser politicas
activas de 1la autoridad fiscal. Aparte de las variables
mencionadas anteriormente en cada una de estas categorias, en la
descomposicién del déficit publico consolidado se incluyen los
cambios en las politicas publicas: empleo publico, salarios de
los funcionarios publicos, compras de bienes del gobierno,
trasferencias corrientes, beneficios del sistema de seguridad
social, inversién real, tasas de impuestos directos e
indirectos.

Una vez identificado el efecto de estas variables es posible
reordenar el cuadro de descomposicién contable a partir de 1los
determinantes econdémicos del déficit. Es decir, en vez de
asignar las variaciones de cada categoria entre sus determinantes
contables, ellas se asignan a los cambios en las variables

econdmicas.
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IV. RESULTADOS DEL ANALISIS DE DESCOMPOSICION

La metodologia presentada en las secciones anteriores sirve
de base para una serie de estudios de casos sobre la evolucién
del déficit puiblico en América Latinal4. Algunos resultados de
tales estudios permiten comparar diferentes mediciones para el
déficit del sector publico y analizar el efecto de variables
externas sobre el déficit. Entre estas ultimas destaca el
efecto de una devaluacién sobre el déficit. Tal efecto tiene
importancia en 1la medida que las politicas de ajuste vy
estabilizacién requieren, normalmente, de un aumento en el tipo
de cambio de real y de una reduccién en el déficit. De alli que
si la devaluacién reduce el déficit, el esfuerzo adicional en
materia de ingresos y gastos publicos es menor. Otro fenémeno
que es posible analizar en base a los resultados de los estudios
de casos es el desemperio de las empresas publicas, incluyendo sus
principales determinantes.

1. Mediciones del déficit publico

En las mediciones del déficit publico es necesario conocer
dos caracteristicas que resultan determinates en el resultado: la
cobertura del sector publico y el concepto de déficit. Para
ilustrar estas discrepancias se presentan en el cuadro 5 dos
mediciones del déficit publico de Chile y México. En el caso de
Chile ellas difieren en la cobertura, mientras que en el caso de
México ellas responden a conceptos diferentes.

Las cifras del cuadro 5 correspondientes a Chile muestran
la diferencia entre el déficit del sector publico no financiero y
del sector publico consolidado. El segundo incluye 1las
operaciones cuasi fiscales del Banco Central. Las operaciones

14165 resultados de esta seccién estan basados en el estudio
sobre la politica fiscal en Chile (Larrafiaga, 1988).
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cuasi fiscales de mayor envergadura son un subsidio implicito
para los deudores externos a través de un tipo de cambio
preferencial y un programa de apoyo al sistema financiero que
incluye un spread negativo para el Banco Central.

En el caso de México, la diferencia entre 1la medicién
convencional y operacional del déficit se debe al efecto de 1la

inflacién sobre los gastos financieros del gobierno general.

Cuadro 5
MEDICIONES DEL DEFICIT PUBLICO

(porcentajes del PIB)

Chile México
Déficit operacional SP no financiero
SP no SpP Déf. Déf.
finaciero consolidado convencional operacional
1980 -5,1 -4,6 6,0 4,3
1981 0,0 0,4 12,5 9,5
1982 4,0 10,1 14,6 7,2
1983 3,5 8,7 7,6 -1,2
1984 4,7 12,2 6,6 -1,0
1985 3,1 13,7 7,4 3,5
1986 3,1 8,4 13,7 5,8
1987 1,4 5,0 16,6 -5,4

Fuentes: Barandiardn (1988) y Larrafaga (1988).

2. Determinantes del déficit publico

Una caracteristica de la evolucién del déficit publico en
América Latina durante la presente década es la coexistencia de
una politica de austeridad en el gasto no financiero con
elevados déficit del sector publico. Este fondémeno se explica
por el efecto adverso de skocks externos.

En el caso de Chile, el sector publico tuvo un superdavit
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equivalente a 4,6% del PIB en 1980 y un déficit de 13,7% del PIB
en 1985. Este aumento en el déficit se explica, principalmente,
por el efecto de los cambios en el entorno externo al sector
puiblico y de reformas al sistema tributario y al sistema
previsional.

Entre los cambios en las variables externas se encuentra la
reduccién en el volumen de comercio, con un costo equivalentye a
1% del PIB en términos de menores ingresos, la caida en los
términos de intercambio, con un efecto en términos de menores
ingresos por un monto equivalente a 3,5% del PIB y un aumento en
el servicio de la deuda externa por un monto de 4,7% del PIB.
Estos tres efectos suman 9,2% del PIB. Vale decir,
aproximadamente un 50% del aumento del déficit publico.

En el escenario macroecondmico interno la variable que tiene
mayor importancia es el aumento en el tipo de cambio real. Entre
1980 y 1985 se produce una devaluacidén real de 50%. Ello aumenta
los ingresos tributarios y las ventas de las empresas publicas.
En el caso de Chile, este efecto alcanza alrededor de 5% del PIB.

Las reformas al sistema tributario (1984) y al sistema
previsional (1981) redujeron los ingresos del sector piblico. La
primera, por disminusién en las tasas de los impuestos directos,
Y la segunda, por la reduccién en el numero de cotizantes en las
cajas estatales de previsién. Sdélo la reduccidén en el ntmero de
cotizantes significé una reducién en los ingresos publicos de
5,5% del PIB. Por su parte, la reforma tributaria de 1984
generé una reduccién de 2% del PIB en la recaudacién directa.

Otro componente importante en el aumento del déficit publico
en Chile son las operaciones cuasi fiscales del Banco Central.
Si bien se trata de una politica fiscal activa, en gran parte
ella responde a 1los shocks externos. El aumento de dichas
operaciones entre 1980 y 1985 es igual a 7,3% del PIB.

El conjunto de estos efectos se detalla en el cuadro 6.
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Cuadro 6
CHILE: DETERMINANTES DEL DEFICIT PUBLICO 1980-85

(porcentajes sobre el PIB)

Variable Efecto

Schocks externos

+ reduccién de importaciones 1,0
+ variacién de precios externos 3,5
+ aumento deuda publica 4,7
Entorno macroecondémico

+ devaluacién real -~ =5,0
Reformas estructurales

+ reforma tributaria 2,0
+ reforma previsional 5,5
Operaciones cuasi fiscales 7,3
Total 19,0
Variacidén del déficit 18,3

Fuente: Estimaciones basadas en Larranaga (1988)

En sintesis, la responsabilidad por el aumento del déficit
publico en Chile entre 1980 y 1985 es compartida entre las

variables externas y las medidas de politica fiscal.

3. E1 efecto de la devaluacion sobre el déficit
Un aumento del tipo de cambio real tiene una serie de

efectos sobre el déficit publico, especialmente a través de 1la
recaudacién de impuestos al comercio exterior, las ventas de las
empresas publicas productoras de bienes transables, las compras
intermedias y la inversién real en bienes transables por parte
del gobierno general y de las empresas publicas y los gastos
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financieros de la deuda externa.

En materia de recaudacién tributaria una devaluacién real
tiene dos efectos: en primer lugar, el tipo de cambio se utiliza
para el calculo de la base imponible en moneda doméstica de los
impuestos al comercio exterior. De alli que una devaluacién
genera un aumento en la recaudacién tributaria. La magnitud de
este efecto depende de 1la importancia de 1los impuestos al
comercio exterior en el total de los ingresos tributarios. Por
ejemplo, en el caso de Chile, el IVA a las importaciones y 1los
aranceles generan una recaudacién en torno a 7% del PIB. En
segundo lugar, el aumento en el tipo de cambio tiene un efecto
indirecto sobre el volumen de comercio exteriorl5. Este efecto
reduce la recaudacién tributaria. Sin embargo, la estimaciones
de la elasticidad de la demanda por importaciones indican que
ésta tiene un valor bajo en los paises de América Latina. Por
ello, la suma del efecto directo e indirecto de la devaluacién
aumenta los ingresos del sector publico.

Las compras intermedias de bienes transables y 1la
adquisicién de maquinarias y equipos es otra de las partidas que
resulta afectada por una devaluacién real. Nuevamente, es
posible identificar un efecto directo y otro indirecto. El
primero cambia el costo de los bienes manteniendo constante 1la
cantidad. El segundo refleja el ajuste en la cantidad.

Las ventas de las empresas publicas productoras de bienes
transables son una de las partidas mas importantes en el efecto
de la devaluacién sobre el deficit puiblico. En los paises donde
este grupo de empresas es importante la devaluacién tiende a
reducir un déficit del sector publico consolidado.

Por ultimo, una devaluacién real afecta el servicio de 1la
deuda externa. En este caso existe un efecto directo,
proporcional al monto de ‘los compromisos financieros con el
exterior.

15gn el corto plazo una devaluacién real también puede
generar una reduccién en el producto interno.
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En el cuadro 7 se presenta una estimacién del efecto de una
devaluacién de 10% en Chile. .

Cuadro 7

CHILE: EFECTO DE UNA DEVALUACION REAL {
DE 10% SOBRE EL DEFICIT PUBLICO

(porcentajes del PIB)

base 1980 efecto dir.

Tributacién al comercio exterior 6,6 -0,6

Compra de bienes intermedios
- gobierno general 3,1 0,3
- empresas publicas 11,2 0,7

Inversioén real

- gobierno general 2,6 0,0

- empresas publicas 2,6 0,2
Venta de empresas publicas

- cobre 8,8 -0,9

- transables no cobre 11,1 -1,0

- no transables 5,0 -0,0

Gastos financieros externos
'~ = gobierno general

0,8 0,1
- empresas publicas 0,9 0,1
- Banco Central 0,5 0,0

TOTAL -1,2

En el caso de Chile, una devaluacién real de 10% genera un
aumento en los recursos fiscales por un monto en torno al 1% del
PIB. Este efecto se debe principalmente al aumento én las ventas
de las empresas publicas que alcanza a un 2%. En ausencia de
este efecto, el resultado de la devaluacién seria negativo para
el sector publico.
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4. E1 déficit de las empresas publicas
La descomposicién del resultado de las empresas ptblicas
entrega una importante informacidén para analizar el desempefio de

este sector. En el caso de Chile esta informacién se presenta en

el cuadro 8.

Cuadro 8

CHILE: CAMBIO EN EL SUPERAVIT DE LAS
EMPRESAS PUBLICAS ENTRE 1980 Y 1985

(porcentajes del PIB)

TOTAL
Ventas 1,2
- precios externos -3,5
- tarifas publicas 0,8
- tipo de cambio 7,8
- produccién 5,4
Otros ingresos netos 2,2
Gastos de operacién 2,9
- remuneraciones -0,3
- compras interm. 3,2
Gastos financieros 3,4
- deuda e int. intern. 2,0
- deuda externa 0,7
- tipo de cambio 0,7
- tasa de interés ext. 0,0
Ahorro 4,5
Ingresos netos de cap. -0,2
Inversién real 1,4
Superavit 2.4
- transf. al fisco -1,5
- fin. externo 0,4
- fin. interno -1,3

Fuente: Larrafaga (1988).

Entre 1980 y 1985 el sector de empresas publicas mejoré su
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resultado financiero en un monto equivalente a 2,4% del PIB. A
su vez, el ahorro de este sector aumentd en 4,5% del PIB. La
explicacién de este fendmeno se encuentra en el tipo de cambio y
en el aumento de la produccidn. El efecto de ambas variables
produjo un aumento en los ingresos brutos por ventas por casi 13%
del PIB. Ahora, el aumento en la produccién y en el tipo de
cambio aumentaron los gastos operacionales y el costo de los
bienes de capital. De alli que en términos netos el efecto de 1la
devaluacién real y el aumento de la produccién alcanza al 8,6%.

Otro efecto importante es el aumento de 1los gastos
financieros por un monto equivalente a 3,4% del PIB.

Como resultado del aumento en el superavit financiero de las
empresas publicas, el gobierno general recibié recursos
adicionales por 1,5% del PIB, utilizando un 1,3% del PIB en

reduccién de la deuda interna.




43

REFERENCIAS

Barandiaran, Edgardo (1988) "The adjustment in Latin America's
highly indebted countries", manuscrito, World Bank.

Eyzaguirre, Nicolas (1989) "Ahorro e inversién bajo restriccién
externa y fiscal. El caso de Chile 1982-87", manuscrito
CEPAL.

Larrafiaga, O. (1988): "El1 déficit del sector publico y 1la
politica fiscal en Chile. 1978-87", manuscrito CEPAL.

Lerda, Juan Carlos (1989) "Residuos y términos de interaccién en
la descomposicién del déficit publico: tiv versus tov",
manuscrito, Proyecto Regional de Politica Fiscal, CEPAL-
PNUD.

Marfan, M. (1986): "La politica fiscal macroeconémica", en R.
Cortazar: Politicas macroeconémicas: una perspectiva
latinoamericana, CIEPLAN.

Marshall, J. y K. Schmidt-Hebbel (1989a): "Un marco analitico-
contable para la evaluacién de la politica fiscal en América
Latina", Serie de Politica Fiscal N©°1, CEPAL.

Marshall, J. y K. Schmidt-Hebbel (1989b): "La politica fiscal en
los 80", Serie de Politica Fiscal N©°2, CEPAL.

Marshall, J. y K. Schmidt-Hebbel (1989c): "La politica fiscal en
América Latina: tdépicos de investigacion", Serie [o) ca
Fiscal N<3, CEPAL.

Piekarz, Julio A. (1987) "El deficit cuasi fiscal del banco
Central", manuscrito, Banco Central de 1la Reptblica
Argentina.

Robinson, D. and P. Stella (1987): "Amalgamating Central Bank and
Fiscal Deficit", IMF Staff Papers.

Tanzi, V., M.I. Blejer y M.O. Teijeiro (1987): "Inflation and the

measurement of fiscal deficits", IMF Staff Papers, vol. 34,
No. 4.




44

ANEXO

ECUACION PARA LA DESCOMPOSICION DEL DEFICIT PUBLICO

De acuerdo a 1los flujos de fuentes y usos de fondos
definidos en el trabajo de Marshall y Schmidt-Hebbel (1989a), la
ecuacién de descomposicién del déficit piblico consolidado es la
siguiente:
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pSP

_—— —— ASP —:—_* E DEN
+ (rop + n) oY - (rOA + ) oy + (r” + ") [——]PY

Es importante observar gque esta ecuacién puede ser
modificada si se altera el numero de variables determinantes del
déficit o si se suponen relaciones funcionales alternativas.
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PLANES DE DESARROLLO Y POLITICAS FISCALES: ASPECTOS TECNICOS Y
FOLITICOS 4 :

pcr Juan Antonic Morales*™

INTRODUCCION

Este trabajo tiene por objetivoe principal examinar los aspectos
fiscales en ejercicios de planificacidérn que tieren un horizonte
de largo plazo. Se intenta, en especial, contribuir a la compren—

siér de los prcoblemas de fimanciamiento y de gestidn del sector

piblico de largoe plazo, a parfir de condicicones iniciales muy
‘ dificiles. - A pesar de que la mayor parte de la discusidén estéa
hasada en el ejeréicia boliviano;' al que nos referimos mas

adelarte,. algurnzs de 1los tépicos pueden tener un interés mas
gereral, en eespecial, aguelics 'que tratanm problemas que sor
cCoMUInes a 2 paises pequencas Yy medlancos, con ura deuda publica
externa muy sustarncial y cornm un amplic sector publico dependiente
de manera impaortante para su financiamiento de -las exportacicores

de recurscs naturales no rencvables.

Cl rdecempenic del sector - publico da urma explicacidn crucial del’
desarrcllce econdmico baliviano (y también de su altoe endeudamiern—~
to axterno) entre 1382 y 1985.%* Para los fines de este documento,v

s entiende como sector pilblico al sector pdblice consclidadoe no

= Consultor de la Deutsche Gesellschaft fUr Technische
Zusammenarbeit (GTZ). Este trabajo esta fuertemente inspiradc en

S —la Estrategia de Desarrclle Econémico ¥y Sccial _1383-2000, -
. preparada por el Ministeria de Planeamiento  y Coonalnac13n:aei

: ..~ gobierns de Bolivia, con la cooperacidn de ‘la GTZ y de ctras

‘ agercias internacionales. El autor desea agradecer a E. Arispe,

D. UWelz y K. Roger por sus comentarios a esta versioén.
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finanmciers, conformado p&r el gobierrnc — en sus niveles centra-
les, regionales vy lmcalés -y las empresas plblicas. El tamafia
del sector publico_en la economia boliviarna sigue siendo grande,
aun después de las reformas del dltimoe trimestre de 1385. Mas
aun, independientemente de cualquier estrategia especifica de
desarrcllo, el sector publico continuara teniendo, previsiblemenr-—

te, urn papel significativo en la formaéién de capital.

El Decreto Supremc NO, 21060 del 23 de Agosta de 1385 did inicio
a un abanice de profundas reformas econdmicas, simulténeamente
con unm programa de estabilizacidém. Esas reformas configuran la
Nueva Politica Ecorndmica (NPE). Las reformas econdmicas traidas
por la NPE  irncluyern principalmente las redefiniciocnes de los
papeles del Estado y del sector privado, la apertura al comercic
extericr, incentivos para favorecen /lav pﬁaduccian de bienes
transabies .en el comercic ‘interhacional, -especialmerte los
basados en la datacidrn de recursos raturales—, la reduccién de
proteccjones excesivas al sector  industrial, y el impulsc a la

agricultura —tanto campesina como comercial.

Cern la aplicacidén exitosa de la NRFE vinieron las necesidades de
proveer al pais com una visidon de largo plazo de su desarrallo
econdmico v de delinear un conjunto de politicas - adecuadaszs a

zta. Er respuesta, el gobiernmo boliviane ha preparads un

3

documerts conteniends una estrategia comprensiva de desarrvrclla
econdmics v social (a la que nos referiremos de aqui en adelante
coma la Estrategia), con el horizonte 1383-2000. Se subrayara que
este documentc tiene todavia urn cardacter sclamente téconico porque

o ha sido todavia aprobado en los niveles mas altos de decisién.

lLa Estratenia ambiciona ser percibida por el pﬂblica:4cgmm i

prolongacién natural de las reformas de >politica écondmfga gue -
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comenzaron_ép}ﬁgosto de 1985; proporciona  adicionalmernte esceria-
rioé de las perspéctiVaside largo plaza de la econcmia beliviana,
si se sigué  determinadas politicas. La Estrategia no esta
divorciada de las politicas de estabilizacién;val centrario,
condiciona sus logros a una secuencia de politicas correctas de
cortae plazo y é que los distintos componentes de la demanda
agregada se alineen con sus perspectivas de large plazo.® Se
parte de la premisa de gque las politicas de estabilizacidén son

fundamentales para sostener una estrategia de crecimientc.

La Seccidén I proporciona una vision panoramica de las condicicnes
imiciales para la formulacidén de una politica fiscal de largo
plazo. En la Seccion II, se examina los alcances de la Estrate-—

gia, con una caracterizacidén de sus objetives e instrumentcos. En

- la Seccidén III, que tiene un caracter ligeramente mas técrico gue

las ctras, se presenta los enfogues seguidos para la consistencia
macroecondémica de la Estrategia. En la Seccidn IV se dedica
egpacio a los aspectos de ecorcomia politica en la formulacidn de
la Estrategia vy en el praograma de i1nversicornes pdblicas concomi-
tante. La Seccidén V resume el documentc y ofrece las conclusicornes

principales.

1.-. ANTECEDENTES

o P Tamaﬁa7z"desarrollos recientes del sector pablico

El-Cuadrb'l muestra la importancia del sector piablico en la
ecovicomia de los afos oachenta. El consumc del gobierrnc mas la
inversiodn pablica constituyeron mas del 19% del Froducto Internc

Erutc (Efﬁ)féht%E'igaO y 13a88. Sclamerte ‘en 1986 ~ afc irmediata—

“Mehtempaétegibr al del programa de estabilizacian.-y-cuande ademas

se sufridp un fuerte detericrc en las termiros de intercambic -




CUADRO 1
EVOLUCION DE LOS GASTOS PUBLICOS, 1980-1988
( En porcentaje del PIB)

| !
| CONSUMO DEL INVERSION FIJA DEL BASTO PUBLICO |
| GOBIERNG SECTOR PUBLICO TOTAL [
| = [
I 1980 14,0 7.0 21.0 i
I 1981 ©11.8 7.7 19.5 |
| 1982 15.7 6.5 22.2 |
| 1983 16.7 46 21,3 |
i 1984 p) 20.5 3.1 23.5 |
| 1985 e 15.5 3.5 19.0 I
| 1985 e) 1.2 IS 15.9 [
| 1987 e) 18,2 5.4 ‘ 19.6 |
: 1988 e) 13.4 6.0 19.4 I

SE==D

FUENTE: Banco Mundial, Bolivia:Updating Economic Mesorandums, Junio 1988
y Estrategia de Desarrollo Econﬁlxco y Social, 1989-2000

NOTAS: p) Preliminar

e} Estisacion - ' .

. . CURDRO 2 ,
RESUMEN DE LAS OPERACIONES DEL SECTOR PUBLICO CONSOLIDADO, 1980-1387

( En porcentaje del PIB)

| .
| 1980 1984 1982 1983 1984 p) 1985 e) 1986 @) 1987 @) !

i
iSuperdvit/DEFficit en

. f

:Cuenta Corriente -2.2 -0.6 -8.9 ~-16.6 -20.3 -7.1 -0.7 -5.6 |
’ |

:Ingresos de Capital 0.3 0.5 0.6 4.1 0.3 0.2 .1 0.9 |
. ot i

lBastos de Capital 7.0 7.3 7.4 52 39 30 43 - 5.1
lprgstanos netos 0.1 0.3 0.2 0.0 0.0 0.0 0.0 9.0 1
ISuperavxt/Defxcxt . ’ |
|Global © =94 7.5 -15.9 -11.7 = -24.0 -9,9 -4,0 -3.8 i
i - I
IFinanciasiento 9.1 7.5 1589 17.7 2460 - 9.9 4,0 9.8 !
| Financiamiento Externo (neto) 4,9 . 12.4 0.1 0.7 5.0 3.8 5.3 3.2 1
| Financiamiento Internc (neto) 4,0 -4.7 16.6 18.4 19.0 6.1 L3 4,6 1
| Sistema Bancario (eto) 4,6 4.0 2.9 29.7 22.5 7.1 -3.1 1.6}
! Otros (neto) -0.6 -8.7 -le.2 -11.3 -3. 4 -1.0 1.8 3.0
I Préstamos Externos de Lo ]
I Corto Plazo 0.,2 0.1 0.9 - 0.0 0.0 - 0.0-. 0.0 0.0}
| . ) - . . . |
] i

FUENTE: Banco Murdial, Bohvu.Ugdatmg Economic Henorandun, Junio 1988
y Estrategxa de Desarrol o Econfmico y Social, 1989-8000 -

NOTAS: p) Preliminar
e) Estimacion
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el gasto publico cayé poF debajo de 16%. Desde entorces, el‘gaétd
publice como proporciéﬁA del FPIB, ha  venido recuperando éus

niveles antericores.

Se notara que la inversidén fija pdblica constituyd mads de la
mitad del total de inversién fija total en el mismo pericdo; ésta
situacidén continud adn después de iniciado el programa de
estabilizacidn. El1 estado es propietario de las principales
empresas exportadoras Yacimientos Petroliferos Fiscales Bolivia-
nos (YPFB) y Corporacidén Minera de Belivia (COMIBOL), aunque ésta
iltima ha venido perdieﬁdo importancia. En relacidrn al emplec, se
hace notar que en 1986, altime afic para el que se dispornen
cifras, ei empleo en el sector publicc absorbia el Z25.4% del

>tota1 de emplec urbanc.

' E1 Cuadro 2 ilustra las dificultades de finarciamientcs del sector

publicc en las anes ochenta. Se observara en ese cuadrc los
extracrdinariamente grandes déficits fiscales (calculados con la
definicidn convencional de necesidades de financiamienmto del
sector publico consclidado) durante 1los afias de alta inflacidn
1982-1986 .y la caida dramatica del déficit fiscal en 198€.
pesafoﬁfunadamente, el deéeficit se incrementb de nuevo en 1987,
detidc en gran parte a las moras de la Argentina gﬁ ETL paggs'ﬁow
el gas mnatural que BHolivia le vernde y las indemnizacicones de
retira a 11os trabajadores despedidos de la éﬁpresa eététal
Corporacién Mirera de Bolivia. Los datos: del.sectorrpublico
consolidado no estdn todavia completos para 1988; estimacicres
preliminares senalan una mejoria nctable en relagidén-a 1388.

Se debe recordar que en elfproghéﬁa beliviano.de éétabilizééjpn;
las medidas de sanemientc fiscal son- m_edularés;a _ Eaﬁsu parte

fiscal el programa incluye: 'i) Un componente ihﬁdsifiva muy



S
sustancial en los preciocs ~internos de - la gasolina-. y otros
derivados de petrdlec. 2)! Una reforma tributaria de gran alcarce,
legislada en 1986. 3) Reformas de las empresas p&blicaé. 4)

Reforma presupuestaria. 35) Recortes sustanciales en el gasto.

El compornente impositive en el ﬁrecio de los derivados de
petrdélec estuvo entre las medidas irniciales mas efectivas de
sanemientc fiscal {(junto con la fuerte devaluacidén inicial del
tipo de cambic oficial).  Se puede apreciar en el Cuadroe 3, la
importancia de los impuestos a los derivados del petrélec en los
ingrescs del gobiernc central. Se prevé que este  tipo de impues-—

tos se mantendrd en sus actuales altos niveles en los préximos

1

afios.

Daos tipos de impuestcos estédn en el nicleoc de la reforma tributa-—

ria de 138&: 1) el impuestoc al valor agregade (IVA) con una tasa

uniforme de 10%; y 2) impuestos a la riqueza visible, principal-
mente a las bienes raices y los automotores. Los impuestos a la

- renta gensy strictc han sido reemplazados por un llamado "impues-—

to complementaric al IVAY con una tasa uniforme de 10% y contra
el cual se pueden acreditar los pagoes de IVA, y un impuesto scbre

el patrimonic rneto de las empresas de 2%. En una optica de laﬁgo

plazo, es necesario subrayar que la reforma tribataria alﬁénta el

ahorro y la inversidn del sector privado.

El gobierna también encard en 1388 y. 1987 una reforma prafunda de
COMIBOL e YPFB. el criterio principal ern estas reformas es darles

ura orientacién maAs empresarial, haciendc hincapié en la praduc-

cién, eliminandoc varias de. sus antiguas : funciones "scciales", -

‘reduciends perscnal supernumerario y aclarandé: sus P?Sﬁépéasiii‘
dades frente al gobiernc gentral -y, en daltima instancia, al

electorado.




CUADRD 3
ESTRUCTURA DE LOS INGRESOS DEL GOBIERNO CENTRAL, 19801987

1980

l ‘ 1981 1982 1983 1984 1985 1988 1987 |
II!OUESTDS AL COMERCIO EXTERIOR 51.5 49.0 40,7 31.0 68.2 75.9 25.3 27.9
| Impuestos a Exportaciones de :

| Hidrocarburos 6.8 13.2 7.2 2.5 8.0 601 13.1 13.2
| Imspuestos a Exportaciones de

! Minerales 16.0 8.2 9.1 4,4 27.6 3.1 0.2 0.3
{ Otros Impuestos 28.8 29.7 24.3 24.1 3.6 127 12l 14,2
| IMPUESTOS INTERNOS 48.5 51.0 59.3 69.0 31.8 2,1 74.7 72.1
| lmpuestos a Derivados de Petroleo 8.8 17.0 17.1 9.7 4.2 9.1 48,7 36.1
: Otros lmpuestos e Ingreso 39.7 34.0 2.2 59.2 27.6 15.0 26.0 36.0
:TDTAL 100.0  100.0  100.0  100.0  100.0  100.0  100.0  100.0

=

EEEETEEENES:

FUENTE: Elaboracion del autor con datos tisicos de UDAPE, Dossier de Informacidn Estadistica, 1980-1987

CURDRO 4
DEUDA EXTERMA PUBLICA DE MEDIANG Y LARGD PLAIO

(En millones de USS, a fines de ano)

! | - | I l- ]
| CONCEPTO i 1980 | 1985 1987 | 1388 |
| l' l ] ‘ ; i
] | { }
{DEUDR PUBLICA TOTAL a’ l 2,228 : 3,485 : 4,182 : 3,976 i
, i
| Acreedores Oficiales i 1,147 | 2,087 | 3,424 | 3,585 |
| Multilaterales 1 432 | 795 | 1,163 | 1,279 |
| Bilaterales I 655 | 1,33 | 2,261 | 2,306 ) !
. : Acreedores Privados : 1,081 : 1,398 l‘ 738 l' Ky )
-
| Servicic Total de la Deuda [ 290 | 249 | 157 | 155 |
1 Intereses : ‘ I 164 | 98 | 80 | 63 i
: Amortizaciones : 126 | 151} 7 { 92 |
o . . } 1 ]
|l Transferencias Netas : 178 | -116 | 55 : a1y
I | ]
| Deuda Total como % del PIB | 67.2 | 33,0 i 86.2 | 7.1
| Servicio Total de la Deuda | ] I . ! ]
! come % del PIB | 8.8 I 6.6 | 331 3.0
| Transferencias Netas I | | } I
: como % del -PIB { S. 4 : -3.1 : 1.1 { 4,1 |
) - |
. | Deuda Total como % de Exportaciones) 214.5 | 478.7 | 672.4 | 570, L
I Servicio Total de la Deuda ! t ! i !
| como % de Exportaciones : 37.9': 34.2 : 25.4 | 2.2 i
R v [ .

“FUENTE: BANCO MONDIAL, WORLD DEBT TABLES, EDICION 1986-1989, PARA 1980, 1985; LDAPE PARA

L[ DEUDA-PUBLICA ¥ CON GRRANTIA hmaﬂt 0E 1987 ¥ 1508,
lic e

" NOTRS:- a) Incluze deuda garantizada
B ac

-b)-Ex

iones de Bienes y

ic

ios

\

- c).Datos al 30/10/1388, mds un ajuste estimado de US$ 68 millones, para aproximarse

. a las cifras de fm de afo.

'
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For otra parte; Jjunta con las medidas de estabilizacidn de Agosto

de 1985, el holding de empresas estatalées, Corporacién Boliviana

de Fomento (CBF) fue desmembradc. Las empresas de la CBF fueron.

cedidas & las corporaciones regiconales de desarrcllco - gque son
entidades aoficiales perc descentralizadas gecograficamente - como
ur pasc intermedic para privatizarlas. Sin  embargo, hasta ahora

ne ha cocurrido ninguna privatizacidm significativa.

El Presupuestc Gereral de la Nacién se ha convertido en una pieza
clave de la politica econémica del presidente Faz-Estenssorc. No
cbstante la importancia asignada al presupuesto, o tal vez por
ellc, el procesc de su For@ulacion asi como su seguimiento han
sido perncsos. Previsiblemente, las reformas presupuestarias, que

son principalmente de cardcter administrativeo, tardardn todavia

en madurar.

Las medidas para mejorar las recaudacicones ric debieran cscurecer
la importancia de aquéllas tomadas para controlar los gastos
publicaes. Hay que destacar que elvgobierno beliviana ha obternido
reducciones en su stock de deuda externa y alivices muy importan—

tes er. su servicic. Los gastos interncos estan también fuertemente

contralados, especialmente en relacicn a los  salarios del. sector.

publica.

E.~- El esquema de transferencias de recurscs entre los sectores

publice v privado. .

(3

Fara completar la perspectiva de logr*prgblemas fis: ales, las

siguientes caracteristicas que predominan en las cuentas del

sectcor puablicoc  (como er  varios . paises 1atinc—americands con

econcmias fuertemente dependientes de sector primarig expcrtador




de recursas maturales no rerncvables) deben ser consignadas:

- la deuda pablica es casi enteramente exterva, es grande
respectc al PIB y a las exportacicones, ademas estd dercmi-

rnada en moneda extranjeraj;

- los ingrescos del sector publica cowmsclidadoe dependen
fuertemente de los  ingrescs por exportacicones de  las
empresas publicas (YPFE y COMIBOL err Bolivia), asimismg las
recaudaciones tributarias del gobiernc central depernden

sigrnificativamente de los impuestos a las exportacicornes;

.

-

- el sector pldblico tieme un accesc preferente a los créditcos

externcs relativamente al sector privada;

- el sector publico es generalmernte generador rets de divisas,
eri cambic, la balanmza de pagoes del sector privade gereral-

mernte manifiesta un déficit.

El balarce en moneda extranjera ern las cuentas fiscales es un
componente muy impoartante del " saldo global. Esta caracteristica
hace que el sector fiscal sea muy dependiente del sector externo.
Cormociones Externas como: 1) detericros ma anticipados en los
términos de intércambf@;”a) moras en los pages debidos a Bolivia
por sus exportaciones; 3) cambios ern el sigrns de las transferen-
cias netas de recuwrsos extgrnos; tieren impactos fiscales
significativos que impiican generalmente reducciones forzosas en
el gastos pablico y/o expansicones »no planeadas ern el crédita
fiscal pqhiel/gaﬁca Central. Cabe hacer ristar que la posibilidad
de -aténﬁarf>éi- efeqtbj.ihtérno de las cormocciones extermnas por
deteriors én:lué términoé;de intercambia o por las moras en las

acreericias externas ~que tierne Bolivia, mediante créditos exter—
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nos, estd fuertemente limitada por su ya alto éltq endeudamiento. .

La transmisién de las cormociones exterras a la econcmia interna, -

mediarte cambios en el nivel de gasto publico o en las modalida-
des de su financiamiento, causa tantco presiones inflacionarias
Laome una reduccidn en. el nivel de actividad ecoromica. La caida
en el gasto publico en 1586, que se observa en el Cuadra 1, se

debié tantoc al esfuerzc de estabilizacidn como al detericro

sustarncial en los términos de intercambioc. La presencia de una

restriccion externa importante explica también en gran medida el
cambic en el financiamiento del  deficit global desde fuentes
externas hacia fuentes internas durante los afios de alta infla-

ciém 1982-1985, que se observa en el Cuadro 2.

Las caracteristicas anteriormente mencicnadas de financiamientc
del presupuestoe implican que> las<politicas.para‘manféner la
crucial competitividad exterra {especialmernte las cambiarias)
tieren repercusicones fiscales importartes -—-positivas en el casa
de devaluaciones—- pero, en contraparte, puedern producir transfe-
rencias de ingresos, mo siempre deseadas o politicamente viables,
entre los sectores pablico y privado. Por la particular estruc-—

tura del presypuests fiscal beliviano, salve si las transferen-

cias rmetas de recursos al extranjero por el sector piblico son

muy importartes como sucedid erntre 1982 y 1984, las devaluaciénég
reales siempre mejoran la situacién fiscal en términcs realeS{
Sorprendentemente, devaluaciones 'nomina;es ‘tambien mejoran el
deficit real si no hay un incremento post—-devaluacién :én el

défitit en moneda rnacicnal. Fuertes devaluaciones rnominales ( y

g forticri reales) son gerneralmente contraccionarias para el
sector privado.® El  cardcter céntraccionario -‘gueda acentuada.

cuardo la devaluacidn es empleada eserncialmente fccmo~insttﬁmeﬁta

fiscal para corregir una situacidén inicial de grave deséquifi;




brio.

C.- Crecimientc econémico y presupuestc fiscal

Las inversicnes publicas seguirdn teniendc un papéi capital en
cualquier estrategia de desarrclle en Belivia. La provisién de
infraestructura bdsica vendra previsiblemente, en su maycr parte,
del sector publiceo, aunque esfuerzas privades para hacerlco
pueder,, beneficicsamente, ser alentados. Ademas, y ésto es mas
especifico a Bolivia, la Constitucidén y la tradicidn apuntan a
urna participacién estatal significativa en ;os sectores cruciales
de eriergia y de mineria. Aurnque se preve que esta participacidn
serd mantenida en sus limites actuales, se estima que las

inversiones publicas requeridas seguiran siendo muy altas.

. El1 financiamientoc de las inversicones pablicas provendrd esencial-

mernte de dos fuentes: ahorre del sector piblico y préstamocs
externcos, El1  poterncial de generacidn de ahoryvo por las empresas
publicas debs ser subrayada.*® Poy  obra  parte, el ahorro del

sectar piblico es rnecesarica comoe fondo de contraparte a los

- créditos externoé, sin &1 los créditos . externcs tampoco podrar

ser desembclsados. La posibilidad de emplear mecanismos de
ahorroa forzoso del sector priyadq, come T por ejempla el impuesto
inflacidn, para financiar déficits :aei séctor.pﬂbiico, aun si
estaos son  generados por 'invgrsiones;: es€aA excluida dada la

experiencia reciente con la‘hiberinflacién.

D.~ Problemas Fiscales y deuda externa.

Und de 1los . problemas’ f}s&§lés;'cén§bélgs_,esta directamerte

relacicnadc con_ la deuqa-eitevné pdb{ieai;buya magnitud .se puede

apreciar en el Cuadre 4. La.agdmgLaéiéh de esa deuda externa

-r
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- . resulta tantc de créditos contraidos directamente por el sector

 Vpdb1ico, come  por avales de créditos para el sector privadeo. EI
" punto importante que se debe notar es que el tamaBo de la deuda
del sector péblico que afecta no sclo el nivel de inversiones

sinc, mas grave aun, hace que consideraciornes de liquide:z

determinen exageradamente el procesco mismo de decisién de

inversiornes publicas.. Con los actuales indicadores de scalvercia,
el accesa de Bolivia a los créditos exterrios estd limitado a
préstamos enn términos muy concesicnales, perc que son escasos y

acarrean un altoc grade de condicionalidad, y & creditos de

proveedores.

La gestion del stock de deuda y de su flujo de servicio es un
problema central. Aan después de. las aperacioﬁeé exitosas de
recompra de la deuda de los bancos comerciales, Bolivia requiere
todavia un alivio sustarcial en el servicic de su deuda covtraida
con acreedores bilaterales. Se debe hacer notar que ura normali-
zacion financiera serd impracticable a medianc plazo €i rnoe hay
crecinientc economico sastenido, lo que requiere una transferen—
cia neta de recurscos a Bolivia, junto con una reducciédn inicial

en.el stock de deuda.

II.- LA gSTRQTEBIQ DE_DESARRDLLD ECONOMICO Y SDCIAL, 1383-2000

A.-Las caracteristicas principales

l.a Estrategia _de Desarralle Econdmico v Sccial, 1383-20Q0

contierne un conjunte comprensive de politicas econémicas que

Bolivia aplicaria hasta firales de sigloc para promover su

- desarrello. RAungque la Estrategia contiene muchos elementos

comuri@es corn los ejercicios  de planificacién gque se haciarn ewn

América Latina en la década de los sesenta, se difererncia de -

“




éstas por su caracter mencs intervenciqni$§a y més prospective da
las averidas de desarrclls posibles. En léuEsfrategia se insis
también mucho mas en la ligazén entre ‘el - crecimientc y la
estabilizacidn.
La Estrategia propone una discusién de las marneras de encarar los
desafios de: a) rearnuadar un crecimiento ecovidmico sastenmido, com

~
1

tasas de crecimients del PIE superiores al crecimients de 1

fii

paoblacidn y  con pocas fluctuwacicores; b)) manterer la estabilidad
macrocecanomnica, corn inflacidrm baja y cuerntas corvientes de la

balarmza de pagos wviables; o) participar ampliamente zmn =1

comercia y los mavimientos intermacionales de capital; oS
-

‘comformar wna  economia mencs  valinerable a  shocks extermcs vy de

oferta, y mds adaptable a las\condiciﬁﬂes cambiantes del entarna
1

internacional; e) dar saltos de productividad, conm una amp

de la cocbertura de sducacion primaria y oon  progranas especiales
de formacidn profesicmaly) v, £} orear uwnx Sase ampliaz da
cidr productiva de la mano de obira.”

-t -

E! desarrcollo econdmice y social nrecesita estar acompearads Je

-

estabilidad politica. La estabilidad politica deberd asegura-ze

razonablemerte conm la conmduccidn de wuna politica de  formacidn de
1

log grdpos 30013

consensoas, Yy Coun la participacidn de Lodos
de todas las

regiores en los bereficics del corecimisnts soconémi
a Estratepia ambiciorna ser yna propugsta y un documsnto de
Sase de discusidn para la formacion de esocs ConsSenscs.

’

Aumque el énfasis de la Estrategia esta en la produccidrn y en las
posibil idades de gaﬁaﬁcias,ﬁé productividad, la preccupacidn oon
la satisfaccibn de weceéiaaqésflbésiéag'@gﬁ;est& ausente; muy al
caﬂtrari&,. acupa i - lugaﬁ--ceﬁtwglvf Ei:prmgrama de desarrcilc

sacial ofrecids enn la Estrategia es de

‘gran magnitud; el analisis

-~




de alternativas para financiamiento ccupa por lo tarito un lugar

capital enn las propuestas.

. 'La Estrategia défine claramente las Areas de accidén de los
sectores publicce y privado. Le corresponderd al sector privado-
en cocperacidn con el gobiernc, cuando surja la necesidad- asumir
gradualmente la mayor responsabilidad ern los desaficos del
desarrollc. Cabe subrayar que la Estrategia tieme una furnciaon
indicativa para el sector privado: le informa acerca del marco y
las orientacicones gerierales de politica que seguiria el gobiernc,
asi como de los principales programas de inversidn piblica gque
ejecutardia. Fuera de un namerc limitado de proyectos de gran
escala, esencialmente en infraestructura y en los sectores de
hidroacarburaes y electricidad, la seleccidrn de inversicrnes guedara

‘dejada a la iniciativa privada. Perc, habra de sefalarse gque la

mayoria, sina todos, los proyectos de  ivversion pdblica tieren

. .
2fectos de rebalse sobre el sector privadeoe. La Estrategia incluve
recomendaciones  para atraer activamente a las inversiornes

extranjeras de large plazo.

El énfasis en un desarrollo con una mucho mayor participacion del
sector privado, gue en el pasado, rmo excluye urm fortalecimiento
del sector piblico enm un camps bien ’qelimifédéf de —accidén. La
Estrategia hace' hirncapié en la recesidad de mejobgr sustarcial-
mernte la capacidad financiera del ‘seéfur fiséai, asi como su

competencia para formular y ejecutar politicas gernerales v

sectoriales.

Se espera que los sectores mas dindmiccs en la economia baolivianma
de los prdximos afios seran: hidraocarburos, mineYia, agricultura ¥
manufaeturas livianas. © La produccidn mirera  y la praoduccién .

incremental de hidirccarburcs deberdrn drientarse principalmente a
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los mercados dg exportacidn, mientras que los sectores de la
agricﬁituﬁa y de lavindustria liviarna terdrdr la triple finalidad
de atender a>1as‘.nécééidades interrnas, especialmente alimenti-
cias, participar en el esfuerzc de diversificacidr de exportacico—
rnes y contribuir al emplec.

La Estrategia considera a las exportaciomes comoc el principal
mcetor del desarrollo econémico baliviano, perc insicste en la
recesidad de lograr urma estructura diversificada. El aumento de
las. exportacicones de productos  agropecuaricos y agroindustrailes
es un objetivoe muy clarc. Por otra parte, los acuerdos coon el
Brasil,‘ firmados en RAgosts de 1388, amplian el espectro de

mercadas para exportacicoves.

El énfasis en la explotacidn de recurscs naturales en la Estrate-—

gia tiene consecuencias impartantes en el sector . fiscal., S
destacar gue el presupuests en divisas contiruard ternierndo un
pess  muy iaportante en el  presupuresto consclidado del sector

publico. tas recaudacicomes en divisas yue se pueden yenerar
posibilitarian el financiamientos de los componeﬁtes mas distribu-
tives de la Estrategia y un gradual desendeudamientcs externo a
partir de mediados -de la praxima decada. Perc se debe recordar
qﬁe si bien las recaudacicnes de este origern puedern  ses may
sustaﬁcialeS, bueden igualmente ser muy inestabies, pur 1o tambo
para‘incremenba# la estabilidad en el gastx pﬂblicﬁ (o simétrica-
mentea, para reducir la vulrerabilidad ante shocks externos)
deberan cohtinuér los esfuerzos para ampliar la base impositiva

interna esjecutand:s vigorosamente la reforma tributaria en cursc.

i

i -

p—— L

instrimertos

La ejecudiént de la Esgtrategia y la cbtercidn de sus cbjetives

-
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dependera fuertemente de la efectividad de sus‘instkumentos. Los

principales irnstrumentcds son:

- Urna reforma institucional, cuyo nidcleo estd dado por el
todavia anteproyecta de Ley de Ordenamientc Econémico y
Administrativae para el Desarrcllo. La Ley recogeria: 1) las
orientaciones y propuestas generales de la NRFE y de la
Estrategia; y, 2) las pgarantias para la seguridad de las
relacicnes contractuales. La Ley serviria fundamentalmente
para dar estabilidad a 1las reglas gque guiardn la accién de

los distintos agentes econdmicos.

- Medidas para promover el desarrella de un sector privado
vigorcso. La promocidn de la actividad econdmica del sector

privada dependera de reglas estables, de uria gestidn

macroecondmica correcta, y de un conjunte de garantias
contra riesgos re mercantiles. Ertre las medidas de prome—
cién, se incluye una prapdesta de privatizacién de lac
empresas de la ex—-CBF. Las iniciativas privadas ern las &reas
de tecnclegia, comercializacién interrmacional y provisién de
infraestructura basica serdn alentadas y complementadas con

recursos publicos.

- LLa descentralizacidn del poder e jecutivo, reforéandd los‘
gobiernos departamentales y 1locales, Yy redefiniéhdc lags -
funciones de las corporaciones regionalesndé désarrqllo. Las
instancias decisorias y los servicios piblicos de edqéaciéh;
sulud y transporte serian descentralizados. La descentrali-
zaciérn regicnal del proceso de seleccidn-FQe}inversianes_
piblicas, pero comn coordinacidn'ééhtré}izada;rseﬁéluﬁo Qé-“ﬁ
las elementos mas importantes pépa iﬁcremeﬁtaf lé:éﬁiéiencié.

del sector piblico. La descen#réliiacién hace parte de?@ﬁf'_




15
paquete de medidas még'amplio, tendiente a la modernizacidn

del estadoc.

- Un pregrama de inversiones publicas gque alcanza a &, 200
millones de dolares para el periodo 1383-2000, cor una

contribucidén externa de 4,300 millones.

C.-Los resultados esperados

El Cuadro S muestra las tasas de crecimiento del PIE qgque se
pronostica alcanzar en los préximos doce afos, con la ejecucisdn
de 1las pocliticas derivadas de la Estrategia y considerando el
" contextc internacional. Cabe hacer hincapié en que las tasas saon
previsicones, sujetas por lo tantoc a margeres de error, y rno son
metas. Se proyecta ura tasa promedic para el periocdo 1383-2000 de
4. %, El Rericdo 1933-1396 seria de gran ekpansidh, explicable
prirvicipalmente por la maduracidnm de los proyectos convenidos conm

el Brasil.

El crecimients de medianc y largs plazo de 'la economia rnacicnal
Pequiepe de maycores inversicnes: la tasa de inversidon caomo pro-

porcidén del PIB debera. alcanzar el 13.7% en promedics durarnte
19839-2000. En las-primerda'aﬁos de ejeéucion de la Estrategia,
mientras la inVeFéién ﬁﬁiQada tome impulsc, la inversidérm puablica
) tendré‘un papel motor y ﬁép?ésentara 54.8% de la formacidn bruta
de capital. fijc. La tasa de ahorro internc, comc proparcion del
FIB, déﬁera‘alcanzar uﬁ- pﬁémedio de 128.7 % por su parte en el
périoda 1989-2000. El1 ahorro del sector piblico deberd llegar a
N pramed§a;de_7.83 para los doce aﬁqs, y el ahorroa del sector
‘privada a yﬁ pﬁﬁmediafdéf#fé%.'Nétése que el consume privade’ per
éé;ité cbécéﬁé:a‘una_ﬁ;qeg§é_tésé promedic de. 0.2%, debido a la

hagnith del _esfgeriqﬁde inversidn para dar impulsco a la econc—




CUADRD S

PROYECCIONES PRINCIPALES DE LA ESTRATEGIA

H ! | ;
I 1989-19921 1993-1936| {997-2000F 1989-2000!
1 } 4 i i

Gt s .

{TASAS ANUALES FROMEDIC

| : |

{DE CRECIMIENTD (% ] i ! ! i
! ! } H ! ;
iProguctc Internc Bruto ! 4.5 1 .31 6,71 4,9 1
| Agropecuaric ] 4.1 i 4,1 § 4,2 ! §.1 i
i Minerc i 1.1 13.5 1 3.6 1 12,7 |
! Hidrocarbures f 6.9 | 2.0 1 6.4 ¢ 8.4 i
I Marufacturero ! .11 7.6 ! 83! 7.6 1
I I i i i i
‘2, 1. per capita ; 171 2.5 ¢ 1.8 2,01
{Consume Frivade per capita i -1.3 ! ¢.7 1 .3 G2
{Expieo Urbanc i 4,5 1 4,2 | 3.8 1 4,21
i { { H { !
[Formaciar Bruta de Capital Fijo I B.E | 4.0 i 2.9 | 12,4
ifihorre Internc i 33.7 i 1.2 1 13.8 1 13.1

| I ! | | !
IExportacicres a) ] 21.0 1 17.7 1 8.3 | a i,
I Inportaciones bl | 25.5 | 12.8 | 1.1 11,9 §
! ! } ! ! i
ITRSAS PROMEDIG (% DEL PIB) c) ] } i ] ]
i ] | ! ! i
| Formacion Bruta de Capital Fijo I 12.8 | 14,7 | 13.7 1 13.7 |
| Piblica | 7.0 | 6.6 | .01 0 &2
I Privada { .71 8.1 1 8.6 i 7.5 1
I Ahorra Internc 1 9.2 1 12.3 | 16,5 12.71
| Publico I 4,01 7.6 1 12,0 ! 7.8 |
i Frivado ! S0 4.8 1 §.6 | 4,8 |
| ) i | ] ! H
|RICAP d) | 2.8 1 2.8 1 231 2.8 1
{ -]
| INFORMACION COMPLEMENTARIA: § J | ] |
}Tasas Anuales Prowedio I I I i |
ide Crecimiento (%) | 1 | i I
! ! I | | !
IPoblacion | 2.8 1 2.8 1 2.8 | 2.8 |
IPobiacion Urbana I 44 4.4 1 bk | 44 |
IPoblacion Economigamente Activa Urbana | 5.0 1 4.9 1 4,1 | 4.1

- FUENTE: ESTRATEGIR DE DESARROLLO ECONOMICO Y SOCIAL, 1989-2000.
NOTAS: a) Exportaciones de biemes y servicios en millones de
dolares corrientes.
b} lamportaciones de bienes y servicios en millores de -
dolares corrientes, : ceieee
_¢) Porcentajes referidos a valores en millones de $b de 1980, C e P
. d} Razon incremental capital producto. ,




CUADRC 6

PROYECCIONES DE DELDA EXTERNA PUBLICA DE MEDIANG Y LARGO PLAZO

{En millones de US$, saldos a fines de ano)

| _ P 1989 1990 1955 2000
}Total al 4,353 4,709 7,471 8,134

!Deuda Vigente 4,203 4,184 3,383 2,77
|Deuda Nueva b) 0 117 1,920 3,087
IFinanciamiento excepcional de BP
| (Saldos acumulados) c)

|
{Servicio Total de la Deuda d}

130 408 2,198 2,210
24 418 ba4 756

| Intereses 149 - 227 421 51t
: fmortizaciones 75 191 283 245

|

|Deuda de ML plazo

! como % del PIB
{Servicio Total d)

! como % del PIB
ITransferencias Netas
| como % del PIB

7.8 T3 785 5.8
40 69 7.2 52
28 21 1.3 -5

}

{Deuda de M/L plazo come X de
| Exportaciones e)

i{Servicio Total id) como % da
| Exportaciones (e)

FUENTE: ESTRATEGIA DE DESARROLLD ZZONGMICO Y SOCIAL, 1989 - 2000.

NOTAS: a) Incluye deuda garantizada publicamente.

b) Acumulada principalmente para financiar el programa de inversiores
sublicas de la Estrategia.

o) Reunulada por el item de financiamientos excepcionales (brutos)
de la Balanza de Pagos.

d) Intereses y amortizaciores efectivamente pagadas; excluye amoriizac
sobre deuda acumuiada per financiamiento excepcicnal de Balanza ce
que se asume son refiranciacdas cada arno. -

e} Exporiaciones ce Bieres y Servicios.

538.7 S0f.5  289.8 22,2
21.7 44.5 26.3 20,5 |

S e v e b e o bew e S e Sy s e e e A man e Aren v— .

]
i
f
|
]
{
!
|
|
}
!
ITransferencias Netas . | 139 129 183 -733
l .
j
|
|
I
|
|
H
!

icnes
Pagas,
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Ern el Cuadro S5 se proyecta una tasa promedic anual de crecimientc
de las exportaciones (en délares corrientes) de 14.8% para los
doce afcos 1389~2000. Las importaciores corecerian en el misﬁo
periade a una tasa de 11.3% por afic, gue es alta, perc se
explicaria por las importacicores de bienes de capital gue
implica el esfuerzo de inversidn, especialmente entre 13879 v
19928. El esfuerzo exportador ( y de manera mas gerneral, el
énfasis en la produccidén de bienes comercializables intervmacio-
nalmente) es crucialtpawa ne  desvirtuar los  resultados de los
incrementos en las tasas de ahorrﬁ internc,

El irmcrementa en las tasas de inversién deberd ser acompalado de

aumentes en su eficierncia. Las Relaciornes Incrementales Capital

Producta (RICAFY en el Cuadro 6 tiermen wn valoyr pramedic de 2.8,

~

Se

k]

que som  sustamcialments mds bajas gue en =1 pasado reciente.
gspera que 1a productividad marginal del capital aumente tanmto
por uma  asigrnacidn de recurscos hacia los sectores de produccidnm
de bienes comercializables intermnacicrnalmente, poy mejocras
crganizativas en cada urne de las sectores de produccidn v del
prapic estado, y por el mantenimiento' de ura tasa de inTlacidr
baja.. Cabe hacer notar también gﬁe.se espera gue wm mayor mival

de inversidn privada aumente la eficiencie en @l uso del capital.

De acuerdo com el Cuadro 68, si hay wn Flujo scostenidoe de recuraos
en las prdéximos doce anos, que permita sosterner las tasas dgz

crecimients del - FIEB dadas en el QCuadro 5, la deuda gidblicea

externa -de, medianz y largs plazz . creceria hasta llegay a 8; 134

millones de déiawéé:-a firies: de. siglo.® Las Figwras 1y 2

ilustran 1la trayectawiaLdé‘l@éfimdieadoras deuda/PIB y deuda/ex-
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portacicnes ccocherente con la estrateg1a de desarrollo prupuesta.
La deuda en relacion al PIB se 1ncrementaw;a un poceo hasta 199¢,
para después reducirse muy ,rdapidamente. A pesar de la contrata—
cion de nrnueva deuda, ésta en relacion a las exportacicres
declinaria 'muy radpidamente, por_ el aumentce previstc de estas
ultimas. El indicador Deuda/FIB aumentaria de 77% en 1988 a un
maximo de 80.8% ern 1993, para después bajar hasta S5.8% en el afo
2000. El indicador Deuda/Exportacicones comienza a disminuir desde
el principico, caomenzandoe con S70%4 en 1988 para llegar a 2E22% en

el ahoc 2000,

El servicic de la deuda (intereses mds amortizacicnes pagados)
pasaria de un 3% del PIB y un 22.2% de las exportacicones en 1388,
a S.2% del PIB y 20.6% de las exportacicones en el afc 2000. Las
Figuras 3 y 4 muestran la evolucién temporal del servicic. Si lcs
resultadas de la evolucion del. servicico de la deuda no barecen
sspectaculares, e debe al hecho de que en 1988 Bolivia gozod de

urr importante alivico en esta carga.

IT11. - EL MODELO DE CONSfSTENCIQ MACRODECONOMICA
A. - Las restricciones

e modelos de consistericia rmumérica prdvee la calumna‘ve%tebrai de
la Estrategia. Er la defimicidn del modele, las restriccicnes a
las trayectorias de crecimienta estarn muy preéentes y detalladas.
Zre lo que sigue se presenta una ernumeracicn de ellas. A

Ern el tipa de modelc empl!eado, las 1nvers1unes Y las ganancxas er
la prnductluldad marglnal del cap1ta1 son las Fuentes prlnczpa’ésv"
de crecimiento. La inversion esté CQWStPEnlda pur Ter dlspnnxb111—

dad de ahorro, tanto internc como externc. Bo11v1a. encana urna
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hestri;djﬂn' externa que se traduce en el mediarnc plaza ern un
accesc limitado al finarciamiento exterrna, tarmtao ern térmiros de
cantidéd':dMG‘ de fuantes.® La posibilidad de incrementar la tasa
de ahorre interno, mds alld de uwun umbral 'en relativamente corto
plaic, tierne tambiérn claramente limites dados po las realidades
sociales y politicas. Ura estrategia politicamente viable de
crecimientc econdémica tieme tambiérn gue permitir un crecimienta
del cornmsumc privado per capita. Adicicrnalmente, como urn objetiva
de largcs plazo, Bolivia tieme que obterer uma mormalizacidw
fundamerital de sus irelaciones ecorndmicas intervacicrnales; para
lagrarle se necesita una reduccidn en sus razones de deuda
externa a FIE y & las exportaciones, lo que crea wuna restriccidn

adicicnal.

Covac pasas  grevio al cduaputo compliets del modelo de corsistencia,
dos trayectorias de deuda vy corecimients Fueron randnadas. La

e
tasa de creci-

pgrimera trayectorid es una deg relativamente alta
.o USRS Lo Y T P R 3 gy . H H - Y s -
migeto del RPIDR, 23to lmo-emen imicial 2n la deuda extorra, tacza

de orecimiento positiva gera baja gn el comsumoe per cdpita, v una

rapida reduccidn en la relacidn dzuda extermna/FIR a partir de

1923, conm  la consiguieﬁte raestauracidén progresiva de salverncia.

La segunda dtrayectoria pueds zer resumida come uarne  de bajo

crecimiento del PRIE, incremento peguedc inicial eri el stock d

e

e
gue ademds seria contraida en condiciores muy

deudé
:gmaeﬁié%alas, tasa de crecimientos del consums  per capita
ligeramente negative, y lemta reduccidn en la relacidn deuda’/TIER
a péﬂtir de [9297. Lag doz trayectorias esééﬂ ilugstradas en log
escen;rias Ay B del Cuadro 7 y la Figura 3S. En el modelo misme
de covsistsrniia, gL.e wustd nasado en proyecciomes de desarrollos

;sectcwiﬁleg,‘laﬁ gifersnciac en las tasas de crecimients del FIE

y de la Zeuds wxterna en ambos escenarios se deben prirvcipalmen-

-te,: mas o exclusivamente, a umna ejecucidén temprara de laos

-
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proyectos, capital intensivos, de equrtacidn al Brasil o dg.un§ 
pastergacidn de estos hasta la segunda mitad de la.proxima_
década. El escenario B traduce una estrategié conservadaora dé
desarrcllec,. con hipédtesis implicitas de pequefas inversiones
capaces de ser financiadas con préséamos extranjercs muy conce-—

sionales.

Los ntmeraos en el Cuadroe 7 y la Figura S5 fueron cbtenidos usando.
el modelo, ligeramente mcdificado, - propuestc por Selawsky y van
der Tak (1986). Los resultados del escenaric A parecian ser mas
atractivos gque los del escenario B, perc la estrategia subyacente
al escenarioc A demanda un financiamientc externc mas altc al
prihcipio y un crecimiento mas rdpide en la tasa de ahorro
internc que en la estrategia que éubyace en el escenaric B, El
problema importante es cdan disponible estara el financiamiento
externc én los afiaes gque viener, éunque les montos requeridos mao

parecern exagerados dado el patron histérico.

Los resultados esperados de la Estrategia, que aparecen en ia

Seccion II, siguen una senda similar a la del escenaric A. En los

hechas, las sendas de deuda y ahorra del escenaric A han sido
derivadas de los resultados promedic dados en la @ltima columma
del Cuadrw I. Las diferencias numéricas abservadasiresultan de
las variaciores ernn 21 tiempos de los pardmetros usédaé en la
Seccion  II, mientras que el escenaric A. se empléofmés biert

valores promedic de escs mismos pardmetros.

E.-La estructura del modela

‘L.a especificacidén completa aélkmodeld esta dada en Q%isﬁé &IBBé);ff

La resefia- que se ofrece se limita a los aspectos mis’ salientes. .

El modelo de consistencia macroecondmica esta conformado’ por: '35
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 CUADRG 7
ESCENARIDS DE CRECIMIENTD SOSTENIDO

a0

p——— -
{Porcentajes del PIB) _
ESCENRID A~ o ESCENARID B
Anic -8 b d s, N d
1989 5.8 12.2 86,0 7.2 9.3 84,0
1990 7.6 10.8 93.1 8.1 8.7 90.0
1995 15.9 2.9  103.1 12.1 5.3 108.0
2000 23.8 -£.2 73.1 (6.0 .3 108.2
s = fhorro Interno/PIB
b = Deficit en Cuenta Corriente/PIB
d = Deuda Publica de Mediano y Largo Plazo/PIB
Escenario A; Tasa Anual Promedic de Crecisiento del PIB  4.9%
Tasa Anual Promedio de Crecimiento del .
Consumo per Capita 0.2%
- Tasa [nicial de Ahorro Interno 3. 4%
Tasa de Interés 5,04
' Razon Incremental Capital Producto 2.8
gscernaric 3: Tasa Sﬁual Promedio de Crecimiento del PIB . a4
Tasa Anual Promedio de Crecimiento deil
Consumo per Cdpita -0. 3%
Tasa Inicial de @horro Interno 5. 4%
Tasa de Interss 3.5%
Razon Incremental Capital Froducto 4
1.08 - 1
' !
1
!
S }
& . i
i
£.45 - R a, i
@ ' z
0.8 - ' ." .\';3.: :;
d.j.-f'f' ‘ i
2.85 ~ i
¥ i
‘_,":.-‘:' .b t
28 & R
7 !
. ) - !
0.75 - - |’
b ]
: i
a7 T T T T T | T ] T H T i
g an a1 g2 B3 94_ 33 21 87 a8 ay

3] Eaoanario A 4 Eansnorio B
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ecuaciornes, con todas las variables expresadas en"precias
constarntes de 1380. . El modelo tiere una estructura recursiva en
blaoques, que se refieren a la gereracidén de producecidn; a las
inversiocnes, a las importaciocnes y -a la formacion »de ingrescs
disponibles y de ahorros en los sectores publico y privado. Las
exportaciones son exdgenas al medele y vievern de previsiores

sectoriales.

El mcdelc emnpleads enn la Estrategia es similar en espiritu y en

muchas formas al Revised Minimum Stamdard Model empleados por el

Barncoe Mundial. La principél difererncia reside en que la aobtencidn
de t#ayectowias de crecimiento de la Estrategia , asi como de las
necesidades de inversidrn, se haée a partir de los sectores
motores mientras gue el models del Ranco Mgndial la  hace en
furncicn de metas alcanzables de crecimientc del FIE.

* ~

El modelc da consistencia macroecondmica ha sido comectado
despuégs oon W conguants de proyecoiovies de balanza de pagss y con
uwn moedels de flujos de fuentes y usos, para termer una visidrn mds

completa de los cambics er el sndeudamientc exterrc.

o
%

furgue, oo SE dicha  arriba, el models de consisterncia
macroecocndmica @Estd expresado enn termivics reales, existe  siv
wna retrcalimentacidén de  aliguanas  variables ndminalas,
specialmente de aguellas gque viernen del iadc de la balarnza de.
pagon. For su parte, la balarza de pagos ella misma estd a

.

precias corvientas, perc cor  varios ﬁe sus items derivades del.
models de consistencia macrocecondmica.  Por 4ltimeo, se campletaw
las proyecciones del modelo de conmsistencia macroecondémicay las
de balanca ds pagos con agqugllas referidas a las de deuda ggteﬁﬁa-f

piblica de medianz y de largo plazao. | L . - .




C.— E1 séctér QGSligo'cohsalidado ern el modelo de caonsistercia

El modele de consistencia macrcecorndmica mo proporciona proyec-—
cicones completamente detalladas de las fuentes y uscs de recurscs
del sector publico, pero es suficienmtemente informativae sobre lo
que se espera de su desempefo. Una visidn del sector pﬂbiica y de
las transferencias involucradas puede ser abtenida de las

relaciones ahorro/inversidn del Cuadro 8 y de las Figuras & y 7.

Al primcipic, la inversidn total serd guilada porA la inversion
publica. La tasa de inversién fija publica aumerntard junto con la
inversidn fija total para alcanzar urn mdximum en 1992, Ern ese
Mismo ancy, la tasa de inversidén privada serd la misma que la de
invewsibn pﬂblica,‘pera después comenzard a orecer scostemida-—
mente. Hacia el afc 2000 s la imversidn pablica representaria o1
34% de la inversién Fija total.

iz ode s de la deuda externa introduce on margen

- -

e
sustarcial entre as taszas de ahorro  interrnc y ahorra nacicnal
del sectocr publico. FParalelamernte, las remecsas de utilidades de
las empresas transnacionales rebajaran significativamente las
tasas:de aharraAlh?érnas del sector privado 2 partis de 1393.

Las cifras de 5&pékévit/défiqit parda cada sector seRalar sus
recesidades de financiamients y el juego de transferen&ias da
recursos que égtaria invalucradc. Hasta 1997, @ tantos el sector
piblico como el privado serén deficitarios, lo que imp{ica que

ambgs sectores serdn financiados por el ahorroa externc {cor una

péqdéﬁa-carweacién3spara el firanciamiento de las variacicres de
exiétemcias).;Siﬁ“émbargé, de 1998 ernn adelante, &1 superavit en

el sector . pablice seria transferidco al sector privado, posible-~

ial




CUADRD 3
PROYECCIONES DE AHORRC £

SNVERSION,

(En porcentajes del PIB)

; ' ! 1389 135¢ 199€ 2000
l 3
??NVERSZDN BRUTA 9.3 14, . 6.2 8.2
l Inversion Fija ! 3.6 12,5 14,8 13.4
f Inversicn = 1ja Fudlic o 5.4 7.0 6.4 4.5
j Inversicn ~1 ;3 F‘mvada i 2.6 5.3 8.3 8.3
! Variacidn de Ex: stewcxas ! 1.2 1.8 .6 {.8
! ! ;
IRHGRRD BRUTC 2.3 14, .2 5.2 1
x : H
} Ahorre Interno Brute <3 3.2 12.2 ;8.5 1
| fhorrc Internc Piblice ! &5 4,0 7.5 13.9 !
i Ahcrre Internc Srivade ; S.4 s.2 4,7 4,6 |
! i §
! Trangferencias Externas ce i !
i Bienes y Servicios NF : 4,0 4.9 e =321
! i .
| Pago Netc 3 Factores mas : E
i iransferencias Corrientes -5t -2.35 -5.6 |
i Intereses DJeuca Publica Ix%,! <27 -4,4 -3.3 i
! Otros (reia) : =34 -l =311
; i
i Ahorre Nacional Bruts ; 35 5.8 1,3
P Aherre Maoismal ~"‘D"C"Z' R 3. 5.1

Bhorrs Naciora. Trivadc . L 6,3 3.8

H 1
i ,.‘.a‘““ Exterms Bruto . B 8.3 ER Se4
;!1'3’ “/ \(lE“?'\\l |
-44):. a\u.l u:l Pl .'.E" aiel : - ; "5. “ "’:‘.5 ‘3.5 3. E
ztm,.,eravn:d)ef‘cxv Sec*a“ -r:va:.‘-a: ~1.4 ~3.5 -4, { Sl
ifhorro Externc Bruto neto de | '
i Variacion ce Ex:isiencias ; 7.8 7.3 1.3 .8
FUENTE: Elaboracion cel autur con oroyecciones
de iz £STRATEGIA DOF DISSIRILLD ECONGMIZO v SCCIAL, .330--’
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mente mediante el mécanismoj ;naiééctq‘ de amaortizar la deuda
externa piblica a la vez gue esto eé compensada por influjos de
cagital privado extranjerc. En térmihoélnétos,. se abservaria una
reduccidén en el ahorrao externo bruto adn si el influjo de fondos

externcos para el sector privade es sustancial.

Por las consideraciones anteriores, es necesarioc gue el sectaor
" pablico genere excedentes significativos en cuenta corriente para
la aplicacidén de la Estrategia. Una aproximacion empresarial en
las empresas__pdblicas es una recbmendacién frecuente de la
Estrategia. La ejecucidén completa de la reforma impositiva en
cursca deberd también contribuir a un incremerto en los ahorros
del gobiernoc central y, presumiblemente, del! sector publico
consolidado. De manera general, una secuencia cuidadosa de
paliticas fiscales de corto plazo, basadas en las lineamientos de
las reformas en curso (descritas en la Seccién IV, es fumdamental

para =21 desempe®fo del sector fiscal en furmcidnm de los osbjetivos

de la Esbrategfa;

El Cuadrc 8 destaca 1la importancia del ahorro extermnc. Balivia
necesita una transferencia neta de recurscos externcs positiva y

significativa por lo mercs hasta 1998.

IV.- ASPECTOS INSTITUCIONALES Y POLITICOS

A.~ Los problemas de coordinacion inter—sectoral e inter-
regional . T

Uro. de los propéggtdg.pringipaleg de la Estrategia es proveer un
.marce‘édhegehte paré el preqﬁpﬁégfé”dévinbersiones pluri-anual.
‘ Qdéméé, Sejpa&ré jehé&%t%ah-,éh. ié:‘éStragegia pautas saobre la
. cantidad de Péchrsos:(pﬁgibfeﬁéhte ‘en parcentajes del PIER) que
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‘terndrdn que dedicarse a los sectores scociales como educacidn,

salud y vivienda, para que alcancern sus cbjetivos mds gerverales.

La Estrategia ofrece un conjunto de lineamientos muy gererales
para las decisiones de inversidn y para el presupuesto de
inversiones. La seleccidén de inversiones deberad sastenerse en su
ccherencia can  las crientacicornes de desarrolla vy con politicas
sectorales especificas, asi como en el analisis de tasas interrnas
de retorno. Se considera que la consistencia es més importante
gue los resultados del andlisis de tasas de retorno para la

seleccion de las prayectas. @

Cabe hacer ruxtar gue los ministericos sectoriales participaron

desde el comienzo en la formulacidn de las politicas especificas

para su sector, asi comce en  la formulacion de sus  programas de
s . & 2

inversidn para su incorparacidy en la Estrategia. Ur eguipo muy

pequens, en el Ministerio de Planeamiento y Coovdinacidn, did las
wbo detal

HrR!

w
m

g wl Wi Senil

e

asrientaciones jev@rales &
desarrgsllos en cada ministerio sectorial. La participacidén de los
ministeriocs cectorialecs fue corucial para darle credibilidad a la
Estrategia en la Administracidn, adn si el procedimiento fue
lente por momentos,. Dos dificultades principalez tuvieron gue

) )

[y

cidadss entre

[+

allanarse: i La desigualdad en las cap

distintos ministeriss  para Tormular  sus

ticas sectoriales y

[ A2

ol

R&

sus programas de inversldn, dado due algurcs de ellos paoaseian
muche mas experiencia gue otros. La debilidad de los ministerics
"sociales! fue la gue maés se hizo natar. 2) La fuerte irestabili-
dad de laz pwogﬁamaz sectoriales de irnversién, cow listas de
proyectas de inversidn muy variables en el tiempo.t? .

‘_thtrawiamEﬂta a 1o gque pasé con los ministerios sectoriales, la.

participacidén de las corporaciones regionales de desarralla fue

-




escasa. Muy pocas discusicnes formalés se llevarsan a. cabe con
ellas, aunque si sus propios planes de desarrclla regicnal  fuercon

scometidos a revisiones muy cuidadosas.

La elaboracidén del programa de inversicones para la Estrategia
implicd la conciliacién de distintas demandas sectoriales. En
afadidura y mas dificilmente, las demandas regicnales tenian
también que ser compatibilizadas. El1 establecer urna matriz
‘sectorial/regional requirid un esfuerzo considerable, pera aun

asi no  se pude dar completa satisfaccidn a numercsas regicnes y

sectores.

Los__aspectaes de ecornomia politica de la Estrategia som muy
impartantes. La Estrategia ha sido elaborada con la irtercidn de’
ser un documentc abiertos, gue pueda ser sujeto de revisicores,

. . ,
sugerencias y elaboraciornes adiciomales. El purnto gue hay gue

g

-d
i

destacar es que la Estrategia es tantoc un documerntoe téonmice con

=

politica gque tendra ue ser discutido en distintos fores., E
mismo programa de inversiocnes publicas de la Estrategia, que
tierne un horizonte de doce afos provee sobre todo urn marco y esta
concebido de tal marnera que pueda ser revisado anualmente.

anual

la tacién

B.—- Coordinacidn de la Estrategia

presupues

Los prircipios basiccs de pofitica fiécai‘ de corfo: plaém fueraon
definidos con  la NEP, antes de la formulacion -de la Estrategia,
pero ella es importante para proveer pautgs para el componente de
inversicones del presupuestc arnual. El problema es como llegar a

gque las pautas de la Estrategiai;eﬁ»ﬂalacian .a. las inversicores

- .

pGblicas ( y en alguncs cascs a los gastos ‘pabliéns recurrertes)
_puedarn-ser reccgidos-ern -16s presupuestos: anwales. . Los presupues-

tos anuales -estdn ‘casi completameﬂtef,aéte}miﬁédos por las
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restricociones firmancieras gue corren en el afo, mientras gue las
inVersiones, gue - generalmente tiernen caracter pluri-anual, deben
“encarar mas biern ura restriccion finaﬁciera inter-temporal.  La
asincromia entre el presupuests anual y el firnarnciamiento de
largo plazo, creado por las restricciones de fiquidez; frecuente-—
mente conduce a inversicores incluidas en el primerc debilmente
relaciornadas con las inversicrnes deseadas con un horizonte de
larga plaio. Es asi que la inclusidn en el presupuestc arual de
ur determinadz proyecto esta frecuentemente determinade méds por
la disponibilidad de financiamients gque por prioridades bien
definidas en una visidn de large plazo. Esta observacién tiene
particular pertirnencia cuands la restriccion externa es muy
aprefada comce es 21 casc boliviamo ahora. Se debe atadir tambiém
que para los proximos cuatro afos, el pesc de loas proyectos ya;en

ejecucidn dominardrn €l programa de inversiores de loz presupuss-—

tos arales.

Ev el procesc dz2 Fformulacidn del presupuesto aparece claramente,

Pt e e s oo
ittt rema gLy

e

- Y e
i P N w22

ad de coordisacids entre la an
crecimients econdtmica v la de estabilizacién. Esta dltima debe
comtribulr  a ateruar las restricciones, especialmente la
externas, para que log presupuestss anuales de inversidn estérn

mas alinsados con loaz perspectivas de largo plazo de la sconcsiia

4L
1

e gQeEneral y oon low lngres

ur horizonte gus vaya mds alld de la gestidn.

Si bien ez cierts que los  teches presupuestariés -dados por las
restriceiones de  liguide:z: seguirdn siendc  importantes en la
determinacidn de los presupuestss aruales, en cambic, éstos no
debieran  perder completamehfé' los referentes de laﬁgq_ﬁlazg

propovcicnadoes o la Estrategis.

[T S VO . R [ N, . 3 e .
pravistos para 2! zector pibhlicos av




V.- RESUMEN Y CONCLUSIONES PRINCIPALES

El sector publico continuara previsiblemente teniendc una‘
presencia muy importante en el escenario econémico boliviano pcor
lo menos hasta qué el sector privado qdede completamente asegu-
rado del contexto macrcocecondmico y las garantias mecesarias para
realizar inversiones de largo plazc. Su desempewno, al margen del
deseable progreso en las privatizaciones que pueda lograrse, sers
crucial para el desarrollo de Belivia y su Bienestar.

Fara registrar todas las restricciones al desarrcllco econdmico y
para encontrar scluciormes factibles (y, aun mejor, solucicrnes
optimales), el.gobiernc de Bolivia ha preparado, una estrategia
campﬁensiva de desarrollo. La Estrategia intenta aunar el.
andlisis técnico con una propuesta mds de cardcter politico;‘
estard sujeta, paor loa tanto, a un intenso escrutinio y a una

amplia discusidrn en la opinidn publica.

El sector fiscal ocupa un lugar central en la Estrategia, ya que
el desempeéefic de muchos sectores es fuertemente deperdiente de los
insumas del sector pdblico. Sin émbargo, previamente hay gue
recordar es que la Estraﬁggié contieﬁé uma propuesta de reduccion
de tamafc del estado en la economia, con un programa  de privati-
zaciones. Hecha esa saivédad, séi sernalarda que el programa de
inversiones p&blicas'és decisivo, "aunque de ninguna manera es el
unico - instrumentc. UQ,«mqaelo de consistencia macroecondmica ha
5idn>empleado paré Jelinear las sendas de crecimiento, inversién
}.ende&démientq. Las ﬁﬁﬁyé:cioneé;ngelumadelq estan asentadas en
pgrspectivés secﬁarﬁaiﬁﬁ y:éﬁ{ ei'cgmpﬁrfamienta esperads de las
'exporfacibﬁesJ 'Si’-el' pIB mép{qyieka um  ritme de crecimients

promedio‘anuél cercanc  a - -S%,. “pasible gracias a un esfuerzo




sostenido de ahorro internc y externo combinade con ganarcias de
productividad, no sélo las condiciones de vida mejorarian sino
gue Bolivia podria normalizar su insercién en los movimientaos

internacionales de capital.

Las secuelas del erdeudamierntce externo y varias restricciones
institucicrales defiren W campoe de manicbra relativamente
estrecho para el comportamients del sector publico. La gestién
del stock de deuda pdblica y de su servicic riecesita uma aproxi-
macidénm cuidadosa. La reduccidrn de deuda mediante mecanismos y
negociaciones complementarics a los ya efectuados permitird, en
le irnmediato, comseguir mas  holgura ern la apretada restriccidr
exterrna. La sclucién de fondo, aungue a mas largos plazo, vendré
de una recuperacion sastenida del ritmo de crecimiemts del RIR,

comz 1o maestrarn los ejercicicss numéricos de este trabajo, vy gque
tienms Justamertes come precondicidm un aflojamierntce de la restric—

cidn extaerra.

Las restricciones irmstituciomales interrmas son tar severas oomo
1 t oy e Y Ao arrel Yo 3 e st e Bmlivia
-8 exter,na para Y Zesarrge .o ecornamz co SoSTersdc. L Via

necesita manterner v record excelente en relacidn a su gestidn

macraoecondénica. En epse  contexio, la politica fiscal tiane el
dable cometido de cooadyuvar  a  manterner  la eztabilizacidn y
conmtribuiv a la formacids de zhoreo interno. Ermrores zsustanmciales
de paolitica suedern: afzctar las perspectivas beliviarmnas de

recuperacisn, especialmente las del sector pdblicao, puesto gque
.
v

an deperdiontes de un uco oy eficiente de laos recursas.

£1 papel! del sector pdblico noe es s8lo ikportante en la gerera-
L Gidw de sherrs, sinoe gue lo ez tambiérn 2m 1la  gereracién de
divisas. Si se compler los resultados esperados de la Estrategia,

el sector pablics seguiva manteniendo una balanmza de pagos

-
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suberavitaria. Por otro laduo, ié ,béléﬁza de pagces del sectaor
privade tendrid urn déficit neto en divisas, En la Estrategia, se
ha analizade el conjuntc de transferencias a que dan lugar las
politicas econdmicas a‘partir de esta situacion, con un examer de
lag relaciones ahorro/inversion para cada sector. Urna ve:z ﬁéﬁ
esas relaciones indican la gran importancia del sector piablics,
primerc para scosterer las tasas de inversidw, y después hara
contribuir (indirectamente) al financiamiento adicional requerido

por las inversiores del sector privado.

-




NOTAS

.

1. Sobre este punto véase, por ejemplo, Sachs y Morales (1988).

.oLa importancia de una politica de  estabilizacidn que

[EX]

comtribuya a alirear el ingreso disponible (ern este casc del
gabiewﬁo) con el ingrésa permanente, y que permita al gobiernc
acceder a un mend amplic de opeciornes de financiamiento para
lagrar eszte alireamierto es sefalada por Buiter (13283).

3. Varias publicaciornes discuten de manera completa 21 pragrama
de estabilizacién balivians enm cursa. Se puede mencionar, por
g@jemplo, Zachs (1988), y Morales (1388).

4., Fara superar 2a2lgunas de las dificultades principales, el
gosierms  ha propuestos recientemente un sistewma  integrado de

adndnistracidn fisarncisra vy  conmtrol gubermamental (SAFCOY vy ha

. AY
Srazo ejecutor.
Frertements en los  cesultados de
{1287). .
., Las orinod z wvictimas de los emores macroecordmicas del
scozads vwooliznte Lan sido las empiresas publicaz, 1o - gue laz ha
conducido o la descapitalizacidn., Para superar esta situacidn es

neeesaric guwe  lac empreésas piblicas cuenten oo un zistema
corrects Jde precios  relativos v gue no sear victimaz de una

aralelamsznte, Serr @r

- . . e - . . afy G VD - - e e i
SlwD L TLAT plbLizas necesitard
it p e e e g T [P, o com = T n g imme e - g R - Sl - N I
GLAY 2 aE @il G700 Lara RSO L LER P D0 G B NIRE, W LTIE T L Eniia

interna.
medic de ura *ransicidn demografica. Se
e pacial, W rApido orecimientc de las

debids  a la migracidn desde las Areas

mimeras. Este crecimiento tiene tambidv
Somd cmpacts un capido ovacimiento de la poblacién econdmicamente
activa urdana, gue estarad ademds compuesta Eﬁ'unawaltg'pwopéﬂciéﬂ

por jovenres, com miveles bajos de escolaridad y de calificacidn
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profesional.
8. El1 sector publico boliviand estara limitado a un endeudamierntao

gue tiene que satisfacer las siguientes condiciones: a) servir

ara finamciar inversiornes para la produccicorn de bieres comercia-
P P

N

formacion

lizables internaciciralmente,

de recurscs humaros; b)) ser

infraestructuwra fisica,

s

de largo plazo

Y

oo componentes

concesionales significativos; Yy c) criginarse ern  fuertecs

oficiales bilaterales y multilaterales.

9. Las restriccicres puedern aflcjarse, ern parte, pcor un desemgefc
macroecondmica  sin falla, calificadae por las instituciornes

oficiales de cooperacidn finarnciera internaciaonal.

10, FPor supuesto, las criterios de comsistercia podrias ser

formalmerite incorporadss en @1 aralizis de tasas de ceboroo.

1
Empera, esto es gerneralmente dificil hacerla y puede  impli
adc

A}

virtuzsisms técrmice escesivo 1y rno dessadol.
i1l. La participacidén activa de la burocracis sctatal  en te
areparacidn de la Estratenia, asi com: el arbit-aje  erntre 1

distintas demarndas segctoriales v ragionales  ceceslbaba

liderazgs fuerte v la habilidad para consegulr
consense.  Sin el compromisce del Ministro de &I

difizil

stiros

Sanchez de Lozada, hubiese sidoc muy ivmyrlacrar a

minicterics en urm ejercicic de planificacids jug btamia tantos

J T SR R ) .
@lwomentoss de dé&iA—-vu.

-
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1. Politica de gastos publiccs por avudas financieras en &l

eatado confederado
1.1 Programas de ajuste sectorial a nivel naciconal y regional

En el sistema confederado de la R.F.A, la implementacidén del
ajuste sectorial, en primer lugar, es de la incumbencia de
log Estados (confederados). La concepcidn de la politica de
ajuste sectorial estd caracterizada por una pluralidad de
programas: hay programas en el nivel nacionai y en el nivel
de los Estades, y en cada nivel los programas se clasifican
en programas generales (es decir programas sin vinculacién
especial ni sectorial ni regional) y en programas
particulares (es decir programas con vinculacisén sectorial o
regiocnal). Los programas generales, sectoriales o regionales
s0n programas propios de loz Estades ¢ sea programas
federales, ¢ sea programas de mancomin entre el Federal y los
Estados.

En cuanto a la politica general (supra-sectorial) de ajuste
sectorial, por ejemplo en el marco de programas para la
promocidén de empresas medianas y pequefias o de actividades ds
investigacién y desarollo técnico, tanto hay programas del
Federal como programas de losg Estados. Con los programas
sectoriales, en general, se suele aplicar un financiamiento
mancomun entre el Federal ¥y los Estados, particularmente con
los Estados afectados de crisis sectoriales y de problemas

graves de ajuste sectorial, como, de contrario. el sistema de-

Compensacién Financiera serila scbrecargade (al Sistema de
Compensacién Financiera véase abajo 1.2).

La politica econdémica regional es un cometido mancomun del
Federal vy de los Estados llamado "mejoramiento de la
estructura regional de la economia’. Se trata de uno de los
tres cometidos de cardcter explicito de mancomunidad que
fueron incorporados en la Constitucién en el afio 1969 como
resultado de una discusién sobre el llamade federalismo

cacperative.




Aparte de ese programa siguen exigstiende los programas

propios regionales de los Estados.

La pluralidad de programas se faormé a lo largo de las cuatro
décadas de la creacién de la R.F.A.

Principalmente, los programas particulares, es decir lcs
programas sectoriales Yy regionales, pueden ser comprendidos
¢ome reacnidn pnlftica a los problemas propics de ajuste
sectorial habiendo aparecido en fases distintas del
desarcllc econdémico en la R.F.A. Dignos de menciodn, por
ejemplo, son lcs afios de la postguerra de reconstruccidén,
fases de prosperidad vy depresidén econdmica, las diversas
fases de crisis sectorial afectando la agricultura (desde
mediades de los aficg setenta), las minas de carbén (desde
fines de los afios sesenta), la constuccidén naval (desde
mediados de los afics setenta), stc.

Superponiendo los procesos particulares en los afios
cincuenta, sesenta y setenta se llevaba a cabo un cambio
estructural a largo plazo, cuyo tipo de desarcllo se
caracteriza por el traslado, lo primero de todo. del sector
primario al sector secundario., y. mids tarde, del sector
secundaric al sector terciario,

La interﬁretacién vy evaluacién de los programas individuales,
incluyendo los programas generales de funcidén como promocidn
de base en ciertc modo, deberfan tener en cuenta el contexto
particular del desarollo econdmiceo.

1.2 El sistema de Compensacién Financiera como régimen de

gastos publicos

Todos 108 programas estan sujeto a un regimen de finanzas
manifestdndose en el sistema de Compensacidén Financiera como
una forma de la organizacién descentralizada del sistema de

finanzas.
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Los elementos constitutivoa son

~ la Compensacién Financiera Pasiva como modalidad de
asignacién de las funciones publicas a las Corporaciocnes
Territoriales (el Tederal, los Estades, las Comunidades) ‘
-~ la Compensacién Financiera Activa Originaria como
asignacidén de las fuentes de impuestos a las Corporaciones

Territoriales, vy

- la Compensacion Financiera Activa Suplsementaria como
redistribucién del total de los impuestos con el propésito
de una nivelacidén de las capacidades financieras.

La forma designada en dltimo lugar comprende nuevamente tres

modalidades:

- la Compensacidén Financiera entre los Estados. es decir de
los Estados en situacién faverable de finanzas a l¢s Estados
en situacién desfavorable de finanzas

- Avudas Finacieras Complementarias del Federal a los Estados

en situacisn desfavorable de finanzas, v
- la Compensacién Financiera de los Estados a sus comunidades
con el proposito de una nivelaci¢én de las capacidades

financieras.

Los Estadcs donde una crisis sectorial se convierte en una
crigis regicnal, v, con esto afectando ctras partes de la
econdla (por ejeuplu los Lotadoa de Nerdrhsin-Westfalen v
Saarland) tienen tendencia al grupo de los Estados en
situacidén desfavorable de finanzas con reclamacidén de vagos
en el marco de la Compensacion Financiera entre leos Estados.
Sin embargo, la situacién financiera de un Estado sélo puede
ser mejorada por cuenta de los demds Estados. Actualmente,
con los diez Estados relevantes (siende excluide el Estado
Barlin como caso especial), ocho son receptores y tres
donantes (Baden-Wirttemberg, Hessen. Hamburg).

Los problemas de ajuste sectorial también hacen efecto en el
nivel comunal: particularmente, sufren de una capacidad
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insuficiente de finanzas aquellas comunidades donde 1la
situacidn econdmica estd caractemyzada por una crisis de
actividades preductivas, por consiguente, altos gastos
sociales, altas tasas de pafo ¥ Problemas graves del
ambiente.

1.3 De la politica de avudas financieras

Correspondiendc a la temdtica de esa sexta sesidn el iado de
los gastos estd én primer plano de las consideraciones, segun
ello, la politica de gastos plblicos en la R.F.A., en el
contextc de la politica de ajuste sectorial. se presenta
predominantemente comoc una politica de ayudas financieras
directas ~ la forma cldsica de las subvencicnes. En lo
sucesivo se evita el concepto de subvencicnes porque tedavia
estdn discutidas las modalidades de la definicidén vy del
registro (estadistico).

E]l conceptc de las ayudas financieras comprende
transferencias monetarias de autoridades publicas concedidas
a empresas privadas, tanto para actividades corrientes como
para inversiones, sea con el fin de ejercer influencia sobre
los precios del mercado, sea para promover la produccion, los
ingresos ¢ ¢l empleo. Entonces. aparte de las ayudas
financieras estdn incluidos los préstames y exciuidas toda
forma de reducecién de impuestos.

Del total de las ayudas financieras publicas, a grosso modo,
un tercio cerreapcnde al Federal, un tercio a los Estados vy
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