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I. MAIN TRENDS

In 1991, the economic activity in Lain America
and the Caribbean asawhole grew by 3.2%; asa
result, per capita output registered its first
improvement in four years. At the same time,
inflation receded and hyperinflation was
virtudly diminated. Thismoderate progress over
previous years was achieved in spite of a
relatively unfavourable international
environment, which was reflected in the very
sow growth of exports and a significant
deterioration in the terms of trade.

However, the dackening of external demand
was accompanied by a notable drop in
international interest rates which not only
provided somerdief for externd debt service but
aso hdped to bring about a sgnificantly greeter
inflow of capitdl, atracted in pat by the higher
yildsin the countries of the region. Asa resullt,
Latin America and the Caribbean regidered a
positive trandfer of financid resources for the
firg timein 10 years. This, in turn, strengthened
the region's import capacity in spite of the
stagnation of exports, and made possible a
substantial expansion of imports in response not
only to the requirements of moderate growth but
al so to the burgeoning demand for consumer and
capita goods which was emerging as part of the
processes of trade liberalization.

In 1991 there was adgnificant increasein the
number of countries which were ableto increase
their growth rates, and therewasaso ariseinthe
number of countries which attained, or were in
the process of attaining, macroeconomicstability
with varying degrees of consolidation. The
countries displayed a great variety of stuations
depending on the stage they had reached in their
stabilization programme. In some cases, the
expanson process forged ahead after stabilizing
adjustments (as in Chile and Mexico); in others
the rate of growth dackened as a result of
adjustments implemented in 1991 (as in
Colombia, Costa Rica and Paraguay, for

example), and in till others, output recovered as
the economy emerged from a state of high
inflation (as occurred in Argenting).

If the above cases are supplemented with the
countries which remained in a Sate of recesson
because of severe stabilization programmes
(Nicaragua, Peru and the Dominican Republict
among other, then theregiona picture, with only
a very few exceptions, is essentialy. one of
generalized containment of inflationary
pressures as pat of sabilization processes in
varying phases of consolidation. Thus, inthelast
few months of 1991, mog of the Latin American
and Caribbean countries registered average
monthly rates of inflation between [%and 1.5%;
price increases in Ecuador and Venezuda were
running between 2% and 3.5% per month; prices
in Peru and Uruguay (two countries with serious
anti Tinflationary programmes) were still rising a
arate of between 4% and 5% per month, and only
Brazil continued to register very high monthly
rates of inflation, between 20% and 25%.

In spite of thefragility <till displayed by some
gabilization processes, mos economies of the
region are now operating on new premiseswhich
generdly are more export-oriented and aso
includetradeliberdization, fiscd augerity, more
prudent management of monetary policy and
greater reluctance to resort to public regulation of
economic activity. However, these new rules of
public policy doubtless involve even grester
inequdity of income than in the pad, a more
precarious employment sSituation, tighter fisca
resources, and alesser degree of fresdom for the
gpplication of economic policy. All this means
that there is less capacity to make transfers
between economic sectors or socid strata, but at
the same time it does ingpire greater confidence
in the permanence of the rules guiding public
policy.

Generdly spesking, the economies of the
region are operating with more baanced public
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budgets, since the leaway for indulging in
imbalances without setting off inflationary
spirds has been narrowed. Over the two-year
period 1990-1991, many countries carried out
massvefisca adjusments, thanksto which their
public sector financing needs have been reduced
by between 2% and 1% of gross domestic product
(GDP. Mogt of the remaining countries reduced
their fiscdl deficit by more than 1 % of GDP over
the same period.

The gructura fragility of the fiscd balanceis
naturally greater in the countries whose
restructuring processes were launched more
recently and it diminishes proportionately with
the degree to which new fiscd parameters are
consolidated into permanent ingtitutions. In
many cases, the adjusment has been achieved
through an extraordinarily severe compression of
consumption and investment expenditure which
will be difficult to sugtain up in more norma
circumstances, even with changes in public
ingtitutions to enhance their efficiency. At the
sametime, theinterest due on the public externa
debt continues to represent such aheavy burden
infiscal budgets, that mogt of the countries of the
region arein arrears despite their manifes desire
to bring their debt servicing up to date. The
inflow of hon-debt-related capital does not solve
the problem, sinceit generally goesto the private
sector.

In the gabilization programmes under way,
the countries have managed to balance public
cash flows not only because of the favourable
effects of controlling inflation and of economic
recovery on tax receipts but aso by taking
extraordinary measures such as the deferrd of
debt service payments and/or the sdle of assets
through the privatization of public enterprises. In
these latter cases, once stability has been
achieved, thefinancid gapwill haveto be dosed
by generating resources of a permanent nature
through regular fiscal ingtitutions.

Substantial non-debt-related private financia
flows of different types, which to some extent
represent repatriation of capital, are taking place
both towards countries which have continued to
maintain their macroeconomic stability and
towards those which have only recently
undertaken domestic adjustment. In some
countries (such as Argentina, Chile, Mexico and
Venezuela), these flows include foreign
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investment, at times connected with the
privatization of public enterprises, dthough there
have dso been cases of subgtantial portfolio
investments and even bond issues. In these and
the mgority of the other countries, however,
considerable short-term financia investments
are atracted by the differentia between the resl
domestic dollar equivalent interest rates
(including the reduced risk premium assigned to
cover the posshility of abrupt changes in the
exchangerate) and low internationd rates.

In the countries where volume has been
substantia, these capitd inflows have had two
immediate consequences. On the one hand, they
have obliged the centra banks to buy up the
excess supply of foreign exchange and
accumulate reserves. On the other, they have kept
the real exchange rate bdow the levels which
prevailed when the counterpart of the trade
surplus was capitd flight.

The latter situation tends to erode the
competitiveness of exports and stimulate
imports, thus reducing the effective protection of
domestic production. When this is combined
with trade reforms which involve the rapid
reduction of tariff protection, industrial
production and employment tend to be adversaly
affected in the short term, that is, before any of
the effects of grester openness on productivity
occur.

From the point of view of stabilization
policies, these trends have opposing
repercussions. The rise in the value of the
national currency serves as an “anchor” for
nomina prices, while at the same time it
simulates imports (which are also fadilitated by
the processes of greater trade liberalization),
thereby favouring the stabilization of some
domestic prices. However, the accumulation of
reserves bringswith it an unwanted expangon of
the money supply which runs counter to the
predominantly restrictive orientation of
monetary policy; the absorption of this surplus
cals nat only for the expansion of demand for
real monetary assetsbut also an equivaent fiscd
surplus. In these circumstances, rapid and
sustained growth of imports requires a
continuous inflow of capital.

Obvioudy, this type of baance is fragile, to
the extent that part of the capital inflow may
suddenly reverse itsdf. This is a posshility



which can never be ruled out in the case of

investments in securities, financia operations
made attractive by a higher interest rate
differentid than on the international market, and

the repatriation of assetsto replenish theworking
capita of enterpriseswhich have been adversdy

affected by a domestic credit squeeze or by a
recesson.

In S0 far as these capitd inflows are due to
conjunctural circumstances rather than to red
confidence in medium-term growth, they are far
from representing a sructurdly stable source of
financing which can serve as a sound basis for
development. In this respect, the apparently
positive evolution of the externd accounts of
some countries must be viewed againgt persistent
debt overhang, the structural consequences of
which continue to compromise the degrees of
freedom of economic policy and the prospectsfor
growth. In order to bring aout a permanent
reversa of the net transfer of externa resources,
the inflow of private capital mus be combined
with the reduction of the burden of servicing the
external public debt and a consolidation of a
climate of confidencein economic policy and the
prospects for devel opment.

In this repect, one can obsarve -at leadt in
certain countries- growing confidence among
agentswith respect to the continuity, validity and
effectiveness of economic policy, which in turn
influence such palicy in different ways, in abresk
with the past. This change in attitude and in the
prevailing investment climateis probably related
to the widespread acceptance of the new
foundationsfor the functioning of the economies,
both with regard to their potential benefits and
their true costs.

Given the underlying mistrust which
prevailed before the consolidation of macro-
economic Stability, over adjusment of economic
policy instruments was usudly cdled for: red
exchange rates and interest rates hed to remain
high in order to avoid capita flight; adjusment
of thefiscal deficit by an amount gregter than that
warranted by the objective effects on the money
supply. Thiswas needed in order to telegraph the
political determination to eliminate the
expansonary effects of the public sector. With
the improvement in the dlimate of confidence on
the part of the economic agents, economic policy
variables can be managed within narrow

margins. In other words, in aclimate of growing

confidence among the economic agents, the need
tofactor "risk premiums' into the exchangerate,
interest rate, and the magnitude and speed of

adjusment of the fisca deficit disappeared

somewnhat.

Neverthdess, there are dso dements of risk
with regard to the confidence of the economic
agents. Quite gpart from any reaction they may
have to politicd events, the import boom itsdf
-facilitated by trade liberdization and sustained
by the inflow of capital- may reach a levd at
which it becomes vulnerable to changes in these
capital flows, economic agents would then
anticipate the need for the devauation which
would, in turn, lead to a turnaround in the
Stuation.

At a more fundamentd level, underlying the
still modest rates of expanson of economic
activity and the ever-worrisome inflationary
pressures, there are vigorous processes of change
which have been consolidating in recent years-in
some cases, with upsand downs- and which hold
the seeds of progress, even though they aso
involve hardship for broad segments of the
population.

In short, the glooming picture of stagnation,
recesson and inflation which has characterized
mog of the countries of Lain America and the
Caribbean in recent years showed signs of
beginning to fadein 1991, dthough there are till
some contradictory Sgns and in many cases the
recovery issomewha fragile. Furthermore, there
are dill consderable lags and shortcomings
caused by the legacy of long-standing
inequalities, now increased by the socid cogt of
the adjustment.

In 1991 the gross domestic product of the
region as a whole grew by 3.2%, which
represents amoderate degree of reactivation after
three years of virtual stagnation. Asaresult, per
capita output rose (by 1.3%) for the firg time in
four years, thus recovering its 1977 leved. This
modes increase in regiond output was heavily
influenced by the continued recesson in Brazil,
which continues to wrestle with high rates of
inflation. The average growth rate for the
remaning economies, taken as a whole, was
around 4.3% -that isto say, higher than the 1990
figure- in spite of the Sagnation of exports due
to the dackening growth of world trade.
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In a congderable number of countries in the
region, the economy grew at rates of between 3%
and 6% per year, which were, equd to or higher
than those regigtered in 1990, either becausethey
continued expanson processes dready under
way (in El Salvador, Guatemda and Mexico), or
because they had reactivated their economies (in
Balivia, Chile and Ecuador, for example), or
because the level of activity had picked up once
high inflation was brought under contral (as
occurred in Argenting). The Uruguayan economy
recovered (by 15%) dfter three years of virtud
stagnation, while Peru registered comparable
growth despite the recesson from which it is
suffering, because of the disnflation achieved in
1991. Noteworthy cases were those of Panama
and Venezuela, whose economies grew by
dightly more than 9%, well above the dready
high rate achieved in 1990. In Colombia and
Coda Rica, on the other hand, the growth rate
slowed down to between 1% and 2%,
comparableto theratesthat Trinidad and Tobago
continued to register. Jamaica's economy, in
turn, stagnated after five years of expanson. The
output of Brazil, whose economy is oscillating
between recesson and high inflation, posted an
increase of dightly more than 1% over the
previous year. Honduras, Nicaragua and the
Dominican Republic continued to experience
depressed levels of economic activity, in the
midst of abattle againgt inflation, while Barbados
and Haiti suffered fresh setbacks. Cuba saw a
waorsening of the contraction that hed begun the
year before, following the collapse of its
economic relaions with the Eagtern European
countries.

Per capita output registered modest growth in
mogt of the economies of theregion, though there
was sagndtion or regresson in thisrespect in 11
countries. Bdlize, Bolivia, Ecuador, El Sdvador,
Mexico and Uruguay registered growth retes of
between 1% and 2%, while in Argentina, Chile,
Guyana, Panama and Venezuela, per capita
output rose by 3% or more.

The dtabilization policies put into effect the
previous year have in mog cases managed to
reduce inflationary pressures. Thus, after having
good at levels of around 1 200% in both 1989 and
1990, the weighted average increasein consumer
pricesin theregion fdl in 1991 to 200% per year
and showed a strong downward trend.
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Themod notable advanceswereregideredin
economies characterized by chronic high
inflation. Following the hyperinflationary crises
of 1989 and 1990, harsh adjustment programmes
were implemented and in dmog every case,
helped to bring down the inflation rate
significantly. The most spectacular results
occurred in Argentinaand Nicaragua, which, by
the end of the year, had not only brought
hyperinflation under control but were aso
consolidating a new price formation policy
geared to moderate inflation. In Peru, there was
a definite decline in the rate of price increases,
but the inflation rate remained fairly high in a

macroeconomic context. Ift Brazil, on the
other hand, athough prices did not go up asmuch
asthey hed the year before, monthly inflation was
again higher than 20%, and the basic mechanisms
of a highly inflationary economy remained in
place.

Progress was also achieved in controlled-
stability economies, characterized by rapidly
increasing prices without approaching
hyperinflationary extremes. Results varied from
country to country, however, and inflation rates
remained relatively high. While in Uruguay,
which hasalong tradition of inflation, the rate of
price rises was subgtantidly reduced, and in
Venezuda, too, therewas adecling, dbeat lessof
a decline, the rate of inflation in Ecuador
remained unchanged from that of the previous
year. CodaRica, which can a so be conddered to
have a controlled-gtability economy (albeit with
lower levels of inflation than in the other
countries mentioned), was ableto dow down the
monthly rise in prices in the second hdf of the
yedr.
In al those countries where the economy had
undergone structural adjustment and price
increaseswere dready moderate, inflation abated
despite the fact thet it had soared in 1990. At the
end of 1991, in Chileand Mexico, theannud rate
of inflation was less than 20%, and in Bolivia it
was not even 15%, whilein Colombiait had only
decreasad to 27%.

Lastly, those economies which had
experienced episodes of inflation in recent years
consolidated their gabilization programmes in
1991 and, in generd, achieved postive results
Following sharp price increasesin 1990, causad
largdy by the fiscd and externd imbalance and



the rise in world oil prices, the economies of
several Central American and Caribbean
countries, in particular, once again experienced
moderate rates of inflation. The segpest decline
occurred in the Dominican Republic, which
virtualy achieved gabilization in 1991 (prices
rose by only 4%), down from inflaion of 101%
in 1990. In Guatemala, the decline was gtriking,
as the rate of price increases dropped from 60%
in 1990 to 10% in 1991. In El Savador, the
downweard inflationary trend gained tremendous
momentum: from 24% in 1989 and 18% in 1990
t0 10%0in 1991. In Honduras, therate of inflation
a so went down, from 35% to 21 %, and dropped
to a gngle digit in the final months of 1991.
Paraguay also saw a sharp decline in price
increases, from 44% to 12%. In Jamaica, on the
other hand, the annua rate of inflation shot up
from 30% to 80%.

In 1991, despite in many casesthe decline or
sagnation of the value of exports there was a
sgnificant increase in the import capecity of
mog of the countries of the region, thanksto the
reduction of their net payments of profits and
interest and, above al, the increased inflow of
capital. This fact, frequently combined with
lower real exchangeratesand tradeliberdization
designed to apen up the economy, gaverisetoa
substantia increase in imports which was much
greater than the requirements for recovery or the
increase in economic activity.

Asaresult, the substantia trade surpluswhich
the region as a whole had maintained since the
beginning of the criss was reduced to one third
the levels of the previous two years.

In 1991 the terms of trade of the region
auffered afurther setback, thistime of nearly 6%,
thereby accentuating the dmogt uninterrupted
deterioration registered since 1985. On this
occasion, the decline was concentrated in the
oil-exporting countries but a fair number of the
non-oil-exporting countries were aso afected.
Asareault, the purchasing power of theregion's
exports decreased by nearly 2%.

The vaue of Latin American and Caribbean
exports of goods remained unchanged a around
US$121 hillion, after having grown & a rate of
amogt 10% per annum in the previoustwo years.
Thiswas dueto the deterioration in the unit value
of exports, snce the volumes exported continued
to grow by dightly more than 4%.

The stagnation of exports of goods was
observed both in the oil-exporting and the
non-oil-exporting countries. In the former group,
it was primarily due to the drop in the average
prices of hydrocarbons fallowing the Perdan
Gulf conflict, a development which mogt of the
countries compensated for by increasing the
volume of their exports Even so, the
condderable inflows of capitd and -to a lesser
extent- the reduction in net payments of praofits
and interest expanded the capacity of this group
of countries to increase their imports or
accumulate reserves by US$17 billion -that isto
say, by 37% of the value of their importsin 1990.

Among the non-oil-exporting South
American countries, only Chile, and, to a much
lesser extent Brazil, expanded their exports,
while Argentina, Paraguay and Uruguay suffered
sgnificant declines. In turn, the exports of most
of the Central American and Caribbean countries
sagnated or declined, with the exception of
Panama, and to alesser degree, CodaRica, which
were able to increase ther sales abroad. The
increased import capacity of this group of
countries was due essentidly to the reduction of
nearly US$5 billion in their net payments of
profits and interest, since the increased net
inflows of capital registered in Argentina,
Paraguay, Uruguay and mog of the Central
American countries were offset by the net
reductions of these inflowsin Brazil and Chile.

The value of Latin American and Caribbean
imports amounted to US$112 billion: anincrease
of 19% over the previous year and a further
accderation of the upward trend for the second
year running. Theincrease was quite widespread,
but the bulk of the variation in the regiond total
was concentrated in Mexico (an increase of
US$7.9 hillion), Venezuda (US$3.6 billion) and
Argentina (US$3.7 billion).

Asaresult, the merchandise trade surplusfell
from dightly over US$27 billion in the previous
two years to less than US$10 billion in 1991.
Thus, despite areduction in the amount of profits
and interest due, the trade balance was equivaent
to 32% of these latter outlays, compared with
80% of the year before.

The net flow of profits and interest due went
down for the second year running, this time to
nearly USB31 billion, mainly because of the
decline in international interest rates. The
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balance-of-payments current account deficit,
however, which had been falingin recent years,
roseto dightly more than US$20 billion because
of thesmaller trade surplus.

Thisbigger current account deficit was amply
covered by an inflow of US$41 billion of capital
into the region, doubling the net inflow for the
second consecutive year. Although the increase
in net inflows of capitd was farly generdized,
mog of theriseintheregiond tota isattributable
to only a few countries. In fird place came
Mexico, whose capital inflow increased
spectacularly, for the second time in two years,
to almost US$22 billion. Argentina also
registered a big increase (US$3.4 bilion) in its
net inflow of capital, which amounted to over
US$5 hillionin 1991. In Venezuda, the negaive
balance of US$4.9 hillion registered the year
before was turned into a net pogtive inflow of
about US$2.2 hillion. Inflows into Peru went up
from US$1.9 billion in 1990 to US$3.8 hillionin
1991. Net capital inflows aso increased in
Bolivia, Paraguay and four of the sx Centra
American countries. In contrast, however, there
were marked reductionsin the net capital inflows
in Brazil (down to US$5.7 billion) and Chile
(because of thereduction of the externa debt and
apolicy that acted asa disncentiveto the inflow
of short-term capital).

The inflows of capita regigered in 1991,
which came essentidly from private sources,
were of various types. In Argentina, Mexico,
Venezudla and Chile these inflows included
subgtantia amounts of foreign investment, partly
connected -in the case of the first three
countries- with the privatization of public
enterprises. Mexico and, to a lesser extent,
Venezuela, Brazil and Argentina, were
additionally able to sell bonds abroad. At the
same time, in these and other countries, there
were condderable short-term financid inflows,
motivated by the differentia between domegtic
andinternationd yields, aswell asrepatriation of
aststo provide working capital for enterprises.
Findly, in the mgority of the countries of the
region, arrearsin debt service continued to be a
mgjor source of financing.

As the capitd inflow was more than double
the current account deficit, the internationa
reserves of the countries continued to recover for
the third consecutive year, and in 1991 the
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increase in reserves came to nearly

US$20 billion. Moreover, thisincrease was quite
widespread: only two countries registered a

decline.

The big increase in the net capital inflow
-further heightened by the reduction in
remittances of profits and accrued interest- gave
rise to a podjtive net transfer of financial
resources to the region for the firg time since
1981: the net outward transfer of US$15 hillion
registered in 1990 was converted into anet inflow
of nearly US$10 billion. However, this
turnaround was essentidly due to changesin the
capital accounts of just a few countries. More
than hdf of the podtive balance reflects the
increased flow received by Mexico, another 29%
corresponds to renewed inflowsinto Venezuea,
and another 16% is accounted for by the decline
in the net outflow of resources from Argentina
Unlikethe year before, when thereductionin the
net transfers abroad was due to arrears on debt
sarvice, in 1991 the improvement in mog of the
countries was the result of larger voluntary
capital flows, predominantly of a non-debt-
related nature.

There was practically no change in the
external debt of the region (excluding the
English-spesking Caribbean countries), which
remained a around US$440 billion. Among the
factorsresponsiblefor thiswere the national and
international debt reduction programmes.
Particularly noteworthy was the United States
Government's forgiveness of the bilateral
obligations of seven countries. In contragt, there
was no mgor progress under the Brady Plan,
since new agreements failed to emergein 1991.
Other elements which helped to reduce the
outstanding dollar debt were the revduation of
the United States currency over 12 months
Vvis-a-vis European currencies and the access of
many countries to extensve non-debt-rel ated
financing of variouskinds. On the other hand, the
main expansionary influences were the
borrowing by some countrieson theinternationa
bond markets and the accrua of debt service
arrears by mogt of the debtor countries.

As in 1990, for the region as a whole, the
debt/exports ratio remained unchanged from its
high level of nearly 280% for the third year
running. Nevertheess, in 1991 six countries hed
aratio of lessthan 200%, compared with only one



in 1987. The accrued interest/exportsratio for the
region went down for the fifth consecutive year,

this time to 22%. The decline in the coefficient

-which is gill excessively high- was due soldy

to the reduction of gross accrued interest

payments, mainly because of the drop in

internationa interest ratesand, to alesser degree,
the reduction of bank debt and some officid

obligations.

Despite the subgtantial progress made with
regard to the externa det, its servicing continues
to be one of the mogt serious structura problems
of the region; this is reflected in the continuing
high debt/exports ratios of most of the countries

and the external public debt (which account for

80% or more of total debt) in government

budgets. The lower interest/exports coefficients,

for their part, have a strong conjunctural

component, to the extent that international

interest rates are unusualy low. Moreover,

dthoughit istruethat debt servicing arrearshave
provided important temporary relief in terms of

cash flow, they creste uncertainty and undermine
the management and effectiveness of economic
policy. It therefore continues to be urgent to
grengthen and increase the flexibility of officia

debt-reduction programmes.
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Figure 1-1
LATIN AMERICA AND THE CARIBBEAN: MAIN ECONOMIC INDICATORS
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Tablel-|
LATIN AMERICA AND THE CARIBBEAN: MAIN ECONOMICINDICATORS

1984 1985 1986 1987 1988 1989 1990 1991°

Indexes (1980=100)
Gross domestic product at market
prices 94 1027 1066 1099 1109 1124 1127 1164
Grossndiond income 941 971 997 1032 1037 1051 1060 1095
Population (millions of inhabitants) 3781 3864 3%.8 4032 4117 4203 4289 4376
Per capita gross domestic product 909 919 933 A3 931 9R5 909 919
Per capitagross nationd income 860 868 872 84 870 84 853 864
Percentageratios
Urban unemployment rate”' 82 7.3 6.2 58 59 56 58 56
Annual growth rates
Gross domedtic product 33 33 3.8 31 0.9 14 0.3 3.2
Per capita gross domestic product 11 0.9 14 0.8 -14 09 -19 13
Per capitagross nationd income 14 0.9 05 14 -15 -08 -12 14
Consumer prices 184.8 2747 645 1983 7594 11610 1186.6 196.1
Current vaue of exports of goods
and services 109 -46 -128 139 140 109 103 10
Current vaue of imports of goods
and services 34 02 39 106 139 91 140 163
Termsof trade (goodsand
Savices) 47 -48 -105 04 12 11 09 -37
Billionsof dollars
External sector
Trade balance (goods and services) »H7 309 139 185 211 251 236 45
Net payment of profits and interest 373 353 325 313 343 380 348 309
Balance on current account -1.0 -36 -174 -11.1  -11.2 -9.1 -6.8  -20.5
Balance on capital account 10.2 30 100 154 55 122 224 409
Baance-of-payments position 92 -06 -7.4 43 57 32 156 204
Totd dishursed externd debt 374.0 3851 401.0 428.1 420.9 4254 440.9 439.9

Soure»: ECLAC, on thebasis of official figures.

* The figures given for the gross domestic product and the population correspond to the countries appearing in table |1-1 (except
Cuba), whilethosegiven for consumer pricesrefer tothecountrieslisted in tablelV-1. Thedata concer ning gr ossnational income
and the external sector correspond to the countries shown in table VTI-10. Prdiminary figures ' Weighted average
annual rate for 18 of the 25 largest citiesin Latin America. December-to-December variation.



Il. LEVEL OF ACTIVITY!

After three years of virtud stagnation, the leve
of activity of Lain America and the Caribbean
recovered to some extent (3.2%), raisSng per
capita output for the firg time since 1987.
Nevertheless, under the perssent effects of the
debt crigs and adjusment processes, regiond
output for 1991 was only 16% higher than that of
pre-crisis 1980, while per capita output was 8%
below its 1980 level and equd to that of 1977.
The carryover of Brazil'srecesson, withitshigh
inflation rates, had a consderable impact on
regional growth, since that country's economy
represents close to a third of the tota output of
Lain America and the Caribbean. The other
economies expanded a an average rate of 4.4%,
and 2.2% in per capitaterms, both incresses thet
hed not been seen since 1980.

Growth was widespread but not
homogeneous, the degree of change in the level
of activity from country to country was
significantly different, as were the factors
influencing that change. Thus, output expanded
condderably, by more than 9% in Panama ad
Venezuda;, in Argenting, Chile and Guyana by
between 5% and 6%; in Sx countries (Bdlize,
Balivia, Ecuador, El Sdvador, Guatemda and
Mexico) theleve of activity grew by between 3%
and 4%; in four countries (Colombia, Paraguay,
Peru and Trinidad and Tobago) the expansion
was around 2%; in five other countries (Bahamas,
Brazil, Cogta Rica, Honduras and Uruguay)
output increased by 1 % or more, and in Barbados,
Haiti, Jamaica, Nicaragua and the Dominican
Republic, theleve of activity either sagnated or
declined. In Cuba, the collapse of economic
relations with the eastern European countries
furthered the decline in the level of activity thet

began the year before. Thus, 15 countries
regigered ahigher leve of activity than in 1990,

while 10 others either hed the same leve or

lower. Thesmal countries of the Organization of
Eagtern Caribbean States (OECS) maintained their
growth rate of the lagt few years, an average of

aound 3%, which was a dow-down from the

rates of previousyears (seetablel1-1).

Those differencesin the rates of changein the
level of activity are attributable to differencesin
conjunctura processes. The highest growth rates
were related to diverse phases of economic
recovery in countrieslike Argenting, Penamaand
Venezuda, or to agpeed-up of growth, asin the
cae of Chile and to a lesser extent Bolivia,
Ecuador and El Sdvador. The sustained growth
of Mexico and Guatemala should also be
mentioned. Low growth rates (between 1% and
2%0) generdly corresponded to phases of dower
growth (Colombia, Coda Rica and Paraguay),
but also include cases of prolonged stagnation
(Uruguay) or persistent recessions (Brazil,
Honduras and Peru). The continuation of
recess onswas a so gpparent in the decline of the
level of activity in Barbados, Haiti, Nicaragua
and the Dominican Republic.

High demographic growth rates in severa of
the countries of the region turned the
above-mentioned economic trends into lower or
even negative vaues in per capita terms. In 11
countries, this indicator of well-being ether
sagnated or declined. Of the remaining 14, only
in Argentina, Chile, Guyana, Panama and
Venezudadid it grow by more than 3%. Given
these results and the poor performance of most of
the region's economies during the 1980s, only a
small number of countries had ahigher per capita

This section and the subsequent five sections deal only with the Latin American countries (Argentina, Bolivia, Brazil,
Colombia, Costa Rica, Cuba, Chile, Dominican Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras M exico, Nicaragua,
Panama, Par aguay, Peru, Uruguay and Venezuela). The Caribbean countriesother than those contained in that list are discussed

in detail in chapter 1X.
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output in 1991 than in 1980: Belize (28%),
Colombia (17%), Chile (17%), Bahamas (8%),
Jamaica (2%) and Barbados (2%), and the OECS
countries as a whole (55%). At the opposte
extreme, the greatest declines in per capita
output over that same period were recorded in
Nicaragua (-38%0), Trinidad and Tobago (-32%0),
Peru (-29%), Guyana (-28%), Haiti (-22%),
Balivia (-22%), Argentina (-20%), Guaemda
(-18%), Venezuda (-16%), El Savador (-12%),
and Honduras (-12%) (seetablell-2).

Venezuda's economic recovery from its
1989 recession solidified notably in 1991.
Indeed, output grew by more than 9%, under the
influence of both petroleum-related and
non-petroleum-related activities. The petroleum
sector continued to grow a a fast pace (10%),
athough more dowly than in 1990, due to an
increase in exports, which remained throughout
the year a the same high levels reached in
mid-1990, at the outbresk of the Gulf conflict.

Non-petroleum-related activities also
expanded considerably. The construction
industry, which tends to behave cydically, a an
epecidly intenserate. Driven by an increase in
public investment, it grew at the extraordinary
rate of 34%. Commerce grew by 10%, partidly
as a result of the dgnificant rise in imports.
Manufacturing also performed well (7%), under
the impact of a sustained demand for durable
consumer goods, including automobiles.

From the viewpoint of aggregate demand, the
turnaround in output was maoslly influenced by
the increase in public sector spending.
Investment projects in the petroleum and
petrochemical industrieswere key in thisregard.
The external sector, unlike the previous year
when it wasthe driving force of total expenditure,
was a contractionary dement in 1991. Thiswas
largely dueto thergpid growth of red imports of
goods and services (48%). Thevolume of exports
increased less than the year before and was
attributable only to higher oil sales, since
non-petroleum exports declined. Private
consumption dimbed a a fager pace than the
moderate rate of 1990 (seetables|1-3 and 11-4).

Chile's economic activity bounced back
consderably, growing by dmog 6% dafter the
dow-down of the previous year. This was the
eighth year in arow of economic growth, pushing
per capita output 17% above that of 1980. The
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1991 expanson was grounded on the good
performance of non-copper exports, the physica
volume of which increased by more than 15%,
and the reactivation of domestic demand. The
mog dynamic sector continued to be trangport
and communications, followed by fisheries,
which recovered in spectacular fashion from the
third quarter onward by turning around the
conjunctural contraction of demand in the
previous quarter brought about by the outbreak
of cholera Manufacturing grew a dmog the
same rate as that of total output, which was a
condderable recovery dter the sagnation of the
previous year. Construction and mining
expanded by nearly 5%, while agriculture grew
a amuch lower rate, since its leve of activity
behaved unfavourably during the second haf of
theyear (seetablell-3).

In Argentina gross domestic product
rebounded (growing by more than 5%) in a
context of sweeping changes in the rules
governing economic activity, which produced a
subgtantidly different Situation. Thus, per capita
output rose for the firg time in four years.
Expangon of the levd of activity was led by
domestic demand, and in particular by the
consumption of durable goods and by
invesment. Although the coefficent of gross
capital formation remained low, equipment
purchases and construction made a strong
recovery. Theincrease in domestic demand was
driven by a sharp drop in the high inflation rate,
as had hgppened on previous occasions, dthough
this time with more intensity. The more
favourable macroeconomic evolution was aso
reflected in a condderable recovery of demand
for capita goods. The sudden downturn in the
infletion rate had an immediate effect on the
purchadng power of wage-earners, while the
progpect of a more predictable macroeconomic
climate broadened the horizon of
decison-making and contributed to an expandon
of credit. Liquidity congraints were rdaxed for
the public sector as well as for individuads and
private enterprises. Even though high margins of
intermediation kept the cost of credit up, the
supply of funds and the diversty of financid
instruments increased. The reappearance of
access to credit by families was reflected in the
sale of durable consumer goods and in the red
edate market. However, a sizegble part of the



expansion of domestic demand centred on
imports, which were a so encouraged by the trade
liberalization process. Exports, on the other hand,
were less buoyant than in recent periods of
domestic recesson and high real exchangerates.
Given these conditions, condruction began to
recover from the depths to which it had sunk in
recent years. The reactivation of industry
produced a growth rate of 8%, while agriculture
grew by lessthan 3% (seetables -3 and 11-4).

Mexico's gross domestic product grew by
somewhat more than 4%, raisSng per capita
output for the third straight year. After theintense
rate of expangon in the third and fourth quarters
of 1990, in which severd sectors attained yearly
growth rates of more than 7%, the growth of
output in almost all productive activitiesbeganto
dow down, a decline especidly noticeable
during the second hdf of 1991. Thisphenomenon
was due, on the one hand, to government efforts
to ba ance finances, which led to a contraction of
public expenditure, and on the other hand, to the
effects of the recesson in the United States and
the adjustments of the productive apparatus
motivated by trade liberalization and the
privatization of some State enterprises.

Asin 1990, private invesment and externd
demand stimulated thelevel of activity, athough
imports as a component of aggregate supply
continued to rise. Even though its rate of
expansion dowed down, the gross formation of
fixed capitd ill grew a a respectable rate
(8.5%), modly in the private sector, where the
rate of fixed invesment incressed by 14%. That
growth was due to the private sector's efforts to
expand and modernize plants, made possible by
the ample inflow of capital that resulted from
greater macroeconomic control and changes in
the rules of the game in recent years, such as
liberalization and deregulation of the economy
and the privatization of some public enterprises.
Thus, purchases of machinery and equipment
increased a a persistently high rate, while
congruction dowed to agrowth rete of less than
3%.

External demand rose somewhat fagter than
domestic demand, since it was based on the
increase in the volumes of the exports of goods
-petroleum as well as other kinds. The biggest
rises were in the services sector, especidly the
in-bond assembly industry and basic services. On

the other hand, manufacturing output declined,

growing by lessthan 4% whereasin the previous
two years it had reached 7% and 6%,

respectively. This loss of buoyancy was manly

due to the relative appreciaion of the exchange
rate, which madeimports more competitive, and
the dow growth of the purchasing power of the
lower-income dtrata. Agriculture barely grew,

owing to bad westher and lessaccessto creditin
red terms, both of which had an unfavourable
impact on the production of themain cropsin the
spring-summer season of 1991-1992. Mining

remained Sagnant, becauise of the wesk externa

demand for industrial metals, which was offsat

by an increasein oil production (see tables 11-3
and l1-4).

Colombia's output rose by lessthan 2%, i.e,
haf as much as the year before, and per capita
@DP dtagnated. This trend contrasted with that
obsarved throughout most of the 1980s, a period
in which Colombids economy experienced
significant growth, except for the interva
between 1982 and 1983. The volume of exports
continued its expangonary trend (10%), which
explains mog of the increase in the leve of
activity. Consumption dropped by 2%, while
invesment declined by 3%, for the fird timein
several decades. Thiswas a consequence of the
sharp contraction of private invesment, led by
the uncertainty arising from the new direction in
economic policy, which represented a dragtic
change from those that hed prevailed over the
past quarter of a century. Agriculture grew by
5%, mogly owing to arisein coffee sdes, since
the rest of the sector expanded at a much dower
rate. Theinternationa price of coffee plummeted
by nearly 30% over the last three years, but the
domedtic price declined by only 7% inred terms
during that period, thanks to the Nationa Coffee
Fund's price support policy. Moreover, thedrop
in price was offsgt by a large increase in output,
which went from 11 million sacksin 1989 to 14
million in 1990 and 16 million in 1991.
Therefore, the tota vaue of the coffee harvest
managed to day the same in red terms during
1991, which mitigated some of the recessonary
pressures arising from the decline in real wages.
Manufacturing fell dlightly, owing to the
contraction of domestic demand, which was
compensated for by the buoyancy of
manufactures for export. Mining, afected once
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againinitspetroleum sector by guerrillaactivity,
contracted by morethan 1 %, after seven years of
vigorous expansion. Congruction, on the other
hand, recovered (4%) from its downward dide of
the previoustwo years, thanksto thereactivation
of home building.

Brazil'seconomy continued to beduggishin
the midst of till another speed-up of inflation.
Theleve of activity, after sharply contracting in
1990 (-4%), recorded a modest recovery of a bit
morethan 1%, but that was due to thetemporary
expangon of the economy during the firg Sx
months of the year. The expansionary trend
disspated during the second hdf of the year, and
by the end of the year the economy hed entered
another period of recession, thethird in lessthan
two years. Recessons in Brazil have dternated
with spells of partial recovery, which are
becoming shorter and shorter. The sectors most
affected by these cycles have been manufacturing
and construction, mostly because of the
behaviour of durable-goods consumption and
investment. The dight recovery that lasted
throughout the year was due to domestic demand,
which grew by 2%, whilethe physica volume of
exports dropped by dmost 2%. The Sagnation of
productive activity was generd, except for the
badi c-services sector, which increased by dmogt
7%, and agriculture, which expanded by 2%.
Two different phenomena were observed in
agriculture. The level of activity of exports
dropped, as a consequence of policies adopted
the year before, such as the blocking of
circulating capital and the cutting back of loans
to the agricultural sector, together with the
negative impact of the low red exchangeraein
1990 and part of 1991. On the other hand,
domestic consumer commodities, such as rice
and beans, showed increases of more than 20%,
although it was essentially a question of
recovering from two poor harvests and
responding to the increase in the relative prices
of those products.

Industrial output dedlined dightly in 1991,
athough it fluctuated widely over the course of
the year. Combined with the drastic contraction
in 1990, it reached aleve of dmost 10% beow
that of 1989. A key factor influencing the
evolution of industrial output was the poor
performance of capitd goods and exports of
manufactures, which undoubtedly declined
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because of thelow level of thered exchangerate
for part of the year and the increasingly manifest

loss of international competitiveness in this
sector, owing to a lack of invesment in recent

years. The growth in the production of durable

consumer goods somewhat offset, however, the

effect of the declines in the level of indudtria

activity. Construction remained virtually

sagnant, after collgpsing the year before. Public

works, especidly in smdler municipdities, and

informal activities only partially offset the

adverse conjunctura Stuation that hed affected

the sector over the last few years. The

condderable expansion of basic sarvices (7%)

helped mitigate the d uggishness of the remaining
sectors. Other services declined dightly (see

tablesn-3 and I1-4).

Bolivias output grew more than it did the
previous year (4%), and per capita output
increased by 1 %, which wasthe biggest risesince
1979. Agriculture wasthe most dynamic sector,
epecidly in the esstern part of the country,
which had an excdlent year thanks to abundant
ranfal, improved seeds and a more extensve
irrigation system. Mining continued to expand
significantly, despite the decline in the
internationa prices of dmog al minerds. The
production of zinc, the minerd with the highest
export value in recent years, grew the mogt
(23%). Increased volumes of antimony, wolfram,
tin and slver were dso extracted while copper,
lead and gold declined. Hydrocarbon extraction
grew by more than 3%. Manufacturing,
electricity and commerce bolstered the
expanson, while condruction again grew only
modestly. Fixed investment bounced back
sgnificantly (11%), as projectswere carried out
in hydrocarbons and transport by the public
sector, and in hydrocarbons, mining and
agroindustry by the private sector. Private
foregn invesment projects and joint ventures
with public enterprises were facdilitated by new
laws passed in 1990 governing investments and
hydrocarbons. Large stocks were accumulated
after severd years of decline (seetable |1-4).

Paraguay recorded a modest growth rate
(slightly above 2%), which furthered the
dow-down that began the year before. That was
maogly dueto avirtua stagnation inindustry and
setbacks in agriculture. Weather conditions
favoured cotton production, while that of



soybeans declined ggnificantly. The forestry
sector grew by 4%, owing to the higher rate of
extraction of lumber for congruction and export.
Congtruction, mosily of dwellings, increased by
3%. Mining and services were the mog dynamic
sectors. Basic services grew by 7%, simulated
by the expandon of eectric power, snce the
hydroelectric plant of Itaipu began to produce at
full capacity and dectrification networks were
extended. Telecommunications also improved
considerably both domestically and
internationally. Asin previousyears, commercid
services continued to expand, owing to the high
levels of sales of imports to residents of
neighbouring countries. The rise in investment
and especidly the expanson of consumption
sustained the level of activity, even though
exportswere declining (see tablesn-3 and 11-4).

Uruguay's growth rate improved (1.5%),
compared to thevirtual stagnation of the previous
threeyears; thisledtoal %increasein per capita
output. Domestic demand expanded
sgnificantly, thereby recovering from three
yearsof adownward dide, which helped thelevel
of activity to grow modestly, but & the sametime
contributed to a condderable rise in imports,
which expanded by 17%in physical volume. The
productive services whose level of activity rose
the most were electricity and commerce,
restaurants and hotels, largely owing to slesto
non-residents. The marketing of importswasaso
a dggnificant factor. On the other hand, the
production of goods declined again, with
agriculture and manufacturing practicdly a a
standstill. Harvests of im portant crops were poar,
and manufacturing was affected by a
considerable contraction of beef processing,
owing to adeclinein demand from Brazil and the
European Economic Community. Condruction
again shrank, since the increase in private
building was insufficient to compensate for the
drop in public sector activity.

Peru's output rose dightly (amost 2%) after
three years of severe declines (-23%,
cumulatively). Economic trends continued to
reflect the tensions arising from drastic
stabilization measures and radical structural
adjugment policies adopted in August 1990 to
dow down rampant inflation and to dedl with the
serious criss affecting the country. During the
course of the year, however, especidly during the

third quarter, economic activity recovered to
some extent. Agricultural output in generd began
to recover fram the low levels of the previous
year, when a long drought damaged the main
crops. Industrial production recovered
sgnificantly (6%), but continued to be far below
(-26%0) its 1987 leve, and was even 13% bdow
that of 1980. An especidly dgnificant factor in
the recovery was the sharp reduction of the
inflation rate (from 18% amonth at the beginning
of theyear to an average of 4% in thelast months
of the year), which provided a more secure
business climate. The production of some metas
also increased, especially copper, largely
because there were fewer labour problems.
During the second hdf of the year, however, new
difficulties arose in the fom of trade-union
organized gtrikesto protest againg privatizations
and the closing of certain mines, and a loss of
competitiveness, as reflected in the low level of
thereal exchangerate. Oil production plummeted
(-12%), owing to the financid problems of the
Peruvian oil company (PETROPERU) thet led to
inadequate maintenance of equipment. The
fisheries sector aso dropped considerably
(-11%), because of problems of domestic
demand arising from the outbresk of cholera,
which were only partialy offset by arisein the
production of fish med for export. Condtruction
fdl by 2%, owing to a decline in the level of
public investment, which was congtrained by the
fiscal adjusgment policy, and to a contraction of
demand in the private sector.

Output in Ecuador grew by more than 4%,
and hence per capita GDP rose by more than 1.5%.
This increase was made possible by strong
growth in agricultural and fisheries exports,
especidly bananas and shrimps. Also, unlikein
previous years, domestic demand showed
positive signs. Gross fixed capitd formation
expanded by amost 8%, owing to an increasein
public and private invesment. Consumption,
neverthdess, barely rose (1 %). A good part of the
increase in domestic demand, however, filtered
out of the country, since the physical volume of
imports jumped by 19%. The mog buoyant
sectors were those of agriculture and of
eectricity, gas and water, with growth rates
above 6%. Mining aso performed well, growing
by dmos 5%, whiletheindugtrial sector attained
a figure close to 4%. Condruction, however,
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declined for the second consecutive year, due to
the duggishness of public and private demand.
The expandon of fixed invesment was dmogt
excusively centred on machinery and eguipment
-virtually al imported goods- while thet related
to condruction declined (seetables|1-3and [1-4).

The countries of the Central American
Common Market (GacMm) had modest growth
rates, whiletheir per capitarates either sagnated
or increased slightly. Mogt of the Central
American region suffered from a severe drought,
which had anegative effect on agriculture and the
generation of electric power, forcing severa
countries to ration the distribution of dectricity
during some months of the year (see tables11-1
andll-2).

In Costa Rica the recessve trends of the
previous year worsened. Productive activity
grew by only 1 %, whereasthe averagefor thefive
previous years was 4.4%. That dow-down was
causd by the adjusment programme adopted to
correct macroeeonomic imbalances through
fiscd measures and the application of a more
restrictive monetary policy. Fiscad adjusment
caused production codts to rise, in o far as it
raised the price of fuds, placed a10% surcharge
on imports, raised taxes and advance deposits
requirements for imports and established higher
interest rates. These actions discouraged
investment and production. Nevertheess, ther
adverse impact was atenuated by a recovery of
non-traditional exports. The economy asawhole
dowed down, but the sectors most affected were
congruction, with a sharp drop in the leve of
activity (-13%), and to a lesser extent, industry,
in which the decline was only in its growth rate.
Agriculture grew dightly less than the previous
year, but in any case consderably more than the
economy as a whole. The change in reative
domestic prices produced by liberalization
provided an incentive for agricultura output.

Guatemala saw modest growth (dightly
more than 3%), practicaly the same as the year
before, attaining growth rates of more than 3%
for the fifth year in a row. Congruction showed
a strong recovery, egpecidly for resdentia ad
commercia building, after asharp drop in 1990.
Services maintained the same growth rate asthey
had in previous years, especidly transport,
storage and communications, a sector which
expanded by morethan 6%. Agricultural growth
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was satisfactory, despite the drought that mainly

affected the production of basic grains; this was
made possible by anincreasein the production of
export crops, such as sugar, cotton, coffee and

bananas, owing to anincrease in area planted and
better yields. Indugtria output, however, showed
modest growth (lessthan 2%), dueto adeclinein
real wages and the continuation of the policy of

trade liberdization. This policy was put into

practice 0 rapidly that it caused problems for

some traditional, domestically oriented

enterprises, which had to adapt to external

competition. The drought also affected the
generation of eectricity, forcingrationing during
September and part of October, which hed a
negative impact on virtualy al sectors. The
in-bond assembly industry for clothing and

textiles continued the same vigorous expansion it
digolayed during theladt five years, becoming an
important source of foreign exchange and

employment.

El Salvador'slevd of economic activity grew
by morethan 3%in 1991, arae Smilar to that of
the previous year but far above the average rate
for the 1980s. Moreover, thiswas achieved inthe
redrictive context defined by the stabilization
policy and adverse short-term factors, both
domestic and external. One such domestic factor
was the perggtence of the armed conflict, since
military operations continued despite progressin
negotiations. The drought also affected
agriculture and hydroelectric power supply,
making it necessary to ration electricity
consumption from August to December, which
had a negative efect on the activity of mogst
productive sectors and made it necessary to
generate thermal energy at higher costs.
Egpecidly important among the external adverse
factors was the new drop in the price of coffee.
However, with the exception of the agricultural
sector, which virtudly sagnated* other sectors
had higher growth rates, driven by the
reectivation of invesment. The production of
non-tradesble goods strengthened considerably,
especidly condtruction, which displayed its
buoyancy by growing by more than 10%.
Indugtry was aso simulated by ahedthy flow of
invesment and exports to the Central American
Common Market. The 18% incresse in gross
fixed capitd formetion was a 9gn of grester
confidence on the pat of the business sector,



basad on the economic reforms initiated towards
the end of 1989; the favourable performance of
the red estate market; the implementation of the
government investment programme and the
inflow of external resources, and the perception
that domestic peace could be achieved soon.

The levd of economic activity in Honduras
grew by somewhat more than 1%, continuing the
recessve dtuaion of the previous year. Per
capita GDP fel once again, reaching alevel 12%%
below that of 1980. That unfavourable result was
epecidly affected by the adjusment processin
effect since 1990 to offset macroeconomic
imbalances and the surge of inflation, which
brought on a sharp contraction in government
consumption and kept exports stagnant. The
recessive trends produced by those fectors were
only offset by a recovery of private invesment.
Agriculture reactivated somewnhat, thanks to the
creditable performance in stock-raising and
fisheries, and in growing crops for the domestic
market, whilethe output of export crops declined,
epecidly bananas and coffee. Manufacturing
remained stagnant. Higher cogtsfor inputs owing
to devaluation, contraction of demand and lower
duties on importsall afected to different degrees
the performance of industria branches. The
in-bond assembly industry, however, intendfied
itsactivity over the course of the year, with value
added increasing by more than 50%. After
declining the year before, congtruction showed
moderate growth, due to the reactivation of
public investment, since private investment
remained depressed. Electric power generation
declined by 2%, since the drought that affected
the country prevented electricity sdesfrom being
madeto other countries during the second half of
theyear.

Nicaragua's level of economic activity
declined dlightly (-0.4%), continuing the
downdlide of per capita GDP observed throughout
the 1980s. Sweeping changestook placein 1991
in the economic and indtitutiona structuresof the
country, introduced by the new Government that
came to power dter the eections of February
1990 and as a consequence of the end of thelong
civil conflict. The economic recession, however,
could not be turned around, in so far as exports
plummeted sharply (-16%) and public
expenditureswere cut back dragticdly. Themain
export commodities were affected by depressed

external markets and adverse westher conditions.
Restrictive policies governing public
expenditures, money supply and credit offst the
expandonay efects of the inflow of foreign
exchange and tax reductions to stimulate
production and sales. The country wound up with
a decapitalized economic base, severe
technological gaps, deteriorated human
resources and a degree of instability
characteristic of a change process involving
property and adjustments on the part of economic
agents. These difficulties affected agriculture, the
country'smog important activity. The sharp drop
in agricultural output (-5%) and the reduction of
the Government's sphere of action -including
military action- were counteracted by growth in
manufacturing for the fird time in years. The
recovery of industria output (10%), even though
with diverse performances among the different
indudtria branches, was due to an improvement
in facilities for importing, and a better supply of
inputs, which had been severdly redricted for
several years. However, government reform
pardyzed the activities of public enterprisesin
the process of being privatized. Congtruction
once agan contracted condderably, owing to
constraints on public expenditures. Lack of
sufficient electricity also became a serious
obgtacle to the smooth functioning of productive
activity. The insufficient generation of
hydrodectricity was amply compensated for by
the generation of eectricity by geotherma means
and steam, but the sorry state of theinfragtructure
led to huge transmission losses, making it
necessary to resort to even further rationing of
consumption.

Panama, for the second year in a row,
continued to recover economicaly from the
severepolitical and externa conflictsthat hed led
to a degp depression in its level of activity.
Growth rose to more than 9%, and even though
it was higher than the year before, it was ill
insufficient to return to the levels of activity of
1987. Expansion was based on all the
components of aggregate demand, but especidly
the remarkable rise in investment (53%) and the
sugtained expandon of exports. Given grester
access to bank credit, both consumption and
private invesment -especialy in construction-
showed solid recovery, while public investment
reected after four consecutive years of sharp
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drops. At the sectord level, congruction doubled
its activity, while commerce and manufacturing
grew by more than 10%, surpassing pre-crisis
levels, basic and financid services grew more
modestly. Agricultureincreased by 5%, duetoan
expanson of stock-raising, which offset the
dight declinein crop-raising, affected by adverse
climatic conditions in some exportable goods
(seetables1l-3and I1-4).

The level of activity in the Dominican
Republic continued to be affected by the
adjusment programme put into effect to control
the outbregk of inflation in 1990; the monetary
and fiscd measures gpplied during the second
haf of that year generated a sharp contraction in
aggregate expenditure. Gross domestic product
declined dightly, adding to the larger drop in
1990. Thus, in the last biennium per capita output
accumulated a contraction of close to 10%,
reaching values attained in the mid-1970s.
Activity plummeted in congruction and mining,
and virtually stagnated in manufacturing.
Agriculture and services, on the other hand,
recovered dightly. Construction plummeted
owing to the continued decline in public
investment in red terms, added to a reduction of
private condruction derived from the high cost of
credit. Mining continued its downward dide of
recent years, marked by lower output in gold and
silver, because of exhausted mines, and
gagnation in ferronicke, due to a decline in
externa demand. Manufacturing was effected by
a drop in the purchasng power of the generd
population. The favourable performance of sugar
mills stimulated the expansion of the food sector,
which was fallowed by the processing of other
agricultural goods. Beverages and tobacco, on
the other hand, dropped decisvely, and other
branches of the sector dso declined, but to a
|esser extent.

Cuba's economy fdt the full impact in 1991
of the effects of the collapse of its economic
relaions with the former Soviet Union and the
end of trade with the countries of eastern Europe.
Although officid data are not availdble, it is
edimated that the globa socid product dropped
by around 15%, solely due to the effect of the
contraction of tradewith the countriesbelonging
to the Council for Mutual Economic Assstance
(COMECON). This compounded the impect of a
decline of between 3% and 4% in output the
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previousyear. The break-up of the Soviet Union
and the spectacular events in the eastern
European countries meant thet the main sources
of the Cuban economy's externd supply wereno
longer available. In only two years, the end of
trade with those countries reduced Cuba's
purchasing power abroad by hdf. One of the
clearest Sgns of those problems was the notable
drop in the price of sugar sold in 1991 to the
Soviet Union. The negative effect was
particularly intensein theindustrid sector, where
numerous plants were semi-pardyzed. On the
one hand, that pardyzation was patly due to
operationa and input-supply problems, and on
the other, to the disarray of the marketsto which
Cuba exported a condderable volume of its
manufactures. Moreover, the abnorma supply of
fud and gpare parts and other inputsfor the sugar
mills, together with the effects of theintenserains
that interrupted work during the month of April,
limited the sugar cane harvest to 7,600,000
metric tons, 6.5% lower then that of the year
before. The trangport sector, both freight and
passenger service, was very much affected,
causing new problems for the nationa economy
in transporting goods from and to the country.

In 1991, Haiti's economy intendfied the
recessve trends that began to be seen after the
1987 suspension of the main economic ad
programmes. Gross domestic product declined
by 16% in 1991, leading to adrop in per capita
output of 3.4%, the word in the lagt 10 years.
Stagnation in agriculture went hand in hand with
declines in manufacturing and congtruction. The
accumulation of long-standing disequilibria and
the socid and political disturbances during the
election and trandtion to a new government had
an impact on the poor performance of the
country's economy. The new administration
launched areform programme during the second
haf of the year designed to reactivate the
economy, but the measures adopted were unable
to turn around the depressive trends, since they
were interrupted by the fal of the condtitutiond
Government at the end of September &fter only
eight months in effect. That plunged the country
into tremendous political and economic
uncertainty, and dfected trade and financid
relations with the res of the world, owing to the
embargo that followed the sudden political
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Table11-]
LATIN AMERICA AND THE CARIBBEAN: GROWTH OF TOTAL GROSS DOMESTIC PRODUCT
(Growth rates)

Cumuldive
1985 1986 1987 1988 1989 1990 1991*  vaiation
1981-1991°
Latin America and
the Caribbean 3.3 3.8 3.1 0.9 14 0.3 3.2 16.4
Oil-exporting
countries 2.2 03 25 2.1 0.1 3.9 A3 19.6
Balivia -1.0 -25 2.6 3.0 2.8 2.6 4.1 2.8
Colombia 38 6.9 5.6 4.2 35 37 19 46.0
Ecuador 4.3 3.0 -7.3 11.7 -0.1 18 4.2 26.7
Mexico 2.6 -3.8 17 12 3.3 44 3.6 21.8
Peru 2.2 87 8.0 -8.4 -115 -5.1 19 -9.2
Trinidad and Tobago -4.2 21 -54 -25 -0.2 13 18 -185
Venezuela -0.1 6.6 39 5.8 -79 58 9.1 126
Non-oil-exporting
countries 4.2 6.6 3.6 - 2.4 -24 2.3 138
South America 46 7.0 35 . 13 -2.7 24 13.7
Argentina -4.4 6.1 21 -2.8 -4.6 -0.2 53 -6.9
Brazil 7.9 7.6 3.6 -0.1 33 -4.0 12 179
Chile 2.2 5.7 57 75 9.8 2.0 5.8 40.4
Guyana 11 0.2 0.6 -4.1 -5.0 -5.6 6.1 -24.3
Paraguay 4.0 -0.3 45 6.7 59 31 2.3 39.8
Suriname 20 0.7 -6.2 7.1 20 -
Uruguay 17 8.3 79 -0.2 15 0.7 15 3.0
Central America and
the Caribbean 0.2 22 4.4 -0.2 34 0.9 18 15.3
Bahamas 52 14 4.6 45 4.0 - 10 317
Barbados 0.9 51 2.7 3.6 37 -3.4 -4.1 4.8
Belize 0.3 2.2 125 6.6 14.7 8.9 4.2 68.0
Cuba® 4.6 12 -3.9 2.2 10 10
Haiti 04 10 0.1 13 0.7 -0.7 -15 -4.0
Jamaica -54 2.2 6.7 12 6.2 38 0.2 19.3
Panama 4.8 35 20 -16.0 -0.3 5.1 9.1 155
Dominican Republic -19 3.0 7.9 10 45 -5.2 -0.6 20.4
Central American
Common Market 03 15 34 16 3.2 24 2.1 11.8
Costa Rica 0.7 53 45 3.2 54 35 10 26.4
El Salvador 18 0.5 27 15 11 34 33 21
Guatemala -0.2 0.5 37 41 4.2 30 33 11.8
Honduras 2.8 2.3 49 4.9 47 -0.5 12 26.9
Nicaragua -4.1 -1.0 -0.7 -13.4 -4.1 0.9 -0.4 -15.3
OECScountries 55 6.8 6.1 7.0 49 4.3 29 70.3
Antigua and Barbuda 7.7 84 8.7 7.1 6.4 28 16 82.9
Dominica 16 6.9 6.8 7.9 -14 6.2 21 56.9
Grenada 5.4 55 6.0 53 5.7 52 2.9 62.2
Saint Kitts and Nevis 5.7 6.3 7.4 7.0 52 25 6.9 79.2
Saint Lucia 59 5.8 2.2 6.8 5.0 37 17 54.4
Saint Vincent and the
Grenadines 4.7 7.3 5.8 84 5.9 6.6 4.6 90.7

Source: ECLAC, on the basis of offidid figures converted into dollars a constant 1980 prices.
* Prdiminary edimates. ExcludesCuba.  © Refersto totd socid products OECS = Organization of Eagtern Caribbean
Sutes.
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LATIN AMERICA AND THE CARIBBEAN: GROWTH OF PER CAPITA GROSS

Tablell-2

DOMESTIC PRODUCT

(Growthrates)
Cumulative
1985 1986 1987 1988 1989 1990 1991%*  variation
1981-1991a
Latin America and
the Caribbean 0.9 14 0.8 -1.4 -0.9 -19 13 -7.9
Oil-exporting
countries -0.2 -2.0 0.2 -0.2 2.1 16 2.1 -7.2
Bolivia -3.4 -4.9 0.1 05 0.4 0.2 17 -21.9
Colombia 17 4.8 3.6 22 15 17 - 16.9
Ecuador 16 0.4 -9.7 8.8 -2.6 -0.7 16 -5.1
Mexico 0.2 -5.9 -05 -1.0 10 22 14 -55
Peru - 6.4 5.8 -10.3 -13.3 -7.0 -0.1 -28.6
Trinidad and Tobago -5.8 -3.7 -7.1 -4.2 -1.8 -0.3 0.3 -32.2
Venezuela 2.7 37 11 30 -10.2 32 6.4 -16.4
Non-oil-exporting
countries 18 41 12 *13 . -4.7 0.6 -8.7
South America 2.6 50 13 -1.9 04 -43 0.6 -8.4
Argentina -5.7 47 0.8 -4.0 -5.8 -1.4 4.1 -19.6
Brazil 5.6 5.3 15 2.1 12 -5.9 -0.7 -6.7
Chile 0.5 4.0 39 5.7 8.0 0.3 41 16.9
Guyana 0.5 -0.1 0.5 -4.1 -5.1 -5.9 55 -28.2
Paraguay 0.9 -3.3 15 3.6 2.9 0.2 -0.5 -
Suriname 0.1 -11 -8.0 5.0 - -1.9
Uruguay 11 7.6 7.3 -0.7 0.9 0.2 0.9 -3.6
Central America and
the Caribbean -2.1 -0.1 20 -25 10 -15 0.6 -9.7
Bahamas 32 -0.4 2.8 27 2.3 -1.7 -0.7 75
Barbados 0.6 4.9 25 34 35 -3.6 -4.4 21
Belize -2.2 -0.2 9.8 4.1 12.0 6.4 18 28.2
Cuba’® 35 0.2 -4.8 11 - -
Haiti -15 -0.9 -19 -0.8 -1.3 -2.7 -35 -22.4
Jamaica -6.8 0.8 54 - 5.0 2.6 -1.0 24
Panama 2.6 13 -0.1 -17.7 -2.3 31 7.0 -8.4
Dominican Republic -4.1 0.7 55 -1.2 23 -1.2 2.6 -6.3
Central American
Common Market 23 -11 0.7 -1.0 03 -0-3 40.7 -16.3
Costa Rica -2.1 24 16 04 2.6 0.8 -1.6 -7.2
El Salvador 0.6 -1.0 10 -0.3 -0.8 14 12 -12.4
Guatemala -3.0 -2.4 0.8 11 13 - 04 -18.3
Honduras -0.7 -11 16 16 15 -3.5 *19 -12.3
Nicaragua -6.7 -35 -3.0 -154 -6.6 2.1 -39 -37.7
OECScountries 46 5.9 51 6.0 3.9 35 2.1 54.8
Antigua and Barbuda 7.6 8.3 8.7 71 6.5 2.7 14 80.2
Dominica 0.3 5.9 59 7.1 -2.0 5.6 15 39.1
Grenada 6.0 6.1 6.5 57 6.1 5.7 34 72.7
Saint Kitts and Nevis 5.7 6.3 74 7.0 5.2 25 6.9 79.2
Saint Lucia 37 35 -0.2 43 27 17 0.1 23.1
Saint Vincent and the
Grenadines 35 59 4.4 7.0 4.6 5.4 35 67.5

Source: EQLAC on the basis of officia figures converted into dollars at constant 1980 prices.
Excludes Cuba.

* Preliminary figures.
States.
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Tablell-3
LATINAMERICA AND THE CARIBBEAN: CROSSDOMESTIC PRODUCT, BY BRANCHESOF
ECONOMIC ACTIVITY,AT MARKET PRICES

(Annual growth rates)
Agriculture Mining and M angfac- Construction Subtotal Basic Other
quarrying turing goods services services

1990 1991* 1990 1991* 1990 1991* 1990 1991* 1990 1991* 1990 1991* 1990 1991*

Latin America and

the Caribbean 12 23 55 30 -26 23 -3.7 47 -09 26 32 58 0.7 2.7
Argentina 9.8 25 -16 - -48 80 -188 150 -14 6.1 2.3 2.0 0.2 5.6
Barbados 72 -34 65 -61 -27 -40 -102 -110 -20 -57 03 -05 -45 -41
Bolivia -2.0 7.2 7.6 53 57 6.7 25 20 2.8 6.2 31 42 30 21
Brazil -3.7 21 238 03 -87 -06 -83 03 -70 0.2 17 69 -21 -04
Colombia 6.6 49 30 -14 43 -05 -151 42 31 16 45 29 36 31
Costa Rica 27 25 30° 10° -26 -134 23 0.3 6.6 2.3 4.1 14
Chile 30 18 -0.9 48 0.2 55 25 47 0.8 46 79 107 2.3 55
Ecuador 2.7 66 -05 48 -13 37 -137 -32 -13 42 6.0 4.2 24 38
El Salvador 74 -03 -82 111 3.0 49 -128 101 41 22 6.0 5.6 23 4.0
Guatemala 37 30 -122 2.3 2.0 15 -77 8.8 2.0 29 7.2 6.1 29 3.0
Haiti -09 -15 -200 -15 -09 -15 -182 -15 -29 -15 -23 -15 28 -15
Honduras 11 34 -90 5.6 0.7 - 99 32 -06 22 58 18 -17 -01
Jamaica 38 20 38 20 38 20 38 20 38 20 38 2.0 38 20
Mexico 6.1 0.5 2.8 0.1 58 37 7.0 26 57 26 6.2 56 32 41
Nicaragua 54 -46 -221 -35 -31 106 -93 -109 04 12 38 42 10 -32
Panama 4.2 50 333 650 119 112 389 1042 9.7 163 0.3 100 33 75
Paraguay 22 -06 37 5.0 25 11 -09 3.0 20 0.3 8.0 6.9 36 4.1
Peru -8.2 11 -42 -39 -69 58 32 -16 -55 13 -6.0 48 -46 20
Dominican

Republic -6.3 24 -163 -44 -78 -06 -195 -109 -106 -17 -26 47 -04 -0.2
Trinidad and

Tobago 15.3 18 17 18 29 18 -4.6 18 19 18 28 18 -15 18
Uruguay 14 - -228 -17 -15 -05 -119 -15 -14 -04 31 44 18 0.7
Venezuela -0.3 60 169 8.2 42 7.2 6.7 339 87 102 21 86 39 75

Source: ECLAC, on thebass of offidal figures converted into dollarsat congant 1980 prices
* Prdiminary figures Indudes mining and quarrying.

29



Tablel1-4
LATIN AMERICA AND THE CARIBBEAN: VARIATION IN THE COMPONENTS OF
AGGREGATE DEMAND
(Annual rates of variation)

Consumptioni Gross investment

Demand Exports Agg;g;gg €
Private Government Fixed Domestic )

1990 1991* 1990 1991* 1990 1991* 1990 1991* 1990 1991* 1990 1991* 1990 1991*

Latin Americaand
the Caribbean" 0.5 39 238 31 -07 75 -14 105 04 49 45 3.6 12 4.6

Argentina -36 107 ¢ °© -136 300 -64 250 -39 121 157 18 00 97
Bolivia 01 31 40 20 -43 108 64 465 02 78 182 21 34 66
Brazil 12 24 ¢ -80 05 t t .27 21 70 -16 -32 16
Colombia 6 21 71 26 -29 -28 -31 -25 14 -16 181 101 41 05
Costa Rica 03 -34 20 10 144 -125 87 -2711 26 -87 89 76 48 -27
Chile 11 48 16 36 69 -10 25 21 05 42 55 99 17 57
Ecuador 22 12 24 25 99 78 74 216 04 49 43 92 16 62
El Salvador 29 24 09 40 -173 179 -292 115 -29 38 333 01 30 30
Guatemala 40 50 31 18 -109 56 35 38 -19 44 160 19 13 39
Haiti 32 02 ¢ ¢ 26 -17 -31 -02 -82 -130 -37 -17
Honduras 04 33 -135 -114 -85 160 69 127 -03 34 -19 -30 -07 20
Mexico 61 51 23 27 132 85 112 69 67 52 40 54 62 52
Nicaragua -86 272 254 -353 -70 -89 -94 80 -11 72 73 -167 01 36
Panama 10 21 96 06 3L7 771 3408 527 173 125 80 191 142 146
Paraguay 79 98 32 64 101 58 92 86 78 93 163 -33 98 63
Peru 37 14 -38 49 21 77 30 198 -25 41 51 -11 -30 32
Dominican
Republic 66 -07 -101 -103 -129 -06 -129 18 -85 -08 50 -32 -64 -12
Uruguay 56 46 42 41 59 145 56 182 -28 61 76 -10 -03 43
Venezuela 6 32 69 92 -28 366 -87 1069 10 181 111 47 42 135
Source: ECLAC, on the basis of offidd figures converted into dollars a constant 1980 prices.
* Prdiminary figures Nineteen countries; figures relaing to consumption and invesment indude estimates in the case
of some countries for which data were lacking. ¢ Government consumption is induded under private consumption.

Vaiation in gocks is induded under private consumption.
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I1l. TOTAL SUPPLY AND DEMAND

In 1991, the overdl economy of Lain America
and the Caribbean recovered dightly after three
years of virtual stagnation. Thiswas reflected in
upturns in activity level, total supply and
domedtic availahility of goods and services, in
response to a reviva of private investment
(which in many cases had been a a very
precarious level) and, to a lesser extent, to the
expanson of exports. However, the effects of the
severe economic criss which has eroded levels
of well-being in the region since the early 1980s
are till far from being overcome.

Total supply rose 4.6%, reaching its highest
level since 1981 and reversing the downward
trend caused by four consecutive years of
decdleration (see table I11-1). The volume of
regional imports grew at the rate of 15%, which,
being higher than those recorded in previous
years, surpassed the 1981 leve for thefirg time.
This phenomenon was especidly influenced by
the notable increasesin import volume observed
in Argentina (76%), Venezuda (48%), Panama
(27%), Mexico (19%), Ecuador (19%), Bdlivia
(18%), Paraguay (18%), Uruguay (17%),
Nicaragua (14%), Peru (10%) and, to a lesser
extent, Brazil, Chile and Guatemaa Only four
countries recorded a drop in import volume, the
mogt notable of which were Colombiaand Coga
Rica, where imports declined about 10%. On the
contrary, thevolume of exports grew only about
4%, accentuating the decdl eration of recent years.
The largest increase was recorded in Panama
(19%), while the expansion in Chile, Colombia,
Codta Rica and Ecuador was between 8% and
10%, and in the Dominican Republic, Mexico
and Venezud a, between 5% and 6%. In contrast,
sharp decreases were recorded in Haiti and

Including the variation in stocks.

trends

Nicaragua (-13% and -17% respectively), while
exports from Brazil and Paraguay declined
between 2% and 3%.

As a reault of the digparity between real
expandon rates of imports and exports, the trade
surplus in goods and services contracted
significantly (-25%), while the domestic
availability of goods showed an appreciable
increase (5%). Thisincrease brought the leve to
7% above that reached in 1980, dthough, in per
capita terms, it remained 17% bedow the 1980
level (seetablelll-]).

Domedtic demand expanded, owing to the
vigorous recovery of gross capita formation and,
to a lesser extent, of consumption. Fixed
invesment increased by over 7%, reversing the
contractionary trend observed since 1988 and
bringing invesment in the region to its highest
level since 1983, dthough it remained 18%
beow the 1980 level. Consumption also showed
greater dynamism than in previous years,
growing by over 4%* &fter having remaned
nearly sagnant since 1987, and reaching a level
14% higher then that of 1980, athough this was
till much lower than demographic growth in the
region (seetablelll-).

Net factor payments to the rest of the world
once again plummeted (-12%), counteracting the
adverse effect of the terms of trade. In this way,
gross nationa income grew dightly more than
@P and showed a dight per capita increase,
which contrasted with the decreases of the
previousthreeyears. Even so, per capitanationa
income was 8% lower than the 1980 figure as a
result of an increase in externa factor payments
and the deterioration of terms of trade recorded
sincethe early 1980s (seetablell1-1).
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2. Behaviour of demand

Regiond output increased in 1991 owing to the
dynamism of domestic demand, whose effect on
theleve of activity was partialy offset by the net
negativeinfluence of externd trade. Thevolume
of exports expanded moderately, contributing to
an increase in total supply equa to dightly less
than 1% of GDP. However, this phenomenon was
largely offset by a demand-driven increase
-equivalent to over 2% of regiona output- in
imports, which was reflected in a amaler trade
surplus and a negative contribution to GDP, a
phenomenon which had dready occurred, though
with lesser intendty, in 1990. Nevertheess, in
1991, domestic demand expanded to a degree
unprecedented in the decade. Consumption
(essentidly, private consumption) rose at ahigher
rate then in previous years, contributing 3.5% of
GDP to the increase of total demand; meanwhile,
fixed investment contributed somewhat more than
1% of GDP, reverdng the negdtive trend of the
previous decade (see table111-2).

Trends at theregiond level, characterized by
more dynamic private consumption, invesment
and imports, were shared by a good number of
countries in the region, though with different
magnitudes of change in the components of
demand. Thus, domestic demand rosein 15 of the
19 countries for which information was
available. Themog notableincreases, expressed
as percentages of GDP, were recorded in
Venezuda (13%), Panama (12%), Argentinaand
Paraguay (10%), Nicaragua (8%) and Boalivia
(7%). Domestic demand dso grew Sgnificantly
in Mexico and Uruguay (over 5% of GDP) andin
Chile, Ecuador, El Sdvador, Guaemdaand Peru
(about 4% of GDP). Inalarge group of countries,
the increase in fixed invesment contributed
sgnificantly to the expanson of demand. In
Argentina, Bolivia, Ecuador, Guatemala,
Mexico, Peru and Uruguay, the growth in
investment contributed between 20% and 33%to
that expansion, and in Venezuda, 40%; in E
Savador, Honduras and Panama, between 50%
and 100% of the increase in domestic demand

was dtributable to increased investment (see
tablell1-2).

In many cases, the growth of GDP was lower
than that of domesticdemand becauise agood part
of the latter's growth was diverted doroad by the
condgderable rise in imports ad the reldive
stagnation of exports. Even so, theimpetus given
by domestic demand trandated into substantial
growth rates in Argentina, Bolivia, Panama and
Venezuda. On the other hand, in Honduras,
Paraguay, Peru and Uruguay, mogt of the
increase in demand filtered abroad, while in
Guaemda and Mexico, condderable increases
in domedic demand were reflected in only a
moderate growth of GDP owing to the declinein
trade balances. In Nicaragua, trade declined
sharply a arate that was even somewhat higher
than the dgnificant increasein domestic demand,
resulting in a contraction of output. However,
more balanced developments in trade dlowed
GDPto grow & the samerate asdomestic demand
in Ecuador and El Savador, while in Chile, the
improvement in trade baances pushed the leve
of activity above that of domestic demand. In
Brazil, a negative trend in external trade
weskened the modest recovery in domestic
demand, so that the growth of GDP was greetly
reduced (seetablelll-2).

Domesticdemand fell only in CogaRica (-8%
of GDP), the Dominican Republic (-3%),
Colombia (-1.5%) and Haiti (dightly). In all of
these countries except Haiti, the contraction of
private consumption played a mgor role in
reducing domesticdemand, athough investment
aso dropped dgnificantly in Coda Rica (by
admog 3% of GDP). However, the improvement
in trade balancesin these countries -generated by
decreased deficits or increased surpluses-
attenuated the deterioration of the level of
activity in the Dominican Republic, and led to a
certain amount of growth in output in Colombia
and Coda Rica (seetablelll-2).

In a number of countries, nevertheless,
exports continued to form the basis of the spurt

Thisanalysis of the contributions of the components of demand to growth of GDP does not incor por ate the effect of variations
in theterms of trade, sinceit isbased on the accounting of real flows. For the same reason, the variationsin each of the components
of domestic demand also do not reflect the real effect of changesin reative prices, which have acquired importance in the current

phase of adjustment processes.

32



intheleve of activity. In Chile, Colomhia, Coda
Rica, Ecuador and Panama (mainly re-exportsin
Panama's case), this expangon contributed a
number of percentage pointsof GDP, whileinthe
Dominican Republic, Mexico and Venezuda, it

reeched over 1%. However, dl of this activity

represented alesswidespread upswing inimports
than that of 1990, when 15 countries had

benefited from this contribution to growth (see

tablell1-2).

3. Liberalization, transfers abroad and changes
in the tructure of demand

Adjustment triggered significant changes in the
structure of demand in the region in the 1980s,
with external demand increasing by amost 6% of
GDP and gross capita formation recording an
equivaent downturn. The coefficient of exports
of goods and services, which had good a an
average of 16% of GDP during the 1970s,
increased dowly throughout the 1980s, reaching
21.8% in 1991. The cutback and substitution of
imports in the firg haf of the 1980s, however,
reduced the import ratio from 16.8% in 1931 to
10.7%in 1985. Subsequently, amodest recovery
began, which intensfied congderably from 1990
onwards and brought the coefficient up to 15.3%
in 1991 (seetable ffl-3).

The increase in the export ratio was very
widespread, rising in 13 of the 19 countries for
which information was available, including the
three largest economies of the region, between
1979-1981 and 1989-1991. Thelargest increases
were recorded in Cogta Rica and Paraguay
(somewhat more than 17% of GDP), while
increases in Argentina, Chile, Ecuador and
Mexico were equivaent to about 10% of GDP. In
Panama and Uruguay, the export ratio rose by
between 6% and 7% of GDP, whilein Colombia
and Venezudatheincrease was between 4% and
5%. It dso rose 4% in Brazil, dthough the
average ratio for that country in the period
1989-1991 was somewhet less than 14%, by far
the lowest in the region. Export ratios in the
Dominican Republic and Guatemda remained
virtualy stagnant during the decade, and dropped
sgnificantly (between 6% and 12% of GDP) inthe
rest of Central Americaand the Caribbean. Of the
South American countries, however, only Peru's
ratio fell (seefigurelll-1).

Imports as a proportion of output were
reduced during the same period in 14 of the 19
countries. The largest declines were recorded in
Argentina, Ecuador, Honduras and Venezuda,
with reductions of between 7 and 12 percentage

points of GDP. Brazil's import coefficient
dropped from 11.5% to less than 7% of GDP
between 1980 and 1985, but recovered to reach
P%in 1991 —dill alow level (seefigurelll-I).

In Mexico, theimport ratio rose from 14% to
17% between 1979-1981 and 1989-1991; it also
expanded notably (12%) in Paraguay. These
increases, however, were attributable to different
causes. In Mexico's case, the import ratio
declined by 8% in 1982 and 1983, the period
when the debit crisis broke out. It then recovered
dowly, returning to its 1980 leve only in 1989
and surpassing it comfortably in 1991, thanks to
trade liberaization, the overvaued exchangerate
of thelast few years and the substantial easing of
external constraints. Paraguay's import
codfficient also recorded sgnificant decreases at
the beginning of the decade but then roserapidly,
attaining about 29% between 1986 and 1988 and
43%in 1991, owing toimproved coverageinthe
recording of imports on the one hand, and to the
growing importance of salesof importsto vistors
from neighbouring countries on the other.

The performance of exports and imports
subgtantidly changed the trade baances of the
Latin American countries. Theregion asawhole
went from a deficit of just over 1% of GDP in
1980-1981 to a surplus of 8% in the period
1988-1990, which dedlined dightly in 1991 to
mewhat less than 7%. However, this excess
wasamog entirely absorbed by the deterioration
intheterms of trade between 1981 and 1991. Net
factor payments to the rest of the world, despite
their declinein recent years, remained at dightly
over 3% of theregiond product. This meansthat
Latin America and the Caribbean trandferred
current resources at 1980 prices equivaent to 9%
of GDP asareault of the deterioration of theterms
of trade and factor payments (modly interest) to
therest of theworld, lowering redl gross nationa
incomein 1991 to 9% less than red GDP (see
tablell1-3).
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The huge transfer of current resources abroad
in the last decade was financed mainly by
reducing gross capital formation, whose share of
CDP fell from somewhat more than 22% in the
1970s to 16% in 1984, and subsequently
remained at that level, on average, until 1990. It
recovered dightly in 1991, but continued to be
much lower than in the past. The share of
consumption, in turn, declined by more than 1%
of (DP between 1981 and 1991, thus contributing
alower proportion than investment to the transfer
of resources. Nevertheless, per capita
consumption -which grew by 2.4% in 1991-
remained 10% bedow the 1980 leve, owing to
reductionsrecorded primarily during thefirst half
of the 1980s (see table 111-3).

Per capita private consumption expanded
notably in Nicaragua (23%) and Argentina (12%o)
in 1991; it grew dmog 8% in Paraguay, and
between 2% and 4% in Chile, Guatemala,
Mexico and Uruguay. Five countries recorded
either dight advancesor virtual Sagnation in per
capita private consumption, while seven others
recorded reductions, which were between 4%
and 5% in the cases of Colombia, CosaRicaand
the Dominican Republic. Per capitaconsumption

contracted in fewer then half the countries of the
region, in contragt to the Stuation in the 1980s,
when reductions in this indicator of well-being
were widespread. However, recoveriesin 1991
dightly attenuated the contractions recorded
between 1981 and 1990. Per capita private
consumption in 1991 was higher than the 1981
figurein only three of the 19 countries for which
information was available (Chile, Colombiaand
Paraguay); however, the increase was very
moderatein thefirg two cases, and in Paraguay's
case, the aggregate known as find private
consumption included sales to vigtors from
neighbouring countries, a market that has
expanded enormoudy in recent years. The mogt
pronounced accumulated declines were recorded
in Nicaragua (-33%), Costa Rica (-30%),
Argentina, Guatemaaand Haiti (down morethan
20%), while per capita private consumption fell
by between 10% and 20% in Bolivia, Ecuador, El
Salvador, Honduras, Peru, Uruguay and
Venezuda. In Brazil, the accumulaed decline
snce 1981 amounted to about 7%, while in
Mexico the contraction over the same period was
only 4%, owing to the rebound recorded since
1988 (s=efigurelll-2).

4. Invesment and itsfinancing

The recovery of investment in 1991 hdped to
rase the regiond coefficient of gross capitd
formation to more than 16% of GDP, dthough that
figure remained much lower than the level
recorded up to 1981 because of a Seep decline
beginning in 1982. Theinvesment coefficient, in
contrast to its behaviour the previous yesr,
increased in most countries in the region.
Particularly notable in this regard were the cases
of Venezuda (from 14.5% to 18.1%), Argentina
(from 7.5% to 9.3%), El Sdvador (from 12.6%
to 14.4%), Honduras (from 16.6% to 19%) ad
Panama (from 11.2% to 18.1%). The Seepest
decline in the gross capital formation coefficient
wasrecorded in Codta Rica, where it dropped by
3% of GDP, reversing the increases observed in
the previous two years. In Chile and Nicaragua,
the investment coefficient also dropped by more
than 1% (seetablel11-4).

Despite the increases in gross capital
formation in 1991, the regiona gross fixed
investment coefficient for 1989-1991 amounted

to only 16%, afigure consderably lower than that
of 23% recorded in 1979-1981. The reduction
was widespread, although its characteristics
differed from country to country in theregion. In
the last three-year period, most countries showed
average codffidents sgnificantly bdow those
recorded before the crisis, while a small group,
after dropping sharply & the beginning of the
period, rapidly recovered their invesment rates.
Thus, between these two periods, investment
codfficients in Argentina, Panama, Uruguay and
Venezud a plummeted by over 10% of GDP, while
in Brazil, Ecuador, Honduras, Mexico, Paraguay
and Peru, the coefficient fel by between 4% and
8% of GDP. In Balivia, Colombia, CosaRica, E
Sdvador, Guaemdaand Haiti, investment falled
to recover the ratios recorded in 1979-1981. The
only countriesthat did so were Chile, Nicaragua
and the Dominican Republic, athough al three
Uffered setbacksin 1991 (seefigure I11-3).
Domestic savings dropped somewhat in
relation to the year before, but remained above
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Figure 111-2
LATIN AMERICA AND THE CARIBBEAN: PER CAPITA PRIVATE CONSUMPTION

(Cumulative percentage variation 1981-1991)
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Figure 111-3

LATIN AMERICA AND THE CARIBBEAN: GROSS FIXED CAPITAL INVESTMENT
AS A PERCENTAGE OF GROSS DOMESTIC PRODUCT a
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23% of GDP in 1991 -after reaching 25% in
1987-1988; till, thefigure continued to be high,

recording seven percentage points of GDP above
the investment rate. National savings aso
decreased, to somewhat less than 15% of the
regional product. External savings, which had

accounted for lessthan 1% of GDPinthe previous
two years, grew considerably (over 2%),

contributing dightly more than 12% to the
financing of investment (seetable111-5).

The enormous difference between the rate of
domestic savings and the small investment
coefficient was attributable to the loss of income
resulting from the gradua deterioration of the
terms of trade since 1980 (which worsened in
1991), to net factor payments (modtly interest on
the externa debt) and to the small amount of net

38

flows of externa savings, which, despite their

spectacular growth in 1991, were equivaent to

haf the amount recorded in 1980i Theworsening
of the terms of trade compared to 1980, which

represented 6% of real GDP, absorbed onefourth

of domegtic savings in red terms. Moreover,

flows of interest and profit remittances aoroad

continued to take up another 14% of gross

domestic savings, despite a decline in 1991.

Since nearly 40% of domestic saving is usudly

channelled abroad and foreign capita in the

region is gtill scarce, invesment levels were

inevitably reduced. Thus, the crisis and its

consequences, which are il affecting mog of

the countries of theregion, have not only lowered
gandards of living but have aso jeopardized

future growth.



Tablelll -1
LATIN AMERICA AND THE CARIBBEAN: TOTAL SUPPLY,
DOMESTIC DEMAND AND GROSSNATIONAL INCOME?
(Indexesand growth rates)

| ndexes Cumulative
( 1980:100) 1987 9% 1989 1% 1991b variation
1989 1990 1991° 1981-1991°
1. Totd supply (2+3) 108.9 110 .3 115.4 34 17 17 12 46 154
2. Gross domestic product
3. Imports of goods and
m“:& 86. 5 94. 2 108. 3 5. 4 9.2 4.3 8.8 15.0 8.3
4. Exports of goods
and services 159. 2 166.3 172.2 9.0 78 51 45 36 722
5. Domedtic availahility
of goods and services
(2+3-4) = domedtic
demand (6+ 7) 101.7 102.2 107.2 2.3 05 09 05 49 7.2

6. Find consumer expenditure® 108.9 109.7 114.5 2.3 038 16 08 44 145
7.Crossfixed capitd formetion  77.2  76.6 82.4 26 09 -22 -07 75 -176
8. Net factor payments

to rest of world 178.2 157.7 139.2 -94 33 49 -115 -117 392
9. Red grossnetiond

income (2-8) d 110.8 1117 116.0 3.8 0.8 12 0.8 38 160
Source: ECLAC, on the basis of official figures converted into dollars at constant 1980 prices.
* Nineteen countries. Preliminary figures.  © Includes variation in stocks. Includes unrequited private transfers and

terms-of-trade effect.
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Tablelll -2

LATIN AMERICA AND THE CARIBBEAN: CONTRIBUTIONSTO

GROWTH OF GROSSDOMESTIC PRODUCT
(Annual average percentages)

Total demand Total supply
Country and Consumption Gross Exports Imports
period fixed iDomegtic  of goods Total ofg%ods dfnrlg c
Government Private®  'NVeSt demand and and product
ment services services

Latin Americaand

the Caribbean

1981-1983 0.2 -20 -24 -4.3 0.9 -3.3 -2.0 -1.3

1984-1987 0.3 2.3 0.6 3.1 0.8 3.9 05 3.4

1988-1989 0.0 0.9 -0.3 0.7 12 19 0.8 11
1990 0.3 0.3 -0.1 05 0.9 14 11 0.3
1991 0.3 3.0 12 45 0.8 53 21 32

Argentina

1981-1983 -0.3 -4.2 -3.3 -8.1 13 -6.6 -2.9 -35

1984-1987 05 16 - 2.0 -0.3 17 0.3 15

1988-1989 0.3 -4.8 -2.6 -7.2 2.0 -5.0 -1.2 -3.7
1990 0.1 -2.2 -1.2 -3.3 33 0.0 0.2 -0.2
1991 0.2 75 2.3 9.9 04 10.3 5.0 53

Bolivia

1981-1983 -0.3 -0.2 -20 -25 -1.2 -3.7 -1.0 -2.7

1984-1987 -0.2 0.8 11 16 -0.7 0.9 13 -0.4

1988-1989 - -0.6 04 -0.2 27 25 i0.4 29
1990 0.5 -0.1 -0.6 -0.2 4.3 4.1 il5 2.6
1991 0.2 5.8 14 74 0.6 8.0n 3.8 4.1

Brazil

1981-1983 0.2 -25 -25 -4.9 0.9 -3.8 -1.3 -24

1984-1987 04 4.0 14 5.6 0.7 6.3 0.2 6.1

1988-1989 -0.1 14 -0.3 10 10 2.0 04 16
1990 0.3 -1.2 -1.3 -2.3 -1.0 -3.2 0.8 -4.0
1991 04 14 0.1 2.0 -0.2 17 05 12

Colombia

1981-1983 0.3 25 0.6 3.3 -14 2.0 0.3 17

1984-1987 04 15 0.2 21 2.8 4.8 -0.3 5.0

1988-1989 0.8 29 04 4.0 0.2 4.2 0.3 3.9
1990 0.8 10 -04 14 33 4.7 10 3.7
1991 0.3 -1.4 -04 -15 2.1 0.6 -1.3 19

Costa Rica

1981-1983 -0.7 -55 -34 -10.2 19 -7.8 -5.1 -24

1984-1987 04 2.6 2.3 5.1 29 7.6 34 4.6

1988-1989 0.5 16 11 3.2 4.8 7.9 3.7 4.3
1990 0.3 -1.0 31 24 45 7.0 34 35
1991 0.2 -5.3 -29 -8.1 4.1 -4.0 -5.0 10

Chile

1981-1983 -0.2 -4.7 -2.1 -7.3 04 -6.8 -3.6 -3.0

1984-1987 -0.1 2.3 16 37 2.6 6.0 14 4.8

1988-1989 0.3 7.2 2.3 9.6 31 124 4.1 8.6
1990 0.1 -0.8 11 04 17 22 0.2 2.0
1991 0.3 3.7 -0.2 3.8 32 7.0 12 5.8

40



Tablelll-2(cont.)

Total demand Total supply
Country and Consumption Gross Exports Imports
period fixed Domestic  of goods To of goods Gross_
.3 invest-  demand and and domestic
Government Private ment services services product
Ecuador
1981-1983 -0.2 -0.1 -25 -2.8 0.4 -2.3 -3.6 11
1984-1987 -0.2 13 04 15 2.0 34 25 0.9
1988-1989 -0.1 0.4 -0.5 -0.2 3.0 2.8 -3.0 5.6
1990 0.3 15 -1.4 0.3 15 18 - 18
1991 0.3 27 10 4.0 33 7.3 31 4.2
El Salvador
1981-1983 0.2 -2.9 -1.2 -3.9 -2.5 -6.7 -1.9 -4.6
1984-1987 0.8 0.6 0.9 23 -0.5 18 - 18
1988-1989 0.1 39 0.9 5.0 -2.9 2.2 10 13
1990 0.2 -0.6 -2.7 -3.2 71 3.9 05 34
1991 0.7 0.9 23 3.9 - 3.9 0.6 33
Guatemala
1981-1983 0.2 -1.8 -25 -4.2 -1.7 -6.2 -34 -2.6
1984-1987 0.4 10 11 25 -0.2 2.3 12 12
1988-1989 0.7 24 0.9 39 18 5.7 16 4.1
1990 0.4 -0.6 -1.7 -20 3.6 16 -14 3.0
1991 0.2 34 0.8 4.3 05 4.8 15 33
Haiti®
1981-1983 0.2 -4.0 0.1 -3.7 11 -25 -0.6 -1.9
1984-1987 0.3 12 0.2 16 -1.7 - -0.5 05
1988-1989 - 0.7 -0.2 04 21 -1.6 -2.7 10
1990 -0.1 -31 -0.3 -34 -1.3 -4.7 4.1 -0.7
1991 -0.2 0.2 -0.2 -0.2 -1.9 -2.1 -0.6 -15
Honduras
1981-1983 -0.2 10 -25 -1.6 -1.4 -31 -3.2 0.2
1984-1987 0.8 19 -0.2 25 14 3.8 05 34
1988-1989 0.8 29 28 6.4 -0.2 6.2 15 4.8
1990 -1.8 31 -15 -0.3 -0.6 -0.9 -04 -05
1991 -14 2.2 2.7 35 -0.9 2.6 14 12
Mexico
1981-1983 05 -1.6 -2.6 -3.7 25 -1.0 -2.3 12
1984-1987 0.2 04 - 0.7 0.9 15 05 10
1988-1989 - 4.0 10 4.9 0.8 57 35 2.2
1990 0.3 3.7 23 6.2 0.9 7.1 27 44
1991 0.3 31 16 5.0 12 6.2 2.6 3.6
Nicaragua
1981-1983 51 -6.5 17 10 14 24 -0.6 3.0
1984-1987 29 -1.6 -0.1 14 -31 -1.6 0.2 -1.9
1988-1989 -14.0 2.2 -3.0 -14.9 0.7 -14.1 -4.8 -8.9
1990 6.8 -7.0 -1.1 -1.3 14 0.1 -0.8 0.9
1991 -11.8 215 -1.3 84 -35 4.9 54 -04
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Tablell1-2(concl.)

Total demand Tota supply
Country and Consumption Gross Exports Imports
period fixed Domestic  of goods Tota of gF])oods Gros;
h domestic
Government Private®  Mvest- demand and . product
ment services services
Panama
1981-1983 13 0.3 -0.7 0.9 0.6 15 -15 29
1984-1987 0.9 11 05 24 0.3 27 0.3 25
1988-1989 -2.0 -3.3 -6.6 -12.4 -1.3 -13.8 -4.9 -85
1990 2.1 14.7 2.8 154 3.6 19.0 13.8 51
1991 0.1 3.6 8.6 123 8.9 21.2 12.1 9.1
Paraguay
1981-1983 05 24 -1.9 11 -0.6 05 -1.1 16
1984-1987 0.2 3.7 0.6 4.3 22 6.3 3.7 29
1988-1989 0.3 -1.6 15 0.3 6.7 6.9 0.7 6.3
1990 0.2 54 2.1 7.7 4.7 124 9.3 31
1991 05 7.8 13 9.5 -11 85 6.1 2.3
Peru
1981-1983 0.1 -0.5 -1.6 21 -1.2 -3.3 -0.5 -2.7
1984-1987 0.3 5.9 0.8 6.8 - 6.7 10 5.9
1988-1989 -1.2 -8.6 -3.0 -13.2 0.3 -12.9 -2.6 -10.0
1990 -04 -24 0.3 -24 -1.1 -35 16 -5.1
1991 -0.5 3.2 13 4.0 -0.2 3.8 19 19
Dominican
Republic
1981-1983 0.8 2.2 -1.6 15 -0.1 14 -2.1 34
1984-1987 -0.2 11 21 29 0.4 3.3 11 2.3
1988-1989 04 05 24 33 14 4.6 19 2.7
1990 -0.8 -4.7 -35 -9.0 10 -8.1 -2.9 -5.2
1991 -0.8 0.1 -0.1 -0.8 -0.7 -15 -0.9 -0.6
Uruguay
1981-1983 0.1 -8.3 -3.2 -12.1 14 -10.3 -45 -5.2
1984-1987 0.6 4.7 -04 5.0 - 5.0 11 4.0
1988-1989 -0.1 -1.0 0.2 -0.8 14 0.6 -0.1 0.7
1990 0.6 -2.6 -0.6 -2.6 2.2 -0.3 -11 0.7
1991 0.7 34 15 55 -0.3 5.2 3.7 15
Venezuela
1981-1983 - -0.9 -2.7 -3.7 -1.7 -55 -3.2 -2.2
1984-1987 0.2 19 -0.6 16 10 25 0.9 17
1988-1989 05 -4.6 -1.8 -5.9 22 -3.6 -2.3 -1.3
1990 0.9 0.3 -04 0.8 4.1 4.8 -1.0 5.8
1991 12 6.9 53 134 18 15.2 6.1 9.1

Source: EQLAC, on the basis of official figuresconverted into dollars at constant 1980 prices.

Government consumption was estimated on the basis of incomplete information.
¢ Government consumption and variation in stocks were estimated on the basis of incomplete information.

* Includes variation in stocks.
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Tablelll -3

LATIN AMERICA AND THE CARIBBEAN: RELATIVE SHARES OF COMPONENTS
OF GROSS DOMESTIC PRODUCT AND OF GROSS NATIONAL
INCOME, AT MARKET PRICES?

(GDP = 100)
Total final Gross Exports Imports Net factor Real
consumer fixed Domestic  of goods  of goods of-trade  Payments gross
expend- capital demand and effect to rest national
iture formation services  services of world income
1971-1980 76.7 224 99.1 16.1 15.2 -2.2 22 95.7
1981 78.2 229 101.1 15.7 16.8 -0.8 39 95.4
1982 77.3 20.3 97.6 16.3 139 -2.7 5.3 92.0
1983 76.1 16.7 92.8 18.1 10.9 -31 5.2 91.9
1984 76.2 16.0 92.2 18.9 111 -2.6 55 921
1985 76.2 16.2 924 184 10.7 -3.2 5.0 91.9
1986 76.5 16.8 93.3 17.8 111 -4.7 47 90.9
1987 75.9 16.7 92.6 18.8 11.3 -5.0 4.1 91.2
1988 75.8 16.4 92.2 20.0 12.3 -5.2 4.2 90.9
1989 76.0 15.9 91.8 20.8 12.6 -5.3 4.3 90.9
1990 76.3 15.7 92.0 21.7 13.7 -54 3.8 91.3
1991° 77.2 16.4 935 21.7 15.3 -5.9 33 91.4
Sour ce: ECLAC, on the basis of officiad figures converted into dollars at constant 1980 prices.
* Nineteen countries. Includes variation in stocks. ¢ Preliminary figures.
Tablelll -4
LATIN AMERICA AND THE CARIBBEAN: INVESTMENT COEFFICIENTS
(Gross fixed investment as a percentage of gross domestic product)
1980 1983 1984 1985 1986 1987 1988 1989 1990  1991°
Latin America and
the Caribbean 231 16.7 16.0 16.2 16.8 16.7 16.4 15.9 15.7 16.4
Argentina 222 13.9 124 115 11.8 131 113 8.7 75 9.3
Bolivia 14.2 9.1 10.2 12.4 134 13.7 13.6 13.7 12.7 13.6
Brazil 229 16.9 16.3 16.4 18.7 179 17.0 16.7 16.0 15.9
Colombia 16.8 17.6 17.2 15.7 15.8 15.1 16.1 14.7 13.8 131
Costa Rica 239 151 17.7 185 19.6 20.7 19.3 21.2 234 20.3
Chile 155 104 11.6 125 12.6 139 14.3 15.7 16.5 154
Ecuador 236 15.8 145 14.8 150 16.9 144 14.3 12.6 131
El Salvador 13.6 116 116 12.6 134 14.3 14.6 15.8 12.6 144
Guatemala 18.0 115 10.3 10.1 11.8 154 15.2 158 13.6 13.9
Haiti 17.2 18.7 19.2 21.2 18.6 19.0 18.8 18.2 18.0 18.0
Honduras 24.5 17.0 18.6 17.6 140 14.2 153 18.1 16.6 19.0
Mexico 24.8 16.6 17.0 17.9 16.4 16.1 16.8 17.3 18.8 19.7
Nicaragua 14.6 18.0 18.7 19.8 18.7 19.1 194 15.7 145 133
Panama 24.3 204 19.0 194 20.6 20.2 10.9 8.9 112 18.1
Paraguay 27.2 20.6 20.1 194 20.0 204 19.8 20.7 221 228
Peru 235 20.3 18.1 15.7 171 18.8 17.7 16.0 17.2 18.2
Dominican Republic 239 174 18.8 18.0 18.1 23.6 25.8 27.0 24.8 248
Uruguay 21.0 13.7 10.8 85 8.8 104 10.9 10.7 10.0 11.3
Venezuela 29.0 225 180 19.2 19.6 18.9 195 15.8 145 18.1

Source: ECLAC, on the basis of officia figures converted into dollars at constant 1980 prices.
* Preliminary figures.



Tablelll -5
LATIN AMERICA AND THE CARIBBEAN: FINANCING
OF GROSS CAPITAL FORMATION?®

1071
JA¢ 1980 1983 1984 1985 1986 1987 1988 1989 1990 1991

Coefficientsin respect of gross domestic product

1.Grossdomesticsavings 239 230 231 237 247 237 249 250 244 239 234

2. Net external factor
payments 21 27 5.2 55 5.0 47 4.1 4.2 43; 38 3.2

3. Unrequited private
external transfer payments 0.1 0.1 0.1 0.2 0.2 02 03 0.3 04 05 0.6

4. Terms-of -trade effect -2.5 - 31 -26 -32 -47 50 -52 -53 54 -60
5. Gross national savings

(1-2+3+4) 194 204 149 158 166 146 161 159 153 153 1438
6. Externa savings 32 44 10 01 0.5 25 14 13 07 05 2.0
7. Gross capital formation

(5+6) 226 247 159 159 171 170 175 173 160 157 168

Other coefficients
Domesti ¢ savi ngs/gross

capital formation 105.7 93.0 1451 148.8 1447 139.2 1426 1450 1526 1519 139.0
Terms-of-trade effect/
domestic savings -10.4 - -132 -109 -131 -199 -201 -208 -215 -224 -255

Net external factor
payments/domesticsavings -8.7 -11.9 -226 -232 -204 -19.7 -164 -16.7 -17.7 -159 -138

Source: ECLAC, onthe basis of offidd figures converted into dollars a congtant 1980 prices.
* Nineteen countries. Prdiminary figures



V. MACROECONOMIC POLICY AND INFLATION

Infletion rates plummeted in the region in 1991.
After three years of turbulent domedtic price
fluctuations in the countries of Latin America
and the Caribbean, the widespread adoption or
intengfication of stabilization programmes and,
in particular, the shock tactics put into effect in
economies suffering from more acute inflation
brought about a rapid reduction of price
variations. Infact, average priceincreasesfor the
region, weighted by population, fel from
1,200% in 1989 and 1990 to around 200% in
1991; athough thisrateis till high, the dramétic
improvement and the downward trend observed
throughout the year are promising signs (see
tablelV-1). Theratesof inflation recorded in the
various economies towards the end of 1991
suggest even gregter progress. The annudized
rate of consumer price variation in 19 countries
for the last quarter of the year shows that
inflation was under 20% in 12 of them, and
fluctuated between 30% and 50% ayear inthree
others. Only four countries had higher rates,
three of which were between 55% and 80%, and
only one of which exceaded these levels at the
end of 1991.

Countries with chronicaly high inflation
drastically reduced their domestic price
increases. Following the bouts of
hyperinflation recorded in amos all of them,
the shock tactics adopted in 1990 and 1991
-which included radical exchange-rate,
monetary and financial reforms- slashed
inflation from 1,350% to 84% in Argentina,
from 1,600% to 480% in Brazil, from 13,500%
to 780% in Nicaragua and from 7,650% to
140% in Peru. Prices stabilized notably
towards the end of the year in Argentina and
Nicaragua, whose monthly rates were in the
neighbourhood of 1% to 2%, and in Pery,
whose monthly average was 4%. The case of
Brazil sood in sharp contrast to the others;
athough the country adopted measures at the

beginning of the year to make the 1990
gabilization programme even more restrictive,
and succeeded in reducing the rate of inflation
in the second quarter of 1991, the trend
subsequently reversed itsdlf and, in the lagt
quarter, led to apriceincrease of about 25% per
month. Uruguay, which is aso plagued with
chronic inflation, though never as severdy asin
the aforementioned cases, managed to cut its
annud rate from 130% in 1990 to 80% in 1991.

Economies which a few years ago
experienced high rates of inflation have kept their
sabilization programmes in force, with varying
results. In the Dominican Republic, inflation
plunged to 4% after having reached 100% the
preceding year. Mexico also made notable
progress by reducing its rate of domestic price
variation to 20% (from 30% in 1990).
Venezuelas progress, however, was more
modes (from 37%in 199010 31%in 1991), and
Ecuador's rate was virtualy unchanged from its
1990 level (admost 50%). Consumer prices in
Guatemda, after increasing considerably in
1990, went up another 10%in 1991.

Economies with moderate inflation aso
underwent varying devel opments. Some of them
were able to neutrdize, to a greater or lesser
extent, the inflationary upsurges of the previous
year: Chile reduced its rate from 27% to 19%;
Paraguay, from 44% to 12%; El Sdvador, from
19% to 10%; Honduras, from 35% to 22%; and
Haiti, from 26% to 7%. Others faced strong
resistance that alowed price movements to
decrease only dightly, as in Colombia (from
32% to 27%), Balivia (from 18% to 15%) and
Coda Rica (from 27% to 25%). Meanwhile,
Panama maintained its low rate of inflation of
about 1%.

In the English-gpesking Caribbean, Jamaica's
rate of inflation rose from 30% in 1990 to 80%in
1991, and that of Barbados, from somewhat more
than 3% to 8%. Trinidad and Tobago reduced its
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annud price increases, which had bordered on
10% in recent years, to only 2%}

Two fundamentdly important circumstances,
which strongly influenced inflationary processes,
characterized economic policy in mog of the
countries of Latin Americaand the Caribbean: a
marked tendency to reduce public-sector
financid imbaances, and a widespread trend
towards the shrinkage of real exchange rates in
the context of a condderable inflow of foreign
capital.

Following the severefiscd adjusments made
in the previous biennium, which sgnificantly
reduced the public sector's financid needs, in
1991 most of the countries of the region
intensified their quest for fiscal balance.
Economies whose public sector had been
restructured more recently showed greater
fragility in budget management then did those
whose restructuring processes had been under
way for some time. In mogt cases, financid
bal ance was achieved through extraordinary cuts
in spending, on both consumption and
investment, which even included postponing
foreign debt service payments; in other cases,
countries resorted to sales of fixed assets,
including the privatization of public enterprises,
which provided the capital inflows needed to
bal ance public accounts. In these economies, the
success of stabilization programmes based on
fiscal adjustment will depend on whether
circumstantial revenues can be replaced by
permanent fiscal resources and, moreover,
whether spending cuts trandate into a definitive
restructuring of different services. If thisdoes not
occur, unfavourable expectations may arise
concerning the durability of the public sector's
financial equilibrium; this could alter
private-sector projections and introduce ah
uncertainty factor that would undermine the

progress achieved to date in the fight againgt
inflation.

Ancther phenomenon which has arisen with
particular intendty and frequency has been the
tendency for redl exchangeratestofal, dthough
in many casesfrom ahigh level (seetableV-1).
A considerable inflow of externa resources,
condgting largdy of short-term private capita
and repatriated capita attracted by the existing
differential between declining international
interest rates and the interet offered on local
currency in acontext of faling nomina exchange
rates, expanded the supply of foreign exchange,
while demand contracted with the reduction of
uncertainty regarding exchange rates. This
generated pressure which lowered the real
exchange rate. Although this effect supported
dabilization programmes, it dso introduced a
negative factor for international competitiveness
by increesing domegtic costs in dollars. Faced
with this economic policy dilemma,
Governments resorted to various strategies. The
central banks of a number of countries opted to
intervene in the exchange market, increesng
demand in order to counter the deterioration of
the real exchangerate. These operations, which
increased official international reserves,
expanded the money supply by the equivaent
vaue in loca currency, which trandated into
greeter liquidity than necessary to meet thegoas
of dabilization programmes. In other cases,
priority was given to the objective of lowering
inflation, and greeter autonomy was maintained
in monetary policy, which caused aconsiderable
dropinthered exchangerate.

In addition, the trade liberalization and
tariff-reduction programmes being implemented
in many countries of the region have helped to
reduce inflation by promoting price reductions
and an increasein aggregate supply.

1. Stahilization in chronically high-inflation countries

Following the outbresks of hyperinflation in
1989 and 1990, countries with chronically high
rates of inflation gpplied rigorous adjusment
programmes, which in dmogt all cases helped to
lower inflation significantly. The most

spectacular results were recorded in Argentina
and Nicaragua, which, by the end of the year, hed
not only conquered hyperinflation but were also
on theway to consolidating anew pricing sysem
compatible with moderate inflation. In Pery,

More detailed information on these countriesis given in chapter [ X.
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price increases dowed down appreciably, but
inflation remained a a farly high leve in a
fragile macroeconomic context. In contrast,
while priceincreasesin Brazil werelower thanin
the previous year, monthly inflation was over
20% and the basic mechaniams of high inflation
weredtill in place (seefigure 1V-1).

The drop in inflation reached extraordinary
proportions in Argentina, where the rate fel
gseeply in the second hdf of 1991. After price
hikes of over 1,300% in 1990, inflation plunged
t0 84%in 1991 (the lowest figure recorded since
1986); at year'send, priceswererigng a therate
of only about 1 % per month. New economic rules
drawn up in 1991 subgtantidly modified the
previousregime. Inthe area of externa trade, the
number of tariff categories goplied to imports
was reduced, with the exception of certain goods
that received special treatment, and the
maximum tariff was lowered to 22%; moreover,
quantitative restrictions and pecific dutieslevied
on certain products were diminated. Efforts to
trandfer activitiesto the private sector continued;
the largest operations took place in the oil and
railway sectors. A timetable of privatizations for
1992 was unveiled, which mainly concerned
industrial and energy-producing enterprises.
Reforms of the hiring sysem were introduced,
and awide-ranging decree diminated regulations
applicable to anumber of activities. Thelaw on
convertibility, in turn, established a dtrict
monetary sysem based on a fixed exchange rate
againg the dallar.

In the first part of the year, the
macroeconomic scenario was characterized by
the rupture of the redtrictive mongtary scheme
which had been applied since the year before,
involving the dirty float of foreign exchange.
Although this programme had reduced inflation
to around 6% a month in the fourth quarter of
1990, the steep drop in theredl exchangerate and
the perception that fiscd adjusment was beset
by obstacles generated unfavourable
expectations. Early 1991 saw an upsurgein the
demand for foreign exchange, which could not
be contained through salesby the Centra Bank;
the result was amarked increasein the exchange
rate, which dimbed over 80% in the firs two
months. Domestic prices showed similar
tendencies, but to a lesser degree: the variaion
in the consumer price index reached 27% in

February. In response to this dtuation, the
Government established an exchange-rate
spread with a ceiling of 10,000 australes to the
dollar, a value somewhat higher than that
dready reached in the market. It so decided to
increase public rates and charges and announced
measures to boogt tax revenues and restrain the
expangion ofdomesticcredit granted through the
officid banking system. Although these policies
did not completdy disspate expectations of
inflation, they dleviated the pressure on the
foreign exchange market and brought about a
dowdown in priceincreases, which amounted to
11% in March. At the end of that month, the
authorities announced a new programme which
centred on an exchange rate fixed by law a
10,000 audtraes to the dollar, and which was
legdly committed to unrediricted convertibility
of the currency & that fixed rate, which could
only be changed by parliamentary vote. It was
also decided that the Central Bank's
international reserves should at all times cover
thefull value of the monetary base and that these
backup assets could not be put to any other use.
The announcement of the new monetary
regulations sparked astrong reactionin financia
markets; the sudden drop in the interest rate and
the abundant supply of foreign exchange
indicated that the anchoring of the exchangerate
had effectively countered expectations of
devauation. Moreover, the Government Sgned
sectoral agreements that included price
reductions which, in some cases, were offsat by
tax bresks. The initial reaction of the consumer
price index (CH) was limited; however, in April
its growth dropped to 5.5%, and continued to
dow down in succeeding months.

Apart from the specific provisons of the law,
the generd ideaof convertibility -in both officid
statements and popular interpretation- was
cearly associated with the establishment of a
fixed-exchange-rate system, under which the
supply of reserveswould be closdly related to the
baance of payments The hardhness of these
conditions imposed gringent requirements on
public finances and the pricing system, so that
convertibility in this sense would become a
permanent regime; as a counterpart to this
rigidity, uncertainty about the drift of policies-in
particular, about one of their mos important
variables, the exchange rate- was put to rest for

47



Figure IVv—1
MONTHLY VARIATIONS IN THE CONSUMER PRICE INDEXES OF

ARGENTINA, BRAZIL NICARAGUA AND PERU
(Percentages)
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the short term, and a definite orientation was
given to fisca management.

Inthislast ares, the programme was based on
a number of recent changes. The obligatory
converson of bank depodts into externa bonds
at the beginning of 1990 -known as the "Bonex
plan”- hed diminated interest-bearing reserves;
previoudy, the maturity date of various public
securities had been postponed. Thisdid not cause
the domestic public debt to disappear, but did
make the Government much less vulnerable
financidly to fluctuations in domestic interest
rates or to possble "crises of confidence’ that
could reduce demand for its securities. Moreover,
the privatization of public enterprises and other
entities had crested a new source of financing
with the potentid to contribute a condderable
volume of resources, and won confidence anong
influentid groups. Moreover, despite some ups
and downs, the Tressury recorded successve
operating surpluses and had, for sometime, been
adjugting outlaysto the availahility of cash. This
had been accomplished through painful
belt-tightening, since revenues continued to be
low, and no permanent basis had as yet been
given to a budget plan under which the public
sector could meet its obligations. In the
convertibility plan, priority was given to
increasing tax revenues through a recovery in
activity level, to be achieved through the
normalization of the economy and, especidly,
through Structural and adminigtrative reforms of
the tax system.

The drop in inflation had immediate postive
effects on tax receipts and the purchasing power
of wages. In addition, theinflow of private capital
prompted a reduction in the interest rate and
expanded the demand for financid and red
assets. Asinthe padt, though perhapswith greater
intensity, the slowdown in inflation was
accompanied by a spurt in the level of activity.
This reaction was one factor thet influenced the
increasein tax revenues, a the sametime, efforts
to improve tax management began to bear fruiit.
The central Government continued to cut back its
expenditures. there were no more across-the-
board wage hikes after April, the number of
personnd was reduced (though this necessitated
immediate outlays in the form of compensation)
and there was no increase in investment
expenditure, which had dropped to a low level.

Neverthdess, the contraction of the deficit did
not obviatethe nead for financing, which was met
in part through recourse to credit but also, to a
sgnificant extent, through the sde of assets.
Thus, fiscd management did not exert pressure
on monetary policy and, despite the widespread
perception that this financing scheme could not
be usd indefinitdly, expectations in financid
markets were no longer based on the very
short-term Stuation of public-sector cash flow.
With some vicissitudes attributable to
adjustments of the prices of services and
commodities, the rate of inflation took a
downward turn. Towardsthe end of theyesr, the
vaiaionin CPI hed fdlento about 1 % per month,
a very low percentage in light of Argentinas
experience in recent decades. The economy was
not re-indexed, in part because of policy
decisons to prohibit the inclusion of automatic
adjugment clauses in contracts and the granting
of wage increases on the basis of pagt inflation,
but dso because inflationary expectations hed
softened condderably. A sgnificant drop (-27%)
was observed in thered exchangerate calculated
according to the variation in CPI, which does not
gppear if wholesde pricesare used asareference
variable. Thisdemongratesthe greater volatility
of prices for services, which represent a higher
proportion of the consumer price basket. The
reduction of taxes on exports compensated in part
for the drop in the red exchange rate (see figure
V-1).

Nicaragua achieved outstanding resultsin its
adjusgment and gtabilization programme, which
enabled it to end hyperinflation in 1991. During
the year, intensve economic and indtitutiona
reformswere introduced and the third stage of the
economic stabilization policy was initiated,
which dragticdly curbed the hyperinflation of
recent years. The notable progress represented by
the reduction of inflation from 13,500% in 1990
to 775% in 1991 gppears even more impressive
in light of the fact that overall price levels fel
between May and August and rose very
moderatdy in the find four months. In March
1991 a series of economic policy measureswere
adopted to strengthen the stabilization and
sructura adjustment programmes launched the
year before. These induded devauing the gold
cordoba fram one to five per dollar, diminating
the Centrd Bank's granting of net credit to the
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Government, limiting thet ingtitution's credit to
commercial banks and keeping the fiscd deficit
a levels consigent with externa borrowing
capacity. These measures brought about a
corrective rate of inflation of 260% in March.
However, the gahilization of the exchange rate,
fiscd audterity and a rigid monetary policy,
which included high redl interest rates, hdped to
quickly curb consumer price increases.
Consumer prices rose 838% in the firg four
months and then fell between April and Augud,
to rise again by 8% between August and
November and declinedightly in December (see
figure 1V-1).

The marked devauation of the gold cdrdoba
stabilized the current market value of the dollar
and subgtantiadly reduced the difference between
itsofficid and freerates, a atimewhen increased
family remittances had boogted the supply of
foreign exchange. The support of the United
States and the rest of the internationa financia
community for the country's sabilization and
structural adjusment programmes yielded a
greater abundance of foreign exchange, which
sarved to finance the negative balance on current
account of the balance of payments and initiated
a recovery of internationa reserves. Draconian
auderity in the management of public finances,
including an intensive programme to reduce
Government employment that entailed a
considerable cut in the number of army
personndl, and a red increase in tax receipts,
particularly from indirect taxes, led to an
improvement in the fiscd Stuation. In addition,
though the deficit reached high levels (on the
order of 7% of GDP), it wasfinanced exclusvely
by officid unrequited trandfer payments and
externa credit, which, in aremarkable recovery
from previous levels, exceeded the central
Government's financing needs by 2.6% of GDP.

Inflation also declined sharply in Peru.
Following the exaggerated levels recorded in
previous years, the reduction of the fiscd deficit
and the application of a redrictive monetary
policy cut consumer price variationsto 139%in
1991. Prices decderated notably throughout the
year, but showed marked fluctuations, after
risng some 17% in January, owing to the ddayed
effect of an increase in public rates and charges,
they dowed their pace until May, when inflaion
surged again owing to the delayed efect of
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devauation and of ancther increase in public
rates and charges, especidly for fudls. Inflation

declined again garting in July, and the downward
trend became more evident in the last quarter,

when arate of 3.7% per month was recorded -the
equivaent of less than 60% annually. Although

this monthly rate was well below those recorded

in 1990, it was till high owing to a number of

factors. On the one hand, the fiscd baance was
largely based on successive increases in public
rates and charges, particularly for gasoline,

which influenced theincreasein CPI. In fact, the
risein thoserates was more pronounced than the

increese in overdl price leves, ranging from

176% ayear for hedth servicesto 365% for fuels
and dectricity. The sharp rise in the nomina

exchangerate in the second quarter (50%), which
induded a dgnificant speculative component,

hed the same effect. In generd, the economy's
high degree of dollarization has made price

variaions very sendgtive to movements in the
exchangerate. The Central Bank countered this
situation by ceasing to acquire foreign

exchange on the market. The cost of the dollar

gabilized in the third quarter, but rose 14% in

October when the monetary authority once
again began to acquire dollars in a market in

whichthelocal currency wasregarded asbeing

greatly overvalued. Lastly, high domestic

interest rates, the considerable impact of fixed

costs owing to excess capacity and delaysinthe
distribution of the effects of trade liberalization

also helped to keep inflation at a higher level

than expected.

Both fiscal and monetary policy had
contractionary effects. The central Government's
deficit fel from 6.7% of GDPin 1990 to 168% in
1991; moreover, in contrast to previous cases, the
deficit was financed with externa resources. The
rest of the non-financia public sector managed
to virtudly baance its budget. Meanwhile, the
redrictive orientation of the monetary policy
mede it one of the pillars of the stabilization
process in 1991. While this policy hdped to
contral inflation, it aso caused an upsurge in
domestic interest rates, which stimulated the
inflow of short-term foreign capital. Monetary
expandon also contracted dramaticaly (from
amog 5,000% in 1990 to 133% in 1991), to
remain more or lessstable at 168% of GDP. TO
discourage dollar depodts and to counter the



monetary expansion caused by the Centra
Bank's acquisition of foreign exchange, the
margina reserve requirementswere increased for
both depogtsin foreign currency (from 30% to
60%) and depogitsin locd currency (from 15%

t0 40%) at about themiddle of theyear. Generdly

speaking, the Peruvian economy remained highly
dollarized (in December, dollar deposits
represented 60% of tota liquidity), while the
tight monetary policy hdped to maintain a low
red exchangerate (theratefdl by 26%in 1991,
bringing the cumul ative reduction to nearly 70%
since 1985) and high interest rates in loca
currency, whichin red termsaveraged 11% over
the firg 10 months of the year. Moreover, the
stabilization programme continued to be
accompanied by Sructurd reforms. In March,
tariffs were reduced to a maximum of 25%,
which causad the average tariff to fdl from 26%
to 17%. Foreign exchange controls were
eiminated, the State petroleum monopoly was
abolished and aliberd foreign invesment regime
was adopted. In addition, the Government
proposed a set of over 100 laws desgned to
liberalize the economy.

Stabilization attempts in Brazil, on the other
hand, faced serious difficulties. While inflaion
in 1991 (480%) was only one fourth the rate
recorded in 1990, the economic Stuation was
once agan highly turbulent, to the point where
the monthly price variation climbed to about 25%
a year'send. Following theinitial impact of the
dabilization plan adopted in early 1990, which
included the freezing of 75% of financid assets
and afiscd adjusment on the order of 8% of GDP,
inflation again picked up speed in the find
months of that year and reached nearly 20% in
January 1991. Given this situation, the
Government adopted a new and heterodox
stabilization programme that included
wide-ranging price controls, a wage freeze
following an initial adjustment and a new
financid reform which turned overnight bank
deposits into Financia Application Funds (FAR
for the purchase of public securitiesor for certain
investments. At the same time, taxes on
short-term financia assetswereraised, indexing
mechanisms based on prior inflation were
eiminated and a reference interest rate was
established to serve as an indicator of predicted
inflation. The main fiscal policy measure

consisted of limiting central government
spending to the amount of available resources.

In the firgd months of the new programme's
execution, inflation plummeted after topping
21% in February. This "respite" from inflation
boosed purchasing power and encouraged the
commerce sector to build up stocks, thus
reversng the economy's dide towards recession.
However, the de-indexing measures, price
controls and government spending limits
generated strong pressures that led to the
replacement of the economic team in May 1991.
The new authorities reoriented economic policy
to gradudly decontrol prices, resorting for this
purpose to "sectoral councils' where the
Government and representatives of production
chains sought to establish price readjusment
indexes. Moreover, beginning in September, and
for a12-month period, thefinancid daimsfrozen
under the Collor Plan of March 1990 were
scheduled to be released, for a tota amount
equivalent to 6% of GDP. The recovery of
domestic demand and the decontral of prices,
together with the expectations generated by the
imminent unfreezing of financid clams and the
regppearance of the public sector's operating
deficit, gave inflation another boog, pushing it
up to amonthly rate of 15% in August.

Given this highly volatile Stuation, the new
economic team introduced changes in monetary
policy beginning in August, and took steps to
reform fisca policy as well. In the monetary
sphere, mechanisms were implemented to
gerilizeliberated cruzados novos, which began
to becdled inin August, one month in advance
of the origind date; for this purpose, specid
tax-free deposits adjused daily were established,
with a higher red interest rate (8%) than savings
deposits. Moreover, the accderation of inflation
accentuated the population's preference for
financid cdams over money. The consequent
reduction of credit brought about an increasein
thelending interest rate. Although the borrowing
rate did not follow suit, in part because of alag
in the reference rate, the cruzados novos were
successfully diverted away from consumption
expenditures, since over hdf of themended upin
the specia depodts. In the fiscd sphere, the
executive branch submitted to the Congressa st
of conditutional amendments concerning state
and municipa financing, entitlements of public
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employees, the cregtion of new taxes and the
privatization of State services. In addition, it
sought approval for an increase in federd taxes,
particularly income taxes, beginning in 1991.
The Congress postponed the constitutional
amendments until 1992, and the fiscal adjustment
is still under discussion.

International reserves dwindled by nearly a
fourth between June and September owing to
fluctuations in the inflow of external capital and
the atempt to maintain the nomind exchange
rate. In view of these circumstances, at the end of
September an abrupt additiond devauation of
16% wasintroduced. The drain on reserves could
not be controlled until October, when the Centrd
Bank stopped its intervention in the pardld
foreign exchange market through gold
transactions. To keep these foregn exchange
measures cons stent, the Central Bank raised the
real interest rate considerably, so that it reeched
nearly 4% amonth in November. The additiond
devaluation, the termination of rent freezes and
expectations concerning the adoption of a new
programme spurred inflation markedly in
October, when consumer prices rose 25%. The
authorities toughened monetary constraints,
raising thereal interest rate while keeping atight
rein on federd expenditure and egtablishing a
policy for regulating public rates and charges
based on the evolution of the cost of the goods

and sarvices produced. The monetary policy's
powerful impact set off anew recessonary cycle
in domestic production. This climate of

economic depression, together with the
maintenance of high real interest rates and the
National Treasury's balanced reserves, mitigated
the inflationary acceleration recorded since
October and, in particular, reversed expectations
of price hikes of over 30% a morth in the lagt

quarter. Even so, prices again rose by about 25%
monthly in November, then dackened their pace
dightly (to 23%) in December, despite the fact

that mogt prices had been deregul ated.

Thered drop in public revenues (15%) gave
rise to an operating deficit in the non-financid
public sector of aout 1% of GDP, compared to a
surplus of 12% in 1990.

To enhancether programme's credibility, the
economic authorities decided to use only classic
tools of fiscd and monetary policy, instead of
resorting to unconventional mechanisms. Also
hepful in this regard was the continuation of the
sructura reforms announced in March 1990
when the current Government took office. As part
of the privatization process, beginning in
September 1991 four State-owned enterprises
were 0ld for nearly US$2 billion. Furthermore,
despite problemsrel ated to foreign exchange, the
liberalization of import policy continued on
schedule.

2. Persistently high inflation in countries
with controlled instability

The rate of inflation remained relatively high in
this group of countries, which in recent years
have operated under a regime of controlled
ingability marked by pricesthat increaserapidly,
but without approaching hyperinflation.
Neverthdess, the results achieved have varied
from one country to another. While Uruguay, a
country with a long tradition of inflation,
substantially slowed price increases and
Venezuela did the same, though to a lesser
degree, Ecuador maintained its rate of inflation
at the 1990 level. Coda Rica, whose economy is
aso consgdered to operate under a controlled-
ingability regime (dthough with lower rates of
inflation than the other countries mentioned),
managed to reduce the monthly rate of price
increases in the second hdf of the year.
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The 1991 rate of inflation in Uruguay, though
dtill high (81%), represented a drop from the
preceding year's high level of 129%. Fiscdl
adjugment remained the principa component of
economic policy, snce it was assumed that a
reduction of the fiscal deficit would lower
government demand for credit from the banking
syslem and, in turn, would rdieve inflationary
pressures semming from the corresponding
monetary expansion. The new adjustment
resulted in afinancid baancein the consolidated
public sector, which had recorded a deficit of
2.5% of GDPin 1990 and 6.5%in 1989. Over hdf
of this reduction was attributable to the lower
interest paid by the Centrd Bank, while the
increase in the Government's current revenues
(equivalent to 1.5% of GDP) was another



important contributing factor. Interest paid by the
Central Bank decreased because of a
smultaneous reduction ininterest ratesand inthe
Bank'sindebtedness. The debt with international
banks diminished as a result of the agreement
sgned in 1990 under the Brady Plan, while the
rea vaue of the Monetary Regulaion Notes in
circulation aso contracted. Accrued interest on
foreign debts fdl because of thé decline in
internationd rates, and on loca debts because of
reduced demand by the monetary authorities for
financing on the local market. This brought the
Centrd Bank's quad-fiscd deficit down to just
over 2% of GDP. Public enterprises, for their part,
maintained a financia surplus of somewhdt less
than 1% of GDP.
Although the improvement in fiscal
caused a contraction in net credit
from the Central Bank to the non-financid public
sector, the high degree of indexation attached to
domestic price formation and the purchase of
foreign exchange by the Central Bank trandated
into a monetary expanson on the order of 100%
ayear and continued private-sector expectations
df, inter alia, arate of pricevariaion higher than
that projected by the Government. Exchange-rate
policy was strongly oriented towards keeping the
rate of devaluation at about 60% a year, which
was hinted & during the firg hdf of the year and
became more obvious during the second hdf,
when the exchange rate showed amonthly rate of
variation very close to 4%. An abundant supply
of foreign exchange owing to increased
purchases by Argentine tourists and to theinflow
of private capital meant that the monetary
authorities acquired a considerable volume of
international reserves, causing an increasein the
monetary base, which contributed to a rate of
inflation higher then thet officdly projected.
Thus, the "inflation tax" served to finance the
acquistion of internationa reserves which, in
practice, brought down the public sector's net
indebtedness. Wage adjusments in the private
sector (usually made every four months)
continued to be cdculated on the basis of past
inflation, so that expectations of price variaion
in the neighbourhood of 5% a month were
maintained. As a result, even though inflaion
dowed, it continued to exceed the Government's
objectives. Moreover, the divergence between
devauaion and domestic prices eroded the redl

exchange rate, whose average leve fdl 15% (see
figurerv-3).

Inflation remained highly intractable in
Ecuador, where the 49% increase in CPl was
comparable to the annud rates for the previous
two years. The ineffectudity of the anti-inflation
policy is attributable to the public sector's
relatively high deficit (both fiscal and
quad-fiscd), financed with domegtic credit, and
to the exchange-rate policy, which sought to
maintain a high, stable exchange rate and thus
necessitated the monetization of the private
sector's external surplus and, under these
circumstances, became a mechanism for
propageting inflationary pressures. The nomina
exchange rate underwent minimum weekly
adjustments of 3.50 sucres and three specid
devauations (6% in January, 4% in June and 10%
in July), which kept the red exchangerate stable.
Fisca policy faced serious problems, largdy
because of the declinein oil revenuesthroughout
the year, which ultimately trandated into a
non-financid public sector deficit of 129 of GDP
in 1991, compared to asurplus of 0.6% in 1990.
Moreover, the Central Bank's quas-fisca deficit
in 1991 (caused by external debt servicing,
subsidized credits, monetary stabilization bonds
and net purchases of foreign exchange) hovered
a around 2.5% of GDP. Thus, the consolidated
public sector deficit grew by about 2% of GDP,
amounting to dightly less than 4%. The high
deficit prompted the authoritiesto adopt augterity
measures. Accordingly, current government
expenditure (except wages) was cut by 15%
midway through the year. In September,
domestic fud prices were raised and the system
of monthly price adjusments was reintroduced
as a means both of augmenting revenues and of
curbing contraband trade in petroleum products
with neighbouring countries. Steps were aso
taken to reduce the expenditures of public
enterprises. Monetary policy aso faced serious
problems because, in addition to having to
finance a higher fiscd deficit, Ecuador had to
assmilate an increase of US$160 million in
international reserves. The main monetary
control measures were the management of cash
holdings, open-market operations and increases
ininterest rates, which became mildly positivein
red terms beginning in August. These messures
made monetary policy somewhat more
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Figure 1V-2

LATIN AMERICA: TWELVE-MONTH VARIATIONS IN THE
CONSUMER PRICE INDEXES OF SELECTED COUNTRIES
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Figure 1V-3
LATIN AMERICA: TWELVE-MONTH VARIATIONS IN THE
CONSUMER PRICE INDEXES OF SELECTED COUNTRIES
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Figure 1V-4

LATIN AMERICA: TWELVE-MONTH VARIATIONS IN THE
CONSUMER PRICE INDEXES OF SELECTED COUNTRIES
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redrictive than in the preceding year, since the
money supply, whose expanson in 1990 had
outdistanced price increases, grew a a rate
dightly lessthan the rate of inflation. Lagtly, the
tariff-reduction programme was continued, and
in November 1991 entered its second phase with
the lowering of the maximum tariff to 35%
(except for automobiles) and the abolition of
surcharges. These measures supported the
anti-inflation policy in terms of cogts.

Venezudawas able to lower its inflation by
no more than a limited amount, as the 31%
increasein CH for 1991 was not much lower than
the rate of dightly over 36% recorded as of the
end of 1990. Strong domestic demand and the
rapid growth of monetary aggregates (especidly
during thefirg haf of the year), together with the
continued process of price adjustments for
public-sector goods and services, were the main
factors that neutralized, to some degree,
inflation'stendency to decline. The expanson of
imports -partly as aconsegquence of the country's
comfortable externa accounts podtion and the
reduction of the maximum tariff from 50% to
40% under the trade liberdization programme-
exerted an opposng influence by reducing the
pressure of domestic demand. A dowing of the
rate of devaluation contributed to an increase in
imports (the real exchange rate calculated
according to CPI dropped by around 7%6) and, a
the same time, heped relieve the pressure on
domestic prices.

Broad money continued to expand very
swiftly during the firg haf of the year, marking
up an increase of 66% for the 12-month period
ending in June. Thissharp rise may have partidly
been a reflection of the replenishment of red
money baancesfollowing asubstantia decrease,
as well as the greater demand for financing
generated by the boom in economic activity. In
any event, the pivotd factor was the increase in
the expenditures of the centra Government and
the State petroleum company, which put strong
pressure on the monetary base. In order to
dleviaethe pressure on prices and the exchange
rate, during the firg few months of the year the
Central Bank continued to offer its own
short-term ingruments on the open market. These
operations began to lose their effectiveness,
however, as the liquidity of the securities in
circulation mounted. Accordingly, the

authorities decided to raise the minimum reserve
requirement in order to soak up some of the
excess liquidity in the economy. Between May
and July, the reserve requirement on
public-sector deposits and obligations in the
financid sysem wasincreased from 15% to 80%.
Then, between August and November theresarve
requirement on private-sector depositswasraised
to 25%, except in the case of deposits with
mortgage banks. This package of measures
succeeded in curbing the growth of monetary
aggregatesin the second hdf of theyear, withthe
result that in December the cumulative annud
increase amounted to 44%, which was
subgtantidly lower than the 12-month increases
recorded in the firg haf of the year. The
authorities reatively tighter monetary policy
was reflected in higher interest rates as the
average commercid-bank lending rate, which
hed dedlined to an annud leve of less than 30%
in late 1990, dimbed to 40% in the third quarter
of 1991. Owing to the centra Government's
increased current and capital expenditures, the oil
industry's sharply risng invesment outlays and
the reduction in public revenues from oil sdes
(the fdl in world oil prices ater the end of the
Gulif war was only partly offsst by a larger
volume of exports), the consolidated public
sector poded a ddficit in thefirg hdf of the year.
Thisdeterioraion in fisca accounts prompted the
authorities to take action designed to ease the
demand pressures on the economy. Accordingly,
during the second hdlf of the year, cutswere made
in the budgeted expenditures of the State
petroleum company and the centrd Government.
In addition, monthly increases in domestic ail
prices -which had remained unchanged snce
early intheyear- were reintroduced beginningin
Augus. The public sector dosed out its balance
sheet with asurplus of somewhat over 1% of GOP
(after cdlogng it a equilibrium in 1990), thanksto
the extra revenues from the sdle of assets.
Consumer prices in Costa Rica increased
25%, which was only dightly lower than therate
recorded in 1990. However, in the course of the
year theinflationary process dowed appreciably:
the annudized rate of inflaion in the fourth
quarter of 1991 was 18%, whereas it hed
gpproached 37% in the fourth quarter of 1990. In
late 1990 and the first hdf of 1991, price
increases turned virulent as a result of the srong
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monetary expansion caused by the concession
of loans to the Government and the rise in oil
prices. The rate of devaluation was accelerated
in 1991 to improve the balance-of-payments
situation, pushing the real exchange rate
applied to imports up by 9%, an event which
was arare exception in the region. A series of
measures adopted to correct the fiscal deficit,
such as the raising of the value-added tax from
10% to 13%, theimposition of an extraordinary
tariff of 10% and the readjustment of public
rates and charges, along with spending cuts,
eliminated the consolidated non-financial
public sector deficit but also contributed to the
high rates of inflation recorded early in the

year. After this readjusment of relaive prices,
inflation began to decline. Growing expectations
of inflation and popular protests againg the rise
in the cogt of living prompted the Government to
freeze prices of regulated products (basic
consumer goods and some services) and to dow
down the rate of devdudion in Augud, thus
reducing inflationin thefina months of the year.
That processwas d <o influenced by adowdown
in economic activity, which brought the growth
rate of GDP down to only 1 %, and a tighter
monetary policy during the second half of the
year; towards the end of 1991, prices were
rising by about 15% a month -4he equivalent
of 20% ayear.

3. Control of outbreaks of inflation in
structurally-adjusted economies

Inflation subsided in al of the countries whose
economies had undergone structurd adjusments
and whose normaly moderate rates of inflation
hed accelerated sgnificantly the preceding yesar.
By the end of 1991, inflation was bdow 20% a
year in Chile and Mexico and bdow 15% in
Balivia, while Colombia was able to reduce its
rate of inflation only to 27%.

In Chile, a 19% consumer price increase
represented a notable achievement in
overcoming the bout of inflation which hed
brought the annud rate of increase to 27% in
1990. A low rate of inflation during the firgt
quarter was followed by incresses equivdent to
an annud pace of about 22% until the find two
months of the year, when monthly rates of around
1% were registered. Since the non-financia
public sector was running a surplus, the
Government relied chiefly on monetary,
exchange-rate and taiff policies in its efforts to
fight inflation. The fiscd year once again closed
with asurplus; the tax reformsinitiated in 1990,
which entered into full force in 1991, and the
higher level of economic activity heped to raise
tax receipts by dightly more than 12% in red
terms. However, since expenditure rose even
more sharply, current government saving was
somewhat lower than in 1990 (close to 2% of
GDP). Even though the non-financid public
sector was not exerting pressure on the domestic
credit supply, the system of administered
exchange rates under which their movementsare
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determined by the monetary authorities on the
basis of domestic and international inflation
meade monetary policy difficult to manage. The
effort to maintain a stable, competitive real
exchange rate in the presence of high domestic
interest rates and an ample supply of foreign
exchange obliged the Centrd Bank to buy up
large amounts of foreign exchange on the market.
Although some of the resulting monetary
repercussions were neutralized through
increased domestic borrowing on the open
market, the 12-month rate of growth of the money
supply consgtently remained above 30%. The
monetary authorities cautious course of action
was based on the beief that the large supply of
foreign exchange was a temporary phenomenon
brought about by higher-than-expected copper
prices and fdling internationd interest rates.
Since, a the same time, the Central Bank kept
domedtic interest rates at high levels, the inflow
of short-term externa capital mounted. The
policy of keeping the exchange rate stable,
coupled with the expangon of the money supply
stemming from the monetary authorities
purchases of foreign exchange, caused monthly
price variations to exceed the Government's
targeted inflation rate. Another contributing
factor in this connection was the marked upturn
in domestic demand, which made a quick
recovery in the firg quarter, following the
adjugment made the year before. In view of this
development, in mid-June the Government



announced a 2% revauation of the Chilean peso
and areduction of taiff rates from 15% to 11%.

It dso froze 20% of the loans obtained from

foreign sources, which had a proportionaly
greater impact on the cogt of short-term externa

credits, and levied a specid tgupn the latter. To
offset the drop in tax revenue caused by the tariff

reduction, the gasoline tax was raised by 40%.

This package of mesasures indicated that the
authorities felt that the country's externa

accounts had undergone a structurd change. A

further decline in international interest rates
prompted the Central Bank to lower the yield of

its 90-day readjustable notes from 5.7% to 5.2%
a the gat of November. At the same time, it
lowered the figure for international inflation

which it usad in determining the leve of the
exchange rae from an annua rate of 3.7% to
2.4%. These measures, which were intended to
incressethe cost of externd credit and to counter
the peso's perdstent tendency torisein value, did
not manageto pull the dollar up from thefloor of

the officia currency band.

Mexico also made great progress in its
gabilization process by cutting back the 1991
consumer price increase to 19%, compared to a
30% increase the preceding year. This reduction
in the rate of inflation was closdy linked to the
improvement in public finances, the decreasein
the rate of devauation and the extension of the
period of validity of the price concertation
mechanism. By strictly controlling expenditure,
strengthening fiscd discipline and collecting
extrarevenues from the sde of State entities, the
public sector achieved exceptiona financid
results: aconsolidated surplus equivaent to 1.8%
of GDP. Even excluding the additional revenues,
the financial deficit declined considerably,
amounting to only 1.5% of GDP &fter reaching 4%
in 1990. To reduce indebtedness and the spending
related to its servicing, resources from the
Contingency Fund -created from 1990s windfall
earnings from petroleum and some of thereceipts
from the sale of public enterprises- were used to
reduce the domestic debt by 20 billion pesos,
causing the public sector's total debt to fdl to
38% of GDP, with a corresponding reduction in
outlays for its servicing. Furthermore, the
copious inflow of externd capital brought about
acondderable expanson in liquidity, which was
attenuated by the public sector's decreased

demand for financing. The large increase in
internationd reservesresulted in agrester monetary
expangon then hed been foreseen; the authorities
therefore used open market operaionsastheman
indrument of monetary absorption. In any case, the
money upply grew 18%inred terms.

The price stabilization policy was
implemented under the fifth Pact for Stability and
Economic Growth, adopted in November 1990
and vaid until November 1991, when the sixth
version of the plan went into effect. One of the
mog notabl e actions agreed upon was apolicy of
gtabilizing exchange rates, under which the daily
increase in the nomina exchange rate was
lowered from 80 to 40 centavos in November
1990, and then from 40 to 20 centavos in
November 1991. Asanother stabilizing measure,
the minimum wagewasincreased a alower rate
than the average rate of inflation. These measures
were supplemented by agreements with groups
of producers on price reductions for certain
products. Along with these actions, in late 1990
andin 1991 prices of energy products, especidly
gasoline, were dradtically adjusted to correct the
price lags accumulated in previous years and to
meke the price structure more consistent with
current prices in other countries. Both the
correction of outdated prices and contractua
wage adjugments above the minimum wage
drove prices higher than had been expected.
These factors were compounded by increasesin
freight transport charges owing to the recent
deregulation of that sector and by increases in
urban transport charges which exceeded the
averagerisein prices. These changes caused two
surges of inflation, the firg between November
1990 and February 1991, and the second starting
in November 1991, but in any case the
accumulated rate over 12 months showed a
declining trend throughout 1991. Exchange-rate
policy was a key tool in the stabilization
programme, as the price of the dollar rose only
4% during the year. Thus, prices of tradegbles
moved less rapidly than those of non-tradegbles,
which meant that relative price movements
continued to favour the latter. This caused theresl
exchange rate to erode during the yesr; itslevel
in the fourth quarter was 11% lower then in the
same period in 1990.

In Bolivia the continued gpplication of the
stabilization programme initiated in 1985

59



succeeded in reducing the rate of inflation from
18%in 1990 to 14.5% in 1991. Pricesrose faster
early in the year because of the domestic price
hike for petroleum and petroleum products
ingtituted in January. However, this spurt of
inflation was quickly brought under control by
means of adower rate of devduation, aredrictive
monetary policy and more stringent fiscal
discipline The pdlicy of avoiding additional rises
in fud pricesfor the rest of the year also helped
control inflation. The high levd attained by the
country's internationa reserves fadilitated the
gpplication of the exchange-rate policy, while
bank deposits in foreign currency increased
notably for the second year in arow. Consaquerntly,
expectations of ascardity of foragn exchange were
dispeled, and the phenomenon became, indeed,
one more Sabilizing factor. The extremdy prudent
management of fiscal accounts aso contributed
to stability. The nonfinancid public sector's
current revenues grew as a result of greater tax
pressure and higher output, as well as increased
petroleum revenues, while current expenditure
remained unchanged in real terms, however,
public enterprises showed a mounting deficit.
Therefore, the consolidated non-financial
public-sector deficit of 3.4% of GDP decreasd
only to 3%, dthough its monetary effect was
consderably mitigated by the fact thet it hed been
financed almost exclusively with external
resources.

In Colombia inflation decelerated dowly.
Although the man economic policy objective
was to reduce the rate of inflation, which had
reached 32%in 1990, little progresswas madein
that direction, Since pricesrose by 27%in 1991.
However, the monthly rate during the second half
of the year was in the neighbourhood of 15%
-equivaent to an annual rate of 20% and lower
than in previousyears. In 1991, the commercid
liberalization of the economy was completed and
the exchange-rate sysem was reformed, inter

alia through the creation of a free foreign
currency market. Anti-inflationary policy, in
which a squeeze on credit played an important
role, grew stronger after January with the
adoption of a margina reserve requirement of
100% on new deposits, which droveinterest rates
up. At the sametime, it was decided to reduce the
rate of devauation to 22% ayesr, the target rate
of inflation for 1991. The differentia between
domestic interest rates (which were over 40% a
year), the announced devaluation and
international interest rates prompted a large
inflov of short-term externa capital. Foreign
exchange purchases by the Bank of the Republic
causad a Sizesble mongary expansion, which in
turn necessitated a considerable number of
open-market operations, with the usual
consequencesin terms of fiscal cost. The sygtem
of certificates of exchange was therefore
reingtated to defer the monetization of theforeign
exchange entering the country, firg for 90 days
and then, in November, for one year. Another
measure adopted in this connection was the
decentralization of exchange-rate operations,
which were trandferred to the country's financid
ingitutions, while the Bank of the Republic
reserved the right to intervene as a lagt resort to
regulate the prices quoted in the free market for
certificates of exchange, which were not alowed
to fal more than 12.5% lower than the officid
ratein order to protect exporters. During the yesr,
the officid exchange rate rose by nearly 26%;
meanwhile, the price of the dollar on the free
market was 4% lower than the officid price. The
monetary expandon slemming from the purchase
of foreign exchange was partidly offset by the
credit squeeze, with the result thet the means of
payment grew by about 33%, far exceeding the
price-increase god established & the beginning
of the year. The public sector, for its part,
maintained the financid balanceit had achieved
the preceding year.

4. Stabilization of episodes of inflation

Economies which had experienced bouts of
inflation in recent years consolidated their
gtabilization progranmesin 1991, generdly with
positive results. In particular, following the
significant price hikes recorded in a number of
Centrd American and Caribbean countries in
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1990, which were largdy attributable to fiscd
and external imbalances and the rise in world oil
prices, inflation in these economies subsded to
moderate levels. The steepest reduction took
place in the Dominican Republic, which
achieved virtua stabilizationin 1991 (pricesrose



only 4%) after witnessng 101% inflation in
1990. A marked reduction aso occurred in
Guatemaa, where the rate of price increases
fell from 60% in 1990 to 10% in 1991. In El
Salvador, the decline in inflation picked up
speed, faling from 24% in 1989 and 18% in
1990 to 10% in 1991. Inflation also dowed in
Honduras -from 35% to 21%- to reach
single-digit annualized rates in the final
months of 1991. Likewise, Paraguay recorded
a pronounced drop in inflation, from 44% to
12%.

Infletion fdl precipitoudy in the Dominican
Republic, from 100% in 1990 to 4% in 1991. In
Augug 1990 the authorities initiated substantial
economic policy reforms desgned to remedy the
economy's worsening ingtability, which hed led
to mounting expectations of devauation and

inflation, at atime of severe crisisin the country's

externa paymentsand initssupply of goods. The
measures adopted consisted of relaxing the
exchange-rate policy and reducing subsidies for
public rates and charges-particularly for energy,
in response to higher internationd oil prices-
and initiating a series of reforms amed a
controlling fisca imbalance and liberalizing
foreign trade. The adjusment had an immediate
impact on prices (whose variaions reached
double-digit monthly rates) and depressed the
level of activity.

Against this backdrop, the authorities
decided early in 1991 to strengthen these
measures asameans of rapidly stabilizing prices.
Consequently, they maintained the redtrictions
on the Centra Bank's financing of the pubbc
sector, further contracted the money supply,
continued to decontrol prices and liberdized
exchange-rate transactions. Amidst a severe
recession, the rate of price increases fdl stegply
beginning in January; a the same time,
expectations changed in the exchange-rate
market and the ggp between the officid and
parallel rates narrowed. These new
circumstances received a boogt in early March,
when the Government s&t the officid exchange
rate at a level which remained congtant, except
for dight variations, for the res of the year.
Another contributing factor was an abundant
inflow of fordgn exchange, despite a gradud
reduction of interest rates, whose red levels for
borrowers remained fairly high.

Inflation plummeted dramatically, falling
from levels of about 10% a month in the second
hdf of 1990 to an average of 0.7% amonth inthe
fird quarter of 1991; this phenomenon was
accentuated in the second quarter, when a drop
equivaent to 0.7% a month was recorded in the
consumer price index (CH). The fisca and
monetary measures applied in the second hdf of
the year immediately affected prices by sharply
contracting aggregate expenditure, at a time
when the economy was operating without
indexing mechanisms and with increased foreign
competition in the area.of consumer goods. With
the maintenance of the fiscd messures and the
exchangerate, overdl pricelevdsvariedlittlein
the second half of the year, averaging
condderably lessthan 1% a month.

Consumer pricesin Guatemala rose only 9%
in 1991, following a two-year period in which
they had accderated sharply, culminaing in a
60% increase in 1990. During mogt of 1991, in
contrast, prices either fell or rose only
moderately. This aleviation of inflationary
pressures was possible despite the steep rise in
electric service charges (47%), the 40% increase
in the minimum wage and the drought which
affected food production and the operating costs
of theindustrid sector, which hed to reorganize
work shifts and effect some outlays for the
purchase of equipment and materids -including
the import of diesel plants for electricity
generation- in order to continue functioning
during the power cuts caused by the drought.

Economic policy focused on controlling
inflation by means of a rigorous fisca and
monetary policy. Under the liberalized
exchange-rate policy indituted the preceding
year, a large inflow of foreign exchange
(particularly short-term) flattened out the
exchange rate following the considerable
increase recorded in 1990, thus helping to keep
domedtic pricesdown. In addition, thedrop in ail
prices after the Gulf conflict moderated
expectations concerning inflation and the
externd deficit. The increased flow of foreign
capital was largdly atributable to high domestic
interest rates, especialy during the firg haf of
the year, when nomind yidlds averaged closeto
33% a year and the exchange rate was virtualy
constant, while domestic prices grew very
slowly, with several months of negative
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variation. In response to the abundant inflow of
foreign exchange, interest rates declined
markedly during the second hdf of the year,
despite the use of open market operations to
absorb the excess liquidity generated by the
increase in international reserves. An
improvement in public finance helped to
srengthen the policy of monetary stringency.
The large increase in the central Government's
current revenues (over 1% of GDP) and
sgnificant spending cuts diminated the fiscd
deficit (of 2.3% in 1990) and yielded a modest
surplus (of 0.4%). During 1991 the authorities
pursued reforms designed to fecilitate market
operations, including the dimination of price
cellings, further liberdization of externd trade
and reduced subsidies.

Inflation also declined notably in Paraguay,
fdling to 12% after reeching 44% in 1990. The
policy of credit stringency put into effect in the
second hdf of 1990 (in which the liberdization
of interest rates played an important role), the
moderation of public spending and the
near-stability of the nomina exchangeratein an
economy with a plentiful supply of foreign
currency hed dready brought the variationin CPl
down to amonthly rate of about 1% towards the
end of 1990. Those same factors continued to
operate throughout 1991. The public sector
remained in surplus (1.5% of GDP), thoughto a
lesser degree than in 1990, since its expenditures
grew more rapidly than its revenues. Credit
policy remained stringent; during thefirg haf of
the year, the preceding year's interest rates
continued in effect and, given the drop in
infletion, were highly podtivein red terms. At
mid-year the rediscount rate was reduced from
30% to 20%, but even so, it remained pogdtivein
red terms. The reserve requirement on deposits
in loca currency aso fdl to 30%, with that on
deposits in foreign currency risng to 25%. The
dollar rate rose very dowly for agood part of the
year, and accel erated somewhat in December, but
exceeded the price quoted in December 1990 by
only dightly more than 9%; thus, in the fourth
quarter of 1991 the redl exchange rate was some
8% lower than it had been in the same period the
preceding year.

In El Salvador a large inflow of externa
resources helped to stabilize the exchange rate
and bring the rate of inflation down from 18% in
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1990 to 10% in 1991, despite increases in food
pricesin July and August as aconseguence of the
severe drought. In the climate of relative
optimism created by expectaions that warfare
would end with a negotiated solution, and with
an abundant inflow of foreign exchange received
primarily through unrequited officid and private
transfers totalling over US$600 million, the
exchangeratewasvirtualy stablein 1991. Inthis
context, the consumer price variation followed a
downward trend, dropping from the monthly rate
of 15% recorded in 1990 to the Stugtion of
near-gability obsarved in the find quarter of
1991. This price pattern was also influenced by
fdling ail prices throughout the year. Monetary
policy remained circumspect, under the
gabilization plan put into effect in late 1989, and
succeeded in countering the pressures exerted by
the fisca imbalance created by a spending
increase that exceeded theincreasein the central
Government's revenues and brought the deficit
up from 3.5% of GDPin 1990 to about 5% in 1991.

Prices rose 21% in Honduras in 1991,
representing adowdown in the preceding year's
spurt of inflation. The substantial economic
policy changes introduced in 1990, notably a
condderable devauation that pushed the red
exchange rate up by over 70%, had contributed
to a steep rise in inflation, which in the lagt
quarter of 1990 had reached an annua rate of
over 50%. The subsequent decrease in the rate
of devaluation slowed the rate of price
increases, which hovered around 10% annually
in the second half of 1991. Moreover,
adjustment policies enabled the central
Government to reduce itsfinancial deficit from
more than 6% of GDP in 1990 to 3% in 1991.
Monetary policy, in accordance with the
stahilization policy, was stringent. The money
supply grew 17%, owing to the influence of the
external sector and to a significant recovery of
international reserves. Credit rose only 4%,
since loans to the public sector dropped 6%. To
absorb excess bank liquidity, public securities
wereauctioned.

Inflation also fdl in Haiti, from 26% in 1990
todightly lessthan 7%in 1991. L astly, Panama
again recorded a smdl price increase of about
1%, asit hed the preceding year, in the context of
a vigorous recovery in its level of economic
activity.



TableIV-1
LATIN AMERICA AND THE CARIBBEAN: CONSUMER PRICES
(Percentage variationsfrom December to December)

1983 1984 1985 1986 1987 1988 1989 1990 1991

Latin Americaand

the Caribbean 130.8 1848 2747 643 1983 759.4 1161.0 1186.6  199.1
Argentina 4337 6880 3854 819 1748 387.7 49238 1343.9 84.0
Barbados 55 51 24 -0.5 6.3 4.4 6.5 34 8.1
Bolivia 3285 21772 8 1705 66.0 10.7 215 16.6 18.0 145
Brazil 179.2 2033 228.0 584  366.0 933.6 1861.6 1584.6 4758
Colombia 16.7 18.3 22.7 20.7 24.6 28.3 26.1 324 26.8
Costa Rica 10.7 17.3 111 154 16.4 25.3 10.0 274 253
Chile 23.6 23.0 26.4 174 215 127 214 27.3 187
Ecuador 52.5 25.1 244 27.3 325 85.7 54.2 49.5 49.0
El Salvador 155 9.8 30.8 30.3 20.1 18.2 235 179 9.8
Guatemala 154 5.2 315 257 8.6 11.0 20.2 59.8 10.2
Haiti 112 54 174 -11.4 -4.1 8.6 10.9 26.1 6.6
Honduras 7.2 3.7 4.2 32 29 6.7 114 35.2 214
Jamaica 16.7 31.2 239 105 84 8.8 17.2 29.7 80.2
Mexico 80.8 59.2 63.7 1057  159.2 51.7 19.7 29.9 18.8
Nicaragua 32.9 50.2 3343 7474 1347.3 33602.6 1689.9 13490.1 7754
Panama 2.0 0.9 04 0.4 0.9 0.4 0.1 15 11
Paraguay 14.1 29.8 231 24.1 32.0 16.9 285 44.0 118
Peru 1251 1115 1583 629 1145 17223 27758 7649.7 1392
Dominican Republic 7.7 38.1 284 6.5 25.0 57.6 41.2 100.6 4.0
Trinidad and Tobago 154 141 6.6 9.9 8.3 12.1 9.3 9.5 23
Uruguay 51.5 66.1 83.0 76.4 57.3 69.0 89.2 129.0 815
Venezuela 7.0 18.3 57 123 40.3 355 81.0 36.5 31.0

Source ECLAC, on thebags of offidal figures
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V. EMPLOYMENT AND WAGES

The moderate, if uneven, recovery of economic
activity intheregion asawholein 1991, sparked
modest growth in employment in formal
activitiesand adight decreasein unemployment,
which still affects more than 5.5% of the
waorkforce in the urban area. The differing rates
of increase, however (in severd countries, it was
very dight and, in others, the levd of activity
even went down) were mirrored in the very
heterogeneous development of formal
employment, which rose stisfactorily in some
countries whilein others the downward trend of
the 1980s continued.

The average rate of open unemployment in
Latin America's 20 largest citieshasranged from
5.6% to 5.9% in recent years, down from more
than 8% when the crisis of the 1980s was & its
worgt. In 1991, the rate of open unemployment
went down in 9 of the 15 countriesthet were able
to provideinformation, some of which registered
a drop in the unemployment rate equivdent to
one percentage point or more of the workforce
(Argentina, Bolivia, El Salvador, Panama,
Paraguay and Peru). In two other countries
(Brazil and Chile), the average rates were higher
then those of the previous year, but the third and
fourth quarters showed a downward trend.
Moreover, only Costa Rica and Honduras
registered significant increases in the
unemployment rate (see tables V-1 and V-2).

It should be remembered, however, that in
most countries of the region the degree of
underemployment creates grester ingtability than
the rate of open unemployment. The informa
labour market expanded condderably in the
1980s and, a the end of the decade, hdd steedy
a aound 25% of the urban workforce. The
absorption capacity of the informa sector
prevented a dgnificant rise in unemployment,

though a the expense of an increase in
low-productivity jobs with no benefits. The
expandion of theinforma sector has varied from
country to country. In Argentina and Mexico,
informa employment reached its pesk in the
1990s. In Brazil, Colombia, Costa Rica, Chile
and Venezuela, the proportion of informal
activities has decreased in recent years,
compared to the dl-time high attained in the past
decade, but Chileisthe only country inwhichthe
inforlma sector is smdler than it was 10 years
ago.

As a result of the considerable economic
expansion of Venezuela and Chile, forma
employment in those countries rose sgnificantly
and, in Venezuda, unemployment went down.
Therecovery of thelevd of activity in Argentina
and Panama, on the other hand, led to only
modest growth inindudtrid jobs, athoughin both
casesit had a podtiveimpact on unemployment.
In Mexico, despite Steedy economic growth,
industriad employment dropped because of the
dower growth of the inbond assembly industry
and lower employment in the manufacturing
sector. The dowdown in growth brought with it
a decline in indudtrid employment after three
years of expanson, and higher unemployment in
Coda Rica Such was not the case in Colombia,
where forma employment went up dightly,
compared to no increasein 1990, or in Paraguay,
where unemployment went down. While
Uruguay registered only modest growth, the
employment dtuation improved dightly. On the
other hand, the extended recesson in Brazil,
Nicaragua and Peru later trandated into a
reduction in forma employment. In view of the
critical situation in Brazil, informa hiring
increased, heightening the ingtability of the
labour market, but a so kegping the rates of open

See Regional Employment Programme for Latin America id the Ciribbean (FREALC), "El empleo urbano: diagndstico y
desafios de los noven ta " (Urban employment: diagnostic study & 1 challengesin the 1990s), Informa, No. 29, April 1992.
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unemployment from soaring. In Peru, economic
reactivation combined with tabilization &t least
paved theway for adeclinein the unemployment
rate. In Nicaragua, on the other hand, the
adjustment programme and institutional
restructuring resulted in an abrupt drop in the
employment level and aconsderableincreasein
open unemployment (seetables V-l and V-3).

In addition, the steep decline in the inflation
rate in some economies (Argentina, Nicaragua,
Peru and Uruguay) contributed to an increase in
average real wages, this aso occurred in some
countries which had experienced steady growth
(Chile and Mexico). On the other hand, red
wages went down in the economies that
continued to be plagued by high rates of inflation
(Brazil and Venezuela), or thet registered lower
growth rates (Colombia, Costa Rica and
Paraguay).

Asareault, in 1991 the unemployment ratein
mog countries was higher than it had been just
before the crigis, except in Brazil, Coda Rica,
Chile, Honduras, Mexico and Peru. On the other
hand, the unemployment in industry remained
below its 1980 level in anumber of countries. In
the 1980s, industrial unemployment had
decreased or remained unchanged in many
countries; only Cuba, Panama, Guaemda ad
Venezuda had registered upward trends. In
Chile, employment in the manufacturing sector
picked up steedily -after an abrupt drop (dmost
30%) in 1981-1982-, outstripping the 1980 leve
by 22%in 1991. In Brazil, on the other hand, the
level of industria unemployment was 19% lower
in 1991 than it had been in 1980. In Peruy, the
number of persons employed in indudry was
23% beow the 1980 figure, dthough the decline
has occurred principaly (20%) in the past four
years. InMexico, industrial employment was 3%
higher than in 1980, owing to the creation of
340,000 jobs in the inbond assembly industry
since that time, which compensated for the

declinein other industrial sectors (seetable V-3).

Moreover, in mogt countries of the region,
average real wagesin 1991 remained lower than
they had been in 1980 as a result of the sharp
downturn in the preceding decade. Only Brazil,
Colombia, Chile, Panama and Paraguay
surpassed their 1980 levels. In Sdo Paulo,
however, even with the decline (12%), the red
wage level was well above what it had been in
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1980, wheress the decline (8%) in Venezuda
brought average real wages down to lessthan hdf
ther 1980 levd. In Cosa Rica and Guatemda,
wages decreased by around 5% in red terms,
while in Colombia, they went down by 3%, but
this il represented a 12% increase over the
1980 leve. In Argentina, Mexico, Nicaragua,
Peru and Uruguay, on the other hand, average
wages increased and recovered their purchasing
power in part dthough in some cases, very
dightly. Chilewasthe only country wherewages
exceeded the leve of 10 yearsago by 5% in red
terms, pushing the figure up 10% over the
previouslevel (seetableV-4).

The minimum wage, a tool of both socid
policy and macroeconomic regulation, again
decreased in red terms in mogt countries. Only
in five countries (Argentina, Bolivia, Brazil,
Chile and the Dominican Republic) did it
increase compared to the previousyear, athough
it remained well below the beginning figure for
the decade. Of all the countries for which
information was available, only three (Colombia,
Coda Rica and Paraguay) have higher redl
minimum wages than in 1980 (see table V-5).

In Argentina, as a reult of a dgnificant
economic recovery in 1991, the average rate of
open unemployment in urban areas went down
from 7.5% to 6.5%, but the trend in the larger
cities was uneven. While in Buenos Aires,
Cérdoba and Mendoza, the rate went down in
comparison to 1990, in Rosario, it rose around
two percentage points. It ssemsthat employment
in forma activities increased only modestly
because businesses tended to accommodate
increesed demand by extending working hours
rather than hiring more personnel. In May,
industrial wages and minimum wages began to
show signs of improving as a result of the
economic turnaround and of bringing inflation
under control. This increase in rea terms,
however, was not sufficient to offsst the losses
accumulaied over the previous four years, and
therefore the average industrid wage continued
to be around 20% bdow the 1980 level, whilethe
redl minimum wage was little more than hdf the
legal minimumin 1980 (seetablesV-4and V-5).

In Brazil, in the context of a severe recesson
and a flare-up of inflation (monthly rates over
20%) in the fourth quarter of 1991 and amids a
climate of growing uncertainty because of



repested unsuccessful attempts at Stabilization,
there was a widespread drop in urban
employment (around 4%), particularly formd
employment in the manufacturing industry (7%o)
and in congtruction (6%). Some of the jobs
eliminated, however, were absorbed by the
informa market, which explainswhy the average
rate of open unemployment does nat fully reflect
thischange. Unemployment shot up in So Paulo
and Porto Alegre, especidly in thefirg hdf of the
year, and went down dightly in the second hdf
(seetableV-2).

For the second consecutive year, wages
lagged behind prices, severely reducing
purchasing power. Various factors explain this
unfavourable development: the economic
recession, the adoption of one stabilization
programme after another, dl dike in the sense
that they amed to achieve greaster auderity in
sday and wage readjustments and brought on
persistent, high inflation. The wage policy
implemented in 1991 isdivided into two clear-cut
phases. The firg phase, which ran through
August, began with the so-cdlled Callor 1l Plan,
amed a de-indexing wages in order to control
inertid inflation and thereby help to bring about
sahilization. In that framework, a readjustment
was declared in February in order to dign red
wageswith thered averagein the past 12 months.
From March to August, a provisional
readjusment mechaniam wasin place, limited to
theissue of bonds denominated in fixed amounts.
Beginning in September, permanent regulations
came into force. The new lav edtablished a
sysem of patid indexation though only for
salariesand wagesthat were lessthan threetimes
the minimum wage, staggered over time, fully
adjustable every four months, with bimonthly
advances on the order of 50% of the price
increase. In genera, however, mgor enterprises
continued readjudting wagesin linewith schemes
that made greater provisons for the impact of
inflation. The Government was ableto declarean
exception to the civil service sdary and wage
policy ordinarily applied, whereby readjusments
would be made according to the availability of
resources, and a baanced budget would take
precedence over everything else. As a reault,
public administration salaries were cut
dragtically. On the other hand, at the municipa
and State levels, the same auderity was not

practised, as wages were pegged to income, and
therefore fared better than those pad by the
federd Government.

The minimum wage policy underwent a
significant change, as Congress moved to
augment the purchasing power of sdaries and
wagesin order to protect the lower-income strata
by reversing the long-standing trend of
progressive deterioration in red terms. As a
result, red minimum wages increased by 12%in
1991, dthough they remained well below the
leve achieved in 1980 (seetable V-5).

In Colombia, the employment situation
deteriorated in the firg hdf of the year and then
improved in the second hdf. In Bogotd and
Barranquilla, the average unemployment rate
was below the 1990 figure, and in Cdli, it held
seady, whilein Meddlin, it increased by dmost
two percentage points. Despite reduced inflation,
real wages decreased in 1991, asthe uncertainty
surrounding the radical change in economic
policy and the dowdown in economic activity
effectivdy ruled out larger wage increases. In
those circumstances, real wages in the
manufacturing industry went down by 3%, while
the minimum wage decrease in red terms was
somewhat more significant.

In Chile, the average urban unemployment
rate was higher than that of 1990, athough
employment rebounded in the second hdf,
reflecting a vigorous business expanson in
certain sectors, including industry and
congruction, bringing the unemployment reate
down to 5.5% in Gregter Santiago and 5% & the
nationd leved in the fourth quarter. Average
sdaries and wagesincreased by 5%, chiefly asa
result of greater productivity and lower inflation.
The red minimum wage went up by 9.4%, owing
-for the second consecutive year- to thetripartite
agreement conduded between the Government
and the mgor unions and business organizations.
Thisincrease brought the level close to the 1980
average (seetables V-4 and V-5).

In Mexico, the average rate of open
unemployment remained unchanged generdly
speaking, although there was a decline in
employment in the manufacturing industry,
which suffered dragtic cutbacks. Elsawhere, the
number of persons employed in the inbond
assembly indudtry increased by only 16%, to
467,500, and the level of employment aso
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increased in trade and congtruction. Moreover,
the informal sector of the economy continued to
absorb a large percentage of the workforce for
which there was no dot in the formd sector,
representing around 30% of the economicaly
active population. Pay scales in manufacturing
went up by 6.5% in red tems in 1991 with
increased productivity, but the purchasing power
of the minimum wage remained on the decline
(4.2%).

Lower employment in the forma sector of
industry, commerce and sarvices for the fourth
consecutive year left 78% of the workforce in
Per u underempl oyed, while open unemployment
decreased from 8% to 6%. As a result of the
successful stabilization policy, salaries and
wages recovered somewhat from the
accumulated loss since 1988, and red wages of
workers in the manufacturing sector rose by 8%.
Both public-sector remunerations and minimum
wages poged further declines (35% and 32%,
repectively).

Venezuelas vigorous economic expandon
gave amgor boogt to employment, epecidly in
the construction and manufacturing sectors.
Indeed, the increase was greater in forma
employment (8.3%) than in informal
employment (3.3%). The open unemployment
rate dropped from 11% to 10%. By mid-year, the
Government of Venezuda had readjusted the
nomina minimum wage which had remained
unchanged since early 1989, by 50%. At the same
time, pay increases for private-sector employees
were declared, ranging between 17% and 21%,
depending on the income level, and a the
beginning of the year, therewasamgor increase
in public-sector wages. Nonethe less, theserises
were not enough to prevent another drop in red
terms, athough less of one than in the previous
three-year period. Minimum wages declined by
7%, while average sd aries and wages went down
by morethan 8% (see tables V-4 and V-5).

In Bolivia, the employment situation
improved aong with increased output, and open
unemployment went down by more than a
percentage point. Moreover, in January, the
minimum wage was readjused by 100%, rising
by 54% in red terms; nonetheless, owing to the
accumulated effect of deterioration in the past
10 years, theminimum wageisstill equivadentin
red terms to only 25% of its 1980 vdue. In
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Ecuador, there was another minimum wage
decline, as only one readjusment was made in
January on the assumption thet inflation would
tend to go down. Therefore, over the year, the
minimum wage went down by 155% in red
termsto one third of what it hed beenin 1980. In
Paraguay, unemployment was lower in urban
areas, largely because of the impetus of
commerce, but rural employment waslessstable
because of a poor agriculturd performance.
Under the gahilization policy, sdariesand wages
werefrozenin 1991, which brought the minimum
wage down by 4.4% in redl terms. The decrease
in average sdlaries and wages, however, was not
asgreat (1.2%) (seetablesV-I, V-4and V-5).

In Uruguay, employment during the firs Sx
months remained low in industry and commerce,
but later increased, bringing down unemployment
figures in the second hdlf of the year. The yearly
unemployment average remained high (nearly
%), dthough it was lower than that of 1990 and
mog of the 1980s None the less, red average
wagesincreased by nearly 4%, recovering nearly
hdf of the vdue logt in the preceding biennium.
Sdaries and wagesin the private sector incressed
more rapidly than in the public sector, because
different sdlary and wage adjustment scales were
used: wheress, in the private sector, wages were
readjusted on the bad's of accumulated inflation
in the preceding four-month period, in the public
sector they were adjusted in line with the
Government's fiscal targets. In a context of
disnflation, therefore, private-sector salariesand
wages went up by 6% in redl terms, whilein the
public sector, the increase was only dight.
Minimum wage purchasing power posted
another decline (10%).

In the Central American and Caribbean
countries, the trend was not uniform. In Costa
Rica, the adjustment programme curbed
economic activity, a result which had direct
repercussions on employment levels. The
unemployment rate rose dightly to 6%. Although
manufacturing output grew by 1%, employment
in that sector registered adecline of 3.7%, largdy
attributable to cutbacks in labour-intensive
sectors, such as textiles and furniture-making.
Also affecting the deterioration in the
employment sSituation, adthough less so than
anticipated, was the job relocation plan
implemented in October 1990 with the am of



Figure V-1
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reducing public-sector employment; however the
objectives of the Plan were only partidly
achieved, snce many of the dismissed workers
filed suit and were reingtated in their jobs.
Therefore, as of March, the Plan became a
voluntary retirement programme with very
attractive financia incentives. Wage policy was
determined by the adjustment policy, and,
average wages therefore went down by 4.6% in
real terms; thereal wage levd in 1991 was 17%
below what it had been in 1980. The minimum
wage declined in red termsby 7.2% but remained
12% abovethe 1980 leve.

The prospect of animminent settlement of the
conflict in El Salvador stimulated economic
activity and hdped to bring down inflation. In
this context, the unemployment rate dipped from
10% to 8%, and underemployment also
decreased, which would confirm the trend
towards greater formal employment. The
minimum wage readjustment was not
commensurate with inflation and it again
declined in real terms (2%), prolonging the
decade-long trend of the 1980s and reducing the
minimum wage to one third of its 1980 levdl.

In Guatemala, job crestion was negligible,
and thus open unemployment remained
unchanged while underemployment worsened
steadily. Asaresult of the 40% minimum wage
increase and lower inflation, the minimum wage
went up by 5% inred terms. Average sdariesand
wageswent down by only 5%, because the higher
inbond assembly wages sarved to push up the
average.

In Honduras, the nationd unemployment rate
rose dightly as a result of a significant increase
in unemployment in the capitd city, for in the Sen
Pedro Sulaindustria zone, there was adecline of
one percentage point. The fact is that the job
gtudtion is predominantly one of underemployment,
dncealarge percentage of the populaion worksin
the informal sector. As a result of a "worker-
entrepreneur agreemenf’in Honduras, minimum
wages were reedjusted by aweighted average of
30%. Sincethisincrease was lower than therise
in prices, real wages decreased by more than 3%.

The steep risein unemployment in Nicaragua
was one of the mog disturbing aspects of the
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1991 economic picture. The newest members of
a workforce thet is growing by more than 4%
annualy, together with part of the armed forces
and the demobilized fighters, the fird returnees
to the country and those who over the year hed
log ther jobs because of busness falures or
because of depressed business activity, were dl
job-hunting in a week labour market. In short,
underutilization of the labour force went up from
45% in 1990 to 54% in 1991. Open unemployment
dood a 13.6%. In the manufacturing sector,
employment dipped by 20%. The drop in
employment in the services sector was
widespread, especidly in public adminigration
and the army, where 17,000 posts were
eiminated as pat of a job converson plan in
State inditutions. Average wages increased by
dightly more than 3% in red terms, athough,
severdy eroded by hyperinflation, they are, even
now, equd to only 15% of their 1980 leve inred
terms (seetables V-1 and V-5).

In Panama, the open unemployment figures
were extremdy high (19%), if on a dightly
downward trend. Formd job crestion rose by
12%, but the figure had been o low to begin with
thet it did little to reduce unemployment. In 1991,
personne continued to be rehired a wagesbdow
what they hed originaly earned in the samejobs,
a policy initigted in 1990 which was applied
virtudly acrossthe-board. This brought down
real wages in the private sector and it may well
be that only public-sector sdlaries increased (at
the expense of dismissng 4,500 employees) and
in the Cand zone. Moreover, minimum wages
have not increased since February 1983; while
inflation isdown, thishas brought on alossinred
vaue of 9x percentage points.

In Haiti, aworsening economic crisis seems
to have pushed open unemployment up to 30%
of the economicaly active population in a
context, moreover, of rampant underemploymert.
Red wages dropped by more than 5%, as the
reedjusgment implemented was not enough to
offset the impact of inflation. By contrast,
sgnificantly lower inflation in the Dominican
Republic raised the real minimum wage
somewnhat.



Table V-1
LATIN AMERICA AND THE CARIBBEAN: URBAN UNEMPLOYMENT
(Average annual rates)

1983 1984 1985 1986 1987 1988 1989 1990% 19912

LatinAmerica® 81 8.2 73 6.2 5.8 5.9 5.6 5.8 5.6
Argentina’ 4.6 4.6 6.1 5.2 5.9 6.3 7.8 75 6.5
Bolivia’ 85 6.9 5.8 7.0 7.2 116 10.2 95 81
Brazil® 6.7 71 53 3.6 3.7 3.8 33 45 4.8
Colombia’ 118 135 141 138 118 112 9.9 10.3 10.2
Costa Rica® 85 6.6 6.7 6.7 5.9 6.3 3.7 54 6.0
Chile" 189 185 17.2 131 119 10.2 7.2 6.5 7.3
Ecuador' . 6.7 10.6 104 10.7 7.2 74 7.9 6.1

ElSalvador! 94 84 10.0 8.0
Guatemal a 10.0 9.1 12.1 140 114 8.8 6.2 6.4 6.5
Honduras® 9.5 10.7 117 121 114 8.7 7.2 6.9 7.6
Mexico" 6.6 57 44 43 39 35 29 2.8 3.0
Panama” 117 124 156 126 14.1 21.1 20.4 20.0 19.0
Paraguay”’ 84 74 5.2 6.1 55 4.7 6.1 6.6 51
Peru™ 9.0 8.9 10.1 54 4.8 7.9 8.3 5.9
Uruguay* 155 14.0 131 10.7 9.3 9.1 8.6 9.3 8.9
Venezuela™” 11.2 14.3 14.3 121 9.9 7.9 9.7 110 10.1
Source: Erstl(;rﬁlaeg k;y ECLAC and Regiond Employment Programme for Latin America and the Caribbean (PREALC), on the basi's

icid figures,

* Preliminar?/ figues  ° Weighted average for 20 of the 25 most populous citiesin Latin America.  © Nationwide urben
rate, April-October average; 1986. October. Nationwide urben rate; etimates by the Economic Policies Unit (UDAPE). From
1987 onward, Permanent household survey conducted by the Nationd Indtitute of Statistics. © Metropolitan aress of Rio de
Janeiro, So Paulo, Bdo Horizonte , Porto Alegre, Sdvador and Redfe 12-month average. Bogota, Barranquilla, Cdi and
Meddlfn: average for March, June, September and Decamber; 1985: average for March, duly, ember and December; 1986:
average for April, June, September and December. ¢ Nationwide urben rate; average for March, July and November; 1984;
average for March and November, 1986: average for March and July; from 1987 onward: July. Nationd Inditute of
Satidtics (INE), Santiago Metropolitan Region, four-quarter moving average. From August onward, figures refer to the
Santiago Metropolitan Region; fram October 1985 onwerd, the figures are not entirely compeareble to those for preceding periods
due to changes in the desgn and sze of the sample. . i Nalionwide, according to offidd estimates, fram 1986 onward,
household surveys in Quito, Guayaquil and Cuenca. ' Nationwide urben rate, 1988 and 1990: January to April; 1989: October
1988 to February 1989. Nationwide, acoordi(% to Generd Secretariat of the Nationd Coundil for Economic Planni

edimates. Nationwide, according to offidd esimates; from 1986 orward, Urben Labour Force Survey; 1987:
March, centrd digtrict. ™ Average for 16 cities. Four-quarter average. ° Metropolitan area, August of eech yesr; 1990:
egimates.  ° Asuncion, Femando de la Mora, Lambaré, and urben aress of Lugue and San Lorenzo; 1983; ‘average for
September, October and November, 1984: average for August, September and October, 1985: average for November and
December. Meropdlitan Lima. 9 Montevideo: four-quarter average. " Nationwide urben rate;” average for the two
halves of the year, 1986: second hdlf of the year.
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Table V-2
LATIN AMERICA AND THE CARIBBEAN: UNEMPLOYMENT RATESIN MAJORCITIES

1990 1991"
1987 1988 1989 1990  1991"
| 1 11 \Y% | 1 1 \Y%
Latin America 5.8 59 5.6 5.8 5.6 55 6.4 57 55 57 6.0 54 3
Argentina ©
Buenos Aires 5.3 6.0 74 74 59 88 6.0 6.4 53
Cordoba 52 55 81 58 4.8 74 4.2 4.1 54
GresterMendozai 34 44 43 59 43 6.0 58 42 44
Greater Rosario 7.8 76 108 85 102 104 6.5 109 9.4
Brazil®
Rio de Janeiro 3.3 31 2.8 35 36 32 4.0 34 34 4.1 4.1 29 3.2
Sao Paulo 38 4.0 35 4.6 55 36 53 4.8 4.6 6.5 6.3 44 4.8
Recife 5.2 5.6 53 57 59 53 6.6 59 51 6.3 6.1 58 55

Porto Alegre 39 3.7 2.6 3.7 44 2.8 4.3 39 3.8 51 4.8 3.7 3.9
Colombia ®

Bogota 111 105 80 94 88 7.9 10.1 8.8 10.9 9.2 9.6 8.2 8.2
BaTranquilla  13.0 114 117 11.0 9.9 12.1 11.8 104 9.8 95 11.1 10.7 8.2
Medellin 12.2 129 124 125 141 115 124 13.7 125 14.0 14.8 14.0 13.6
Cdi 124 11.3 103 95 95 10.9 9.9 8.3 8.7 10.6 9.2 9.2 9.0
Costa Rica'
San José 4.8 6.7 2.7
Chile®
Santiago 119 10.2 7.2 6.5 7.3 52 75 7.0 6.1 74 81 8.3 55
Mexico

Mexico City 41 44 37 32 3.0 29 35 36 29 29 27 33 3.0
Guadagjara 31 26 17 15 25 12 14 19 16 21 18 30 30

Monterrey 55 41 31 36 36 33 31 4.1 37 38 3.2 37 36
Paraguay '

Asuncién 55 47 6.1 6.6 51 6.6 51
Peru

Lima 4.8 79 8.3 59 83 59
Uruguay

Montevideo 9.3 91 86 9.3 9.0 9.3 86 9.6 9.7 9.9 9.4 82 8.3
Venezuela
Caracas 7.9 58 7.3 8.3 8.3 89 77 9.3 7.3

Source : ECLAC, on the basis of officia figures.
2 Preliminary figures. Welghted average for 20 of the 25 most populous cities in Latin America. ¢ Figures for April and

October. Twelve-month average. € Figures for March, June, September and December. Metropolitan area.
Figures for March, July and November; 1988 and 1989: July. * Greater Santiago. Figures for March, June, September and
December. Quarterly averages. " Includes Fernando de La Mora, Lambaré and the urban areas of Luque and San
Fernando. Metropolitan Lima; 1987: June. Four-quarter average. Caracas metropolitan area. Average for two
half-years.
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Table V-3

LATIN AMERICA AND THE CARIBBEAN: INDICATORS OF EMPLOYMENT IN

MANUFACTURING

Argentina®
Brazil
Metropolitan areas
S50 Paulo®
Rio de Janeiro
Colombia?
Costa Rica
Cuba
Chile
Guatemala
Mexico';
Mexico
Nicaragua
Panama ¢
Peru "
Venezuela

Argentina
Brazil
Metropolitan areas
S&o Paulo
Rio de Janeiro
Colombia
Costa Rica
Cuba
Chile
Guatemala
Mexico
Mexico
Nicaragua
Panama
Peru
Venezuela

1983 1984 1985 1986 1987 1988 1989 1990 1991
(Indexes 1980=100)

85.5 88.0 84.8 81.3 80.5 81.3 74.5 71.0
79.0 78.1 79.1 86.9 89.7 88.2 90.1 87.3 81.3
81.6 815 91.7 100.9 103.0 101.0 102.5 99.3 92.1
89.1 89.0 934 99.5 103.3 101.5 103.8 100.7 94.9
84.4 83.4 81.6 81.2 83.8 86.1 85.9 86.0 87.1
96.2 99.3 99.8 100.4 97.7 104.4 105.0 106.7 102.7

115.6 125.3 129.9 133.0 133.2 136.1 140.7

74.3 81.8 86.6 93.1 100.3 111.2 114.9 116.9 121.8

93.7 83.7 94.1 94.2 94.4 124.5 121.9 124.4
931 92.2 94.3 93.4 93.4 93.5 95.2 95.4 93.9
151.0 167.0 177.3 207.6 254.0 310.1 361.6 387.6 393.8
92.8 92.8 87.6 87.6 88.7 92.8 86.6 78.4 62.9
1134 114.6 1214 133.6 117.0 123.1 126.7 128.9
94.3 84.4 834 88.4 95.9 92.4 83.5 81.3 77.2
100.3 98.9 99.9 102.6 114.3 124.0 120.8 113.7 125.1

Percentage variation
(Percentages)

33 2.9 -3.6 -4.1 -1.0 10 -84 -4.7
-74 -1.1 13 9.9 3.2 -1.7 2.1 -3.1 -6.8
-7.8 -0.1 125 10.0 21 -2.0 15 -3.1 -7.3
-4.4 -0.1 49 6.5 3.8 -1.7 23 -3.0 -5.8
-6.6 -1.2 -2.1 -0.5 3.2 2.7 -0.2 0.1 13
3.8 3.2 0.5 0.6 -2.7 6.9 0.5 16 -3.7

5.2 84 3.7 2.4 0.1 2.2 34

4.2 101 5.9 7.5 7.7 109 33 17 4.2

53 -10.7 125 0.1 0.2 31.9 -21 21
-9.6 -i;0 2.3 -1.0 - 0.1 18 0.2 -1.6
23.8 10.6 6.2 171 224 221 16.6 7.2 16
4.7 - -5.6 - 12 47 -6.7 -9.5 -19.8
10 5.9 101 -12.4 5.2 29 18
-54 -10.5 -1.2 6.0 84 -3.6 -9.7 -2.6 -5.1
-1.7 -1.4 10 2.7 114 85 -2.6 -5;9 101

Sour ce: EOLAC on the basis of official figures.
& Manual workers employed in manufacturing.
¢ Manua workers employed in industry, except that of coffee hulling.

system.

the inbond assembly industry (maquiladoras).

Persons employed in manufacturing in the Lima metropolitan area.

Source: Brazilian Geographical and Statistical Ingtitute (IBGE).
Number of persons paying into the social security

¢ Persons employed in manufacturing: does not include the inbond assembly industry.

Persons employed in

9 Employment in manufacturing activities according to household surveys.

Statistics and Information Office (OCH) (indexes 1981=100).

' Source: Industrial Survey conducted by the Central
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TableV-4
LATIN AMERICA AND THE CARIBBEAN: REAL AVERAGE
WAGES

1983 1984 1985 1986 1987 1988 1989 1990 1991%

Average manual indexes (1980 = 100)

Argentina 1005 1271 1078 1095 103.0 97.3 833 787 81.8
Brazil

Rio de Janeiro® 112.7 105.1 111.8 121.5 1054 103.2 102.3 87.6 87.8

S50 Paulo® 94.0 96.7 120.4 150.7 143.2 152.1 165.2 142.1 1254
Colombia® 110.1 118.1 114.6 120.1 119.2 117.7 119.4 115.9 112.4
CogaRica 78.5 84.7 92.2 97.8 89.2 85.2 85.7 87.2 83.1
Chile® 97.1 97.2 93.5 95.1 94.7 101.0 102.9 104.8 109.9
Guatemda” 126.2 114.8 99.2 81.0 86.5 91.0 95.8 78.5 74.5
Mexico' . 80.7 74.8 75.9 715 71.3 717 75.2 77.9 83.0
NicaraguatJ 83.4 78.5 55.0 19.8 136 4.8 9.2 14.8 15.3
PanamaX 100.8 105.0 105.7 108.4 109.9 101.2 108.9 102.1
Paraguay 95.2 91.8 89.8 85.9 96.5 103.9 109.8 103.5 102.3
Peru*" 93.4 87.2 77.6 97.5 101.3 76.1 415 36.5 39.3
Uruguay " 84.7 72.2 67.3 71.9 75.2 76.3 76.1 70.6 73.2
Venezuda © 98.4 93.5 84.2 85.4 74.5 66.0 48.4 46.2 42.4

Per centage variation P

Argentina 255 264 -15.2 16 -59 -55 -14.4 55 4.0
Brazil

RiodeJaneiro -7.3 -6.7 6.4 8.7 -13.3 -21 -0.9 -14.4 0.2

S50 Paulo 12.3 2.9 24.4 25.2 -5.0 6.2 8.6 -14.0 -11.8
Colombia 5.2 7.3 -3.0 4.8 -0.7 -1.3 14 -2.9 -3.0
CogtaRica 10.9 7.8 9.1 6.1 -9.7 -45 0.6 17 -4.6
Chile 10.7 0.1 -3.8 17 -0.3 6.6 19 18 49
Guatemda -1.2 -9.0 -13.6 -18.3 6.8 5.2 5.3 -18.1 -5.0
Mexico 22.7 -6.6 15 -5.8 -0.3 0.6 4.9 3.6 6.5
Nicaragua 129 -5.9 -30.0 -63.9 -31.3 -64.9 92.0 61.5 3.2
Panama 11 4.2 0.6 2.6 14 -79 7.6 -6.2
Paraguay -7.0 -3.6 -2.2 -4.3 12.3 7.7 5.7 -5.7 -1.2
Peru *15.2 -6.6 -11.0 25.6 39 -24.9 -45.5 -121 7.9
Uruguay «20.8 -14.8 -6.8 6.8 4.6 15 -0.3 -7.2 37
Venezuela -1.6 -5.0 -9.9 14 -12.8 -11.4 -26.7 -4.6 -8.2

Sourdce: ECLAfC, on the badis of offidd figures. ” e d . besic ind
* Preiminary figures. Average totd monthly w in the manufacturing indudtry. © Average wages in basic indudry,
deflated by the consumer price index for Rio dehmgg% Ave\rﬁ;ew in the manufacturing industry in the State of
S20 Paulo deflated by the cogt-of-living index for S2o Paulo. " Wages of manud workersin the manufacturing industry.
Average wages of persons enrolled in the socid security system. 8 Average remunerations of wage earners in non-agriculturd
. sectors. Averagewagesofpersonsenrolledin the socid security systetn. 'Average weges In the menufecturing Indusiry.
" Average wages of persons enrolled in the socid security system, deflated by the price index implicit in the gross domestic
roduct. Average indudrid wages in Panama City. Woege of manud workers in Asuncion; average for June and
ecember. ™ Wages of private-sector manud workers in Metropolitan Lima ° Red average wage index. "Average
income per urban worker, deflated by the variaion in consumer prices in the Caracas Metropalitan area. P In comparison to
the same period of the preceding yesr.
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Table V-5
LATIN AMERICA AND THE CARIBBEAN: REAL URBAN MINIMUM WAGE

1983 1984 1985 1986 1987 1988 1989 1990 19917

Averag;eannual indexes (1980 = 100)i

Argentina 152.9 167.5 1131 110.0 120.8 93.5 42.1 40.2 56.0
Bolivia® 55.4 45.6 184 17.1 19.8 20.9 18.7 17.3 26.6
Brazil® 95.9 87.4 88.9 89.0 72.6 68.7 72.1 53.4 59.9
Colombia® 107.9 1135 109.4 114.2 113.0 109.9 110.8 107.9 104.3
Costa Rica 99.3 1044 112.2 118.7 1179 114.6 1194 120.5 111.8
Chile® 94.2 80.7 76.4 73.6 69.1 73.9 79.8 87.5 95.6
Ecuador 63.6 62.8 60.4 65.0 61.4 534 47.3 39.6 335
El Salvador! 76.5 76.8 66.2 575 46.0 43.6 37.0 34.8 34.1
Guatemala’ 115.3 111.4 94.0 68.6 61.1 75.9 68.1 48.2 38.9
Haiti * 94.0 87.1 91.3 84.8 94.7 94.8 95.7 99.7
Honduras 96.5 92.1 89.1 85.3 83.3 79.7 72.6 87.1 84.4
Mexico ™ 76.6 72.3 711 64.9 61.5 54.2 50.8 455 43.6
Nicaragua " 56.7 63.6 45.1

Panama ° 103.7 102.1 101.0 101.1 100.1 99.7 99.9 99.3 97.7
Paraguay 94.2 93.8 99.6 108.3 122.6 135.2 137.5 131.6 125.8
Peru® 80.6 62.3 54.4 56.4 59.7 52.0 25.4 23.4 159
Dominican

Republic ' 80.8 82.2 80.2 86.0 84.1 87.4 777 65.2 66.2
Uruguay® 88.6 88.8 93.2 88.5 90.3 84.5 78.0 69.1 62.0
Venezuela ' 73.9 66.5 96.8 90.4 108.7 89.5 72.9 59.3 55.1

Per centage variation

Argentina 47.6 9.5 -32.5 -2.7 9.8 -22.6 -55.0 -4.5 39.3
Balivia -40.9 -17.7 -59.6 -7.1 15.8 56 -10.5 -7.5 53.8
Brazil -10.2 -8.9 17 0.1 -184 -5.4 4.9 -25.9 12.2
Colombia 4.2 52 -3.6 4.4 -1.1 -2.7 0.8 -2.6 -3.3
Costa Rica 15.6 51 7.5 5.8 -0.7 -2.8 4.2 0.9 -7.2
Chile -19.6 -14.3 -5.3 -3.7 -6.1 6.9 8.0 9.6 9.3
Ecuador -16.2 -1.3 -3.8 7.6 -5.6 -13.0 -11.4 -16.3 -15.5
El Salvador -11.7 0.4 -13.8 -13.2 -19.9 -5.3 -15.1 -5.9 -2.2
Guatemala -4.5 -34 -15.6 -27.0 -10.9 24.2 -10.3 -29.2 -19.3
Haiti -6.7 -7.3 4.8 -7.1 11.7 0.1 0.9 4.3
Honduras =177 -4.5 -3.3 -4.2 -2.4 -4.3 -8.9 20.0 -3.1
Mexico -174 -5.6 -1.7 -8.7 -5.5 -12.0 -6.7 -10.2 -4.2
Nicaragua -23.8 12.2 -29.1

Panama 15.8 -1.6 -1.0 0.1 -1.0 -0.4 0.2 -0.6 -1.6

Paraguay -7.6 -04 6.2 8.7 132 10.3 17 -4.3 -4.4

Peru 13 -22.7 -12.7 37 5.9 -12.9 -51.2 -7.9 -32.1

Dominican

Republic -6.5 17 -24 7.2 -2.2 39 -111 -16.1 15

Uruguay -14.7 0.2 5.0 -5.0 2.0 -6.4 -7.7 -11.4 -10.3

Venezuela -5.9 -10.0 45.6 -6.6 20.2 -17.7 -185 -18.7 -7.1

Source: BEQLAC, on the basis of officia figures.

* Preliminary figures. National minimum wage.  ° National minimum wage. Minimum wage for the city of Rio de
Janeiro, deflated by the corresponding consumer price index. ¢ Minimum wage for upper urban sectors. National
minimum wage. 9 Minimum income. Minimum overal living wage, caculated on the bas sof the annual
minimum living wage and legal supplementary benefits. ' Minimum wage for non-agricultural activities in San Salvador.

' National minimum wage. Minimum daily wage paid in industries. Minimum wage in the manufacturing sector in the

Central District and San Pedro Sula. ™ Minimum wage in Mexico City, deflated by the corresponding consumer price index.

" Minimum wage for industrial workers in the Department of Managua.  ° Minimum wage applying to all activities except
construction and domestic service. P Minimum wage in Asuncién and Ciudad del Este. ' Minimum wage in Metropolitan
Lima for non-agricultural activities. ' National minimum wage. * National minimum wage for workers over 18 years of
age. ' National minimum wage for non-agricultural activities deflated by the consumer price index corresponding to the
lowest income quartile. " In comparison to the same period of the preceding year.
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VI. PUBLIC FINANCES

Public finances in Lain America resched a
turning point a the end of 1991, owing to
sgnificant progress in the fiscd adjusment
processes launched in previous years and the
budget control mesasures taken in mogt of the
countries of the region. The sale of
government-owned enterprises and other assets
also gained momentum during the year.
Improved budgetary performance heped in most
cases to reverse the trends observed throughout
the 1980s. The marked imbaance in public
finances was one of the most important
components of the economic crigs that affected
the region during that decade. The recesson was
most evident in the severe problems of
public-sector financing, caused by large deficits
-aggravated by the effects of declining revenues
and the debt burden-, and the sharp drop in
externa financing.

Policies to reduce or diminate fiscd deficits
play a key role in the current phase of the
adjusment processes being undertaken by the
economies of the region to face the debt crisis,
and they are being given higher priority thanthey
would normally have in macrpeconomic
adjustment. Their importance during this
reorientation phase of development in the
countries of the region is due to the potentia
positive effect of the control of public finances

on dabilization processes and the economic
agents confidence in economic policy and the
economy, and the usefulness of budgetary

resraint in reducing State entropy and facilitating
public policy reform. Of course, diminating the
fiscd deficit or keeping it within marginsthet can
be financed with non-inflationary resources is a
necessary but insufficient condition for sustained

Srategies of changing production patterns with

gregter socid equity. Another key requirement is
the reform of public policies and fiscd todls to
enhancethe State's ahility to effectively promote
such srategies.

Although consderable, the progress made in
1991 was not definitive, and it is far from being
consolidated. Results were obtained largdy by
using temporary, unsustainable mechanisms,
such asdradtically contracting current and capital
expenditures, or resorting to non-recurrent
receipts, such as those obtained from
privetization programmes. Messures to cregte
new tax sructuresare, in many cases, too recent
to be able to determine what effect they have had.
Also, in severd countries those results will be
consolidated only if advances are made in
gabilizing and reactivating the economy and in
Securing access to stable externa financing, as
well as in reducing externd debt sarvicing to
fiscdly tolerable levels.

1. Fisca adjustment programmes

By the end of the 1980s, mogt of the economies
of the region faced serious problemsin their fisca
accounts, which in many cases undoubtedly
contributed to a speed-up of inflaion during
those years, leading to periods of hyperinflation
in some countries and aggravating those same
fiscd problems. The megnitude of thoseimbalances,
adear symptom of alack of fiscd control, medeit
necessary to undertake dragtic fiscd adjusment
programmes to restore balance to public-sector

financing and regain the confidence of economic
agents in the future of the economy.

Thedebt crisis took awvay government access
to externd credit in the early 1980s. Some
countries turned to domestic credit to cover ther
deficits, dready bloated by externa debt service
payments. Only in the early stages, and in a
limited number of cases, was domestic credit able
to offsat the lack of external resources. But even
in those cases, the Seady growth of the deficit in
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nominal terms quickly put an end to that

aternative. Inflation, fuded by the need to

finance growing public deficits by issuing

currency, mede it increesingly difficult to resort

to seigniorage, bank reserve requirementsand the
sale of domestic deht paper. Governments were

therefore faced with an unavoidable choice:

either put government spending back on a sound

financid basis or watch inflation spird upwards,

in some cases leading to hyperinflation.

After focusng on external accounts in the
early 1980s, adjusgment programmes entered a
new phase, oriented towards stabilization and
domestic adjustments, of which the dimination
of the fiscd gap gradudly became the mogt
important. Virtualy dl the adjusment processes
were having some effect, and by 1991 more
concrete results were achieved. In 1989 ad
1990, mogt of the countries of the region carried
out sizeablefiscd adjugmentsentailing aradical
restructuring of government, athough in some
cases this led to a deterioration of services.
During those years, a condderable number of
countries (Argenting, Brazil, Ecuador, Mexico,
Panama and Venezuda) adjuged ther fiscd
deficit by more than 3% of gross domegtic
product. Other countries reduced ther deficit
(Balivia, Colombia, Dominican Republic and
Uruguay) or increased their surplus (Chile and
Paraguay) by about 2% of GDP. Only Coda Rica
expanded itsfisca imbalance during those years.
During 1991, the process of adjuding fiscd
accounts intensified in Argentina, Bolivia,
Colombia, Honduras, Mexico, Peru and Uruguay,
and was rainitiated in Coda Rica, Guatemda and
Nicaragua

Bolivia was the fird country to attempt to
achieve broad-basad fiscd tabilization, whenin
the fourth quarter of 1985 the new Government
was forced to take drastic measures -in respect
of exchange policy, taxes and public rates- to
combat a hyperinflaion on the order of 22,000%
in the 12-month period ending in September of
that year. That programme achieved immediate
results, both reducing the fiscd deficit ad
bringing down inflation, and consolidated these
resultsin subsequent years.

Mexico began a new stage of fiscal
adjugment in 1988 to control inflation that hed
reeched 150% a year and was spinning out of
control. That adjustment was part of a concerted
stabilization programme that gave positive
results: the fiscd deficit was steadily reduced,
owing to an increase in the primary surplus and
lower interest rates, and inflation declined
condderably. The adjustment process continued
with no mgor changes until 1991, when public
accounts showed a surplus. Ecuador also
undertook an adjustment programme in 1988,
since the fiscd deficit had reached dmogt 10%
of (DP in 1987 because of problems with
petroleum production and exports. The
public-sector deficit was reduced sgnificantly in
subsequent years but began to riseagainin 1991,
while inflation remained around 50% a year.

By the end of 1988 and early 1989, Venezuda
was in a bind because of imbaances in the
externd sector and in public finances, which led
the Government to take drastic steps to correct
these severe macroeconomic disequilibria The
results obtained that year were pectacular, but
control over public accounts was dackened in
1990 because of the huge jump in oil revenues
semming from the rise in the price of crude on
the internationa market provoked by the Gulf
crisgs. Argentina hed to launch a severe fiscd
adjugment programme in mid-1989 because of
bouts of hyperinflation during thefirg half of that
year. Reaults were meeger a the outset, and
inflation re-emerged fram time to time in the
following years. But the adjustment process
despened enough in 1991 to significantly reduce
the disequilibrium.

Severd sweeping fiscd adjusment processes
were caried out in 1990. One of these, in Brazil,
was unusua because of thetoolsit used. Infletion
was running over 50% a month during the first
quarter of 1990, and the fiscd deficit, which was
approaching 80% of GDP in nomind terms, was
being financed with extremely short-term
-practically one-day- credits. The main
mechaniam of the adjustment progranmewasthe
freezing of financid assets, which corresponded
amog excdudvey of federd Government debt.

For an analysis of the sequences of adjustments and disequilibria of the public finances of the countries of the region during
the 1980s, see EQLAC "Public finances in Latin America in the 1980s", Economic Survey of Latin America and the Caribbean,
¢990 (LC/G.1676-P), vol.1, part three, Santiago, Chile, 1992, U nited Nations publication, Sales No. E.91.11.G.2.
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Initial results were good, but inflation returned,

since the problem of permanent financing of the
public sector remained unsolved, and market

inertiapersisted. In Nicar agua, the Government

that took officein April 1990 began anew period
of fiscd adjugment as part of a retructuring of

the economy, and aso with the am of curbing

runaway inflation. The country's dramatic
political problems made it very difficult to carry

out the programme. However, in 1991, after

adjusment measures were strengthened, the
fiscd deficit began to narrow and inflation was
virtudly eiminated. Peru's new Government

adso launched a dringent adjusment process,

since inflation was reaching dmog 8,000% per

year and current government income was
plummeting. Despite some obstacles, the
programme achieved important advances,

athough the serious problems relating to public
finances are il far from being corrected, since
government income and spending are gtill very

low. Uruguay aso hed to gpply anew adjustment
programme because of the structurd imbaance
in public finances, mainly caused by the
enormous deficit in the socid security system. A

sharp rise in the tax burden and controls over

spending made it possible to meaningfully reduce
the deficit of the whole public sector, which

virtually balanced out by 1991.

During 1990 and 1991, fiscd adjusment
programmes were initisted by countries whose
public sectors hed begun to record condderable
imbalances, but which traditionally had
maintained baanced fiscd accounts. Costa Rica,
Dominican Republic, Guatemala, Honduras
and Paraguay endured bouts of inflation severa
times snce 1988, something that hed happened

only sporadicdly in the past. That imbalancewas
largely due to problems related to public

finances, but Ao somewhat to difficulties in the

external sector. Thus, fiscal adjustment

programmes in mog of those countries were

successful. CodaRica, Guatemdaand Honduras
lowered their fiscd deficits between 2% and 3%

of GDP.

Other countries of the region had different
kinds of fiscd problems. Chile hed besicaly
adjuged its public accounts dready by the late
1970s and had begun to producefiscd surpluses.
But the externd debt criss dowed down this
process, since the Government assumed
respong bility for private debt, resulting in ahuge
deficit in the accounts of the Centra Bank.
However, the problem gradudly diminished over
the fallowing years, to the point where, for the
lagt three years, the non-financia public sector
showed a surplus and public finances achieved a
solid equilibrium. Colombia, which was not
affected by the debt crisis, was ableto correct its
fiscd imbadancethrough atax reformin 1983 and
grict control over its public accounts since that
time. El Salvador dedlt differently with itsfiscal
problems because of the politica Stuation that
has exiged snce thelate 1970s, when the country
affered from an dl-out amed conflict. Huge
expenditures for the war were covered by the
United States, meaning that the large deficit was
offst by externa financing, and the Government
was able to keep the fiscd dtuation rdaively
under control. Panama's fiscd problem had a
different origin, namely, the blockade imposed
by the United Statesin 1987. Once the blockade
was lifted, however, the country quickly
corrected the public-sector deficit.

2. Widespread reduction of fiscal deficitsin 1991

Mogt Latin American countries consolidated the
adjusment of their public accountsin 1991 ad
substantially narrowed their deficits. Some
countries even achieved a surplus, and those in
an dready solid pogtion were ableto reinforceit.
Argentina brought the deficit of the non-financia
public sector down from morethan 5% of GDPin
1990 to 2.2%; Bolivia fran nearly 4% to 3%;
Colombia from 0.4% to 0.1%, and Coda Rica
from 2.5% to virtual equilibrium. Guatemada
converted the centra government deficit from

2.3% of GDP in 1990 into a surplus of 0.4%.
Panamad so changed the Sgn of itsfiscd balance
(-22%) to 14%). The central government of
Honduras lowered its deficit from somewhat
more than 6% to 3%; Nicaraguafrom 26% to 7%;
and Peru from 2.5% to 0.6%. The dight centra
government surplus of the Dominican Republic
rose from 0.3% of GDP to 0.8%. Uruguay
consolidated its public sector and eiminated the
deficit, which had been 2.5% of CDP the year
before. Mexico's central government
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transformed its deficit of dmost 3% of GDP into
a notable surplus of 3.4%. Chile continued to
achieve a surplus in its non-financid public
sector accounts, asit hed since 1986, dthough in
1990 and 1991 it fell to lessthan 2% of GDP. The
surplus of the nonfinancial public sector in
Paraguay dropped from 3.3% of GDP to 1.5%.
Venezuela also raised the surplus in the
non-financia public sector from 0.2% of GDPin
1990 to 1.2%, but thiswas soldly dueto revenues
from privatizing government enterprises.
Without that non-recurrent income, the deficit
would have risen to 3% of GDP (seetable VI-1).
The deficit of the central government in El
Sdvador rose from 3% to 5% of GDP, partly due
to a change in accounting procedures and, to the
constant inflow of externa resources, which
financed a strong rise in public invesment. In
Ecuador, the positive balance of 0.6% became a
deficit of 1.2%, which, together with the
quad-fiscal deficit, left an aggregate deficit of
closeto 4% of GDP. Findly, Brazil was bardy
able to maintain the gains from its adjusgment in
1990, which had sharply reduced the fiscd
deficit; by year end the financid pressures on the
Treasury were becoming more and moreintense,
The fiscal adjustments in 1991 produced
favourable results because mog of the economies
of the region enjoyed higher revenues, whilethey
cut spending or increased it only dlightly.
Conversdly, dmogt dl the countrieswhose fiscd
accounts worsened were those whose incomefell
by more than they were able to cut spending. In
14 Latin American countries, fiscd revenues
increased both as percentage of GDP ad a
congtant prices. Seven of those countries (Coga
Rica, Guatemaa, Honduras, Mexico, Nicaragua,
Peru and Venezuela) aso reduced spending,
which helped consolidate the adjustment.
Expenditures rose in Six other countries of this
group with increased income (Argentina,
Balivia, Colomhia, Chile, Panamaand Uruguay),
but fisca revenues rose even more, which
dlowed them to aso improve ther financid
position. In the remaining country (El Savador),
the deficit grew, since expenditures increased
considerably more than revenues. In the
Dominican Republic, one of the countries in
which fisca revenues declined, the surplus
increased because expenditures contracted more
than revenue. Finaly, in three countries (Braxzil,
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Ecuador and Paraguay), income dropped more
than spending was cut, which made the Stuation
worse than the year before.

The subgtantia improvement in the public
accounts of most countries of the region resulted
from an enormous effort to put their financesin
order. That effort began years ago in some
countries; in othersit is more recent. In the early
group, which includes Balivia, Colombia, Chile
and Mexico, fiscd management continued to
follow the same policies as in previous years,
which had provided a certain control over public
finances. All these countries had better financid
results in 1991 than in 1990, enabling them to
consolidate the trends of recent years. Chile
maintained a surplus in the non-financia public
sector, thanks to a congderable rise in revenue,
making it possbleto sgnificantly increase social
expenditures without reducing the fiscal surplus.
Mexico made remarkable progress in its public
accounts, which went from a negative to a large
positive balance. The main contributing factor
was non-recurrent income from the privatization
of State-owned enterprises, but even without that
income, the deficit would have been virtualy
eliminated. In Bolivia, the deficit of its
non-financiad public sector was reduced, owing
to a Szegble expandon of income with only a
moderaterisein spending. Colombiasreatively
small non-financia public-sector deficit was
wiped out, thanks to adight increase in income
that was larger than the increase in spending. El
Salvador has al so been adjusting public spending
since 1988. Even though the government deficit
rose in 1991, the fisca stuation remaned
relatively stable, since expenditures rose, owing
to a change in accounting procedures, which
tranderred the debt of public enterprises to
government accounts sarting in 1991, and an
expandon of invetment, financed modly by
external resources,

Mog of the countries, however, only recently
(1989-1990) began to implement strong fiscd
adjugment programmes to reduce government
deficits, which had grown worse in previous
years. The mog swesping programmes were
undoubtedly those of Argentina, Nicaragua and
Peru, since al these economies were practicaly
on the threshold of hyperinflation, and
public-sector financing hed plummeted. All three
countries atempted to increase tax receipts, snce



they could not contract expenditure by much:
high inflation rates and previous attempts to cut
spending for the sake of stahilization hed left red
expenditure levels extremely low. Results were
spectacular: inflation was brought under control
and public financing was re-established.
However, thefiscd stuation of al three countries
is dtill in transition, although for different
reasons. Almogt haf the reduction of Argentina's
deficit was made possible by non-recurrent income
from privatizations. Further advanceswill depend
on whether anew tax sructure can be consolidated
on amore permanent badis; important steps have
been taken in that direction. Peru dmogt balanced
its budget by raising tax receipts, but these
remained too low to increase gpending enough to
make the public sector, which hed deteriorated
markedly in recent years, function once again.
Nicaragua narrowed its deficit congderably by
placing severe condraints on spending, in an
extensveinditutiona restructuring.

Other countries, such as Costa Rica,
Guatemda, Honduras, the Dominican Republic
and Uruguay, saw their fiscd imbaances ad
inflation worsen, but theirswas not the explosive
Stuation of the three countries mentioned above.
All these countries narrowed their deficit in 1991,
the first three by increasing income and
smultaneoudy reducing expenditures. Uruguay
augmented both income and expenditures, but
the latter at a much lower rate. In the Dominican
Republic, on the contrary, the contraction of
spending was greater than that of income.
Panama, having normdized its economy, was
able to expand capital expenditures and il
convert itsfiscd defidt into a surplus.

Venezuda, on the other hand, reversed to a
certain extent its adjusment policy of previous

years. The hedthy surplus earned from oil
exports during the Gulf criss mitigated the
harsher effects of adjustment measures.
Therefore, gpending was raised congderably to
cary out the petroleum industry expansion
programme, to continue investments in
infrastructure and upgrade socid programmes for
low-income sectors. Even so, non-recurrent
income from the privatization of public
enterprises (close to 4% of GDP) amounted to
enough to close the year with a positivefinancid
balance. Paraguay aso made its adjustment
policies more flexible and incressad government
spending in a framework of virtudly stagnant
revenues, which reduced the surplus, Ecuador
had difficulty in continuing its adjustment
programme, raisng spending while resources
declined because of a drop in income from the
petroleum sector.

Brazil was once again unable to gabilize its
economy when inflation rose sharply during a
deep recession. Thet Stuation epecidly affected
fiscd revenue, which contracted severdy in red
terms. However, spending was cut by a Smilar
amount, dthough a large part of the cuts were
ugpended interest payments on federd bonds,
which were largely frozen during the year. That
led to a temporary dack in the public sector's
financid needs. But in August, when the firg of
12 monthly ingtalmentswas made to release the
resources -equivaent to 6% of GDP- previoudy
frazen by the fira Collor Plan, the Government
hed to raise interest rates congderably, even in
red terms, to atract those resources. Therefore,
spending to medt interest payments and financid
needs once again came together in an upward
spird.

3. The impact of the debt on government budgets

The fiscd adjustment measures taken by some
countries alowed them to cover al public
expenditures in 1991, including interest
payments on the externd and domedtic delat,
which had been a large part of fiscd imbaance
in previous years. In other countries, however,
fiscd adjugments only alowed for covering
basi ¢ expenditures (which do nat include interest
payments on the debt); therefore, the debt burden
continues to be one of the main sructurad causes

of the persstence of fiscd disequilibria. Findly,
a third group of countries had already
restructured public finances in order to service
public debt, and hence fiscd revenues were
ufficient to cover dl outlays.

The firg group of countries is comprised of
Coda Rica, which bdanced its nonfinancid
public accountsin 1991 ; Guatemaaand Panama,
which aso bdanced their centra government
accounts;, Mexico, which in 1991 aso converted
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Figure VI-1 (continued)
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FigureVI-1 (continued)

NICARAGUA
Million* of dollar* *t 1880 prie**

1000

CG
200 - owe P — e s e B
- i - ‘¥ Income
== Expendlture
0 i i i
1987 1988 1989 1990 1991

PARAGUAY

Millions of dollars *t 1880 prie**
800

600

CG

200

" Income
~e"- Expenditure

—I~—~ Expenditure other
th*n int*r*st payments

1987 1988 1989 1990 1991

PANAMA

Million» of dollar* *t 1880 prie**
1200

400
CG
n Income
200 “*~ Expenditure

—I~—~ Expenditure other
than interest payments

1987 1988 1989 1990 1991
PERU

Million* of dollar* at 1880 price*
4000

3000

2000

1000 - R SR

Income

—— Expenditure

—+ Expenditure other
than interest payments

1987 1988 1989 1990 1991



«

DOMINICAN REPUBLIC

Million» of dollars at 1880 price*

Figure VI-1 (concluded)

1
1200 —jj_—*_\
1000
800
600
‘oo .................
<43
b e Tt ¥l
=== Expsnditurs
o 1 'l A
1987 1988 1989 1990 1991
VENEZUELA
Milllona of doliera at 1880 price»
25000

20000

15000

L0000 s e
NFPS
5000 X AncOme e . _
~— Expenditurs
. . T GRS S
1987 1968 1989 1990 1991

URUGUAY

Million* of dollar* *| 1880 prie»

uoo

800

600

400

200

1987 1988 1989

CG

" n

Expenditure ¢
BBCRIA S8 fenta

1990 1991

Source: ECLAC, on the basis of figures provided by official sources.

TTie definitions used for this table are as folllows: Total income of
the non-financial public sector equals the sum of the central government's
current Income plus capital income. Total expenditure is the sum of the
central government's current expenditure plus the non-financial sector's capital

enditure, which includes Investment by both the central government and

ex|
public enterprises.
Key:
CO : Central government»
NFPS : Non-financial publio sector.
NNFPS :

National non-financial public sector.



its overal deficit into a surplus and covered dl
government outlays, and Uruguay, whose
non-financid public sector has covered dl its
expenditures since 1990, but where the
quad-fiscal deficit of the Centrd Bank perddts,
in order to cover interest on the externa debt.
The members of the second group of countries
are Argentina, wherethe revenues of the nationd
non-financial public sector (incdluding income
from privatizations) was only enough to cover
basic expendituresin 1991; Honduras, where the
central government accounts were aso able to
cover only basic expenditures, Bolivia, El
Savador, Haiti and Nicaragua, whose revenues
il did not cover even basic expenditures;
Ecuador, which only in 1990 was able to cover
al the expenditures of the non-financid public
sector, but which ran another deficit in 1991; and
Peru, which dsoin 1991 easly covered its scant
basic outlays. In recent years, Brazil has been
covering the expenditures of the non-financiad

public sector, but aso in this case, interest
payments were of the same magnitude as the
fiscd imbaance (seefigure VI-2).

In the third group of countries, Colombia had
gradudly been able to amass enough revenue to
cover the basic expenditures of its non-financiad
public sector and part of itsinterest payments; in
1991 the country was able to make dl interest
payments. Chile has had a surplus in the
non-financia public sector and has serviced the
debt on aregular basis since 1986. Paraguay has
maintained a variable surplus in recent years,
after covering both basic expenditures and
interest payments. By 1989, the Dominican
Republic was covering dl the outlays of the
centra government. Venezuela, which had been
unable to cover the basic expenditures of the
non-financia public sector in 1987-1988, has
been doing so comfortably since 1989, and even
achieved asurplusin 1991 (seefigure VI-2).

4, Trendsin fiscd revenues

Fiscd revenues rose in 16 countries of Latin
Americaduring 1991, and declined in only three
(Brazil, Ecuador and the Dominican Republic).
The overdl rise in fiscd revenues was due to
higher tax receipts and greater profits by
government enterprises, and, in some cases, to
non-recurrent income from privatizations. Onthe
other hand, export earnings, especidly from
petroleum and metds, had no mgor impact in
1991, owing to the drop in ther internationa
prices. However, certain countries that were
affected by this adverse Stuation, like Chile and
Mexico, wereeadly ableto com pensatefor lower
export earnings by expanding tax receipts from
other sources (seetables VI-2 and VI-3).

a) Genera upswing in tax receipts

Tax receipts rose in general, owing to a
number of factors, such as the dow-down in
inflation, expanson of economic activity and
imports, tax reforms, more efficient tax
collection and the climate of confidence that has
soread to severd countries in the region. The
declinein tax receiptsin some countrieswas al'so
caused by different factors, astherise of inflation
and the deep economic crisis in Brazil, the

economic recesson in the Dominican Republic
and lower oil earningsin Ecuador.

Despite some progress, the effects of the
1980s crisis continued to affect tax collection in
1991. Itistill too early for negative factorssuch
as rigng tax evadon resulting from a loss of
adminigrative efficiency in collection agencies,
capita flight and the noteworthy growth of the
informa sector in many economies to have been
corrected. That is especidly true in Peru, where
tax recei pts continue to be much lower thanin the
past. In Argentina, despite the recovery in 1991,
theratio of tax receipts to GDP remained below
the levd of the late 1970s. In Brazil, dter a
temporary recovery in 1990, the tax burden
represented gpproximatdy 20%, between two
and four percentage points lower than those
recorded during the previous decade (see table
VI-2).

Formerly high inflation rates nosedived in
1991 in saverd countries of the region, leading
to aggnificant increesein tax revenues. Receaipts
hed declined in amost dl the countries because
of soirdling inflation, owing to the time lag
between the time when the tax obligation was
generated and the time when the State actualy
collected (the "Olivera-Tanzi effect"). A
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Figure VI-2
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Figure VI-2 (continued)
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Figure VI-2 (continued)
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PERU Figure VI-2 (concluded)
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dow-down in inflation produced the opposte
effect, ancetax obligationslogt less of ther vaue
by the time they were paid. The effect was more
pronounced in countries with no tradition of
inflation (like Nicaragua and Peru); huge price
rises had severdy limited their fiscd revenues
because there were no mechaniams for indexing
amounts to be taxed or sums entitled to be
collected under the varioustypes of taxes. Onthe
other hand, in countries accustomed to inflation
(like Argentina or Uruguay), which do have
mechanisms to limit inflation-led losses of fiscal
revenues, there was less of an efect, snce the
decline in receipts was nat very large, except
during relatively brief periods when prices were
soaring. Lower inflation rates hed the same effect
in El Salvador, Guatemala, Honduras and
Mexico, dthough it was much less pronounced
than in the aforementioned cases, since ther
inflation rates were considerably more moderate.

The reactivation of the economy aso helped
raise tax receipts by broadening the tax base in
mog of the countries of the region, owing to the
high eadticity generdly shown by tax receipts
when GDP rises The notable increase in imports
in mogt countries was aso a tremendous helpin
expanding tax receipts, Snce imports are subject
to high taxes, import duties and specific levies,
vaue-added tax (VAT) and other smilar taxeson
products once they are in the country. This was
especidly true in Argenting, Bolivia, Chile,
Ecuador, Mexico, Panamaand Venezuda, where
theleve of activity rose by between 4% and 9%,
importsincreased rgpidly and tax revenues grew
a a condderably higher rate than GDP. Tax
receipts also increased in El Salvador,
Guatemda, Peru and Uruguay, but owing to a
greater extent to the sharp rise in the vaue of
imports then to the growth of GDP, which was
only moderate (seefigure VI-4).

Tax reforms also contributed somewhat to
rasing fiscd receipts. Extensve reforms were
carried out in eight countries of the region
(Argentina, Boalivia, Chile, Colombia, Coga
Rica, Nicaragua, Peru and Uruguay), condsting
of raising tax rates, broadening the tax base ad
adjudting collection mechanisms. The purpose of
the reform in practicdly all these countries was
to correct severe disequilibriain public finances
Chile was an exception to that rule, since it had
baanced its accounts severd years earlier. The
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objective of the reform carried out by the
Government that came to power in 1990 was to
increase revenues in order to finance a
condderable expandon of socid expenditures
and thereby contribute to grester socid equity.

Severd countriesaso im proved the efficiency
of their collection agencies and gave more
confidence to taxpayers, which definitely helped
expand tax receipts. That wasthe case especialy
in Argentina, Colombia and El Sdvador, where
tax revenues digplayed high dadticity in relation
to variaions in GDP (more than 2.5%), which
would indicate that factors such as greater
efficiency in collection systems and higher
credibility made significant contributions to
expanding tax receipts. Suchwasaso thecasein
Nicaragua, probably even moreintensdly thanin
the countriesjust mentioned, Sincereceipts grew
condderably despite the fact that GDP declined,
athough imports did rise spectacularly.

In some countries of the region (Argenting,
Bolivia, Chile, Colombia, El Salvador,
Guatemala, Nicaragua and Panama), tax receipts
grew from 10% to dightly more than 20%. In
Venezuela, moreover, non-petroleum tax
receipts increased by more than 20%. Tax
revenues grew by morethan 20% inred termsin
Argenting, owing to the combined effect of the
factors mentioned above. The economy
reactivated significantly, imports expanded
spectacularly and the inflation rate dropped
sharply, while sweeping tax reforms were
introduced and collection agencies became more
efficdent. Economic agents dso showed more
confidence in the future of the economy, based
on the favourable results of 1991. Collection
agenciestightened their procedures, which seems
to be quickly changing people's attitudes aout
paying their taxes. Thet new attitude, higher VAT
receipts and payments into the socid security
sydem amply compensated for the decline in
resources from duties on foreign trade and
specific taxes, quch as fud taxes, whose rates
were reduced (seetable VI-4).

Tax receipts of the non-financid public sector
increased by 19% in red termsin Bolivia, owing
not only to theriseintheleve of activity and the
condderable increase in imports, but aso to the
enhancement of administrative efficiency.
People dso began to have more confidencein the
economy because of faster growth, more



Figure V!-3
LATIN AMERICA AND THE CARIBBEAN: AGGREGATE PUBLIC SECTOR INCOME BY TYPE
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Figure VI-3 (continued)
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invesment and greater macroeconomic control.
Therisein government incomein Colombiawas
due to the stisfactory level of income-tax and
VAT receipts, thanks mainly to the Government's
efforts to improve collection sysems and curb
evasion. Thetax basewas aso broadened, dong
with that of the VAT, which rose from 10% to
12%. The increase in income-tax and VAT
receipts more than offsst the decline in income
from import duties, which fel because of trade
liberalization. The sgnificant risein tax receipts
in Chile, despite lower copper earnings, can be
attributed to high growth, more efficient tax
adminigration and the tax reform carried out in
mid-1990 to finance socid expenditures, which
generated additional revenues equivaent to 9%
of tax receiptsin 1990.

The increase in fiscal revenue in Bl Salvador
(by 10%, for the second year in a row) came
mainly fram economic growth, reduced inflation
and grester confidence in the country's peace
process. Severd laws were dso promulgated in
1991 that modified taxes on transactions
(agricultural exemptionswere diminated and the
tax base for imported products was broadened),
extended the tax base on net worth and Smplified
income taxes. The authorities also adopted
severd adminidirative messures to reduce tax
evason and facilitate the payment of ddinquent
taxes. Despite administrative problems that
hindered the application of those reforms,
income-tax receipts rose considerably. In
Guatemda, tax revenue, especidly direct taxes,
rose by 11 %inred terms, owing to the combined
effect of a dow-down in inflaion and grester
compliance with tax obligations. An important
rolewas dso played by the " compensation fund'
provided by the differential between the
international and domestic prices of petroleum
and its by-products (gpproximady 12% of the
Government's aggregate income). Tax revenue
in Nicaragua grew by more than 11% in red
terms, thanks to successful stabilization and
taxpayer confidence in the mgor changes being
mede in economic policy. Tax reforms adopted
in 1990, lower duties on foreign trade ad
adminigtrative improvements aso contributed
condderably to tax receipts, by discouraging
evason and contraband. Panama's government
income rose spectacularly because of asudained
recovery dter the international blockade was

ended. The Government aso improved its tax
administration and received more non-tax
resources, owing to thefact that severd activities
which had suffered the effects of the political
crigs in previous years returned to normad (see
table VI-4).

Current income of the non-financid public
sector in Venezudawas affected when petroleum
revenues dropped along with internationa
hydrocarbon prices a the end of the Guif war.
The contraction was not very sgnificant; it was
partialy offsst by increasng the volume of
petroleum exported, by virtue of the redlocation
of production quotas by the Organization of
Petroleum Exporting Countries (OFEQ to
compensate for the pardysation of exports from
Irag and Kuwait. Non-petroleum earnings, onthe
contrary, rose very nicdy (29%), especidly
income from customs duties, since imports
increased sufficiently to overcome the negetive
impact of lower taiff rates. Neverthdess, despite
its magnitude, that expanson was not adle to
offst the reduction of petroleum earnings, snce
non-petroleum income provides | ess than 25% of
the revenue of the non-financid public sector.

Tax receipts rose more moderately in another
group of countries (Coda Rica, Ecuador, Haiti,
Honduras, Mexico, Peru and Uruguay). In Coda
Rica, tax revenues rose because of higher taxes
on banana exports, an increase in the saes tax
from 10% to 13% (in late 1990) and the addition
of new productsliableto slestax, among others,
gasoline. Higher surcharges on imports collected
by the Centrd Bank aso hdped reducethe losses
of that indtitution and the fiscd and quesi-fiscd
deficit of the public sector. In Haiti, despite the
recesson and politica crids, tax revenues rose
by dmog 3% in red terms, partly because of a
marked reduction of inflation in 1991. In
Ecuador, declining petroleum income led to
lower public sector receipts, despite the fact that
non-petroleum tax revenues incressed by 7%,
epecidly duetotheriseintheleve of economic
activity and a notable increase in imports.

Mexico's current revenues, with the exception
of petroleum income, rose by more than 6%,
owing to an expansion of the economy,
particularly imports, which led to an increese in
direct and indirect taxes. The gradual
consolidation of tax reforms also contributed to
that increese, especidly the broader tax base.
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Direct taxesaso rose by 6%in red terms, despite
a lower maximum income tax rate and the
exemption of up to 40% for individuas whose
income was below four timesthe minimum wage
(seetable VI-4).

Tax receipts in Peru increased by 6%, thanks
to a lower inflation rate and measures teken to
raise taxes. A tax package was put into effect in
June 1991, including non-recurrent levies on net
personal worth and on shares of stock; the
extenson of a sdlective consumption tax on bank
operations dedling with capital gains, bills of
exchange and promissory notes, ariseinthe VAT
from 14% to 16% and the elimination of
exemptions for goods and services, and arisein
the special tax on water supply services. The
messures, however, hed limited effects, giventhe
pers stence of macroeconomic ingability and the
recession, aswel| astheinefficiency of collection
agencies. Tax revenues rose by 6% in Uruguay,
epecidly because of the tax reform carried out
in 1990, which raised severd types of taxes, in
order to diminate the large deficit in centra
government accounts. Aboveall, the reform was
reflected in higher VAT receipts; thistax had been
raised to 22% during the second half of 1990. The
reason receipts did not rise even more wes the
negative effect of factors such aslower tariffsand
adrop in the red exchange rate, which reduced
the tax base in nationa currency and was not
counterbalanced by the higher dollar value of
imports.

Tax revenues declined in 1991 in Brazil, the
Dominican Republic and Paraguay. In Brazil,
revenue contracted mogly because the specid
taxes established by thefirg Collor Planin March
1990 (taxes on financid assets) were suspended.
Also, an upsurgein inflation (with monthly rates
above 20% by the end of the year) led to a
contraction of receipts, in view of the lag in the
actud payment of taxes. Likewise, the severe
economic crisis reduced the tax base, owing to
the poor performance of enterprises, which ledto
more evasion (seetable VI1-4).

Tax receipts declined by dmos 4% in red
terms in Paraguay because of lower indirect tax
receipts, partially due to a dow-down in
economic activity. Receipts remained low in the
Dominican Republic, owing to the deep
recession that has afected the country since the
adjustment programme was put into effect.
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Controls were strengthened in response to thet
Studtion, in order to raise income-tax receipts,
and changes were made in the methods of
cdculaing levies on foreign trade, producing
much higher receipts.

b) Income from public enterprises

Rate adjustments for public services
significantly raised public sector revenues,
making it possible to reduce the deficit of
government enterprises and even, in some cases,
generate asurplusthat heped finance the central
government. Public rates were adjusted
dragticaly in Argentinain early 1991, when the
fiscal Stuation was difficult. The result was thet
government enterprises were able to make some
contribution to an expansion of current
public-sector income, but not as much as taxes
did. In Bdlivig, trandfers from the Balivian Oil
Company (YHB) grew by morethan 16% in red
terms because of the rise in January in the
domestic prices of hydrocarbons and petroleum
products, that was respons ble for more than half
of theincreasein fiscd revenues (seetable VI-2).
In Brazil, the rates and prices charged by public
enterprisesrose sharply, offsatting to some extent
the effect of the collgpse of the tax collection
sydem on the aggregate income of the public
sector. In Coda Rica, mos of the increase in
public sector income came from a rate
adjusment. In Honduras, rate adjustments made
by decentralized agencies, especially the
Nationa Electric Power Com pany (ENEE) and the
Honduran Telecommunications Company
HONDUTH.) made it possible to reverse the
direction of financial transfers, with the
enterprises contributing to the central
government ingteed of vice versa. In Nicaragua,
the change in rates for public services provided
by government enterprises improved the
Government's financid position, which showed
serious imbaances. Public enterprises in Peru
practicaly baanced their budgets, thanks to an
ongoing readjustment of their rates (between 7%
and 12% monthly). Public rates rose in the
Dominican Republic, which reduced implicit
subsdies, paticulaly in the price of energy,
which had been established in response to higher
petroleum prices on the world market. Given the
deterioration of public-sector current income in



Venezuda, incrementa price hikes for gasoline
and petroleum products were reintroduced after
having been suspended because of the rise in
petroleum income during the Gulf crisis. Rates
and prices for other goods and services produced
by public enterprises continued to be adjusted.

¢) Capital earningsand income from thesale
of public assts

A new dement of public financesin 1991 was
the huge sums obtained from the sale of
enterprises and other public assets in certain
countries of the region. Privatization hed been
only sporadic and of limited scope in the past.
Previoudy, the sole example of widespread
privatization was that of Chile throughout the
1980s, a process which ended with the arriva of
the new Government in 1990. In the lagt few
years, severa countries, including some of the
largest ones in the region, launched extensve
privatization programmes. Those programmes
provided an important source of income for the
public sector, capable of financing far a limited
time appreciable resources and generating a
climate of favourable opinion among some
economic agents. Privatizations, in practice,
replaced financing by sdlling securities.

Income from privatization was extraordinarily
high in 1991 in three countries (Mexico,
Venezuda and Argenting), which heped finance
the public sector and even produce a surplus in
fiscd accounts. Such was the case in Mexico,
where income from the sale of enterprisesto the
private sector -among them, two important

commercial banks that hed previoudy been
nationalized- represented more than 3% of GDP.
Non-revenues sgnificantly increased the surplus
of the consolidated public sector and contributed
greetly to reducing domestic debt. During 1991,
Venezud as0ld government-held stock to private
investors and trandferred administrative control
of the nationd tdlecommunications enterprise,
the internationd flagship arline (viAsa), two
commercid banks, a shipyard and a sugar mill.
These operations contributed non-recurrent
incometo the nationd treasury, equivaent to 4%
of GDP. Privatization was aso one of the tools
used to restructure the productive public sector,
dnce advances were made in raiondizing severd
Sate agendies and the operational adminigtration of
the ports began to be trandered to State port
authorities. Revenues from privatizations in
Argentina in 1991, manly fram the trander of
petroleum areas and advances on the sde of
telephone company gock, attained a considerable
volume, morethan 15% of GDP (seetable VI-2).

Brazil dso began a privatization process by
sling four public enterprises for around US$2
billion. However, tha was not an important
factor in financing the public sector in 1991, since
the process only began in September and the total
payment was made through public debt
conversion. Privaizationistill just beginningin
other countries, only the legd framework has
been approved and the enterprises to be sold
identified; sdes dready made to the private
sector have been negligible. This is the case in
Balivia, Costa Rica, El Sdvador, Honduras,
Nicaragua, Peru and Uruguay.

5. Trendsin public expenditure

In 1991, public expenditures rosein rea terms
in 10 of the countries for which information is
available and declined in nine others. The
largest increases in aggregate spending took
place in El Sadvador, Panama and Paraguay,
with variations between 12% and 34%. They
also rose dgnificantly in Argentina, Bolivia,
Chile, Ecuador, Uruguay and Venezuda, with
increments of between 6% and 10%. In

Colombia, on the contrary, aggregate
non-financial public sector outlays expanded
slightly. They nosedived in Brazil and
Nicaragua, contracting by 29% and 39%,
respectively. There were also sizeable declines
in the Dominican Republic, Guatemaa, Haiti,
Honduras, Mexico and Peru, and a moderate
onein Coda Rica (see table VI-5).

In almost all 19 countriesfor which up-to-date information on public financesis available, data on expendituresreferred to
the central government (and generally included transfersto local gover nments, although nat their total expenditures). However,
information about the non-financial public sector isavailablefor only a subgroup of countries.
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Didtinct components of expenditures evolved
unevenly. In some countries, both current and
capital expenditures had the same sign but
different rates, whereas in others they had
opposite signs. Bolivia, Chile, Colombia, El
Sdvador and Paraguay were among the countries
in which aggregate spending rose, with both
current and capital expenditures risng. In three
other countries (Ecuador, Panama and
Venezuea), only capital expenditures increased
or remained virtually stable. The rise in
non-financial public sector expenditure in
Argentinacan be attributed exclusively to current
expenditures, since capital expenditures dropped
condderably (-7%). In Uruguay, the expansion
of central government spending wasaso aresult
of current expenditures, since capital
expenditures dropped significantly (-8%),
dthough red public invesment by the public
sector as a whole soared (23%). In al the
countries where aggregate spending declined
-with the exception of Nicaragua, which gregily
expanded investment- both current and capitd
expenditures fdl.

Current expenditures rose in only seven
countries and fell in 12. The biggest increeses
(between 8% and 16%) were recorded in
Argentina, Chile, El Savador, Paraguay ad
Uruguay, while the largest declines (between
10% and 40%) occurred in Brazil, Guatemda,
Mexico, Nicaragua, Panama and Peru. The
various components of current expenditure also
evolved differently, adthough mogt contracted,
reflecting widespread adjusment policies. In
turn, increasesin current expenditures in dmost
all cases responded to a dackening of budget
constraints, dlowing for greater pending in
aress that had previoudy been severdy affected
by contractionary measures. The exception was
Uruguay, acountry in which spending roseonthe
basis of higher transfers from the centra
government to social security to cover the
automatic indexing of retirement payments and
pensions established by the constitutional
reform.

Interest on both the externa and domestic debt
declined, for different reasons. In the case of the
externd debt, international interest ratesfdl, and
in some casesthe debt itsdlf was reduced, mainly
under Brady-style agreements. Interest payments
on domestic debt declined in some countries
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because nomind interest rates fell, generdly
owing to lower inflation, athough the reduction
was notably smaller in real terms. Still,
reductions in the nomina amount of interest
payments helped improve public finances, since
even though the amount corresponded to the
monetary correction component of the debt
principal, which had deteriorated because of
inflation and which therefore hed to be accounted
for as a capitd outlay, it dso represented a
sgnificant contraction of short-term obligations,
which created a good ded of ingtability because
of their magnitude. That was precisdy what
happened in Mexico, and it iswhat explains the
change of sign recorded in total public
expenditure (seetable VI-5).

Consumer spending plummeted in severa
countries of theregion, generaly because wages
were not adjugted to price hikes. The mogt
dramatic cases were Brazil, Nicaragua and Peru.
In those countries, wages were not adjusted
frequently enough to kegp up with monthly
inflation rates, which brought down thered level
of wages sgnificantly. A smilar Stuaion was
produced in Argentina in the first months of the
year, as aresult of an upsurge of inflation. The
decline easad in subsequent months, athough it
did not cease, Since prices continued to rise, abeit
more moderately. The same took place in other
countries, but to a lesser extent, and hence the
inflation rate was much lower. Such wasthe case
in Costa Rica, the Dominican Republic,
Guatemaa, Honduras and Uruguay. In Chile, on
the other hand, consumer spending rose,
basically because of an increase in social
expenditures, making that country one of the
exceptions in the region. Paraguay was the other
exception, since adjusments of nomina wages
subgtantialy raised wagesinredl terms, given the
sharp drop in inflation.

Unlike what happened during the 1980s,
capital expenditures in 1991 were less affected
by adjusment policiesthan current expenditures,
and they even expanded in some countries. This
happened in Panama, which returned to its 1987
levels, i.e, before the outbresk of the political
crisgs. Capitd expenditures dso rose by more
than 20% in Ecuador, El Sdvador, Honduras,
Uruguay and Venezuda In severd of those
countries, the recovery was dueto the availability
of externd financing, while in Venezuda it wes



linked to the expangion of petroleum activity and
was financed mainly by surpluses obtained
during the Gulf crigs (see table VI-5).
Argentina was among the countries that
increased public sector spending; aggregate
outlays expanded by dightly more than 9% in
red terms. Although government employment
declined, current expenditures of the nationd
non-financiad public sector -which had been
severdy condrained in recent years- rose by
more than 11%, especialy because of the
increese in trandfers to the provinces and in
outlays in the form of pensions. Capital
expenditures continued to fal (-7%), addingtoa
sharp decline during the two previous years,
bringing the 1991 level down to 60% below that
of 1988. Investment fell because of serious
problems in public financing, but also, more
recently, because of advances in privatization.
Expenditures rose in Bolivia, thanks to a
generous increase in capital expenditures.
Current expenditures aso expanded, as a result
of rigng interest payments on the domestic debt
and the consderable increment in trandfers and
contributions to socid security (see table VI-5).
Aggregate spending of the non-finendd public
sector in Chileincreased by 10%in red terms, with
current expendituresrisng by 12%. Outlaysinlocd
currency from the Treesury increesed by 5%, a
figure which includes increments in social
spending. In fact, fiscd contributions to the
minigtries in the socia area represented red
increases that exceeded those that could have
been financed soldy by the reaults of the tax
reform. Expenditures denominated in foreign
currency rose by 20%, owing to an increese in
servicing the public sector's externa debt,
mainly for the payments and pre-paymentsit had
to make to the Centra Bank. In Colombia,
expenditures of the non-financid public sector
rose moderately, but those of the centra
government increased by 8% in red terms, asa
result of condderable invesment spending. The
non-financia public sector roseby closeto 6%in
Ecuador, thanks to a vigorous expanson of
investment, which incressad by 30%. Investment
recovered well from the decline of the previous
year, as a result of the increase in peroleum
revenues recorded in the second hdf of 1990 and
early 1991. Current expenditure continued to
decline & the same rate as it had since 1987.

Expenditures rose noticeably in El Salvador,
especidly because of higher interest payments
and an upsurge in public invesment. Interest
payments rose in part because of atrandfer made
to the Centrd Reserve Bank to consolidate the
public domegtic debt. Within the category of
capita expenditures, trandfers and loans more
than doubled, owing to payments made to the
electric company to ded with the country's
energy problems during the year. Meanwhile,
red invesment completdy recovered from its
collapse of the year before, after having been
concentrated in telecommunications and water
and sawerage, dthough the trangport and energy
sectors also benefited from investments.
Expenditures increased consderably in Panama,
by virtue of a huge expansion of capital
expenditures, which dmaost doubled. Thisgrowth
was made possible by a financid contribution
from the United States Agency for Internationa
Development (USAID) of some US$220 million,
which dlowed for asubgtantia increasein capita
transfers, while real invesment aso soared
(142%), reaching its 1987 levels. Current
expenditures, conversely, declined (-14%),
owing to a large reduction in operating costs.
Wages increased despite the reduction in public
employment, owing to raises given to upper-level
employees (e table VI-5).

Current expendituresin Paraguay increased as
aresult of wage hikes and bonuses in the public
sector and arisein trandfers made to the private
sector. Capital expenditures aso rose, dthough
they remained & low leves. In Uruguay, after
two years of decline in real expenditures,
spending recovered its 1989 share of GDP (19%).
The rise in centrd government spending (7%)
was basad on higher purcheses of goods and
non-persond services, and on greater trandfersto
the socia security sysem. Other expenditures
declined again, particularly wages -for the third
consecutive year-, interest payments on the
public debt and another drop ininvesment by the
centra administration, which accumulated ared
decline of 20% over thelagt two years. Aggregate
public investment, on the other hand, rose
sgnificantly, thanks to an increase in capita
expenditures by State enterprises, especidly for
the ingdlation of a new thermodectric plant.

Aggregate spending increased consderably
(9%) in Venezuda, dthough its ratio to GDP
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remained the same. Despite a large increase in

outlaysfor trandfersand socid subsidies, current

public expenditures declined from 20.8% to
19.3% of GDP. Animportant factor in that decline
was the drop in the relative weight of interest

payments on the domestic and externd debt.

There was aso a notable decline in indirect

subsidies implicit in preferentia exchange rates
given to the private sector to make certain

payments. The decline in current expenditures
was offst by a comparable increase in capita

expenditures. This expansgon was dueto argpid

growth of capital formation and a large increase
in investmentsin the petroleum industry. On the
other hand, capital formation in non-petroleum

public enterprisesdeclined in redl termsby more
than 30%, owing to the privatization and

resructuring processes initiated in severd of

them.

Spending plummeted in Brazil. Wages
contracted dgnificantly; they were no longer
adjused monthly, wheress inflation accelerated.
In order to control spending, the Federa
Government froze the invesment and current
expenditure items of the fiscal budget and socid
security, and postponed payments. The objective
was to limit spending to the amount of cash
available. Government enterprises were aso
placed on a stricter austerity programme,
condgting of a freeze on new contracts ad a
reduction of 10% in current expenditures (see
table VI-5).

Expendituresin Coda Ricafdl by more than
3% in red terms, which was less than what was
programmed. One of the mgor impediments to
controlling the level of spending was the large
increase in interest payments on the domestic
debt (76%0) by the centrd government, owing to
greeter indebtedness and higher interest rates. In
fact, interest payments on the domestic debt rose
from 13% of total central government
expendituresin 1990 to 23% in 1991. Consumer
spending, however, fel by dmost 6%, manly
because wages were not readjusted. Public
investment was the component mog affected by
the adjusment programme, contracting by 17%.
Current expenditures in Guatemda fel by 13%
in red terms, owing to a drop in consumer
spending and a lower leve of trandfers. Public
investment, on the other hand, increased on the
basis of investments by autonomous agenciesand
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enterprises, Snce centra government investment
declined. Aggregate spending fell by 8% in Haiti,
with capita expenditures declining more than the
rest. The emergency Situation facing the country
was one of the mgor causes for the decline. The
crisis deepened when the constitutional
Government fdl in late September, after only
eight monthsin office. Redl current expenditures
contracted in Honduras, despite arisein interest
payments. Financid tranders from the centra
government to the rest of the public sector and
government capital expenditures also declined.
However, red investment by the public sector
rose considerably in real terms, financed
exclusvdy by externd resources.

The decline in spending by the federa
Government in Mexico was due to a drop in
interest payments, which fel by 40% in red
terms. However, some of those outlays were
redly amortizations of the domestic debt, once
the principa was adjugted for inflation. Capita
expenditures dso declined dgnificantly as a
result of privetization, Snceinvestments made by
the enterprises that were sold were no longer
counted as public expenditures. Consumer
spending and transfers from the federal
Government, however, rose by close to 20% in
real terms.

Nicaragua was another country where
aggregate government spending -almost
exclusvely current expenditures- fel sharply.
This was the result of a reduction in personnel
who entered a job- retraining programme.
Central government purchases and current
transfers dlso contracted, affecting the quality of
sarvices provided, especidly hedth care and
education. The red leve of centrd government
outlays fdl by 11% in Peru, in the context of a
policy to reduce public spending. Wages fell by
0.6% of (OP and domestic debt servicing
declined, although capital expenditures
increased by 16%. Red investment by the
public sector, in turn, which represented 18%
of GDP, remained at the same level as that of
the previous year. Aggregate spending in the
Dominican Republic declined by 8%, although
current expenditures fell by less than that.
Someitems were especialy controlled in order
to avoid ggnificant rises-in nomind terms- in
such outlays as wages and payments for goods
and services. But the dtrictest control over



spending was still on government fixed
investment, which in 1991 was kept to 60%, in
redl terms, of the 1989 level. Among the expenses
that expanded the mos were interest payments

on the external and domegtic debt, owing to a
rescheduling of the latter, and trandfers to the
Dominican Electricity Corporation for fue
purchases (seetable VI-5).

6. Financing of the deficit

Since the fiscd deficit srank in mog of the
countries of the region, it was easer to finance
then it had been for severa years. Throughout the
1980s, imbalances in public accounts and the
sharp drop in externd financing created serious
obstacles to the management of monetary and
fiscd policies, snce severd governments in the
region had to issue currency in order to cover
their deficits. Important changes in the
magnitude of public sector domestic financing
took place in 1991. Domegtic financing was
negativein eight of the 16 countries of the region
for which information was available. In four
othersit declined in reation to the previous year,
and only in four was it higher than in 1990.
Externa financing increased in nine countries,
athough they are all among those with the
smalest economies in the region. The Centrd
American countries received the most externa
financing, especialy Nicaragua, Hondures ad
El Savador. However, theflow of externd credit
to meet the needs of the public sector generdly
remained & the same low leve as in previous
years, and in some cases ng outflows were
recorded, since amortizations outpaced loans
receved from abroad. On the other hand, less
need for externd financing meant less credit from
central banks to governments, aflow which hed
been the main -and at times the only- source of
domestic financing for governmentsin theregion
during the 1980s. Resources from the sales of
public debt securities or income from other forms
of indebtedness with the private sector were
scarce in mog of the countries, except for a few
that had more highly developed capitd markets
or financid systems.

Brazil ran one of the highest deficits, owing to
the magnitude of itsfinancid needs. Theflow of
external resources was negative, since
amortizations by the non-financia public sector
exceeded new credits by dmogt 1% of GDP.
Domedtic financing climbed to 28% of GDP, but
once the monetary correction implicit in the
interest rates was discounted, the red flow turned

out to becloseto 1 % of GDP, sincethe mgor part
of the interest payments was amortization of the
principa, giventhe high inflation in the Brazilian
economy (see table VI1-6). Argentinas externa
financing was aso negative, dthough only
dightly so, while its domegtic financid needs
were dightly above 2% of GDP, which, in any
case, Was an improvemernt over previous years,
especidly the period 1988-1989, when it was
morethan 6%.

A number of countries with deficits on their
fiscal accounts in 1990 received external
financing. The Government of Nicaragua
recaived decisve support from the United States
after the new authorities came to power in April
1990. The amount of external resources received
by the centrd Government represented morethan
X% of GDP, whereas the year before it had been
only 2%. In any case, that figure was high in
comparison with income from other externa
sources received by most Latin American
governments. Because of that flow, thedomestic
financing needs of the public sector were
negetive (by dmogt 3% of GDP), which helped
reduce the monetary base and became an
important factor in bringing down inflation (see
table V1-6). Honduras aso received a flow of
resources from abroad for a sum equivaent to
more than 6% of GDP, which, dthough large, was
somewhat lower than the year before. Those
resources were usd to support an adjusment
programme begun in 1990, since they made it
possble for the Government to reduce its debt to
the Centrd Bank by an amount equivadent to
more than 3% of GDP, which was an important
eement in the contraction of the monetary base.
El Salvador once again received external
resources for dmost 4% of GDP, snce the war
continued throughout the year, despite progress
in the peace negotiations. However, domestic
resources were adso needed to overcome the
deficit. Codta Rica received much less externd
assistance than the other Centrd American
countries, but what was received medeit possible
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to reduce the Government's domestic
indebtedness by more than 1% of GDP, sincethe
deficit on fiscal accounts was small. Haiti
recaived closeto 3% of GDPin externa resources
to finance the Government, which was less than
in 1990, continuing the downward trend
obsarved since 1987, when several sources of
external financing were cut off. Once non-
voluntary credits corresponding to unpaid
interests were discounted, Bolivia recorded an
inflow of voluntary external resources for the
non-financid public sector equivdent to more
than 1% of GDP, thus consolidating its return to
voluntary financing in 1990, after an externd
debt moratorium in the mid-1980s. The
non-financia public sector of Ecuador hed a net
inflow of externa resourcesin an amount of close
to 1% of GDP, which was not enough to closethe
deficit. The centra government of Paraguay
recorded a small deficit, but the net inflow of
external resources, though lessthan 1% of GDP,
mede it possble to achieve negative domestic
financing.

Among the countries with a surplus in ther
fiscal accounts, the non-financid public sector of
Chile acquired externd financid resources for
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amog 1% of GDP, dlowing it to trandfer to the
Centrad Bank more than 2% of GDP, thushelping
to dleviate the quas-fiscd deficit. Mexico, in

turn, had a net outflow of externa resources
equivdent to 15% of GDP, but since the fiscd

accounts showed an even larger surplus, it was
able to reduce domegtic debt by dmogt a hdf of

apoint of GDP. Externd financing of the public
sector was aso negative in Colombia, after
reaching closeto 1% of GDP, making it necessary
to seek domedtic financing to cover that amount,

since the surplus on non-financial public
accounts was very small. The Government of

Venezuda, thanks to a surplus on the fisca

accounts and a smdl inflow of capitd, was able
to reduce its domestic financid needs by amost

3% of GDP. That would indicate that most of the
revenues from privatizations were usad to reduce
the domestic debt of the centra Government. In

Uruguay, domestic financing of the central

Government was negative, representing an

improvement over theresult of the previous yeer,
when it was slightly positive. Thus the
adjugment following the huge financid deficit

recorded in 1989 was consolidated.



TableVI-1

LATIN AMERICA AND THE CARIBBEAN: PUBLIC SECTORDEFICIT (-) OR SURPLUS

AT CURRENT PRICES?

(Percentages of GDP)

Coverage 1987 1988 1989 1990 1991°
Argentina NNFPS -6.7 -8.6 -4.8 -5.1 -2.2
Bolivia NFPS -45 -39 -3.0
CG -1.2 -1.6 -0.5 19

Brazil NFPS -10.4 -16.3 -24.4 -12.5
Nominal FNPS 32.3 53.0 83.1 26.9 275
Operational FNPS 57 4.8 6.9 -1.2 -0.3
Colombia NFPS 2.1 -1-9 -04 0.1
CG -05 -1.4 -1.6 -0.9 -0.1
Costa Rica NFPS -0.2 0.1 -25 -25 -
CG -2.0 -25 -4.1 -4.4 -31
Chile NFPS 2.6 3.9 55 15 17
Ecuador NFPS -9.6 -5.3 -1.6 0.6 -1.2
El Salvador CG -3.8 -3.2 -4.5 -3.2 5.1
Guatemala CG -25 -25 -3.8 -2.3 04
Haiti CG -7.0 -5.2 -6.6 -5.8 -39
Honduras CG -66 -6.9 -7.3 -6.3 -3.0
Mexico CPS -15.5 -12.5 -5.7 -4.0 18
CG -14.3 -9.7 5.1 -29 34
Nicaragua CG -16.6 -26.6 -6.7 264 -6.9

Panama NFPS -5.1 -5.2 -7.8 13
CG -4.6 -54 -7.3 -2.2 14
Paraguay NFPS 33 15
CG -0.1 0.7 15 29 -04
Peru CG -5.7 -25 -4.2 -25 -0.6
Dominican Republic CG -2.2 -1.6 -0.1 0.3 0.8
Uruguay CPS -4.5 -6.1 -2.5 -

NFPS -0.9 -14 -3.7

CG -1.3 -20 -34 -0.1 04
Venezuela NFPS -4.4 -8.6 -1.1 0.2 12
CG -5.0 -6.2 -1.0 21 25

Source: ECLAC, based on officd figures
Key: G5= Centrd Government, CPS = Consolidated public sector. NFPS= Financid needs of the public sector. NFPS= NonHfinandid

public sector. NNFPS= Nationd non-finandid public sector, excludingjrovinces and municipdities
sof figuresin nationd currency a current prices. Prdiminary figures

* Cdculated onthe bes
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TableVI-2
LATIN AMERICA AND THE CARIBBEAN: FISCAL INCOME AT CURRENT PRICES?

(Percentagesof GDP)
Coverage Item 1987 1988 1989 1990 1991°
Argentina
NNFPS Current income® 199 18.7 175 17.7 20.5
NNFPS Tax receipts 17.8 16.8 16.3 16.6 19.1
NNFPS Capital income 0.2 04 0.6 0.3 17
NNFPS Aggregate income 201 19.1 18.1 18.0 22.2
Bolivia
NFPS Current income 22.8 234 254
NFPS Tax receipts >» 6.1 59 6.7
NFPS Hydrocarbon income 10.2 10.6 11.8
NFPS Capital income 13 16 14
NFPS Aggregate income 240 25.0 26.8
CG Current income 101 9.6 10.7 124
CG Tax receipts 41 4.0 4.0 59
CG Hydrocarbon income 56 5.0 6.2 6.0
CG Capital income - 0.3 0.3 0.7
CG Aggregate income 10,1 9.8 10.9 131
Brazil
NFPS Current income 275 26.9 27.3 335
NFPS Tax receipts 234 21.9 21.9 274
TRE&ET Treasury income 157 14.6 14.9 185 154
Colombia
NFPS Current income 35.8 36.7 36.9 371
CG Current income 10.6 10.3 10.2 101 116
CG Tax receipts 95 9.4 9.3 9.1 10.3
Costa Rica
CG Current income 15.6 15.2 15.3 14.6 150
CG Tax receipts 144 14.1 144 14.1 145
NFPS Current income 25.9 26.1 26.7 26.3 275
NFPS Capita income 0.1 0.1 0.1 - -
NFPS Aggregate income 26.0 26.2 26.7 26.3 27.6
Chile
NFPS Current income ® 30.6 30.9 30.1 26.9 28.0
NFPS Tax receipts 21.0 19.8 193 17.9 195
NFPS Operating income 5.0 6.2 6.6 5.0 39
NFPS Capital income 34 3.7 31 16 18
NFPS Aggregate income 33.9 34.6 33.2 285 29.8
Ecuador
NFPS Current income 219 21.6 233 235 22.0
NFPS Petroleum income 6.0 7.7 8.8 10.0 8.1
NFPS Non-petroleum income 16.0 13.8 14.6 135 13.9
El Salvador
CG Current income 117 10.3 81 8.7 9.1
CG Tax receipts 10.9 9.3 7.6 81 8.6
Guatemala
CG Current income 94 10.2 9.5 79 9.1
CG Tax receipts 81 8.8 7.8 6.8 7.3
Haiti
CG Current income 117 118 121 10.2 111
CG Tax receipts 111 114 116 9.7 10.1
Honduras
CG Current income 154 15.0 14.7 16.4 17.3
CG Tax receipts 134 12.8 125 14.8 154
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Table VI-2 (concluded)

Country Coverage Item 1987 1988 1989 1990 1991°
Mexico
CG Current income 16.1 15.6 15.7 155 15.6
CG Tax receipts
excluding PEMEX 10.8 12.2 121 116 12.0
CG PEMEX earnings 53 35 3.6 3.8 3.6
CG Capital income 11 12 23 18 5.2
CG Aggregate income 17.2 16.8 17.9 17.3 20.8
Nicaragua
CG Current income 275 211 234 20.4 218
CG Tax receipts 25.0 19.2 217 17.7 19.8
Panama
NFPS Current income ® 34.6 30.5 30.0 33.9
CG Current income 205 134 125 19.3 234
CG Tax receipts 14.9 9.8 9.1 131 133
Paraguay
CG Current income 8.1 79 114 12.1 117
CG Tax receipts 7.0 6.9 8.8 10.0 95
CG Aggregate income 8.1 79 114 12.2 118
Peru
CG Current income 9.0 82 6.5 7.8 84
CG Tax receipts 84 7.6 6.2 75 7.7
Dominican
Republic
CG Current income 146 154 134 111 10.8
CG Tax receipts 131 137 125 10.5 10.6
Uruguay
NFPS Current income © 29.4 29.8 28.2
CG Current income 16.3 16.8 15.6 179 194
CG Tax receipts 15.0 154 14.3 16.3 17.0
Venezuela
CG Current income 18.1 18.2 19.3 229 231
CG Petroleum income 9.5 105 14.8 18.8 185
CG Non-petroleum income 8.6 7.7 45 41 45
CG Capital income - - - - 41
CG Aggregate income 181 18.2 19.3 229 27.2
NFPS Current income 271 238 28.9 334 30.0
NFPS PDV SA earnings 136 114 20.1 26.0 21.7
NFPS Non-petroleum income 135 124 8.8 74 8.3
NFPS Capital income 0.4 0.1 0.0 0.1 45
NFPS Aggregate income 275 239 28.9 335 34.5

Source: ECLAC, on the basis of officia figures.
Key: CG= Central Government. PEMEX=Mexican Nationa Qil Corporation.
P/DA= Venezuelan National Oil Corporation. NFPS= Non-financia public sector. NNFPS= National non-financia public
sector, excluding provinces and municipalities. TRE& ET= Treasury and excise tax.

"Calculated on the basis of figures in national currency a current prices.
enterprises.  Includes income from sales of public enterprises and autonomous agencies.
income from public enterprises, but not their saving after transfers.

Preliminary figures.

¢ Includes saving of public
Includes taxes and operating
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Table VI-3
LATIN AMERICA AND THE CARIBBEAN: CURRENT
PUBLIC SECTOR INCOME IN REAL TERMS?

Index 1987 = 100 Percentage of annual

Country Coverage variation
1988 1989 1990 1991° 1988 1989 1990 1991°
Argentina NNFPS 91.4 81.6 82.4 100.5 -8.6 -10.7 10 220
Bolivia NFPS® 100.0 1055 119.2 55 130
cGH 100.0 99.8 1139 142.6 -02 141 252
Brazil NFPS 97.8 102.4 120.6 -2,2 47 178
TRE&ET 93.1 98.1 116.6 986 -6.9 54 188 -155
Chile NFPS 108.7 116.3 105.9 116.6 8.7 7.0 -9.0 102
Colombia NFpPs? 100.0 106.1 110.8 113.3 6.1 44 2.3
CG 101.4 103.2 106.9 124.2 14 18 35 162
Costa Rica CG 100.1 106.3 105.5 108.9 0.1 6.1 -0.8 33
NFPS 104.2 112.2 1145 121.0 4.2 7.6 21 5.7
Ecuador NFPS 109.8 118.7 121.5 118.6 9.8 8.1 23 -2.4
El Salvador CG 89.0 70.9 78.5 852 -11.0 -20.3 106 85
Guatemaa CG 112.8 108.6 93.6 1106 128 -3.7 -138 182
Haiti CG 102.2 105.7 88.5 95.1 2.2 34 -16.3 75
Honduras CG 102.3 105.0 116.2 124.0 2.3 26 107 6.7
Mexico CG 98.0 101.6 104.8 109.3 -20 37 31 4.3
Nicaragua CG 66.6 70.7 62.2 66.2 -33.4 6.3 -12.0 6.4
Panama CG 54.7 51.0 82.9 1096 -453 -6.7 624 322
Paraguay CG 104.3 158.4 174.2 171.3 43 518 100 -1.6
NFPS 100.0 103.3 3.3
Peru CG 83.4 58.7 66.7 733 -166 -29.7 138 9.8
Dominican
Republic CG 106.7 97.0 75.9 73.7 6.7 -90 -218 -28
Uruguay CG 102.8 97.0 1125 123.6 28 57 160 929
Venezuela CG 106.1 104.0 130.2 143.3 6.1 -20 253 100
NFPS 92.9 103.7 127.1 124.4 71 116 225 -21

Source: ECLAC, based on official figures
Key: OG= Central Government. NFPS= Non-financial public sectoir. NNFPS=  National non-financial public sector, excluding
provincesand municipalities. TRE& ET=Treasur)' and excise tax.

'Calculated on the basis of figuresin national currency at current prices. Prdiminary figures. °Index 198C» = 100.
" Index 1988 = 100.
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TableVI-4
LATIN AMERICA AND THE CARIBBEAN: TAX RECEIPTSIN REAL TERMS

Percentage of annual

Index 1987 = 100 o
Country Coverage variation
1988 1989 1990 1991° 1988 1989 1990 1991°
Argentina NNFPS 91.8 85.0 86.4 1047 -82 74 17 212
Bolivia NFPS® 100.0 99.1 117.9 09 190
cG* 100.0 99.1 1025 157.1 -09 34 533
Brazil NFPS 93.7 97.0 116.4 63 35 200
TRE & ET 93.1 98.1 116.6 986 -69 54 188 -155
Chile NFPS 101.6 108.7 102.8 1181 16 70 -54 149
Colombia BCG 102.9 105.1 107.4 1233 29 21 23 148
Costa Rica BCG 101.1 108.8 110.3 1146 11 77 14 39
Ecuador NFPS 96.8 101.9 95.7 1026 -32 53 61 73
El Salvador CG 86.8 718 79.2 867 -132 -173 103 95
Guatemala CG 112.8 103.7 93.8 1038 128 -81 95 106
Haiti CG 1034 106.0 88,4 909 34 25 -166 29
Honduras CG 100.5 103.2 121.0 1275 05 26 173 53
Mexico CG 113.7 116.8 117.4 1249 137 27 05 65
Nicaragua CG 66.6 722 59.4 662 -334 84 -177 114
Panama CG 55.3 51.0 771 856 -447 -77 511 110
Paraguay CG 104.1 142.0 166.4 1605 41 364 172 -36
Peru CG 82.8 60.1 68.4 723 -172 2715 139 58
Dominican'Republic CG 105.5 100.6 80.6 80.2 55 -46 -199 -04
Uruguay CG 102.2 96.2 110.4 1171 22 -59 148 60
Venezuela CG 94.5 50.9 48.8 593 -55 -461 -43 217

Source: ECLAC, based on officia figures.
Key: BCG= Budgeted central Government. GG= Central Government. NFPS= Non-financial public sector.

NNFPS= National non-financial public sector, excluding provinces and municipalities, TRE * ET= Treasury and excise tax.
2 Calculated on the basis of figures in constant 1980 dollars.
1988 = 100.

Preliminary figures.

¢ Index 1989 = 100. Index



TableVI-5

LATINAMERICA: TOTAL PUBLIC EXPENDITURE, CURRENT AND CAPITAL EXPENDITURE

Index 1987=100" Percentage of annual variation® Percentage of CDP b
Country Coverage Item
1988 1989 1990 1991° 1988 1989 1990 1991° 1987 1988 1989 1990 1991°
Argentina
NNFPS Total expenditure 98.7 73.9 79.3 86.7 -1.3 -25.0 72 94 27.1 275 21.6 23.2 241
NNFPS Current expenditures  95.9 75.3 87.5 97.5 -4.1 -21.4 16.2 115 21.8 215 17.7 206 218
NNFPS Capital expenditures  110.1 68.3 454 42.3 101 -38.0 -335 -6.8 53 6.0 39 26 23
Bolivia
NFPS Total expenditure 103.6 105.2 109.4 1174 3.6 15 4.0 7.3 28.7 28.9 28.6 28.9 29.8
NFPS Current expenditures  93.7 97.6 101.7 108.3 -6.3 4.2 4.2 6.4 231 211 21.3 21.7 22.2
NFPS Capital expenditures 135.0 135.4 140.1 153.9 35.0 0.3 35 9.9 56 7.9 7.2 7.3 7.7
CG Total expenditure 100.0 102.9 106.2 108.4 29 32 21 114 114 115 11.2
CG Current expenditures  100.0 94.5 106.0 107.8 -55 12.2 17 10.9 10.0 11.0 10.7
CG Capital expenditures 100.0 304.0 107.8 124.2 204.0 -64.5 15.2 05 14 05 05
Brazil
NFPS Total expenditure 114.2 140.9 120.3 14.2 23.3 -14.6 37.9 433 51.7 46.0
NFPS Current expenditures 118.9 152.5 129.5 18.9 28.3 -151 31.2 37.2 46.2 40.8
NFPS - Primary expenditures 98.7 115.1 119.3 -1.3 16.7 3.6 21.3 21.0 238 25.6
NFPS - Interest payments  162.2 232.6 151.2 62.2 434 -35.0 10.0 16.2 22.4 15.2
NFPS Capital expenditures  92.2 85.9 76.9 -7.8 -6.8 -10.5 6.6 6.1 55 52
CG Total expenditure 100.0 117.1 107.3 775 17.1 -84 -27.8 11.6 13.2 12.6 9.0
Colombia
NFPS Total expenditure 100.0 105.4 105.7 106.7 54 0.3 10 37.9 38.6 37.3 36.9
NFPS Current expenditures 100.0 107.3 110.5 1114 7.3 3.0 0.8 29.2 30.2 30.0 29.7
NFPS Capital expenditures  100.0 98.8 89.3 90.6 -1.2 -9.6 15 8.7 8.3 7.3 72
CG Total expenditure 110.7 115.0 1112 120.6 10.7 39 -3.3 84 111 118 118 110 117
CG Current expenditures 108.7 116.1 113.3 116.8 8.7 6.8 -24 31 8.7 9.1 9.4 8.8 89
CG Capita] expenditures  118.3 111.6 103.4 134.3 18.3 -5.7 -7.3 29.8 24 2.7 25 2.2 28
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TableVI-5(cont.2)

Index 1987=100 Percentage of annual variation Per centage of ODP
Country Coverage Item
1988 1989 1990 1991° 1988 1989 1990 1991° 1987 1988 1989 1990 1991°
Honduras
CG Total expenditure 104.4 1101 112.7 101.8 44 55 24 -9.7 22.0 21.9 22.1 22.7 20.3
CG Current expenditures 103.1 110.6 105.5 102.6 31 7.3 -4.6 -2.8 17.7 175 17.9 17.1 16.5
CG Capital expenditures 109.7 107.8 142.6 99.0 9.7 -1.8 323 -30.6 4.3 45 4.2 5.6 39
NFPS Real investment 104.9 118.1 83.8 109.2 4.9 12.6 -29.1 30.3 51 51 54 39 5.0
Mexico
CG Total expenditure 87.7 77.3 69.7 61.2 -12.3 -11.9 -9.8 -12.3 315 27.3 23.3 20.2 17.1
CG Current expenditures  90.8 78.9 67.4 59.1 -9.2 -13.2 -14.6 -12.3 28.3 254 21.3 175 14.8
CG Capital expenditures  60.6 63.5 90.6 79.5 -394 4.9 42.5 -122 32 19 20 2.7 23
Nicaragua
CG Total expenditure 93.7 56.7 89.0 54.3 -6.3 -39.5 56.9 -38.9 44.1 47.7 30.1 46.8 28.7
CG Currentexpenditures  90.8 56.3 95.1 534 -9.2 -38.0 69.0 -43.9 39.4 41.3 26.7 44.7 25.2
CG Capital expenditures 117.7 60.0 374 62.0 17.7 -49.1 -37.7 65.9 4.7 6.4 34 21 35
Panama
NFPS Total expenditure 75.5 79.7 72.4 -24.5 5.6 -9.2 39.7 35.7 37.8 32.6
NFPS Current expenditures  75.9 81.7 75.0 -24.1 7.6 -8.2 36.9 333 36.0 31.4
NFPS Capital expenditures  71.0 53.8 37.2 99.5 -29.0 -24.1 -30.9 167.6 2.8 23 18 12 29
CG Total expenditure 62.7 66.0 75.4 84.1 -37.3 52 14.3 11.6 251 18.7 19.8 215 22.0
CG Currentexpenditures  64.3 66.4 77.4 66.9 -35.7 32 16.5 -135 23.8 18.2 188 20.9 16.5
CG Capital expenditures  33.0 57.7 41.1 386.6 -67.0 75.0 -28.8 840.6 14 05 0.9 0.6 54
Paraguay
CG Total expenditure 93.9 136.3 . 131.6 176.6 -6.1 45.1 -35 34.3 8.2 7.2 9.9 9.3 12.2
CG Current expenditures  98.1 156.3 138.7 177.4 -1.9 59.3 -11.2 27.9 6.5 59 8.9 7.7 9.6
CG Capital expenditures ~ 79.7 67.0 113.6 187.6 -203 -16.0 69.7 65.1 16 12 10 16 26




ul

TableV1-5 (concluded)

Index 1987=100 Per centage of annual variation Per centage of GDP
Country Coverage Item
1988 1989 1990 1991° 1988 1989 1990 1991° 1987 1988 1989 1990 199r

Peru
CG Total expenditure 66.6 59.1 54.1 48.0 -33.4 -11.3 -85 -11.3 14.7 10.7 10.7 10.3 9.0
CG Current expenditures  68.8 56.4 56.9 48.4 -31.2 -18.1 0.9 -14.8 12.3 9.3 8.6 9.1 7.6
CG Capital expenditures  55.1 73.7 39.6 45.8 -44.9 337 -46.2 15.7 2.3 14 21 12 14
Dominican
Republic
CG Total expenditure 102.2 84.8 64.3 59.2 22 -17.0 -24.2 -8.0 16.8 17.0 135 10.8 10.0
CG Current expenditures 100.2 94.2 77.4 73.9 0.2 -6.0 -17.9 -4.5 75 75 6.7 5.8 5.6
CG Capital expenditures 103.8 77.2 53.7 47.3 38 -25.7 -30.4 -12.0 9.3 95 6.8 5.0 4.4
Uruguay
NFPS Total expenditure 1026 106.5 2.6 38 30.3 312 319
NFPS Currentexpenditures 102.8 105.9 2.8 3.0 26.3 27.1 27.5
NFPS Real investment 101.1 1105 101.3 124.5 11 9.3 -8.3 229 4.0 41 4.4 40 4.8
CG Total expenditure 106.3 109.2 104.4 1119 6.3 2.7 -4.3 7.2 17.6 18.7 19.0 18.0 19.0
CG Currentexpenditures  105.6 107.3 104.0 113.3 5.6 16 -3.1 8.9 15.7 16.7 16.7 16.0 17.2
CG Capital expenditures  111.7 124.8 108.1 99.7 11.7 11.7 -13.4 -7.7 19 21 2.3 2.0 18
Venezuela
NFPS Total expenditure 107.4 91.3 107.6 117.2 7.4 -15.0 17.8 9.0 32.0 325 29.9 33.3 33.3
NFPS Currentexpenditures 110.3 95.0 112.8 114.1 10.3 -13.9 18.7 11 19.0 19.8 185 20.8 19.3
NFPS Capital expenditures 103.1 85.8 99.8 121.7 31 -16.8 16.3 22.0 13.0 12.6 11.4 12.6 14.0
CG Total expenditure 1115 85.6 111.4 120.1 11.5 -23.2 30.2 7.8 231 24.4 20.3 25.0 24.7
CG Currentexpenditures  111.7 95.0 113.9 114.6 117 -14.9 19.9 0.5 17.6 185 17.1 194 179
CG Capital expenditures  110.7 55.6 103.3 137.4 10.7 -49.7 85.7 329 5.6 5.8 3.2 5.6 6.8

Source: BECLAC, based on official figures.

Key: CG = Central Government. NFPS = Non-financial public sector. NNFPS  National non-financial public sector, excluding provinces and municipalities. TRE 4 ET = Treasury and excisetax.

2 Calculated on the basis of figuresin constant 1980 dollars, P Calculated on the basis of figures in national currency at current prices.  © Prdiminary figures. Includes operating
costs of public enterprisesand autonomous agencies.



TableVI-6

LATIN AMERICA AND THE CARIBBEAN: FINANCING NEEDS
AT CURRENT PRICES?

(Percentage of GDP)

Country Coverage 1987 1988 1989 1990 1991°
Argentina NNFPS  Total 6.7 8.6 48 51 .22
Domestic 35 6.5 6.7 2.7 25
External 3.2 21 -1.9 24 -0.3
Bolivia NFPS Totd 45 39 3.0
Domestic 2.8 12 0.2
Externd 18 2.2 2.8

Unpaid
interest 2.0 15 13
Brazil Nomina FNPS Tota 32.3 53.0 *83.1 26.9 ‘275
Domestic 34.8 55.8 82.8 26.5 28.3
. External -2.5 -2.8 0.3 0.4 -0.8
Colombia NFPS Totd 21 19 04 -0.1
Domestic 0.7 11 0.9 0.6
External 15 0.7 -0.5 -0.7
Costa Rica NFPS Totd 0.2 -0.1 25 25 0.1
Domestic -05 0.1 2.0 2.2 -1.3
External 0.7 -0.2 0.4 0.3 14
Chile NFPS Totd -2.5 -3.9 -55 -15 -1.7
Domestic -4.4 -6.1 -6.0 -1.9 -2.4
Externa . 19 2.2 0.4 0.5 0.7
Ecuador NFPS Totd 9.6 53 16 -0.6 -1.2
Domestic 18 2.2 -15 -14 0.5
External 7.8 31 31 0.9 0.7
El Salvador CG Totd 3.8 3.2 45 3.2 51
Domestic 0.2 0.2 3.0 -0.1 14
Externd 36 30 15 33 37
Guatemaa CG Totd 25 25 3.8 2.3 -04
Domestic 0.8 12 12 0.8 0.8
External 05 0.8 0.4 0.4 .
Other sources 12 0.5 2.1 12 -1.1
Haiti CG Totd 7.0 52 6.6 5.8 39
Domestic 0.6 16 19 19 12
External 6.5 3.6 47 3.9 2.7
Honduras CG Totd 6.6 6.9 7.4 6.3 3.0
Domestic 39 3.2 5.4 -1.1 -3.3
External 2.8 37 2.0 7.4 6.3
Mexico CPS Totd 155 125 5.7 4.0 -1.8
Domestic 14.1 13.7 6.2 3.8 -0.4

External 15 -1.2 -0.5 0.1 -15




TableVI1-6 (concluded)

Country Coverage 1987 1988 1989 1990 1991°

Nicaragua CG Totd 16.6 26.6 6.7 26.3 6.9
Domestic 16.1 24.6 34 24.6 -2.6
External 0.1 2.0 33 18 9.2

Panama CG Tota 4.6 5.4 7.3 2.2 -14
Domestic 13.2 5.8 7.3 5.8
External -8.6 -0.4 -3.6

Paraguay CG Totd 0.1 -0.7 -1.5 -29 04
Domestic -11 -04
External -1.9 0.8

Peru CG Totd 5.7 25 4.2 25 0.6

Dominican

Republic CG Totd 2.2 16 0.1 -0.3 -0.8
Domestic 12 0.3 0.1 -0.2 -0.1
External 10 12 -0.7

Uruguay CG Totd 13 2.0 34 0.1 -04
Domestic 11 18 3.3 0.1 -0.3
External 0.2 0.2 0.1 -0.1

Venezuela CG Tota 5.0 6.2 10 2.1 -25
Domestic 47 6.3 15 12 -29
External 0.3 -0.1 -0.5 0.9 04

Source: ECLAC, based on officid figures.
Key: CG= Centrd Government. cre= Consolidated public sector. INPS= Finandid neads of the public sector. NFPS= Non-financid
public sector. NNFPS= Nationd nonHinandd public sector, exduding provinces and municipdities, TRE & ET= Treasury and

excisetax.

" Cdculaed on the badis of figures in 1980 dollars.

Prdiminary figures.
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Vn. THE EXI'ERNAL SECTOR

In 1991 the Latin American and Caribbean
economies were influenced by events in the
international economy which had differing
impacts on their export markets and on the cost
and volume of external crediit.

The developed market economies growth
rates continued to dacken. The recesson into
which Canada, the United Kingdom and the
United States had dipped in the second hdlf of
1990 despened during the early months of 1991
and later oread to Germany and Japan, without
any notable recovery being made by the United
States economy. Consequently, the
industridized countries growth rate dowed for
thethird year running, faling to an annud rate of
1%, as compared to 2.6% for 1990,3.3% in 1989
and 4.4% in 1988. In fact, the indudtridized
countries 1991 growth rate was the lowest since
the 1982 recession.

The sluggishness of the industrialized
economies, and particularly the recesson in the
United States, had amore hamful efect on Latin
American and Caribbean exports than it hed the
year before, as the growth rate for the indudtrid
countries imports, by volume, did from 4.5%in
1990 to around 3% in 1991, which wasthe lowest
level since 1983.

Thisdownturnin theindustrialized economies
was reflected in a further dowdown (to 3.4%)
in world trade, which was aso hurt by the
collapse of the European economies now in the
midst of a trangtion to market-based systems.
One of the consequences of this dump in world
demand was the prolongation of commodity
prices perdgent downward dide. The average
prices of many of the region's main export
productsfdl (sugar, bananas, cocoa, coffee, soya,
whest, cotton, wool, copper, tin, lead, zinc and
petroleum), and in some cases the declineswere
quite steep. In contrast, only a few prices rose

For moredetailed information, seepart I1.

(bed, fish med, maize and iron ore) (see table
vn-6).

These variations caused the index of average
world prices for commodities other than
petroleum to drop once again in 1991 (by over
6%) in dollar terms. The largest decreasewas in
minerals and metas (-10%) owing both to ther
sengtivity to the recesson in the industria
countries and to the expangon of the exportable
supply from the former republics of the Soviet
Union. Edible oils and oilseeds were the only
category of commodities whose prices climbed
(by 8%). Qil prices, which had skyrocketed
between August and October 1990 as a result of
the Perdan Gulf crisis, tumbled in mid-January
1991 when the war broke out. By February, oil
prices had nearly returned to their pre-crisis
levels, but they then rose gradudly in the course
of the year. The net result was that the average
price of crude oil for 1991 was 16% beow the
1990 average (seefigure VIM).

The international financid market saw a
drop in nomina interest rates as a consequence
of the recesson in mogt of the industrialized
countries and the dowing of inflation, and this
trend strengthened with the normalization of
the oil market early in the year. It was led,
however, by the sharp decrease in short-term
interest rates in the United States and the
resulting drop in these rates in Japan, since
European interest rates -which were propped
up by theincreasein the German central bank's
discount rate- held more or less steady. As of
December 1991, the 180-day LIBOR tood a an
annua rate of less than 5% (the lowest since
1965), as compared to aleve of 7.8% one year
earlier. As a reault, the average rate for 1991
was 6.1%, which was 2.3 pointslower than the
1990 average and one-third lower than the
1989 figure.
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Figure VII-1
CRUDE OIL PRICES
(Monthly averages)
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Source: ECLAC, based on data from the International Monetary Fund (IMF) and Petroleum Intelligence
Group, Petroleum Market Intelligence, New York (various issues).

a Dubai, Brent (United Kingdom) and Alaskan N. Slope crude. b Isthmus 34 and Maya 22.
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Figure Vil—2
INTERNATIONAL INTEREST RATES
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Source: ECLAC, on the basis of figures provided by the International Monetary Fund (IMF).

a Nominal rate deflated by the consumer price index for industrialized
countries, b The prime rate is the preferential rate offered by United States banks to
their best clients.
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Nevertheless, the import capacity of mogt of
the Latin American and Caribbean countrieswas
not hurt by the external sector's performancein
1991 thanks, in large part, to a heavy inflow of
private capital. The drop in commodity export
prices-which was more widespreed than the year
before- did, however, undermine the region's
export drive and serioudy eroded its terms of
trade. Imports, on the other hand, grew more
rapidly, thereby causing the large trade surplus
maintained by the region since the outbreek of the

economic crisgsof the 1980sto plungeto just 8%
of exports. Meanwhile, the outflow of profitsand
interest payments decreased once again owing to
the drop in international interest rates. This
mitigated the impact of the decline in the trade
surplus on the current account deficit, but the
latter climbed to its highest level since 1932 none
the less. The dready considerable inflow of
capital doubled, however, and was more than
enough to cover this defidit; in fact, the region's
overd| payments surplusroseto US$20.4 hillion.

1. Foreign trade and theterms of trade

a) Exports

Thevaue of theregion's merchandise exports
hdld virtudly steady at US$121 hillion in 1991,
thereby putting an end to agrowth spurt (starting
in 1987) during which such exports hed expanded
a an average annud rate of 12%. Theflattening out
of this growth curve was atributable to anearly 5%
drop in unit value, Snce export volumes continued

toriseat araeof dightly over 4% (seetddle VII-1).

The export performance of the countries of the
region was quite mixed. The value of exports
jumped in Panama (by amost 27%, chiefly asa
result of an increase in re-exports), was up
sharply in Colombia, Coda Rica, Chile ad
Ecuador (by between 5% and 9%) and expanded
moderately in Brazil, El Sdvador, Guatemda,
Mexico and Peru (by 3% or less). However, it fell
by between -3% and -5% in Argentina, Honduras
and Uruguay and by between -7% and -20% in
Bdlivia, Haiti, Nicaragua, Paraguay, the Dominican
Republic and Venezudla In the oil-exporting
countries, the value of exports dipped by
somewhat more than 2% as the net result of a
decrease of nearly 10% in unit vaue -chiefly
owing to the dump in average hydrocarbon
prices- and an 8% expangon in volume. In the
non-oil-exporting countries, in contrast, the value
of exports rose moderatdy (by less than 2%),
partly because unit-value increases dightly
outnumbered decreases and partly because of a
rise in Chile's and some Centra American
countries export volumes. Withinthisgroup, the
value of the South American countries exports
showed little change, whereas thet of the Centrd
American and Caribbean countries showed
sgnificant growth (10%) (seetable VII-2).
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The oil-exporting countries externd sdesfdll
from US$58.2 billion in 1990 to US$56.7 billion
in 1991. Venezuda regisered a 13% decrease
due to the steep drop in the price brought by its
oil and a downturn in non-oil exports. The
expansion in the volume of oil shipments (2.1
million barrels per day in 1991 as compared to
19 million in 1990) was not enough to make up
for the 18% decline in average export prices.
Consequently, the value of Venezuean oil
exports plunged by approximately US$1.6
billion. Non-oil exports were also down (after
three years of strong growth) owing to arollback
of tax incentives, the lower real exchange rate,
the shift in sdles towards the growing domestic
market and plummeting world duminium prices.
In Balivia, the value of traditiona exports fell
primarily because of a decrease in their average
unit value, which wasin turn chiefly dueto lower
zinc, tin and other minera prices on the
international market. The value of non-treditiond
exportswas dso down (seetable VTI-2).

In contradt, higher export values were recorded
(in descending order of magnitude) by Colombia,
Ecuedor, Mexico and Peru. Colombia's exports
jumped by nearly 7% (thanksto an increase of over
30% in non-traditiond exports) despite the fact thet
hydrocarbon exports plunged (-25%) as a
conseguence of the drop in ail prices and the
problems caused by repeated attempts to
sabotage the country's oil pipeline. Coffee
exportsremained depressed -amounting to about
US$1.4 billion- due to the international market
Stuation. Ecuador's exports rose by 5% as the
net result of a10% increase in volume and a5%
decrease in unit value. The significant
downswing in ail prices pushed the vaue of



hydrocarbon exports back down to their 1989
level. Hence, the bulk of the increase in
merchandise exports was attributable to soaring
externa sdles of bananas and shrimp. Banana
shipmentsjumped by 23% (much the same asthe
year before) in terms of volume; this four-year
boom in banana exports was buttressed by the
opening up of the Eagtern European market and
sronger demand from South-Eagt Ada, as well
as weaker competition from some Asian
exporters. Shrimp exports also skyrocketed; in
fact, they rose 0 swiftly that in 1991 they
accounted for one-sixth of the country's total
externd sdes, while sades of coffee and cocoa
dipped. In Mexico the value of merchandise
exportsgrew by only 1 % owing to thedropinthe
average price of oil. The resulting US$2 hillion
decline in the value of external sales of
hydrocarbons brought such exports back downto
their pre-Gulf war levels. Non-oil exports
continued to exhibit strong growth (13%)
however, thanks to the expansion seen in
manufactures and in fruits and vegetables, which
offst the drop in minerd sales. Maquiladora
(inbond assembly) activity -which is, however,
recorded on the services account- again
exhibited a high growth rate (16%), climbing to
over USH hillion. The vaue of Peru's exports
remained flat. Theincreasesin its exports of fish
mesdl, cotton and coffee were dmogt entirely
cancelled out by the reduction -for the second
year running- in non-traditiona exports and,
especialy, the drop in the value of oil and metdl
exports. The sharp downswings in metd prices
were, in mog cases, partidly offset by larger
export volumes despite the further difficulties
caused during the second hdlf of the year by the
low exchange rate and the regppearance of labour
disputesin the mining sector. Thedtuationin the
oil indugtry was quite different: the dackening of
domestic demand opened up the possibility of
sdlling a larger portion of output on the externa
market, but output fell, and this opportunity to
substantialy increase exportable surpluses was
therefore wasted; consequently, virtualy the
whole of the price decrease wastrandated into a
reduction in export value.

Of dl the South American non-oil-exporting
countries, only Chile was able to boost the value
of its exports, while Brazil's exports hed just
about steady and Argentina, Paraguay and

Uruguay saw decreases. Chile's exports
expanded at a considerable rate (over 7%)
entirely as arexult of an upturn in volume, since
the average unit value remained virtualy
condant. This condituted the seventh year of
uninterrupted export growth, with an average
increase in volume of 9% per year. The decline
in copper prices on the internationa market was
not entirely offset by the larger volume of these
exports, whose total vaue thus diminished by
amost 5%. Exports other than copper climbed by
nearly 18%, however, thanks primarily to the
expandon of externa saesaf fruit (which verged
on US$L hillion), packaged food products and
fish med. In Brazil, exports remained a much
the sameleved asthe year before despiteadightly
higher average unit value, which meant that they
remained 8% beow the high point reached in
1989. The trend in exports was quite uneven
during the year, with a 20% growth rate during
thefirg four months giving way to aconsiderable
decline thereafter. In the category of
commodities, the lower value of exports of soya
and soya products was made up for by the higher
value of externa sdes of coffee beans and iron
ore. Semi-manufactures also exhibited moderate
growth (5%), but manufactures were virtualy
unchanged despite an increase in exports of iron
and sted and mechanicd products. In Argentina,
exportswere down by 3% mainly asareault of a
drop in unit value, since the decrease in the
volume of exports was quite small. Increased
exports of oilseeds (16%) and, to alesser extent,
of fishery products (29%) offsst pat of the
downturnin grains (-10%) and livestock products
(-15%). Exports of fud and manufactures
dackened (-5%) as these sdles|og the buoyancy
they hed displayed in recent years, when the
country was in a recession and had a high red
exchange rate. Paraguay experienced an export
dump (-7%) due to a dedine in soya shipments
(as soya prices remained soft) and in sales of
livestock productsto Brazil, while cotton exports
were affected by aweskening of theinternational
price. Thevaueof Uruguay'sexterna sdesfdl
by over 5% due to the performance of its
traditiona exports. Thedrop in wool exportswas
a consequence of lower internationa prices,
whereas the decrease in meat sales was
attributable to a decline in volume as the
livestock sector strove to rebuild its herdsiin the
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wake of asevere drought that hed cut sharply into
its inventories. The value of non-traditional
exports, on the ather hand, continued to rise (6%),
particularly in the case of rice (see table V11-2).
The Central American and Caribbean
countries for which information is available saw
an increase of nearly 10% in the value of their
exports. Thisoveral result was made possible by
strong growth in Panama (consgting chiefly of
re-exports from the Col6n Free Zone) and, to a
lesser degree, in CodaRica, sincetheremaining
countries either recorded moderate growth rates
or outright declines. In Cogta Rica, the value of
exports dimbed by 9% thanks, in particular, to
the higher prices brought by bananas, which
moved up into first place among the country's
export products. Exports of coffee, meat and
sugar also rose, asdid sdesto Centrd America
Guatemala's dow rate of export growth was a
consequence of the downturn in its traditiona
exports (-8%), Snce non-traditiona exportswere
up by amost 14%, largdly asaresult of expanded
trade with Centrd America. The poor showing
turned in by traditiond exports was dtributable
to gzesble decreases in the volume of coffeg
cotton and banana exports, aswdl asto anearly
30% drop in world sugar prices. In El Salvador,
the export sector registered a quite modest
growth rate (3%) because the strong performance
of non-traditiona exports (12%), particularly to
other Centrd American countries, was largey
neutralized by the decline in traditiona exports.
Among the latter, the decreasein coffee sdeswas
especially steep as exporters reduced their
shipments in order to hold back pat of the
harvest. Sugar sales, in contrast, were up sharply,
since the doubling of export volumes more than
covered the savere downswing in sugar prices.
Nicaragua's exports plunged by 20%, bringing
their total value down to just 60% of what it hed
been in 1980 and further degpening the dump
which has been dfecting the country in recent
years. The emergence of domestic supply
problems in the midst of the country's
restructuring process and unfavourable trendsin
the prices of its traditiona export products were
responsible for the decrease. The value of
Honduras exports dipped by nearly 5% for the
second year in arow because the 13% expanson
in other export products was not enough to
entirely offsat the declines in the volumes of its
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main exports (bananas and coffee). The volume
of banana exports fell for the fourth consecutive
year due to bad westher and labour problems;
coffee exportswere a o affected by bad westher,
as well as by sagging internationd prices. The
strong upward trend in Panama's exports
continued with an increase of 27%, which put
them amost 80% above their 1980 level.
Nevertheless, this rise was amost wholly
atributable to an US$800 million incresse in
re-exports from the Coldn Free Zone. In the
Dominican Republic, exports were down (by
10%) for the second year running asthe result of
afurther decrease in externd sdes of ferronicke
and, to a lesser degree, of other traditional
exports. Meanwhile, the serious political
problemswhich arosein Haiti during the second
haf of the year caused the value of its exportsto
dide (-10%) once again (see table VI1-2).

b) Imports

Thevaue of Lain American and Caribbean
merchandise imports climbed by 19% to over
USS$111 hillion. This expansion, which carried
the region's accderating growth trend into its
second year, was dmogt entirdly the result of an
increase in volume, since the average unit value
of imports was virtudly unchanged. Although
the upswing was quite widespread among the
region's countries, dmogt dl of the US$17.5
billion increase was accounted for by just four
countries: Mexico (US$7.9 billion), Venezuda
(US$3.6 hillion), Argentina (US$3.7 billion) and
Panama (US$1.2 billion, mainly from
re-exports). In contrast, imports declined by
US$550 million in Colombia, by US$150 million
in CodaRicaand by smdler percentagesin Haiti,
Honduras and the Dominican Republic (seetable
VII-3).

For the ail-exporting countries as a group,
imports swelled by 27%, from US$48 billion to
nearly US$60 hillion. Although unit values rose
by dmog 5%, the bulk of the increase was
attributable to an expanson of import volumes.
In Venezuda, imports soared by 56% to
US$10.2 hillion mainly because domestic
demand grengthened notably as the process of
drawing down stocks ran its course and the red
exchange rate moved lower. Another factor was
the trade liberdization programme launched in



1989, which entered into its third stage in May
1991 with a reduction of the taiff ceiling from
50% to 40%. In M exico, the Steady riseinimports
continued (22%) in response to the reactivation
of production and investment. In fact, inputs and
capita goodswerethe fagest-growing categories
of imports, while the growth rate for consumer
goods dowed to just 10% in comparison to an
average rate of nearly 90% during the three
preceding years. Peru' simportswere up by 22%
as a reflection of the country's effort to open up
its economy to externd trade, along with its low
red exchange rate, but their expanson was
somewhat dampened by a redtrictive policy on
government spending which lowered
public-sector imports by 12%. Ecuador's
importsaso rose steeply (29%) thankstoitstrade
liberalization programme and the growth of
domestic demand, which stimulated imports of
both capital and consumer goods. In November,
the country's taiff reform programme moved
into its second stage, which entailed setting the
tariff floorat 5% and the tariff celling at 35% and
adopting a series of measures designed to phase
out quantitative regtrictions. In Bolivia, the sharp
rise in the value of imports (about 30%) wasled
by capita goods and raw materials, which
reflected the strong recovery being made by
invesment and economic activity asawhale. In
contrast, Colombia’'s imports diminished by
amost 11% owing to a dackening growth rate
and a drop in invesment, as wdl as to the
uncertainty sparked by the Government's plans
to step up the pace of the country's tariff
reduction programme, which caused many
importers to postpone their purchases until these
plans were implemented (seetable VI11-3).
Among the non-oil-exporting countries of
South America, merchandise imports expanded
by 14% from US$34 hillion to US$39 hillion,
even though unit values declined. A condderable
share of that increase was due to the fact thet
Argentina's imports doubled in value from
US$3.7 hillion to US$7.4 hillion thanks to an
upturn in demand, the implementetion of trade
liberdization messures and the eroson of the redl
exchange rate as capita inflows swdled the
supply of foreign exchange. The changes made
in the trade regime indluded a reduction in the
number of tariff linesfor imports, thelowering of
the tariff ceiling (except for afew types of goods

subject to specid provisons) to 22%, and the
eimination of the quantitative restrictions and
specific duties that had been gpplied to some
products. The upsurgein importswasreflected in
al product categories, imports of consumer
goods quadrupled in value while capital goods
jumped fram the extremely low level of US$600
million to US$L.5 hillion, which was much the
same level as the high 1981-1982 average.
Paraguay and Uruguay saw their imports rise
substantially as well (by 14% and 22%,
respectively). This was primarily due to the
decline in their real exchange rates, which, in
the case of Paraguay, mainly stimulated
imports of consumer goods. In Brazil, on the
other hand, the value of imports hed fairly
steady (moving up by less then 2%) since their
average unit value dipped by 7% and their
volume expanded by 9%. Qil imports fell as
international prices weskened, but non-ail
imports rose by around 10% owing to
purchases of farm produce to cover the drop in
domestic production of some goods and to the
more open trade policy launched the year
before. In Chile an incresse in volume was
reflected in an expangon of less than 5% in
imports. This low rate is accounted for by the
flat growth of imports of capital goods and by
the delayed effect of adjusment policies (see
table V11-3).

For the Central American and Caribbean
countries for which informetion is available, the
total valueof importsroseby 12%, but thefigures
differed widely from one country to another.
Panama accounted for the largest portion of the
increase, as its purchases (mainly for re-export
through the Coldn Free Zone) climbed by nearly
US$1.2 billion. In Guatemala and El Salvador,
upturns in economic activity and domestic
demand boosted imports by 17% and 8%,
respectively. In both countries intermediate
goods played a particularly important part in
these results, dong with consumer goods in the
case of Guatemda, and capitd goods in the case
of El Salvador. Imports were aso up sharply in
N icar agua, thanksto the am pie supply of foreign
exchange generated by unrequited official
trandfers and theloans granted in connection with
the country's stabilization and structural
adjugment programme, as wel as by taiff
reductions (to a maximum of 20%), the
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sreamlining of the government service and the
nation's exchange palicy. In Coda Rica, on the
other hand, imports dipped by 8% due to some
of the adjusment measures gpplied in order to
dea with the country's baance-of-payments
problems, such asthelevying of asurcharge, the
hiking of prior-depost requirements for import
operations and a dteeper rate of devauation,
epecidly during the firg hdf of the year. In
Honduras, the vadue of imports remained low
(following a decrease the year before) owing to
the combined effect of a high exchange rate and
lower oil prices. Panama’simports, on the other
hand, continued to climb briskly (27%) due, in
particular, to purchases for re-export through the
Colén Free Zone. Imports intended for
consumption within the country were aso up
considerably (13%), however, thanks to the
sustained recovery of economic activity and
investment. The value of the Dominican
Republic' simports continued to dide (-4%) asa
result of its adjusment policies, which led to

dropsin GDP and capital formation, and thedump

in oil prices. In Haiti imports were down as a
consequence of the political problems which
have plagued the country during the year (see
table VI11-3).

¢) Terms of trade and the purchasng power
of exports

The combined impact of a decrease in the
unit value of exports and a dight rise in the
unit value of imports occasioned a 6%
deterioration in the region's terms of trade for
1991. This further decline, when added to
earlier downturns (especially those of
1981-1982 and 1985-1986), pushed the terms
of trade of Latin America and the Caribbean
down to 26% below their 1980 level (seetable
VIlI-4).

This downturn was mog gpparent among the
oil-exporting countries, where, largely as a
result of thedropin ail prices, the terms of trade
dipped by nearly 14%, fdling to a point 36%
below their 1980 level. Venezudawas one of the
hardest-hit countries with a decrease of over
20%. Colombia had a below-average decline
(less than 6%), but although the drop was
smdler, it congtitutes the continuation of atrend
which began back in 1987.
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In contrast, the terms of trade for the South
American non-ail-exporting countries asagroup
showed a 4% improvement, dthough this was
till 13% beow the 1980 figure. Brazil'sterms of
trade jumped by 9%, largdy as a result of the
price decline for cil, which accounts for a
large share of the country's imports (see
figure VII-3). Chile and Paraguay also saw
improvementsin their terms of trade (of around
2%) thanks to decreases in their imports' unit
values. In Argentina and Uruguay, however,
sagging export prices were reflected in a
deterioration in their terms of trade of about 2%
(seetable VII-5).

Among the Centrd American and Caribbean
countries, only Honduras and Haiti bettered their
terms of trade, with the help of lower oil prices.
In Coga Ricaand Panama, higher unit valuesfor
imports outweighed the dight increase in export
prices, while in the remaining countries declines
in the unit values of exports caused the terms of
trade to take a definite turn for the worse (see
table VI1-5).

The overal deterioretion in the terms of trade
eroded the purchasing power of the region's
exports by nearly 2%. This figure was the net
result, however, of opposing trends in the
oil-exporting and non-ail-exporting economies.
In the former group of countries, the steep drop
in internationa oil prices pushed down the
purchasing power of exports by amost 7%.
Venezuela was the hardest-hit economy
(-16%0) because its non-oil exports represent a
much smaller share of total exports than in the
rest of the countries, whereas in many of the
other countries in this group, the decline in oil
prices was partly offsst by increases in the
purchasing power of non-oil exports. Infact, in
Colombia the purchasing power of total
exports actudly rose by over 4% despite the
decrease in the value of the country's
hydrocarbon exports.

Among the non-oil exporters, noteworthy
performanceswereturned in by Chile, wherethe
purchasng power of exports dimbed by about
9%, and Brazil, where it rose by 8%. The
following countries in this group saw
consderabledeclinesin thisindicator, however:
Nicaragua (-23%), Paraguay (-4%), the
Dominican Republic (almost-11%)and Uruguay
(over -6%) (seetable VI1I-8).



Figure Vil—3

LATIN AMERICA AND THE CARIBBEAN: TERMS OF TRADE (GOODS)
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International Monetary Fund (MF).

2. The balance-of-payments current account

With asubstantid increasein the valueof imports
and virtudly no change in tha of exports, the
surplusonthe region's merchandise trade surplus
narrowed considerably. Between 1986 and 1989,
the trade surplus had grown from US$17.9 billion
to US$27.3 hillion; then, after leveling off in
1990, it doveto less than US$10 hillionin 1991,
the lowest level since 1983. This contraction of
theregion's trade surplus was largely accounted
for by decreases of amost US$6 hillion in
Venezuelas surplus and of US$4.1 hillion in
Argentina's, together with a US$8 hillion
incressein Mexico'strade deficit. Ecuador'sand
Uruguay's surpluseswere also down by sizesble
amounts, while small surpluses turned into

deficits of between US$200 million and US$250
million in Paraguay, Peru and Bolivia. In
addition, the deficits of the Centrd American
countries (except Coda Rica), the Dominican
Republic, Panama and Haiti deepened. On the
other hand, increases were seen in the surpluses
of Colombia (US$L hillion) and Chile (US$300
million), and CodaRica's deficit shrank by 60%.
Brazil, for its part, maintained itslarge surplus of
nearly US$11 billion (seetable V11-10).

The trade balance for goods and services
declined in pardld with the trade balance for
goods alone, plummeting from US$23.6 hillion
to US$H4.6 billion. Thiswas attributable to the fact
that net payments for non-factor services

127



continued to climb steeply (from US$4.2 hillion
to US$5.4 billion) asthelarger net amount of the
payments made by Argentina, Venezudaand, to
alesser extent, Colombia far outweighed the net
inflow of such paymentsto Mexico and Uruguay
and the reduction in the net outflow from Chile
(seetableVII-10).

In 1991 the region's net payments of profits
and interest amounted to US$30.9 hillion, which
was US$H4 hillion less then the year before. The
lower leve of these payments was the result of
decreases in the net payments made under this
heading by numerous countries. These reductions
were as follows Brazil, USH2 hillion; Argentina
and Colombia, around US$600 million each;
Mexico, US$500 million; Venezuda, US$200
million; and Cosa Rica, Ecuador, Panama and
Uruguay, between US$26 million and US$110
million each. The net amount of such payments
held more or lesssteedy in all the other countries
except Nicaragua, Peru and the Dominican
Republic, where it rose by US$150 million,
US$40 million and USHE5 miillion, respectively
(see table VII-11). Because the region's
merchandise trade surplus was so much amdller
then the year before, it covered only 32% of its
net factor payments (as opposad to 83%in 1990).

The lower net level of payments for factor
sarvicesfor theregion asawholewasdue, in part,
to thefact that in mogt of the countries, bank debt
(at floating interest rates in dollars) accounts for
alarge share of total externa obligations (around
55% for the region taken as a whole);
consequently, the reduction of approximetdy
two percentage pointsin the average leve of the
dollar-denominated LIBOR worked to their
advantage. There was also a Sgnificant increase
in the amount of foreégn exchange moving into
the region in the foom of incoming interest
payments, thanksto the subgtantial expansion of
amog dl the countries international reserves
over the past two years. However, the net
payments of profits and interet made by the
various Central American and Caribbean
countries (with the exception of Coda Rica)

ether rose or hdd seady because the bulk of
these countries externa debt carries fixed
interest rates, and they therefore derived little
bendfit from the decline in internationdl interest
rates.

Since the region's trade surplus drank by a
subgtantialy greeter amount than its payments of
profits and interest did, the deficit on current
account jumped from US$6.8 billion to US$20.5
billion, thereby reversing the trend of the
preceding two years, when a cumulative
reduction of US$6.4 billion hed been madeinthe
current account deficit (seetable V11-11).

The larger deficit on current account was the
result of smilar trends in mogt of the Lain
American and Caribbean countries. Among the
oil exporters, Mexico saw its deficit sivell from
US$8.4 billion to US$13.7 hillion, which
represented one-hdf the vaue of its merchandise
exports. Venezuela's surplus tumbled from
US$8.2 hillion in 1990 to just US$1.1 billion in
1991. Ecuador's and Peru's deficits dso grew,
but Colombia enlarged its current account
surplus by dmost US$2.2 hillion. As for the
non-oil-exporters as a group, between 1990 and
1991 they saw ther deficit on current account
climb from US$4.8 hillion to US$6,6 hillion.
This was chiefly a consequence of Argentina's
didefrom asurplus of US$1.8 hillion to adeficit
of US$2.7 hillion. Paraguay, too, exchanged a
smadl surplusfor aUS$200 million deficit, while
Uruguay's US$200 million surplus practicaly
disgppeared. Brazil, on the other hand, managed
to lower its deficit from US$3.5 hillion to just
US$1 billion, and Chile's deficit fdl from
US$900 million to only US$200 million. In
Centrd America and the Caribbean, the deficit
on current account rose dightly, to US$2.6
billion, as a result of divergent trends: a steep
drop, on the one hand, in Coda Ricas deficit
(USH400 million) and, on the other, an increase
in Nicaragua's (US$340 million), combined with
aturnaround in Panama, where a small surplus
gave way to a USH200 million deficit (seetable
VII-11).

3. Internationa interest rates

Sincethebulk of theregion'sexternd assetsand
liabilities are denominated in United States
dollars, the decrease in the 180-day LIBCR for
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dollar-denominated loans was a significant
event. The rate dipped to less than 5% in
December 1991 (as opposed to a leve of 7.8%



oneyear earlier), and the average annud rate for
1991 was therefore 6.1%, which was 2.3 paints
below the 1990 average and one-third lower than
the 1989 rate. In fact, the December 1991 leved
was the lowest since 1965.

This sharp decrease was chiefly due to
plummeting short-term interest rates in the
United States. Faced with a domestic recession
and a marked dowdown in the rate of inflation,
the United States Federd Reserve Bank lowered
itsdiscount rate on several occasions, bringing it
down from 6.5% in late 1990 to just 3.5% in
December 1991 (the lowes level snce 1964).
During the same period, the interbank offer rate
(anindicator of the cogt of short-term credit) was
moving in the same direction, athough more
dowly, fdling from 8.1% to 5.7%. The Soread
between short-term and long-term rates widened
condderably (from 0.5% in late 1990 to 2.2% in
December 1991), however, which suggests that

there may be a large cydlicd component in the
movement of the interbank rate (see table
VII-15).

Unlike what occurred in the United States,
European interbank rates tended to hold steedy or
evento rise. Thiswas primarily dueto the two-point
hike in the Gaman Bundeshank's discount rate,
which came in response to inflaionary presure
asodaed with the unification of the country.
Conseguently, the other members of the European
Com munity (al of which, with the exception of the
United Kingdom, have linked their exchange rates
to one another) had little manoeuvering room in
which to lower ther interest rates even though they
were faced with downturns in their domegtic
economies. In Jgpan, on the other hand, interest
rates moved downward as bankers fdlowed the
leed of Japan's centrd bank, which lowered its
disoount retein regponseto recessonary Sgndsin
thet country's economy.

4. Capital flowsand international reserves

The regional's capital account reflected a net
inflow of US$40.9 hillion, which was dmogt
double the 1990 figure. While this increase in
capital flows was a virtually regionwide
phenomenon, in absolute terms it was chiefly
accounted for by Mexico and Argenting, whose
capitd inflows jumped by US$10.2 hillion and
US$3.4 hillion, respectively, by Venezuea,
which went from a net outflow of US$4.9 billion
to a net inflow of US$2.2 hillion, and by Peru,
which recorded an increase of US$1.9 billion (see
tableV1I-11). Marked risssweredso seeninthe
capita inflows of Guatemda (US$600 million),
Nicaragua (US$500 million), Bolivia, Paraguay
and the Dominican Republic (US$350 million
each), Costa Rica and Ecuador (US$100 million
each), and Honduras and Uruguay (US$25
million each). This expanson was partly offst
by declines in Brazil and Chile. In Brazil, the
preceding year's net capitd inflow of US$4.7
billion shrank to only US$1.2 hillion in 1991,
while Chile's surplus on capital account
dwindled from US$3.3 billion to US$1.4 billion.
Capita flows aso ebbed in Panama (by US$200
million), El Salvador (US$150 million) and Haiti

(US$30 million), and Colombia's US$200
million capital-account surplus of 1990 gave way
to a US$600 million deficit.”

For the third year in a row, Mexico had an
extremely large surplus on capital account
(US$22 hillion, which was dmogt double the
dready large surplus recorded in 1990). The
increase was generated by foreign direct
invesment and portfolio investment (including
investments made in connection with the
privetization of State firms) as wedll as financid
flows, including capitd repariation. In 1991
approximately US$15 billion of foreign
invesment flowed into the country; one-third of
this was direct investment, while the other
two-thirds took the fom of invesment in the
sock market and the purchase of Mexican bonds
and other financid instruments. Meanwhile,
even though part of Argentina’s capita inflows
of over US$5 hillion were made up of new
interest arrears on the externa debt and bond
placements in the international market, mog of
the inflow was voluntary short-term financing
and much of this, inturn, conssted of repatriated
capitd. The turnaround in Venezuelas capita

However, unrequited private trandfers (entered on the current account of the balance of payments), which include incoming

capital, expanded by a similar amount.
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account was a reflection of foreign direct
investment (primarily in connection with the
privatization of the nationd telephone company),
net private-sector short-term borrowing to
financeimports, and the more favourable balance
of the public sector's short-term flows made
possible by a decline in the oil industry's
accounts receivable. Peru's net capita inflow of
US$3.8 hillion represented the accounting entries
for interest arrears on the externa debt and,
especidly, capita repariation in response to
sweeping changes in the country's economic
policy, high domestic interest rates and the
ploughing back of profits by private businesses.
In Chile, net capital inflows remained high
(US$L14 billion) but were lower than the year
before owing to the amortization of a portion of
the external debt by public-sector bodies, the
narrowing of the pread between the rate of return
on domestic depodits and externd interest rates,
and addiberate move to discourage the entry of
short-term capitd. In Brazl, capitd inflows
dackened off congderably despitean increasein
interest arrears on the country's internationd

bank debt and the entry of voluntary capitd inthe
form of bonds and other foreign portfolio
investments. Thiswas due to the fact that during
1991 some arrearsfrom earlier yearswere settled
and short-term capita flowswere down sharply.
Since the net inflow of capitd was dmogt
double the sze of the deficit on current accourt,
theregion'soverall balance of paymentsyidded
a surplus of US$20.4 hillion, which was 32%
higher than the year before. As a result, dmogt
all the countries international reserves dimbed
substantialy. Thelargest increasewas clearly in
Mexico: US$8.1 hillion. Strong growth wasaso
seen in the reserves of Venezuela (US$3.3
billion), Argentina (US$2.4 billion), Colombia
(US$2 hillion), Peru (US$1.3 hillion), Chile
(US$1.2 hillion), Guatemala (US$600 million),
the Dominican Republic (US$400 million),
CodaRicaand Paraguay (US$300 million each)
and Uruguay and Ecuador (US$150 million
each), while Brazil's grew by a meagre US$200
million. Only one country -Panama- recorded a
Sizegble decrease in resarves (where they were
down by US$120 million) (seetable VI11-11).

5. Ne trander of resources

The region's net trandfer of financid resources
moved from anet outward flow of US$13 hillion
in 1990 to a net inward flow of nearly US$10
billion in 1991. This turnaround, which put the
region in the black for the firg time since 1981,
represented a shift equivaent to US$23 hillion
and to 16% of the vaue of the region's exports
of goods and services (see table VII-13).
Nevertheless, this reversd of the trend was
actudly brought about by just a few countries.
Almost one-haf of the above amount was
accounted for by the increase in the tranders
received by Mexico, which dimbed from US$3.7
billion to nearly US$15 billion. Another 30% wes
generated by the about-face in Venezuelas net
transfers, whichjumped fram minusUS$6hillion
to apostiveleve of over US$L1 hillion, and 17%
by Argentina, which reduced itsoutward transfer
by US$4 hillion. Bethat asit may, thefavourable
trend in such trandfers was quite widespread; in
fact, only five countries in the region -Brazil,
Chile, Colombia, El Sdvador and Haiti- saw this
trend move againgt them in 1991 (see table
VII-14).
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This sharp turnabout in the net trandfer of
resources was primarily a result of the region's
increased capitd inflows and, secondarily, of the
decline in the outflow of interest and profits
Measured in terms of exports, this was manly
accounted for by the oil-exporting countries,
whose net resource trandfers did an about-face
from one year to the next, shifting from 6% of the
va ue of exports and servicesto 22%, which was
the firg time that this indicator hed reached a
positivelevel sincethe outbresk of the debt crisis.
The net transfer of the non-oil-exporting
countries as a group, on the other hand, did not
change direction owing to the enormous impact
of Brazil'snegative trander. If Brazil isexcluded
from the calculations, however, then it may be
seen thet the other non-oil-exporters did indeed
have a net inflow of resources equivdent to 5%
of their exports. The results for the Centra
American and Caribbean countries -which have
traditionally been recipients of net transfers from
abroad- were particularly favourable. Unlike the
dtuation in 1990, when the reduction in the
region'soutward trandfer was chiefly areflection



of alargeincreasein interest arrears on the det,
in 1991 the improved postion of mos of the
countries in the region was principdly due to
inflows of voluntary non-debt-rdated capita,
primarily foreign investment and financia
placements. It should be noted, however, that a
sizeable portion of this flow is made up of
short-term capital, which could change direction
a any time (seetable V11-14 and figure V11-4).
This turnaround also paved the way for a
sgnificant increase (about 20%) in the region’s
import capacity. This was the third consecutive
annua rise in this indicator but, unlike the
preceding year, in 1991 the improvement was
entirely due to the reversa of direction in net

tranders, since the purchasng power of the
region'sexportsfdtered dightly (with the further
deterioration in the region's terms of trade
outweighing the slight increase in export
volumes) wheress it hed grown by somewhat
more than 5% in 1990 (see figure VI1-5). This
raisad the region's import cgpacity dmog al the
way back up to the redl levels it hed attained in
the early 1980s. Import capacity hed weskened
during much of the 1980s because the trandfer of
real resources implicit in the region's
deteriorating termsof trade and its net trandfer of
financia resources abroad hed more than offset
the steep rise in export volumes witnessed
between 1980 and 1992.

6. Import trade reforms

The move to open up the region’s economies to
imports gained consderable momentum irr 1991.
Many Latin American and Caribbean

Governments took meaningful steps towards
carrying foward reforms -some of which hed

been indituted in pagt years- in thelr import trade
regimes. In Argentina, whose trade policy has
been oriented towards greater liberdization of

the economy since 1990, efforts were primarily
amed a lowering the average leve of tariffsand

reducing the tariff spread. In addition, latein the
year the authorities had announced thet in order

to facilitate imports, the system of "sworn import

statements' (which were a type of permit

application) would be replaced by an import

registry that was to be maintained for statistical

purposes. During 1991 the reform process was
consolidated and import tariffs were established

for only four categories of products: 0% on raw

materials and machinery, 11% on intermediate
goods, 22% on mogt consumer goods, and 35%

on just a few types of consumer goods, such as
electronic equipment. These levels were later

adjusted to reduce the goread (5%, 13% and 22%,

respectively). In addition, quantitative
redrictions were diminated. A mgor exception

to the above, however, was madein the form of

the establishment of aspecid regime gpplying to
the importation of mator vehicles.

In July 1986 Bolivia hed sreamlined its tariff
sydem and set a uniform tariff of 20%. Early in
1988, the tariff on capitd goods was lowered to
10%, and late in the same year, the 20% rate,

which had remained in place for dl other goods,
was lowered to 17%. In 1990, tariffs were
reduced once again, to 5% for capital goods and
to 10% for al other products. These rates have
remained in effect Since that time.

In 1988 Brazil undertook to streamline its
tariff structure, but Snce ques-tariff redrictions
were nat changed, thistariff rationalization effort
hed little effect on the overdl leve of protection.
In 1990, however, the Government embarked upon
a nev ad much more svegping programme to
reform the import trade regime. It diminated mogt
adminidrative controls on imports and announced
a taiff reduction schedule designed to lower the
average taiff to 17% by 1994. Some products
especidly ones nesded to modernize the country's
indugry and ones which do nat represent a mgjor
source of competition in the domestic economy,
may be digible for goecid taiff reductions or
wavers. In the case of computer equipment, the
Government limited the number of protected
products. In February 1991, a new schedule for
cutting import tariffswas unveled. During the firg
year of the new schedulés implementaion, the
mog frequently-gpplied tariff was reduced from
40% to 20% and the average 1990 taiff level of
32% was brought down to 25%. If the authorities
continue to pursue this programme asit now sands,
by 1994 the average taiff will have been lowered
to 14%. Moreover, the tariffs on imports of
meachinery and eguipment not produced in the
country -which applied to over 2,000 tariff
items- were diminated in July.
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Colombia made agreet ded of headway inthe
areaof import liberdization during 1990. Unlike
earlier programmes, theliberdization plan which
was made public in February clearly defined the
various stages of the process to be usad for
reducing import barriers. This programme was
explicitly based on a gradud approach, but a
number of different events soon prompted the
authorities to speed up the trade liberdization
process. By means of a series of reforms gpplied
during the course of 1990, taiff levels and the
tariff spread were significantly reduced; in
November permit requirements were diminated
for dmog al types of products, and late in the
year the tariff reduction schedule was defined.
The reduction of average taiff levels and the
narrowing of their soread lowered the weighted
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average from 44% to 34%. This tariff-cutting
programme, which has been designed for
implementation over a four-year period, will
ultimately result in an averagetariff of 14%, with
fiverates: 0%, 5%, 10%, 15% and 50%, plusan
8% surcharge. In 1991, demand for imports was
wesk because the uncertainty generated by the
successive modifications made in the tariff
reduction schedule caused economic agents to
defer their purchases. Consequently, the
Government decided to consolidate the
reductions which had been scheduled for gradua
implementation between 1991 and 1994 and to
aoply them a a single stroke. A four-tiered
structure was established (0%, 5%, 10% ad
15%) with the exception of a 75% taiff on private
motor vehicles and lower rates for other types of
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Figure VII-5 (concluded)
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motor vehicles. In addition, the 10% surcharge
-which had been ashigh as 13% in the past- was
lowered to 8%.

In July 1988, Coga Rica made further
progress in implementing the import
liberalization programme it had launched in
1985. It st out a schedule of graduated tariff
reductions that would lower the tariff ceiling to
40% within three years time, except in the cases
of textiles, wearing appard and footwesar, for
which a deadline of five years was established.
Prior-deposit requirements for imports were
eiminated in 1990, but were reinstated in
December of that year when the country's rapid
loss of international reserves made it necessary
for the authorities to take emergency measures.

In 1974 Chile embarked upon a sweeping
trade reform programme under which, within a
little over fiveyears, it established auniform 10%
tariff for all imports and diminated virtudly al
non-tariff barriers. Then, faced with a
ba ance-of-payments crisswhich hed its origins
in the 1982 recession, it raised the taiff to 20%%
in March 1983 and to 35% in September 1984, as
well as establishing countervailing surchargeson
items dasdfied as vulnerable to dumping. A
mechanism was also created for offsetting
external price fluctuations for three mgor
agricultural products (whest, sugar and oilseeds).
As the externd dtuation returned to normd, the
uniform  tariff was lowered to 30% in March
1985, to 20% three monthslater, and then to 15%
in January 1988. Surcharges on imported
automobiles were diminated at the same time,
Finally, around mid-1991 the tariff was lowered
to 11%.

InMay 1990 Ecuador made mgor changesin
its trade regime which narrowed the range of
tariffs from 0%-290% to 5%-60%. In November
1991 it launched a second phase of the
programme under which the top rate was|owered
from 60% to 35% except for automobiles, and the
surcharges which had been levied for monetary
gabilization purposes were discontinued.

Inan effort to discourage unregistered imports
(which hed risen to asgnificant level) and boost
government revenue, in 1988 El Salvador took
aseriesof stepstowardsthe gradud liberdization
of its import trade. When a new adminidration
took office the following year, this process
picked up speed. In 1990, the move to open up

the economy, which had begun the year before,
was caried forwad with the reduction of the
taiff ceiling to 35%. In June 1991 this celling
was lowered again, to 30%, except for some
textiles and footwear. This hed the effect of
reducing the rates gpplying to consumer goodsin
particular.

In March 1990, Guatemala lowered the
tariffs gpplying to mog products and st just Six
tariff levels, ranging from aminimum of 2%to a
maximum of 37%, with a 4% surcharge. As a
result of these measures, the average taiff on
manufactures dropped from 26% in 1987 to 20%
in 1990. However, the taiff structure was such
asto maintain ardatively high leve of protection
for consumer goods (26%) as compared to
intermediate goods (15%) and capital goods
(19%). In 1991 further heedway was mede in
implementing the liberalization programme with
the elimination of various import permit
requirements.

In Hondur as, subgtantial changeswere made
in the Government'strade policy during 1990. In
addition to a steep devauetion of the currency
(whose exchange rate hed been fixed for the past
30 years), many taiff waivers and exemptions
werediminated, taiff levelsand the tariff soread
were reduced, and a number of specific import
duties were converted into value-based rates.
This graduated tariff reduction process was
caried foward in 1991 asrateswere lowered to
a range of 4%-35%. Administrative import
permits were aso replaced by a dtatistica
regidry.

When a new adminigration took office in
Nicaragua in 1990, drastic economic reforms
were undertaken which, inter alia, paved theway
for the liberdization of imports.

Mog of the measures cdled for by Mexico's
trade liberaization programme were adopted
between July 1985 and December 1987. Thefirgt
step in this process was the dimination -in July
1985- of import-permit requirements for dmost
al intermediate and many capital goods,
dthough the Government restored some of the
protection thus logt by raisng the tariffs on haf
of the afected items and, later on, temporarily
broadened the coverage of officia import prices.
These meesures were accompanied by a 20%
increese in the nomind exchange rate on the
regulated exchange market, and from that point
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on until late 1986, the diding parity scale was
kept above the leve of inflation. In 1986 the
100% tariff rate was diminated and a taiff-
reduction timetable was established. In addition,
the Government began to dismantle the officid
price structure and continued to dim inateim port-
permit requirements during 1986 and 1987. The
find mgor step was taken in December 1987
when, as pat of the stabilization programme
known asthe "Economic Solidarity Pact”, amore
ambitious tariff reduction effort was undertaken
and a fivellevd scale, from 0% to 20%, was
edtablished. Since that time, minor adjusments
have been made in the tariff structure and some
quantitative controls have been abolished.

The new adminigtration thet took office in
Peru in July 1990 embarked upon an effort to
liberdize its import trade regime as pat of a
broader dructurd adjusment programme. The
number of import items on the prohibited list was
cut from 539 to 25, and the import-permit
requirement was eiminated. In September, the
tariff structure was overhauled and just three
rates (15%, 25% and 50%) were set, dong with
asurcharge applying to the upper two rates; this
surcharge was done away with in November,
however. All import bans were lifted, aswell as
a number of specific import duties. These
modifications brought the average taiff down
from 66% to 26%. In March 1991, the timetable
was changed to speed up the pace of taiff
reductions; rather than taking five yearsto arrive
at auniform tariff of 15%, as previoudy planned,
two levels -15% and 25%- were sat, thereby
lowering the effective protection on automobiles
from 65% to 15%. Furthermore, permit and other
administrative requirements pertaining to
importswere discontinued.

Uruguay began to open up its economy to
foreign trade in 1974 by liberalizing its
balance-of-payments capital account and
consolidating its exchange rates. In 1975 import
quotas were abolished and atariff-cutting process
was begun in which the fird step was the
elimination of the "wae" in exiging taiffs
Requirements regarding the terms of import
credits and prior deposits were replaced with a
minimum surcharge. In 1980 a new tariff
reduction process was initiated, but this time it

136

was a programmatic effort involving a smpler

tariff structure; the objective was to arive @ a
single tariff rate of 35% by 1985. At the Sart of

this phase, the taiff ceilling was 116%. In the
ensuing years, the tariff goread and levels were
reduced, athough the authorities did not keep to
the 1980 timetable. In June 1989 tariffs were
lowered further, to arange of between 10% and

40%. An across-the-board tariff increase of 5%
was indituted in June 1985 and again in April

1990, for fiscd reasons on both occasions. The
tariff structure was narrowed to four leves in

1990 and then, in September 1991, to just three
(10%, 20% and 30%). Asaresult of thisprocess,
the averagetariff (asimple average, not including
exemptions) dedlined from 53% as of late 1979
to 20% in September 1991.

In 1989, the newly-dected adminigration in
Venezuda put an end to the exiging sysem of
differentiated exchange rates and darted up a
broad-ranging tariff reform programme. Under
this programme, volume-based rates were
converted into ad val orem rates, most non-tariff
barriers were dismantled, and the tariff celling
was lowered from 135% to 80% for finished
goods and to 50% for capital goods, intermediate
products and raw materias. In 1990, the second
stage of this programme was carried out, which
involved reducing the tariff ceiling from 80% to
50% and limiting the number of tariff bracketsto
five. This stage dso marked the beginning of the
liberdization of trade in agriculturd products,
gtarting with the dimination of quantitative
restrictions. In 1991, the third stage of the
programme was implemented with the reduction
of the tariff ceiling for manufactures and
agricultural goods from 50% to 40%, which
brought the (unweighted) average taiff to 15%
(it hed been 37% in 1988 and 17% in 1990). The
import bans on 120 luxury items were aso
eliminated, thereby reducing the coverage of
quas-tariff barriers to just 2% of the tariff
universe (as compared with 38% in 1988 and 5%
in 1990). The liberdization programme for the
motor vehicle sector was speeded up aswell, with
tariffs being set a 25% for small-engine
passenger cars and 40% for higher-priced
models, consumerswere a so permitted to import
modd s other than those assembled in the country.



TableVIM

LATIN AMERICA AND THE CARIBBEAN: VARIATIONSIN EXPORTSAND IMPORTS OF GOODS

{Growth rates)
Exports Imports
Value Volume Unit Value Volume Unit
value value
Latin America and the Caribbean
1981 84 9.2 -0.7 8.0 2.7 51
1982 -8.9 15 -10.3 -19.8 -18.6 -14
1983 0.1 8.6 -7.9 -28.5 -21.5 -9.0
1984 115 8.9 2.6 3.9 ' 7.9 ' -37
1985 -5.8 -0.2 -5.7 0.2 13 o-1:1
1986 -15.7 -0.9 -14.9 ' 25 - 7.3 -4.3
1987 14.4 8.8 52 12.7 6.1 6.1
1988 13.9 8.9 4.6 13.9 8.7 4.7
1989 9.9 3.8 5.8 9.3 4.4 4.7
1990 9.6 5.6 39 12.2 7.6 4.2
1991° -0.3 4.3 -4.5 18.7 17.0 15
Oil-exporting countries
1981 8.7 5.0 35 19.6 147 ‘42
1982 -5.6 54 -10.4 -16.8 -16.0 -1.0
1983 -24 7.0 -8.8 -39.5" -30.7 Medesse -12.7
1984 10.6 10.0 10.8 133 -2.2
1985 -9.3 -6.7 9$ 6.1 7.0 -0.9
1986 -23.7 8.1 -29.5 -2.6 -0.7 -1.8
1987 19.3 6.5i 12.2 11.7 8.0 34
1988 -1.3 6.1 -6.9 315 235 veiyeyy 65
1989 16.8 4.0 12.3 3.8 -04 ' 4.2
1990 20.2 7.5 11.7 15.0 9.6 4.8
19912 -24 8.0 -9.7 235 18.0 'es;";' e, 4.8
South American non-oil-exporting countries’
1981 104 171 -5:7 -1.9 -7.3 5.8
1982 -12.5 -24 -10:4 -24.8 -23.8 -11
1983 5.7 13.8 -7.1 -20.1 -15.2 -5.9
1984 14.3 9.1 4.7 -4.2: 2.3 -6.2
1985 -2.2 75 -9.1 -7.6 -54 -25
1986 -10.4 -9.8 -0,7 10.7 214 -8.7
1987 12.8 12.1, 0.7 13.7 34 9.9
1988 32.0 14.0 15,8 03 -3.7: 4.1
1989 4.9 3.6 14 -16.2 10.3 « 54
1990 0.8 31 -24 10.7 6.5 39
1991% 0.5 -0.3 0.7 14.2 18.2 -34
Central American and Caribbean non-oil-exporting countries

1981 -0.9 0.1 -1.0 14 -4.8 6.5
1982 -13.2 -3.3 -10.2 -15.1 -10.8 -4.8
1983 -94 -6.9 -2.7 -7.8 -25 -54
1984 4.2 -1.2 54 7.4 7.6 -0.2
1985 -1.0 2.0 -3.0 2.2 -0.3 25
1986 9.3 -6.6 17.2 -0.8 -0.8 -
1987 -15 7.2 -8.1 131 8.2 4.6
1988 2.3 -3.2 5.7 -4.3 -6.3 21
1989 6.3 3.8 24 135 9.4 37
1990 7.0 8.6 -1.5 6.2 2.6 3.2
19912 9.7 5.8 3.6 121 87 31

Source: BEOLAC on the basis of data provided by the International Monetary Fund (IMF) and nationa sources.

2 Preliminary figures. Includes Bolivia, Colombia Ecuador, Mexico, Peru and Venezuela. ° Includes Argentina, Braxzil,
Chile, Paraguay and Uruguay. Includes Cogta Rica, the Dominican Republic, El Salvador, Guatemala, Haiti, Honduras,
Nicaragua and Panama.
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TableVII-2

LATIN AMERICA AND THE CARIBBEAN: EXPORTS OF GOODS FOB
(Indexes: 1980 = 100 and growth rates)

Latin America and
the Caribbean

Oil-exporting countries
Boalivia
Colombia
Ecuador
Mexico
Peru
Venezuela

Non-oil-exporting
countries

South America
Argentina
Brazil
Chile
Paraguay
Uruguay

Central America and
the Caribbean
Costa Rica
El Salvador
Guatemala
Haiti
Honduras
Nicaragua
Panama
Dominican Republic

Value Unit value Volume
Index Growth rates  Index Growth rates  ]Index Growth rates
1991% 1989 1990 1991° 1991° 1989 1990 1991° 1991° 1989 1990 1991°
137 99 96 <03 78 58 39 -45 175 37 56 43
124 168 202 -24 69 123 117 -97 1719 40 75 80
81 334 148 -85 72 107 -49 -105 112 205 208 23
190 129 178 66 8 11 -10 -34 224 116 190 103
113 69 153 50 59 87 96 -47 192 -16 52 102
175 111 175 10 69 91 128 -74 254 18 42 91
8 313 -73 09 94 18 -26 - 90 290 -48 09
79 281 348 -131 62 248 212 -183 129 26 113 6.3
151 51 14 17 88 14 -21 12 171 36 37 04
163 49 08 05 8 14 -24 07 18 36 31 -03
149 48 291 -31 77 82 -40 -20 194 -31 345 -11
157 18 -86 07 88 -14 -13 21 179 32 -74 -14
190 146 28 74 90 18 -19 02 210 126 48 7.2
323 339 194 -70 102 41 -29 -11 318 286 229 -6.0
152 138 59 -52 100 73 -37 -08 152 61 100 -44
111 63 70 97 105 24 -15 36 105 38 86 58
149 129 24 89 81 -09 -52 48 184 139 80 39
56 -87 43 32 76 44 -280 18 74 -125 449 14
81 49 75 20 84 -16 -29 -25 97 66 108 45
58 -17.8 -6.3 -10.1 93 -70 -30 16 62 -116 -34 -115
9% 10 -40 -47 9% -26 -32 -01 99 36 -08 -46
59 352 43 -193 83 -31 -29 -32 67 395 74 -167
178 94 244 266 158 79 124 10 113 14 107 253
68 39 -205 -104 81 99 -147 -37 8 55 -68 -70

Source: E1AG on the basis of data provided by the Internationd Monetary Fund (IMF) and netiond sources.

* Prdiminary figures.
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Table VII-3

LATIN AMERICA AND THE CARIBBEAN: IMPORTSOF GOODSFOB
(Indexes.1980 = 100 and growth rates)

Vaue Unit value Volume
Index Growth rates Index Growth rates  Index Growth rates

19917 1989 1990 1991° 1991* 1989 1990 1991% 1991* 1989 1990 19912

Latin America and
the Caribbean 123 93 122 187 106 47 42 15 117 44 76 170
Oil-exporting countries 149 38 150 235 108 42 48 48 138 -04 96 180
Bolivia 140 235 63 298 111 104 -25 99 158 119 90 181
Colombia 106 09 117 -109 110 56 56 23 97 -45 57 -129
Ecuador 98 69 11 290 97 47 06 73 102 22 05 202
Mexico 202 346 229 221 109 32 53 50 186 305 167 163
Peru 114 -179 259 218 126 73 130 96 90 -235 114 111
Venezuela 94 -39.7 -102 556 102 39 05 42 92 -42.0 -106 49.3

Non-oil-exporting
countries 103 155 94 136 103 50 36 -20 100 100 55 159
South America 97 162 107 142 100 54 39 -34 97 103 65 182
Argentina 79 -21.0 -36 994 114 61 -41 -03 69 -255 05 100.1
Brazil 92 260 131 17 9% 74 48 -6.7 95 164 80 90
Chile 134 345 82 45 103 60 79 -13 130 270 03 59
Paraguay 230 -28 352 145 76 -15 -03 -35 300 -13 355 186
Uruguay 93 22 115 219 101 68 77 14 92 -43 36 202

Central America and

the Caribbean 126 135 62 121 116 37 32 31 109 94 26 87
Costa Rica 122 229 166 -84 111 41 82 56 110 181 7.8 -133
El Salvador 134 262 -90 81 139 204 -156 59 9% 49 77 20
Guatemala 113 50 -38 165 102 -32 53 34 110 85 -87 127
Haiti 69 -87 -133 -21 106 22 52 -38 65 -10.6 -176 17
Honduras 91 -30 31 -07 94 -48 48 -6.2 9% 19 -17 59
Nicaragua 86 -23.8 41 20.8 9 -71 50 66 87 -179 -09 133
Panama 166 218 233 310 128 51 21 24 130 160 208 27.9
Dominican Republic 156 221 -87 -36 111 47 50 -03 103 167 -130 -33

Source: ECLAC, on the basis of data provided by the Internationd Mongtary Fund (IMF) and nationd sources.

* Preiminary figures
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TableVIl-4
LATIN AMERICA AND THE CARIBBEAN: TERMS OF TRADE
IN GOODS (FOB/FOB)
(Indexes; ,1980 = 100 andgrowth rates)

Non-oil-exporting countries

Latin America QOil-exporting
and the Caribbean countries South America Central America zind
the Caribbean

Index Variation  Index Variation Index Variation Index Variation
1980 100.0 33 1000 ,, 202 100.0 -11.3 100.0 5.8
1981 94.5 -55 99.3 -0.7 89.1 -10.9 92.9 -7.1
1982 86.0 -9.0 89.7 e 9T 80.8 -9.3 87.6 -517
1983 87.1 13 93.7 45 79.7 -14 90.2 30
1984 92.7" 6.4 96.4 29 89.1 118 95.3 5.7
1985 88.4 '46 ; 945 ;=20 ; 83.0; -6.8 90.2 -54
1986 *« 788 -10.9 68.0 -28.0 90.3 8.8 105.7 jl7.2
1987 78.0 -1.0 737 " 84 82.8 -8.3 92.9 -121
1988 779 r -01 64.4 -12.6, 92.1 , 12 ° 9.1 " .34,
1989 78.8 W12 ;694 7.8 88.4 . -4.0 949 ~  -12
1990 78.5 -04 740 6.6 83.1 -6.0 90.5 -4.6
1991¢ 73.9 -5.9 639 ' -13.6 86.7 43 91.1 0.7

Source: BCLAC, onthe basis of data provided by the International Monetary Fund (IMF) and nationd sources.

& Includes Bolivia, Colombia, Ecuador, Mexico, Pau axd Venezuda. . Includes Argenting, Brazil, Chile, Paraguay and
Uruguay. ¢ Indudes Codta Rica, El Sdvador, Guatemda, Haiti, Honduras, Nicaragua, Panema and Ihe Dominican Republic.
Preiminary figures
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TableVII-5

LATIN AMERICA AND THE CARIBBEAN: TERMSOF TRADE
IN GOODSFOB/CIF
(Indexes: 1980 - 100 and growthrates)

Indexes Growth rates
1986 1987 1988 1989 1990 1991% 1988 1989 1990  1991°
Latin America and
the Caribbean 77 76 76 77 76 72 -04 13 -05 -58
Oil-exporting countries 66 72 63 68 72 62 -12.6 82 6.5 -13.6
Bolivia 88 85 76 76 74 60 -115 05 -32 -181
Colombia 116 90 89 85 80 7% -07 -40 -62 55
Ecuador 70 69 58 61 66 59 -158 43 84 -111
Mexico 64 72 62 66 70 62 -13.3 5.6 69 -117
Peru 78 83 96 92 79 72 161 -49 -137 94
Venezuela 52 63 51 62 74 59 -186 21.3 194 -21.2
Non-oil-exporting countries 89 81 89 86 81 84 98 -34 56 33
South America 89 81 90 87 81 85 110 -40 -60 41
Argentina 72 63 66 68 67 66 50 22 04 -18
Brazil 96 86 95 87 82 90 109 -81 -58 9.2
Chile 75 80 96 92 84 85 207 -44  -87 15
Paraguay 111 111 118 124 121 123- 5.6 53 -26 20
Uruguay 100 104 111 111 99 97 6.4 06 -106 -21
Central America and
the Caribbean 103 90 93 92 87 88 31 -12 -48 11
Costa Rica 102 - 84 84 80 70 70 01 -48 -122:. -06
El Salvador 107 70 75 66 55 53 76 -125 -158 38
Guatemala 101 87 88 89 81 78 16 11 -96 -36
Haiti 94 102 92 83 77 81 -97 -96 -7,5 5.0
Honduras 99 83 97 99 91 97 171 20 -79¢ 61
Nicaragua 100 97 97 101 94 87 04 : 42 -76 -76
Panama 114 110 110 113 124 122 -0.3 28 9.7 -12
Dominican Republic 83 76 85 89 «. 73 70 128 47 -184  -37

Source: BEQLAC on the basis of data provided by the International Monetary Fund IMF) and national sources.

* Preliminary figures.



TableVII-6

LATIN AMERICA AND THE CARIBBEAN: PRICES OF MAIN
EXPORTPRODUCTS

(Dollars at current prices and growth rates)

Cumulative

Annual price aver ages o
p ag Growth rates variation

1970 1985 1989 1990 1991* 1988 1989 1990 1991% 1981-1991

Unrefined sugar 37 41 128 126 90 500 255 -16 -288 -687
Bananas 7.9 18.4 20.4 295 250 -72 -170 446 -153 324
Cocoa 306 1023 56.5 57.7 542 -204 -216 21 -61 -54.1
Coffe(mild)® 520 1456 1070 89.2 850 203 -208 -166 -47 -525
Beef® 59.2 977 1165 1154 1208 55 20 -09 47 -4.1
Fish meal® 197.0 280.0 408.0 4120 4780 420 -Z50 10 160 5.2
M aize® 73.0 1353 1408 1199 1401 375 38 -148 168 -334
Soybeans®© 1210 2250 2750 2470 2400 407 95 -102 -28 -189
Wheat° 550 1380 1700 1370 1290 270 164 -194 -58 -27.3
Cotton 30.7 61.7 75.9 82.1 746 -167 197 82 -92 -208
Wool® 545 1410 1915 1550 1192 134 -7.7 -191 -231 -387
Copper 64.3 64.4 1292 1209 1063 460 95 -64 -121 7.8
Tin" 17 5.4 39 2.8 25 65 194 -298 -106 -67.5
Iron ore® 125 22.0 24.3 26.1 284 09 90 74 87 -18
L ead® 138 17.8 305 36.8 254 96 27 208 -31.2 -383
Zinc® 15.3 40.4 82.0 74.6 528 420 362 -90 -292 526
Crude ail ©

IMF average 21 27.0 17.2 22.0 183 -202 211 279 -168 -485

Colombia 183 225 19.2 230 -14.7

Ecuador 26.6 17.8 22.2 186 -156 171 247 -162 -46.7

Mexico 24.1 152 17.6 131 -223 178 158 -256 -56.3

Venezuda 17 25.9 15.7 16.9 142 241 276 76 -160 -486

Source WCTAD, Monthly Bulletin of Commodity Prices, 1970-1989 Supplement (TD/B/C.I/CPB/L .101/Add.l), November 1989;
ibid. (TD/B/C.2/CPBJ/L.123) val. XI, No. 9, Sgptember 1991; Internationd Mangary Fund, | nternational Financial
Statistics, Novembe 1991; Petrdeum Intdligence Graup, Petroleum Market I ntelligence, New Yak (variousissues);
and E1.AC on thebads o offidal figures
Note: Unrenned sugar, FOB, Caribbean ports for export to the open marke. Centrd American Bananas CIF Narth Sa ports
Coooa beans, average of daily prices (futures), New York/London. Coffe, mild arabica, ex-dock New York. Bedf, frazen
and de-boned, all sources United States ports Fish meal, all sour ces, 64%-65% proatein, CIF Hamburg Maize, Argentina,
CIF Narth Sea parts Soybeans, United States, No. 2, ydlow, in bulk, AF Ratterdam. Whesat, FOB United States No. 2 Hard
Red Winter. Cotton, Medcan M 1-332', OF narthen Eurgpe Wod, dean, combed, 48" s quality, United Kingdom.
Copper, tin, lead and zinc, cash quatations on the Landon Meta Exchange Iron ore, Liberia, C 61% Fe, OF North Sa
ports QOil: IMF average, average of gpat prices for Dubai, Brant (United Kingdom) and Alaskan Narth Sope ail, which
reflets a fairly balanced mix of medium, light and heavy arude worldwide Colombia, C. Limén 30 (Gulf Coast, United
Sates); Ecuador, Oriente-30 (Gulf Coadt, United States); Mexico, Maya Heavy-22(Gulf Coagt, United States); Venezuea,
Tia Juana-22 (Caribbean).

* Prdiminary figures  ® US cents par pound ® Ddllars per metricton. ¢ Dollarspe pound. ' Dallars per barrel.
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Table VII-7

LATIN AMERICA AND THE CARIBBEAN: PURCHASING POWER
OF EXPORTS OF GOODS

(Indexes: 1980 = 100 and growth rates)

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

1991¢

Non -oil -efporting countries

Latin America Oil-exporting
and the Caribbean countries® South America Central America zgnd
the Caribbean

Index Variation Index Variation Index Variation Index Variation
100.0 10.0 100.0 217 100.0 -3.1 100.0 13.0
102.9 29 104.2 4.2 103.6 3.6 92.6 -1.4

94.9 -7.8 98.8 -5.2 92.5 -10.7 83.6 -9.7
105.3 110 1114 12.8 103.4 11.8 79.9 -4.4
1194 134 123.1 105 1234 19.3 82.2 2.9
113.9 -4.6 112.8 -84 123.7 0.2 79.4 -3.4
100.3 -119 86.9 -23.0 121.4 -19 87.0 9.6
108.3 8.0 100.1 15.2 125.6 35 81.8 -6.0
117.1 8.1 92.8 -7.3 158.3 26.0 815 -0.4
1224 45 104.4 125 155.6 -1.7 84.7 39
128.8 52 120.4 153 150.3 -34 86.7 24
127.9 -0.6 1121 -6.9 157.6 4.8 92.6 6.8

Source: E1AC on the badis of data provided by the Internationd Mongtary Fund (MF) and nationd sources.
Indudes Argenting, Brazil, Chile, Paraguay and

Uruguay. ¢ Indludes Codta Rica, El Salvador, Guatemda, Haiti, Honduras, Nicaragua, Panama and the Dominican Republic.
9 Preiminary figures

" Includes Bolivia, Colombia, Ecuador, Mexico, Pau and Venezuda
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Table VII-8

LATIN AMERICA AND THE CARIBBEAN: PURCHASING POWER
OF EXPORTSOF GOODS

(Indexes: 1980 = 100 and growth rates)

Latin America and the
Caribbean

Oil-exporting countries
Boalivia
Colombia
Ecuador
Mexico
Peru
Venezuela

Non-oil-exporting countries

South America

Argentina
Brazil
Chile
Paraguay
Uruguay

Central America and the
Caribbean

Costa Rica

El Salvador
Guatemala

Haiti

Honduras
Nicaragua

Panama

Dominican Republic

Indexes Growth rates

1986 1987 1988 1989 1990 1991* 1988 1989 1990 1991%
100 108 117 122 129 128 81 45 52 -0.6
87 100 93 104 120 112 -73 125 153 -6.9
61 58 57 69 80 67 -24 212 169 -16.3
149 151 136 145 162 169 -10.3 71 116 43
108 97 98 101 115 113 13 26 141 -20
117 147 136 146 163 157 -7.3 71 115 -33
72 72 70 86 71 65 -18 226 -179 -85
51 60 54 68 90 75 -89 245 329 -16.3
115 117 143 142 138 145 224 -10 -28 5.1
121 126 158 157 150 158 260 -17 -34 4.8
91 76 100 99 132 128 318 -10 339 -30
135 144 180 171 149 160 249 -51 -128 7.6
109 126 160 172 165 179 27.2 7.7 -44 8.8
188 183 251 340 407 391 370 355 198 -41
130 131 151 161 158 148 153 6.7 -17 -64
87 82 82 85 87 93 -04 3.8 24 6.8
116 116 121 131 124 128 43 84 -52 33
60 45 43 33 40 39 -40 -234 221 -25
74 66 70 75 75 76 50 7.8 0.1 0.8
84 89 76 61 54 50 -151 -20.1 -106 -7.2
100 88 99 104 95 96 119 57 -86 13
62 67 53 76 76 58 -21.3 453 -07 -231
101 99 88 91 111 137 -11.8 42 216 238
75 71 88 87 66 50 233 -11 -240 -105

Source: ECLAC, on the basis of data provided by the Internationd Monetary Fund (MF) and nationdl sources.
2 Preliminary figures.
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Table VII-9
LATIN AMERICA AND THE CARIBBEAN: REAL EFFECTIVE
EXCHANGE RATES FOR EXPORTS*

(Indexes: 1985=100)

Country Deflator 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

Oil-exporting countries

Bolivia A 143 144 155 112 14 88 8 100 136 139 147 1B 191 215
Col onbi a 05 94 92 90 8 77 79 8 100 132 147 10 153 173 1711

W 100 97 97 90 8 83 8 10 125 138 139 139 160 158
Ecuador A 7“4 75 75 70 74 74 102 100 110 125 146 150 19 151
Mexi co @ 9% 91 8 72 108 115 101 100 139 145 118 110 108 98

W 100 97 8 80 18 121 101 100 131 133 112 107 107 96
Per u A 108 104 94 82 73 84 8 100 8 8 84 52 42 3
Venezuel a A 97 9% 8 8 76 8 9 100 121 161 156 184 192 180

WPI" 110 112 103 95 88 97 106 100 111 136 142 153 170 168

South America

Argentina A 101 75 61 70 108 108 95 100 107 131 137 144 113 86

Brazil @ 65 73 90 74 69 92 97 100 106 104 94 72 65 76
W 95 105 114 93 8 108 100 100 105 109 98 75 70 88
Cile a2 82 82 71 58 66 78 8 100 123 134 141 133 140 138
Wi°¢ 106 93 79 70 8 8 8 100 115 122 140 134 142 134
Par aguay A 8 75 64 60 72 8 8 100 10/ 15 120 15 125 108
Uruguay A 107 9% 74 64 65 9% 97 100 99 103 111 1M1 129 111
WPl 10/ 88 80 76 84 108 100 100 102 103 116 121 137 116

Central America

and the

Cari bbean

Costa R ca A 70 72 73 124 126 102 98 100 107 112 117 110 112 121
WP 95 93 91 127 116 97 9% 100 107 118 126 121 126 134

E Sal vador (03] 204 199 187/ 159 143 130 117 100 162 130 12 16 141 134

Quat enal a (03] 123 123 125 111 114 114 113 100 142 18 186 188 220 192

Hai ti ® A 136 1% 129 123 120 111 107 100 103 123 123 150 156 145

Hondur as (0% 136 13 127 118 110 14 101 100 109 117 118 109 195 200

N caragua A 407 408 352 267 210 162 117 100 38 10 184 220 169 162

Doni ni can

Republic (03] 75 75 74 73 81 86 118 100 92 113 131 %5 85 87

Source: EQLAC, on the basis of figures provided by the International Monetary Fund (IMF).

* Corresponds to the average of the indexes of the (main official) real exchange rates between each country's currency and the
currencies of its main trading partners, weighted by the share of that country's total exports represented by exports to those
trading partners. These weightings correspond to the averages for the period 1986-1990. For further information about the
methodology and sources used, see EAC, Economic Survey of Latin America, 1981 (E/CEPAL/G.1248), Santiago, Chile, 1983.
United Nations publication, Sales No. E.83.11.G.2. The exchange rate used here is as follows: Up to July 1982, the mean
of the average buying and selling rates as reported to the Banco de México by the main commercia banks; August-November
1982, preferential rate for essential imports; after November 1982, the mean of the buying and selling rates on the regulated
market. National-products sub-index of the wholesale price index. The unregulated or parallel exchange rate was
used. ° From 1987 on, the commercial exchange rate was used.
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TableVII-10
LATIN AMERICA AND THE CARIBBEAN: TRADE BALANCE
(Millionsof dollars)

Exports of goods FOB Imports of goods FOB Merchandise trade balance Net service payments® Trade balance
1989 1990 1991 1989 1990 1991 1989 1990 1991 1989 1990 1991 1989 1990 1991
Latin America and
the Caribbean 111052 121746 121380 83732 93953 111536 27320 27793 9849 2236 4234 5394 25084 23559 4455
Oil-exporting
countries 48399 58175 56737 41992 48275 59629 6 407 9900 -2892 -450 687 1730 6 857 9213  +4622
Bolivia 724 831 760 730 776 1007 -6 55 -247 160 169 215 -166 -114 -462
Colombia 6 031 7 105 7572 4557 5088 4535 1474 2017 3037 322 273 440 1152 1744 2597
Ecuador 2354 2714 2851 1693 1711 2207 661 1003 644 162 186 266 499 817 378
Mexico 22842 26838 27120 25438 31272 38184 -2596 -4434  -11064 -2454 -1761 -2610 -142 -2673 -8454
Peru 3533 3276 3307 2291 2885 3515 1242 391 -208 444 622 888 798 -231 -1096
Venezuda 12915 17411 15 127 7283 6543 10181 5632 10868 4946 916 1198 2531 4716 9670 2415
Non-oil-exporting
countries 62653 63571 64643 41740 45678 51907 20913 17893 12741 2686 3547 3(64 18227 14346 9077
South America 54794 55163 55419 30766 34045 38888 24028 21118 16536 3876 4737 5165 20152 16381 11371
Argentina 9573 12354 11965 3864 3726 7430 5709 8 628 4535 600 707 1598 5109 7921 2937
Brazil 34375 31414 31625 18263 20661 21010 16 112 10753 10620 2784 3756 3891 13328 6 997 6 729
Chile 8 080 8 310 8929 6 502 7037 7 354 1578 1273 1575 635 451 4 943 822 1571
Paraguay 1167 1392 1295 1001 1354 1550 166 38 -255 -111 -65 -94 277 103 -161
Uruguay 1599 1693 1605 1136 1267 1544 463 426 61 -32 -112 -234 495 538 295

Central America
and the Caribbeani 7 859 8 408 9224 10974 11633 13019 -3115 -3225 -3795 -1190 -1190 -1501 -1925 -2035 -2294

Codgta Rica 1333 1366 1487 1572 1833 1680 -239 -467 -193 -12 -26 -71 -227 -441 -122
El Salvador 558 582 600 1220 1110 1200 -662 -528 -600 35 51 59 -697 -579 -659
Guatemala 1126 1211 1235 1484 1428 1664 -358 -217 -429 67 123 -64 -425 -340 -365
Haiti 148 139 125 259 225 220 -111 -86 -95 100 94 85 -211 -180 -180
Honduras 883 848 808 844 870 864 39 -22 -56 58 68 65 -19 -90 -121
Nicaragua 319 332 268 547 570 681 -228 -238 -413 97 52 66 -325 -290 -479
Panama 2 568 3195 4043 3084 3804 4981 -516 -609 -938 -781 =772 -798 265 163 -140
Dominican

Republic 924 735 658 1964 1793 1729 -1 040 -1058 -1071 -754 -780 -843 -286 -278 -228

Sour ce: ECLAC, on the basis of data provided by the International Monetary Fund (MF) and national sour ces.
# Excluding net payments of profits and interet.



TableVII-11

LATIN AMERICA AND THE CARIBBEAN: BALANCE OF PAYMENTS

(Millionsof dollars)

Net payments of

Balance on

Balance on

Trade balance of profits and interest* current accountt® capital account® Total balance
1989 1990 1991 1989 1990 1991 1989 1990 1991 1989 1990 1991 1989 1990 1991
Latin America and
the Caribbean 25084 23559 4455 37983 34829 30893 -9078 -6808 -20485 12236 22397 40866 3158 15589 20381
Oil-exporting
countries 6 857 9213 -4622 15266 13802 12 479 -5653 -1967  -13865 7215 9841 28718 1562 7874 14853
Bolivia -166 -114 -462 255 247 243 -399 -339 -681 295 352 712 -104 13 31
Colombia 1152 1744 2597 2 245 2352 1740 -181 406 2 566 615 206 -595 434 612 1971
Ecuador 499 817 378 1139 1053 961 -569 -236 -583 762 618 740 193 382 157
Mexico -142 -2673 -8454 7984 7526 7070 -6 204 -8377 -13673 6599 11610 21810 395 3233 8137
Peru 798 -231 -1096 1275 1411 1453 -477 -1642 -2 549 1072 1911 3809 595 269 1260
Venezuela 4716 9670 2415 2368 1213 1012 2177 8221 1055 -2128 -4 856 2242 49 3365 3297
Non-oil-exporting
countries 18 227 14 346 9077 22717 21027 18414 -3425 -4841 -6620 5021 12556 12148 1596 7715 5528
South America 20152 16381 11371 21307 19721 17018 -863 -2378 -4023 2012 9823 8300 1149 7 445 4277
Argentina 5109 7921 2937 6 422 6 203 5634 -1305 1789 -2 668 *43 1590 5021  -1348 3379 2353
Brazil 13328 6 997 6729 12547 11340 9 286 1007 -3509 -1006 693 4730 1227 1700 1221 221
Chile 943 822 1571 1925 1811 1810 -924 -935 -198 1493 3266 1444 569 2331 1246
Paraguay 277 103 -161 64 45 55 214 61 -213 -102 171 520 112 232 307
Uruguay 495 538 295 349 322 233 145 216 62 -29 66 88 116 282 150
Centra] America
and the Caribbean -1925 -2035 -2294 1410 1306 1396 *2 562 -2463 -2597 3009 2733 3848 447 270 1251
Costa Rica -227 ~1 -122 380 284 172 -567 -679 -241 713 472 545 146 -207 304
El Salvador -697 -579 -659 107 124 127 -572 -359 -326 687 514 350 115 155 24
Guatemala 25 -340 -365 167 171 183 38 -371 -328 510 302 882 72 -69 554
Haiti -211 -180 -180 26 25 25 -178 -158 -160 179 185 155 1 27 -5
Honduras -19 -90 -121 248 256 257 -250 -326 -363 249 363 391 -1 37 28
Nicaragua -325 -290 -479 205 217 363 -531 -507 -849 595 468 935 64 -39 86
Panama 265 163 -140 45 78 52 185 51 -215 -137 307 96 48 358 -119
Dominican
Republic -286 -278 -228 232 151 217 -211 -114 -115 213 122 494 2 8 379

N

-t*

Source: ECLAC, on the basis of data provided by the International Monetary Fund (IMF) anid national sources.

* Excluding labour and ownership.

Including net unrequited private transfers.

Equal to variation in international reserves (of opposite sign) plius counterpart items.

Including long- and short-term capital, unrequited official transfers, and errorsand omissions.



TableVII-12
LATIN AMERICA AND THE CARIBBEAN: RATIO OF THE BALANCE-OF-PAYMENTS
DEFICIT ON CURRENT ACCOUNT TO THE VALUE OF
EXPORTS OF GOODSAND SERVICES?

(Percentages)

1983 1984 1985 1986 1987 1988 1989 1990 1991°

Latin America and

the Caribbean 7.1 09 3.4 184 103 9.1 6.7 45 135
Oil-exporting countries  -9.9 -10.8 -2.8 13.7 20 211 9.0 2.7 18.8
Bolivia 238 294 47.6 69.9 80.9 63.7 46.0 34.7 74.2
Colombia 79.9 27.3 40.5 -6.2 -5.0 3.0 25 -4.7 -28.0
Ecuador 5.9 9.8 -1.0 22.7 51.4 228 19.8 7.3 171
Mexico -19.7 -13.7 -1.7 8.2 -13.4 9.0 189 21.8 34.2
Peru 29.3 115 33 42.0 54.6 46.4 10.6 38.7 60.6
Venezuela -28.1 -27.9 -21.9 235 120 52.3 -15.5 -44.0 -6.5
Non-oil-exporting
countries 26.1 137 9.7 225 18.1 -0.2 4.6 6.3 85
South America 273 113 6.7 243 16.0 -35 14 3.7 6.2
Argentina 26.2 26.0 95 33.9 52.1 14.1 111 -12.1 184
Brazil 29.0 -0.1 10 21.9 50 -11.6 -2.7 100 29
Chile 251 50.3 30.0 231 138 34 9.6 9.2 18
Paraguay 54.4 56.7 41.7 494 66.9 221 -14.7 -35 125
Uruguay 5.0 10.8 104 -1.3 10.7 0.7 -7.3 -10.2 -29
Central America and
the Caribbean 21.1 244 235 15.7 27.2 17.6 22.1 19.9 193
Costa Rica 28.8 20.4 24.8 139 30.6 24.3 30.8 34.8 11.2
El Salvador 22.6 27.2 26.8 114 24.5 289 62.7 415 36.2
Guatemala 19.2 30.8 21.3 3.6 47.1 39.1 30.8 236 19.7
Haiti 60.4 56.7 56.7 49.6 45.6 61.8 75.0 70.8 78.8
Honduras 31.7 45.6 37.3 29.0 35.1 29.1 24.5 33.0 38.3
Nicaragua 1171 1486 2436 2794 2508 3095 1558 1293 251.2
Panama -10.5 -25 -4.4 -6.3 -2.4 -18.6 -5.0 -1.2 4.1
Dominican
Republic 35.3 16.3 16.8 175 27.0 4.6 9.9 57 5.8

Source: E1AG on the basis of data provided by the International Monetary Fund (MF) and nationa sources.
* Negdtive figures indicate a surplus on the baance-of-payments current account. Prdiminary figures
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1980

1981

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991¢

Table VH-13

LATIN AMERICA AND TIIE CARIBBEAN: NET INFLOW OF CAPITAL
AND TRANSFER OF RESOURCES?

(Billions of dollars and percentages)

Effective
net
inflow of

capital
@

33.6
51.5
32.0
55
12.7
69
11.0
14.2
7.6

88

20.6

Unre- Net
gigered inflow of

trans- cgpita

actions® (1+2)
3 (©)
-2.0 31.6
-11.7 39.8
-11.9 20.1
-2.3 32
-2.2 10.5
-3.6 33
-0.9 10.1
13 15.5
-15 61l
36 12. 4
15 22.1
40.1

-/i

)

-6.0
-22.7
-37.4
-41.8
-17.3
-52.2
-8.2
92
-19.7
40.9

7.3

Net pay-
mentsof
profits and
interest
)
18.8
28.8
38.8
34.6
37.3
35.3
32.5
31.3
34.2
37.9

35.1

30.8

Trandfer of Exports

resources of goods
and

(1-5) (3-5) services
(6) @) ©)]
14. 8 12.8 101.5
22.7 11.0 109. 5
-6.8 -18.7 99. 4
-29.1 -31.4 99. 4
-24.6 -26.8 110.6
-28.4 -32.0 105. 3
-21.5 -22.4 91.0
-17.1 -15.8 104.1
-26.7 -28.1 119.5
-29.1 -25.5 132.7
-14.5 -13.0 146. 1
99 146. 6

(9

14.6

20.7

-6.8
-29.3
-22.2
-27.0
-23.6
-16.4
-22.3
-21.9

-9.9

™

(10)

12.6

10.0
-18.8
-31.6
-24.2
-30.4
-24.6
-15.2
-23.5
-19.2

-8.9

G8

Sour ce: 1980-1988: EOLAC on the basis of data from the International Monetary Fund (IMF);

of capital minus unregistered transactions.

Preliminary estimates.

1989-1991: EOLAC on the basis of figures from the IMF and national sources.
'Covers 16 Spanish-speaking countries (Cuba and Panama are not included), plus Brazil and Haiti.

Equivalent to net inflow

¢ Corresponds to the errors and omissions entry on the balance of payments.
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TableVII-14
LATIN AMERICA AND THE CARIBBEAN: NET TRANSFER OF RESOURCES

Net trandfer of resources Ratio of net trandfer of resourcesto
(millions of dollars) iexports of goods and services @A))
1986 1987 1988 1989 1990 1991° iggig 1986 1987 1988 1989 1990 1991
Latin America and

the Caribbean -22401  -15804  -28141 -25517  -13042 9929 -203623 -24.6 -15.2 -23.6 -19.2 -8.9 6.8
Oil-exporting countries -10 739 -8103  -12171 -7 979 -4341 16239 -96 684 -24.2 -15.4 -22.6 -12.8 -5.9 22.0
Bolivia 274 201 120 41 106 469 1251 41.1 30.8 17.8 4.7 10.8 51.1
Colombia -847 -1910 -1344 -1630 -2146 -2335 -9065 -13.2 -28.0 -19.9 -22.3 -25.1 -255
Ecuador -458 253 -384 -306 -435 -221 -3844 -17.4 10.3 -145 -10.7 -135 -6.5
Mexico -6127 -5325  -11287 -1385 3704 14740  -52218 -28.0 -19.3 -38.8 -4.2 9.7 36.8
Peru 113 275 485 -203 500 2356 2761 34 7.7 13.2 -4.5 118 56.0
Venezuela -3694 -1597 239 -4 496 -6 070 1230  -35469 -38.9 -14.0 22 -32.1 -325 7.6
Non-oil-exporting countries -11662 -7701 -15970  -17 538 -8701 -6310 -106 939 -25.1 -14.9 -24.3 -25.0 -12.1 -8.7
South America -12301 9244 17377  -19 295 -9899 -8718  -120327 -30.8 -20.6 -29.8 -31.0 -155 -135
Argentina -2448 -2166 -1697 -6 465 -4 613 -613  -32835 -29.0 -26.6 -15.2 -55.0 -31.2 -4.2
Brazil -9046 -6747  -14545  -11854 -6 610 -8059  -82849 -37.5 -24.0 -40.4 -31.6 -18.8 -23.1
Chile -958 -696 -811 -432 1455 -366 -4234 -18.7 -11.0 -9.8 -45 143 -33
Par aguay 175 419 -30 -166 125 465 1855 231 54.4 -2.7 -11.4 7.2 27.2
Uruguay -24 -54 -294 -378 -256 -145 -2264 -1.6 -35 -16.7 -18.9 -12.1 -6.7

Central America and
the Caribbean 639 1543 1407 1757 1198 2408 13388 9.7 231 19.3 22.2 15.0 29.4
Cogta Rica 1 184 284 334 188 373 1409 0.8 127 175 18.1 9.6 173
El Salvador 41 1% 135 580 390 223 2018 39 21.3 143 63.6 45.0 24.8
Guatemala -54 310 178 319 131 699 2364 -4.6 27.3 14.0 22.4 8.3 41.9
Haiti 154 131 168 153 160 130 1476 52.7 40.9 61.1 64.6 7.7 64.0
Honduras 99 166 77 - 107 14 941 9.8 171 7.6 - 108 141
Nicaragua 338 577 627 390 251 572 4807 117.6 1776 229.7 1144 64.0 169.2
Dominican Republic 50 -19 -62 -19 -29 277 373 35 -1.2 -33 -0.9 -14 14.0

Sour ce: 1986-1988: ECLAC, on the basis of data from the International Monetary Fund (IMF); 1989-1991: ECLAC, on the basis of figures from IMF aid «ational sour ces.
' The net trandfer of resources isequal to net capital inflow (unrequited official transfer payments, short- and long-term capital, and errors and omissions) minus net payments of profits and
interest, which include both interest actually paid and interest due but not paid. In this table, negative figuresindicate outward transfers of resources. Preiminary figures.



INTEREST RATESIN INDUSTRIALIZED-COUNTRV MARKETS

TableVII-15

(Year-end)
1985 1986 1987 1988 1989 1990 1991
Discount rates
United States 7.5 55 6.0 6.5 7.0 6.5 3.5
Gemany 4.0 35 25 35 6.0 6.0 8.0
France 9.5 9.5 9.5 9.5 9.5 9.5 9.5
Canada 9.5 8.5 8.7 11.2 125 11.8 8.0
Netherlands 0.7 45 3.8 4.5 7.0 7.3 8.5
Ity 5.0 12.0 12.0 125 135 125 12.0
Jgpan 5.0 3.0 2.5 2.5 4.3 6.0 4.5
1985 1986 1987 1988 1989 1990 1991
ST LT ST LT ST LT ST LT ST LT ST LT ST LT
Financial market rates

United States 81 106 68 77 67 84 76 89 92 85 81 86 57 79
Germany 52 69 46 59 37 58 40 61 66 71 79 89 86
France 99 109 77 86 80 94 75 91 91 88 99 100 95 91
Canada 96 110 82 95 85 100 104 102 121 99 116 106 74 98
Netherlands 63 73 58 64 52 64 45 63 70 72 83 89 90 87
Italy 153 130 134 105 115 97 113 102 127 107 124 115 122 101
Japan 65 63 48 49 35 42 36 43 49 51 72 74
United Kingdom 108 106 107 99 97 95 103 94 139 96 147 111 118 99

Source: International Monetary Y\ini, International Financial Statistics, Washington, D.C., (various issues).
Symbols: ST = short term; LT = long term.
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Vni. THE EXTERNAL DEBT

1 MJ

At US$439 hillion, the region'sexterna debt was
dightly smallerat theend of 1991 then it hed been
a year earlier (see table V1lI-1). There were a
num ber of reasonsfor thisdecrease. Although no
Brady-style debt reduction agreements were
sgned with private banks during the year, the
United States Government did decide to cance
large amounts of the concessional official
bilateral debt owed by some countries in the
region. In addition, some countries made use of
national conversion mechanisms to further
reduce ther debt. Another influentid factor was
therevauation of the United States dollar againgt
European currencies (1%-5%), since this
considerably reduced the debts of countries
which owed large sums in those currencies. The
large inflows of non-debt-reated private funds
(mainly repatriated capital and foreign
investment) being received by some countries
also helped to check any increasein the debt. The
two percentage-point drop, on average, in
international interest rates played a role aswell,
since this reduced the ne=d to refinance interest
payments, whether by securing fresh loans or
alowing arrearsto build up.

Bethat asit may, the accumulation of interest
arrears continued to be a mgor source of new
debt for the region. Interest arrears are edimated
to have risen by between US$6 billion and US$7
billion in 1991, as compared to an increase of
US3$9 hillion the year before. Thus, totd arrears
(maost on debts owed to private banks) amounted
to about US$30 hillion, which was equivaent to
one third of the total incresse recorded in the
region's debt since 1982. Some countries dso
contracted debts in more conventiona ways by
re-entering international capital markets and
floating large bond issues.

All in al, 14 countries reduced their debt in
1991 (seetable VIII-1). In mog cases, much of

trends

the reduction was achieved through the
negotiation of debt cancellation agreements,
while asomewhat smdler portion of the decrease
was ditributable to unilatera payments policies
regarding the debts owed to some creditors. The
United States Government agreed to forgive
more than 90% of the bilatera delat of Guyana,
Honduras and Nicaragua, around 70% of Haiti's
and Bolivids, 25% of Jamaica's debt and 4% of
Chile's. Under a Paris Club agreement,
Nicaraguas creditor Governments aso forgave
that country's arrears. In addition, Guatemaa,
Jamaica and Coda Rica retired pat of ther
external debt through debt-for-nature swaps. The
Dominican Republic negotiated areduction of its
debt with Mexico, and El Salvador negotiated the
cancellation of its debt with some officia
bilateral creditors. The Dominican Republic and
Guatemala also made unilaterd moves to settle
the debtsthat they hed built up with some officid
creditors.

In the cases of Nicaragua, El Salvador,
Guyana, Jamaica, the Dominican Republic,
Guatemala, Honduras and Bolivia, debt
reduction operations were on such a large scde
that they far outweighed new debt accumuletion
(including interest arrears with private banks)
and thereby contributed to an absolute declinein
these countries stock of foreign obligations (see
table VI11-1).

The 7% decrease in Chile's deot was chiefly
a result of its net amortization of public
obligations, sncethedight reduction madeinits
very small debt with the United States
Government was of negligible significance.
Colombia also recorded a net amortization of its
debt. The 3% declinein Uruguay's externa delt
was éttributable to the agreement it Sgned with
its creditor banks under the Brady Plan in 1990
and to the protracted ddlay in the dishursement of
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multilateral loans to finance the implementation
of that agreement.

The 2% drop seen in Argentinds debt was
mede possible by a series of privatizations that
were financed with commercid-bank debt paper.
The effect of these swaps was partially
counteracted by the accumulation of interest
arrears on around 60% of that country's
commercid bank debt, however. Fresh loansaso
offsgt pat of the reduction, since, despite the
public sector's arrears, the country was able to
re-enter voluntary international capital markets
with a nearly US$800 million bond issue.
Investors were dtracted by the reatively high
yield of these securities, the heedway made by
the Government's structural adjustment
programme, and anticipation of a Brady
agreement with the banks some timein 1992.

Brazil also managed to reduce its delot by 2%
in 1991. Some of the main factors which helped
it to do 0 were the revauation of the United
Statesdollar againgt European currenciesand the
net amortization of certain obligations by the
country's public and private sectors, incuding
the payment of some of the arrears built up with
private banksin 1989 and 1990. This more than
offsat the increase in the debt brought about by
the accumulation of new interest arrears on about
70% of the public sector's commercid-bank and
Paris Club obligations in 1991 and the issuance
of around US$2 billion in new bonds on
international markets by various Brazilian
organizations, including some State firms. Bond
placements, and especidly those whose primary
am was to cover the public sector's debt service
arrears, were promoted by a number of factors
including a very high initid return (1290-14%),
the Government's "decentraization” of the debt
problem -which enabled the private sector ad
solvent public bodies to engage in direct
negotiations regarding their external
obligations- and, prior to the initiation of Brady
Pan negotiations, the signing of an agreement
with commercid banksto st up amechaniam for
the cancellation of USE8 hillionin interest arrears
that had been accumulated before the end of
1990. Under the terms of thisaccord, Brazil pad
off US$2 hillion of itsinterest arrearsin cash over
the course of the year and agreed to cover the
balance with an issue of 10-year bonds upon
signatureof aBrady Plan deal-probably in 1992.

14

Meanwhile, as noted earlier, Brazil continued to
make only partid service payments on its bank
debt.

Theincrease seen in Mexico's debt (over 4%)
in 1991 was largely areflection of that country's
growing accesstointernationa bond markets. In
fact, Mexico issued over US$2.2 hillion in
internationally-offered bonds in 1991, after
dready having placed more than US$2.7 hillion
of these ingruments in 1990. Indeed, Mexico's
bond-market activity was notable not only for the
Size of its bond issues but also because of the
Seady improvement in credit terms: maturitiesof
from 7 to 10 years began to be traded and their
initid yields fdl from about 8% over those of
United States Treasury ingruments in 1939 to
just 3% in 1991. This expandon of the debot was
restrained, however, by swaps and secondary-
market operations, aswdl as by Mexico's broad
access to non-debt-related sources of externa
finance.

Arrears played an important part in the
increases seen in the debts of Haiti, Pery,
Panama, Paraguay and Ecuador. Nevertheless,
the generd trend wastowards aregularization of
the region's payments position. Besides the
agreement Sgned by Brazil to eiminate some of
the payments it owed to various banks, Peru
arived a sdidactory refinancing agreements
with its multilateral creditors which either
cancded arears, as in the case of the Inter-
American Development Bank (IDB), or
established a phased programme to diminate
them in due course, as with the new "rights
approach” refinancing agreements signed with
the International Monetary Fund (MF and the
World Bank. In Smilar negotiations, Nicaragua
and Panama put together refinancing packages
designed to normdlize their payments postions
with multilateral agencies. The Dominican
Republic dso became current on its payments
with multilatera lenders, and Guatemda sgned
agreements with IDB and the Central American
Bank for Economic Integration (CABEI). In
addition, Peru, Nicaragua, El Sdvador and the
Dominican Republic regularized their payments
to the Paris Club Governments.

The agreement Signed by Nicaragua with the
Paris Club was especidly important because it
marked the beginning of a new debt reief
programme under what is often referred to asthe



"extended" verson of the Toronto terms. The
Toronto terms were originaly formulated in
1988 as a means of afording specid relief to
low-income African countries. These terms
provided for a reduction of gpproximatdly 33%
in the current value of digible officid debt
(eligible debts are generally those having
maturities one or two years dter the date of
submission of a formd rescheduling request).
Then, in 1990, the scope of this progranme was
expanded to includelow-income Lain American
countries, two of which sgned agreements under
these new terms (see table VIII-2). The
agreement signed with Nicaragua, which
received little publicity, followsthe generd lines
of the Toronto terms but provides for a greater
measure of relief.

The new Paris Club scheme offers creditors
three options in the case of eligible
non-concessiond debts: i) reducing obligations
by 50% and rescheduling the balance over a
repayment period of 23 years (with a Sx-year
graceperiod); ii) lowering interest ratesto apoint
where the amount of relief is equivaent to that
provided by thefirg optionin terms of discounted
values, together with a rescheduling of the debt
over a 23-year term (with no grace period); and
iii) rescheduling over 23 years (with a Sx-year
grace period) a a bdow-market interest rate
adong with cod-free capitdization of interest
payments during the grace period. The

capitdized interes is to be amortized over a
three-year period garting a the end of the grace
period. Concessiond debt maturities are to be
reprogrammed over a 30-year repayment period
with a 13-year grace period. The interest rate
agreed to remains unchanged.

The rescheduling agreement signed with
Nicaragua covered US$330 million in debt,
including arrears in payments on principd ad
interest. In the case of non-concessiond debt, the
discounted value of total principa and interest
arrears and of payments fdling due between 31
December 1991 and 31 March 1993 was reduced
by 50%. To do so, the debt-reduction option was
chosen by France, Germany, the Netherlandsand
the United Kingdom, while Audria, Finland,
Igrad, Itdy, Spain and Switzerland decided on
the interest-rete reduction option. In addition to
these measures for ...dealing with non-
concessond debt, anumber of innovaionswere
introduced; these included a decision to
reschedule the interest payments on the
restructured debt that wereto fal duein 1992 and
the firgt half of 1993 and the rescheduling of the
country's short-term delat.

Although the United States Government did
not take part in the Club's new scheme, choosing
ingead to gpply the origind Toronto terms to
Nicaragua, it did cance US$260 million of debt
under its Enterprise for the Americas initiative.

2. The debt burden

The Latin American and Caribbean region's debt
load has become sgnificantly lighter in recent
years, as is demondrated by the fat thet the
regiond interest/exports retio decreased for the
fifth year inarow, faling to 23% (seetable VI11-3
and figure V111-1), as compared to 26% in 1990
and arecord 41% in 1982. The drop waswholly
accounted for by the lower levd of interest
payments faling due (nearly US$5 hillion less
than the year before), which wasin turn primarily
afunction of acyclica reduction in internationa
interest rates. Nevertheess, a coefficient of 23%
is dill quite high, since, generdly spesking, a
desirableleve for thisratio would be about 10%.
Hence, the 23% figure indicates thet, even with
the temporary relief aforded by the drop in
internationd interest rates, most of the countries

in the region continue to suffer fram a debt
overhang.

In 1991, nine countries had interest/exports
ratios of between 16% and 10% or even lower, as
compared to just five countriesin 1990. The new
members of this group were Coda Rica, Chile,
Coombia and Venezuda (see table VIII-3). In
the firg three of these countries, higher export
earningsand lower interest payments both played
arole in lowering the ratio; in Venezuda, the
decrease was due entirdy to the fact that the
reduction in interest payments proved to be more
then large enough to make up for asharp drop in
export earnings. Five of these nine countries
-Dominican Republic, Haiti, Guatemaa, Coda
Rica and Paraguay- continue to have difficulty
in sarvicing their externd debt, in part because a
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Figure VIM—1

LATIN AMERICA AND THE CARIBBEAN:

INTEREST PAYMENTS DUE AS A

PERCENTAGE OF EXPORTS OF GOODS AND SERVICES
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Source: ECLAC, on the basis of figures obtained from the International Monetary Fund

(IMF).

large portion of their debt isowed by their public
sectors and thus has aheavy impact on their fiscd
accounts. Other countries continued to exhibit
extremely high ratios, with the mogt staggering
levels being regigered by Nicaragua (110%),
Argentina and Peru (36%), and Bolivia, Brazil
and Ecuador (25%-27%). Uruguay, Honduras
and Mexico adso had high ratios (21%-22%).
Mexico's effective debt load was subgtantialy
lower, however, thankstoits successin regaining
investor confidence, since this triggered a hefty
inflow of voluntary finance that far outweighed
interest payments.

The debt continued to place aheavy burdenon
many Latin American countries, as was
illustrated by the fact that the region's
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debt/exports ratio, which expressesits debt asa
percentage of itsexports, hasremained very high,
gnce it has hovered around 300% for the past
three years. As of theend of 1991, thisratio was
284%, as compared to 287% in 1990 (see table
VI11I-4). The situation has, none the less,
improved, inasmuch as sx countries (Colombia,
Chile, Panama, Paraguay, Guatemda and Coda
Rica) hed ratios of below 200% -alevel whichin
some casess is regarded as a criticd financid
threshold- whereasin 1983 there were only two
such countries (Panama and Paraguay). On the
other hand, extraordinarily high figures were
racked up by Nicaragua (3,000%), Argentina,
Haiti and Peru (400%-500%), and disturbingly
elevated levelswere recorded by Bolivia, Brazil,



Ecuador, Honduras and Uruguay (over 300%) as
well.

The region's debt/GDP ratio -another
structural indicator of the externa debt burden-
was43%in 1991, which wassmilar tothefigure
for the year before but considerably lower than
the record coefficient registered in 1986 (60%)
(seetableV111-5). Neverthdess, theratio was il
high in comparison to the 28% level registered at
the sart of the 1980s, which might be consdered
a farly acceptable figure. Subgtantial decreases
were observed in Argenting, Bolivia, Venezuda
and Chile as a result of both debt reduction and
an expanson of economic activity; lower ratios
were aso recorded by Colombia, Honduras and
Uruguay, but in these cases delt reduction was
the chief reason. A deterioration in the oda/GDP
ratiowas seen only in CodaRica, Haiti and Peru,
where an increase in the debt was coupled with
very wesk growth. The countrieswith the lowest
coefficientsin 1991 wereBrazil (24%), Paraguay
(29%) and Guatemda (32%), while those with
the highest were Nicaragua (620%), Panama
(133%), Ecuador (113%), Bolivia (102%) and
Argentina (93%).

Ancther very sgnificant indicator of the debt
burden is the relationship between the countries
debt and ther fiscd income. In the 1970s, the
lion's share of externa debt was dready being
shouldered by the Governments of the region.
Then, in the 1980s, this situation was
compounded by the fact that public debt tended
to grow much fagter than private-sector debt due,
in large part, to exceptiond circumstances, such
as the public sector's obligatory assumption of
private obligations and the involuntary rollovers
associated with the firg three stages of the
international debt strategy. Consequently, the
Latin American Governments owe a least 80%
of their countries' tota externd debt, and thisis
the main factor which is hindering the servicing
of thet debt.

Some of the countries debt/fiscal income
ratios haveimproved in the past few yearsthanks
to progress in tax reform, the postive effects of
the upturn in tax receiptsin some economiesand
debt reduction programmes. Although the deta
given in table V111-6 are not comparable owing
to differences in the way the category of
public-sector incomeisdefined, it isnonetheless
clear that amarked improvement was seen in the

ratios of Peru, Argentinaand Guatemaa. All the
countries achieved a notable incresse in tax

revenues and a reduction in public-sector debt

(except Peru, whose externa debt continued to
climb). Moreover, no country experienced any

mgor deterioration initsdebt/fiscal incomeratio,
dthough this coefficient did remain high in

amog dl the countries. Nicaragua represented

an extreme case, since its externd public debt

was 20 times grester thenitsfisca revenues. The
ratio was dightly under 600% for Honduras, over
400% in the Dominican Republic, Peru and

Ecuador, and over 300% in B Sdvador ad

Argentina. The only countries where this
codfficient was around 100%% were Colombia,

Mexico, Brazil and Chile.

Obvioudy, from a fisca standpoint the
externd debt continues to pose a very serious
problem. Although recent officid debt reduction
programmes have provided some rdief for the
public sector, help has been dow in coming and
often modest relative to the overal public debt
burden. Indeed, the mog important source of
relief of late has been the tolerance displayed by
creditors with regard to the buildup of interest
arrears, which, in effect, have acted asan "escape
valve' for overindebted Governments; bethat as
it may, arrears are an uncertain and ineffective
relief mechaniam, ad cdealy do not offer a
definitive solution for the debt overhang. Hence
the nead to srengthen and accelerate the debt
reduction processin respect of private banksand
the Paris Club, as well as to develop more
comprehensve and timely means of relieving the
serious burden represented by multilateral debt.

Yet another indicator of the debt load is the
discount given on commercid-bank debt paper in
the secondary market, and it is therefore
noteworthy that the average price for Latin
American deht in secondary markets had climbed
from US$0.35 on the dollar in late 1990 to
US$0.45 on the dollar by December 1991 (see
table V111-7). Thisrisewasthe result of anumber
of factors. One of the man reasons was the
market's perception that some countries are
solving their debt problems with the private
banking system. The mog outstanding such case
is Chile, whose debt was being traded nearly at
par by the end of 1991 (in December Chilean debt
paper was going for gpproximately US$0.90 on
thedoallar, as compared to US$0.75 in December
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1990). The sharp rise in the price of Mexican,
Venezuelan and Costa Rican bank debt
(countries which have reduced their bank debt
under the Brady Plan) may be interpreted in a
smilar manner. The notableincreasein the price
of Colombia's debt paper (the only country
which, grictly speaking, has not had a debt
problem) may be & least partly due to the recent
turn of eventsin that country, where the domestic
dtuation has settled down consderably. The
increase in the price of the debot paper of other
countries which are still having very severe
problemswith their bank debt, on the other hand,
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is partidly areflection of expectations that these

debtors will eventualy negotiate new accords

with their creditor banks. This development does,
however, introduce an dement of inefficiency

into debt reduction operations, since it sharply

raises the public-sector cogt of future debt

reduction agreements with the banks. In fact, in

view of the severe shortage of public funds
available for debt-reduction purposes, the higher

price of loans held by debt-distressed countries

highlightsthe problemsinvolved in the voluntary
sort of debt-reduction negotiations caled for by

the Brady Plan.



TableVIlI-1
LATIN AMERICA AND THE CARIBBEAN: TOTAL DISBURSED EXTERNAL DEBT?
(Millionsof dollarsand growthrates)

Y ear-end balances

Annud growth rates

1979- 1982- 1984-

1986 1987 1988 1989 1990  1991° 1990 1991°
1981 1983 1989

Latin America and

the Caribbean 401 Oil 428 066 420906 425379 440899 439858 229 11-3 29 36 -02

Oil-exporting

countries 178407 184940 185174 180899 189225 193795 247 107 16 46 24
Bolivia® 3643 4289 4070 3492 3779 359% 143 94 16 82 -48
Colombia 14987 15663 16434 17007 17556 16500°28.0 160 68 3.2 -6.0
Ecuador 9063 10300 10581 11322 11856 12271 210 183 74 47 35
Mexico 100500 102400 100900 95100 99700 104100 30.2 119 02 48 44
Peru 14477 15373 16493 18686 19912 20860 10 138 70 66 438
Trinidad and Tobag;o 1898 2082 2012 2097 2520 2431 293 163 6.7 202 -35
Venezuela® 33839 34833 34684 33195 33902 34037 247 40 -07 21 04

Non-oil-exporting

countries 222 604 243126 235732 244480 251674 246063 215 117 40 29 -22

South American

countries 191 818 209825 201012 206752 212659 207 740 219 111 35 29 -2-3
Argentina 51422 58324 58473 63314 60973 60000 419 124 58 -37 -16
Brazil ¢ 111045 121174 113469 115096 122200 119709 144 106 27 62 -20
Chile 20716 20660 18960 17520 18576 17360 305 76 -05 6.0 -65
Guyana 1542 1736 1778 1801 1802 1700 281 178 110 01 -57
Paraguay 185 2043 2002 2027 1725 1788 123 245 55 -149 37
Uruguay 5238 5838 6330 6994 7383 7183 359 212 73 56 -27

Central American and

Caribean countries 30786 33301 34720 37728 39015 38323 187 161 73 34 -18
Costa Rica 4079 4384 4471 4513 3874 4000 128 147 4.2 -142 33
El Salvador 1928 1880 1913 2169 2226 2216 177 84 23 26 -04
Guatemala 2674 2700 2599 2731 2602 2561 190 248 4.0 -47 -16
Haiti® 696 752 778 803 861 900 210 21.7 65 72 45
Honduras 3366 3773 3810 3374 3526 3174 175 167 7.7 45 -10.0
Jamaica 3575 4014 4002 4039 4152 3874 226 149 56 28 -6.7
Nicaragua © 5760 6270 7220 9741 10616 10454 271 215 170 90 -15
Panama 4896 5629 6044 6268 6676 6900 133 142 61 65 34
Dominican
Republic 3812 3899 3883 4090 4482 4244 242 140 36 96 -53

Source: ECLAC, on the basis of officid figures.

2 Includes debt owed to the International Monetary Fund (IMP). Preliminary figures. ¢ Public debt. Up to 1984,

corresponds to World Bank data.
World Bank figures.

Total debt according to officid figures and data from international financial agencies.

9 As of the end of September.
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Table VIII-2

LATIN AMERICA AND THE CARIBBEAN: FIFTH ROUND OF EXTERNAL DEBT
RESCHEDULINGS WITH THE PARIS CLUB

(1989-1991)

Restructured PGZZrn\t/?Ss of Terme

maturities restructured (years)
Country Date

Amount
Months (millions Interest  Principal " Grace
of dollars) zation

Trinidad and
Tobago January 1989 14 209 - 100 9.4 4.9
Guyana May 1989 14 195 100 100 194 9.9
Costa Rica May 1989 14 182 100 100 9.4 4.9
Mexico May 1989 10 2 400 100 100 9.6 6.1
Ecuador October 1989 14 397 100 100 9.4 5.9
Argentina December 1989 15 2 450 100 100 9.3 5.8
Bolivia March 1990 24 276 100 100 Toronto terms
Jamaica April 1990 18 179 100 100 9.3 4.8
Trinidad
and Tobago April 1990 13 110 - 100 9.5 5.0
Guyana September 1990 35 100 100 Toronto terms
Honduras September 1990 11 100 100 14.6° 8.0
El Salvador September 1990 13 100 100 144 °© 7.9
Panama November 1990 17 100 100 9.3 4.8
Jamaica July 1991 13 97 100 100 145° . 51
Costa Rica July 1991 9 125 100 100 9.6 5.0
Peru September 1991 14 5900 100¢ 100 14.5° 7.1
Argentina September 1991 9 1700 100 100 10.0 6.0
Dominican
Republic November 1991 18 100 100 14.3° 6.1
Nicaragua ® December 1991 15 860 100' 100' "Extended”

Toronto terms®

Source: 1989: ECLAC, on the basis of officid figures, 1990 and 1991: UNCTAD, Money, Financing and Banking Division.

* Interest rates were renegotiated bilaterally. Under an agreement reached among creditor countries at the Toronto summit
meeting of June 1988, special terms and conditions are to be granted to low-income developing countries. In these cases, the
creditor country may choose among three options: i) forgiveness of one-third of the eligible debt and the rescheduling of the
remainder over a 14-year period with eight years of grace; ii) the rescheduling of the eligible debt over a 25-year period with 14
years of grace, or iii) the reduction of the interest rate by 3.5 points or 50%, whichever is less, and the rescheduling of the debt
over a 14-year period with eight years of grace. For further information see UNCTAD, Trade and Development Report, 1989,
Geneva, 1989, United Nations publication, Sales No. S.89.11.D.14.  © The longer repayment periods are a reflection of the
new terms (known as the "Houston terms") for lower midlle-income countries which were agreed upon at the Houston summit
meetingin 1990. ¢ Includes 70% of interest arrears. ~ © An agreement is expected to be signed in December. Includes
dl arrears. In addition, 100% of the interest corresponding to the 15-month consolidation period will be rescheduled as well.

9 The new terms provide for three options: i) reducing obligations by 50% and rescheduling the balance over a repayment period
of 23 years (with a six-year grace period); ii) lowering interest rates to a point where the amount of relief is equivaent to that
provided by the first option in terms of discounted values, together with a rescheduling of the debt over a 23-year term (with no
grace period), and iii) rescheduling over 23 years (with asix-yeargrace period) at a below-market interest rate along with cost-free
capitalization of interest payments during the grace period. In the case of concessional debt, maturities corresponding to the
consolidation period are to be reprogrammed over a 30-year repayment period with a 13-year grace period.
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Table VIII-3
LATIN AMERICA AND THE CARIBBEAN: TOTAL INTERESTASA PERCENTAGE
OF EXPORTS OF GOODSAND SERVICES?

(Percentages)
1983 1984 1985 1986 1987 1988 1989 1990 1991
Latin America and the Caribbean 362 367 360 367 304 290 286 255 228
Oil-exporting countries 312 330 326 339 278 291 275 228 205
Bolivia 398 498 468 421 384 410 302 253 267
Colombia 267 228 289 205 205 207 217 192 156
Ecuador 300 333 267 297 322 332 338 294 251
Mexico 375 392 372 383 297 299 283 241 212
Peru 298 348 314 317 291 336 295 346 364
Venezuela 216 239 264 342 259 290 266 176 16.0
Non-oil-exporting

countries 421 410 397 393 329 290 296 282 251
South American countries 454 440 424 424 349 302 311 299 262
Argentina 584 576 511 509 510 420 512 390 359
Brazil 435 396 400 424 331 294 292 309 271
Chile 389 501 435 379 264 217 185 180 146
Paraguay 144 137 173 154 210 125 7.8 5.8 6.3
Uruguay 248 348 342 247 248 238 2717 274 217

Central American and
Caribbean countries 206 198 203 204 198 188 16.9 15.0 16.2
Costa Rica 331 266 249 218 213 220 236 167 104
El Salvador 119 123 111 101 109 95 89 130 126
Guatemala 87 123 149 174 136 139 114 100 102
Haiti 24 52 54 51 6.0 83 9.7 94 10.3
Honduras 163 159 161 195 183 180 180 191 205
Nicaragua 435 579 783 885 756 967 622 584 1104
Dominican Republic 245 180 187 189 204 147 113 81 118

Source: E1AG on the bads of data from the Internationd Monetary Fund (MF) and from national agencies.

‘Includesinleres payments actudly made and interest due but nat paid. Services do nat include factor services. ' Prdiminary

figures
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Table VIII-4

LATIN AMERICA AND THE CARIBBEAN: TOTAL DISBURSED EXTERNAL DEBT ASA
PERCENTAGE OF EXPORTS OF GOODSAND SERVICES?

(Percentages)
1083 1984 1985 1986 1987 1988 1989 1990 1991
Latin America and the Caribbean 344 324 349 416 389 336 306 287 284
Oil-exporting countries 302 281 312 397 348 340 286 252 259
Boalivia 370 392 458 530 640 606 403 387 392
Colombia 303 239 314 233 230 244 232 205 192
Ecuador 277 261 246 345 420 400 394 367 360
Mexico 346 322 357 459 371 347 289 260 260
Peru 334 349 362 430 428 447 414 469 496
Venezuela 219 202 225 357 305 314 237 181 210
Non-oil-exporting
countries 392 371 387 433 429 333 323 322 308
South American countries 424 397 412 476 463 342 329 329 320
Argentina 485 481 491 610 717 525 538 412 414
Brazil 415 364 379 460 430 315 307 347 343
Chile 390 456 457 405 327 229 182 183 152
Paraguay 316 289 287 244 265 182 139 99 105
Uruguay 324 362 391 349 381 359 351 348 334
Central American and
Caribbean countries 246 253 272 265 281 284 290 282 256
Costa Rica 343 308 339 292 302 276 245 199 186
El Salvador 211 218 219 188 207 203 238 257 246
Guatemala 184 203 232 229 238 205 192 165 154
Haiti 190 190 178 238 235 283 339 386 443
Honduras 270 282 336 334 389 378 331 357 334
Nicaragua 761 946 1435 2007 1929 2644 2856 2708 3093
Panama 149 148 141 133 151 172 170 153 172
Dominican Republic 267 258 281 271 250 205 101 224 214

Source: ECLAC, on the badis of data from the Internationadl Monetary Fund (M) and from nationd agencies.

* Prdiminary figures.
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Table VIII-5
LATIN AMERICA AND THE CARIBBEAN: TOTAL EXTERNAL DEBT ASA
PERCENTAGE OF GROSS DOMESTIC PRODUCT?®

(Percentages)
1980- 1982- 1984- 1986- 1988- b
1981 1983 1985 1987 1989 1990 1991
Latin America and the Caribbean 30 51 57 59 49 44 43
Oil-exporting countries 31 54 54 68 58 55 54
Bolivia® 64 111 94 160 128 111 102
Colombia 22 29 36 41 42 42 39
Ecuador 38 54 67 20 112 114 113
Mexico 26 61 55 76 54 49 49
Peru 43 55 75 53 59 59 60
Venezuela 49 51 55 68 72 72 67
Non-oil-exporting
countries 29 49 60 53 44 39 38
South American countries 28 47 58 51 41 36 34
Argentina 25 68 76 70 90 99 93
Brazil 28 39 a7 41 30 25 24
Chile 47 83 122 117 77 67 59
Paraguay 20 25 59 64 49 29 29
Uruguay 24 59 97 78 81 83 79
Central American and
Caribbean countries 48 64 78 80 88 93 91
Costa Rica 74 122 105 94 90 69 70
El Salvador 40 49 48 43 32 41 40
Guatemala 15 22 35 37 33 34 32
Haiti® 35 46 43 a7 56 55 58
Honduras 55 69 7 86 90 111 99
Nicaragua © 96 134 189 242 716 634 618
Panama 85 96 96 101 135 135 133
Dominican Republic 43 58 88 69 66 62 59

Source: ECLAC, onthe basis of offidd figures and datafram the Internationd Monetary Fund (IMP).
" Edimates of gross domestic product in current dollars were arrived & on the basis of P data expressed in locd currency and
the exchange rate gpplying to exports of goods and services Prdiminary estimates. 'Externa public debt as a percentage

of gross domestic product.
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IATIN AMERICA AND THE CARIBBEAN: EXTERNAL PUBLIC DEBT ASA
PERCENTAGE OF CURRENT PUBLIC SECTOR INCOME?®

TableVIII-6

(Percentages)
Sector 1987 1988 1989 1990 1991°
Latin America and
the Caribbean 177 160 134 110 120
Oil-exporting
countries 192 168 160 150 147
Balivia NFPS 691 573 393 393
Colombia NFPS 99 97 94 95 95
Ecuador NFPS 402 449 397 402 420
Mexico NFPS 198 151 135 125 123
Peru BCG 431 551 605 505 452
Venezuela BCG 163 180 213 201 204
Non-oil-exporting
countries 167 14 119 20 103
South American countries 154 139 106 78 91
Argentina CCG 310 318 493 423 362
Brazil NFPS 112 101 68 51 62
Chile BCG 270 200 142 138 113
Paraguay BCG 1008 680 430 238 245
Uruguay BCG 244 220 226 191 175
Central American and
Caribbean countries 379 432 440 450 427
Costa Rica NFPS 312 289 254 208 198
El Salvador BCG 298 274 326 403 389
Guatemala BCG 343 262 268 359 279
Honduras BCG 403 445 500 605 571
Nicaragua BCG 835 2268 3067 2 362 2196
Panama GG 219 289 286 238 235
Dominican Republic BCG 393 399 359 430 426

Source: Externa public debt: World Bank, World Debt Tables 1991-92, Washington, D.C., 1991; current public-sector income:
BEQLAC on thebasis of officia figures.

Abbreviations:
GG = General Government.

CCG= Consolidated central Government.

BOG = Budgeted central Government.
NFPS = Non-financial public sector.

2 See the definition of public-sector income used in this table.
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TableVIII-7
LATIN AMERICA AND THE CARIBBEAN: PRICESOF EXTERNAL DEBT PAPER
ON THE SECONDARY MARKET
(Asapercentage of faceval ue)

1989 1990 1991

e DELEM g DRIy Decen
Argentina 20 13 13 12 13 20 19 25 36
Bolivia 10 1" 1" u
Brazil 37 31 22 25 24 25 23 33 30
Colombia 56 57 64 60 64 63 64 73 8l
Coda Rica 13 14 17 18 36 K%} 34 46 50
Chile 60 61 59 62 65 74 75 88 89
Ecuador 13 12 14 14 16 20 20 22 22
Honduras 22 17 20 21
Jamaica 40 1 40 40 a4
Mexico 40 40 36 37 45 46 45 55 60
Nicaragua 2 1 1 1
Panama 19 10 12 19 12 13 n 13 21
Peru 5 3 6 6 4 4 3 7 1
Dominican
Republic 22 22 13 13 17
Uruguay 60 57 50 50 49 55
Venezuda 38 37 34 35 46 50 50 60 66
Average' 35.2 31.9 28.0 29.5 33-3 3.1 325 415 450

Source: United Nations, Department of International Economic and Socia Affairs, on the basis of asked prices compiled by the
High Yield Department of Salomon Brothers.
" Weighted by the amount of bank debt.
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IX. ECONOMIC TRENDSIN THE CARIBBEAN IN 1991

1. Maintrends

The economies of the English-gpea king countries
of the Caribbean subregion once again grew
only modestly (1%) in 1991; hence per capita
domestic product remained virtudly stagnant
and the declining trend obsarved in the 1980s
continued (see table 1X-1). This limited
expansion is attributable to downturns in
merchandise exports and tourism earnings,
which resulted in a contraction of the activities
that depend on those sectors, such as
condruction, commerce and the public sector.
Mgor crops dedlined dgnificantly following an
exceptional boom in agriculture the year before,
thus accentuating the subregion's recesson. In
addition, macroeconomic policies, which were
basically designed to stabilize Caribbean
economies and to enhance their competitiveness,
became more rigorous in 1991 as the inflow of
foreign exchange dwindled, prompting anumber
of countries to tighten fisca discipline ad
restrict credit. Some countries adjusted by
liberalizing the exchange rate, while other,
smaller ones adopted a series of measures to
balance their budgets in a context of fixed
exchange rates. Inflation remained low in mogt
countries of the subregion, ranging from 5% to
10%; the exceptions were Guyana and Jamaica,
where prices increased by over 50%. The
smallest increases (less than 3%) were obsarved
in mog of the countries of the Organization of
Eagtern Caribbean States (OECS and represented
asubstantial dowdown ininflation. Trinided and

Tobago aso reduced its rate of inflation
sgnificantly, from 11% to 4% (seetable | X-13).

A decderdion of the growth rate of gross
domestic product (GDP characterized most
Caribbean countriesin 1991, with the exception
of Guyana, Sant Kitts and Nevis and Trinidad
and Tobago. In Barbados, GDPfdl for the second
year inarow (-4.1%) owing to shrinking exports,
while Jamaica's level of activity remained
virtually stagnant after five years of considerable
expanson. The rest of the countries in the
subregion showed positive growth rates. Guyana
made a vigorous recovery (6.1%), dthough this
did little to offset its Seep decline over the
previous three years (-14%). Trinidad and
Tobago continued the modest recovery
(somewhat less than 2%) it had begun the
preceding year, following the severe contraction
of its economy during the 1980s (-23%). The
CECS economies continued to evolve postively,
although the rate of expansion slowed
condderably in dmog al of them; only Saint
Kitts and Nevis achieved its usud growth rate of
over 6% (seetable1X-1).

Agriculturd production went down in nearly
all of the countriesin 1991, following the bumper
crops of 1990, but shrank mogt notably in Saint
Lucia, Sant Vincent and the Grenadines and
Trinidad and Tobago, and more moderatdly in
Antigua and Barbuda, Barbados and Grenada
The only countries whose agricultural sector
expanded were Guyana, Dominica, Jamaica

The expression "English-speakingcountries of the Caribbean" refers to the following countries and territories in the subregion
for which data were available: Antigua and Barbuda, Bahamas, Belize, British Virgin Islands, Dominica, Grenada, Guyana,
Jamaica, Montserrat, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines and Trinidad and Tobago. Also included
are some Dutch-speaking countries such as Aruba, Netherlands Antilles and Suriname. Countries for which insufficient information

was available have been excluded.

Composed of Antigua and Barbuda, British Virgin Islands, Dominica, Grenada, Montserrat, Saint Kitts and Nevis, Saint

Lucia and Saint Vincent and the Grenadines.
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(only dightly) and Saint Kitts and Nevis (see
figure 1X-1).

The agricultural output of banana-producing
CECS countries either rose dowly, asin the case
of Dominica, or fel. In al cases, production of
bananas -the main export crop- was lower than
in 1990. Export volumes fdl 19% and export
earnings, 16%. This decline was mainly
attributable to poor weether conditions and to
uncertainty about the banana market's future. In
Saint Kitts and Nevis, the only sugar-cane
producer, output made arobust recovery of 30%
after the hurricane damage «uffered in 1989,
which hed resulted in a 32% declinein 1990.

The contraction of Barbadoss agricultura
sector reflected decreased production of both
export crops, uch assugar (-5%) and cotton, and
crops for domestic consumption. A similar
phenomenon took place in Belize, where
agricultural output dropped 4% with decreased
production of sugar, bananas and citrusfruitsand
increased fishing and forestry activities. Trinidad
and Tobago followed a smilar pattern, with a
34% drop in export agriculture. Sugar production
fdll 8% and cacao production, 20%, while coffee
production dropped to less then hdf its previous
level. A more moderate contraction (-7%6) was
obsarved in agricultural products for domestic
consumption. Jamaicas agricultural sector
expanded dightly. In generd, export agriculture
tended to shrink, as production of the main crops
(such as sugar and bananas) ad of coffee went
up, while citrus fruits, alspice and cacao went
down. In fact, agricultural products for domestic
consumption rose nearly 3%. In contrast,
Guyanas agricultura output rose condderably,
to the point where its contribution to GOP
increased 10%. The production of sugar and rice
for domestic consumption rose 23% and 60%,
while export volume rose 16% and 6%,
repectively. Moreover, it is esimated that fresh
and processed agriculturd products incressed
sgnificantly and tha a considerable proportion
thereof was exported (see figure 1X-1).

The tourigt industry's wesk performance
reflected the economic recesson and consumer
caution in countries from which tourigts visiting
the Caribbean subregion traditionally came.
However, some Caribbean countries reacted
better than othersto the shrinkage of that market.
The sector suffered some deterioration in
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Antigua and Barbuda, the Bahamas and
Barbados, but grew dlightly in Dominica,
Trinidad and Tobago and Jamaica. In contradt,
most CECS countries experienced an evident
growth in tourism, which, as one of the mogt
important sources (along with bananas) of
foreign exchange for those countries, partidly
compensated for their poor agricultural
performance. Nevertheless, the rate of increase
of tourigt activity was less than in 1990. Also,
income fram tourism dwindled as competition
for the reduced number of tourigts forced prices
down and necesstated specid offers. In many
cases, the average occupancy rate of hotd rooms
dso fdl. Cruise touriam, which contributes little
to GDP, continued to expand in mogt countries,
providing a more economica dternative to the
traditional vacdtion in times of auderity (see
figure IX-1).

Manufacturing took an upward turn,
especidly in Sant Kitts and Nevis and Trinidad
and Tobago. In the former, sugar refining, which
had shrunk 40%in 1990, made apartid recovery
by expanding 28%, thus increasing the sector's
contribution to total output. In Trinidad ad
Tobago, al branches of manufacturing grew
except those which produced wood products,
clothing and textiles. The mogt dynamic growth
took place in the assembly industry and in,
processad foods and non-metallic products (such
asfertilizer, methanol and cement). In Barbados,
the sector's decline was generdized, but was
mog pronounced in the manufacture of wood
furniture, clothing and eectronic components,
which dedlined 50%, 25% and 24% respectively.
The production of non-metdlic minerds ad
chemicas took a lesser downturn, while food
production dipped dightly (less than 1%). In
Bdize, manufacturing dropped 5% despite the
increase in exports of clothing and trested wood,
mainly because of the dowdown in agro-industry
and lessened demand for domestically
manufactured products. In Dominica, the
downturn was largely a reflection of decreased
activity in the coconut processing industry.
Manufacturing in Jamaica, which uses many
imported inputs and depends heavily on the
domestic market, was affected by the notablerise
in the exchange rate and its effects on prices, a
sharp contraction of domestic demand and high
interest rates. Consequently, manufacturing's



Figure IX—1

CARIBBEAN SUBREGION: SECTORAL PRODUCT
(Growth rote In 1991)
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Source: ECLAC, on the basis of official figures.

contribution to employment in Jamaica fdl 8%
(seefigure 1X-2).

The construction sector expanded
condderably in Trinidad and Tobago and Saint
Lucia, and showed sgnificant increasesin Sant
Vincent and the Grenadines and Grenada, but
declined in Antigua and Barbuda and Barbados.
In Trinidad and Tobago, the dynamism of
infrastructure projects was the main simulusin
that sector, as capita expenditure more then
doubled its 1990 level, dthough the hotd,
trangport and communications indudtries adso
madeimportant contributions. In Saint Lucia, the
sector's growth was propdled by government
spending, especidly on infragructure, and aso
by private-sector activity, though to a lesser
degree than in 1990. In Jamaica, the growth rete

of condruction was amilar to that of GDP. i.e,
very dight. In Barbados, on the other hand, the
steep dedline in the condruction sector for the
second year in arow was attributable to reduced
liquidity and economic recession. These factors
reduced private construction activity, and
ultimately public activity as well when the
Government froze capitd expenditure in the last
quarter of 1991 under its adjusment programme.
In Antigua and Barbuda, the sector was afected
by a severe drop in residential congtruction
within a relatively sagnant economy (see figure
IX-2).

Mog of the countries did not experience
sarious macroeconomic imbalances, however,
Guyana and Jamaica had difficulty restoring
macroeconomic balance. To that end, they
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Figure 1X-2
CARIBBEAN SUBREGION: SECTORAL PRODUCT
(Growth rate In 1991)
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Source: ECLAC, on the basis of official figures.

established a floating exchange rate and
liberalized the exchange market. In contradt,
Barbados used fiscd and monetary tools to
achieve gabilization with a fixed exchange rate.

In those countries which had been affected by
chronic imbalances for over 15 years, the
exchange market showed some volatility as
currency depreciated. Such was the case in
Guyana, where the price of the United States
dollar rose from 45 to 122 Guyana dollars,
athough the exchange rate sahilized around the

middle of the year and rose dightly at year'send.

Substantial growth was achieved (6%) and
reserves were increased by US$120 million,
representing nearly four months of imports.

170

Externa debt shrank asthe United Statesforgave
US$1135millionin officid debt and multilateral
organizaions resumed capital contributions to
finance infrastructure projects. Despite
persistently high inflation, the privatization
policy and improved management increased
production in some sectors.

Economic activity grew hardly a al in
Jamaica, snce the dacking-off of exports in the
tourism and bauxite-aluminium sectors
trandaed into a reduction of aggregate demand.
This phenomenon, along with the currency
depreciation, affected a number of sectors,
including manufacturing. The exchangeraterose
from 812 to 16.8 Jamaican dollars per United



States dollar, before the authorities let the
exchange rate float in September, and continued
to rise until it reached 21 Jamaican dollars per
United States dollar towards the end of the year.
Owing to this devauation, the deficit on current
account was reduced and prices increased by an
average of about 50% during the year, and 80%
between December 1990 and December 1991.

Trinidad and Tobago's economy grew 1.8%,
continuing the dow recovery begun in 1990 after
Sx years of contraction. Since the economy's
external performance was lackluster, the
expandon represented grester interna dynamism,
achieved a the cogt of foreign-exchange reserves,
the amount of which, expressed in numbers of
months of imports, fell from 5.8 to 34 between
late 1990 and late 1991. However, the centrd
Government's fiscd deficit shrank to 0.4% of
GDP, although the deficit of State-owned
enterprises and public services remained very
high, and measures continued to be adopted to try
to diminate it. Inflation and unemployment dso
dropped. The external debt descended to 25% of
@Pin 1991, but theinterna debt climbed during
the year, amounting to 23% of GDP.

Barbados, whose macroeconomic imbaances
have been neither as savere nor as prolonged as

those of the subregion's three largest countries,

hed to gpply a stabilization progranmein 1991,

which cut the fiscd deficit from 9% to 3% of GDP
by the end of the year, and under which the deficit
is expected to reach 1% by the end of the 1992
fiscd year. Interest rates rose 2.5% and net

domestic credit remained within projected levels
at the end of the year. The externa debt dipped

dightly, and the Centrd Bank's net foreign

exchange resarvesincreasad 48%. Thefiscd and
monetary austerity policies unleashed great

protest; dthough prices rose only 8% in 1991,

this was double the 1990 rate of inflation.

Moreover, mog sectors were hurt by serious
contractions and a 15% to 17% rise in

unemployment.

In Grenada, the drop in agriculturd exports
and in fiscal revenues, owing in part to
difficulties experienced in collecting the
va ue-added tax, obliged the Government to limit
its operations in a context of growing
indebtedness and a consequent disguiet among
creditors. As a result, the economic expanson
achieved in recent years a the expense of the
government deficit was halved with respect to the
preceding year. Even so, fiscd baance has yet to
be achieved.

2. Performance of the main sectors

Bananas

Banana production in the region as a whole
Uffered asetback in 1991, after sustained growth
over the previous decade, when the export
volume rose 58%. Export revenues fdl 9% in
1991 because of an 11% drop in the volume of
bananas exported. Thedeclinein production was
generalized, with the exception of Jamaica,
where the recovery begun in 1988 was sustained,
and a20% increase was recorded in 1991.

Banana exports, which contribute
sgnificantly to the economic well-being of the
Windward Idands (in the Spanish m eaning of the
term), were plagued with drought and pegtilence
in 1991. However, these naturd phenomenawere
compounded by other factors that limited
exports, such as the scarcity of manpower in
Dominica and Grenada and the decison of
growers in Grenada and Saint Vincent and the
Grenadines to replace bananas with other crops.
The reduction of exports fran these idands

(Grenada, Saint Luciaand Saint Vincent and the
Grenadines) was greater than in the Caribbean
subregion as a whole; their volume fell 19%,
while the revenues they generated (US$121
million) were 16% lower than in 1990. The most
pronounced drop in exports took place in Sant
Luda and Saint Vincent and the Grenadines,
while Grenada -a relatively smaller-scale
exporter- has recorded a geedy decline sSnce
1988 (seetable [X-2).

Banana production in Belize, which had
ffered various blights in 1990, was best in
1991 by a drought, financial problems and
inadeguateirrigation, but the improvement of the
country's port facilities enabled it to overcome a
serious obgtacle to increased exports.

Jamaica's banana industry continued to
expand; its exports reeched their highest level
since 1978. Export volume rose 23% in 1991,
while export revenues increased 20%.
Production surpassed the goas established,
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despite the adverse weather conditions that
affected the entire region. This growth reflected
both an increase in per-hectare yidd and the
expansion of the surface area cultivated, which
also exceeded the goals st for the year. All of
these factors enabled Jamaica to boost its
participation in the United Kingdom's
preferentid market and to export better-quality
fruit.

The region's reaction to the uncertainty
aroused by the United Kingdom's preferentid
market has been mixed: Grenada has gradudly
scaled down its bananaindustry, while Jamaican
producers are planning a 46% increase in the
surface areacultivated in 1993 and an increasein
the productivity of existing plantations.

Sugar

The sugar sector's performance was uneven,
athough the volume and vaue of exports from
the Caribbean Community (CARICOM) countries®
rose 5%. Outstanding among this group of
countrieswere Guyanaand Saint Kittsand Nevis,
the value of whose exports increased 35% and
21% respectively, representing a recovery from
the preceding year. Guyana increased its
production through soil rehabilitation and
improved administration, in order to take
advantage of the preferentid quotas which hed
not been used since 1988. In Sant Kitts and
Nevis, the increese reflected a partid recovery
from the dameageinflicted by the 1989 hurricane,
which cut the 1990 harvest by 33%.

Increased output in Jamaica, which brought
sugar production to its highest level since 1980,
trandated into a 7% rise in export volume.
Production surpassed targeted levels, despite
adverse climatic conditions and processing
problemsin the country'slarges refinery, owing
to grester efficiency in both plantations and
refineries and to the expanson of the area
cultivated, which reached alevel unprecedented
since 1980.

In contrast, sugar exports from Barbados,
Belize and Trinidad and Tobago decreased.
Sugar production in Barbados has dropped to
some 66,000 tons, the country's lowest volume
in 60 years, and afar cry from the levelsrecorded

The Caribbean Community consists of the Bahamas,
countries of the Organization of Eastern Caribbean States.
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in the 1950s, which exceeded 200,000 tons. The
decline in production can be ascribed to poor
westher conditions and to unsuitable agriculturd
practices, such as the burning of sugar cane
plantations, insufficient land conservation and, in
generd, the Steady decrease in sugar production

per hectare of sugar cane cultivated. The volume
and vaue of exportsfel 7% in 1991. In Belize,

the sugar industry's performance was acceptable;
production rose nearly 2%, reaching its highest

level Snce 1983, asaresult of higher cropyields.
However, the volume and value of exports
dipped dightly because, even though the price of
sugar rose in the European Community, the
preferential quota for sugar exported to the
United States fell. In consequence, 28% of the
exports (as opposed to 19% in 1990) had to be
placed on aworld market with low sugar prices.

Production in Trinidad and Tobago was over
20% less than the target level, amounting to
95,000 tons of raw sugar. This decline was
influenced by unsuitable growing practices, such
as an increase in sugar-cane burning, no-cutting
campaigns on the part of growers, the harvesting
ofunripesugarcane, poor weatherconditionsand
the use of less efficient processng methods (see
table X-3).

The sugar indudry throughout the region was
hurt by a genera reduction of 35% of the
preferentiad quota assgned by the United States.
The exception was Saint Kitts and Nevis, which
uffered a reduction of only 10%. Although the
United States market is less important than the
European Community market for most
producers, the quota reduction particularly
affected Belize, which is in a podtion to mest
both the European Community and United States
quotas. In the long term, the measure will afect
those countries wishing to increase their sugar
production, since current prices on the world
market are much lower than on the preferentid
markets.

Mineralsand petroleum

Regiond bauixite and dumina production rose
some 5%. In Guyana and Jamaica, it was 6%
higher than in 1990. In Jamaica, bauxite and
adumina production increesed 86% and 4.7%

Jos, Belize, Guyana, Jamaica, Trinidad and Tobago and the



respectively. The world dumina and duminium
market continued to declinein 1991, with awesk
demand that reflected the stagnation of world
production, but prices fdl owing to a Seady
increase in supply. Ultimately, both countries
revenues from bauxite and dumina exports fdl
8%, partly as a consequence of the drop of over
11% in Jamaica’s dumina revenues, which, in
turn, was éttributable to the decline in prices,
since export volume rose 5% (see table 1X-4).

Trinidad and Tobago's petroleum sector grew
dightly in 1991, as did its contribution to GDP.
Crude petroleum production was 4.3% lower
than in 1990, owing to the naturd depletion of the
wells being exploited, labour problems ad
technical difficulties with vapor-injection
processes in wells. Drilling operations also
declined. Gasoline production for motors and
arcraft decreased, but production of diesd fud,
fud oil and kerosene increased. Fertilizer
production rose 5%. The production and use of
natural gas aso increased, owing to the more
efficient use of processed and discharged natural
gas and the building of a new plant for recovery
of liquids from natural gasfields.

In Barbados, crude petroleum production was
dightly higher than in 1990, when it had risen
condderably (17%) owing to the authorities
effort to take advantage of high internationd oil
prices in 1991. Currently, loca production
satisfies 56% of domestic demand. In 1991, new
wells began to be explored and the amount of the
country's estimated reserves was revised
upward. Natura gas production fell 8%, athough
domestic consumption rose 12% as arexult of an
expanded ingdlation programme.

Tourism

The steady growth in tourism in recent years
came to an abrupt hat in 1991, mainly because
of the GuIf war and its repercussons on touriam
and consumer confidence, and also the economic
contraction in the United States, Canada and the
United Kingdom. However, continental
Europe's solid economic Situation offset thedrop
in purchasing power in what hed traditiondly
been the main markets.

Few tourigts visted the subregion between
January and April, but a modest spurt of arrivals
occurred in the summer. What most worried hotel
owners was the possbility that the prolonged

recesson would keep the recovery fram lagting
until the end of the year, Snce the winter months
are normdly the mogt profitable.

Despite the widespread contraction, a
sgnificantly larger number of tourigtsvidted less
common destinations, especiadly Aruba and
Grenada, whose tourist activities had reached a
satifactory level the preceding year. Touriam
also expanded in Saint Ludiaand Saint Kitts and
Nevis, and grew more moderately in Dominica
and Jamaica. However, Antiguaand Barbuda, the
Bahamas, Barbados, Saint Vincent and the
Grenadines and the British Virgin Islands
experienced adrop of over 5% in the number of
visitors. In the latter case, this loss was
atributableto theclosng of theairline"Air BVI"
in the second hdf of 1991 (seetable IX-5).

Tourism declined less radicaly in the
Netherlands Antilles, asthe number of vistorsto
Curageo dipped dightly; however, travel from
the United States to Saint Maarten was reduced.
In Barbados, whose recesson was particularly
svere, the added vaue of touriam fdl for the
second year in a row; following a decline of
nearly 10% in 1990, it fel nearly 6% in 1991.
Therewere8% fawervistorsin 1991, whiletheir
spending went down 10%. Thus, the steady
growth observed between 1986 and 1990 was
reversed.

The steepest drop in arrivals (-7%)
corresponded to visitors from the United States.
Of these, the most severe decreases were
recorded in Barbados (-17%), the Bahamas
(-11%) and Antiguaand Barbuda (-10%). Aruba
and Grenada showed the only notable incresses
in arrivas from the United States: 7% and 18%
respectively. The number of arrivals from
Canada dso declined, by 20% in the cases of
Barbados and Antiguaand Barbuda, and by 17%
in the case of Jamaica, dthough Aruba ad
Grenada recorded incresses of 29% and 7%
respectively. European visitors to the subregion
as a whole increased by over 10%. The main
increases in the number of European tourigts
were recorded in Aruba (28%), Jamaica (32%),
Sant Luda (36%) and Trinidad and Tobago
(37%).

Cruise lines were among the main
beneficiaries of the economic recession in the
United States and Canada, since a higher
proportion of vidtors preferred to reman on
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board rather then disembark. Consequently, the
number of cruise ship passengers has risen
steadily: in 1991 the total number for the
subregion increased 10%. This percentage was
exceeded by Saint Ludia and Saint Kitts and
Nevis, falowed by Jamaica and Saint Vincent
and the Grenadines. In contrast, the number of
cruise ship passengersdeclined in Saint Maarten
and the British Virgin Idands (seetable 1X-6).

The higher number of cruise ship passangersdd
not offset the drop in the number of vistors who
dayed on land, since the latter figure not only
dedined but reeched its minimum in the winter
season, normdly the mogt profitable. Nor did the
recessonary cydeaof thefind quarter bodewe | for
1992. Furthermore, in an atempt to attract tourigts
to theland, hotd owners resorted to discount rates,
which limited their profits till further.

3. Externa trade and balance of payments

The dowdown in the world economy and the
fluctuations in export revenues inevitably
affected the subregion's baance of payments
both the merchandise trade deficit and the
current-account deficit became larger.

The value of merchandise exports from
CARIcoM countriesfel off dightly (by over 2%).
This decline was somewhat greater in OECS
countries (nearly 7%0), reflecting the disgppointing
performance of the banana indudry; the drop in
exportsfrom Grenadaand Saint Lucia (17% and
14% respectively) was particularly severe. The
contraction of Trinidad and Tobago's exports

(nearly 5%) was due above dl to lower internationd

perdeum prices. In contragt, Guyana and Saint
Kitts and Nevis recorded increases in their
merchandise exports as a result of the recovery
of their agricultura sectors (seetable 1X-7).
Imports continued to outpace exports; in the
CARiaoM countriestheir val ue exceeded the 1990
value by dmost 6%. In contrast, importsin OECS
countries grew lessthan 1 %, though Grenadaand
Saint Lucia imported 9% more than in 1990.
Belize and Trinidad and Tobago greatly
expanded their imports, by 25% and 30%
respectively. In the latter case, the partia
liberdization of trade and payment agreements
unleashed the formerly contained demand for
imports. The value of Jamaica's importsfdl by
over 7% owing to the rise in the exchange rate

and the application of redrictive credit policies.
Import value aso fdl, though to alesser degree,
in Antigua and Barbuda, Barbados, Dominica
and Saint Kitts and Nevis (see table 1X-8).

Thus, the Caribbean countries trade deficit
mounted. The mog dramatic change took place
in Belize, whose trade deficit increased 70%.
Grenada and Saint Lucdia also recorded higher
deficits. In contrast, Jamaica's trade deficit
declined 17% and Guyanads fdl to less than a
third of its 1990 level. In Trinidad and Tobago,
the only country in the subregion that normally
runs a surplus in merchandise trade, the surplus
shrank from over US$300 million to dightly over
US$300 million, i.e,, to aleve similar to those
recorded before 1990 (see table 1X-9).

Because of the poor performance of
merchandise trade and tourism, the current-
account defidt of the Caribbean countries rose
condderably (25%). However, in mogt OECS
countries the current-account deficit declined,
with the exception of Saint Lucia, whose deficit
grew by over 30%, and Saint Vincent and the
Grenadines, whose trade bdance went from
near-zero to adeficit higher than that recorded in
1989. Trinidad and Tobago's surplus was well
beow the surplus recorded in 1990. The rest of
the countries in the subregion managed to effect
acceptable reductions in their current-account
deficit (see table 1X-10).

4, External debt

The externd debt of the caRIcOM countries fdll
5%, mainly because of thereductionsachieved in
Guyana and Jamaica, two of the region's most
deeply indebted countries (see table 1X-11).
Guyana, whose debt fdl 9%, sgned anumber of
agreements on the rescheduling or cancellation
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of itspending bilatera debt, representing 46% of
thetota, especialy with the United Kingdom, the
United States, Canada and the Netherlands.
Degpite this rdlief, it is esimated that the cogt of
debt-servicing represented 40% of the vaue of
exports of goods and servicesin 1991.



Jamaica's debt, mainly that of the
Government and of the Centra Bank, dropped
7% asaresult of alower volume of foreign loans,
debt forgiveness and cancellaion (especidly by
the Governments of the United States and the
Netherlands) and measures for converting the
debt, which have reduced the amount owed to
international commercial banks by nearly
US$100 million. Also, in mid-duly 1991 an
agreement was reached with the Paris Club to
reschedule US$140 million of the debt. All of
these measures cut down the burden of debt
sarvicing from the 1987 pesk leve, equivaent to
64% of exports of goods and services (dthough
only 47% of that valuewas actualy disbursed for
debt-servicing thet year), to the 31% recorded in
1991, when the amount actually disbursed
equaled 25% of the value of exports. Moreover,
in an attempt to make debt management more

flexible, its compodtion was dtered in favour of
bilateral debt over multilateral and commercia
debt.

The other country in the subregion that
reduced its debt was Barbados, which resorted to
amortization of the debt corresponding to public
sarvice enterprises. Theexterna debt, which hed
reached a maximum of 46% of GDP in 1987,
dropped to 35% in 1991, and its servicing
absorbed some 16% of the value of exports of
goodsand services.

Thedebt of the Bahamas grew 20%in 1991 as
aconssquence of the finandng of lumpy invesments
inagmdl economy, Sncethe eectricity enterprise
and the nationd airlinewereresponsiblefor 46%
of that increment. The Government's direct debt
rose 4%. At year's end, debt servicing
represented 11 % of government revenuesand 4%
of exports of goods and services.

5. Fiscd policy

Fiscal policy remained one of the primary

ingruments used to adjust Caribbean economies.

In addition, emphasis continued to be placed on

achieving current-account surpluses to be used

for fixed investments. The nesd to contain the
overal deficit was recognized, since it could

adversdy afedt access to private-sector credit

and had negative consequencesfor the balance of
payments and external debt. Indeed, the burden

of externa government debt was one of themgor
obstacles in the way of improving the fiscd

balance on current account. Governments
(particularly those of Guyana, Jamaica and

Trinidad and Tobago) continued to resort to

disnvestment, congting of thesdle of shares; to
cut down the spectrum of government activities
to amore managesable size, but they dso tried to

improve the efficency of public enterprises to
generate a flow of resources thet would balance
the budget and reduce the debt burden. In some
countries, the tax burden was increased (see
figure 1X-3).

Government effortsin 1991 to maintain fiscal
disciplineyielded varying results, in part because
after 1990 they had to act in a less promising
economic context. In the OECS countries as a
whole, the fiscal surplus on current account fell
19%, owing to poorer performancein that areain
Antiguaand Barbuda, Dominica, Saint Kittsand

Nevis and Montserrat (see table 1X-12). In
Antigua and Barbuda, the increase in the current
deficit was attributable to lower revenues
because of the contraction of trade and higher
current expenditure. This last factor mainly
reflected the concession of pay raises to
government employees. Interest on the public
debt climbed to 4.6% of GDP and the
Government's capita expenditure doubled in
relation to its 1990 level; consequently, thefisca
deficit rose from 14% to 4.3% of GDP. In
Dominica, current expenditure -especially on
payroll expenses, which rose 27%- grew fagter
than revenues and ultimately reduced the
current-account surplus. Capita expenditure was
aso reduced, but because of a drop in externd
grants-in-aid, the fiscd deficit grew fram 11%to
nearly 13% of GDP. Grenada achieved a
current-account surplus by dint of determined
efforts to raise revenues and cut spending, and
aso reduced its overdl deficit. Despite thee
measures, however, revenues fdl short of
projected goals, owing to administrative
difficulties in collecting the vaue-added tax.
After achieving a current-account surplus in
1990, Saint Kitts and Nevis recorded a deficit in
1991 as tax revenues from imports and
consumption contracted. Although current and
capital expenditures declined, the overal deficit
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Figure IX—3
CARIBBEAN SUBREGION: TAX REVENUES, 1991
(Percentage of GDP)
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Source: ECLAC, on the basis of official figures.

incressed to 2.7% of GDPin 1991, whereas in
1990t hed reached only 0.3%. That Situation was
caused by reduced revenues and external
grants-in-aid. In Saint Lucia, the current-account
surplus grew, as did revenues and current
expenditure; capital expenditure also increased,
athough areduced budget surpluswas achieved.
Tax receiptsin Saint Vincent and the Grenadines
increased almost on a par with current
government spending, so that the current-account
surplus remained unchanged. Capital
expenditure was higher, but the fiscd deficit fell
because externd grants-in-aid increased.

In Barbados, the current-account deficit
recorded in 1990 turned into asurplusin 1991, as
expenditure dropped and revenues rose.
Although the economy was in a recessonary
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phase and had a wesk tax base, higher taxes on
consumption and the introduction of a specid
gabilization tax pushed tax revenues up to 32%
of GDP. Direct taxes rose 17%, excise taxes rose
4% and capitd expenditure was frozen. As a
result of the stabilization programme, the overdl
fiscd deficit fell from 8.2%to 2.3% of GDP at the
end of 1991.

Public-sector performance in Guyana
improved in generd, dthough fiscd accounts
deteriorated. Current revenues grew
condderably asaresult of new taxes, arecovery
in economic growth and better tax
adminidration. On the other hand, expenditure
aso increased owing to higher public-employee
payroll expenses and the transfer of large
amountsto some State enterprises. Public-sector



reform, amed a reducing the number of
minigtriesfrom 18to 11, raising user fees so that
autonomous public-service entities could be
sdf-financing and cutting down the number of
public enterprises, continued. In 1991, 13 of
those enterprises were diminated, bringing in
revenues of about US$2 hillion to the country.
The public investments programme was besst by
operationd problems, congtraints on counterpart
financing and the decison nat to apply for large
loans from nationd financid ingtitutions.

One of the Jamaican Government's man
policy objectives in recent years has been to
reduce the fiscd deficit, but this goa has been
somewhat dusive owing to the heavy burden of
external debt servicing. Nevertheess, in 1991 the
current-account surpluswasincreasad in noming
terms, even though interest payments rose 61%
and represented 29% of revenues. The authorities
boogted the current-account surplus by raisng
revenues 50% through sweeping tax reforms,
under which anumber of taxeswere replaced by
a 10% vaue-added tax, a gpecia excise tax ad
aone-timetax equivadent to 0.5% of bank assets,

as well as the adoption of more effective
tax-collection measures. Expenditure also
increased (52%), mainly because of higher
deht-servicing expenses (which nearly doubled),
sinceit grew from 15% of GDPin 1990to 20%in
1991. Gross investment grew only dlightly.
Consequently, the deficit remained high,
reaching nearly 7% of GDP.

In Trinidad and Tobago, anotable change was
observed in the central Government's current
accounts, which ran asurplus, above al because
of a 20% rise in oil earnings owing to the price
hike for hydrocarbonsin the lagt quarter of 1990
and the collection of pending payments. Non-ail
revenues also increased thanks to a series of tax
reforms and the liberalization of trade and
payments. The extent of the increase in current
expenditure was attributable to higher personnel
expenses, which morethan doubled. Trandersto
public enterprises aso increased, and capitd
expenditure doubled. Neverthdess, the overdl
deficit decreasad in rdaion to the preceding year
(seetablelX-12).

6. Pnces

On average, prices rose fagter than in the
indudridized countries, dthough rates of inflation
in the subregion were among the lowest recorded
in deveoping countries The amdlest increases took
place in the OECS countries, mogt of them were
less than 3%, which represented a Sgnificant
dowdown in inflation for the countries in which
they occurred (Antigua and Barbuda, Dominica,
Grenadaand Saint Vincent and the Grenadines).
Price increases (annud averages) ranged from
5% to 10% in the res of the Caribbean countries
except Guyana and Jamaica, where they
exceaded 50% (seetable 1X-13).

The main externa factor influencing price
variationswasthe Gulf war and, in particular, its
repercussions on oil prices. In the Bahameas,
where price increases were evenly digributed
among the various products, interest rates aso

rose. In Bdlize, the deregulation of prices of a
number of imported goods and poor weather
conditions, which adversely affected food
production, compounded the effects of higher ail
prices.

Price increases in Barbados reflected higher
taxes on consumption, interest rates and public
sarvice tariffs. Transport charges rose 17%;
housing, 11%; acohol, 8%; and food, 5%.

The mog dgnificant price hikes in Guyana
and Jamaica represented variaions in relative
prices set under adjustment programmes, marked
devaluations and a tax increase to reduce the
fiscal deficit. In Trinidad and Tobago, the
decderation of therisein consumer prices (from
11% to 4%) basicdly reflected the lowering of
domestic food prices, dthough the costs of fud
and dectricity aso fell.

7. Employment

In general, the employment Stuation in the
Caribbean tended to weeken, since employment
grew more dowly for the second year in a row.

In Barbados, the rise in unemployment was
attributable to the decline in economic activity,
especidly in congruction, and to the contraction
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of the public sector. Unemployment increased
towards the end of the year, as dtricter budgetary
measures began to beimplemented, and reached
20% in the final quarter. The overall
unemployment rate does not reflect the fact that
the rate for women was 21.4%, while that for men
was 13.3%. Some 60% of unemployed persons
werein the 15-t0-29 age group.

Unemployment in Jamaica ceased to decline
in 1991, remaining & a rate Smilar to that of
1990. The generd rate of employment rose
moderately in the produaion of goods, sncethe
elimination of jobsin mining, manufacturing and
congruction waslargdy offsst by theboom in the
agricultural sector. Employment also rose
dightly inthe service sector asawhole, dthough
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community, social and personnel services
employed fewer people a the end of 1991 then at
the end of 1990. Y oung people under the age of
25 made up 56% of the unemployed; of these,
65% werewomen.

The trend towards reduced unemployment
continued in Trinidad and Tobago, faling from
20% to less than 19%. The biggest growth in
employment took place in manufacturing and
condtruction, which showed increases of 15%
and 10%, respectively. Young people between
the ages of 15 and 19 represented 43.5% of the
unemployed, a disproportionately high
percentage. Moreover, 23.7% of thejoblesswere
women, compared to 16% of men in the same
Stuation (seetable 1X-14).



Table IX-1

CARIBBEAN SUBREGION: GROWTH OF TOTAL GROSS DOMESTIC PRODUCT

(Annual growth rates)

Total subregion

Antigua and Barbuda
Bahamas

Barbados

Belize

Dominica

Grenada

Guyana

Jamaica

Saint Kittsand Nevis
Saint Lucia

Saint Vincent and the Grenadines

Suriname

Trinidad and Tobago

Accumulated
1985 1986 1987 1988 1989 1990  1991°  growth

1981-1991%
-L8 0.5 0.1 10 2.7 14 10 19
1.7 84 8.7 7.1 6.4 2.8 16 82.9
52 14 4.6 45 4.0 - 10 317
0.9 51 2.7 3.6 37 -34 -4.1 4.8
0.3 22 125 6.6 14.7 89 4.2 68.0
16 6.9 6.8 79 -14 6.2 2.1 56.9
54 55 6.0 53 57 52 2.9 62.2
11 0.2 0.6 -4.1 -5.0 -5.6 6.1 -24.3
-5.4 2.2 6.7 12 6.2 3.8 0.2 19.3
57 6.3 74 7.0 52 25 6.9 79.2
59 58 22 6.8 50 3.7 17 54.4
4.7 7.3 5.8 84 59 6.6 4.6 90.7

20 0.7 -6.2 7.1 20 -

-4.2 -2.1 -54 -2.5 -0.2 13 18 -18.5

Source: ECLAC, on the basis ai aiiicia figures converted into dollars at constant 1980 prices.

' Prddiminary figures
Table 1X-2
CARIBBEAN SUBREGION: BANANA EXPORTS
Value (millionscif dollars) Volume (thousands of tons)
1987 1988 1989 1990 1991 1987 1988 1989 1990 1991

Belize 7 8 12 8 7 21 26 31 23 20
Dominica 31 37 24 30 30 61 71 50 57 55
Grenada 4 5 4 4 4 8 9 9 7 7
Jamaica 19 16 19 38 45 34 28 42 61 75
Saint Vincent and the Grenadines 18 31 30 41 33 35 62 66 80 63
Saint Lucia 42 66 59 69 54 86 128 126 134 101

Source: ECLAC, on the basis of offidd figures.
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TablelX-3
CARIBBEAN SUBREGION: SUGAR EXPORTS

Vaue (mijliions of dollars) Volume (thousands of tons)

1987 1988 1989 1990 1991 1987 1988 1989 1990 1991

Barbados 36 34 26 34 31 70 68 52 57 53
Belize 31 33 36 43 42 79 75 77 95 94
Guyana 80 68 73 70 9%5 205 171 170 129 150
Jamaica 74 92 65 86 93 134 153 132 146 157
Dominican Republic 127 123 157 143 132 553 514 491 355 319
Saint Kittsand Nevis 11 12 12 9 11 23 23 22 14 18
Trinidad and Tobago 21 27 31 30 50 55 57 54 49

Source: EQLAC, on the basis of officia figures.

TablelX-4
CARIBBEAN SUBREGION: BAUXITE AND ALUMINA EXPORTS

Vdue (millionsof dallars) Volume (thousands of tons)
1987 1988 1989 1990 1991 1987 1988 1989 1990 1991

Bauxite
Guyana 84 80 77 89 92 1410 1274 1317 1387 1254
Jamaica 116 105 126 103 112 3711 3494 4190 3886 4261
Alumina
Jamaica 221 307 432 616 550 1572 1575 2145 2889 3032

Source: ECLAC, on the basis of officid figures,
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Table1X-5

CARIBBEAN SUBREGION: NUMBER OF ARRIVALS

(Thousands)
1987 1988 1989 1990 1991
Antigua and Barbuda 177 195 198 206 182
Bahamas 1480 1475 1575 1561 1427
Barbados 422 452 461 432 394
Belize 99 164 220 222
Cuba 293 309 310 334
Dominica 27 32 35 45 46
Grenada 57 62 69 82 92
Guyana 60 71 67 67
Haiti 122 122 122 120
Jamaica 739 649 715 841 845
Dominican Republic 911 1116 1300 1533
Saint Kittsand Nevis 65 70 72 76 84
Saint Vincent and the Grenadines 46 47 50 54 46
Saint Lucia 112 125 133 138 160
Suriname 27 21 21 29
Trinidad and Tobago 202 188 194 194
Netherlands Antilles 632 685 751 832 803
Aruba 232 278 344 433 501
Guadeloupe 293 329 255 272
British Virgin Islands 173 176 176 161 136
United States Virgin Islands 555 543 493 523 682
Martinique 234 280 312 282 315
Montserrat 17 18 17 17
Puerto Rico 2035 2281 2450 2645
Sour ce: Caribbean Tourism Organization (CTO).
Table1X-6
CARIBBEAN SUBREGION: NUMBER OF CRUISE-SHIP PASSENGERS
(Thousands)
1987 1988 1989 1990 1991
Antigua and Barbuda 153 199 208 227 239
Aruba 81 81 79 130 133
Bahamas 1434 1 505 1645 1854 2020
Barbados 229 295 337 363 372
Grenada 127 134 121 183 196
Jamaica 292 368 444 386 490
Saint Kittsand Nevis 31 54 37 34 53
Saint Vincent and the Grenadines 66 59 75 62 68
Saint Lucia 84 78 104 102 163
Trinidad and Tobago 16 12 16 27
British Virgin Islands 3 68 97 79
United States Virgin Islands 956 1097 1063 1120 1215
Martinique 297 386 368 421 417
Puerto Rico 584 767 746 834 995

Sour ce: Caribbean Tourism Organization (CTO).
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Table1X-7
CARIBBEAN SUBREGION: EXPORTS OF GOODS
(Millions of dollars)

1987 1988 1989 1990 1991
Antigua and Barbuda 290 30.1 15.7 16.7 18.3
Bahamas® 273.1 273.6 259.2 306.1 248.2
Barbados 132.2 145.7 147.8 151.9 150.6
Belize 102.7 1165 124.8 129.2 130.0
Dominica 49.3 57.0 46.3 56.1 53.7
Grenada 31.6 32.8 28.4 26.6 220
Guyana 2405 214.6 204.7 203.9 238.6
Jamaica 709.2 883.1 998.1 11575 11452
Montserrat 35 23 16 18
Saint Kitts and Nevis 28.0 274 28.6 27.7 32,1
Saint Vincent and the Grenadines 52.3 85.3 74.7 82.7 785
Saint Lucia 77.3 1191 112.0 127.3 109.8
Trinidad and Tobago 14147 1 470.0 15781 2080.5 1982.6

Source: K1 AG on the basis of officid figures.
* Does not include petroleum exports.

Table 1X-8
CARIBBEAN SUBREGION: IMPORTS OF GOODS
(Millions of dollars)

1987 1988 1989 1990 1991
Antigua 274.8 310.6 275.0 262.2 254.6
Bahamas® 11547 1058.9 1224.4 1228.8 890.3
Barbados 535.8 603.2 699.9 725.4 699.4
Belize 127.4 161.3 192.6 188.4 235.0
Dominica 66.7 875 107.3 118.1 1141
Grenada 89.1 92.2 100.9 109.5 119.7
Guyana 261.9 215.6 212.4 249.6 252.2
Jamaica 12343 14494 1820.1 19424 1799.5
Montserrat 253 26.6 31.0 425
Saint Kittsand Nevis 79.5 92.7 1025 110.7 108.6
Saint Vincent and the Grenadines 98.7 122.3 1275 136.1 138.6
Saint Lucia 178.1 221.0 273.7 271.3 295.2
Trinidad and Tobago 1 160.5 1186.1 12213 1261.6 1662.8

Source: ECLAC, on the bagis of officid figures
* Does not indude petroleum imports.
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Table IX-9

CARIBBEAN SUBREGION: BALANCE OF TRADE IN GOODS

(Millions of dollars)

1987 1988 1989 1990 1991
Antigua and Barbuda -245.8 -280.5 -259.3 -245.5 -236.3
Bahamas® -881.6 -785.3 -865.2 -922.7 -642.1
Barbados -403.7 -457.6 -552.1 -573.5 -548.8
Belize -24.5 -44.9 -67.8 -59.2 -105.0
Dominica -17.4 -30.5 -61.0 -62.0 -60.4
Grenada -575 -59.4 -72.5 -82.9 -97.7
Guyana -21.4 -1.0 -1.7 -45.7 -13.6
Jamaica -525.1 -566.3 -822.0 -784.9 -654.3
Montserrat -21.7 -24.3 -29.4 -40.7
Saint Kitts and Nevis -515 -65.3 -73.9 -83.1 -76.5
Saint Vincent and the Grenadines -46.3 -37.0 -52.8 -53.3 -60.1
Saint Lucia -100.8 -101.9 -161.8 -144.0 -185.4
Trinidad and Tobago 254.2 283.9 356.8 818.9 319.7
Source: ECLAC, on the bagis of offidd figures.
& Does nat incdude petroleum trading.

Table 1X-10
CARIBBEAN SUBREGION: BALANCE ON CURRENT ACCOUNT
(Millions of dollars)

1987 1988 1989 1990 1991
Antigua and Barbuda -70.7 -55.8 -79.1 -62.3 -42.1
Bahamas® -196.0 -128.3 -160.6 -180.1 -152.2
Barbados -52.8 24 -2.8 -37.6 -31.0
Belize 180 -4.6 -19.0 -2.6 -50.0
Dominica 3.0 -3.9 -324 -28.7 -235
Grenada -27.7 -23.6 -33.8 -35.9 -34.4
Guyana -109.5 -93.0 -113.3 -147.8 -135.0
Jamaica -136.9 -0.6 -257.8 -340.1 -131.6
Montserrat -2.3 -2.0 9.3 -17.4
Saint Kitts and Nevis 16 15 -34.3 -61.9 -38.9
Saint Vincent and the Grenadines -15.4 -2.7 -15.0 -3.0 -21.0
Saint Lucia -5.3 0.9 -56.4 -575 -75.6
Trinidad and Tobago -270.8 -151.5 -66.8 404.4

Source: ECLAC, on the basis of offidd figures.
& Does nat include petroleum trading.
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Table 1X-11
CARIBBEAN SUBREGION: EXTERNAL DEBT?
(Millions of dollars)

1987 1988 1989 1990 1991
Antigua and Barbuda 2318 2432 260.6 268.6 253.0
Bahamas 192.7 1713 219.7 267.7 321.7
Barbados 465.2 479.0 469.5 466.6 438.8
Belize 1131 124.1 130.3 132.8 142.8
Dominica 65.1 65.7 72.0 86.4 911
Grenada 66.9 68.6 70.2 87.1 89.6
Guyana 1735.9 1777.9 1801.1 1801.9 1 640.0
Jamaica 4013.7 4001.7 4038.4 41524 3874.3
Montserrat 34 35 34 30 3.3
Saint Kittsand Nevis 21.3 26.6 317 36.4 36.6
Saint Vincent and the Grenadines 37.8 449 50.7 55.1 60.3
Saint Lucia 279 41.3 51.7 67.6 704
Trinidad and Tobago 2082.2 2011.8 2097.4 2519,6 2430.8

Source: E1AG on the basis of officd figures.
* Government or government-guaranteed debt. Indudes arrears.

Tablé1X-12
CARIBBEAN SUBREGION: FISCAL BALANCE ON CURRENT ACCOUNT
(Millions of units of local currency)

1987 1988 1989 1990 1991
Antigua and Barbuda 24 - 18 -22 5t -17
Bahamas -9 5. -23 15 .6
Barbados -1 62 154 -7 95
Belize 10 17 42 58 60
Dominica 17 25 22 17 - 4
Grenada -15 10 -42 -8 5
Guyana -913 -426 -501 1912 -3 129°
Jamaica 1590 958 2 408 2274 3926
Montserrat 1 1 4 6 3
Saint Kittsand Nevis 4 4 10 9 3
Saint Vincent and the Grenadines 13 13 5 20 20
Saint Lucia 33 65 52 61 73
Trinidad and Tobago 233 -397 -365 -14 635

Source: ECLAC, on the basis of officid figures.
* January-September.
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Table IX-13

CARIBBEAN SUBREGION: CONSUMER PRICES
(Average annual variations)

1987
Antigua and Barbuda
Bahamas 58
Barbados 34
Belize 20
Dominica 29
Grenada -0.9
Guyana 294
Jamaica 6.7
Montserrat 27
Puerto Rico 0.9
Saint Kitts and Nevis 26
Saint Vincent and the Grenadines 20
Saint Lucia 7.0
Trinidad and Tobago 10.8

Source: EQLAC on the basis of officid figures.

Barbados
Jamaica
Trinidad and Tobago

1990

7.7
4.7
31
3.0
6.8
3.7

220
6.8
41
3.7
9.2
59

114

CARIBBEAN SUBREGION: UNEMPLOYMENT RATES

1987

18.9 17.3
210 18.9
223 219

Source: BEQLAC on the basis of officia figures.

1988

1988 1989
34 53
45 53
4.8 6.2
29 21
5.2 4.3
6.5 3.6

431 61.3
83 143
36 18
33 34
0.2 6.6
21 35
0.8 38
7.8 11.3

Table 1X-14
(Percentages)
1989
137
18.0
22.0

1990

14.7
15.3
201

1991

21
7.0
6.3
56
23
2.7

51.0
9.0
52
45
23
7.3
4.0

1991

17.2
154
18.8
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THE INTERNATIONAL ECONOMY*

Thegrossgloba product -the total world output
of goods and services- actudly dipped in 1991,
evenif only by one hdf of 1% (seetable 1). This
isarare occurrence, and the main reason was that
the economies of eastern Europe and the former
Soviet Union plunged even deeper into
disruption than in 1990, but growth in the big
industrial economies dowed down too and
severd of them were in recesson. World output
per capita declined by over 2% in 1991, after
virtualy stagnating in 1990. African economies,
on an average, bardy kept up with population
growth. Lain American economies ssemed to
revive from a decade of agnation, and in Asa
growth remained widespread and fagt despitethe
dow-down in world trade.

It was a year of relentless and dramatic
political and economic events -the military
operation in the Gulf, mgor policy reforms in
many devel oping countries and political upsetsin
others, the eruption of new regiond conflicts,
dides in some financid markets, the falure to
complete the Uruguay Round, the ambitious
Maedricht agreement on European integration,
the apparent breskthrough towards multirecia
democracy in South Africa, the coup d'état in
Moscow and the formd dissolution of the Soviet
Union a the end of the year. Many of these
devdopments were of a podtive nature, but
others added to the uncertainties already
surrounding the principa markets of the world
economy.

1. Trendsin global output and policies

World output declined in 1991 for the fird time
since the Second World War and is expected to
recover only modesily in 1992 (see table 1). It
was the world's fird global recesson of the
post-war era.

The economic decline of 1991 was pervasive.
In the developed market economies, which
account for over 70% of world output, growth fell
from 2.6% in 1990 to just under 1% in 1991.
Severa countries did into outright recession. In
many of them, unemployment rose to its highest
level sncetheearly 1980s Although inflationary
pressures subsided subgantidly, Governments
and central banks responded slowly and
tentatively, or nat a dl, to the recession. Their
policies were premised on the assumption of a
spontaneous upturn, and the unexpected
prolongation of the recesson created adilemma
A recovery may begin in 1992 but it isgenerdly

expected to be subdued and not of a nature that
would give a push to the world economy.

In eastern Europe and the former Soviet
Union, output plummeted by around 16% in
1991, dter a5% fdl in 1990. The difficulties of
enacting a trandtion of these economies to a
market sysem are becoming gpparent to al. The
people in the trandtion economies will pass
through yet another very difficult year in 1992.

The developing countries as a whole grew
dowly in 1991, as they have for severd years,
mainly following the same paitern of strong
growth in eestern Adaand virtudly no changein
per capita incomes in Africa Lain America,
however, showed thefirs Sgnsof emerging from
its decade-long stagnation. Nevertheless, in
amog hdf the developing countries, per capita
output fell or stagnated. In a smal number of
countries, abeit accounting for dmog hdf the

extract of chapters|, Il, I11, IV, and V of World Economic Survey 1992 (E/1992/40; ST/ESA/231), New Y ork, 1992. United

Nations publication, Sales No. E.92.11.C.1.
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peopleliving in developing countries, per capita
output grew gignificantly.

a) Developed market economies: recesson
and response

In early 1991, three of the seven mgor
industrial economies were in outright
recesson -Canada, the United Kingdom and the
United States- while production surged in the
western part of Germany and in Jgpan (see table
2). By the end of the year, Germany and Jgpan
were in recesson, and the recovery dsewhere
was weegk and fragile. For 1991 asawhole, the
developed market economies grew by less than
1%, the dowest rate since the 1982 recesson.
The policy response, anaysed below, was
tentative and wesk.

Three million people were added to the
unemployment rolls in the developed market
economies in 1991. In December, the
unemployment rate in the United States reached
7%, measured on an internationaly standardized
basis, about a percentage point higher than it hed
been a year before. In Canada and the United
Kingdom unemployment was above 10% of the
labour force at year-end and in France and Italy,
it wasamogt as high. Only inthe western part of
Germany and in Japan, among the seven mgor
economies, were unemployment rates still at
moderate or low levels relative to industrial
country averagesin recent years.

Severa of the smaller developed market
economies also were in recesson in 1991,
including Australia, Finland, New Zealand,
South Africa and Sweden. Unemployment rose
during the year by 2 percentage points in
Australia and New Zedand, and about 6
percentage points in Finland. By December it
exceaded 10% in all three countries. In Finland,
thecrisisof the Soviet economy, aswell asdow
growth in other mgor export markets, made for
great difficulties. Unemployment aso rose in
countrieswith chronic unemployment problems,
such as Irdland, where a 2 percentage point
increase pushed the rate to 16%.

The recession came after the longest, though
not the strongest expanson in pos-war higory.

Renewed inflationary concernsin the late 1980s
had led to monetary dringency that weskened
severa of the devdoped market economies by
theend of 1990.2 Although inflation was brought
down in 1991, some countries were pushed into
recession. For others, the coup de gracewas a
drop in consumer and business sentiment
associaed with the crisis Stuation between Irag
and Kuwait that began in August 1990.

After the war in the Middle Eagt ended in
February 1991, consumer confidence rebounded
in severd industria countries and the spending
dide eased. Even so, consumers remained
cautious, especidly in Canada, France, Italy and
the United States. In France, for example, 16%
more respondents expected their Stuation to
deteriorate rather than to improve in March,
whichwasthemog "optimistic" month of 1991.
Output began to recover, notably in Canada,
France and the United States; but the recovery
never gathered deam (seetable 2).

Why doesthe United Satesgrow so slowly?

Sincethe United States accounts for more than
a third of the output produced in the deveoped
market economies, it is of gpecia concern when
the economy of that country becomes mired in
recesson. A year ago it was thought that the
United States downturn had ended and that the
dip inoutput had been rather short and mild. But
since late summer, output has been amost
sagnant. Moreover, from the second quarter of
1989 until the recesson began at the end of 1990,
real GDP grew & an annud rate of only 1.25%. If
the crisgisin the Gulf provoked the United States
recession, the United States economy may have
returned to the pre-recessionary, nearly stagnant
growth path. The trend may continue until
sructural imbaances semming from the 1980s
arecorrected.

One such imbaance is the high level of debt
of households and enterprises. After adecade of
stability, the debt/equity ratio of non-financia
corporations rose fram about 50% in the early
1980st082% by 1989. Theratio of consumerand
mortgage deht to digposable income rose from
about 70% in the early 1980sto nearly 95% by
1990. In the light of a disgppointing outlook for

Sour cesof Crerecession werereviewed in WorldEcouomic Survey, 1991 (UniCed NaCions publicacion, SalesNo. E.91.11.C.1),

pp. 10-18.
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jobs or sales growth, coupled with widdy
publicized difficulties of some of the mog
prominent United States corporations, it became
prudent -if not necessary- to use additiona cash
flow to reduce debt. Thus, neither consumer nor
investment spending grew in 1991. Persond
consumption expenditures in congant dollars
rose dightly in the second and third quarters (1.4
and 2.3%, a annud rates), but thenfdl inthelast
quarter; non-residential fixed investment
continued to drop throughout the year. Ifitisa
balance-sheet regtructuring that is taking place,
the process may well take longer than the
inventory adjustments of a few quarters in
traditiona businesscycles.

The one bright spot in the second hdlf of 1991
in the United States economy was the 10% rise
in resdentia congruction over the firg haf of
theyear. Thishasto be seen, however, againg the
16% decline that took place in the firg hdf. For
the year asawhole, resdentia congruction was
down 10%. The country is ill in the midgt of a
correction to the building boom in the 1980s that
had been stimulated by the relaxation of
regulations in the banking sector and a tax
structure that is highly favourable to red estate
invessment. Thus, despite the incentive from
lower interest rates this year, condruction is
unlikely to become a mgor growth sector until
high vacancy rates in over-built commercid red
estate and generdly depressed housing prices are
worked off.

Government expenditure has not been a
simulus to growth. Since the mid-1980s, fiscd
policy has been restrictive, as the earlier
uncontrolled growth of Federd deficits hed to be
corrected. In 1990, additiona Federd spending
cuts and tax increases were enacted just as the
recess on was beginning. However, the recesson
made a mockery of deficit-reduction
commitments, as the consolidated Federal
Government deficit surged to US$269 hillion in
the year ending 30 September 1991 (5% of GDP).
Therisein the deficit has mainly been the resuit
of passive changesin revenues and expenditures,

rather than counter-cyclica spending efforts.
Moreover, in the absence of Federd assgtance
state and locd governments have hed to cut back
expenditures as the recesson hit thelr revenues,
adding a directly contractionary factor. As a
result, the current recesson is the fird onein a
least 30 years in which the fisca stance was not
pressing for recovery.*

The United States Administration and
Members of Congress proposed severd fiscd
dimulus packages in the early months of this
year, but they would only have given a small
fiscd impulse if enacted. On the other hand,
many cadls from outside the Government were
heard during the winter months for asubgtantia,
temporary fisca impulse. The argument wasthat
consolidation of the Federd deficit remained a
very important medium-term policy god, but thet
short-term exigencies -social as well as
economic- required immediate counter-cyclica
action and thet invesment in educaion and
infragructure would also improve long-term
growth prospects. "The nation cannot afford the
economic waste and human distress of protracted
high unemployment” stated an open letter to the
Government from 100 eminent United States
economigtsin March 1992.

The use of monetary policy In the major
economies

Though fiscd policy was hamstrung, United
States monetary authorities had more room to act
and they did, as did monetary policy makersin
the other mgor industria countries. But policy
actions were very cautious for feer of setting off
new inflationary pressures. In the event, repeated
doses of monetary easing have been gpplied in
mog of the mgor countries, as the economies
faled to respond adequately.

In fadt, inflationary pressures were generdly
weak. The sharp run-up in spot prices on
internationa petroleum markets that occurred in
theladt third of 1990 waslargely unwound by the
firg quarter of 1991, and the unit values of fud
imports of the industridized countries returned

Data of the United States Department of Commerce, Survey of Current Business, February 1992.

The "fiscal stance"-as measured by OECD- was essentially zero (neutral) in 1990 and 1991 (it excludes, in particulada large
contributor to the Federal deficit, i.e., the financing to restructure failed savings institutions and extra support for deposit insurance);
the sameindicator was expected on the basis of existing policiesto be a surplus of 1% of GNP in 1992, reducing aggregate demand
and thus exerting a significant pressure retarding recovery (see Organization for Economic Co-operation and Development,

Economic Outlook, No. 50 (December 1991), p. 132).
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essentialy to pre-crisis levels by the sscond
quarter. Moreover, if dollar fud prices are
deflated by dollar prices of manufactured exports
of developed market economies -reflecting
exchange rate changes among other factors- the
oil-price"shock” in late 1990 is seen to have been
much smaller than the nomina dollar data
indicate. In addition, non-fuel commodity prices
on internationa markets weskened in 1991 and
were especidly low when messured in terms of
the volume of manufactured exports of industria
countries that they could buy. Coupled with the
recessionary dampening of wage pressureand an
attendant dow-down in the growth of labour cost
per unit of output, fears about inflation and
inflation itself eased, except in Germany.

In the United States, the Federd Reserve
reduced its discount rate in severa stages from
7% in December 1990 to 3.5% in December
1991, the lowest level since 1964. The full range
of short-term interest rates has fallen
sgnificantly through 1991; longer-term rates
declined less. While such reductions in interest
rates ease the cogt of servicing outstanding delat,
they seem to have provided only a very limited
stimulus to demand as there has been little
inclination to borrow -or to lend- in the face of
lingering recesson and high levels of persond
and corporate debt. Thus, in spite of the easing of
credit terms, the broad money supply in the
United States (M2) actudly dedlined inred terms
in 1991.

In Ganada, short-term interest rates declined
substantidly in the face of the steep recesson
there. By year-end the prime rate & commercid
banks was 6.5 percentage points below its
14.75% pesk, reeched in summer, 1990.

British authorities have similarly eased
monetary conditions: the three-month money
rate fel from 15% in 1990 to beow 12%in 1991.
Asinthe United States, however, long-term rates
have changed less.

In Jgpan, economic growth weskened in the
course of the year. By the summer, the Bank of
Japan took the opportunity of a caming of
inflationary concerns to ease monetary policy
dightly; during the second hdf of the year it

See Organization for Economic Co-operation and Develo]
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lowered the officia discount rate by 15
percentage pointsto 4.5%.

The unification of Germany added 15
percentage points to the growth rate of the
western part of the country in 1990 and about 1
percentage point to the growth in 1991. Large
financid tranders were made by the Federd
Government to the eastern Lander, which were
financed by government borrowing. German
mecroeconomic policy in 1991 aimed at easing
the resulting demand pressures. On the one hand,
as will be andysed in more detail bdow, the
Government imposad atax increase fram 1 July
aong with other measures of fiscd regtraint. On
the other hand, the Bundesbank raised officid
interest rates, first in February by haf a
percentage point and then again in August when
the discount rate wasincreased by 1 percentage
point and the Lombard rate was rased 0.75
percentage point. Consumer price inflaion in
western Germany rose above 4%, amoderate rate
in many countries but high by German standards.
Thus, dthough the German economy began to
contract, the Bundesbank remained firm in its
stance againgt inflationary pressure and its
commitment to avoid a wage-price spird during
1991. Asthe year ended, the Bundesbank raised
interest rates another notch. Asaresult, German
interest rates became the highest they have ever
been in the pogt-war period.

Government activisminthe 1990s

Much discussion of economic palicy in the
1980s emphasized the limits to the role of
government in a market economy. In many
governmenta and academic circles, fiscd policy
log favour as a tool for countering the inherent
fluctugtions in aggregate economic activity, let
aone geering national economies onto adequeate
and sustainable economic growth paths. A
common theme in nationa parliaments and
internationa policy discussions was the need to
contain the growth of budgetary expenditure and
reduce public sector borrowing requirements.
Offidd borrowing was conddered excessvead
thought to be less in the nationd interest then
private sector borrowing.

:,EcoiiomlcSurveys: Germmiy (Paris, July 1991), pp. 127-128.



However, theredity of government policy did
not match the rhetoric. As the falure to contain
the United States budget deficit has shown,
political pressures in a democratic government
may prevall over economic objectives. Three
other cases -from Germany, Itdy and Japan-
further illustrate this point.

The unification of Germany

Towards the end of 1989, the progpect of
German unification, long dismissed as
impossible, becameadl of asudden avery didinct
possibility. By early 1990 the question was no
longer whether or when but how and how soon.
Proposals for a gradua process of economic
reintegration seemed reasonable from a purdy
economic point of view, but they did not take
account of political and socid issues, including
the prospect of atide of emigration from eedt to
west. It adso could not be said how long the new
fluid political Stuation in eastern Europe would
remain. The Government believed it to be of
overriding political importance to cregte an
irreversble unification of the country as quickly
as possible. Thus, on 1 July 1990 the Garman
Economic, Monetary and Socia Union was
cregted and by 3 October the former Gamen
Democratic Republic (GCDR) became part of the

Federal Republic of Germany (FRG).

b) Thetransition to new market economies

A revolution is under way in the eastern part
of Europe and in the former Soviet Union. In its
economic dimension, it entails a complete
change of syslem. Without precedents againgt
which to compare national progress,
Governm ents have been changing policy-m aking
teams, sometimes frequently. Expectations have
tended to be over-optimistic and disgppointments
have been sharp. Untried policies and
consderable"learning by doing" arethe order of
the day. Towards the end of 1991, these
economies were still in trangtion: the old order
of central planning had broken up, but the new
sydem had not yet crystallized.

In such a situation, severe economic
disruption might be expected; indeed, with
output fdling 16% last year, it was happening.
Output fdl sharply even inthe countriesthat were
expecting recovery to begin, notably Poland and
Romania. Activity in the private sector has begun
to flourish, but, because of its smal share in
overdl activity, that could only moderate, not
arest, the decline. In the former Soviet Union,
nationa income in 1991 was a least 15% less
than in the previous year.

By dl indicators, theregionisinthegrip of a
savage economic contraction. The fall in
economic activity is without precedent in
industriaized countries. Levelsof output in 1991
were no higher than ten years ago (see table 3).
Investment fell to the levels of the middle 1970s.
The lagt three years have witnessed such deep
cuts in investment outlays that even essentid
maintenance has been ddayed or neglected,
threstening much of the viable capital stock.

In the Soviet Union, practicaly al of the
increment in nationa income in the period
1986-1990 had been expended on current
consumption and on non-industria congtruction.
In 1991, the sock of unfinished construction
grew by 30%; in 1990 it hed dready amounted to
17% of investment, compared to 5% in 1985.
According to egimates of Goskomstat of the
USSR, the Union ended with two thirds of
machinery and equipment in industry technicaly
obsolete and 42% of fixed assets due for
replacement. In individua sectors, the Situation
waseven worse, e.g., inthe Russan Federation's
ol refining industry, 90% of equipment was
reported to be due for replacement.

Indugtria production has been especidly hard
hit. Anti-inflationary demand regtraints sharply
cut back domedtic purchases in eastern Europe.
With the collgpse of trading relationships under
the Council for Mutud Economic Assistance
(@QVIEA), orders from neighbouring CMEA
countriesfdl by ahdf or more, serioudy hurting
production for exports. Exports to hard-currency
markets have not been ableto make up the dack.
Import restraints in some countries deprived

Quantitative data from the economies in transition must be interpreted with great caution as national statistical systems and

data collection are in flux.

"Ob itogakh funktsionirovaniia narodnogo khozyaistva Rossiiskoy Federatsii v 1991 godu”, Gosudarstvennyi komitet

Rossiiskoy Federatsii po statistike (Moscow), 1992, p. 37.
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industry of necessary raw materids, equipment
and replacement parts, in the USSR especidly in
thefood, pharmaceuticas, textile, garments and
footwear sectors.

The deterioration in the agricultural sector
became an international focus of attention,
particularly in the countries that were rdeively
late starters in the transformation to market
economies, namdy Bulgaria, Romania and the
former Soviet Union. Bulgaria, formerly a food
exporter to the east and the west, was forced to
import large quantities of food. In the former
Soviet Union, the grain harvest dropped 25% in
1991. The acreage sown fell 3.3 million hectares,
after having fdlen 21 million hectares fram
1986 to 1990.

The rural economy has generally been
buffeted by inflationary cost increases and heavy
taxation, making mary formerly profitable farms
unprofitable. The political debates continue
about new land laws and how to reprivatize the
agricultural sector. The dlaims of earlier owners
of theland largely remain to be settled and some
unregulated transfers of property have made the
people working in the gtill collectivized sector
uncertain even of their continued habitation on
those properties.

At the sametime, marketsfor the agricultural
output of the countries with more successful
harvests were not reedily found. Thus, while
Hungarian and Polish exports to western Europe
increased subgtantialy, they were inaufficient to
offsst the steep drop in sdes to former CMEA
partners. Coupled with domestic demand
condraints, this has led to large unsold supplies
in those countries. As in the past, farmers
expected their Governments to provide
guidelines and intervene to help them. The
assistance that could be mustered was only
sufficient to arrest a drastic collapse in
confidence, but nat enough to stop the decline in
production.

Inflation, except in Czechodovakia, exceeded
by a wide margin what policy makers had
planned. Czechoslovakia pushed down the
month-to-month inflation rate from 26% in
January 1991 to practicdly nil by September and

maintained alow rate for the rest of the year. At
the other extreme, triple-digit inflation became
the order of the day in Bulgaria, Romaniaand in
the disntegrating Soviet Union. In Poland, the
target had been to reduceinflation to 1 % amonth
before the end of 1991. The actud monthly rate
declined to virtualy zero by July, but theii began
to rise as macroeconomic policy was eased. For
the year as a whole, the inflation rate was thus
70% (it had been 584% in 1990). The 1991
Hungarian inflation rate, while haf that of
Poland, was nevertheless higher than in 1990.

Inflation exploded in the USSR: consumer
prices in October 1991 were 2.1 times and
wholesdle prices 2.7 times higher than a year
before, in part due to a price rise put into effect
in April. But the red spurt of inflation occurred
a the very end of 1991 and the beginning of 1992,
especidly dter the liberdization of prices on
2 January. By mid-February, prices hed jumped
at least 350% abovethe year-end 1991 level.

A further complication is that the decison
meakers of the newly independent States have to
reconcile solid nationa economic interests with
powerful -if not dways rational- sentiments of
resurrected national identity and State
independence. This is one area in which
concessonsto symbolism and political posturing
could entail a high longterm price. In severd
mgjor problem areas, condderationsof long-term
economic need have been overruled or hindered
by political expediency.

At thesametimethere are certain encouraging
sSgnsof cooperation. An inter-State coordinating
mechanism was cregted in February 1992 in the
area of statistics, and a certain level of
cooperdion is maintained in customs services,
transport and environmenta protection. Progress
liesin building on these successes.

¢) Devdoping countries: dow growth oncemore

In 1991, overall economic growth in
developing countries remained sluggish. It
averaged about 34% in 1991, about the same as
in 1989 and 1990. Therewas a0 great diversity.
In Lain America and the Caribbean, economic

*The decline in livestock isworrisome indeed. In Hungary, for example, in the firs three quartersof 1991 the stock of hogs
decreased by morethan 20%, that of cattle by 6%, poultry by 18%, sheep by 20% (Sépszabadsag (Budapest), 22 November 1991,

p. 5).
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recovery istaking place in severd countries and,
after a virtua stagnation in 1990, the region
showed a 2.6% growth in 1991. On the other
hand, there was not much change in growth in
Africa In the Mediterranean region, caught
between the impact of the Gulf war and the war
in Yugodavia, growth collapsed. South and East
Ada remained the fagest growing region in the
world, asit was throughout the 1980s, but world
recession and the consequences of the Gulf crisis
for labour remittances, tourism and oil imports,
affected the countries of the region in 1991 in
various degrees. The result was a decderdtion
from 6.3% in 1990 t0 54% in 1991.

There are large differences in the patterns of
investment and rates of growth within the regions,
which are highlighted in the andlys sthat follows,
but there also is an identifiable convergence of
growth performances. The decderation in 1991
is concentrated in the bracket of high growth.
While 12 countries hed atained growth of over
7.5%1in 1990, only 8 reachedsuch levelsin 1991.
The decline was even sharper in the performance
bracket of 5 to 7.5%. Thisreflects developments
in the newly indudtriaizing countries and in the
second generation of successful manufacture
exporters in South and Eagt Asa At the other
extreme, there were fewer countrieswith zero or
negative growth in 1991 than in 1990. The
number of countries in the moderate to dow
growth bracket of 2.5 to 5% increased.

Africa: broadening the adjustment

The growth of output in Africawas around 3%
in 1991, less than population growth. For the
second consecutive year, the energy-exporting
countries performed significantly better than the
energy-importing countries. Growth in the
energy-importing countries was less than 2% in
1991, hdf theratefor the oil-exporting countries.

Economic performance in 1991 was afected
by the eventsin the Guif which had an impact on
export and government revenuesin oil-exporting
countriesand on touriam and oil import pricesin

oil-importing countries. During the second half
of 1991, however, the effects of the Gulf criss
had subsded. Energy prices fdl and tourism
rebounded in Egypt, the Gambia, Ghana, Kenya
and Mauritius. In Egypt, Suez cand revenues
amog doubled in 1991 and workers remittances
were far higher than expected. In the Sudan, on
the other hand, the loss of workers' remittances
continues to be felt. As terms of trade continued
to deteriorate, Africas export revenues did not
increase despite a nearly 10% increase in ther
volume.

Total food production in Africa increased by
14% in 1991, dthough agriculturd output was
curtailed by civil drife, notably in Mozambique,
Rwanda, Sera Leone, Somdia and the Sudan,
and by drought in some aress in esdern and
southern Africa. In countries with more normal
westher, for example, Mozambique, the United
Republic of Tanzania and Zambia, agricultura
production continued to suffer from lack of credit,
poorly developed marketing, digribution, and
transportation systems, inadequate extension
sarvices, and untimely ddlivery of fertilizersand
seeds. Maize output in Zambia suffered from low
producer prices, forcing the country to import
maize.

A large number of countries continued to pursue
programmes of economic reform, but their effects
on investment and growth are till disappointing.
Despite modet resulitsin some aress, aconclusve
empirical assessment isnot yet available. Thisis
patly because the assessments are difficult to
compare, owing to limited informetion on the
methodology. Neither do adjusment programmes
of individud countries have the same darting
point. For many countries, too little time has
elapsed since the adoption of structural
adjustment measures. Statistical data are
inadeguate in particular in economies in which
the subsstence factor is ill very large. And
political reform amed a greater plurdiam has
brought changes to the implementation of
economic reform programmes.

'The effects of the Gulf crisis on the economic performance in Africa were analysed in World Economic Survey, 1991 (United

Nations publication, Sales No. E.91.11.C.1).

See, for instance, Riccardo Faini, Jaime de Melo, Abdelhak Senhadji and Julie Stanton, "Growth-oriented adjustment
programs: a statistical analysis', World Development, vol. 19, No. 8 (August 1991), pp. 957-967; Carol Lancaster, "The political
economy of economic reform: focus on sub-Saharan Africa’, United Nations Committee for Development Planning, twenty-eighth
session, November 1991, pp. 14-20; Howard Stein, "Deindustrialization, adjustment, the World Bank and the IMFin Africa’, World

Development, vol. 20, No. 1 (1992).

195



West Asia: the aftermath of war

The economic situation in the regionin 1991
was marked by the Gulf war. Output plunged
in the war-devastated economies of Iragq and
Kuwait but rose in other maor
energy-exporting countries. Loss of trade,
tourism and workers' remittances in the
aftermath of the war caused great difficulties
for energy-importing and poorer countries. The
combined gross domestic product of the region
declined.

Although oil output expanded in 1991,
output in other sectors declined. Mog of the
decline occurred early in the year and
economic activities recovered &fter the end of
hostilities. In mogt countries, output was
affected by the massve departure of foreign
workers at the outbreak of the crisis.
Construction dowed down and many projects
scheduled for 1991 were delayed. Air transport
and shipping were badly affected by the war.
In some countries, other services were aso
affected: some banks stopped operation, and
hotel occupancies and retail sales declined as
foreigners left the region.

Almost al countries in the region faced
increased budget deficits owing to an
unprecedented rise in government outlays. In
many countries much of this was war-rdated
spending, but others had to cope with risng
spending on socid services, owing to a massve
influx of returnees or refugees To finance the
budget deficits, most countries borrowed
domestically and externally. The Saudi
Government, for thefirg timein 20 years, raised
asyndicated loan of around US$4.5 hillioninthe
international capitd market. It dso raised a
US$2.5 hillion loan from the loca banking
system.

Despite increased government spending,
inflation in energy exporting countries remained
relatively low, the mgor exceptions being the
Idamic Republic of Iran, Irag and the Syrian
Arab Republic. By contrast, consumer prices
increased on the average by over 20% in the net
energy-importing countries.

The external balance of most countries
worsened in 1991. The volume of oil exports
increased with expanded oil production, but
their value was 11% lower than in 1990.
Non-oil exports contracted, due partly to the
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importance of duminium, which fetched lower

prices. Inthe mgor countries of theregion, there

were heavy outflows of officid transfers, modtly

related to war commitments. Private transfer

paymentsincreased owing to the massve trander
of savings by the departing foreign workers. As

a result, the region's current account deficit

widened in 1991.

Soon after the war, mos countries turned
their attention to accelerated implementation
of infrastructural and industrial projects which
hed been delayed by the Gulf crissand thewar.
With the oil sector providing only limited
scope for further expansion, the emphasis was
on the development of other sectors such as
aluminium, light industry and services. A
mgor am of long-term policy has been to
attract foreign investment in these sectors and
to this end many countries have revised their
ownership regulations. Wholly foreign-owned
companies are now dlowed in Bahrain. The
Idamic Republic of Iran passed new legidation
alowing up to 49% foreign ownership injoint
ventures. In May 1991, the Syrian Arab
Republic passed a new investment law to
promote foreign participation.

South and East Asia: the best performersslowed
down

The region was once more the fastest growing
in the world, but it dowed down dmog a full
percentage paint, to 5.4%in 1991.

On the whole, economies in South and East
Asa showed remarkable resilience to the
unfavourable international environment in
1991. Asin 1990, growth in domestic demand
rather than exports was the locomotive of
growth. Fiscal policy was expansonary in
severd of them. In Hong Kong, Malaysia,
Taiwan Province of China and Singapore,
government investment increased, especialy
in infrastructure projects in the transport
system. Government expenditures increased
adso in Bangladesh and in the Philippines, as
they struggled to rebuild after natural
catastrophes. In Indonesia and in the Republic
of Korea, on the other hand, public
expenditures were contained, as inflation rose
to near double digits. Inflation hed accelerated
across the region from 1989 to 1990, but was
kept under control in 1991, dthough it did



increase in Hong Kong, Pekistan and more
markedly in the Philippines.

Except for the Philippines and India, al
economies in the region grew much fagter than
their population, but dower than before. Among
the exceptions are Hong Kong and Tawan
Province of China, where higher growth in 1991
owed much to the boom of the southern provinces
of China. Other cases of recovery are
Afghanigan, with hopeful sgns of peece after
more than adecade of civil war and four years of
steep GDP decline, and Papua New Guinea, going
through amining boom after two years of decline.

In recent yearsthe second generation of newly
industrialized Asian economies (Indonesia,
Maaysaand Thailand) had begun to replace the
origind four newly indudtriadized economies
(NIES as the engine of growth in the region, but
this trend seemed to hdlt in 1991. Growth of the
origina NIES outstripped that of the second
generation. Among the origind four, the rate of
growth was higher than in the previous year in
Hong Kong and Taiwan Province of China and
only dightly lower in the Republic of Koreaand
in Singapore. In this group, export growth
accderated in 1991 to dmogt 14% compared to
around 8% in the previous year, specidly dueto
asharp rise in trade with China, which benefited
in particular Hong Kong and Taiwan Province of
China

Growth decdlerated in the second generation
of successful exporters of manufactures. In
Indonesia, the largest of the group, the
dow-down was due to drought ad fiscd and
monetary augterity measures. In Thaland growth
dowed from 10 to 8%, as infrastructural
bottlenecks and shortages of skilled manpower in
some industries emerged. Exports, on the
average, grew fagter in 1991 thanin 1990, despite
decdleration in Indonesia. Despite Some decline
intheoveral flow of foregn direct invesment to
these countriesin 1991, the tendency to relocate
manufactures from Jgpan and from the firg
generation of NiEs towards Indonesia, Mdaysa
and Thalland continued. The same process is
continuing in Indochina, as Thal and Taiwanee
invesment is increasing in Viet Nam and its

possibilities are being explored in Cambodia In
general, economic interlinkages within the
region, aswel| asbetween it and China.and Japan
have been increasing.

India's economic performance improved in
the 1980s when growth of output averaged 5.3%
ayear compared to 3.2% in the 1970s The pah
of the 1980s hed been one of "growth-cum-debt".
Current account deficitsin the second half of the
1980s were on average more than double those
of the firg hdf, financed by increasing externa
borrowing. Risng from US$2.6 hillion a the
beginning of the decade, the current account
deficit averaged US$8 hillion in the period
1990-1991. Tota externa debt, from USH21
hillion in 1980, reached over US$70 hillion in
1990, representing 12% of GNP & the beginning
of the period and 25% a the end. The debt
sarvice-exports retio tripled from 9% in 1980 to
27% in 1990.

In 1991, India's growth rate fel to 2.5% from
over 5% theyear before. Restrictions on imports
and bank credit in the firg hdf of 1991 led to
sharp deceleration in industry. The country
auffered from the Gulf crisis: it hed to resbsorb
200 thousand returnees, it had lost US$500
million inworkers remittances and exportsto the
Gulf areaand it hed faced ahigher oil bill in 1990.
Furthermore, there was an dorupt having intrade
with the rupee payment areaincluding the former
Soviet Union, which had accounted for about
20% of the country'stradein 1990. Theselosses
compounded the deterioration of the balance of
payments dreedy in course.

The external environment was no more
favourable to the trandtion economies in Ada,
such as Mongolia, Viet Nam or the other
countries in Indochina, which suffered from the
disuption in trade and other economic links
resulting from the dismantling of the cMEA and
the bresk-up of the Soviet Union. To adjudt to the
new dtuation, economic and politica reforms
began in Mongadlia & the end of 1989. In 1991
the Mongolian Government embarked on a
privetization programme. The firg step was the
sd|-off of State stores and somefood services. To
preparefor the privatization of larger enterprises,

See United Nations, Economic andSocial Survey of Asia ndlhe Pacific (ST/ESCAP/1905, February 1992).
TSee, for instance, M. Shibusawa, Z.H. Ahmad and B. Brit ;es, Pacific Asiain the 1990s (L ondon, Routledge for The Royal

Institute of International Affairs, 1992).
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two types of "privatization vouchers' were given
to citizens born before 31 May 1991 entitling

them to purchase shares of State enterprisesand

other assets. This bold atempt at creating a
market economy is il to be tested in the next

years. Until now adjustment and trangtion have
been painful: output declined some 10%in 1991,

industrial production contracted by 12%,

unemployment has risen amost 50%, the
Government deficit shot up and inflation

surpassed 50%.

Adjustment has been more successful in Viet
Nam, with better than expected economic
performance (about 2.5% output growth in
1991). The country has taken measuresto attract
foreign invesment and in 1991 sgned projects
with a total value of US$1.2 billion. To balance
its hard currency trade accounts, Viet Nam has
cut back imports and succeeded to increase
exportsin spite of the United States embargo. The
Government has increased taxes while cutting
spending in order to dow down inflation, which
remaned, however, a around 60%.

China: growth accelerates

Economic growth accelerated in Chinaduring
1991. The gross national product (GNP is
edimated to have grown by 7%, two percentage
points higher than both the rate of 1990 and the
Government target for 1991. Growth in totd
output was fuded by rgpid increases in both
consumer demand and investment demand. Total
retail sales rose 10% in red terms while fixed
investment expanded by 17%. Inflation inched
up in 1991 but still remained moderate.

The stabilization programme which was
launched in late 1988 to combeat inflation came
to an end during 1991, and the Government
began to follow more expansonary monetary
and fisca policies. Money supply increased 28%
during 1991, only dightly less than in 1990.
Interest rates were lowered. Fiscd spending
exceeded the government plan, partly due to
unexpected fiscd outlays to aid victims of the
summer floods.

A relatively loose monetary and fiscd policy
played an important role in boosting invesment

demand. Although areduction ininterest rates by
itsdf may have only a smal impact on tota
demand for investment in a country like China,
the generd relaxation of macroeconomic policies
following the end of the stabilization programme
opened a floodgate that had been holding back
expenditure.

Consumer spending also boomed, asreflected
inasharp risein retail sales. Urben red income
per capitaincreasad close to 8% in 1991 while
farmers income per capita grew by 2% in the
same period. Increased persond income boosted
conaumption spending directly while lower interest
rates on bank depodts hdped dhift income from
savings to consumption. Another factor which
led to increased retall sdleswas the Government's
decison to cut prices of overstocked goods.

The performance of the agriculturd sector
was unexpectedly good, considering that China
experienced severe flooding in some of the
richest agricultura areas of the country during
the summer of 1991. Asfloods hit the provinces
aong the Yangtze River, an edimated total of
68 hillion yuan (about US$13 hillion) worth of
properties and output was logt. Hood waters
destroyed summer crops and delayed the planting
of autumn crops. Despite this, China harvested
435 milliontonsof grain, only 2.5% lessthan the
1990 crop and the sacond highest in history, and
5 million tons of cotton, which was over 25%
more than the 1990 record. Totd agricultura
output increased by 3% in 1991.

Growth of industrid output accelerated. The
collective and the private enterprises grew by
18% and 44%, respectively, compared with 8.4%
in the State sectors. The relative size of the State
sector has been declining, and in 1991 it fell
below 45%.

The State sector continued to betroubled by a
large inventory of unsold finished products and
mounting bad debts. Even after extensive
government rescue operations, tota debts of
these enterprises remained around 300 hillion
yuan a the end of 1991." Supporting a State
sector inwhich onethird of thefirmswerelosing
money, coupled with aid to flood victims, pushed
the Government's budget deficit above the

A comparison between this figure and the total reported pretax profits of State-owned enterprises of 142 billion yuan in
1991 gives an idea of the relative magnitude of the debt problem, although the firmsthat arein debt are not likely to be generating

any profitsat all.
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planned figure of 12.3 billion yuan
(US$2.3 hillion) by about 8.8 hillion yuan. But
its inflationary effect will be limited since issue
of bonds rather than printing money was the
primary means of financing the deficits, ad
financid ingtitutions were used as underwriters
sdling the bonds on the emerging financia
markets.

After a year of rdative price gability, the
accderation of growth in 1991 was accompanied
by a modest upturn ininflation as reflected in the
retail priceindex, which increased by around 3%.
The cogt of living index in mgor citiesincreased
by 8% in the same period. Thisdifferencereflects
partly the increase in the officid prices of
cooking oil and other staple food items sold to
urban residents at State stores last May (which
has a much smaler impact on the firg price
index). The existence of stocks of finished goods
aso cushioned the inflationary pressure brought
on by looser fiscd and monetary palicies.

During 1991, China was involved in a trade
dispute with the United States over issues of
copyright protection and barriers to trade. The
growth of Chinese foreign trade seems to have
been little affected by these frictions.

Foreign investment continued to grow
following the upward trend set in 1990.
Contracted projects reached a tota value of
US$17.8 hillion in 1991, rising by 47.6% over
1990. Actud investment totalled US$11.3 hillion
in the same period, or 9.6% higher than in the
previous year. Rapid growth was seen in
investment from Hong Kong, Japan, the Republic
of Korea and Taiwan Province of China
Combined with incressed revenues from the
recovery of tourismin 1991 and thetrade surplus,
these inflows pushed Chinas foreign reservesto
about USHO hillion a the end of September of
1991.% China, with adebt serviceratio lessthan
10%, has not encountered any difficulties in
mesting its externa liabilities.

Mediterranean: between twowars
With the war in Yugoslavial® and the
dow-down in Turkey and Cyprus, the region's

red GDP declined by 7%in 1991. Thisreflectsthe
collapse of the Yugodav economy, brought
about by civil war and ethnic violence. Indudtrid
production dropped by more than 20% in 1991.
Condruction dedlined by about 16% and tourism
virtualy disappeared, with adrop of dmost 90%.
Agriculture seemed to recover precarioudy.
Altogether, domestic output declined by more
than 20% in 1991, fter about 9% in 1990. Fudled
by successve devaduations, faling production
and increased import prices, inflation reached
more than 250% for the whole of 1991.
Unemployment exceeded 20%. There was a
complete breskdown of inter-republican trade.
Externd trade also fell between 20 and 30%. The
country's political disintegration made
programmes of economic reform meaningless.

In Turkey economic growth decelerated
sharply in 1991, to only aout 2%, from over 9%
in 1990. The sharp economic contraction
demmed mainly from the effects of the Gulf
crisswhich led to a collapse of trade with Irag,
the country's main trade partner in the area and
to an erosion of consumer and business
confidence. The effects were fdt in all sectors,
excepting agriculture.

Interest rates rose sharply & the outbregk of
the Gulf war and as banks, in times of uncertainty
cregted by the crigs, sharply reduced lending.
Monetary policy remained restrictive.
Expansonary fiscd policies, and the end of the
Gulf war led to a recovery in the second hdf of
1991. Indugtria production recovered somewhd,
mainly in consumer durables. The service sector
aso began to grow, dbet dowly, thanks to the
revival in tourism.

Government outlays increased sharply to
accommodate higher wage demands from civil
sarvants, arisein agricultura support pricesand
higher military expenditures. The budget deficit
widened to 11% of GNP and was financed mainly
through short-term borrowing from the Centra
Bank, and to a lessr extent through sde of
treesury bills and externa borrowing. Inflation
accderated to nearly 70% from 60% in 1990.
Unemployment rose to over 11%.

State Statistical Bureau, "Report on the national economic and socia development in 1991", in The Economic Dally (Beijing).

The Economic Daily (Beijing), 1 February 1992.

xWith the independence of Croatia and Slovenia recognized at the start of 1992, Yugoslavia, asa federation of six constituent

republics and two provinces, has ceased to exist.
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2. International trade

Growth in the volume of world trade dowed for
the third consecutive year in 1991 to about 3%.
This congtituted the smalest gain since 1985, but
was none the less remarkable in a year when
world output declined (see figure 1). In vaue
terms, world merchandise exports rose 2% in
1991 to a record US$3.47 trillion, as prices
declined on average (seetable4).

The dow-down inworld tradewaslargely due
to the recesson in the industrid economies and,
to alesser extent, to the collgpse of the economies
of eastern Europe and the former Soviet Union.
The growth of export volume of the industrid
countries dropped from 5.7% in 1990 to a little
under 3% in 1991. Despite the decline, trade
remained more redlient than output in these
economieswhich increasad by only 1%in 1991.
Exports from esstern Europe and the former
Soviet Union fell by dmogt 22% in volumeterms
in 1991, while their imports contracted by 30%.
Exportsof the devel oping countries, on the other
hand, increased by about 10% in volume while
their imports increased by around 9%.

Thereviva of world tradewill clearly depend
on the speed of recovery of the industrial
economies from the current recession. The
pent-up import demand in eastern Europe and the
republics of the former Soviet Union both for
current consumption and recondruction should
aso lead, if adequatdly financed, to increased
imports into that area. Moreover, the present
efforts at trade liberdization in the developing
countries should make a modest contribution to
the resuscitation of world trade. Continuing
protectionist trends in many parts of the world,
on the other hand, could dampen these
possihilities.

As of May 1992, when this Survey was
completed, the outcome of the Uruguay Round
remained uncertain. The biggest sticking point
continued to be agriculture, but there were other
important areas where the negotiations were not
nearly complete. Despite declared commitments
a the highest paliticd levels among the mgor
countries, no breskthrough looked imminent.

While the Uruguay Round negotiations
wavered, forces eroding the multilatera trading
system gppeared to gather strength. Among the
moves towards unilateralism and managed trade
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was the attempt to re-activate the Super 301
process in the United States. There was little
abatement of protectionism among the mgor
trading nations. In contrast, a number of
developing countries -especially in Latin
America- were undertaking significant
liberdization of their trade regimes.

Attempts at forming regional trading
arrangements continue. Some have viewed these
arrangements as building blocks, and others as
sumbling blocks, in the evalution of the trading
sysem. In the latter case, the proliferation of
blocs is seen as inherently likely to impair
multilateralism. In the former case, trade
liberalization agreed to in so-called
"mini-multilaterals’ is expected to spread
throughout the globa trading system.

Among the other long-term issues of specid
concern for developing countries, commodity
prices, which have been fdling since the early
1980s but recovered dightly in the late 1980s, are
now at record low levels. Moreover, prices are
not expected to recover substantialy in the near
future.

The relationship between development and
the environment has assumed greet importancein
national and internationa discussions in recent
years. Concern with the issues of trade and
protection of the environment has
correspondingly increased.

a) Trade flowsin 1991 : salient features

Devel oped mar ket economies

The vaue of the indudtridized economies
merchandise exports and imports, which
represent about 70% of world trade, incressed
adoout 2% in 1991, the smdlest rate of increase
since 1985. In volume terms, the growth of their
exports dowed to just under 3% from around 6%
in 1990, while the growth of their importsdowed
from about 5% to 3%. This lethargic growth of
tradein 1991 islargdy attributed to the recession
in both North America and the United Kingdom
and the consequent decline in their import
demand. A grong growth of import demand in
Germany and the continuing strength of United
States exports were the mgjor factors sustaining
the growth of indugtridized country trade.



Figure 1

WORLD TRADE AND OUTPUT, 1981-1991
PERCENTAGE CHANGE OVER PRECEDING YEAR
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For the United States, export growth was one
of the few bright spots in the economy during
1991. Thevolume of exportsincreased by about
7% in 1991, and dthough this represented a
dow-down from an 8% increase in 1990, the
growth was much higher than thet of other mgor
developed countries exports. The growth was
fuded by the decline in the value of the ddllar,
which reached historic lows againg the mark and
the yen in February 1991. Theresfter, the dollar
began to rdly and economic growth oversess
began to gall just as the United States economy
was showing signs of recovery.

The strength of exports contributed to afurther
reduction of United States merchandise trade

deficit which shrank by about US$34 billion to
US$74 billion in 1991. Over the period
1987-1991 the defidit as a proportion of exports
dedined from over 60% to under 20%, which
meakes the current protectionist sentimentsin the
country incongruous. Thefocus of protectionism
has, however, shifted from overal deficit to
bilateral deficits, some of which remain large.
Deficits were especidly large with China, Japan
and Tawan Province of China, which together
accounted for some four fifths of the United
States's trade defidit in 1991, up from roughly
haf in 1988. Thefact that the United Statestrade
deficit with Ada, and particularly Japan, is not
shrinking fast has put a particular spin on United
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States trade policy vis-a-vis these countries
which continued in 1991.

The Japanese response has been one of
accommodation. For example, in mid-Match 1992,
Japan announced that it would reduce its celling
for automobile exports to the United States to

1.65 million cars per year, down from 2.3 million.

Thisgestureis, however, expected to have only
a limited impact on the American automohbile
indudtry -in part because of the depressed market
and in part because of the increasing number of
cars being manufactured a Japanese "transplant”
factories in the United States.

In afurther bid to offsat trade tensions, Japan's
Minigtry of Internationd Trade and Indudry
(MiTi) was said to be considering announcing a
similar reduction in its exports of carsto Europe
-though, here too, a 5% quota cut would have
little effect on total Japanese sdesbecause of the
existence of Japanese auto plants in Europe.
Nevertheless, such a move is expected to
symbolize Japanese auto makers willingness to
abide by last summer's Min-European
Community (EC) accord to limit their European
market share until the end of the century.

The growth of Japanese imports dowed in
1991 in response to the dow-down of the
economy and was no longer one of the mgor
growth poles of world trade thet it hed been since
the mid-1980s. Exportsaso grew only modesily,
at just about the same rate as imports.
Nevertheless, the country's trade surplus
increased by US$40 hillion to around US$103
billion. This was largely due to a 10%
improvement in the terms of trade of the country,
partly resulting from an appreciation of the yen
and adecline in prices of ail imports. The trade
bal ance with the United Statesincreased, though
only by just over 1%, for the firg time in four
years. Much of the increase in overdl trade
surplusin 1991 was due to a sharp switch of the
trade baance of the country with the EC from a
deficit toasurplus, and anincreasein the surplus
with South and East Asa

Largdy asaconsaquence of unification, German
importsincreasad sharply in 1991 while exports
declined. Totd importsin 1991 were some 10%
higher than in 1990 for Germany and was one of
the mgor sources of growth of world trade.

Devel oping countries

In 1991, exports of developing countries
increased by around 10% in volume and by 5%
in nomind dollar terms as average prices of
exports fel. Imports aso increasad sharply, by
about 9% in volume and 8% in value. The growth
of developing country trade was thus much
higher than the growth of world trade. As with
economic growth, therewere however very large
differences among countries.

Developments in 1991 that affected the
merchandise trade of developing countries
include the recession in developed market
economies which reduced demand for their
exports, the price effects of the unanticipated
increase of exports of some minerd and metas
from republics of the former Soviet Union (see
below), the loss of export markets in eagtern
European countries and republics of the former
Soviet Union, and the lingering effects of the
Gulf conflict. The roll-back of oil prices
benefitted the energy-importing countries.

Imports of Latin America and the Caribbean
surged a the highest rate in recent years,
growing 14% in volumein 1991. On the other
hand, exports, which had been growing a an
annual rate of around 6% in volume over
1987-1990, slowed to under 5%. Export
revenues declined by 14% as export prices
fell. The terms of trade of the region
deteriorated by around 6%.

Thevolume of Africa's exportsincreased by
around 4% but thiswas more than offsst by a 9%
declinein export unit values, leading to a6% fdl
in export earnings. Prices of ail, coffee, cocoa,
copper and other commodities that together
account for over 80% of Africasexport revenues
were lower in 1991. The terms of trade of the

Thus, Japan exported roughly 1.76 mil lion automobilesto the United Statesin 1991, which was only 110,000 above the new
celling. Moreover, this represented the fifth consecutive year that Japanese car exportsto the United Statesfell below 2.3 million,

the ceiling in effect since the mid-1980s.

rational import quotas that have long protected European automobile manufacturers are to disappear next year under the
European Community's single market. Export ceilings-but only to the year 1999- are to replace these quotas.
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region worsened by over 7%. The volume of
imports increased only marginally.

Thevolume of exports of South and East Asa
increased by around 14%, while region'simports
grew dmog as fad, a around 12%. Along with

the growth of Chinastrade, it was one of the mogt

dynamic elements in world trade in 1991.

Although the world-wide recesson had an

adverse impact, trade performance remained

strong because of high rates of economic growth
in the region and increased trade and investment
links between devel oping countriesin theregion
and with Japan. Singapore's export growth

dowed, but was not halted, by recesson in the
United States and other exporters of

manufactures -Hong Kong, Republic of Korea
and Taiwan Province of China- weredso ableto
increase their exports subgantidly, mainly to
China and the European Community. Exports
from Maaysia and Thailand continued to grow

fadt. Indonesiasexportswererdativey duggish
because of lower oil and commodity prices. On

the other hand, exports of India and Viet Nam

stagnated, partly because of reduced import
demand in eastern Europe and the former Soviet
Union. Tradeflows of savera countriesin South
Adawere adversdly dfected by the disruptions
caused by the Gulif conflict.

Chinas trade expanded robudly with the
value of exportsincreasing & arate of about 16%.
Imports, recovering from a decline of over 15%
in 1990, increased by amost 20% in 1991.
Chinas trade benfitted from strong trade links
with the United States, Japan and other countries
in South and East Asia The rgpid expangon of
exports can be attributed to reforms that dlowed
for increased autonomy in the export sector, an
overal depreciation of the yuan, and rapid
indugtria growth. Theimport growth was aresult
of the lifting of augterity measures that hed
redtricted importsin the past two years.

InWest Asalower ail pricesled to a10% fall
in export revenue despite an increase in the
volume of oil exports. Much of theincrease was
dueto higher levels of production and exports of

oil in Saudi Arabia, the Idamic Republic of Iran
and the United Arab Emirates. The combined
volume of exports of these three countries, which
normaly account for about two thirds of the
region's exports earnings, increased by 4.5% in
1991.

Economiesintransition

Thevolume of foreign trade of the economies
intrangtion fdl sharply in 1991. Thereweretwo
mgor components of this decline: the sharp
contraction of inraCMEA trade and the collapse
of Soviet foreign trade.

The value of exports of the five eastern
European countries declined by about 10% in
1991, as trade with other eastern European
economies and the Soviet Union contracted
sharply. Ther exportsto theindustria countries,
on the other hand, increased by about 8%. The
share of inter-group trade, which had been
declining recently, plummeted. Imports of these
countries increased by around 6%.; As with
exports, there was a substantial increase in
imports from the market economies, and a very
sharp decline of imports fron other eagtern
European countries, while imports from the
former Soviet Union increased dightly. Exports
of the former Soviet Union declined by over 20%
in vaue while its imports plunged by amogt
40%. Trade of the country with eastern Europe
fdl even more drastically.

b) Commodity pricesin 1991

The average price of non-fud commodities, as
measured by the combined index of nomind
dollar prices of the United Nations Conference
on Trade and Deve opment (UNCTAD), declined
by 6.3% in 1991 (see figure 2). Messured in
specia drawing rights (SDRS), thedeclinewasa
dightly steeper 7.4%, reflecting the dight overall
deprecidion of the dollar. In red terms, i.e. in
terms of manufactures they would buy, the
declinein priceswas aso around 6%, as prices
of manufactured goods exports of indudridized

'estimation of thevalue and volume of trade of eastern Europe and theformer Soviet Union hasalways presented problems,
especially thoserdated to pricesand exchangerates applied in intraregional trade Sincethe break-up of central planning and the
Council for Mutual Economic Assistance (CMEA), these problems have been compounded by changing trade and payments patterns,
remnants of transferable rouble accounting and modified trade reporting. The trade numbers of this group of countries have

therefore an unknown margin of reliability and error.
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Figure 2

PRICE INDEXES OF COMMODITIES OTHER THAN FUEL. 1981-1991
(Indexes 1985-1QQ)
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countries remained practically unchanged. The
decline was smdler than the 14.9% fdl in red
commodity prices in 1990 that resulted from a
combination of a5.9% decreasein nomina dollar
pricesand a 10.6% increasein the average prices
of manufactured goods (see table 5).

The continuing fal of commodity prices,
which started to weaken in 1989, mainly
reflected demand condiitions as a consequence of
the recession in developed market economies.
Prices for many commodities had strengthened
early intheyear & the onsat of the Guif war. After
the conclusion of the war, forecasts of an end to
the recession in the United States and a
resumption of growth in other economies spurred
producers of some commaoditiesto maintain high
levelsof production and exports. Theseforecadts
turned out to be overly optimigtic, and many
markets were left with large stocks. Prices of
many commodities then resumeo their
downwaerd trend from the second quarter of 1991
to the end of the year.

Commodity prices in 1991 were also
influenced by the supply and demand shocks to
severa marketsthat resulted from the breskup of
the Soviet Union and increased participation of
eastern European economies in western
commodities markets. On the supply side,
exports of zinc, duminium and copper from
republics of the former Soviet Union increased
by 92%, 65% and 15.3%, respectively. Pricesfor
auminium and zinc fel dmost to the lows of the
mid 1980s. Copper prices also declined on
average for the year, but were supported by low
stockpiles and production shortages semming
from political disurbances in Zaire and Zambia
Theincreased com modity exportswere driven by
the need for increased foreign exchange earnings
and, in the case of the Russian Republic, changes
in foreign exchange control laws that provided
incentives for individua companies to increase
exports rapidly. The flood of exports in 1991
came largely from stockpiles growing as a
consequence of reduced domestic demand for
industria production.

Foreign exchange shortages and sharply
reduced economic activity in these countries
caused dgnificant reductions of imports. The
dismantling of the cMEA and other trading
arrangements between the former Soviet Union
and severd developing countries crested other

types of market didocations. The Soviet Union
was the world's biggest importer of tin and
provided thelargest export market for Indiastea
and Cubas sugar. Commodity imports of the
Soviegt Union from developing countries were
reportedly cut by haf in thefirg quarter of 1991
compared with the same period in 1990. Prices of
these commodities weskened as the excess
supplieswere diverted to world markets. On the
other hand, prices of certain food items -wheat
and grain, in particular- strengthened as
production shortfals and the threat of famine in
the new republicsled to massive imports of food
from the United States and the European
Community.

Among the mgor commodity groups, food
prices declined by 6.6%. Sugar led the decline
with alossof 279% of free-market prices dthough
the United Statesimport price decreased by only
7%. The European Community import price for
sugar actualy increased by adight 3.7%. Wheat
prices, following asteep decline of 19%in 1990,
recovered from lows a the beginning of the year
to dmost boom levels in the fourth quarter asa
result of increased shipmentsto the former Soviet
Union, strong demand from Chinaand reports of
dwindling United States stockpiles. Nevertheless
1991 prices were on average 12% lower
compeared with 1990.

Tropica beverage prices declined by 8.1%.
Increased production, wesk demand in western
countries, and adum p in purchasing power inthe
former Soviet Union and eastern Europe resulted
in surpluses of coffee and cocoa that took prices
to their lowest levelsin 16 years. Coffee prices
fdl about 9% in 1991. Prices for robusta coffess,
exported mainly by African countries, fel by
9.4%. By comparison, prices of mild arabicas,
exported manly by the mgor Latin American
producers to North American markets, fel by
4.6%. Although demand for cocoa outdripped
production for thefirg timein eight years, seven
years of bumper crops have resulted in huge
stockpiles that further reduced prices by 10% in
1991 but they had strengthened somewhat
towards the end of the year on the bass of
forecasts of lower production in some of the
mgor exporting countries. London Auction tea
prices regisered a decline of about 9%. Export
sales remained depressed because of reduced
demand in the former Soviet Union and the

205



additiona loss of the Iragi market on account of
the continuing United Nations trade embargo.
Increased supplies of lower grade teas accounted
for much of the price decline.

Vegetable oils and oilseeds was the only
commodity group to register anincreasein prices
in 1991. The UNCTAD index for this group
increased by 8.1% following two successve
years of steep declines. Coconut oil and copra
prices increased, by 29.2% and 25.5%,
respectively, largly because of drought conditions
and upply problems in the Philippines. Increases
were a0 recorded for pm oil (18.4%) and pdm
kernel oil (22.4%). Prices of every other
commodity inthisgroup fell in 1991.

Prices of mogt agricultura raw materias
declined in 1991 leading to an overal declinein
the UNCTAD index of these prices of 8.1 %. Cotton
prices sarted the year with anincrease but fel to
acumulative loss of 26% during the second half
of theyear. Bumper harvestsin the United States
and in China, which became anet exporter for the
firg timein 1991, and large quantities of exports
from the republics of the former Soviet Union
caused the downturn in prices. Woal prices
declined by 19% largely because of the ending of
Audtrdias 17-year-old price-support scheme.
Jute pricesrosein the fourth quarter of 1991 when
Bangladesh reintroduced export price controls
but fdl by 16%, on average, for the year because
of weak export demand. Rubber pricesfelby 5%
mainly because of the world-wide dump in the
tyreindustry. Prices of Sisdl, hidesand skinsand
tropica timber also fell.

The UNCTAD composite index of minerds,
ores and metds prices dedlined by 9.4%, the
steepest decline of al the commodity groups.
Aluminium prices in December 1991 were 47%
lower than their pesk in September 1990 and
were down 20% for the year as awhole. Tight
stocks on the London Metas Exchange ad
supply problemsin Zaireand Zambia hed copper
prices to only a 13% decline for the year. Zinc
prices declined by 31% mainly because of
oversupply conditions and reduced demand in

congtruction and automobile industries. Tin
prices have been depressed since the collapse of
the International Tin Council price support
schemein 1985. Prices fel by a further 10% in
1991. Small increases were recorded for
phosphate rock, manganese ore and iron ore.

Negotiations amed & reviving stdled price-
gabilization schemes produced no sgnificant
resultsin 1991. The mgor coffee producers, Brazil
and Coombig, falled to arrive a an agreement to
withhold a percentage of exportsfrom the market
in order to drengthen prices, though Brazil actudly
ugpended exports briefly in March 1991. The
International Coffee Organization extended the
Internationd Coffee Agreement without economic
clauses. Disagreaments remain over export quotas
between different types of coffee and a retention
plan that dlows for sdes to non-members at
ubgantia discounts. The buffer sock agreament
of the Internationd Cocoa Organization remains
ugpended because of disputes between mgor
producers and consumers over the price rangeto
be defended and over accumulated payment arrears
of some producers. The Internationad Cocoa
Agreement is operating without economic
clauseswith an extenson to December 1993. The
most stable commodity agreement, the
International Rubber Agreement, came under
pressure in 1991 as mgor producers and
consumers in the International Natura Rubber
Organization faled to agree on whether to dart
negotiations on a new pact. The current
agreement expires in December 1993 but mgor
producers, led by Mdayda, mantan tha the
present agreement only succeeds in stabilizing
prices at the lower end of the price support band
of the Agreement.

The Asocidion of Tin Producing Countries
(ATRO), formed in 1985 after the collgpse of the
Internationa Tin Council was strengthened in
1991 when China, the world's second largest
producer, became amember. The association has
dready agreed on export reductions amed at
reducing stockpiles to 20,000 tons from present
levels of 45,000 tonsin order to boost prices.

3. Theinternational oil market

Following a period of unprecedented price
volatility, which lasted throughout the Gulf crisis
from August 1990 to January 1991, the oil market
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few gyrations upwards and downwards, despite
the disintegration of the Soviet Union and



uncertainties regarding its ailing oil indudtry. In
late 1991, Soviet oil output reeched its lowest
level in 15 years because of technica and
logistical problems as well as general
disorganization causad by political ingtahility.

More than ayear has passed sincethe end of
the Gulf war, but normalcy has not yet
completely returned to the oil market. Thetiming
and extent of the worldwide oil industry's return
to norma activities hinge on the magnitude and
timing of the resumption of oil exports by Irag
and Kuwait.

Although Kuwait's oil exports were resumed
late last summer and have recently picked up
some momentum, Irag's exports are still
embargoed. Without the oil facilities of Iraq and
Kuwait, the rest of theworld oil indugry was in
1991 operating a a high level of capacity
utilization in both production and refining.

However, because of duggish world ail
demand and OPEC overproduction, oil prices
weskened in late 1991, faling to about US$16 a
barrel, or US$5 below OPECS target price of
US$21 per barrd. Wesk oil prices continued
during the firg quarter of 1992, dthough prices
then increased somewhat because of
uncertainties with regard to Libyan oil supplies.

The evolution of ail prices in the short-term
will depend on a variety of factors, such as the
timing and magnitude of the resumption of
economic growth in industrial countries and
elsawhere, the volume of oil production in the
former Soviet Union and the participation of
international oil companiesin the overhaul of its
oil industry. It will also depend on the
implementation of ongoing and announced plans
for expanding oil production capacities in mgor
OPEC countries and the resulting margin of spare
capecity in theworld oil supply system.

In 1991, world oil demand was reatively
wesk due to mild weather conditions, increased
consarvation efforts and low economic growth,
particularly in the industrid countries. On a
regiond basis, tota oil consumption in the
developed market economiesis estimated to have
remained virtualy fla in 1991, with increasesin
western Europe and the Pacific offset by declines
in North America In eastern Europe and the
Commonwedth of Independent States, oil
consumption continued to decline mainly dueto
the adjusment problems of the former centraly

planned economies. In the developing countries,
growth in total oil consumption was rddively
strong, especialy in the rapidly growing
economies of Asa

World oil output declined dightly, but oPeC
production reeched its highest level in dmost a
decade. Output in the former Soviet Union
continued to decline sgnificantly. Elsawhere,
production increased moderatdly.

A factor of paramount importance that helped
create a rough balance between supply and
demand in the aftermath of the loss of exports
from Iraq and Kuwait was the ghility of oPEC to
expand capacity quickly and sgnificantly. This
decisve expangon of output alayed fears of an
oil supply shortfdl, but it has since prompted new
concerns of oversupply. It is possible thet these
quick developments on the supply front may have
delayed the expanson programmes needed to
meet the substantial growth of oil demand
expected during the 1990s.

Mogt experts agree that in the 1990s demand
for oPec ail, especidly from the Gulf, will
increase substantially because of abundant
reserves and low costs. At present, OPEC produces
only 40% of the world's output but possesses
78% of theworld's proven reserves of onetrillion
barrels. The Gulf contains two-thirds of these
reserves and is the mogt ggnificant source of
incremental supply in the future. Despite these
vad oil resarves, raising the required finance to
expand capacity will be a mgor chalenge to
OPEC countries, most of which have serious
financid problems.

The anticipated resumption of growth in
world oil demand and the increasing
concentration of supplies in OPEC countries,
particularly inthe Gulf region, focus attention on
the need for cooperation between major
participants in the internationa oil market to
insure that incrementa production capacitieswill
be sufficient to match incrementa oil demand in
an environment of reasonable price ability.

The uncertainty over oPeC's ahility to expand
capecity may be dlayed by the new reintegration
of the oil industry, in which the major
international oil companies are being offered
joint ventures and partnership in some OPEC
countrieswhich hed previoudy nationaized their
oil industries. Smilarly, producersare expanding
investments in the downstream end of consumer
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markets. These developments may mark the

beginning of anew eracf cooperation among the
principa participants in the energy market. The

am of such cooperation should be to provide

security of supply to consumers and security of

markets to producers in a mutudly acceptable

framework beneficia to al. The recent crisisin

the Guif brought into sharp focus the need for

such cooperation and led to prdiminary talksand
exchanges of views between producing and

consuming countries and international oil

companies. The continuation of thisdidogue will
be essentia in view of the very large investment

involved; according to an estimate below, they

may exceed USS$L trillion for the rest of the

decade.

Since the beginning of the Gulf crigs in
August 1990, al CFEC countries have been
producing at full capacity to medt the loss of
supply from Irag and Kuwait. With demand
relatively weak, surplus production by oPeC
became evident early in 1991. However,
uncertainties with regard to declining Soviet oil
output as well as depressad production in the
North Sea kept prices farly buoyant throughout
mid-1991, the agreement of the oPEC market
monitoring committee in March 1991 to reduce
output by 5% to aninforma quotaof 22.3 million
barrels per day through voluntary cuts provided
strong price support.

Towards the end of the second quarter of
1991, prices began to wesken, prompting severd
OPEC member countries to voice concern. At the
oPeC Conferencein June 1991, the ail ministers
tentatively agreed to keep production celling a
22.3 million barrels per day for the third quarter
of the year despite conflicting views of market
fundamentals.

During mog of the second hdf of the year,
declining Soviet oil production and a Seedy fall
in export volumes added to speculations about
supply tightness in the winter and kept prices
hovering around US$19 abarrel.

In anticipation of higher ail demand for the
winter, OPEC members, at their meeting on 24-25
September 1991, raised their ceiling to 23.65
million barrels per day without setting firm
quotas for individua members. Following that
mesting, OPEC ail production roseto 23.9 milhon
barrels per day in October and 24.0 million
barrels per day in November without any erosion
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of prices. However, as OPEC output continued to

cimb and earlier expectations of an end to

recession and grong winter demand for oil failed

to materialize, oil prices dropped to around

US$17 abarrd in early December. At the same

time, ail production and exports of the former

Soviet Union's various republics had stabilized

despite politicdl disaray there. Moreover, the

posshility of the resumption of Iragi exports

following reports that Iragq was to meet with the

United Nations representatives in January

exerted downward pressure on prices. Prices

remained wesk in January 1992 despite voluntary
production cuts by severa oPEC members. The

agreement reached in the February 1992 oPeC

Ministerial meeting to reduce production to 22.9
milhon barrels per day did nothing to shore up ail
prices.

The recent declines in il prices have deegply
hurt the income of many OPEC countries. Many
of them have seriousfinancid difficulties, having
based their economic planson thebasisof aprice
close to the oPeC target of US$21 a barrdl. Ol
revenues for OPEC as a whole are esimated &
US$134 billion in 1991, as compared to US$147
billion in 1990.

Qil consumption remainsdepressed

Following the precipitous declinein il prices
in early 1986, world oil consumption grew at
about 2.3% per annum for three years. However,
in 1990 and 1991, demand for oil remaned
amog gagnant, rising a only 0.3% and 0.2%,
respectively (seetable 6).

Qil is il the largest source of commercia
energy world wide despite two decades of efforts
to change the energy mix in favour of other
energy sources. In 1990, oil accounted for
approximately 39% of global commercial
energy, followed by cod (27%), natural gas
(22%), and primary eectricity (12%). After a
considerable increase during the 1970s, oil
demand in the 1980s continued to grow relatively
fedt in developing countries while it declined in
the developed market economies as well as in
eastern Europe and the Soviet Union.

Between 1980 and 1985, demand for oil inthe
deve oped market economies fell by about 2.0%
per annum owing to the introduction of energy
conservation measures, improvements in energy
effidency and subdtitution away from ail in



responseto the large price increases of the 1970.

However, lower oil prices since 1986 reversed

this trend and oil consumption has risen by 25

million barrels per day, or 14% per annum. The
increasewas particularly noticegblein the Pecific
region, where demand rose by 0.9 million barrels
per day, or 17.3%. In western Europe demend

increased by 1 million barrels per day, or 8.2%,

whereasin North America, demand grew by only
0.5 million barrels per day, or 2.8%.

In 1991, consumption in the developed
market economies remained at the 1990 level.
Small increases in demand in western Europe
and the Pacific were more than offset by
declines in North America. The growth of
demand in western Europe was mainly due to
Geman demand for fud oil, which replaced
high-sulphur coa for eectricity generation in
the former German Democratic Republic. In
North America, consumption continued to
decline for the second year in a row, mainly
because of mild weather and economic
recesson. Oil consumption in the developed
market economiesin 1991 was still 9% below the
pesk leve of 1979.

In developing countries, oil consumption has
grown condderably fager than in the deve oped
market economies. It rose a an average annua
rate of 4.2% during the period 1986-1991,
reflecting rapid urbanization and increasing
industrialization and also limited possibilities
for substitution of oil. Much of the growth
was in Asia, where oil demand increased by
2.2 million barrels per day, or about 7% per
year. The surgein demand was mogt goparent in
the rapidly industrializing countries of the
Republic of Korea, Singapore, Taiwan Province
of Chinaand Thailand, where demand for oil has
grown a double-digit annual rates in recent
years.

In the other developing countries of Africa
and Latin America as well as the ail-exporting
countries, oil demand grew moredowly in 1991,
and growth in oil demand in the deveoping
countries asagroup isesimated a 3.3%.

Following rapid growth in the 1970s, oil
demand in eagtern Europe and the Soviet Union
dabilized in the early 1980s and then dedlined
through the reg of the decade. It was the only
region where demand declined during the period
1986-1991. In 1991, oil consumption in the

former Soviet Union and in eastern Europe fell
by afurther 4%, as compared to 1990.

World crudeoil production

CHEC production continued to rise in 1991,
dthough at adower pacethan in previous years,
while total non-opEC production declined,
mainly because of the Szegble drop in output in
the former Soviet Union. Production continued
to risein anumber of other devel oping countries
and production from the North Sea reached a
record leve, reflecting a surge in output from the
Norwegian sector.

The increase in world oil demand since 1985
and the virtual stagnation in nonfOFEC supplies
caused by the fdl in output in the United States
and more recently in the former Soviet Union
have raised the OPEC market share over the past
Sx yearsfrom 30 to 39%.

OPEC production patterns and policies during
1991 have demondtrated a new determination to
keep and enhance market share by providing
security of supply to consumers even at the risk
of somewhat lower prices. Despitetheloss of ail
from Irag and Kuwait, OPEC output rose over the
levelsin 1990 and 1989. Thisincrease in outpui,
however, has led to more concentration of
supplies, with Saudi Arabia's share rising from
25% in 1989 to 35% in 1991.

Output of the nonOPEC oil-exporting
developing countries continued to grow during
the second hdf of the 1980s. The increase output
from these countries has resulted from expanson
of exiding capacities and development of new
discoveries in a number of countries, including
Angola, Coombia, Egypt, Maaysa, Oman, the
Syrian Arab Republic and Yemen. As a reault,
totd output has increased by some 3% a year
between 1985 and 1990. In 1991, it rose by
another 3% to 10.3 million barrels per day.

In the oil-importing developing countries, il
production decdlerated congderably in the send
half of the 1980s, which reflected dow-down in
exploration and development. It grew a an
averageannud rate of 16% as compared to 12%
between 1980 and 1985. In 1991, totd production
grew by 3.3% to 2.16 million barrels per day.

The growth in oil output of the developed
market economies throughout the 1970s and
early 1980s came to an end with the collapse of
oil pricesin early 1986. Since then, their crude
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oil production has dropped by 5%. The drop was
especidly sgnificant in the United States, where
crudeoil production in 1991 was 18% below its
1986 level.

However, in 1991, totd crude oil production
in the developed market economies rose for the
firg time in six years increasing by 2.7%.
Although production in the United States
increased margindly in 1991, the downward
trend is expected to continue. In Canada, crude
oil output remained essentialy unchanged in
1991, withasmall declinein conventiona crude
production offsgt by an increase in synthetic
crude production. However, recent reductionsin
governm ent financial support for exploration and
development of conventional aswell astar sand
projects may be expected to result in lower
production in the near future.

In the North Sea, crude oil production in the
United Kingdom recorded adecline of 3.8%, but
crudeoil output in Norway reached record levels.
Thedeclinein output in the United Kingdom was
largely due to disruptions from a series of
shutdowns for repairs and refurbishment in a
number of platforms. Substantial incremental
crude oil output from the United Kingdom sector
of the North Seaiisunlikely at current pricelevels,
but with the commissioning of new smaler
fields, total production may, in the absence of

platform maintenance problems, rise during the
next few years.

In 1991, output in the former Soviet Union
plunged to itslowest level in morethan 15 years,
asaresult of technica problems that have beset
theail indudtry for years. Theseinclude declining
well productivity, reduction in upsream ail
investments, outdated equipment and shortages
of materids and technical supplies as well as
generd disorganization. Crude oil outputreached
an dl-time pegk of 12.5 million barrels in 1987
and 1988, but fdl to 12.17 million barrels per day
in 1989 and to 11.4 million barrels per day in
1990. Afurther declineto 10.3 million barrels per
day was estimated for 1991. Exportsof crude oil
and petroleum products are edimated to have
declined to 3.05 million barrels per day in 1990
from a record of 4.1 million barrels per day in
1988, and to have fdlen another 30%, to 2.1
million barrels per day in 1991.

Oil production in all eastern European
countries declined sharply in 1991. In Romania,
the only onewith dgnificant oil reserves, output
dropped by 19%. Some of the East Europesn
countries with favourable geologica conditions
and good exploration potentid are promoting
joint venture participation with internationd il
companies.

4. Saving, investment and the international
transfer of resources

Recent trends in saving, investment and the net
international trandfer of resources indicate that
world economic growth is expected to be
unnecessarily restrained in the medium term, but
not by a saving shortage in the ordinary sense.
There is, rather, an inadequate dlocation of the
world's resources to investment projects.
Deveoping countries, particularly in Ada, have
demondrated the "virtuous cycles' that result
from a high investment, high growth policy in a
context of relatively wel-managed financid and
fiscd systems. In other cases, debt overhang and
fragile economic situations hold back possible
investment and growth levels. Among the
formerly centraly planned economies, the
disruptions of the trandtion process are deterring
investment, and medium-term progress requires
success in implementing new systems of
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financid intermediation. Among the deve oped
market economies, government investment
needsto be sepped up, internationa flows nead
to be augmented to support capital formation in
developing and transition economies, and,
especially in the United States, private
invesment could be effectivdy simulated as
well.

In recent years, annua world investment has
surpassad USHS trillion. But as a share of gross
world product it has been on adeclining trend for
decades. From 1950 until the early 1970s, the
share of world invesment in grossworld product
rose dmog seadily, reaching a figure of dmost
27% in 1973, from which point it fdl to dmogt
22% in 1983, before beginning to rebound.

Changes in the world invesment share have
roughly followed the cycles of growth in world



output, generdly rising during periods of more
rapid world growth and declining during periods
of dowergrowth and recession, ascan beseenin
figure 3. Since producers generdly seek to
expand capacity when salesand profitsarerising
and since invesment in the capital gock is the
mgor means by which productive capacity is
augmented, this cyclical relationship is an
expected one. However, along-term downward
trend in the share, extending over severd cycles,
is disturbing since a sustained decline in
invesment effort could trandate into dower
world economic growth in thefuture. Asaready
discussed, world output actudly dedined in the
early 1990s, and only adow recovery isforecast
for the medium term. In thet light, the prospects
for investment could well be acausefor concern.
Thereisno apriori reason that expenditureon
investment should be a fixed proportion of
output. Since 1973, the prices of invesment
goods havefdlen relative to those of other goods
and services. The red vaue of invesment as a
share of output could be maintained with a
decreasing share of invesment expenditure.
Thus, when measured in congtant prices ad
exchange rates, the invesment share in globd
output seems to have fdlen less than when
measured in current prices (see figure 3). This
notwithstanding, thetrend istill adeclining one.
The relationship between the investment
effort, as measured by the share of capital
formation in gross product, and the growth of
labour productivity, as measured by the growth
in output produced per person in the labour force,
has long been a close one. Thus, average gross
output per worker in the world economy rose
rapidly during the 1960s and early 1970s, a
period when invesment effort steadily incressad
inal main regionsof theworld economy. During
the period of faling invesment share from 1974
to 1982, the growth of world labour productivity
aso dowed. Indeed, it became negative and
output per worker fell from 1980 to 1982. When
theinvestment share began to recover after 1933,
S0, too, did productivity, a least until the current
recessonary cycle began (seefigure 3).

T'hese data are based on an analytical recongruction
aggregations of data across countries and over time, derived fi

Seethereview of investment in eastern Europeand thefor

publication, SalesNo. E.86.11.C.1), pp. 121-134.

This is not to say that productivity is
exclusvely determined by the invesment effort.
Productivity rises for a variety of reasons ad
even the contribution that investment makes to
productivity growth is affected by more than the
volume of resources mobilized for capita
formation. It depends, in particular, on the
technology embodied in the investment, the
flexibility of management and labour in making
the mogt efficient use of new capacity, the
education and skills of theworkforee, thelevd of
unemployment, and so on. Anincreasing stock of
capital per worker is, nevertheless, recognized as
a fundamentd source of productivity growth.

From the firg haf of the 1970s to the latter
hdf of the 1980s gross output per worker rose
only about 20% in theworld asawhole (seetable
7). Mog of the increase took place in the
developed market economies, where investment
per worker has been far higher thaninthe rest of
the world, even if it grew only in the lagt hdf of
the 1980s.

Data for the countries of eastern Europe and
the former Soviet Union aso showed substantial
productivity gains over two decades, dthough as
has subsequently become more clear, the qudity
of their output was frequently inferior. As may
aso beseen in table 7, investment per worker in
the countries that are now in trangtion to market
economieswas never as much as hdf theleve of
the developed market economies, and the
efficency of the investment undertaken was
generdly low.

Productivity growth in the developing
countries displayed a pattern that has been
repeated for almost all macroeconomic
indicators. Lain America and the Caribbean
experienced a measure of productivity growthin
the 1970s and dagnation theresfter; Africa has
enjoyed virtually no growth in average
productivity in the entire period and Asids
productivity has doubled, abet from avery low
garting point. Not surprisngly, invesment per
worker barely rose at al in the developing
countries and in Africa and Lain America it
actually declined. In these countries, in

national accounts datigtics that allow for highly consistent
major components of national expenditure and output.
rSovietUnion in WorldEconomicSurvey, 1986(United Nations
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Figure 3

WORLD INVESTMENT AND THE
GROWTH OF OUTPUT
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particular, it is crucial that invesment spending
be raised in asgnificant and sustained manner.

Saving and net transfers

Thus, the shares of world investment and
saving of the different mgor country groups
-developed market, trandtion and developing
economies- arenot exactly equa, asnet tranders
occur between the groups, but a this leve of
aggregation the tranders are rddively smal. In
other words, the overwhelming mgority of
investments in each group of countries is
financed out of its own saving. The broad orders
of magnitude in the late 1980s reflected the great
weight of the devel oped market economiesinthe
world economy, namely that about two thirds of
globa investment and saving were in those
countries, about 15% werein eagtern Europe and
the former Soviet Union and roughly afifthinthe
developing countries?

At amoredisaggregated level, the net trandfer
of resources has been economicaly important
and paliticaly sendtive. Indeed, the direction
and composition of the internationd trandfer of
resources as regards developing countries, which
will be discussed in some detail below, has been
a topic of mgor policy interest in international
forums? The net transfers do not necessarily
follow economicaly efficient or politicaly
desrable directions. They embody the net result
of innumerable international trade and financid
transactions, while also being the net result of all
the domestic invesment and saving decisons.
Net transfers are, moreover, only partly under the
influence of Governments.

If the global investment effort were
srengthened in the 1990s, mogt of the saving for
the investments would be generated within the
country groups, indeed, within the domegtic

economies of theinvesting countries. Y e, given
the economic dominance of the developed
market economies, a proportionally greater
increase in thelr saving thean in their invesment
might provide considerable resources for
invesment in the other country groups.

It appears, however, that the developed
market economies have been saving less over
time as a share of total output, as have the
capital-surplus oil exporters of the Middle Eag,
agrouping of developing countriesthat once had
been a dgnificant source of net transfersto other
countries.. Excluding the latter countries, the
developing countries appear to have sgnificantly
rasad ther saving rate, in particular after the
recesson-induced fdl that affected all these
country groups in the early 1980s. This has
mainly been accounted for by the rapidly
growing economiesof Asa. In countriesinwhich
per capitaincome was stagnant or fdling, toraise
the share of income saved would have required
reducing the level of consumption per head.

Thenet transfer of resourcesin 1991

Lagt year the deveoped market economies
transferred about US$25 hillion to developing
and trandtion economies, mainly theformer (see
table 8). Only a year before, the advanced
industridized countries had received atransfer of
US$24 billion and a similar transfer of
US$25 hillion the year before that. The
deve oping countries had made transfers abroad
of US$24 hillion to US$36 hillion in each of the
previousfour years.

In much of the 1980s, the mgor feeture of the
net transfer of financial resources of the
indudtridized countries was the large inflow of
resources to the United States and to a lesser
extent the United Kingdom. Although Germany

TTie differences between the shares of investment and saving of country groups noted here and the output shares of the same
groups, are accounted for by the lower share of output invested in developed economies as a whole than in the res of the world.

Recent examples of resolutions that result from such discussion include General Assembly resolutions 44/232 of
22 December 1989 and 45/192 of 21 December 1990 and Economic and Social Council resolution 1989/112 of 28 July 1989, all
of which pertain to the net trandfer of resour ces between developing and developed countries.

For mogt of the formerly centrally planned economies, economic methodologies in the 1970s and 1980s were too different
from thosein therest of theworld for comparison with data on domestic saving el sewher eto be meaningful. They arethusexcluded
from the figure.

The data in table 8 are derived from balance-of-payments data and are subject to a major weakness from the point of view
of global analysis, namely, that there isa very large volume of unrecorded transactions. Thus, ingead of world trade balances and
current account balancesbeing equal to zer o, asthey should in theory, the sum of all country balancesrunsashigh asUS$75 billion.
It iswidely believed that mog of the difficulty isin the accounts of the developed market economies, and so the size of thelr net
tranders -if not the overall thrug of the yearly changes- must be interpreted with special caution.

214



and Jgpan made large outward trandfers, they

werelessthan the trandfers being absorbed by the
other countries and thus the developed market

economies as a whole absorbed resources from

the rest of the world. The mgor reason far the
US$48 hillion shift in the net trandfers of these
countries in 1991 was thet the net trandfer to the
United States fel by US$44 billion.

The United States reduced its net intake of
financia transfers from several sources, but
epecidly from the developing countries (see
table 9). Latin America and the Caribbean, in
particular, did not make a net trander to the
United Statesin 1991 for thefirst timein 10 years.
Japan's net trandfer to the United States was
virtually unchanged, but the United States
transferred US$18 hillion to Europe, probably
mainly to Germany, which is a sharp departure
from the relative balance of the United States
vis-a-vis western Europe in the previous two
years. Indeed, theworld transferred resources on
a net bass to Garmany, ingead of Gamany
trandferring US$H45 hillion to US$E0 hillion abroad
asit had done each year snce 1986 (seetable 8).
The high cogt of integrating the eastern Lander
into the Federad Republic is the main reason for
Germany's absorption of externa tranders.

The changes in the net trandfers of mgor
industrialized countries in 1991 were
accompanied by mgor changes in the financid
flows through which the tranfers were effected.
One of those changes was unique, namdy the
US$H42 hillion net drop in flows of officid grants
from the United States, turning it into arecipient
country ingead of a donor. This reflected the
officid tranders to the United States to hep
finance its participaion in the war in the Gulf.

Germany and Jgpan were in the past mgor
sources of financing of the large net trander to
the United States, but the prospects for their
playing that role again have dimmed. As noted
above, Germany isnow an overal recipient of net
resource transfers and athough Japan's net
transfer burgeoned once again in 1991, the
character and direction of its capitd flows have
changed. Although Japan's net outward trandfer
grew by USHO hillion, its net trandfer to the

United States was unchanged. Mogt likdly, a
sonificant part of the funds sought the higher
earnings available in western Europe.

Moreover, Jgpan did not supply long-term
credits on a net basis to the rest of theworld in
1991, asit hed for mogt of the 1980s, but insteed
absorbed them. Foreign purchases of Jgpanese
securities outpaced Japanese investment abroad.
Ingtead, Jgpan made its net financid trandfer by
producing a large net outflow of short-term
capital. Thiswas brought about, in part, through
a reduction in the large amount of short-term
foreign borrowing that had been undertaken over
the previousfiveyears. Thus, a both the short
and the long end of the financia spectrum,
Japanese finance seemed to belooking inward to
agregter degree than before.

Although involving far smaller flowsin dollar
terms, mgor changes are aso under way in the
net trandfer of eegern Europe and the former
Soviet Union. Through much of the 1980s,
several eastern European economies were
debt-congrained and hed to curtail imports and
push exports -much like the heavily indebted
deveoping countries- and the region tranderred
resources to the market economies. Since 1990,
however, they have been absorbing resource
tranders, as the internationa community has
supplied finance and debt rdief to assigt their
trangtion to market economies. In 1989 ad
1990, the Soviet Union dso became a net
recipient of resource tranders, partly through
assisance, but mainly through externa credits
and use of officd reserves. In 1991, reserves
were depleted, credit was cut off and the net
trandfer turned negative. But if the financid
assistance proposas for the successor republics
arecaried out, the net transfer to those countries
in 1992 will be quitelarge.

The developing countries did not all sharein
the US$24 hillion inflow shown in table 8. The
"capital-surplus’ exporters of oil received
US$19 hillion of thetotal, largely financed by the
sde of officid reserves and other assets, as wdll
as by capital-market borrowing, mainly to
finance recondruction &fter the cessation of the
Gulf war. However, the "capita-importing”

“hort-term foreign liabilities of Japanese foreign exchange banks had risen by from US$140 billion to US$192 hillion a year
from 1986 to 1989; in the first three quarters of 1991, they fdl by US$124 billion (data of Bank of Japan, Balance of Payments

Monthly).
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countries also shared in theinflow. Thiswas the
first postive net transfer to that group of
countries since the developing-country debt
crisis burst open in 1982 (see table 10).
Considering the large number of countries
involved, the size of the trandfer was smadll, only
USS5 hillion, but it represented a swing from a
net "negative" transfer of US$H31 billion in 1990.
It meant that imports could increase lastyear by
US$36 hillion more than exports grew.

Mogt of the changewas enjoyed by agroup of
countries that have been making very large net
resource trandfers since 1983, illustrated in table
10 by asample of 15 heavily indebted countries
that were originaly associated with a plan for
debt restructuring proposed by the United States
in 1985.%2 The net transfer of thisgroup improved
by US$24 hillion. It was still negative, however,
by more than US$11 hillion; that is, therewasa
surplus in the baance of trade in goods and

non-capita services of this amount. Countries
hed recaved a larger net trandfer in financid

terms-that is, the net inflow of capital minusthe
net payments of income to capital left these
countrieswith asurplus of US$8 hillion, thefirgt
surplus on thisaccount since 1981-and they took
the opportunity to build up their foreign reserves
by US$20 hillion. They thus ended the year with
reserves sufficient to cover dmog four months
of imports of goods and services.

Asde fram these countries, mog changesin the
net trandfer in 1991 were not large. One exception
wasthet of the group of "recent surplus countries’,
which was identified as the firg generation of
Adan exporters of manufactures. The growth of
exports from these countries to the more dowly
growing world economy did not keep pace with
the growth of imports, maintained in particular
for investment purposes, and o the resources
avalablefor foreign trander virtudly disappeared.

In fact, exportsgrew by US$56 billion and importsgrew by US$92 billion and the trade balance went from a US$16 billion

surplus to a US$20 billion deficit.

Given that 10 of the 15 countriesare Latin American, a compar able changeis seen in the Latin America grouping in table 10.
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GROWTH OF GROSSDOMESTIC PRODUCT (GDP) AND POPULATION
BY REGION, 1981-1991

World

Deve oped market
economies
of which:
United States
European Community

Japan

Economies
in trangtion'

Deveoping countries
Lain Americaand the
Caribbean
Africa
Wes Asa
South and Eagt Asa
China
Mediterranean

1981-
1987

27

25
27
18
3.7

29

29

15
18
2.0
55
9.7
3.0

Tablel

Growth of DOP
(annual percentage change)

1988 1989
44 32
44 33
39 25
40 35
6.3 47
45 23
44 33
07 11
23 27

-05 23
85 61

109 36

13 10

1990 1991
18 -04
26° 09
10 -07
29 07
57 45
-Srf'-ISh
32 34
01 26
31 31
16

63 54
52 70
11 -7.0

Growth of
populaion
(percent-
age
change)

17

05
0.7
0.2
05

04

21

21
32
30
22
15
16

Memo items.
1991 indicators

Population

(millions)

5315

833
252
342
124

387
4 095

451
591
130
1685
1156
82

GDP
(billions
of
1988

dollars)

20868

15 177
5038
5181
3350

2212
3479

895
338
446
1157
511
133

Soar ce: United NatlongbESp. Data on population are those published by the Department in World Population Prospects, 1990
(United Nations publication, Sales No. E.91.X111.4).

* Prdiminary Figures
Union and eastern Europe.

After 1990, the former German Democratic Republic is Induded in Germany.

*The former Soviet
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Table 2
OUTPUT, UNEMPLOYMENT AND INFLATION IN SEVEN MAJOR
INDUSTRIAL ECONOMIES, 1990-1991

Quarter
Y ear
1990 1991
| I " % | I 11 IV® 1990 1991%
Growth of gross domestic product
Canada 21 -07 -10 -47 -48 58 10 -08 05 -15
France 46 -0.3 35 -03 03 28 31 - 2.8 10
German)f‘d 10.1 13 75 23 101 -24 -19 -14 45 31
Italy 35 -17 28 0.3 14 10 02 12 2.0 10
Japan 6.4 56 45 25 8.4 28 18 -02 57 45
United Kingdom 4.2 38 53 -40 -27 -24 04 -14 11 -21
United States 17 16 02 -39 -25 14 18 04 10 -07
Total 43 23 21 -11 19 14 13 -01 2.7 11
Unemployment®
Canada 75 74 81 91 101 103 103 103 81 102
France 9.0 9.0 89 89 9.0 9.2 9.5 9.7 8.9 94
Germany 53 52 51 47 43 43 44 43 4.9 43
Italy 10.1 9.7 9.8 9.8 99 100 96 99 103 9.9
Japan 21 21 21 21 2.0 21 2.2 21 21 21
United Kingdom 6.7 6.7 6.8 7.3 8.2 9.2 99 103 6.9 94
United States 5.2 52 55 5.8 6.4 6.7 6.7 6.9 54 6.6
Total 55 55 56 5.8 6.1 6.3 64 6.5 5.6 6.3
Consumer pricei ncreases '
Canada 54 46 42 50 6.4 6.2 57 4.1 4.8 5.6
France 33 31 35 3.6 35 32 3.0 29 34 31
Germany 27 23 27 31 27 31 42 40 2.7 35
Italy 6.4 60 65 6.7 6.4 6.7 6.4 6.1 6.4 6.4
Japan 35 25 26 3.6 3.7 34 3.2 2.8 31 33
United Kingdom 7.8 9.6 104 9.9 8.6 6.0 48 4.2 95 5.9
United States 52 46 55 62 53 48 38 3.0 54 43
Total 48 44 49 55 50 46 40 34 4.8 4.2
Source: United Nalms!DESD basad on data of IMF (]ECD and nationd authorities.
% Patly esimated. ® Percentage in seesondly adjusted data from preceding quarter, expressed & annud rate ?totd is
g e ghted average, with wel ghts being GDP, vaued a 1988 pricesand e(dﬂgaraes) Wegan Gemany only.
9 Gross national product. centage of totd fzbour force seeondly adjusted a5 dandardized by OECD. Percertage

cha%ma/er consumer |ce|rde<|n uarter reldive to same quarter of preceding yeer (totd is weighted average with
eg bengggﬁudwmm&mvdwqul%pnc&saﬂe(dﬁér )pr e { g e
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Table3

THE LAST YEAR INWHICH ECONOMIC INDICATORSMATCHED
1991 LEVELSIN TRANSTION ECONOMIES

GDP Gross Gross Private
at market industrial investment consump-
prices production tion
Bulgaria 1979 1979 1977 1983
Czechoslovakia 1979 1979 1978 1988
Hungary 1981 1978 1975 1983
Poland 1982 1975 1974 1983
Romania 1980 1979 1973 1988
Soviet Union 1983 1985 1984 1989
Sour ce: United NatlonsDESD and ECE
Table4
WORLD TRADE, 1982-1991
1982 1983 1984 1985 1986 1987 1988 1989 1990 1991%
Value of exports
(billion dollars)
World 1806 1771 1873 1895 2083 2438 2768 2988 3408 3469
Developed market
economies 1186 1171 1248 1289 1504 1759 2007 2148 2476 2534
Developing countries 494 475 501 485 452 547 630 711 808 846
Economiesin
transition 126 125 124 121 127 132 131 129 124 90
Eastern Europe 62 61 62 64 67 69 69 67 65 43
Former USSR 64 64 62 57 60 63 62 62 59 47
Volume of exports
(annual percentage change)
World -2.6 21 83 3.7 41 6.2 85 72 47 34
Developed market
economies -1.8 18 99 51 33 5.0 8.6 6.7 57 2.8
Developing countries -6.9 2.1 5.6 11 120 109 102 85 59 101
Economiesin
transition 4.9 55 46 -10 43 24 43 -09 -10.7 -21.6
Eastern Europe 53 8.0 7.0 25 -12 13 36 -19 -79 -162
Former USSR 45 3.3 25 -43 100 33 4.8 - -131 -250

Source: IMF, International Financial Satistics, and DED estimates.

" Preliminary estimates.
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Table5
INDICESOF PRICESOF NON-FUEL PRIMARY COMMODITIESEXPORTED BY
DEVELOPING COUNTRIES, 1981-1991

(1985 = 100)

Tro- Veg.etable Agri- . Combined Prices Re.ei Memo

pical oil- cultural Minerals . of prices item:

Food bever- seeds raw and index manu- of crude

ages and mate- metds ——————— fac- commodi - petro-

oils rials Dollar DR tures® tie®  leum®

1981 192 97 112 119 121 142 122 109 130 123
1982 131 92 90 103 105 111 102 107 104 121
1983 138 96 107 110 113 118 112 103 114 108
1984 116 110 144 111 105 114 112 100 114 102
1985 100 100 100 100 100 100 100 100 100 100
1986 110 124 62 102 95 104 90 120 87 55
1987 117 81 73 119 113 107 84 135 79 62
1988 152 82 96 129 164 135 102 144 94 49
1989 161 70 85 129 164 135 107 143 94 59
1990 151 62 74 137 149 127 95 158 80 75
1991 141 57 80 129 135 119 88 158 75 62

1990

| 165 58 74 132 140 129 99 145 89 64
1l 157 63 73 135 148 129 100 123 84 51
11 144 62 73 140 160 128 95 160 80 82

v 137 63 77 142 148 123 87 169 73 103

1991

| 145 61 78 139 142 124 89 166 74 64

1l 142 57 76 128 136 119 90 152 78 58
11 138 55 80 125 132 116 88 152 76 62

v 140 56 85 123 130 116 85 157 74 66

Source: UNCTAD, Monthly Commodity Price Bulletin, and United Nations, Monthly Bulletin of Satistics.

" Unit value of exports of manufactures from developed market economies. The base of the original index has been shifted to 1985.

® Dollar index deflated by unit values of manufactured exports of developed market economies. ¢ OPEC ail price, which is the
average spot price of abasket of seven OPEC country crudes (Saharan Blend, Minas, Bonny Light, Arab Light, Dubai, T.J. Light

and Isthmus).
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Table 6
WORLD OIL DEMAND, 1986-1991"
(Millions of barrels per day)

1986-1991 variation
1986 1987 1988 1989 1990 1991

Absolute Percentage

Developed

market economies 354 36.0 375 37.8 380 379 25 7.1
North America 18.0 185 19.2 19.3 189 185 05 28
Western Europe 12.2 12.3 12.8 12.8 130 132 10 8.2
Pacific 52 5.2 55 5.8 6.0 6.1 0.9 17.3

Eastern Europe and the

USSR 11.0 111 10.8 107 10.1 9.7 -1.3 -11.8
Eastern Europe 20 21 19 19 17 14 -0.6 -30.0
USSR 9.0 9.0 8.9 8.8 84 8.3 -0.7 -7.8

Developing countries 15.2 15.8 16.6 175 18.1 18.7 35 230
Africa 18 19 20 21 21 2.2 04 222
Middle East 29 30 3.0 31 33 3.3 04 138
Asia 38 4.0 45 4.9 5.3 5.6 18 47.4
Latin America 4.7 48 4.9 5.0 51 5.2 05 10.6
China® 20 21 2.2 24 23 24 04 20.0

Total world 61.6 62.9 64.9 66.0 66.2 663 47 7.6

Source: United NaionsDESD, basad on Internationa Energy Agency, Monthly Oil Market Report, April 1991 and January 1992.
" Induding ddliveries from refineriesprimary stocks, matine bunkers; refinery fud and non-conventiond oils. Basd on
estimates of gpparent domestic demand derived from offidd production figures and quarterly trade deta

Table 7
PRODUCTIVITY AND INVESTMENT IN THE WORLD ECONOMY, 1971-1990
(Thousands of 1980 dollars)

1971- 1976- 1981- 1986-
1975 1980 1985 1990
Gross product per worker
Developed market economies 20.2 22.0 23.0 25.8
Eastern Europe and USSR 60 73 82 92
Developing countries 15 17 18 19
of which:
Africa 18 20 18 18
Asig, excluding West Asia 06 08 Q9 12
Latin America and the Caribbean 54 60 59 58
World 55 6.0 6.2 6.6
Investment per worker
Developed market economies 51 52 51 62
Eastern Europe and USSR 19 23 23 24
Developing countries a3 04 a5 a5
of which:

Africa 04 a5 04 a3
Asia, excluding West Asia 02 02 03 04
Latin America and the Caribbean 12 15 11 Q9
World 14 15 15 16

Source: United NationsDED.
Note: Workersindude unemployed as well as employed labour force, in accordance with ILO practice.
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Table 8
WORLD NET TRANSFER OF FINANCIAL RESOURCES,
BY COUNTRY GROUP, 1981-1991 2

(Billions of dollars)

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991°

Developed

market

economies 12.3 7.1 47 356 262 -149 9.6 43 249 237 -245
of which:
Germany © -34 -135 -104 -132 -210 -449 -545 -504 -508 -47.8¢ 75
Japan -7.2 -65 -193 -323 -440 -784 -740 -627 -378 -182 -584
United Kingdom -14.7 -85 -3.8 11 -4.8 4.1 8.0 303 327 23.7 8.4
United States 167 249 581 1103 1236 1411 1542 1176 945 826 386

Developing countries 53 342 182 -229 -179 107 -351 -244 -306 -364 237

Eastern Europe and
the Soviet Union® -28 -121 -139 -157 -89 -66 -133 -93 -13° 36 05

Eastern Europ® 25 -66 -66 78 -69 -41 40 -45 259 24
Soviet Union 03 55 -73 79 20 -25 -93 -48 10° 11 -19

Source: United NationgDESD, based on data of IMF and international sources.

* Expenditure basis (negative of balance of payments in goods, services and private transfers, excluding investment income).
Preliminary estimate. ¢ The former German Democratic Republic is included in Eastern Europe until 1990 and as part of
Germany thereafter. ¢ Indicates break in series.

Table 9
NET RESOURCE TRANSFERSTO THE UNITED STATESBY REGION, 1980-1991
(Billions of dollars)

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991°

Canada 0.3 7.1 90 123 131 102 8.0 75 44 32
Japan 145 155 246 421 513 521 534 474 407 324 336
Western Europe 9.0 -27 54 214 311 348 322 189 15 -32 -180
of which:
Germany 29 53 83 132 159 200 214 182 139 162
United Kingdom 11 29 28 30 53 56 4.7 01 -43 -47 -45
Latin America and the
Caribbean -6.3 47 180 206 166 127 153 102 107 112
of which:
Mexico -55 42 101 7.9 75 7.3 83 55 52 49
Major ail
exporters
of Africaand Asia 249 58 0.8 52 31 23 7.1 59 113 150 6.9
Other developing countries -0.6 11 94 213 221 316 421 349 360 326 264
Eastern Europe and USSR -29 -28 -17 -21 -14 -02 -16 -36 -22 -21
Other countries® 47 -44 -80 -110 -129 -34 -49 -67 -76 -74 -90
Total 161 243 576 109.8 1230 1404 1531 1166 935 8L7 37.7
Sour ce: United NationsDESD, based on data of the United States Department of Commerce, Survey of Current Business.
" Preliminary; full country breakdown unavailable at this time. Comprising OFEC member countries, excluding Ecuador and

Venezuela. ¢ Including net transactions with international organizations and unallocated amounts.
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Table 10
NET TRANSFER OF FINANCIAL RESOURCESTO GROUPS OF DEVELOPING COUNTRIES,
1981-1991*
(Billionsof dollars)

1981 1982 1983 1984 1985 1986 1987 1988 1980 1990 1991°

Long-term capital

importers 516 337 -40 -315 -223 -129 -442 -363 -385 -315 46
of which:

Deficit energy

exporters 102 115 -100 -231 -203 -15 -212 -80 -196 -327 -71
Energy-importing

countries 437 217 93 -75 -143 -186 -224 -319 -236 120 242
Recent surplus

economies 37 -05 -46 -91 -121 -238 -309 -266 -225 -114 -06
Other energy

importers 400 282 139 16 -22 52 85 53 -10 234 248
China -22 55 -33 -08 123 71 -05 3.6 47 -109 -125
Surplusenergy

exporters *46.3 05 221 8.6 44 236 91 119 79 -49 191

All developing countries 53 342 182 -229 -179 107 -351 -244 -306 -364 237

Memorandum items

15hea\/iI¥indebted

countries 204 94 -238 -406 -406 -221 -284 -311 -377 -352 -115
Africa,

of which: 155 147 84 26 06 68 10 40 38 -47 -12
ub-Saharan Africa® 91 74 54 23 31 53 63 67 65 70 69
Lain America 143 37 -255 -355 -308 141 -193 -22.0 -295 -29.7 -132

Sour ce: United NaionsDESD, based on data of IMF, officid nationd and other sources.

* Exi)mditure bad's (negative of baance of paymentsin goods, sarvices and private trandfers, exduding invesment income).
Preimi egimate. © Hong Kong, Rega{)lic of Korea, Snggpore and Tawan Province of glina Argenting, Balivig,
\E;raz(i)lé Chile, Colombia, Cote d'lvoire, Ecuador, Mexico, Morocco, Nigeria, Peru, Philippines, Uruguay, Venezuda and

ugodavia

€ c?uding Nigeria
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Table 11
AVERAGE SAVING RATESIN THE SEVEN MAJOR DEVELOPED MARKET ECONOMIES,
1951-1990
(Percentage of GDP *)

1951- 1961- 1971- 1981-

1960 1970 1980 1990

Canada Nomina 23.1 23.8 24.7 22.6
Resal 24.6 254 24.1 26.4

France Nominal 21.9 26.1 25.6 20.5
Resdl 179 22.5 23.6 20.8

Germany Nominal 26.5 28.3 252 24.3
Real 26.7 26.6 23.6 24.3

Italy Nominal 20.4 23.0 22.2 21.8
Red 24.5 29.0 24.8 225

Japan Nominal 27.7 36.3 34.5 32.3
Real 15.2 24.6 29.4 34.4

United Kingdom Nominal 151 18.7 19.2 171
Redl 16.6 20.4 21.6 18.3

United States Nomina 19.9 19.6 19.2 15.7
Red 195 19.3 18.1 17.0

Source: United NationsDESD.

% Percentage of GDPin real terms based on components of real GDPas reported to the United Nations by national authorities, rebased
to 1980=100. Western Germnay only.

Table 12
COMPOSITION OF GROSS SAVING IN SEVEN MAJOR ECONOMIES, 1985-1989
(Percentage of GDP)

Net saving Tota
Capital Tota PRI
consumption General Enterprise House- gross saving
alowance sector saving in 1980
government a holds ;
prices
Canada 116 -2.8 3.9 6.7 194 235
France 125 -0.5 29 53 20.3 20.0
Germany 125 17 .25 7.8 24.4 237
Italy 12.0 -6.6 35 119 20.8 21.3
Japan 14.0 5.8 2.8 10.2 33.0 35.3
United Kingdom 114 0.4 2.8 15 16.1 17.7
United States 125 -35 19 4.4 153 16.6

Source: United NaiongDESD, based on OECD, National Accounts, Detailed Tables (Paris, 1991).
8 Including corporate and quasi-corporate enterprises in the private and public sectors. Western Germany only.
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Table 13
GENERAL GOVERNMENT NET INVESTMENT IN SEVEN MAJOR ECONOMIES, 1970-1989
(Percentage of GDP; period averageor annual)

Canada France  Germany® Italy Japan KLiJ rr:g(?;m Usrt]zlxtt:
1970-1974 3.7 3.6 4.0 31 5.2 4.8 2.3
1975-1979 31 3.3 33 33 57 35 18
1980-1984 2.7 3.2 2.8 3.6 57 2.0 16
1985 2.7 3.2 22 37 4.7 2.0 16
1986 25 3.2 2.3 35 4.8 18 16
1987 24 30 2.3 35 50 16 16
1988 2.3 31 2.2 35 51 13 16
1989 24 33 2.3 35 50 17 17

Sour ce: United NationsDESD, based on OECD, National Accounts, Detailed Tables (Paris, 1991).
* Western Germany only.
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EXCHANGE RATE POLICY IN LATIN AMERICA
IN THE EARLY 1990s

One of the mogt characterigtic trends of the early

1990s has been the declinein red exchangerates
in most of the countries of Lain Americaand the
Caribbean. That was particularly the case in

1991, when a condderable inflow of resources
turned the minus dgn of the net trandfer of

externa resources into a plus sgn for the firg

time since the abrupt turnaround in 1982. Ten

years diter the eruption of the externa debit crigs,
the economic context exhibits certain Smilarities
and differences with the pre-crisis period.

The globdization of economic activities ad
increased liberdization in the economies of the
region give each country greater latitude in
formulating macroeconomic policies. Thus a
development drategy oriented towards growth
of exports, which reguires inter alia, rdaively
high, stable real exchange rates, introduces
economic policy options that must be examined
against this new national and international
backdrop.

Exchange rate policies have generdly been
implemented for two basic reasons. to achieve

equilibrium in the baance of payments or to

reduce inflation. These objectives can a timesbe
contradictory. Exchange rate systlems adopted to

this end have ranged from a managed exchange
rate based on fixed parity with one or more strong
currencies, to a freely floating rate, to

mini-devauations (periodic or not) and fixed

ranges of fluctuation.

According to the classfication established by
the Internationa Monetary Fund, by 1991 56 out
of 156 countries had adopted floaing regimes
(either fredy floating or with some kind of
government intervention), while another 80 hed
pegged their currencies to the dollar or another
strong currency. In Latin America and the
Caribbean -a region in which the exchange rates
of most countries (12 of 19) had been tied to the
dollar inthelate 1980s- only three countrieswere
using the dollar gandard by the early 1990s. The
others were adjuding the externad vaue of their
currency according to abasket of indicators (two
countries) or through flexibly floating or

managed-floating sysems (seetable 1).

1. Therole of the exchangerate

Economic literature has abounded with theories
about which factors determine exchange rates,
epecidly snce the disgppearance of the fixed
parities established at Bretton Woods. Over ad
adbove the traditiond externd condraints that
dfect Lain America and the Caribbean, the
volatility of the relative vaue between the
currencies of the indudtridized countries after
that agreement collgpsed, due to uncoordinated
national fiscal and monetary policies, has

introduced yet another factor that mud be taken
into account by the countries of the region in
formulating economic policy.

The exchange rate has generdly been used as
atool to achieve eguilibrium over the medium to
long term in the current account of the balance of
payments or permanent equilibrium in the
baance of payments. It has dso been usd asa
basic reference point, or as an "anchor” in
short-term anti-inflationary policy.

For this point see Changing production patterns with social equity. The first development task in Latin America and the
Caribbean in the 1990s (LC/G.1601-P), Santiago, Chile, March 1990. United Nations publication, Sales No. E.90.11.G.6; and
Social Equity and Changing Production Patterns: An Integrated Approach (LC/G.1701(SES.24/3) and Corr.l), Santiago, Chile,

April 1992.
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Until the early 1970s, theories on exchange
rate determinants normally hdd that long-term
equilibrium in the current account required an
international context of fixed exchange rates.
Anayseswere doneonthebasisof trendsinred
variables, with exports and im ports depending on
price differences between countries and the
corresponding levels of income. Theequilibrium
exchangerate wasthe onethat dlowed for azero
baance of foregn exchange or a building of
"equilibrium" reserves that would leave the
baance of payments in balance over the short
term. The flow of internationa capitd was
reduced under this scheme.

The evolution of the overdl panorama of the
1970s, a period in which a sysem of floating
exchange rates between the currencies of the
mgor industridized countries was adopted and
the flow of international capital increased
condderably, clearly showed the influence of
transactions on the financial markets in
determining the exchange rate. This new
gtuation, in which international movements of
financid capital far surpassad the vaue of trade
in goods and services, made the capital account
the new focus of analysis.

The indusion of capita flows as one of the
elements determining the exchange rate reveded
the differences between currency transactions in
the financial market and transactions in the
non-financial market for goods and services.
Because of these differences, the exchange rate
defined by the financid market may not be the
same asthe onethat would dlow for equilibrium
over the medium teem in the goods market. If the
godl is to achieve permanent equilibrium in the
balance of payments, in which case any
imbalance on current account is financed
smultaneoudy by capitd movements, aflexible
exchange rate is needed, which implies that the
Central Bank should not intervene and that

international reserves should not be built up or
drawvn down. Contrarily, the adoption of a
managed exchange rate produces temporary
movements, not necessarily balanced, between
the current account and the capital account, and,
therefore, fluctuations in internationd reserves.
Medium-term equilibrium presupposesthat these
variations are compensated for within a
determinate period.

Traditionally, the exchange rate has been used
not only as a tool to obtain a certain result in
externa accounts, but also as a short-term
anti-inflationary policy instrument. The scope of
that policy, of course, is limited by the effect of
the exchange rate, as an inflation-fighting
mechanism, can have on the medium-term
equilibrium of the balance of payments through
itsinfluence on the ratio between the production
of tradesble and non-tradegble goods. In the
rather common case of adeclining red exchange
rate -that is, thelocal currency appreciates- the
policy'slimit is determined by theflow of capitd
and avallable international reserves.

Finally, the proof that with a floating
exchange rate the independent fisca and
mongary policies of the indudtridized countries
introduce a factor of high variability into the
relative parities of their currencies has brought
out the need to adopt mechanisms for
coordinating macroeconomic policies a the
internationd level. The exchangerate has played
akey rolein this regard. Indeed, the European
Mongary Sysem, unlike the dynamics between
the three mgor internationa currencies (dollar,
mark, yen), can be conddered as an example of
close coordination between the signatoriesfiscal
and monetary policies, basad on amechanism for
fixing exchange rates. This is particularly
important for Latin America, & a time when a
good pat of the region is trying to begin the
process of subregiona integration.

2. Measurement of real exchange rates

Trendsin thered exchangerates of the countries
of the region have been observed by usng
purchasing-power-parity as an indicator
despite its known limitations. To that end, the
exchange rate of a given year (in this case
1980-1985 were used as reference years) was
adjused according to the ratio between the

230

increase or decrease in the domestic prices of
each country and those of its main trading
partners. The average was calculated by
weighting theratio obtained at the bilaterdl level
by the value of trade, including both exports
and imports, in the 1985-1990 five-year

period.



There is no consensus about which price
indicator isthe mogt useful for this measurement.
The consumer priceindex isgenerdly used. It has
the advantage of being reedily available and is
caculated by using smilar methodologies. The
wholesale price index, which gives a clearer
picture of trade in goods, is aso used. The
wholesale price index consists mainly of
tradeable goods, while the consumer priceindex
also incudes services, which are generdly not
tradeable.

Given the tremendous variance between
exchange rates, the weighted average could be
sgnificantly different from the bilateral price
ratio. Therefore, the generd index was broken
down into sub-indexes representing each
country's trade with four countries or a regiond
group: 8 United States; b) the main countries of
the European Economic Community; ¢) Japan,
and d) themain trading partnersin Lain America
and the Caribbean, usually neighbouring
countries.

A good ded of trade in goods and services
between neighbouring countries has taken place
andisrapidly affecting the dividing line between
tradeable and non-tradeable output. For al these
reasons, indicators of bilateral competitiveness,
broken down by regions, were caculated on the
basis of ratios between consumer price indexes.
They were dso cdculated on the bass of ratios
between wholesale price indexes (see table 2).

Even though these indicators describe
different levels and sometimes show divergent
trends, they generdlly movein the samedirection.
Argentina was the mog outstanding example in
1990-1991, when a considerable difference was

recorded between rises in consumer and
wholesdle prices. Thus, while theloca currency
had been dgnificantly revalued during that
period in terms of the consumer price index (the
respective red exchange rate index plummeted
by 40%), it was dightly devaued when compared
towholesdeprices.

The bregkdown into regiona sub-indexes
makes it possible to obsarve that exchange rate
fluctuations between drong currencies lead to
variations quite different from the respective
bilateral exchange rates. It is dso clear that the
gppreciation and depreciation of the currencies of
the larger-scde economies of the region hed
considerable influence on the average real
exchange rate of their neighbours. That
phenomenon was particularly intense in the
group comprised by Argentina, Balivia, Brazil,
Paraguay and Uruguay, countries that trade a
large volume of goods and services with one
another.

All the above led to consderable differences
between the average exchange rate of each
country and those that meesure eech bilatera
ratio. From the mid-1980s onward the countries
of the region have revaued their currencies
againg the dollar, which has generdly been
adopted as the standard. They greetly increased
their competitiveness between 1985 and
1988-1989 in the areas of bath the German mark
and theyen, only to later fal back tolevelsbdow
those recorded in 1985. Exchange rates in
Argentina and Brazil fluctuated wildly,
producing sgnificant annual variations in ther
bilatera ratios with neighouring countries (see
figure 1).

3. Trendsin exchange rate policies during the 1980s

Ever snce the outbresk of the regiond externd
debt criss, the countries of Latin Americaand the
Caribbean have launched several economic
programmes of externa adjusment and price
stabilization, in which exchange rate policy
adwaysfiguresto somedegree. In generd, thelagt
10yearsaredivided into three mgor periods. The
firg runs from the beginning of the externa dett
criss up to the mid-1980s. During thet time, in
order to ded with the turnaround in externa
trandfers, a group of countries made externd
adjustment the priority objective of their

exchange rae policy, which led to a Sgnificant
rise in ther red exchange rates. The second
period, more or less concurrent with the second
haf of the 1980s, was characterized by the
widespread adoption of a policy of maintaining
or raisng the real exchange rate; aso, the
dilemma between external adjustment and
gabilization began to be taken into account.
Findly, in the late 1980s and even more S0 in
1990-1991, gahilization became thetop priority
of exchange rate palicy, within the new financid
context of podtive externa transfers. These
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Figure 1 (concluded)
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changes were more or less defined in each
country, depending on the amount of their dett,
the direction and magnitude of their externd
transfers and the interaction of trends in ther
volume of foreign trade and the terms of trade.

a) Thedtuation in Latin Americain theearly
1980s

The outbresk of the externa debt crisis
highlighted, with a new sense of urgency, the
need to deal with the increase in interest
payments. Since the flow of externa financing
was interrupted, the only possihility of making
those paymentswas to achieve apoditive balance
on current account sufficient to compensate for
the larger outflow of foreign currency.

The problem manifested itsdf differently in
each country. The mog indebted, which therefore
had to use alarge portion of their export earnings
to make interest payments, hed a more difficult
Stuation to contend with than those with alower
debt-servicing burden. In fact, the countries that
were gble to maintain a pogtive net trandfer of
resources did not experience adebit crisis.

In this context, the most indebted countries

2
depreciated their currencies,  making
equilibrium of the current account of the balance
of paymentstheir top priority, on the assumption
that the capital account would remain neutrd in
the immediate future, which implied an
automatic renewa of amortizations of the debt.
Inthe early 1980s, thiswasthe Stuation of Brazil,
whose externa interest represented 57% of its
exports, Argentina (54%), Chile (50%), Mexico
(47%), Bolivia (43%) and Nicaragua (42%) (see
table 3). There was an dorupt turnaround in the
net transfer of external resources in al those
countries (see table4). In dmog every case, the
red exchangerate rose sharply between 1981 and
1983. In some countriesit dimbed back uptoits
previous levels, dter the declines poged in the
framework of grategies in which exchange rate
policy played an essentidly anti-infletionary role
(seetable 2 and figure 2).

Nicaragua was a specid case in this regard,
since unlike the other countries in that group, it
received a large volume of externa financing.

The net trander of resources to Nicaragua was
smilar to its export pettern in the triennium
1981-1983 and far surpassed exports between
1984 and 1989. Although it did not attain those
levels externd trandfer was pogtive in the other
Centra American countries. Sincethey wereless
indebted, they also had less need for asgnificant
red devaluation. Coda Rica, with relatively
higher indebtedness and a ba ance-of-payments
criss, raiseditsred exchange rate between 1931
and 1982. Paraguay and Uruguay did likewisein
those same years, even though the pressure of
external debt interest on exportswaslessthan the
regiona average. In Uruguay, thiswasrelated to
the low leve of the redl exchange rate in 1982.
Both caseswere influenced by the exchange rate
policies of Argentina and Brazil. The other
countries of the region were not highly indebted
and did not noticeably maodify their real exchange
ratesat that initial stage.

b) The second half of the 1980s

As mentioned above, the firg reaction of the
overindebted countries was to reorient their
economies towards increasing exports. Therise
in thered exchange rate and the policy to control
domestic demand that was implemented in those
countries in the firg haf of the 1980s abruptly
reduced imports, in the midst of successive
restructurings of the external debt and adjustment
programmes adopted in the framework of
agreements with the Internationa Monetary
Fund.

The drop in internationd oil prices in the
mid-1980s affected those countries of the region
that export hydrocarbons and introduced
disequilibria into their balance of payments. It
aso had an impact on ther nationd accounts,
since the fiscal revenue of those countries
depends largely on petroleum exports. The
response to this situation was severe red
devduations, which led to a widespread rise in
the real exchange rate in the region, with some
mgor exceptions, especidly Brazil and Peru.
Between 1984 and 1987, Ecuador devaued its
currency by 23% in red terms (efter devaluing by
37% in 1983), while Venezuda, Bdlivia ad

The methods used ranged from considerable devaluations to complete non-intervention by the monetary authority in the
foreign exchange market, which in practice meant a sharp drop in supply in a high-demand market.

235



Figure 2
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Figure 2 (continued)
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Figure 2 (concluded)
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Mexico devaued their currencies by 62%, 58%
and 44%, respectively, in red terms. Therefore,
the decline in the terms of trade in al the
petroleum-exporting countrieswas largely off st
by the depreciation of theircurrencies. Colombia,
a country that hed large oil surpluses in the
mid-1980s, aso declared a red devauation of
70% during that same period in response to
waorsening baance-of-payment problems, which
began in the early part of the decade, owingto a
declinein both the price of coffee and the volume
exported under the new international coffee
quota regime. The notable depreciation of the
bolivar coincided with the oil and coffee bonanza
of 1985-1986, which generated a substantid
increase in international reserves (see tables 5
and 6 and figure 2).

The South American countries that do not
export petroleum, dmog dl highly indebted,
continued to raise the red exchange rate as part
of their srategies to expand exports, with the
exception of Brazil, which in acontext of overal
indexation maintained its exchange rate.
Between 1984 and 1988, Argentinaraised itsred
effective exchange rate by 45%, Chile by 76%,
Paraguay (lessindebted) by 48% and Uruguay by
15%. The Central American countries also
condderably devaued their currencies in the
midst of severe economic, and in some casss
political, crises. The exchange rate corrections
made by Guatemaaand the Dominican Republic
are notable exam pies of that process.

However, the countries that raised ther red
exchange rates had problems in controlling
domestic inflation in a context of fiscal
imbaances (partly due to the burden of interest
payments on the external public debt) and
indexation mechanisms. Therefore, during the

: second hdf of the decade, when the process of
restructuring the external debt was further dong
and interest payments were putting less train on
export earnings, higher priority began to be given
to stabilizing pricesingead of expanding exports.
Two examples of thiswere the"audtrd plan” in
Argentinaand the "cruzado plan” in Brazil, both
failures, which after a corrective devauation
froze the nomind price of the dollar, a measure
which eroded the red exchange rate until the
fixed parity policy wasfindly replaced by one of
periodic mini-devaluations. The programme
launched by Mexico in 1987 -which included a
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condderable fiscd adjusment, tighter monetary
policies, externa financing and eements of
heterodox income and price policies- aso
contained an important component of
anti-inflationary policy, namdy curbing the dide
in the exchange rate. The stabilization
programme that Bolivia launched in 1985
adopted the nomina exchange rate as an
"anchor" in early 1986, and then edtablished a
diding parity sysem the following year. In
Uruguay, the risein demand from Argentinaand
Brazil due to their respective stabilization
programmes (austral and cruzado), which
sgnificantly increased the externd purchasing
power of their economies, confronted the
economic authorities with an economic policy
dilemmathat would later become common to the
region: an abundant flow of foreign currency
conddered to be temporary, which tended to
reducethered exchangeratein acountry that had
adopted an export strategy. Corrective
devaluations were made to respond to this
Stuation, attempting to prevent deterioration of
thered exchangerate, which in an economy with
ahigh degree of indexation introduced an inertial
inflationary component.

Brazil and Peru adopted policies which
differed from those usad in the rest of Lain
America. Brazil's economic policy was
characterized by grong fluctuations during the
1980s, dternating between fixed exchange rates
with price freezes and liberdization of domegtic
prices combined with exchange rates st by a
diding parity sysem. These latter programmes
employed indexation mechanismsthet prevented
a"dollarization" of the economy, avery common
phenomenon in the region. Thus, ater theinitia
impact of the external debt crisis, the real
exchange rate rose dightly between 1984 and
1987. Peru's moratorium on the externa debt,
together with anti-inflationary mechanisms to
regulate prices and control exchange rates, led to
a continuous reduction of the redl exchange rate
from the time the new Government took officein
1985.

¢) Exchangerate policy in the early 1990s

By the late 1980s and early 1990s, exchange
rate policy commonly came to be usad less to
shore up the balance of payments and more to



achieve stabilization. The rapid rise in prices
brought on by fisca and monetary imbalances
-which in some cases involved hyperinflationary
episodes that raised the regional annual inflation
rate of 65% in 1986 to 800% in 1988 and 1,200%
in the biennium 1989-1990- led most of the
countries to focus macroeconomic policy on
stabilization. After Bolivia's bout with
hyperinflation in 1985 and the sharp rise in prices
inMexicoin 1986-1987, inflation sped up rapidly
in almost every country of the region by the late
1980s. Thus in 1988 inflation skyrocketed in
Argentina, Brazil, Costa Rica, Ecuador,
Nicaragua, Peru and the Dominican Republic, a
phenomenon that in the following two years also
affected Chile, Guatemala, Haiti, Honduras,
Paraguay, Venezuela and Uruguay. The gradual
acceleration of prices in Colombia pesked in
1990 with the highest rate of the decade. Few
countries escaped a speed-up of inflation in the
late 1980s, although there were huge differences
in both absolute and relative terms.

Anti-inflationary policies were based on
rigorous fiscal adjustments and tighter monetary
programmes. The exchange rate was managed in
response to two general trends. In some countries
it was used as an "anchor" in price formation;
such was the case in Mexico, Bolivia and
Argentina, which in 1991 established an
exchange rate a a legally fixed parity with the
dollar. In other cases, the foreign exchange

market was liberalized and flexible exchange
rates were adopted with some degree of
intervention by monetary authorities.
Government intervention in the foreign
exchange market (in conform ity with floating rate
systems) took on a variety of forms: a managed-
floating rate (Brazil, El Sdvador, Paraguay, Peru,
Venezuela), periodic mini-devaluations within a
margin of fluctuation (Chile, Guatemala -with
auctions- Uruguay) and auctions (Bolivia). The
countries that established systems based on fixed
parities or with decreasing mini-devaluations
used this tool as the pivot of their domestic price
stabilization programmes. Those that opted for a
floating exchange rate with government
intervention sought a middleground that allowed
for reducing inflation and at the same time avoided
a sharp drop in international competitiveness,
within the framework of a strategy that kept real
exchange rates relatively high and stable.

Some countries continued to give high priority
to their balance-of-payments objectives.
Ecuador, which devalued dlightly more every
week, tried to avoid the erosion of the exchange
rate by correcting with discrete devaluations the
differences between the rise in domestic prices
and the weekly dlide of the nominal exchange
rate, which was announced in advance. Costa
Rica, Honduras and the Dominican Republic
maintained exchange rates managed by
non-periodic devaluations (see table 7).

4. The new economic and financial situation
in the region and the world

a) Main characteristics

Ten years after the outbreak of the externa
debt crisis, the econom ic situation has changed in
Latin America and the Caribbean, and in the
industrialized countries, aswell.

First, most of the countries of theregion arein
a new stage of their fiscal adjustment. The last
few years have seen an impressive decline in the
financial needs of the public sector in Nicaragua

(33% of GDP), Mexico (18%), Brazil (56%),
Panama (9%), Venezuela (10%), Ecuador (8%),
Argentinaand Uruguay (6%) and Peru (5%), with
a lesser athough sizeable reduction in Bolivia,
Guatemala and Honduras (4%), the Dominican
Republic and Costa Rica (3%) and Colombia
(2%). Many countries converted their fiscal
deficit into a surplus. Chile and Paraguay also
deserve special mention, since they have
achieved a fiscal surplus for several years,

The chapter on inflation provides a breakdown of price increases in each country.

The capacity to obtain foreign exchange on the part of a public sector highly indebted in foreign currency is an important
factor that must be taken into account when formulating economic policy. Thus countries whose public sectors export (Chile,
Colombia, Ecuador, Mexico, Venezuela) are in a different situation in terms of obtaining the foreign exchange needed to meet
their external commitments than those in which the public sector has to make payments abroad in foreign exchange but the positive
international trade balance is essentially achieved by the private sector (Argentina, Brazil, Uruguay).
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especidly Chile. In 1991, sx of the 18 countries
for which information is available showed a
surplusin the non-financia public sector and two
others were in balance. Moreover, two had
baanced their centra Government finances,
while five posed a deficit in the non-financid
public sector of 3% or less of GDP. Only three
countries (Brazil, El Sdvador and Nicaragua)
continued to have seriousfiscd disequilibria(see
table 8).

Declining financia needs of the public sector
also eased pressureto increase the money supply.
In turn, private-sector credit became tighter.
Given thiscontext, with very few exceptions, the
domestic interest rate in recent years has
remained podtive in red terms. The red rates
show amarked risein certain countries that have
implemented tight monetary policies to fight
inflation (Mexico in 1988-1989, Chilein 1900,
Brazil in 1991), but became notably negetive
during periods in which inflation rose abruptly
(Argentinain 1989, Peru in 1990, Venezudain
1989, Guatemaa in 1990-1991, Ecuador in
1988).

Pogitive red rates combined with the dower
depreciation of local currencies led to high
intere rates in dollars. There were periods in
1991 during which Argenting, Bolivia, Brazil,
Colombia, Chile, Ecuador, El Salvador,
Guatemda, Honduras, Mexico, Paraguay, Peru,
Uruguay and Venezuda offered interest ratesin
local currency with equivdent annud raes in
dollars of more than 10%, which was much
higher than the rate in the United States market
(seetable9).

The rise in interest rates to offset excessve
monetary expanson caused by an inflow of
external capital -which transgressed the
monetary programme and therefore did nothing
to further anti-inflationary objectives- gave rise
to aviciouscircle. The inflow of capital tended
to lower the real exchange rate. Monetary
authorities bought foreign exchange to avoid a
Sizegble exchange rate lag, ameasure that led to
an expangon of the money supply. Then, to
neutralize excess money in circulation, they sold
securities on the open market a attractiveinterest
rates. Theriseininterest rates and the downward

trend of the red exchange rate produced high

yiddsindollars, whichin turn imulated another
inflow of externa capita. Thus the real interest

rate rose with no particular effect on the money

supply, so that dong with high redl interest rates

the money supply expanded consderably.

Theinternationd interest rate, in turn, showed
a downward trend, particularly in the United
States, due to a monetary policy designed to
mitigate the effects of adomedtic recession. Ina
new context of less fiscd and exchange rate
uncertainty, fewer economic policy regulations
and a higher degree of openness to the outside
world, the combination of international rea
interest rates below the long-term trend and
domestic ratesin loca currency with high dollar
yields brought in a large volume of externd
capitd. That was accompanied in some cases by
a reduction in the external debt burden, after
severa agreements to renegatiate the principa
under new conditions, including the reduction of
itsnomind vaue. In 1991, for thefirs timesince
the debt crisis broke out in 1982, the net transfer
of externa resourceswas pogitive. In 1990-1991,
the net trandfer of externd resourcesto theregion
as awhole was equa to one sixth of the exports
of goods and services, since it went from a
negative trander of some 9% of exports to a
positive one of 7%in 1991 (seetable 4).

The flow of externd resources in the early
1990s has been very different from that of the
1982-1988 period, when the net transfer of
resources from the region was equivaent to close
to one fourth of its exports. The rise in externa
financing was particularly high in Mexico,
Venezudaand Argentina. The turnaround in the
net trandfer of resources over the lagt three years
was spectacular in three countries: Mexico after
sending resources abroad for US$11.3 hillion in
1988, received US$14.7 billion in 1991;
Venezuda had transferred out resources for
US$6.1 hillion in 1990 but received US$L2
billion in 1991; and Argentinas trander, though
remained negative, was US$5.8 hillion less in
1991 then it hed been in 1989.

Although no breskdown of figuresisavailable
for al the countries of the region, closeto 25%
of the USHO0 hillion in externd capital received

Thisgroup includes Honduras, which provided data only for the central Government.
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in 1991 corresponded to direct investment
(including privatizations) and some 20% to
portfolio investment. Short-term private capitd,
entered under "errors and omissions' in the
balance of payments, and registered short-term
capital, contributed another 25% of the total.
Thus, dlightly less than hdf the resources
received corresponded to portfolio investments
and short-term capital, which were a times
highly volatile.

On the other hand, a large proportion of the
capitd inflow led to acondderableincreasein net
international reserves, which put the monetary
authoritiesin astronger financid podtion to dedl
with cyclical problems. Some countries that
rapidly increased their purchases abroad
maintained or even incressed the number of
months that their imports could be covered by
their international reserves. For example,
Argentina, which doubled its imports, hed a the
end of 1991 reserves to cover saven months of
imports, Venezuela, which increased imports by
50%, was able to cover more than nine months;
Mexico, with sgnificant risesin imports for four
yearsin arow, had by the end of 1991 reserves
to cover more months (4.4) then it had had two
years earlier. A dmilar Stuation occurred in
Chile (reserves to cover dmogt nine months of
imports), Colombia (practicdly a year), ad
Uruguay (which, counting its gold reserves, had
more than nine months) (see table 10).

b) The new situation and macroeconomic
adjustment processes

Each country has faced the recent changesin
the capita market under different conditions. In
generd, the economies of the region adjusted
their external sectorsduring the second hdf of the
1980s, through some mix of increasing exports
and reducing imports on the basis of risng red
exchange rates (see table 11). Different methods,
however, were used to achieve externa
adjustment. In some countries (Chile, Colombia,
Mexico, Uruguay), therisein exportsand amore
relaxed situation of external indebtedness
increased import and normal debt-servicing
capacity. Others-for example, Argentina, Brazil
and Peru- dso in a context of fdling imports,
placed a series of moratoria on externd debt
servicing, applicable to payments of both

principal and interest, which in practice
amounted to non-voluntary externd loans.

The method used to achieve external
adjusment mede it possible, in some cases, to
condderably increase theratio between tradeable
goods and non-tradegble goods, after a relative
price adjustment in favour of the former. Other
countries, however, even though they haveless
of an externa imbaance, show no sgnificant
changeinthisratio.

The aborupt reversd in the flow of externa
capital obliged dmog dl the countries of the
region to establish a new reldive price scheme
that was different from the one of the previous
period. Although this pasesachdlengefor al of
them, in 0 far as it dgnificantly changes the
Srategy amed at achieving rlaively high, stable
redl exchange rates, the problem is more serious
for those countries that have yet to achieve a
suitable balance between the production of
tradeable and non-tradeable goods. In other
words, a drategy oriented towards integration
into the international market will place greater
demands to increase productivity on the
economies that produce fewer tradesble goods,
in acontext that continues to favour alower redl
exchangerate.

The dfect of renewing the flow of private
capitd into the region aso varieswith theinterna
Stuation in each country and the type and the
intended use of that capital. The effects are
different on production and externd redtrictions
when external savings are usad to produce
exportable goods -generally linked to the
exploitation of naturd resources (petroleum,
minerds or indudries that process those raw
materias)- or when they are usad for investments
in public services enterprises (power generdtion,
banks, td ephone companies), which normally do
not produce tradeable goods and services.

On the other hand, the inflow of resourceswas
duein part to purchases of government securities
or shares liged on the stock exchange. The new
gtuation in the countries of Latin America and
the Caribbean raises less uncertainty about
economic policy and, in some cases, offers the
possibility of meking attractive profits: in some
countries, the price-earningsratio of shareslised
on the stock exchange was low, while
government securities offered high interest rates.
This and the decline in the internationa interest
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rate provided incentives for investing in the
region’'s main sock exchanges, which produced
asharp rise in both the volume traded and total
market value. Thiswas how financia resources
poured into Chile, Mexico and Venezudain the
late 1980s and the early 1990s.

Private external capitd aso began to be
channelled into short-term financia investments,
One of the more important was the opening of
time deposits in local or foreign currency in the
banking system, at a time when the difference
between the interest rate offered locdly and inthe
international market was attractive. The
asymmetry between the countries of theregionin
the process of reviving production (or
out-and-out growth, asin the case of Chile) while
applying stabilization policies and the
industrialized countries in recession (the
situation of the United States had serious
repercussions) laid the groundwork necessary for
an increase of capital flows, largely the
repatriation of flight capital. This short-term
financid flow occurred virtudly throughout the
region. Information is till not available about
how commercial banks in each country
channelled those resources into domestic credit
or into the acquisition of externa assets.

Thelarger flow of external resourcesreceived
in these two ways (portfolio invesment ad
deposits) may well be absorbed more quickly in
those countries that are dill affected by dgnificant
externd condrants. Even so, the move from scarce
to abundant externd financing will introduce
digortion factors during the trangtion period until
such time as capitd formation isreactivated. It is
possible that for a time demand will respond
dowly to new invesment, especidly in those
cases where savere adjusment-rd ated congraints
on domestic demand deactivated certain
mechanismsin the investment-production process.

The volatility implicit in capital flows affects
an economy differently depending on the degree
of liberdization of the capital account. Whilein
some cases the programme of opening up to the
outside included broad liberdization of capitd
transactions, in others, rulesare till applied that
are designed to reduce the effects of aorupt inflows
and outflows of externd capitd. Experience shows

During the recent external debt crisis, the public sector,
(or ex-post guarantor) of the private sector's loan arrears.
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that itis not easy to control capital flows, but the
fact that capita transactions are sometimes il
managed (which implies introducing persond
influence into the speculative management of
capita in order to obtain arbitrating advantages)
would indicate that it is gill possble to use
selective instruments to narrow temporary
differences between an exchange rate that helps
to achieve short-term equilibrium of the balance
of payments -determined above dl by the
financid market- and an exchange rate that
provides medium-term equilibrium in markets
for goods and financid markets.

At the domedtic levd, the economies of Latin
America and the Caribbean dso have different
price dahilization and Sructurd reform programmes
In some cases (Chile, Balivigs Mexico, Caombia,
Coda Rica), condderable progress was made on
both fronts. Tax reforms were introduced and
expenditures restructured to reduce the financid
disequilibrium of the public sector; new meesures
were taken to liberdize externd transactions, and
regulationswere scded down in differert economic
and financid spheres. In other cases (Argenting,
Peru, Venezuda), the new international Stuation
coincided with the beginning of their
gabilization and structura reform programmes,
in which priority was dso given to reducing the
public sector and liberdizing foreign trade.

Thus, invarying degrees, dl of Lain America
and the Caribbean had opened up to the outside
world by the early 1990s. In 1991, mogt of the
countries implemented more libera policies
concerning transactions on the externa current
acocount or on the capita account, or both. There
were fewer regulations, and, in addition, taxes
were lowered and import duties were made more
uniform.

Indeed, after Chileand Uruguay hed begun to
liberdize their foreign trade in the mid-1970s,
price stabilization programmes around 10 years
later in Balivia, Mexico and Coda Ricaincuded
reducing controls on the import of goods, lowering
taiffs and gpplying them to fewer items. Qued-
taiff barriers were d<o largdy removed. Taiffs
were subsequently lowered by Argentina (1987),
Brazil (1988), El Sdvador and VVenezuda (1989)
and Colombia, Ecuador and Peru (1990).

lly through the Central Bank, acted as the lender of last resort



In recent years, tariff reduction coincided with
adrop inthered exchangerate. In those countries
that began to liberdize years ago, additiond declines
in tariffswere not as steep and thus had no greet
impact on the total cost per import dollar. That
was the case in Uruguay, where the combined
effect of the red exchange rate ad tariffs was
practicaly neutra betwean 1985 and 1991, whereas
in Chile the cost per import dollar in 1991 was
even higher than that of 1985. The countriesthat
liberdlized their foreign trade more recently behaved
differently, with few exceptions. In Argentina,
Brazil, Coombia, Ecuador, Mexico, Paru and
Venezuea, the codt per import dollar in 1991 was
condderably lower then it had been before the
liberalization programme began. On the other
hand, in Bolivia and Codta Rica, devduations
exceeded taiff reductions, dthough it should be
remembered that in Balivia the programme began
with alower red exchangerate, in thewake of a
period of hyperinflation (see tables 12 and 13).

Another conssquence of more abundant externa
financing and a lower cogt per import dollar was
adgnificant jump inimportsof goods and services,
probably starting at low levels because of the
process of current account adjusment begun in
1982. Thevaue of imports doubled in Argentina
in 1991 and in Mexico between 1988 and 1991,
and increased by 50% in Peru and Venezudain
1991,40% in Brazil in the past three years. Only
in Colombiadid importsfal to reppond to therise,
athough they accounted for asmaler percentage
of the GDP, due to a tight credit policy and the
dow-down of domestic activity. Economic
agents' expectations about the tariff reductions
scheduled until 1994 and firg implemented in
1991 aso influenced this Situation.

¢) Thecurrent situation: permanent or
temporary?

The situation of the early 1990s, both
domesticdly and internationdly, is somewhat
uncertain asregards the permanency of somekey
factors. While some current characterigtics can
be consdered as determinants of a new context
that isreasonably long-lagting, others ssemsto be
temporary (seetable 14).

In this case, arevaluation of the United States currency agaii
rates- can be expected.

From the perspective of the current
internationa scene, the current recesson in the
industridized countries, thelevd of interest rates
indollars, marksand yens and therelative values
between those currencies seam to be temporary.
Ontheonehand, red interest rates on depoditsin
the United States are bdow the long-term trend
(and much lower than those of the 1980s); in this
regard, if the United States economy pulls out of
the recesson, the downward trend of its interest
rate could be reversed. Contrarily, a gradud
reduction of Germany's stegp public-sector deficit,
directly linked to the cost of political
reunification with the former German
Democratic Republic, would tend to lower its
interest rate. A higher internationa interest rate,
abet with fewer disparities between the different
currencies, would reduce one of the factors
atracting external capital to the region. A
reectivation of the economies af the Organization
for Economic Cooperation and Development
would have the same effect. A fagter pace of
growth in the more industridized economies
would increase the externd demand for goods
and sarvices from the countries of the region,
thereby paticularly offsetting through the current
account apotentia declinein the capita account.

The reduction of the externa debt burden of
the region's economies should be considered, on
the contrary, as a more lagting podtive factor,
even though arisein internationd interest rates
implies a greater outflow from the current
account. The current flow of externd financing,
which is based to alesser extent on indebtedness
to theinternationd financid sysem and includes
a good part of repatriated flight capital, in turn
represents a dgnificant difference between the
Stuation of the 1970s and the present.

Changesintheterms of trade are essentidly a
temporary factor. What happened in Colombia
and Chile with the gtabilization fund for coffee
and copper, respectively, offers an dternative
that should be taken into account when attempting
to palliate the domestic impact of abrupt changes
in the relative prices of leading export products.

In addition, some aspects of the domegtic
Stuation at the end of 1991 are less temporary
then others. Firgt, many of the economies of the

the mark-implicit in the difference between the current interest
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region are functioning on new bases, which give
priority to macroeconomic equilibrium in
fundamentd areas. That has condderably reduced
uncertainty about the likdihood of change in
medium-term policy guideines, and greetly
alded in decision-making about new investments.

From the fiscd viewpoint, the present context
is the result of adjustments based on sructura
reformsand provisonstha had basicdly cyclica
effects. In some economies, the rise in the tax
burden in rea terms, which included the
well-known "Tanzi-Olivera effect” in cases of
fdling inflation, was achieved in some cases
through tax reforms, but in others through
temporary measures. Part of the rise in revenues
was due to better adminigtrative procedures. A
rise in public rates aso made it possble to
baance the operationa management of those
enterprises. The sale of public enterprises
brought in additional income, which in some
cases (Argentina, Mexico, Venezuela) was
considerable. Public expenditures were also
reduced, sometimes by diminating redundant
expenditures and in othersthrough dragtic cutsin
investment, socid spending and the wages of
government employees. Interest payments were
also reduced, owing to the decline in externd
indebtednessand in theinternationa interest rate.

Although many of these cases can be consdered
to berecurring, otherstake place only once or are
only temporary. Income from the sdle of public
enterprises is a one-time occurrence. The
aforementioned decline in the red international
interest rateto alevel below the long-term trend,
could be quickly reversed. The contraction of
fiscd spending by cutting back on investment
and that of expenditures for public services that
respond to a permanent and growing demand
(education, public hedlth, urban security) could
also turn around abruptly. Therefore, those
countries that achieved fiscal equilibrium
through procedures that could be conddered
temporary will find themselvesin a more fragile
Situation than those who restructured their public
sector by creating new permanent fiscal
structures.

Domestic credit policy, closdly linked to the
change in nationa accounts, could aso have an
impact on red exchange rate trends. Monetary
policies desgned within the framework of aprice
stabilization programme are normdly predicated
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on pogitivered interest rates. Because of the need
to offst an expangon of the money supply
corresponding to public-sector credit, those redl
rates might aso have to be high. In that event,
which generdly goeswith ahighyiddin dallars
once the devadudtion rate of thelocal currency is
discounted, a Sgnificant inflow of externd capita
should be expected, which tends to appreciate the
locd currency in floating exchange rate systems.
That dtuation should not last long, Since high redl
interest rates discourage investment and
undermine the solvency of indebted firms,
including thefinancid system. Inthisregard, the
continuity of the flow of externa resources will
be conditioned by trendsin this process and will
aso influence changesin the red exchange rate.

The policy of openness and liberdization of
foregn trade should be conddered as a new
permanent eement of the economies of the
region over the medium term, but pressure from
contained imports will only have a temporary
effect in those countries that have recently
liberalized.

To 9um up, an anayss of the economies of
Latin America and the Caribbean in the early
1990s, dmog 10 years dfter the outbregk of the
externd debt crigs, clearly reveds, with few
exceptions, anew context that ismore favourable
from the viewpoint of both the external
environment and domestic macroeconomic
equilibria. The degree of consolidation and
permanency of the externd adjusment and the
stabilization programmes differs from country to
country. However, there is overall fiscal
improvement. Permanent and temporary factors
coexig in this new context, both domedticaly ad
internationdly. In any case, and even taking into
account the uncertainty that does exist, the
current Stuation leads oneto believethat the real
exchangerate of the 1990sin those countriesthat
have achieved or are in the process of achieving
a 0lid macroeconomic equilibrium will tend to
be below the high levels recorded in the
mid-1980s at a time of greater external
condraints. Even though the redl exchange rate
obsarved at the beginning of this decade could be
affected by short-term economic factors that leed
to an exaggerated gppreciation of local currencies
(owing to overshooting), that factor will have to
be conddered as a pat of the basic drategy in
future export-promotion programmes.



Table 1
EXCHANGE RATE ARRANGEMENTS
(End of year)
1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
World total 136 138 140 143 146 146 147 148 150 150 150 152 152 156

Currency pegged to:

U.S. dollar 42 42 39 38 38 33 34 31 32 38 36 32 25 24
Other currencies 53 52 55 56 56 58 60 63 59 54 58 60 60 56
Cooperative
arrangements 5 8 8 8 8 8 8 8 8 8 8 9 10 10
Limited flexibility. . . . . . . . . . . . 9 7 5 5 4 4 4 4 4

Adjusted according to
a basket of indicators 5 3 4 5 5 6 5 6 5 5 5 5 5

Floating (managed

and flexible) 33 32 36 40 41 39 41 48 56
Limited flexibility

and floating 31 33 34 37 39. . . . . . - -
Latin America 19 19 9 19 19 19 19 19 19 19 19 19 19 19

Currency pegged to:
U.S. dollar 12 12 11 11 11 10 10 8 9 9 10 5 3 3

Adjusted according to
a basket of indicators 4 2 4 4 4 3 4 3 3 3 3 3 2 2

Floating (managed
and flexible) 3 5 4 4 4 6 5 8 7 7 6 11 14 14

Sour ce: BEQLAG, on the basis of figures from the International Monetary Fund (\MF) International Financial Satistics, several issues.



Table 2

LATIN AMERICA AND THE CARIBBEAN: REAL EFFECTIVE EXCHANGE RATE

INDEXES FOR EXPORTS?

(1980=100)
Count ry JDeflatorl978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Al -exporting
countries
Bolivia (03] 92 93 100 72 93 57 57 65 88 0 95 87 123 139
Col onbi a A 104 102 100 20 86 88 9% 111 147 163 167 170 192 190
WPl 103 99 100 92 86 86 91 103 128 141 143 143 164 162
Ecuador A 9 100 100 93 99 9 136 133 147 167 195 200 212 201
Mexi co (0% 116 111 100 88 132 140 123 12 1/0 177 144 1A 132 120
W 115 109 100 9 1¥4 137 114 113 148 151 126 12 121 109
Peru (03] 115 111 100 87 78 89 88 106 %5 86 89 55 45 37
Venezuel a A 110 109 100 91 86 98 113 114 138 183 177 209 218 205
WPl 107 109 100 92 85 94 103 97 107 132 137 148 164 162
Non-ol | -
exportlng
countries
Sout h Aneri ca
Argentina A 1656 123 100 114 176 176 155 163 175 214 224 235 185 141
W 133 109 100 111 125 123 113 124 151 192 171 162 165 172
Brazil A 72 81 100 82 77 102 108 111 118 16 104 80 72 84
WP| 83 92 100 82 78 94 87 88 92 96 86 66 62 7
Chile (0% 115 115 100 82 93 110 113 141 173 189 19 187 197 14
WPl 133 118 100 8 105 11 111 127 147 155 1/8 170 180 170
Par aguay’ A 138 117 100 94 113 131 127 1% 167 180 18 1% 195 169
Ur uguay A 145 128 100 86 88 130 131 13 134 139 150 150 174 150
WP 135 111 100 9% 106 136 15 15 128 120 145 152 172 146
Central Anerica
and the
Cari bbean
CostaRica (03] 96 9 100 170 173 140 134 137 147 153 160 151 153 166
W 105 102 100 14 128 107 106 110 118 130 13¥ 133 139 147
B Salvador (P 109 106 100 85 76 70 63 53 87 74 65 56 75 72
Quat emal a A 98 98 100 89 91 91 0 80 14 148 149 150 176 14
Hai ti ¢ A 16 106 100 95 93 86 83 78 80 %5 9% 16 121 112
Hondur as A 107 106 100 93 87 82 80 79 86 92 93 86 14 157
N caragua A 116 116 100 76 60 46 33 28 1 3 52 63 48 46
Doni ni can
Republic (03] 100 101 100 O 19 116 159 13 124 153 17/ 128 115 118

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).
* Corresponds to the average of the real exchange rate indexes (main official) of the currency of each country relative to the
currenciesof itsmain trading partners, weighted by the relative volume of exportsto those countries. These weightings correspond
to the average for the period 1986-1990. For further details on the methodology and sources used, see the Statistical Appendix
of the Economic Survey of Latin America, 1981. The exchange rate used was the average of the average buying and selling
rates reported by the main commercial banks to the Banco de México up till July 1982, the preferentia rate for essential imports
from August to November 1982 and the average of the buying and selling rates in the managed market from that date onwards.

° The flexible floating or parallel exchange rate was used.

Key: CPl = Consumer price index
WPI = Wholesale price index.
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The commercial exchange rate was used from 1987 onward.



Table 3

LATIN AMERICA AND THE CARIBBEAN: DEBT SERVICE (INTEREST)

Brazil
Argentina
Chile
Mexico
Bolivia
Nicaragua

Latin America and the Caribbean

Costa Rica
Ecuador
Colombia
Peru
Dominican Republic
Honduras
Uruguay
Venezuela
Paraguay
El Salvador
Guatemala
Haiti

TO EXPORTSRATIO, 1982*
(Percentages)

Interest/exports
(in current
dollars)

571
53.6
495
47.3
434
41.8

411

36.1
30.3
259
251
227
224
224
210
135
119

7.8

24

Exports/gross
domestic product
T(at 1980 prices)

105
16.9
253
155
215
22.6

16-3

437
239
134
223
16.9
315
26.9
29.0
12.2
264
221
24.6

Source: ECLAC, on the basis of figures provided by the International Monetary Fund (IMF) and officia figures of the countries.
* Includes interest paid and interest in arrears. Factor services are not included.



Table 4
LATINAMERICA AND THE CARIBBEAN: NET TRANSFER OF RESOURCES "
(As a percentage of the value of exports of goods and services)

1982-1988 1989 1990 1991
Latin America and the
Caribbean -243 -19.2 -8.9 6.8
Oil-exporting
countries -29.1 -12.8 -59 22.0
Bolivia 3.8 47 10.8 51.1
Colombia -3.6 -22.3 -25.1 -25.5
Ecuador -13.8 -10.7 -135 -6.5
Mexico -36.4 -4.2 9.7 36.8
Peru 0.5 -4.5 11.8 56.0
Venezuela -27.2 -32.1 -32.5 7.6
Non-oil-exporting
countries -19.2 -25.0 -12.1 -8.7
Central America and the
Caribbean 174 22.2 15.0 29.4
Costa Rica 49 181 9.6 17.3
El Salvador 11.3 63.6 45.0 24.8
Guatemaa 149 22.4 8.3 419
Haiti 53.3 64.6 71.7 64.0
Honduras 11.2 - 10.8 141
Nicaragua 126.8 1144 64.0 169.2
Dominican Republic 26 -0.9 -14 14.0
South America -24.3 -31.0 -155 -135
Argentina -32.5 -55.0 -31.2 -4.2
Brazil -26.7° -31.6 -18.8 -23.1
Chile -13.1 -4.5 14.3 -3.3
Paraguay 185 -11.4 7.2 27.2
Uruguay -14.7 -18.9 -12.1 -6.7

Source: ECLAC, on the basis of figures fram the International Monetary Fund (MPF) and officid figures of the countries.
* Net trandfers of resources abroad are marked by a (-) sign. Refersto the 1982-1987 period.
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LATIN AMERICA AND THE CARIBBEAN: TERMS OF TRADE FOR GOODS FOB/CIF

Country

Oil-exporting
countries

Bolivia
Col onbi a
Ecuador
Mexi co
Peru
Venezuel a

Non-ofl-exporung
countries

South America
Argentina
Brazil
Gile
Par aguay
Uruguay

and the

Caribbean
Costa R ca
El Sal vador
Cuat emal a
Haiti
Hondur as
N caragua

Domi ni can
Republ i ¢

1978 1979 1980 1981

125

76
72

91

149

EEBBRER

100

93
104

82
92

100

97

E R

110

104
107
107

93

100
100
100
100
100
100

100
100

100
100

100
100
100
100
100
100

100

100
101

8

87
106

114

Table5

(1980=100)

1082 1983 1984

93
87

87

93
82
73
91

81

93
81
91

&

81
78
82

82

92
82

105

92

91
112

1985

71

87

78

1086 1987 1988 1989 1990 1991

116
70

78
52

8 E o & N

69
72

&

SE g8 g g

70

87

102

97

76

76

%

76

61

92
62

87
92

E R

B 88 8 8 8

8

74

70
7
74

67

e R ¢ g

70

81

91

76

62
72

e R&® 8 g

70

78
81
97
87

70

Source: ECLAC, on the basis of officid figures.



INDEXES FOR EXPORTS?

Table 6
LATIN AMERICA AND THE CARIBBEAN: REAL EFFECTIVE EXCHANGE RATE

(Deflated by the consumer price index and adjusted according to the terms of trade)

(1980 = 100)
Country 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Oil-exporting
countries
Bolivia 79 86 100 65 86 53 60 63 7 7 72 66 91 83
Colombia 131 106 100 76 74 82 94 100 171 146 148 145 154 144
Ecuador 76 95 100 93 97 80 125 125 103 115 113 122 140 118
Mexico 88 91 100 89 114 128 104 105 108 126 89 88 92 74
Peru 83 101 100 77 62 85 80 93 74 72 86 51 35 27
Venezuela 65 84 100 93 82 9 126 121 71 115 91 130 162 120
Non-oU-exporting
countries
South America
Argentina 150 123 100 109 150 142 149 131 127 135 148 159 124 93
Brazil 95 98 100 70 61 79 92 92 113 99 99 70 59 76
Chile 111 112 100 72 70 20 86 100 130 151 191 173 166 166
Paraguay® 205 150 100 9 104 116 175 177 186 200 220 242 236 208
Uruguay 158 142 100 83 80 117 126 118 134 145 166 167 173 146
Central America
and the
Caribbean
Codta Rica 108 98 100 144 143 18 117 16 149 129 134 120 108 115
El Salvador 127 117 100 78 71 57 48 41 92 52 49 37 42 38
Guatemala 123 111 100 7 75 7 80 63 115 129 132 134 142 120
Haiti ¢ 127 109 100 67 67 56 65 63 75 97 87 96 93 20
Honduras 126 113 100 82 79 75 74 63 85 7 20 85 140 153
Nicaragua 137 124 100 68 51 38 4 27 1 3 51 63 45 40
Dominican
Republic 102 94 100 113 89 99 143 106 103 115 151 114 83 82

Source: BEQLAC on the basis of figures from the International Monetary Fund (IMF).

" Corresponds to the average of the rea exchange rate indexes (main official) of the currency of each country relative to the
currenciesof itsmain trading partners, weighted by the relative volume of exportsto those countries. These weightings correspond
to the average for the period 1986-1990. For further details on the methodology and sources used, see the Statistical Appendix
of the Economic Survey of Latin America, 1981. The exchange rate used was the average of the average buying and selling
reported by the main commercial banksto the Banco de México up till July 1982, the preferential rate for essential imports from
August to November 1982 and the average of the buying and selling ratesin the managed market from that date onwards.

The commercia exchange rate was used from 1987 onward.

° The floating or parallel exchange rate was used.
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Table 7
LATIN AMERICA AND THE CARIBBEAN: EXCHANGE RATE SYSTEMSIN 1991

Mi ni-devaluations

: Floating with
Country Fg(ried o . i officid
parity Non-periodic Periodic V\(/)Iftr}l|rl.]l amargin intervention

Argentina X

Bolivia

Brazil

Colombia xab
Costa Rica X®
Chile Xx@

Dominican
Republic X

Ecuador X cd

El Salvador

Guatemala X
Haiti

Honduras X®

Mexico - X®

Nicaragua

Panama X
Paraguay X
Peru X
Uruguay

Venezuela

Source: ECLAC, on the basis of offidd data and data from the Internationd Mongtary Fund (MF)

* Included in the exchange rate adjusted according to indicators in the IMF dassification. In 1991 the exchange rate was
decentralized and was Ieft to be determined to a larger extent by the market. Induded in other managed-floating sysems
in the IMF classification. With non-periodic corrections.
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Table 8
LATIN AMERICA AND THE CARIBBEAN: FISCAL ADJUSTMENT
(As a percentage of gross domestic product)

Period government e heNFrSh.
Argentina 1988-1991 NFPS -2.2 -6.4
Bolivia 1987-1991 NFPS -3.0 -4.3
Brazil 1989-1991 NFPS -27.5 -55.6°¢
Colombia 1988-1991 NFPS 0.1 -2.2
Costa Rica 1989-1991 NFPS - -25
Chile 1984-1991 NFPS 17 -6.1
Ecuador 1987-1991 NFPS -1.2 -8.4
El Salvador 1988-1991 CG 5.1 +1.9
Guatemala 1989-1991 CG 0.4 -4.2
Honduras 1989-1991 CG -3.0 -4.3
Mexico 1987-1991 CPS 34 -17.7
Nicaragua 1988-1991 BCG -6.9 -33.5
Panama 1989-1991 BCG 14 -8.7
Paraguay 1990-1991 NFPS 15 (surplusdecreased 1.8)
Peru 1987-1991 BCG -0.6 -5.1
Dominican Republic 1987-1991 BCG 0.8 -3.0
Uruguay 1989-1991 TPS - -6.1
Venezuela 1988-1991 NFPS 12 -9.8

Source: EALAC on the basis of officia figures.

Note: Key: NFPS = Non-financia public sector; CG = central government;

TPS = total public sector (fiscal and quasi-fiscal); BCG = budgetary central government;. CPS = consolidated public sector.

@ The minus (-) indicates a deficit and a (+) sign indicates a surplus. The column includes an adjustment made during the
period referred to. The term NFFS refers to the financia needs of the public sector. The (-) sign indicates a reduction of the deficit.
In the case of a change from a deficit to a surplus, the difference iscomputed as a deficit reduction. ¢ In terms of operational
deficit, the reduction was by 7.2% of GDP, since there was s small surplus in 1981. The NFS has had a surplus since 1989.
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Table9
LATIN AMERICA AND THE CARIBBEAN: INTEREST RATESON LOANSIN LOCAL CURRENCY
(Annual ratesin percentages)

Red rates?® Equivaent ratesin dollars’

1990 1991 1991

| 1 11 v | 1 11 v | 1 11 v

Argentina -942 -326 -34.8 41 -474 -201 -9.8 -0.9 -74.0 -5.9 141 8.9
Bolivia 14.3 14.1 43 -114 -3.7 15.5 14.1 7.5 7.7 15.8 16.0

Brazil -41.1 -623 242 923 188 31.0 194 69.7 426 328 51.9 -6.5
Colombia -13.3 -1.4 4.9 11 -9.2 -0.3 9.7 11.6 9.6 11.3 10.3 7.9
Costa Rica -4.4 -5.8 -1.8 -7.8 -0.4 -0.8 25 4.8 -145 -10.9 8.4 59
Chile 12.3 10.0 -0.6 19.7 3.2 0.8 6.7 17 3.7 21.6 10.4 51
Ecuador -12.9 -3.3 4.7 -34 -13.2 -5.9 -0.4 0.8 -8.9 15.1 18 -155
El Salvador -11.9 -3.6 18.9 -54 2.3 31 3.7 146 216 16.1 13.6 10.7
Guatemala -16.7 -30.3 0.1 -487 9.3 10.7 19.9 12.6 194 357 171 185
Honduras -149 -200 -150 -30.1 -221 -129 14 3.2 7.4 114 -118 3.8

Mexico -1.0 8.8 4.0 -7.4 -3.2 4.0 3.8 -9.5 15.1 11.6 9.7 12.3
Paraguay -6.3 16.0 0.3 9.1 0.4 14.4 18.3 4.7
Peru -439 -306 -993 -434 -157 211 260 233 1271 -453 2737 -200
Uruguay -109 -124 -299 0.7 25 -105 -12.7 8.3 14.6 11.8 7.8 9.4
Venezuela 5.5 -9.7 -6.7 -147 11 -0.4 -0.5 -0.6 -3.8 19.9 1.3 182

Sour ce: ECLAC, on the basisof officia and International Monetary Fund (IMF) figures.

#Nominal rates (quarterly averages) deflated by the respective rates of increase or decrease in the consumer price index (during
the quarter). Nominal rates (quarterly averages) less their respective rates of devaluation (during the quarter), according to
data provided by the International Monetary Fund (IMF).

Table 10
LATIN AMERICA AND THE CARIBBEAN: IMPORTS OF GOODSAND SERVICESAND
RESERVES (EXCLUDING GOLD)

(Number of monthsf

1980 1985 1991
Argentina 6.2 7.4 7.2
Bolivia 15 34 0.9
Brazil 25 75 3.4
Colombia 10.6 3.8 11.1
Costa Rica 11 4.8 4.9
Chile 53 75 8.8
Ecuador 4.2 4.0 3.8
Mexico 14 3.2 4.4
Peru 6.0 7.9 55
Uruguay 2.1 2.0 2.2
Venezuela 5.2 12.7 9.3

Source: EQLAC, on the basis of officid and International Monetary Fund (IMF) figures.
2 Corresponds to the number of months of imports of goods and services covered by reserves, excluding gold.
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Table 11

LATIN AMERICA AND THE CARIBBEAN: CURRENT ACCOUNT OF THE BALANCE OF
PAYMENTS

(In billions of dollars)

Trade balance Current account
1982 1985 1989 1991 1982 1985 1989 1991
Latin America -13 30.2 27.1 0.4 -40.9 -3.6 -7.0 -20.3
Oil-exporting
countries 13 16.0 8.9 -63 -16.6 16 -3.6 -14.0
Bolivia 0.3 - -0.2 -0.2 -0.1 -0.3 -0.4 -04
Colombia -2.3 -0.7 12 2.6 -2.9 -1.8 -0.2 2.6
Ecuador -0.2 10 05 04 -1.2 0.1 -0.6 -0.6
Mexico 6.3 9.2 19 -84 -6.4 0.5 -4.1 -14.1
Peru -0.7 10 0.8 -1.1 -1.8 - -0.5 -2.5
Venezuela 2.1 54 4.7 24 -4.2 31 2.2 11
Non -oi 1-exporting
countries -2.6 14.2 18.2 9.0 24.3 -5.0 -34 -6.2
South America -1.0 15.6 20.2 113 -21.7 -3.0 -9.0 -3.7
Argentina 2.7 44 51 29 -2.4 -1.0 -1.3 2.7
Brazil -2.8 10.7 13.3 6.9 -16.3 -0.4 10 -0.4
Chile -0.4 0.5 0.9 16 -24 -1.3 -0.9 -0.2
Paraguay -0.5 -0.2 0.3 -04 -0.4 -0.2 0.2 -0.5
Uruguay - 0.2 0.5 0.3 -0.2 -0.1 0.1 0.1
Central America -16 -15 -19 -23 -2.6 -2.0 -2.6 -2.6
Costa Rica 0.1 -0.1 -0.3 -0.1 -0.3 -0.3 -0.6 -0.2
El Salvador -0.2 -0.3 -0.7 -0.7 -0.3 -0.2 -0.6 -0.3
Guatemala -0.3 -0.1 -04 -04 -04 -0.2 -0.4 -0.4
Haiti -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2
Honduras -0.1 -0.1 - -0.1 -0.2 -0.3 -0.2 -0.4
Nicaragua -0.4 -0.6 -0.3 -0.5 -0.5 -0.8 -05 -0.8
Panama -0.1 0.1 0.3 -0.1 -0.2 0.2 0.2 -0.2
Dominican
Republic -0.4 -0.2 -0.3 -0.2 -0.5 -0.2 -0.2 -0.1

Source: ECLAC, on the basis of dfficid figures
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Argentina
Bolivia
Brazil
Colombia
Costa Rica
Ecuador
Mexico
Peru

Venezuela

Chile

Uruguay

Source: BALAG, on the basis of officid figures.

LATIN AMERICA: REAL EFFECTIVE EXCHANGE RATE AND TARIFFS

Beginning
of programme

1987

1985

1988

1990

1986

1990

1985

1990

1989

1973

1974

Average tariff

Beginning

199

Table 12

Red exchange rate
1985 = 100

Beginning

1991

A. Countries with recent liberalization

43

12

51

37

27

53

24

66

35

9

10

25

14

20

25

12

17

10

131

100

7

173

107

159

100

42

192

86

215

76

171

121

151

98

35

180

B. Countries with earlier liberalization

26

32

11

22

100

100

138

111

Percentage variation of
red exchange rate per

import dollar®
Period Percentage
1987-1991 -50
1985-1991 112
1988-1991 -33
1990-1991 -18
1986-1991 7
1990-1991 -22
1985-1991 -11
1990-1991 -41
1989-1991 -24
1985-1991 21
1985-1991 2

& Combination of variations of the red effective exchange rale and the average tariff in the periods indicated.
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Country

Argentina

Bolivia

Brazil

Colombia

Costa Rica

Chile

Table13
LATIN AMERICA: PROCESSOF TRADE LIBERALIZATION

Non-tariff

In 1987-1988, thevalue of industrial output
subject torestrictionswasreduced from 62%
t0l8% .1n 1989-1990, the remaining licensing
were eliminated. The
deregulation decree at the end of 1991
reduced non-tariff requirements to security
and sanitary controls and removed the
regtriction known as " buy Argentine".

All bans and license requirements on
imports wer e abolished, with the exception
of controls on sugar and wheat and goods
that area threat to health and State security.

In 1990, thelist of banned imports (annex Q
Nevertheless, 47
computer-related productswill not be allowed
to be imported until 1992, and local-content
rulesfor intermediateand capital goodswill be

Prior-licensing restrictions were almost
completely eliminated at the end of 1990,
except for certain products produced by
State monopolies (arms) or covered by
international treaties (inputsrelated to drug
traffic) and certain agricultural products.

Gradual elimination of import permits and
other restrictionsin the 1990-1994 period.

Begin- Maximum tariff Number of brackets Average tariff
rdng®
D nitial Present "°S™™ |nitia Present ""%A™ initial  Present
gramme med med
1987 115 22 4 4 43?2 92
restrictions
1985 150 10 1 1 12> 10°
1988 105 85 40 29 7 7 51° 25'
was abolished.
maintained.
1990 100 23 15 14 4 4 37°  14°
1986 220 40 20 27¢ 20°
1973 220 11 57 1 1 94° 1€

Quantitative import restrictions were
diminated in the 1970s, with the exception
of those on second-hand automotive
vehicles, and sanitary and phytosanitary
inspection of a broad range of agricultural
products.

barriers

Notes

Liberalization began in 1987 and was stepped
up in 1989. Besides tariff reductions, other
temporary and specific duties were
eliminated. At the end of 1991, tariffs were
raised from 0% to 5% on food and raw
materials, and from 11% to 13% on
intermediate goods. Theinitial teriff includes
thesurcharge.

Before liberalization, quantitative
restrictions and the differentiated tariff
structure acted as steep barriers against
imports.

Tariffsbegan toberestructured in 1988-1989.
The present programme was introduced in
1990; it will gradually reducetariffsuntil are
reached a maximum tariff of 40%, a mode of
2% and a mean of 14% arereached in 1994.

The process of tariff reduction initially
scheduled for 1993 was moved up to August
1991. Thistariff includesthe surchargewhich is
now 8% (it was formerly 10%) and it will be
diminated in 1992. The tariff for automobilesis
%.

Tariffs above 40% are ill applied to some
items(among them, automabiles, with atariff
of 100%), but they are a small percentage of
thetotal. In 1992, the maximum tariff will be
reduced to 20% on most products.

In response to a balance-of-paymentscrisis,
the uniform tariff of 10% wasraised to 2%
in 1983 and 35% in 1984. It wasthen reduced
by stagesto 15% in 1988 and 11% in 1991.



Table 13 (concluded)

Begin-
ning of
prom

gramme

Country

Ecuador 1990

El Salvador 1989

Mexico 1985

Peru 1990

Uruguay 1974

Venezuela 1989

Initial

290

100

110

346

135

Maximum tariff

Present

30

20

25

40

Pu s m _
med

20

15

20

Number of brackets

Initial  Present Program- "
med

20

10

53

>30

41

53'

24'

66°

35'

Averagetariff

presen(

25"

17°¢

22°

10

Non-tariff barriers

Quantitative import restrictions are in the
process of being eliminated, with the
exception of those on vehicles and on
chemical substances that can be used to
produce illegal drugs. Prior deposits on
imports were abolished.

Prior deposits on imports and several laws
promoting certain sectorswer eabolished.

Coverage of import licenses was reduced from
912% of production in June 1985 to 17.9% in
December 1990, and official import priceswere
eliminated. Import licenses continued to be
required for some agricultural and food
products, petroleum and its by-products and
some products used in industrial development
programmes.

Licenses, controls, import permits, quotas
and banswere eliminated in March 1991.

Import quotas and licenses wer e abolished in
1975 and requirements on terms of financing
and controls on imports of capital goods, in
1977. Benchmark prices were maintained for
some products.

The number of headings subject to
restriction wasred uced from 2,204 in 1988 to
200 at present.

Sour ce: ECLAC, Sodd Equity and ChangingProductbn Patterns: An I ntegrated Approach (L C/G.1701(SES.24/3and Corr .l), Santiago, Chile, April 1992.

& Weighted by domestic production.

Weighted tariff on imports.

¢ Smple average based on tariff items.

Notes

The tariff on vehiclesis40%, but their import
is still banned.

The maximum tariff will be gradually reduced
t020% in 1994 (with a few exceptions).

The surcharge of 5% was discontinued in
December 1987. The customs system was
reformed.

Theprogrammebegan in August 1990when
the maximum tariff was established at 50%.
It introduced further cuts in March 1991,
when trie maximum tariff was reduced to
25% on consumer goods and 15% on all
other items (80% of all imports). The initial
tariff includes the surcharge.

Tariffs have been slowly coming down since
1974. This processspeeded up in 1979, but was
suspended between 1982 and 1986. The most
recent reductions were made in September
1991.

Specific duties wer e eliminated; in some cases
they brought the maximum tariff up to 940%
before the liberalization programme was put
into effect. The tariff reduction programme
will be completed in 1993.
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Table14

EFFECTSON THE REAL EXCHANGE RATE

Temporary

Greater Hsed equilibrium through:

* QOverdl contraction of spending ad
privatization-

Excessively tight monetary and credit
policies with high red interest rates.

Demand for imports following a period of
lower domestic spending.

International interest rates.

Other effects of industridlized nations
policies (protectionism, ratio between
strong currencies).

Real exchange rate of countries with
which the region has the strongest trade
ties.

Terms of trade.
Recession in the industridized countries.

Inflow of externa resources attracted by a
temporarily big difference between
domestic and internationd yields.

Permanent

Greater fiscd equilibrium through:

* Tax reforms and cuts in excessive
spending.

Monetary and credit policies in support of
stabilization.

Liberdization of foreign trade and tariff
reduction.

Less uncertainty about macroeconomic
policies.

Net externd debt reduction.

Inflow of externd resources attracted by
higher domestic yields and less uncertainty
about macroeconomic policies.



STATISTICAL ANNEX






Tablel
ARGENTINA: REAL EFFECTIVE EXCHANGE RATE INDEXES
(Indexes 1985 =100)

c i-aun
Japan EEC . . d Exports Imports

" America A A

1978 55 80 117 120 101 85

1979 40 52 89 86 75 62

1980 31 37 69 67 61 47

1981 47 55 70 93 70 57

1982 86 87 109 140 108 100

1983 91 94 m 116 108 103

1984 86 88 93 101 95 91

1985 100 100 100 100 100 100

1986 84 117 119 96 107 96

1987 86 134 152 15 131 107

1988 82 141 156 127 137 120

1989 127 196 165 168 152 163

1990 77 110 127 139 113 m

1991 50 77 93 101 86 70
1989

I 65 109 131 119 118 105

I 181 283 218 228 203 228

I 128 1A 155 165 145 167

v 132 197 155 160 141 14
1990

I 113 162 177 204 161 162

I 82 112 131 144 117 118

I 65 93 112 124 99 96

v 47 75 88 85 76 69
1991

I 54 84 103 103 92 78

I 51 76 91 102 85 70

I 43 72 86 103 82 68

v 47 75 92 96 85 66

Sour ce: ECLAC, on the basisof figuresfrom the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nationspublication, SalesNo. E.83.11.G.2. Also see the table
on exchange rate trendsin Argentina in volume |1 of this publication.

PThe consumer price index was used in all the countries. 'Exports to the main trading partners of the European Economic
Community. Exports to the main trading partners of Latin America.
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Table 2
BOLIVIA: REAL EFFECTIVE EXCHANGE RATE INDEXES*
(Indexes 1985 = 100)

Lhi ted Latin

Sates Japan Argenti na EEC® Averi ca Exports I nports
1978 91 133 167 143 164 143 147
1979 77 101 194 129 178 144 129
1980 72 86 232 122 204 155 121
1981 68 80 144 %5 138 112 103
1982 119 119 137 151 151 144 153
1983 79 82 86 a1 90 88 89
1984 81 82 94 83 94 88 87
1985 100 100 100 100 100 100 100
1986 117 163 139 146 138 136 134
1987 113 178 133 162 136 139 139
1988 116 199 142 172 146 147 150
1989 121 189 109 165 133 140 155
1990 128 187 186 200 211 191 194
1991 124 192 251 190 263 215 192
1989
| 116 193 178 165 176 161 156
I 121 189 67 162 101 122 149
Il 124 187 97 165 130 138 157
(Y} 124 185 94 169 126 137 159
1990
| 127 181 112 184 157 158 181
I 130 177 159 194 187 177 189
Il 130 186 201 207 224 200 201
1V 128 203 273 214 274 228 204
1991
| 123 191 229 202 247 209 189
1 124 187 245 183 255 209 189
Il 124 188 260 182 275 219 196
(Y} 125 201 269 195 277 224 195

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nations publication, SalesNo. E.83.11.G.2. Also see the table
on exchange rate trends in Bolivia in volume |1 of this publication.

The consumer price index was used in al the countries. 'Exports to the main trading partners of the European Economic
Community. Exports to the main trading partners of Latin America
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Table 3
BRAZIL: REAL EFFECTIVE EXCHANGE RATE INDEXESab
(Indexes 1985 = 100)

Lhi ted . c Latin
Sates Japan Argentina EEC Aneri ca Exports Inports

1978 47 69 87 79 73 65 66

1979 51 67 129 90 94 73 75

1980 63 75 202 108 136 90 95

1981 59 69 125 80 110 74 77

1982 61 61 71 76 84 69 70

1983 84 87 93 97 105 92 92

1984 94 96 109 97 110 97 98

1985 100 100 100 100 100 100 100

1986 92 128 109 119 95 106 105

1987 83 130 97 125 79 104 102

1988 74 126 20 112 75 94 93

1989 63 99 59 0 55 76 74

1990 50 72 73 81 53 65 64

1991 57 88 115 a1 74 76 77
1989

| 70 117 107 101 79 88 88

I 62 97 34 86 45 74 71

Il 62 94 49 86 50 73 70

(Y} 59 88 45 84 47 71 68
1990

| 48 69 43 75 41 60 58

I 49 67 60 77 48 62 61

Il 47 67 73 77 52 62 61

(Y} 55 87 117 95 72 ' 76 76
1991

| 58 20 108 99 71 79 79

1 57 86 112 86 73 73 74

Il 54 81 113 82 72 70 71

(Y} 60 97 130 98 82 81 83

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nations publication, Sales No. E.83.11.G.2. Also seethetable
on exchange rate trends in Brazil in volume Il of this publication.

The consumer price index was used in al the countries. ‘Exports to the main trading partners of the European Economic
Community. Exports to the main trading partners of Latin America

265



to

(o]

"t oRIbleE®

_h
o

‘AluR—

3L} UNE2 3y} [[e Ul Pash Sem & ¢y, s alid Jawnswy

g%

> SeupredBulipel; urew ayl @ o

™,

= wth ) QW =— ¢ Semnw r = AU
o

— O

Y140 |1 3WN OA 111 RIGUIOIOD.]

T

o 404,

O 2 WY
U

o W

=9InoS

=m—

(@)
n

Fo

) P e B
0 s SV e—=th

——n g\i

U

—
N

8-3

—
m

to

hA

ha

o)

ha
V]
NC

ul

ha
\2

\
o7

to
to

N)
ul

Ego

o7

hor

cox

to

ON

ui

00
Vi

Cos

to
iti

»»

0
00

to
h-L

*a

ie

ON
ON

ON
00

"l

to

>0

ON
ul

ON
-J

<a a -

&ito N

iBeolt

A% %

3o o

N
10 H »

v2
sc

>

*

*

*OVONONONONOVONO*ONONO
O 00

tO »» 00 -J -J -3 -J-J-J
W -

TS
to O »» I J U f» 00 0 O to

ts>ts>ts>tO(-' (-'(-' h-»

(-

v_i_
‘i

Vi
ul

00 . .
i) g Ui f318PPSfIuPS&d o

N|
ul

©O©(-"'vQONOOO- JvJO0O0pNOO®

Nl M

Ui U\ &~ W -] NO NO
toO—.]to8SNO'J22 to *e

o
s c

9 o.

"8

gc

U100 S



Table5
COSTA RICA: REAL EFFECTIVE EXCHANGE RATE INDEXES*?®
(Indexes 1985 = 100)

Lhited . Latin
Saes Japan Agentina EEC® Ateri ca Exports I nports

1978 59 86 69 103 55 70 67

1979 60 79 75 108 56 72 68

1980 62 75 85 106 58 73 70

1981 115 135 170 153 109 124 127

1982 121 121 117 149 111 126 126

1983 98 102 87 116 91 102 100

1984 98 100 98 102 91 98 97

1985 100 100 100 100 100 100 100

1986 101 142 78 134 82 107 103

1987 101 158 77 156 80 112 104

1988 105 180 99 161 86 117 112

1989 101 158 102 144 83 110 105

1990 101 147 106 164 70 112 104

1991 109 169 126 172 78 1 115
1989

I 101 168 103 147 84 110 107

I 102 160 103 142 85 110 105

I 101 153 101 141 83 109 104

v 101 151 100 148 79 110 103
1990

1 100 143 104 156 74 m 103

I 100 136 104 157 69 110 101

Il 100 144 106 164 68 112 103

v 103 164 111 177 70 117 109
1991

I 106 164 119 179 75 120 112

I 109 164 125 164 78 119 113

Il 111 167 128 166 80 120 115

v m 179 133 179 80 124 119

Sour ce: EQLAG, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nations publication, Sales No. E.83.11.G.2. Also seethetable
on exchange rate trends in Costa Rica in volume 11 of this publication.

®The consumer price index was used in al the countries. °Exports to the main trading partners of the European Economic
Community. Exports to the main trading partners of Latin America.
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Table 6
CHILE: REAL EFFECTIVE EXCHANGE RATE INDEXES‘ab
(Indexes 1985 = 100)

Lhi ted Latin

Sates Japan Argenti na EEC® Ateri ca Exports Inports
1978 56 82 119 91 109 82 84
1979 55 72 108 95 113 82 84
1980 49 58 78 83 100 71 73
1981 45 53 76 61 81 58 60
1982 57 57 92 70 84 66 67
1983 71 74 85 82 84 78 78
1984 77 79 82 80 86 80 80
1985 100 100 100 100 100 100 100
1986 102 143 112 132 117 123 119
1987 101 158 122 150 125 134 127
1988 102 175 138 155 137 141 135
1989 99 155 158 141 146 133 129
1990 95 138 192 155 189 140 139
1991 93 144 163 148 193 138 138
1989
| 97 162 139 142 146 134 131
1 98 153 157 136 135 129 124
Il 102 153 163 141 152 134 129
v 100 150 171 144 153 135 131
1990
| 99 142 205 153 187 141 140
1 95 130 195 150 182 136 136
I 93 133 199 154 194 138 139
v 93 149 171 162 193 144 144
1991
| 96 150 167 164 195 147 144
I 93 141 165 142 189 134 135
11 92 139 171 139 201 134 136
v 91 147 151 148 188 137 136

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistica Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nationspublication, SalesNo. E.83.11.G.2. Also see the table
on exchange rate trends in Chile in volume 11 of this publication.

The consumer price index was used in &l the countries. "Exports to the main trading partners of the European Economic
Community. Exports to the main trading partners of Latin America
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Table 8
EL SALVADOR: REAL EFFECTIVE EXCHANGE RATE INDEXES*
(Indexes 1985 = 100)

Lhi ted Latin

Sates Japan Argenti na EEC® Ateri ca Exports I nports
1978 162 236 189 291 197 204 262
1979 157 205 194 292 190 199 255
1980 152 182 207 265 180 187 251
1981 146 171 215 198 143 159 233
1982 139 139 134 173 123 143 164
1983 126 131 112 150 117 130 132
1984 118 120 119 123 109 117 120
1985 100 100 100 100 100 100 100
1986 155 216 119 205 123 162 145
1987 128 202 98 198 20 139 119
1988 111 191 106 172 78 122 106
1989 109 169 109 155 77 115 103
1990 130 189 137 211 84 141 123
1991 123 190 143 194 83 134 120
1989
| 106 177 108 14 76 113 101
1 103 161 104 143 73 108 97
Il 106 160 106 148 76 111 100
v 120 180 120 176 83 127 113
1990
| 125 179 130 195 82 134 118
1 129 177 136 203 84 139 122
Il 132 189 140 215 84 143 125
v 133 212 143 229 86 148 129
1991
| 126 196 143 214 85 141 124
I 124 187 143 185 84 132 120
Il 121 183 140 181 82 129 117
v 122 196 146 196 82 133 120

Sour ce: EQLAC on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nations publication, SalesNo. E.83.11.G.2. Also see the table
on exchange rate trends in El Salvador in volume |1 of this publication.

The consumer price index was used in al the countries. 'Exports to the main trading partners of the European Economic
Community. Exports to the main trading partners of Latin America.
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Table 9
GUATEMALA: REAL EFFECTIVE EXCHANGE RATE INDEXES*
(Indexes 1985= 100)

Lhited ] ) - Latin
Saes apan Agentina EEC Anerica Exports Inports

1978 107 157 66 185 105 123 125

1979 107 140 68 191 106 123 125

1980 110 132 72 187 110 125 128

1981 109 128 75 145 91 111 120

1982 115 116 83 141 93 114 118

1983 114 118 90 133 101 114 115

1984 115 117 97 119 106 113 115

1985 100 100 100 100 100 100 100

1986 140 196 91 186 111 142 143

1987 172 270 134 266 148 185 182

1988 169 290 152 261 157 186 186

1989 171 266 157 244 164 185 184

1990 203 296 157 332 171 220 221

1991 178 275 144 283 150 192 196
1989

| 168 281 159 246 164 185 185

1 167 262 163 233 165 182 179

11 167 252 157 234 163 181 178

IV 180 269 150 265 166 194 193
1990

| 198 282 158 310 176 214 213

I 203 277 157 321 169 217 218

Il 212 305 161 350 175 230 231

IV 200 319 151 347 162 220 223
1991

| 181 282 144 309 151 199 202

I 176 265 142 266 148 187 191

I 177 267 146 267 150 188 192

IV 178 286 146 288 150 194 199

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nations publication, Sales No. E.83.11.G.2. Also seethetable
on exchange rate trends in Guatemala in volume Il of this publication.

®The consumer price index was used in al the countries. °Exports to the main trading partners of the European Economic
Community. Exports to the main trading partners of Latin America
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Table 10
HAITI: REAL EFFECTIVE EXCHANGE RATE INDEXES*
(Indexes 1985 = 100)

Lhited Sates Ger nany EEC® Bxports Imports
1978 125 227 212 136 137
1979 123 229 218 135 134
1980 118 207 208 129 128
1981 118 159 164 123 123
1982 117 145 143 120 119
1983 109 130 124 111 111
1984 107 112 109 107 107
1985 100 100 100 100 100
1986 99 131 129 103 104
1987 116 179 175 123 125
1988 115 178 174 123 127
1989 144 203 196 150 154
1990 145 233 231 156 158
1991 135 210 206 145 148
1989
| 140 203 198 148 152
1 143 198 193 150 154
I 145 199 196 151 153
(Y} 147 214 197 154 157
1990
| 154 238 234 164 166
I 150 233 230 160 161
I 143 231 230 154 155
IV 136 231 230 148 150
1991
| 135 225 222 146 148
1 134 197 195 142 144
11 137 203 198 145 148
1V 137 216 212 147 150

Source: ECLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAUG.1248), Santiago, Chile, 1983. United Nations publication, SalesNo. E.83.11.G.2. Also seethetable
on exchange rate trends in Haiti in volume Il of this publication.

The consumer price index was used in al the countries. 'Exports to the main trading partners of the European Economic
Community.
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Table 11
HONDURAS: REAL EFFECTIVE EXCHANGE RATE INDEXES*
(Indexes 1985 = 100)

Lhi ted . o Latin
Sates Japan Argentina EEC Averi ca Exports Inports

1978 112 164 204 189 133 136 128

1979 111 146 208 196 131 135 127

1980 107 128 187 181 124 127 120

1981 108 127 146 143 104 118 116

1982 105 106 131 129 91 110 106

1983 100 104 119 116 92 104 101

1984 100 102 104 104 93 101 100

1985 100 100 100 100 100 100 100

1986 98 136 130 129 78 109 102

1987 99 155 153 152 72 117 106

1988 98 169 152 152 73 118 108

1989 94 147 133 137 70 109 102

1990 160 235 259 269 112 192 175

1991 174 269 271 283 127 209 192
1989

| 96 160 139 142 73 113 105

1 96 150 132 135 72 110 103

Il 93 140 128 132 70 107 100

AV 91 137 133 137 67 106 98
1990

| 107 152 166 170 76 126 115

1 173 236 270 279 122 203 186

11 170 244 275 287 117 204 185

AV 191 305 326 338 134 236 213
1991

| 183 284 306 319 133 224 204

1 172 260 255 267 126 203 188

Il 170 257 252 263 124 200 186

v 171 275 271 283 124 207 191

Sour ce: EQLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248),Santiago,Chile, 1983. United Nations publication,SalesNo.E.83.11.G.2. Also see the table
on exchange rate trends in Honduras in volume |1 of this publication.

The consumer price index was used in al the countries. 'Exports to the main trading partners of the European Economic
Community. Exports to the main trading partners of Latin America
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Table 12
MEXICO: REAL EFFECTIVE EXCHANGE RATE INDEXES*®
(Indexes 1985 = 100)

Lhited
. Japan Ger nany EEC Exports Inports
1978 85 125 155 135 95 97
1979 81 106 151 142 91 92
1980 74 88 128 127 82 82
1981 68 80 92 95 72 73
1982 104 104 129 130 108 108
1983 113 117 135 125 115 116
1984 100 101 104 101 100 100
1985 100 100 100 100 100 100
1986 130 182 173 168 139 139
1987 131 206 204 195 145 146
1988 105 181 162 162 118 118
1989 929 155 141 147 110 110
1990 95 138 152 164 108 108
1991 86 133 134 147 98 98
1989
| 98 163 142 149 109 109
I 99 155 137 143 109 109
I 101 152 139 147 110 110
Vv 101 150 147 151 111 111
1990
| 96 138 149 156 108 108
I 95 130 148 159 107 107
I 94 136 153 167 108 108
v 93 148 158 172 108 107
1991
| 88 137 148 162 102 102
I 87 131 128 141 98 97
I 86 130 128 140 97 97
Vv 84 135 133 145 96 96

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAIV G.1248), Santiago, Chile, 1983. United Nations publication, SalesNo. E.83.H.G.2. Also seethetable
on exchange rate trends in Mexico in volume 11 of this publication.

The consumer price index was used in all the countries.  ~Theexchange rate used was the average of the average rates of sales

and purchases reported by the main commercial banks to the Banco de México up till July 1982, the preferential rate for imports
of primary necessities from August to November 1982 and the average of the rates of purchases and sales in the controlled market
from that date onwards. Exports to the main trading partners of the European Economic Community.
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1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991

1989

I
11
(Y

1990

I
11
(Y

1991
|
I
11
AV

NICARAGUA: REAL EFFECTIVE EXCHANGE RATE INDEXESiSb

United States

277
276
249
222
189
149
114
100
32
4
135
159
123
117

108
174
183
170

146
125
118
102

109
115
126
119

Table 13

(Indexes 1985 = 100)

Exports

407
407
352
267
210
162
117
100
38
5
184
203
169
162

144
224
220
223

196
169
164
148

157
155
170
167

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).
"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nations publication, SalesNo. E.83.11.G.2. Also see the table
on exchange rate trends in Nicaragua in volume I of this publication.
The consumer price index was used in al the countries.

Imports

384
391
344
256
201
156
115
100
36
4
169
190
158
150

133
208
214
206

183
158
153
137

145
144
158
154
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Table 15
PARAGUAY: REAL EFFECTIVE (FREE OR PARALLEL) EXCHANGE RATE INDEXES®
(Indexes 1985 = 100)

Lhi ted . ) c
Sates Japan Argentina Brazil EEC Exports Inports

1978 46 67 84 97 82 88 73

1979 39 50 97 75 71 75 65

1980 35 42 113 56 61 64 62

1981 37 44 79 64 51 60 56

1982 57 57 66 93 71 72 62

1983 90 93 99 107 105 84 79

1984 83 85 97 88 86 81 81

1985 100 100 100 100 100 100 100

1986 101 141 120 110 134 107 106

1987 94 148 110 114 145 115 110

1988 109 188 133 148 168 120 115

1989 95 148 a1 149 134 124 112

1990 71 104 100 145 115 125 107

1991 64 99 129 112 100 108 102
1989

| 120 200 134 171 172 126 125

1 86 135 48 138 118 119 105

Il 89 135 70 144 123 126 112

IV 83 124 63 142 121 124 106
1990

| 82 117 72 169 126 138 112

I 74 101 90 151 115 127 106

I 67 96 104 143 109 123 105

IV 63 101 136 116 109 114 106
1991

| 65 101 121 113 110 111 103

I 65 98 128 114 97 107 102

Il 63 96 132 117 95 108 102

IV 63 101 135 104 101 105 102

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistica Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nations publication, SalesNo. E.83.11.G.2. Also see the table
on exchange rate trends in Paraguay in volume |1 of this publication.

The consumer price index was used in al the countries. °Exports to the main trading partners of the European Economic
Community.

277



Table 16
PERU: REAL EFFECTIVE EXCHANGE RATE INDEXES"
(Indexes 1985 = 100)

Lhi ted 0 Latin
Sates Japan EEC Areri ca Exports Inports

1978 76 111 126 136 108 110

1979 74 96 127 134 104 110

1980 68 81 116 123 94 102

1981 65 76 89 114 82 87

1982 64 64 79 98 73 75

1983 76 79 88 97 84 84

1984 80 82 83 93 83 84

1985 100 100 100 100 100 100

1986 76 106 98 77 89 85

1987 64 100 94 66 81 69

1988 63 109 96 69 84 86

1989 45 71 63 51 57 56

1990 32 47 52 43 43 43

1991 26 40 41 34 35 35
1989

| 57 95 82 66 74 83

1 45 70 61 49 55 56

11 38 57 52 42 47 45

Y/ 41 62 58 47 52 40
1990

| 29 42 44 38 38 33

I 35 48 55 47 46 45

Il 32 46 52 45 43 46

AV} 32 51 55 43 45 46
1991

| 25 39 42 32 35 35

I 28 43 43 37 37 38

I 24 37 36 33 32 33

(Y} 26 41 41 33 35 36

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAUG. 1248), Santiago, Chile, 1983. United Nations publication, SalesNo. E.83.11.G.2. Also seethetable
on exchange rate trends in Peru in volume Il of this publication.

The consumer price index was used in all the countries. °Exports to the main trading partners of the European Economic
Community. Exports to the main trading partners of Latin America
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Table 17

DOMINICAN REPUBLIC: REAL EFFECTIVE EXCHANGE RATE INDEXES*

(Indexes 1985 = 100)

Wi ted _
Qates Japan Ger nany Mexi co  \enezuel a EEC® Bxports  Inports
1978 66 96 120 77 77 114 75 77
1979 66 86 123 82 78 115 75 77
1980 66 79 115 89 83 108 74 77
1981 69 80 93 101 92 91 73 79
1982 77 78 96 74 106 94 81 83
1983 83 87 99 74 101 95 86 86
1984 117 119 122 118 119 121 118 118
1985 100 100 100 100 100 100 100 100
1986 87 121 115 67 76 116 92 91
1987 103 161 159 78 70 158 113 109
1988 118 203 182 112 84 187 131 132
1989 89 139 126 89 55 128 96 95
1990 77 112 123 81 46 120 85 84
1991 79 122 122 91 49 122 87 88
1989
| 99 166 144 102 72 148 109 111
I 93 146 129 94 52 132 101 100
11 86 130 119 86 52 121 92 91
1V 77 114 112 76 44 11 83 81
1990
| 73 105 114 76 43 110 80 78
I 80 110 125 84 47 121 88 85
Il 84 120 135 88 49 132 93 20
IV 70 112 120 76 43 118 79 78
1991
| 75 116 125 85 46 123 84 83
1 81 122 119 93 51 120 88 88
I 79 120 117 92 50 118 87 87
IV 80 128 127 95 51 128 89 90

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).
"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E/CEPAL/G. 1248), Santiago, Chile, 1983. United Nations publication, Sales No. E.83.11.G.2. Also seethetable

on exchange rate trends in the Dominican Republic in volume |1 of this publication.
The consumer price index was used in al the countries.

Community.

'Exports to the main trading partners of the European Economic
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Table 18
URUGUAY: REAL EFFECTIVE EXCHANGE RATE INDEXES™*3
(Indexes 1985 = 100)

Lglatlgs Japan Argentina Brazil EEC® Bxports I nports
1978 62 a1 115 132 102 107 110
1979 55 71 137 106 93 95 102
1980 44 52 141 70 74 74 83
1981 43 50 91 73 58 64 69
1982 49 49 57 80 61 65 65
1983 84 88 93 100 98 96 95
1984 92 94 107 98 95 97 98
1985 100 100 100 100 100 100 100
1986 87 121 103 95 112 100 100
1987 82 129 96 99 122 103 102
1988 83 143 101 113 126 111 110
1989 82 127 74 130 115 110 107
1990 79 115 113 160 127 129 129
1991 70 108 141 123 110 111 117
1989
| 82 137 126 117 118 112 116
1 81 127 45 131 112 107 100
Il 82 123 64 132 113 109 105
AV 82 122 62 140 117 114 108
1990
| 82 117 73 170 125 129 124
1 83 113 101 169 128 132 130
Il 78 112 121 167 127 133 134
AV 74 118 158 136 127 124 130
1991
| 74 115 137 128 124 117 121
1 71 108 141 126 107 111 117
Il 68 103 142 126 102 109 116
Vv 68 109 146 112 108 106 113

Sour ce: ECLAC, on the basis of figures from the International Monetary Fund (IMF).

"For further information on the methodology and sources used, see the Statistical Appendix to the Economic Survey of Latin
America, 1981 (E./CEPAL/G.1248), Santiago, Chile, 1983. United Nations publication, Sales No. E.83.11.G.2. Also seethetable
on exchange rate trends in Uruguay in volume I of this publication.

The consumer price index was used in dl the countries. °Exports to the main trading partners of the European Economic
Community.
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