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Conventions and Symbols 

A number of standard conventions have been employed in arriving at the 
projections in the reporl. It has been assumed that the average real exchange 
rates for the major currencies of a recent period (second half of February 
1989) will prevail through the end of the forecast period: that "'present" 
policies of national authorities will be maintained: and that the average price 
of oil will be $15 a barrel in 1989 and $15.60 in 1990. These are. of course, 
working assumptions rather than forecasts, and the uncertainties surrounding 
them add to the margins of error that would in any event be involved in the 
report's projections. The estimates and projections themselves are based on 
statistical information available on or before March 20. 1989. 

The following symbols have been used throughout this report: 

to indicate that data are not available: 

to indicate that the figure is zero or less than half the final digit 
shown, or that the item does not exist: 

between years or months (e.g., 1988-89 or January-June) to indicate 
the years or months covered. including the beginning and ending 
years or months: 

I between years or months (e.g., J 988/89) to indicate a crop or fiscal 
(financial) year . 

.. Billion·· means a thousand million. 

Minor discrepancies between constituent figures and totals are due to 
rounding. 

* * * 

It should be noted that the term ··country·· used in this report does not in 
all cases refer to a territorial entity that is a state as understood by international 
Jaw and practice. The terms also cover some territorial entities that are not 
states but for which statistical data are maintained and provided internationally 
on a separate and independent basis. 

lX 
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Preface 

The projections and analysi� contained in the World Economic Outloo/.. are 
the product of a comprehensive interdepartmental review of world economic 
developments by the staff of the International Monetary Fund. This review 
is carried out biannuaJJy and draws on the informat•on the Fund staff gathers 
through its regular and special consultations with member countries as well 
as through its econometric modcling techmques. The project is coordinated 
in the Research Department and draws on the specialiL.ed contributions of 
staff members in the Fund's five Area Departments. together with those of 
staff in the Exchange and Trade Relations and Fiscal Affairs Departments. 
The World Economic Outlook has been published annually since 1980 and 
biannually since 1984. 

An earlier version of the material in this report was the basis for a discussion 
of the world economic outlook by the Fund's Executive Board on March 15, 

1989. The present version has benefited from comments made by Executive 
Directors. However, the descriptions of developments and policies that the 
report contains, as well as the projections for individual countries, are those 
of the Fund staff and should not be attributed to Executive Directors or their 
national authorities. 

Xl 
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('hapter I 

\Vorld Econornic Outlook-Prospects and Policy Issues 

World economic condition-. 1mproved <:ignifi
cantl} during 1988. In the industrial countries. out
put grov.th '>trengthened markedly in an environ
ment of moderate inflation. World trade expanded 
at it<. fastest rate since 1984. which had important 
spillovcr effects on many developing countries. 
pm·ticularly the exporters of manufactures: signifi
cant progress was made in reducing external im
balances among the major industrial countries: and 
the aggregate JebHo-exports ratio of the Jeveloping 
countries was reduced. 

At the -.ame time. several ao;;pech of the current 
situation continue to Jemand the attention of poli
C) makers. Concern about inflationary pressures in 
some of the large industrial countries has led to a 
substantial tightening of monetary conditions during 
the past year. sharply reversing the fall in world 
interest rates in the period 1984-87. The pace of 

adjustment of the external imbalances .,(owed .;;ig
nificantly Juring the -.econd half of 1988 and i., 
expected to come to a halt in 1989. And many of 
the developing countries with debH,ervicing prob
lems. which failed to benefit fully from the favorable 
international environment. have experienced a rise 
in their debt-servicing burden. a slowdown in growth. 
and a sharp rise in inflation. 

In view of the high rate'> of capacity utilization in 
much of the industrial woriJ. the su'>tainability of 
the current expan:-.ion depends to a large extent on 
�ucces<. in controlling inflation. The tightening of 
monctar} conditions during 1988 has helped to 
reduce the danger of a significant pick-up in inflation 
during the period ahead. However. policymakers 
should be prepared to take additional steps should 
inflation fail to moderate as envisaged. While the 
recent ri-.e in '>hort-term interest rates was needed 
to keep inflation under control-anJ hence to avoid 
the risk of a '>teeper rise in the future-it could have 
adverse effects on the interest-sensitive components 

of demand. The rise in intere:-.t rates could also 

affect the stability of exchange rates among the 
major countries. complicate the management of the 

debt situation. anJ hinder growth in the Jeveloping 
countries. To avoid the'>e adverse consequences. it 
i'> nece'>sary to ease the burden on monetary policy 
by reducing the absorption of savings by the public 
sector in countries where budget consolidation ef
forts remain inadequate. 

A further reduction of the large external imbal
ance-, of certain industrial countrie'>-and also of 
the newly induo;trializmg economies-i-; an impor
tant condition for the expansion to continue. On the 

ba-.is of current policies and exchange rates. these 
imbalances arc likely to remain large into the 1990s. 
which would involve a significant risk of instability 
in financial markets. accompanied by higher inflation 
and a slowdown m growth. A further strengthening 
of adjustment policies is therefore necessary in both 
the Jeficit and surplus countries. Additional step'> 
to reduce the federal budget deficit in the United 
State-. are essential to make room for further in
creases in net export'> while sustaining the grov. th 
of investment. fn surplus countries. policies '>hould 
seek to sustain adequate growth of domestic de
mand. While medium-term fiscal obJectives and the 
current buoyancy of demand suggest that the case 
for fiscal expansion 111 these countries is not com
pelling at present. the-,c countries should be pre
pared to take timely action should the need arise. 
In all countrie'>. bold implementation of structural 
reforms and re�i:.tance to protectioni'>t pressure'> 
would facilitate external adjustment by enhancing 
the flexibility of markets in adjusting to changes 111 
policies and relative prices. A strengthening of 
policy coordination along these lines would reduce 
the ri'>k of future exchange rate instability and ensure 
that external adjustment does not come at the 
expense of capital formation. growth. and price 
stability. 

The decline in the developing countries· debt 
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ratios in 1988. following upon the reduction achieved 
in 1987. is encouraging. Nevertheless. the failure 
of growth to revive in the countries with debt· 
servicing problems. the inadequate levels of in
vestment in these countries. and the large second
ary market discounts on developing country debt 
are all signs that the debt strategy needs to be 
strengthened if the economic performance of these 
countries is to improve. Domestic policy reform in 
the countries with debt problems remains the most 
critical element. Without fiscal restraint and a strong 
commitment to curbing monetary growth and infla
tion. the necessary expansion of productive in

vestment is unlikely to materialize. There ts also a 
need to intensify structural reform efforts to im
prove resource allocation. to stimulate saving!>. 
and to reorient inward-looking economies toward 
the opportunities and discipline of international 
markets. 

To enhance incentives for policy reform and to 
help finance the expansion of investment in debtor 
countries. it is important to reduce the net transfer 
of resources from these countries to the rest of the 
world. Depending on the situation in individual 
countries. this will require a combination of in
creased financing from official and private creditors. 

2 

determmed efforts to rewrsc capital flight. and the 

further development of instruments that would re

duce the debt burden and help to increase the debtor 
countries' debt-servicing capacity. Further in

creases in official transfers and concessional financ
ing for low-income countrie'i arc also necessary to 
complement step.., already taken to reduce their 
official debt and to support structural adjustment 
programs. A strengthening of the debt strategy along 
these lines would be in the interests of both debtor 
and creditor countries. 

Chapter 1 1  of this paper reviews recent develop
ments in the world economy and presents the short
term projections of the staff of the International 
Monetary Fund. Chapter Ill discusses a number of 
alternative medium-term scenarios for the industrial 
countries and discusses the need for policy adap
tations. The medium-term outlook for the devel
oping countries is examined in Chapter IV. which 
also analyzes the role of the debt overhang and 
considers possible ways to strengthen the debt 

strategy. As explained in the introduction to the 

Statistical Appendix. the projections presented in 
thio; issue of the World Economic Out loo/.. are based 
on an updated and revised classification of devel
oping countrieo;. 
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( hat1ler 11 

('urrent Situation and Short ... ferrn Prospects 

Economic Activity 

World output expanded by 4.1 percent in 1988. 
almost I percentage point more than in 1 987 and 
the highest rate of growth since 1984. The buoyancy 
of growth was remarkable in <;everal respects: it 
followed upon the global stock market correction 
of October 1987 and came as a surprise to virtually 
all forecasters: it occurred at a relatively late stage 
of the expan�ion that began in 1 983. and which is 
now exceptionally long by historical standards: it 
has been accompanied in most countries by only 
slight increases in inflation: it has occurred without 
generalized support from fi<>cal policies and not
withstanding the recent tightening of monetary pol
icy; and it has been based on a sharp expansion of 
business investment and rapid productivity growth. 
At the same time, the strong growth performance 
in I 988 was less broadly based among countries 
th:m might have been expected. Although economic 
activity was strong in most industrial countries and 
in many of the newly industrializing economies. as 
well as in China and India. countries with recent 
debt-servicing problems experienced a slowdown in 
growth, while their inflation performance deterio
rated sharply. 

Industrial countries. The strength of growth last 
year reflected a continuation of the favorable ''split'' 
of nominal demand growth between output growth 
and inftation observed since the middle of the decade 
(Chart I ) .  With inflation in most countries edging 
up only marginally and remaining quite moderate 
by the standards of the 1 970s and early 1 980s. the 
strengthening of nominal demand growth in 1 987-
88 translated almost fully into higher output growth. 
It is also noteworthy that the under-prediction of 
nominal GNP growth for the industrial countries in 
the staff's projections was a result of underestimat
ing real growth; in fiat ion turned out very close to 
the rates projected in both April and October 1988 
(Table I). 

The continuing favorable split between growth 
and inflation appears to reflect the interaction of 
several forces working predominantly through the 
supply side. The weakness of oil prices since 1985 

Chart 1 .  industrial Countries: Real/Nominal Split, 
Share of Investment in Real GNP and Productivity 
Growth, 1970-90 

16 r---------------------------�� 
The RealtNominal Split 

14 (In percent a year) 

12 
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L .. •I "''GNP 
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1970 72 74 76 78 80 82 ll-1 llb 

24 
Shm of '"""""""';, Rool GNP� , 

22 ,...- (l n percent) 

_ ..... � 

20 .... ___..--

18 
Pr(l)«ltOns T 
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10 Growth of Labor Productivity in Manufacturing 
8 (In percent a year) 
6 � \J"-vl 4 
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0 Pru)ntumt-

1970 72 74 76 78 80 82 84 86 88 

90 

'10 

90 

clearly ha� helped raise real income in the industrial 
countries. In addition. because the expansion of 
investment has been particularly rapid. capacity 
constraints may have been alleviated somewhat, 
even though rates of capacity utilization in manu
facturing have increased to their highest levels since 
1979-80 in all the major countries (Chart 2). The 

3 
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Table I. Comparison of Current Estimates with April and October 1988 World Economic Outlook Projections 

!Annual changes Ln percem. unle>' o1hem"e no11:tll 

DiiTer.:n�c' from Difference� from 
Curren1 E'1irnate' ,\enl 1 'JRX I::.,Hmu1e' Oc10bcr 1988 blimate' 

I\IR7 1\IRl! 1981) IWO I'JRR 19ll<J 1988 1989 

\Vorltl output "1.2 4.1 u 1.2 1.1 tU 0.1 0.::! 

lndustnal coumries u 4.1 \.1 �.<J 1.' () " 0.:! 0.5 

Developing .::ountrie' �.' .u \.) 4.2 0.6 0.6 0.7 11.7 
Fuel exporter' -tu � � 2.3 2.<J 0.6 0.1 1.0 

on-fuel expone r, 41{ .'i.:! 3.7 .u O.l1 ll.\1 0.7 -0.9 

Other countrie'' 2.� "I.H ·u '·' 0.4 0.1 (),.j 0.2 

Wmld trade 

Volume 6.1 9 .. \ �.R 6.0 1 X I.' I R 0.2 

1-. xport price> of non-oil 
commodnies Cln 
U .S. dollaro;)' 1.4 Ill.:! 1.5 5.H X R ().' :!.:' 5.\ 

01l p1ice' !In 
U.S. dollarsl1' 2'J.Il :!llA 11.1 u 12.1-i 6.0 h. I 7.-l 

lnn<Jtion' 
I ndu,trwl countrie' 2.<.1 .'\.2 3.� 3.' 0 1 11.7 0.1 0.3 
Developing countrie' 40.' 67 I 4' ' llU 20.4 21.9 R.l 16.4 

Si\·month LIBOR !In percent)' 7.3 H.l l)_l) \1.2 0.6 2.4 -0. 1 1.1 

No1e: The current projection\ a>>Umc cnn,tanl real cfT.:ctiv.: 1.!\c:hang.: I�Jtc' from the :1\cragc Je,cl prevailing in Decem ber 1988. Thi' 
a''umption implie> a real deprecJalion of the U.S. dollar by wrnc 7 rcn.;cnt relative 10th.: (ktobcr 19lili cslimatcs. 

1 et material product for the U.S.S.R. and Ea,tcrn Europcm1 countri.:� that arc nol F-und mcmh.:r'\. 
' A.,sumptiOn'>. 
'Expon unit value in U.S. dollar term� of the 12 major oil c�purting countnc>. 
'CQn,umcr price�: weighted <1\ eragc. 

longer-run effects of structural reforms that have 
enhanced the efficiency of resource allocation in the 
industrial economies probably have played an ad
ditional role in raising the level of potential output 
and containing inflationary pressures. Because such 
effect!> are particularly difficult to quantify. th�y 

may account for a significant part of the undcresli
mation of output growth in the projections. 

While fiscal policy was restrained in most indus
trial countries in 1986-87. a more neutral stance 
prevailed in 1988. with little net effect on aggregate 
demand. ln contrast. monetary conditions tightened 
markedly during the course of 1988. following a 
significant relaxation from 1985 to mid-1987. when 
the rates of expansion of monetary aggregates in 
!>everal major countries exceeded preannounced 
targets. as well as the growth of nominal GNP, by 
significant margins. Considerable uncertainty per

sists about the underlying behavior of the monetary 
aggregates following the deregulation of financial 
markets over the past decade. lt would seem. 
however. that the supply-side influences mentioned 
above may have allowed monetary policy to be 
-;omewhat more accommodating during 1985-87 than 
would have otherwise been possible without a rise 
in inflation (Chart 3). The tightening of monetary 

4 

conditions during 1988 has helped lO contain rising 
expectation� about inflation and to reduce the risk 
of overheating. but the effects of the previou:, 
expansion of liquidity may have contributed to the 

strength of demand last year. 
The near-term outlook for economic activity in 

the indu:,trial countrie� hinges on the prospects for 
inflation. The recent firming ofinterest rates suggests 
that the momentum of growth is likely to moderate 
compared with the rapid expansion of 1988, even 
though the risk of a sharp slowdown appears to be 
small. At the same time. the danger of an intensi
fication of inflationary pressures during the period 
ahead appears to have les!>ened. l n the absence of 
clear signs of inflationary pressures in more than a 
few countries. and on the assumption that the large 
cxtemal imbalances will continue to be financed at 
current interest and exchange rates. output is ex
pected to expand at an average annual rate of some 
3 percent during 1989-90. which would be close to 
the underlying rate of growth of potential output. 
(The implications of alternative assumptions are 
explored in Chapter Ill.) 

In the United States. real GNP rose by 3.9 percent 
in 1988. reflecting continuing rapid growth of do
mestic demand and a significant improvement in the 
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Chart 2. Major Industrial Counlries: Capacit�· 
Utilization in Manufacturing. 1 979-881 
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fhese mdice� arc mtended to tllustratc chamrc-; over ram e m 
capacity utilization within a particular countrv s

'
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em:es m concepts and coverage:. hov.evcr. the} '>hould not be u'ed 
to compare rates of capacaty utilization between countn�s at a gi\•en 
point in tim�. 

: Percentage of firm, opc:nning at full caracit' 

real foreign balance. A major factor behind the 
l:>trength of activity was business fixed investment. 
which expanded by 9'1� percent (Table 2). The growth 
of output decelerated to 2.8 percent during the cour<.,e 
of the year (from the fourth quarter of 19g7 to the 
fourth quarter of 1988). owing partly to the impact of 
the drought on the level of agricullural output (Churl 
4). ln -;pite of a significant ri�e in intcre ... t rates during 
the past year-and the emergence of capacity con
straints in some sectors. particularly tn manufactur
ing-there have hecn few signs of any weakening of 
activity. Barring a worsening of inflattonary pre<;sures. 
which could lead to a fU11her ri.,e in interest rate.,, 
output IS expected to expand at a rate of about 3 
percent dunng 1989 and 2'1� percent in 1990. 

Japan·., recent growth performance ha" been far 
better than anticipated and reftech a more ntpid than 
expected re.,tructuring of the economy in respon:.e to 

Chart 3. Major Industrial Countries: Output 
Growth, Liquidit}, and Inflation, 1 970-901 
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· Output grov. th is cakulat<!d for �ach count!'} '" th� p�rcentage 
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The liquidit} miio tM GNP) t'> calculated for each ..:mmtr� a\ 
the rcrcentage de\ iation trom the trend (wcr the periud 1970 Qt to 
19l:IM Q3. Broad money (M I is defined as M:! ( l nited States. France. 
Ita I�. and Canaual. M2 ens U<tpan). ur M1 !Federal R�put>lic 
of Germany and United Kmgdoml. 

'Rate of change m rhe GNJ>'(iDP dC>tlatnr over the -,ame quarter 
of prevtou� y�ar. 

the :sul·"tantial apprcctation of the yen smcc l9S5. 
Boosted by a -.urge m tnvcstmcnt. real GNP rose by 
5.7 pcn:cnt m 19R8. notwJthstam.ltng a tlecltne in real 
net e\pOrh of ncctrly ?. percent of GNP. While the 
grov.lh of im c<,tmcnt is e\pccteJ to moderate some
what tn the period ahcaJ. private con�umption i'> 
projected to remain buoyant. and real dome-.tic demand 
i� expected to continue to increase bv aboul S percent 

5 
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Table 2. Industrial Countries: Output and Demand in Real Terms. 1 986-90 

f Annual pcn.:cntage change�. in con'>tant price\) 

!986 

Con\umcr expenditure H 
Public con,umption 3.7 
Gnw .. fixed invc�tment 2.4 

Fmal domc�t1c demand .'1.6 
Stockbuilding' 0.� 

Total domc�tic demand 3.7 
E\tx>rh of good' and services u 

Imports of good' and service' 6,9 
Foreign hahmcc' 1.1 

Real GNP 2.o 

Memorandum 

Bu�me�s 10\C\tmcnt 
Canada .'1.� 
United State' ·U 

Japan 5.X 

Fr.tncc 4.0 
Germany. Fed Rep or 4.t 
Italy 2.0 
United Kmgdum 1.0 

Total• 05 

Staff pr!ljcction' 
Change� C\pl'e\\Cd "'a percentage <lf uNP 10 the preccdmg year. 
Machinerv and equtpment. 

' 1988 GNP weights 

in both 1989 anti 1990: with 'omc ,Jowtlov.n 10 the 
pace of e\tcrnal adju..,tment. thi' \\OUIJ allow OUlpUI 

to c\pand b� about ·PI� percent 10 both year�. 
A�:ti\ it� also has hccn much .,trongcr than e:-.pectcd 

in the maJOr European cconomtc' anti Canada: a-; in 
other mdu'\tnal countnes thi' reflected in large mea-;ure 
a "harp incrca\e m inve..,tmcnt mulay\. The rate of 
growth of output in the £·ederal Rcpuolil: of German). 
France. anu Ita!� wa" in the range oDA to 3.H percent 
in 19XcL The United Kingdom anti Canatla expcriencetl 
output gnm th of 41f� percent. e\ceetling the average 
for the indu.,trial countrie� for the fourth year in a ro\\ 
in the ca"c of the United K10gdom and for the "ixth 
con,ecutt,·c year in the ca<.,c of Canada. A parltcularly 
"harp tightening or monctat'} poliq has occurred in 
the L ntted Kingdom in re..,pon'ie to emerging pre ...... urcs 
tm price .... and growth is prl�jected to ,Jow con<.,idcrahly 
mer the cour'e of 1989. In the other major European 
countne .... growth is c\pected to be ..,u,tained during 
1<.:189-90. albeit at a more moderate pace than in 1988. 

Among the ... maller indu ... trial countrie .... Sp�un again 
rcgi,tcred the highc\t growth rate 111 1988-5.3 percent. 
compared \\'tth 5.5 percent in 19!(7-owing to the 
ra\orahle effect... on investment of 'illh.,tantial inflow" 
ol foretgn capital. Au ... tralia. Au..,tria. r:inland. Ireland. 
and the Netherlan(h benefited 'ub-.tantially from the 
"trcngth of foretgn demantl. but gro" th ''a' weak m 
Denmark. \lorwa�. and Ne\\ Zealantl a..., relatively tight 
policic" continued to be required to control inflation 
anJ to reduce C,\tcrnal and dome..,tic itnhalance". 

l!lll7 1\lllll 19ll9 1990' 

.U .U :u 3.0 
1.9 1.:! 2.1 1.7 
.u !!,tl -1.7 4.3 
J..'i -1.1 .'A :11 
0.� n.:! 
1,7 4.1 1.4 l.l 
7.7 II.U 7,0 5.0 
7.7 lll.ll n.7 5.8 
U.-1 -0.4 - 0. 1 () 2 
.�.4 -1.1 ·'"' 2.9 

IU< 17.1\ !U 6.8 
:!.X 9.-1 _,,(, 4.7 

x.o 15.9 ll.fl 6.!! 
-1.6 !!.X ('.ll 5.0 
'.6 7.6 6 . .'1 5.6 

11 5 10.11 7.1 6.2 
10. � 14.1 II.U '1.7 

5.8 11 4 6.1J 5.4 

The "urge of hu.,ine ... .., fixed inve...,tment that has been 
the central feature of the recent performance of mo�t 
inuu!-..Lrial countrie.., \\.as not full) anticipated by wr-
vey\ of hu ... incs-, inve\lment tntentton... or by economic 
foreca ... ter .... A .... ui ... cu� ... ed tn Supplcmcntar� Note 2. 
thts development appears to have rc-,ulted from a 
combination of .... everal factor-.: li) capacity constramts 
in many '>cctor-, have "ttrnulaled capital formalton. 
particularly th.:cau"c lm' level-. of capital "pentlmg 
during much L)f the 1970 ... and 19!<0" increa..,ed the neetl 
to replace obsolete rapt tal. I 11) prices of capital gootl-.. 
particularly in the high technology "ector. have de
clined relati\e to output price\. which ha� lowt!rcd the 
cO',t of capttal and encouraged capital "' idcnmg: !iiil 
only part of the decltne 111 oil pnces has been pas-.ed 
on to real wage .... whtch ha" ral\cd the rate of return 
on capital and fut1her -,trengthened profitabilit) in 
mo.,l countrie .... livl husinc"" confidence ha-. been 
bobtereu by the relauvcl} low inflation rate" and 
moderate wage bt!ha\ ior of recent year': and (\ l 
-.tructural change� resulting from e\changc rate re
alignment., and �tructural rcform:-.-including the pro
spective unification of !he European market b) 1992-
have given an impetu\ to investment through enhanced 
compctitton and c\pectation.., of' economics of -;cale. 
The -,tal'fs projections are ba-.ed on the vk"' that some 
of the ... c factor' arc tran..,itot') and that the growth of 
inve,tment \\ill moderate in the period ahead In the 
ah-..ence of an underlying incrca'e in the .,upply of 
ctther publtc or ptivatc -;a\ ing�. continuing rapitl gn.m th 
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Chart-'· Major Industrial Countries: Real Output and Total Uomc�tk Demand. 1 983-88 
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1,f im..: ... tmenl \\OUid ro.:'>ult in prc'>:-.ur�.· on real intere�t 
rate\. \\hi eh eventual!�· \\ ould mal--e 1 he current ..,urge 
in in\'e .... tmem unsustainable. 

The impact of the -.trength ol acttvity on tabor 
markeh ha" varied "ignificantl) acro-.-. countne .... ow
ing parll) Ill JitTcrence� in producllv1ty performance. 
Emplo) rncnt growth in 19X8 e'\ccedctl 2 percent in the 
United State'> and 3 percent 111 Canatla. the fifth -.tnught 
}Cat of "trong e.xpansion. The U .S unemployment 
rate �tood at 5.1 percent in rcbruary 1989. the IO\\ e-.t 
level 111 14 year ... ::md half the rate experienced at the 
trough of the rece.,sion in 19�Q: Canauu·.., unemploy 
ment rate declined to 7.6 percent at the end of 198H. 

5 percentage points nelov. its 1982 pc<tk. ln Japan. the 
unemplo) ment rate fell to 2.3 pcn.:ent. aho the lowest 
rate :-.ince 1982. The unemplo) ment rate wntinuetl to 
fall tn the Unitctl Kmgdom to 7 percent in January 
1989. a drop of 3.7 percentage points in onl} two 
years. Else\\ here in Europe. unemployment has proven 
more '>ll!bbom ami tabor market slack has Jiminished 
only marginally as the ptck-up tn output growth wa-. 
reflected large I� 10 higher growth of productivity. For 
the European countrie-; on average. the unemployment 
rate at the end of 198R wa ... �till clo-.c to 10 percent, 
only v� percentage point below the peak in 19f<fl. 

ln m.ldition to a marked in<.:reasc in crnrluy ment. the 
increased demand for tabor ha ... abo been reflected in 
a '>ignificant rhe in unfilled vacancies !Chart 'i). l n  
North America. movements in both vacancic-. and 
unemployment indtcate a very suh.,tanual tightening 
of labor market conuition., in recent years-a situation 
-,imilar to that observed in 1972-73 and in 197X-79. 

two period-; that were followed by an acceleration of 
wages. ln Jupan, labor market condition-; also have 
firmed. but they appear to be less light than m the 
early IIJ70-.. In the maJor European countnes the 
number of vacancie-. is still far below the number of 
unemployed. High rate ... of -.tructural unemployment 
in the-;c countries. however. may '"ell ma-.k an un
der!� tng firming of labor market'>. '>0 that wage pres
sures now might emerge at much IHghe1 level... of 
unemployment than in the past. 

De,·eloping cow1tric-L For the Jeveloping countrie-, 
as a group. real GDP b now c:-.timatcd to have increased 
hv almo't 411' percent in 19X8 . ... omewhat faster than 
previously expected. The c'\panston of output last year 
YV<I'> the highe�t since 1980, reflecting huoyant export'> 
and. tn a number of countries. expanding Jome'>llC 
demand. The '>trong growth performance \\as. how
C\ er. concentratetl largely m Astan countrie.,: in mo-.t 
countrie� \\ ith recent Jebhervicing prohlcms. partic 
ularly tn the Western Hemisphere anti ... ub-Saharan 
\fnca. economic activit v wa� even \\ eakcr than fore
ca...r earl�, to J98X. in spttc of a relatively strong 
cxpan:-.1on of C\port-. (Chart ol. <\lthough cconomtc 

Chart 5. Major Industrial Countries: Unemployment 

and Vacancy Rates, 1970-88 
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acttvtty m the fuel c\porting: countne:-. picked up in 
1988, it remained welt below that of other developing 
countries. partly because the fuel exporters continued 
to he affected by the large term'> of trade lo-;se'> in 
recent year'>. Thi-. general pattern of regional growth 
perfo1mance i'> unlike!} to change much m the next 
fc"" year'>. 

Economic activity wa� particularly buoyant in the 
newly industrialiLing economie� in Asia-Hong Kong. 
the Republic of Korea. Singapore. and Taiwan Prov
mce of China-where output tncreased on average by 
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Chart 6. Selected Industrial and De\eloping CountT) 
Groups: Real Output Growth, 1972-90 
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rov� percent m 1988. These economiCS have henefited 
greatly from a ')Urge in exports that began 10 1986. 

although export growth did moderate somewhat in 
1988. With the expansion of domestic demand and 
imports picking up significantly. the contribution to 
growth of the net foreign balance was negative in 1988 
for these countries. The strong expansion of exports 
and domestic demand also boosted growth in several 
other developing countries in Asta. such as Malaysta. 
Thailand. and India. which have successfully expanded 
their manufacturing export base 10 recent years. In 
China. the poliq of economic liberalization has con
tributed to rapid growth of output and investment, 
while in India economic activity rebounded following 
a drought-related slowdown in 1987. For the Asian 

developing countncs as a group real GDP growth 
averaged 9 percent m 1988. more than 11/� percentage 
points higher than expected in the October 1988 World 
Economic Outlook.. On the assumption that world 
demand will slow. and with financial policies being 
tightened in many countries for fear of overheating. 
growth in the Asian region is expected to moderate to 
some 6-61/� percent in 1989-90. 

Among the developing countnes in Europe. Poland. 
Portugal. and Turkey also benefited from the strength 
of activity in the industrial countries. The1r export� 
did not expand a-. rapidly a� th(he of the newly 
industrialiLing economies in Asia. hov.ever. bccau-.e 
the competitive position anu the geographical distri
bution of trade \\ere less favorable. Rising inflation 
has led to a tightening of financial policies in the..,e 
countries. "hich is expected to lead to a slowdown in 
growth this year. The situation of Yugo�lavia remains 
particularly difficult. Distortions and uncertainties re
sulting from rapid inflation have contributed to a 

rconomll: Aclivuy 

weakening of domestic demand. while import comprc ... -
slon ha� aho constramcd the growth of output. Eco
nomiL activity tn Yugo-;lavta is expected w recover 
.... omev. hat in 19g9, ho\'.cver. tn rc-;pt>n'>l: to recent 
stabilitation mea�urc..,. For th'-' group llf developing 
countnes 111 Europe output h rrojected to grtl\\' h} 2''� 
percent in 1989. ahout the ... amc rate a.., last year. 

ln the Middle Eastern countric .... growth in real GDP 
v.:as con ... ldcrahly higher in 1988 than expected earlier. 
rctlccting tn large measure the marked incrca'ic in oil 
production of the m(\jor oil cxrorters in the regwn. As 
the increa-.e 111 otl ... upplies depre-.sed world pnccs. 
however. the oil exporting count ne-. again e:-.perienced 
a .... ignificant deterioration in their term� of tmue. '' hich 
led to a further compre..,swn of dome-.tic absorption. 

With oil production cxpecteu to level off in 1989 and 
tl) increase onl)- moderatel� m 1990. real GDP should 
rise at a siO\\er pace in the period ahead. Hov.evcr. 
econom1c activit� tn the non-otl sectors of the oil 
exporting countne-. should recover -.omewhat during 
the next two year� a.., the recent recovery of otl prices 
permih policie-. to become le�s restnctivc. 

Economic gr<)\\ th m 1988 in many or the highly 
indebted countrie-. 10 the wc.,tern Hem1-.phere fell 
::,hort of the staff� alrcad) cautiou .... expectations. In 
Argentma and Brazil GDP \lrtually :-.tagnatcd la:-.t year. 
in spite of a substantial rise 10 exports In both countrie-.. 
investment declined •• ., the sharp acceleration of infla
tiOn over the past two } cars heightened uncertainty 
about economic policies. In Mexico grov.th o.;luv. ell in 
1988 as financial policie.., were tightened significantly 
to curb inflation and as the exchange rate appreciated 
in real effective term ..... Growth \\a-. relatively v.ell 
main tamed in Chile and Colombia. wh1ch have pursued 
relativclv cautious financial polic1e.., in recent year.., 
and thus have been able to avo1d the disrupt1on of 
high mftation. In Boli\ia. where inflation wa� brought 
uown '>harply m 1986. the recover) that began in 1987 

strengthened further in 1988 Growth in this region b 
expecteu to remmn weak 111 1989 O\\.ing to the negative 
cOn'>equenccs of the rise in internationul inten� ... t mtes, 
and the �hort-term implications of bringing down 
excessively high inflation rates in some countries. 

In sub-Saharan Africa. the pace ot ecunomtc activity 
al'>o sloweu 10 1988. and real per capita GDP contmued 
to decline. Owmg to a narrov .. export base. this region 
benefited far less than other dc\'eloping countries from 
the 'itrength of ucmand in the induo;trial countrie'>. 
Export earning ... were aJso severely affected b} the 
weakne')s of oil markets and of prices of tropicaJ 
beverages. A fev.. countnes. including Ghana, Kenya. 
and Senegal. v.. ere able to -;u�tain grov.. th rates close 
to or above 5 percent. owmg largely to the positive 
effects of earlier adjustment programs and far-reaching 
structural reforms In contrast. Cote u'lvoire and 

9 
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Cameroon. where adjustment had been delayed. ex
perienced a �harp contraction of output in 1988. Pros
pects have improved �omewhat for a number of coun
tries that have recently begun to tackle protracted 
structural problems. Output growth in Africa is pro
jectc<.l to remain weak in 1989 before -;trengthening 
moderately in 1990. However, the projected rise in 
per capita GDP next year will only make a small dent 
in the erosion of living standard!) experienced almost 
continuously for nearly a decade. 

Inflation 

For most of the industrial countries, moderate 
rates of inflation have remained a distinguishing 
feature of the expansion that began in 1983. ln spite 
of the recent strength of economic activity. the rate 
of increase in consumer prices edged up only slightly 
in the industrial countries as a group-from 2.9 
percent in 1987 to 3.2 percent in 1 988. A major 
factor behind the relatively favorable inflation per
formance has been the absence of significant pres
sures on labor costs in most countries (Charts 7 and 
8). While nominal wages have accelerated somewhat 
in several countries, this has been largely offset by 
strong gains in labor productivity. In the manufac
turing sector, labor costs per unit of output for the 
industrial countries as a group were roughly un
changed in both 1 987 and 1 988. following increases 
of almost 2 percent in each of the two preceding 
years and an average annual rise of 7.6 percent in 
the 1970s. ln Japan and France. unit labor costs fell 
significantly in 1988. while in Italy, Sweden. and 
Australia wage increases were higher. and produc
tivity growth lower. than in other industrial coun
tries. l n  the United Kingdom. both nominal wages 
and productivity have continued to increase faster 
than in most other countries. 

The recent behavior of productivity and wages 
has been remarkable given the duration of the 
current expansion. The moderate rise of nominal 
wages in the past few years may be attributable to 
relatively low expectations about inflation, which 
have undoubtedly been favorably influenced by the 
weakness of energy prices and by the commitment 
of monetary authorities to resist inflationary pres
sures. While the rise in productivity in 1983-84 and 
the slowdown in 1985-86 were in line with past 
cyclical patterns. the pick-up in the growth of 
productivity in 1 987-88 was unusual and appears to 
have reflected the remarkable strength of business 
investment. 

On balance. movements in commodity prices have 
had a moderating influence on inflation in the in
dustrial countries in recent years. as the weakness 

1 0  

of oil prices ha� more than offset significant increases 
in the prices of many non-oil commodities. Oil prices 
declined by more than 20 percent in U .S.  dollar 
terms in 1988. despite a pick-up in world consump
tion: in real terms the level of prices in 1988 was 
only about twice the 1972 1evel (Chart 9). 1 The price 
<.lccline in 1988 largely reflected an increase in the 
world supply of oil. as several members of OPEC 
exceeded their output quotas during much of 1988. 
Following the OPEC agreement in late November 
1988. total output dropped sharply, and spot market 
prices recovered in the first two months of 1 989 to 
about $4-$5 a barrel above the lows recorded in 
October 1988. Given the uncertainty attached to the 
supply of oil from the major oil exporting countries 
and the low price elasticity of demand for oil in the 
short run, oil prices may continue to be volatile in 
the near future. For the purpose of the World 

Economic Outlook. the staff has assumed that the 
annual average price of oil will be US$15  per barrel 
in 1 98Y. approximately the level in the first two 
months of the year, and will remain constant in real 
terms in 1990. implying a 4 percent increase in the 
nominal U .S. dollar price. A detailed assessment of 
developments in oil markets is provided in Supple
mentary Note 8. 

The strong increase in non-oil commodity prices 
in J 987-88 reflected both cyclical and supply-related 
factors. Food prices (excluding beverages) rose 
sharply starting late in 1987 and accelerated further 
in 1 988, owing partly to the severe drought in North 
America and a poor grain crop in the Soviet Union. 
Metals prices also rose sharply as strong industrial 
demand depleted inventories. Since mining and 
smelting capacity had been reduced significantly 
during the price decline and stock buildup of 1983-
86. producers were reluctant to expand output in 
1987 because of uncertainty about the sustainability 
of demand. Capacity was brought back in early 
1988. and some weakness in prices developed in the 
middle of the year. However. supply disruptions 
coupled with continued strong demand resulted in 
further price increases toward the end of the year. 
The prices of agricultural raw materials also re
sponded to the overall strength of economic activity 
and, in particular, to rising demand for construction 
materials. As supply responded. prices stabilized or 
fell slightly toward the end of 1988. Only tropical 
beverage prices were largely unaffected by the 
strength of commodity markets, reflecting buoyant 
supply conditions. 

1 The world oil price is defined as the average unit value of 
oil exported by the 1 2  major oil exporting countries. 
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Inflation 

Chart 7. 

1985-89 
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Chart 8. Major Industrial Countries: inflation 
Indicators, 1980-88 

Chart 9. Real Oil Prices, 1970-88t 
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fhe '\taffs projections pomt lo �ome increa�e in 
inflation rates in several inc.lustrial countries in J9a9-
90. Consumer prices in the UniteJ States are ex
pected to rise by about 4Y4 to 5 percent in 1989 and 
1990. compared with 4 percent in 1988. In Japan anc.l 
the Federal Republic of Germany. consumer price 
inflation is expected to pick up slightly in 1989 a� the 
effects of earlier exchange rate apprecmtions dimimsh 
and the temporary effects of indirect tax increases are 
felt. In the United Kingdom. consumer prices arc 
projected to rise by about 7 percent m 1989, up from 
4. 9 percent in 1988. owing partly to the inclusion 1n 

1 2  
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1 Nominal prices deflated by expon price� �)f manufactun:s. 

the price index of mortgage interest rate�. which 
mcrea!.ed substantially during 1988. Overall .  however. 
the rise in inflation in 1989 in inc.lustrial countries is 
expected to be relatively modest and to be partly 
rcvcrsec.l in 1990. a!. the recent tightening of monetary 
condittons restrains the growth of demand. 

There ts a mk. however, that inflation could turn 
out to be higher than projected owing to a number of 
factors: (il the growth of demand may continue to 
exceed the growth of capacity: (ii) the rbe in com
modity prices ma} lllrn out to be larger than projected; 
<tnd (iii) there i� a danger that the build-up of liquidity 
during the middle part of the decade might eventually 
accommodate a rise tn expectations about inflation. 
Of couro;c, it may well be that the c.lecline in the 
velocity of the monetary aggregates does not indicate 
a liquic.lity overhang but rather ac.ljusLments tn the 
c.lemaml for money following lhe deregulation of finan
cial markets. In tht'> case there would be little infla
tionary risk from the liquidity build-up illustrated tn 
Chart 3. If the decline in velocity resulted in large part 
from reduced inflation expectations. however, a re
versal of expectations could lead to a rise in velocity: 
with a large volume of liquidity already in circulation, 
inflationary pressure" wuld then intensify rapidly. 

The weightec.l average rate of inflation in the de1•el
oping countries increased sharpl) in 1988. but it j..., 
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projected to fall back in 1989-90. Much of the increase 
in 1988 was accounted for by a relatively small number 
of high-inflation countries-notably Argentina and Bra
zil-and occurred notwithstanding a marked decline 
in Mexico's inflation rate. Inflationary pressures also 
increased significantly in several other countries in
cluding Turkey. primarily reflecting expansionary fiscal 
policy, and Poland and China, where recently liber
alized prices responded to strong pent-up demand. 
The decline in the average rate of inflation in the 
developing countries projected for 1989 and 1990 
reflects mainly the continuing effects of Mexico's 
stabilization program and the recently introduced pol
icy changes in Brazil and Argentina. Inflation is also 
expected to moderate in most other developing coun
tries, mainly in response to a widespread tightening of 
financial policies. Nevertheless, considerable uncer
tainties remain with regard to the inflation outlook for 
the developing world. 

InternationaJ Monetary Developments 

Efforts to stabilize the exchange rates of the major 
currencies were considerably more successful in 
1988 than in the previous year. Greater stability of 

exchange rates has been a key objective of the major 
industrial countries since the February 1 987 Louvre 
Accord. which was reaffirmed by the major seven 
countries in December 1 987 and again in April and 
June 1 988. On several occasions, substantial official 
intervention in foreign exchange markets contrib
uted to the stabiJization of exchange rates. At the 
same time, there seems to have been a change in 
market sentiment in favor of the dollar. partly 
reflecting a gradual widening of interest differentials 
in favor of dollar-denominated assets: this shift in 
private demand for dollar assets appears to be 
reflected in capital account data (Table 3). (Supple
mentary Note 6 contains a detailed analysis of 
exchange market developments in 1988.) 

Following a period of dollar strength from June 
through September 1988, signs that the narrowing 
of external imbalances was slowing together with 
uncertainties about economic policies contributed 
to a reversal of pressure on the U.S. currency in 
October and November (Chart 10).  In the following 
two months. however, the dollar again recovered 
as interest rates rose in the United States. Overall, 
the fluctuations in the dollar during 1988 were largely 
offsetting, and the dollar's real effective value in 
mid-March 1989 was only about 411:! percent above 
its level a year earlier (Chart 1 1 ) .  Over the same period. 
the Japanese yen depreciated in real effective terms 
by I percent. and the deutsche mark depreciated by 
about 2 percent. The Canadian dollar experienced an 

International Monetary Developments 

Table 3. United States, Japan, and Germany: 
Capital Account Trends, 1985-88 
(In billion� of U.S. dollars) 

198.5 1986 1987 1988 

United States 

Current account - I  1.5.1  - 138.8 - 1 54.0 - 136.4 
Capital account. net 122.3 105.6 97.0 133. I 

Long term 74.2 72.7 28.6 75.5 
Short term. nonbank�' 23.8 5.7 22.7 45.6 
Short term, banks 24 3 26.1:! 45.7 1 1 .9 

Counterpart items� 3. I 5..1 6.6 - 2 . 1  

Net official transactions' 10.3 -27.1:! -50.4 -5.5 
Japan 

Current account 49.2 85.1:! 87.0 79.5 

Capital account. net -50.6 -72. 1 -44.8 -63.9 
Long term - 64.5 - 131.5 - 136.5 - 130.3 
Short term. nonbanks1 3. I 0.8 20.0 21 .9 
Short term. banks 10.8 58.5 71.8 44.5 

Counterpart items� 1.7 2.0 -3.0 -0.7 

Net official transactions' 0.2 15.7 39.2 16.1 

Germany. Fed. Rep. of 

Cun·ent account 16.6 39.3 45.0 48.5 

Capital account, net - 15.8 -36.4 -22.0 -68.0 
Long term -4.6 15.3 - 13.1  -47.5 
Short term. nonbanks' - 1.9 -24.5 -5.5 -9.0 
Short term. banks -9.4 -27.2 - 3.4 - 1 1 .5 

Counterpart items' - 1.3 - 1 .7 -5.2 1 .2  

Net official transactions' -0.4 1.3 17.8 - 18.5 

Sources: For the United States. data provided by the U .S. 
authorities: for Japan, Bank of Japan, Balance 0,{Pt1yments Monthly: 
for Germany. Bundesbank. Monthly Bulletin, Supplement 3 .  with 
figures converted to dollars at average exchange rates. 

' Includes errors and omissions. 
l For the United States. this item comprises primarily changes in 

the valuation of foreign reserves associated with exchange rate 
changes, monetization or demonetization of gold, and allocations 
of SDRs. For Japan, this item equals the difference between the 
overall balance of monetary movements and the sum of official 
reserves (which are listed without valuation adjustments) and net 
monetary flows of banks (which are listed under monetary move· 
ments). This difference primarily reflects valuation changes of official 
foreign assets. For Germany. this item is the balancing item in 
respect of the Bundesbank's external position. 

) Positive sign indicates increases in assets. For the United States. 
includes official reserves minus U.S. liabilities to foreign official 
reserve agencies. For Japan. changes in gold and foreign exchange 
reserves. For Germany. changes in net foreign assets of the Bun· 
desbank. 

appreciation of 4 percent against the U .S. dollar: in 
real effective terms the Canadian dollar appreciated 
by 8 percent during the year to mid-March 1989. 

Within the European Monetary System (EMS), the 
parities established in January 1987 were maintained. 
and the tensions that arose, stemming partly from 
divergent movements in cutTent account balances, 
were effectively resisted. Policy actions during the 
year included several episodes of interest rate adjust-

1 3  
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Chart 10. Interest Rate Differentials and Exchange Rates. 1986-891 
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International Monetao Devdopmenb 

Chart 1 1 .  Major Industrial Countries: Monthly Average U.S. Dollar and Real Effective Exchange Rates, 1978-
891 
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mcnb anJ �.·oorcrative exchange market intervention. 
rarlicularh Ill France anJ German)' Further CllnVCr
gcncc of inflation rate� abo factlitated the maintenance 
of paritic-... The relative weakness of the currencies 
partktpating in the E \Change Rate Mechani'>m of the 
l.f\IS ha-. reflected. inter alia. the reaction to the 
announcement in late 1987 of the tmpo-;ition of a 
\\ ithholding la\ on interest income 111 Germany eiTec
li\e Januar) 1989: the availabilit) of more attractive 
inve-..tmenl l.lppurtunitic'> in fa..,ter-growing economic�. 
and the -,harp tightening ofmonetar) conditions 111 the 
United Kingdom The pound sterling apprccwted by 
4 percent m real effective term.., during the ) car to 
mid March 1989. as the rise in interc ... t rates mnre than 
oO'sct the influence of a '>harp deterillrallon 111 the 
C\tcrnal current account. 

Total oflicial reserve accumulation in 19XX as a 
'' hok v. as minimal. rellecting the return to private 
financing of paymt:nl!) imbalance� <Chart 121. fhcrt: 
\\ere large differences among countrie._, hov.;ever. anu 
con,iuerable-albeit oft\etting-change" 10 rc�crvc 
po,ittons diu occur during the year. Japan anu the 
United Kmgdom continued to accumulate re ... t:rve .... 
although m amounh far "mallt!r than in 19!<7. \\ hilc 
Canaua·.., reserve-; nearly uouhlcu In France ami 
Germany. Ructuations in re..,ervc ... part I� rcllccteu co
onlinatetl poliq actions v.ithin the European Monelar� 
S�..,tcm and among the Group of Seven countries; 
re ... ervt:" in both countrie' fell dunng the year a� a 
\\hole. absorbing part of the do\.vnward pres:-.urc on 
these currencies. 

Following the large real depredation that 1.>ccurrcd 
over 19R5-87. the real effective cx�hange rate:. of mo'>l 
Jevdoping countrie' apprt:ciatcd Juring 1988 (Chart 
1 3 )  Thts development �as generall� related to the 
... ignificant improvement in the aggregate external po
... itton of the developing countries that ha:. taken place 
in rec�.:nt years. For most non-fuel exporters. recent 
mm cment� in the terms of trade have been much more 
favorahle than thoo;e of the mid- 198lh. which had 
triggered \\ idcspread adjustment measures 111 order to 
improve compelitivenes:-.. particularly a'> regard ... non
traditional e\ports. Although the term'> of trade of the 
Middle Eastern fuel cxp011er' have continued to de
teriorate. '>Ome of their currencie� have recently ap
preciated. reflecting their close relationship to the U .S. 
dollar.: For many other developing countrie'>. the 
recent real appreciation mainly reflects the failure of 

! Smcc 19X5 there ha.., nc.:n broaJ corre�ponJcn.:c het wccn 
movcmcnh in the real efl'ccuve .:xchange rate-. of the L' .S 
Jullar and of the currencies of man� Jevclopmg C<luntnc-,. By 
the end llf 19R7. however. the real cfTective value of the U.S 
Jollar had returned approximately to its level tn 1979. while the 
real c:-.change rate'> of the main developing country regions were 
\till 25-45 percent below their 1979 level-.. 

16 

Chart 1 2 .  Selected Countries: TotaJ Reserves Minus 
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nominal exchange rate changes to keep pace with 
raptdly ri-;ing donh!'>tic mflatton. The currencte'> of 
some Asian exporter" of manufacture' (particular!� 
Korea and Taiwan Province or China) have aho 
appreciated stgntficantly '>ince 1986: during 1986-8!:< . 
!he real effective exchange rate of Korea rose by 9 
percent and that of Taiv .. an bv I 0 percent. 

Trade and Current Account Balances 

The '>trength of activit} in the industrial countril.!!) 
ha� been accompanied hy a rapid expansion of world 
trade. and the large movements t n  exchange rates 
over the pa-;t three vears have led to a significant 
redistribution of export market �ihare:-.. World trade 
e\pandcd b) 4.4 percent in 1986. 6.1  percent in 
1987. and by an estimated 9lf� percent in 198R-the 
strongest performance m this decade and over 3 
percentage points above the average for the 1970s. 
With the anticipated !)lowdown in activity in 1989-90. 
the rise in world trade is expected to moderate to an 
annual rate of about 6 percent in l 9R9-90. 

The e\.pan.,ton of world trade in 19!:!8 was m large 
part the result of buoyant import demand in the largest 



©International Monetary Fund. Not for Redistribution

Chart 1 3 .  Developing Countries: Real Effective 
Exchange Rates, 1979-881 
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indu..,trial countries. In real term..,, Japanese import.., 
rose by 1 7  percent m 1988. and they are projected to 
grow by about 8Y� percent a year over the next two 
yean. Import growth was also tn double digits in the 
United Kingdom and Canada. U.S. imports expanded 
by about 7 percent. as rap1d demand growth out
wetghed the effects of Improved competltivenes'i of 
domestic producers. Among the developing countrie .... 
the exporter-; of manufactures experienced ver)- strong 
import gro� th in 1988; imports tn these countnes arc 
projected to continue to expand rc�pidl} in 1989-90 
owing to strong domestic demand and etforts to stim
ulate imports in the newly industrializing Asian econ
omics. Import growth also p1ckcd up in many of the 
heavily indebted countries that experienced stronger 
export growth. In contrast. import':> remamcd dc
pre..,scd in the fuel exporting countnes. 

With exports expanding by 24 percent in 198R. the 
United States supplied approximately one third of the 
increase in world trade. Gro� th in the volume of U . S .  
exports i s  projected to slov. to a more moderate pace 

in the period ahead as the effects of the improvement 
in competitiveness stemming from the real depreciation 

Trallc and Cun..:nt :\ccount Balam:e-.. 

of the dollar in 1985-87 subside. By 1990. howcvl.!r. 
U. S. exporter.., arc expected to have regamed mll">l of 
the market share.., they lost between 1980 and 19X5 
(Chart 14). Exporters in Japan and Germany lost world 
market shares in 1988. and thl'i proces.., j., prqjected 
to continue in 1989-90 de..,ptte indiCations that Japanese 
export.., to other As1an countries and German export.., 
to I::uropean trading partners are pickmg up again 

In addition to the reallocation of export market 
..,hares among the three largest countries. the industrial 
countries as a group have con[lnucd to khc markeh 
to dcvelopmg countries. This tendency reflects tn part 
the surge in exports of manufactures from the four 
newly mdustrializmg Asian economies: the -;hare of 
these economtes in world non-fuel trade ro'ie from � 
percent in 1975 to 4 percent in 1985 and is projected 
to rise further to 6 percent hy 1990. In addition. the 
turnaround tn the prices of many commodities and 
strong demand from industrial countnes has stimulated 
the exports of many primary producing countries in 
the Western Hemisphere and Asia. After two consec
utive years of weak export growth. the export per
formance of'>ome of the lovv-income count ne.., in Afnca 
I'> also projected to strengthen dunng the period ahead. 

The combination of 'iizable -;hifts in export m<trkct 
'ihare ... and ..,ignificant differences in import gnm th 

Chart 14. Market Shares of World Non-Oil 
Merchandise Exports. 1 973-90 
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resulted in a substantial reduction of the trade imbal
ances of Japan and the United States. particularly 1 0  

real terms: in nominal dollar terms. the reductiOn was 
attenuated by terms of trade developments !Chart 15). 
The Japanese current account surplus fell to 2.8 percent 
of GNP in 1988. two thirds of its level in 1986: the 
U.S. deficit fell to 2.8 percent GNP in 1988. more than 
half of a percentage point les'> than the year before 
!Table 4). In dollar terms. Germany's current account 
surplus widened in 1988. but it remained unchanged 
in relation to GNP. 

During the second half of 1988 there were indicationc; 
that the adjustment process was slowing down as some 
of the effects of the policy and exchange rate change<; 
that had taken place in the period 1985-87 were 
begmning to taper off. At present. continuing rapid 
grov. th of demand and imports in the United States 
together with further shifts in net interest income 
implied by the continuing widening of net external 
a-;set positions seem to suggest that little further 
progress j., likely during the period ahead.' While the 
.;;tatr projections point to a stabilization of the imbal
ances of the three largest countries in relation to GNP. 
the nominal imbalances are projected to widen in both 
1989 and 1990. 

Strong domestic demand. significant autonomous 
capital inflows and losses of external competitiveness 
have led to a significant deterioration in the current 
account positions of several other industrial countries. 
The current account deficit of the United Kingdom 
widened by $22 billion in 1988 to 3.2 percent of GDP. 
Spain abo experienced a further deterioration in it<. 
current account, which has shifted from a -;urplus of 

' Over the pao.t few year:;. change!> in invc!>tmem income 
payment flows of the large'>! coun1ries have been smaller lhan 
"hat would have been expected on I he basis of current account 
Imbalance!> and market interest rate,. In Gc1·man� . net factor 
payments fell m 1987 dc'>pite the large CUITCnl account surplu�: 
ami in the United Slate<,. the surplu'> on net inve�tment income 
declined by less than might have been expected. For both 
Germany and the Umted States. the rate� of return on foreign 
a<oscl� and liabililie-. differ for many reason� including dill'erent 
maturity sLructures. In addition. investmem receipts as defined 
in the l1 S balance of payments include unrealw�d capital g:.uno; 

or lo,l>cs resulting from changes m I he value of the dollar 
The U.S. accounting praclice. which differs from most o1hcr 

counlrie<>. resulted in c�ceptionally large capital gam:. in I 986 
and 1987. following the deprecialion of the U.S. dollar. Th1s 
po�illve �ervice flow accounted for much of the largc Improve
ment in the global currenl account discrepancy during I his period 
(Table A30l. ln 1988 the U.S. dollar remained rela1ivel� 'table. 
\\ h1ch mean I that U .S. valuation adJuStments to e;>.ternal assets 
were not �ub .. tantial enough to mask the worsening of the global 
discrepancy originating in invcstmenl income llow ... Other fac
tors in the large deterioration of the global discrepancy 111 U .S. 
dollar term� were the rise in world intere�t rate!> and the ,Jowing 
of world 1rade grov. th. mea.,urctl in U .S. dollar terms. (For a 
discussion of the factors that affect the global current account 
discrepancy. o,ce the Repon m1 the World Currefll Acnnml 

DiH·repalll'.''· lntemational Monetary Fund. September 1987 ) 
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Chart 15. United States, Japan , and Federal 
Republic of Germany: Oil and Non-Oil Trade 
Balances, 1980-90 
tin percenl of GNP) 
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Finam:ing ami Dent in Dnelopmg Countnc' 

Table 4. Selected Economies with Large ExternaJ Imbalances: Alternative Measures of Current Account Balances, 
1 980 90 

llJ!IU llJll6 19117 191<1\ 19!(1)1 llJ91l' 

United State� 
In htllton, of dollar-. 1.9 - L\1\.ll - 15-1.11 - 1�5.� I �<J.� - t56.6 
In Jll!rccnt nf GNP 0.1 - � � - l...l -�.H - ';. 7  -�.1\ 

J<tpan 
In htlhon' llf dollar'> 10.7 X'i X 1<7.11 79.5 X-1,0 93.5 
In trillion' of yen �.6 1-1 2 1�.5 Ill.� 10.5 11..1 
In percent of GNP 1 0  4 I l.o �.X :! 7 2.K 

Gcrmany Feu. Rcr llf 
In htllion' of dollars 13.8 w ·' -15.0 -18.' -IY.7 51 .:!  
In !:>ill ion' of DM ��.1 X'i,O XO.!! �-� (j 911.6 91.5 

In p.:rccnt ofG'JP 1.7 -I.-I 4 0  -1 () 4.1 3.lJ 
United Kmgdom 

In hill ion' of dollar' 7 .. � 11.3 4..1 �6.� - JIU 2'.5 
In pcn.:.:nt of GNP 1.4 -0.6 --'.� - �..� � � 

Belgium 
In hillinn' of unllar' 4.9 J I �.9 J.4 ·' 4 J.6 
In percent of GNP - 4 . 1  :!.7 :! . I  �.3 2.1 � - '  

N.:therland\ 
In hilltom of dollar' 1 .0 4.6 'l.-1 ".4 'i. � o.l 
In percent of GNP 0.6 � (l 1 , 6  �--� � ' -h' 2.4 

S\\ ittcrland 
In btllion' of dollar' (),'\ 6.9 i.� h..l 6.1\ 6.6 
In percent of GNP 11.' 4.1\ 4.1 I.\ '·' 1,0 

Four A'mn :-liE--. 
In hill ion' of dullar' 9.0 .:!1 I .�tU �=-.x 27 .. 1 �' 7 
In percent of G'JP -6.4 I() I 10.1! 7.4 1'>.4 '·4 

1 StaiT projectton,. 
!'he four ,\,ian nc11.l� mdu'>trialiLing ec<•m,mie' compri'c H(lng Kong. Kurea Smgapnrl·. and Tai\\an Pmvmce (lf Chin;t. 

2 perc�nt of GDP in 19H6 to a deficit of I pen.:c.::nt of 
GDP in 1988: however. thts detenoration appears to 
have been matched by an increase tn the share of 
mvestment in GDP rather than a decline in dume,ltc 
sa\ ing. 

The combtned current account balance of the de
veloping countrie.., moved mto a deficit of $ 1 9  billion 
in 1988. from a position of approximate balance in 
1987. The aggregate deficit i:, expected to widen some
what further over the ne.'\t two years. The e'\ternal 
surplus of the exp011crs of manufactured goods !'

projected to diminish. partly on the as'iumption that 
the newly indu">lrializmg Astan economic-. will inten
..,ify etTort"> to limit their surpht'>C"> through continued 
impot1 liberalization. flexible e.\change rate manage
ment. and '>Upport of dome ... tic demand expansion.� 
Other non-fuel exporters are expected to experience 
a widening of their deficit owing to a moderation of 
export growth and less favorable terms of trade The 

• Tatwan Provmcc of Chma e:\perienced a '>izable reductton 
in it\ current account �urplu� in 19RR tu �ome $8 hillion. compared 
\\ith )t8 billion m 191!7. Part of thts reduction was the re!>ult of 
unu�ually large imports of gold "luch are not expected to 
c�munue on the scale of la<.t vear. C�ln-;equcntl>. the c:\tem<�l 
\urplu� i' expected to wtden agatn �omc\\hat tn 191!9. 

dclkit of the fuel e"porting countrie-. i� prq1ectcd to 
dimtntsh somewhat by 1990 because of further tmpon 
compression and a moderate recover} of oil pncc.,. 

Financing and Debt in Developing CoUJttries 

FiJWII< in� ]loll's. E'\ternal borrowing by devel
oping counu·ie-. wa� heavily skeweJ toward official 
sources in 1988. as ha� been the case since the onset 

of the debt crisi� in 1982. From 1985 to 1 988. official 
creditors (governments and international institu
tions l provided -,omc 80 percent of total financing 
tlow-. to Jevelopmg countric-.. compared with about 
)5 percent in 1980-8:::!. Following a 'teady ri-;c since 
1984. however. net flows from official creditors 

decli ned marh.edly in 1988: disbursements by both 
multilateral development banh.s and from bilateral 
source'> were lower. reflecting some slippages in the 
indebted countries· adjustment effort�. Official lend
ing declined most sharply to those countries that 
have borrowed predominantly from commerctal 
source'>. including the heavily indebted middle
income countries: total official flows to other net 
debtor countrie' fell much lesl.. w1th lending to the 
low-income countries being broadly maintained. 
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Total net lending to dcvclopmg countrie:- by the 
nonofficial sector (includmg short-term flows) barely 
rose in 1988 from the depressed level of 19X7.' 
Countries in Africa and the We..,tcrn Hcmi">phere. 
notabl} thO!)e which have experienced recent deht
�en icing problems . ... uffered a hca\ y withdrawal of 
private sector fund'> in 1985-88 (totaling $ 1 0  billion 
and $ 1 1  billion. respectively). Pri'vate lemling to 
developing countries in Europe and the Middle Ea�l 
rose moderately in 1988. but net lending to Asia fell 
sharply. reflecting the lower financing requirements 
of the newly industrializing economies. These trend.., 
111 private sector lending are confirmed by data on 
net changes in bank claims. which are included in 
the World Economic Outlook for the first time (the 
differences between various indicators of private 
lending to developing countrie!) are dbcussed an 
Box I l. Net bank lending to C\.portcrs of manufac
tures remained substantial until 1988. while bank 
Jendang to fuel exporter'> in J 985-88 was close to 
zero. Bank claims on other net debtor countnes 
have declined on average by almost $8 billion 
annually since 1984: this decline wa:-. concentrated 
in countries with recent debt-servicing problems. 

In the absence of a further recovery of oil prices. 
the fuel exporters probably will continue to register 
moder:·tc current account deficits in J 989-90: since 
reserves have been reduced to histoncally low 
levels. the external borrowing requirement of these 
countries is e"Xpectetl to return to the level of 1 986-
87. The borrowing requirements of exporters of 
manufactures are likely to be modest. although 
above the level of 1988. and would be met primarily 
from market sources (the newly industrializing econ
omics in Asia arc projected to be significant net 
lenders in 1989-90). Borrowing by other countries 
would rise broadly in line with the expected widemng 
of the1r current account deficit. Lending by both 
official and private creditors to the developing coun
trie� is projected to increase in 1989-90 compared 
to 1988, and some repayment of accumulated arrear<; 
is expected following the $::!5 billion increase in 
1986-88. 

Debr. The total external debt of devclopmg coun
tnes rose by only $9 billion in 1988 to $ 1 .240 billion
an increase of le<;s than I percent in nominal dollar 
terms and a <;ubstantial slowdown in comparison 
with the growth of recent years. Valuation adjust
ments arising from the impact of exchange rate 
changes. which had added some l fi  percent to the 

' See Statisllcal Appendi\, Tahk A40 The concept of ··,llhcr 
ncl borrowing" ha� been reVI!>ed m thl'> ed1t1on of the World 
Eco11omtr Om/ook to mclude all exceptional financing flows 
(Other than official amortiL<•tion arrear�): 1 he<.e arc <.ho\\ n 
<.cparately as a memorandum item. 
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dollar value of debt in 19�5-�7. slightly reduced the 
debt stock in 198�. Liabiliue-. m\ed to officaal 
creditors rw;l' b� 5 percent rn 1988 (compared with 
an annual rate or about 1 7  percent in the previous 
three year'>). but debt to the nonofficial sector 
(including short-term liabilities) fell by 1 1/z percent. 
The total liabilitie:-. of the developing countric!> in 
Europe and the Western Hem1:-.phcre actually declined. 
even after allowing for negative valuation effects. but 

the valuatron-adjustcd debt of A"'ian and Middle East
ern countries continued to grow moderately. 

The -.10\;.,er n'>C 1n c.lebt. combined 'A ith further strong 
export grov. th. re-,ullec.l in a further decline in the 
developing countnes aggregate debt-to-export ratio. 
to 142 percent at the end of 1988-a drop of 30 
percentage points comparec.l with the level at the end 
of 1986. but st1ll above the ratio of 1::!0 percent recorded 
at the end of 1982. C ertam Important groups of debtor 

countries r.!ve failed. however. to share in this gain. 
The debt rauo of the Afncan countries barcl) changed 
1n 1988. and the sub-Saharan countries are expected 
to experience a further rise in their debt ratio through 
1990 The debt ratio of the 15 hea'V ily indebted countries 
was still around 300 percent in 1988. although it is 
prqjcctcd to drop to 280 percent b� 1990 CChan 16). 

Chart 16. Developing Countries: Debt Outstanding 
and Ratios of Debt to Exports. 1980-90 
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Moreover, the net debtor counrnes · interest service 
ratio is expected to rise sharply in 1989. rcftcctlllg 
higher international mterc�t rate�. before declinmg 
again in 1990. These projections arc ba-,ed on the 
assumption that scheduled debt service payments will 
be met to an incrca::.ing extent through cash payment'>, 
rather than through reschedulings and an·ear'> v. hich 
significantly reduced debt service actually paid in 
1986-88. 

Economic Policies 

Industrial countries. Monetary condition:-, tight
ened substantially du1·ing the course of 1988 as 
monetary policy assumed a central role in short-run 
macroeconomic management. The generalized rise 
in short-term interest rates reflected concern <:1bout 
overheating. particularly in Norlh America and the 
United Kingdom. In '>Ome other countries where 
the risk of an intensification of domestic inflationary 
pressures was less acute, monetary conditions al-,o 
firmed significanlly. mainly because of exchange 
rate considerations. The task of balancing domestic 
and external objectives was complicated by uncer
tainties regarding the speed at which both current 
account and budgetary imbalances v.ere being re
duced. At the same time, the effectiveness of mon
etary policy appears to have been enhanced in !)Omc 
countries by the rapid growth of corporate debt. 
( Monetary policy development<; arc reviewed in 
Supplementary Note 4.) 

The tightening of global monetary condition'> that 
began in 1987. with an interruption following the 
world stock market correction in October 19R7, ha-, 
been more closely reflected in the behavior of 
interest rate-; than in the pattern of monetary aggre
gates (Charts 1 7  and 18) .  Increases in short-lerm 
interest rates during 1 988 have been most pro
nounced i n  the United Kingdom (approximately 4Y:! 
percentage points. December to December), but they 
also have been substantial in the United State-.. Can
ada. and the Federal Republic of Germany. The ri'>c 
in German interest rates was accompanied by s1milar 
increases in other European countries. both within ami 
outside the European Monetary System. By the end 
of 1988, -.hort-term interest rates in all the major 
countries other than Italy had been restored to the 
levels prevailing prior to the stock market correction 

In contrast to the sharp increases in shorHerm rateo;, 
long-term interest rates remained remarkably stable 10 
most countric� during 1988. Yield curves have thu� 
tended to flatten. and in some cases long-term intere'it 
rates have even fallen below o;hort-term rate'>, implying 
an "inver�ion" of the yield curve (Chal1 17).  During 
the early part of 1989. however. long-term interest 

Economic Policies 

Chart 17. Major Industrial Countries: Short- and 
Long-Term Interest Rates, 1986-89 
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rates began to rise along with �hort-term rates in most 
countne'i. 

Equity prices have increased significantly since 
late 1987: in Japan. the stock market has repeatedly 
been setting nev. records. In viev. of the experience 
of October 1987, when a previous tightening of 
monetary conditions is believed to have played a 
role in the sharp correction of equity prices, the 
apparent insensitivity of stock markets to the more 
pronounced monetary tightening that occun·ed in 
1988 i-, noteworthy. However, the recent tendency 
for long-tem1 intere'>t ratec; to rise has been reflected 

2 1  
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Chart 18. Major Industrial Countrie,o,: Changes in 
Broad Money Supply, 1986-89 
!Percentage change rrom 1 :!  months earlier) 
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in ..,ome widerung of yield differentials between 
stocks and long-term bonds. though to a much 
smaller extent than occurred pnor to the October 
1987 ..,tock market correction (Chart 19). 

Fbcal policy made less progress toward medium
term consolidation in 1988 than in previous years. 
In the United States. the federal budget deficit 
widened slightly in dollar terms in FY 1988-the 
fiscal year that ended in September 1988-and ex
ceeded the revised Gramm-Rudman-Hollings (GRH) 
target by $ 1 1  billion (Table 'i ). Estimates by the 
Administration point to a further mcrease in the 
deficit in the current fiscal year, resulling in an 
overshooting of lhe GRH target by $27 billion. While 
thb overshooting does not trigger spending cuts 
under the GRH law. once the fhcal year is under 
way. it does impose a constraint on fiscal policy in 
the comtng fiscal year. (Sec note 4 to Table 5 for a 
brief explanation of GRH procedures.) Indeed. for 
FY 1990. the new Admimstratton has proposed a 
budget deficit of $91 billion. Implying a reduction 
of $72 billion ( 1 .5 percent of GNP) from FY 1989. 
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Adju..,ttng for asset ... ale:-.. the propo ... ed deficit would 
be $95 billion. still under the GRH target of )100 
billion. The staft' estimate for the U .S. federal deficit 
10 l·Y 1990. based on the Admm1stration·., current 
-.erviccs estimate of the dcfk11 adjusted for differ
ence-. in assumptions about growth, inflation. and 
mterest rates. is � 1 4R btlliun. $::!1 billion above the 
late.,t official estimate: the bulk of the difference 
between the two esttmates reflects a higher interest 
rate assumption b} the -.taff. 

In Japan. fiscal policy in 1988 succeeded 111 pro
viding -.upport to domestic demand while making 
further progress toward fiscal consolidation. Be
cause of a large cyclical tncrca..,e m tax receipt., and 
cautious expenditure polictes. the fiscal balance 
Improved in 1988 despite a discretionary cut in 
pcr..,onal income taxe .... Over the period 1 989-90. 
fiscal policy is C\.pected to be broadly neutral. The 
most Important development last year was the pas
sage of a comprehensive t<n. reform package, in
cluding the introduction of a consumption tax aimed 
at reducmg the reliance on direct taxes. According 
to official estimates. the con:-.umption tax "ill add 
about I ::! percent to the level of consumer prices. 
and the tax reform. a.., a whole. will lower tax 
revenues by 0.7 percent of G N P  on an annual basis. 

Fiscal polic)' was ... timulativc in Germany last year 
as a result of significant cuts in direct taxes. This 
tmpulse ts expected to be reversed in 1989. however. 
reflecting. in part. an increase in mdirect taxes 
(which will raise consumer price inflation by about 
,,_, of a percentage poml) and a reduction in social 
...ecurity outlays for health care.�> In 1990. the budget 
I'> again expected to provide some ..,timulus to demand 
as additional tax cuts become effective. The United 
Kingdom has achieved the mo..,t in terms of fiscal 
consolidation among the major countncs. moving from 
a siLable deficit in 1986 to a ..,urplu., m 1988 that is 
projected to increase over the ne\t two years In 
contra<;!. Italy's budgetary problems remain difficult. 
with the central government deficit prOJected to av
erage '>Ome 1 1 1·�  percent of GNP over the forecast 
period on the basis of current policies. On the same 
basis. some of the ..,ucc:es.., a(.;hieved m Canada m 
reducing the defictt m the past few years appears hkel} 
to be reversed in the period ahead in the absence of 
new policy measures. In hance. fiscal policy is ex
pected to shift from restraint in 1987-88 to neutrality 
in 1989-90. 

For the smaller indu ... tnal countries taken as a group. 
fi<;cal polic} is expected to continue to have a re<;trictive 
impact on activity O\\ ing to continued expenditure 

b ft"><:al tmpuhe mea\ur<!' for IIJXX-M'J are aho influenced b>· 
�harp lluctu<Jtions of profit tmn,rer' from the Bundesb<ml. and 
change� in contribUiion' to the European Community .  
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Chart 19. Major Industrial Countries: Equity Yield Gaps' and Stock Market Prices, 1985-89 
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Table 5. United States: Current Services Estimates of Federal Budget Deficit, 1987-93 
l Ft,cal y�ar-,· in billion' of u .S. d111iar-, I 

1987 19XX 191!9 199() 1991 19n 1993 

Admimst rallon C'>timatc' 

F�bruaq 19X' �46 �4X �:n :!24 
August 191:1� �53 2)() 2+1 :!3X 

Februan 191!6 IX:! 1�(1 lW l:!o 104 
Augu�t 19Xf> 17:! 14(1 1 16 91  M 
Januar} 19'/1.7 175 1)11 147 1.!6 101 7X 
Augu't 19X7 1'9 I Ill lli6 14f> I :!.1 105 

Februnrv 19XK 1. '  I 14X 131! I l l 86 63 w 
Augu't l9XK 1 5 1  1':! 132 I l l  94 80 ':I 
Januaf} 19X9 1511  155 16(1 m 101 70 .17 

\ll.emoram.lum 

February 19l:!9 Budget 
proposal 1501 1'\) lli3 91  6:! :!7 -4' 

Maxtmum dcficih 
'upulated by: 

Original Grumm-Rudman-
Hulling� !GRHI Act I +I 108 n J6 

Amended IGRHI Act' 144 136 100 M 28 

Fund �tatT w�)rking 
as<;umpuon' 1 5 1  I 'i5' lf\X 14!1 14:! 1:!9 1 1 4  

A' a percent of GNP 3-1 I 2 ' :1 2 7 .!.4 2.11 I 7 

Source': Bttd!!l'f ·�( tht• U11it<•d �tare.\ GcJI'CI"/IIIJt'llf (variou' ts�uesl: und Fund stall esumates 
Note The current sen ice\ eMimatc indicate' " hat the fedcrc�l budget deficit wmtld he on the ba'i' of no change, tn the existing tax wstem 

and current ,pending progrums 
' Actual. 
! Office of The Pre�ident. Bui/di11g r1 Bt•tft·r .�maic a. Appendi\ G. February 9. 19!!9. The'e pruposah incorporate pruposed changes in 

current tax and e\pcnditurc program,. 
Surplu.,. 

' Under the revi�ed Gramm-Rudmnn-Holling� (GRH I la11. the ba\elinc projection i� c�'entiall} '' current sen•ke� e\timatc derived using 
Office of Management and Budget economic and technical '"�umpttons. The la\\ �llpulate' that budget deficit� mu�t decline m every year 
through 1993 m line wtth the �et target' and specific, a mechanism that would be tnggen::d under certam ctrcumstancc� to reduce spendmg 
with a view to achieving thc�e targeh. For example!. if t"ly October 15. 1989. when fimtl e�t•mate\ for FY 1990 are required, the estimated 
GRH baseline deficit exceeds S i l O  billion (the 1990 deficit target of $100 h1llion piu� the $10 billion "cushion" allowed under the law), a 
�cquestratton will he tnggered to reduce the baseline deficit. A simtlar proces' wa;; followed for the FY 1989 projectiOns; the mtd-Octobcr 
1988 final estimates were helo\\ the GRH target ('iil36 hillionl. and therefore the 'eque'>tration v.a-. not triggered Although the Adminhtration·, 
February 19!\9 e�timate!. raised the projected FY 1989 deficit to $160 billion. no further budgetary measure� are required at thi� time under 
the �;.,,. 

' Based on the Admmistration's current 'crvtces c:'ttmate' adjusted ft)r differences in economic a .. ,umptions. 

rc)o.traint in the face of a large external deficit (Den
mark). and also in order to dampen the growth of 
aggregate demand (Sweden and Australia). In 1 989. 
Finland. Sweden. Austria. and Ireland are imple
menting personal income tax cuts in order to rationalize 
tax systems. and a reduced budget surplus is expected 
in Norway in 1989. Continued progress in fiscal con
solidation is expected in Belgium over the forecast 
period. after a small setback in 19R8. I n  Spain. fiscal 
policy could become somewhat expan ... ionary because 
of rising ... ocial expenditures. 

The medium-term goal of fiscal consolidation implies 
a reduction both in the size of fiscal deficits and in the 
shares of government in total expendllure. Several 
countncs (especially the United Kingdom. and to a 
lesser extent the Federal Republic of Germany) have 

24 

achieved -;ome progress in reducmg the relative <;iLc 
of the government sector during the 1980s (Chart 20). 
A significant reversal of the trend toward a growing 
share of government may not have occurred in other 
major countries, but the trend at least has been arrested 
everywhere except i n  Italy. An additional medium
term objective of fiscal policy has been to limit the 
growth of public debt which could eventually impose 
severe constraints on the flexible use of budgetary 
policy for demand management purposes and. more 
important, hinder capital formation and growth over 
the long term. In a few countrie� (the United Kingdom. 
Japan. and Gennany) the burden of public debt (in net 
terms) appears to have declined or stabilized in recent 
years. although levels of debt remain relatively high. 
In the United States and Canada the net public debt 
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Chart 20. Major lndustriaJ Countrie!l: GeoeraJ 
Government Expenditure, 1970-90 
tin pcn.:cnt of GJSPJ 
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is still rising. albeit more '>IO\\ I} than earlier tn the 
tlecade. In Italy the net publtc debt i'> growing qu1te 
rapidl� and has reached ver} high leveh in relation to 
the '>ize of the economy. (Data on government debt/ 
GNP rallo� for major industrial countnes is presented 
in Supplementary Note 3.) 

Recent developments i n  budgetary balance� can also 
be analyzed in a flow of funds framework <Chart 21 ), 

even though it is important to realtle that such a 
framework does not reveal or pretl1ct causaJ link .... but 
rather ex post accounting identities In the Umted 
State-., the deterioration of the external current account 
from 1981 to 1987 was accompanied b� large fiscal 
deficits, and a sharp decline in pnvate savings. In 
Japan. the process of fiscal consolidation was accom
panied by a growing current account surplus during 
19H 1-86. but the subsequent narrowing of the external 
surplu'> has been associated with a surge 10 private 
inve-.tmcnt In the Federal Republic of Germany. shift'> 
in tnter.,cctoral financial balance., were similar to those 
in Japan through 1986: since then. a m10g gap between 
sa\ ing and investment has large!� offset the partial 
rever.,al 10 the financial po�ition of the public sector 
In the United Kingdom. the turnaround in the fiscal 

EconomiL Policie' 

position from 1980 to II.JM!< \\<ts more than matched by 
a deterioration m the tinanctal balance of the private 
sector On the ba.,.., of current policies. the ... ectoml 
financial balances in the major countrie-. are expected 
to change little duling 1989-90 

Del•e/opiiiR countrit•L l n '>Pile of ... ub-.tantial adju-.t
ment effortl> m many countrie'>. budgetar� deficih 
cont10ue to pOl>C a major problem for economic pohcy 
in most developmg countrie�. The ... c deficits. \\hich 
were a key factor in the rapid grO\\ th of money supply 
and the n-.e of mflallon m 1988. reflect both the legacy 
of pa'>l poliq deCI'>IOns and the effech of e.\.ternal 
tlcvclopments. Even though '>Omc countries have '>UC
ceeded m broadening the1r re\ enue ba.,es, taxes 10 
many tlevdoping countries '>ltll remain heavily de
pendent on external trade. Moreover. as a result of 
ri.,mg external debt-service obllgationl>. budgetar} out
lay-. m debtor countrie ... arc mcrea.,ingly influenced by 
movemenh 10 world mterc'>t rates. ln tho-;e countries 
that t�tcc persistent e\ternal flnancing con!'>tramts. the 
re'>pOn'>e to a deteriorating tiscal position frequently 
ha., been to curtail public ino,;e-.tment and to resort to 
at lca'>t partial monetization of the deficit. A'> a result. 
intlatton has accelerated '>harpl y. and growth prol>pects 
have tleteriorated m many developing countries. These 
countries now face the difficult task of achieving a 
sustainable fiscal pO.,Ition that "' consistent with non-
101lat1onary growth and a viable C\ternal balance 

While fi.,cal imbalances in man} of the developing 
countne., in the Wc.,tcrn Hemi-.phere narrowed in 
1988. they have generally remained too high gi\en the 
neetl to control credit c.xpans1on and inflation. In 
Mex1co. fi'>cal pohq was tightened in 1988 as part of 
the '>tabilization program. and the budgetary po-.itwn 
improved markedly tn -.p1tc of a weakenmg in oil 
prices. In Argentina and Brazil. fiscal balances im
proved somewhat in 1988: the stabtlization plans re
cently announced in both countne'> envisage a signif
icant tightening of fiscal poliq in 1989. A fe\\ highly 
intlcbted countries. notabl� Chile clOd Colombta. have 
pursued more prudent financial poltctes in recent years 
and have managed to contain inflat1on. 

Among the highl} muebted m1udlc-income countric� 
in Africa. Cote d' Ivoirc and Ntgeria have experienced 
a sharp deterioration in their hscal balances in recent 
years, in part a!> a result of tlccl10ing. prices for oil and 
tropical beverages. but also because of relatively lax 
policie'>. Vulnerability to external �hocks abo has 
remained acute in many low-income countries m sub
Saharan Africa due to their n.uro\\ production and 
revenue base. Within the framework ofcomprehen'>ivc 
'>tructuraJ adJUStment program' tle'>lgned to improve 
econom1c efficiency and promote growth. many of 
the.,e countries have undertaken fiscal reforms to 
broaden revenue base-. and to reduce expendtture. As 

25 
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Box 1 .  Statistical Measures of Private Sector Lending to Developing Countries 

26 

The decline in spontaneou!> private �ector lending 
to a wide range of developing countries since 1982 has 
been a major manifestation of the debt crisis. As the 
debt c;trategy has evolved. increasing aucntion has 
therefore focused on the sources as well as on the 
level of financing flows to developing countnes. In 
particular. the "Program for Sustained Growth" intro
duced by then-U .S. Trea:.u!] Secretary Baker at the 
1985 Fund/Bank Annual Meetings in Seoul paid special 
allention to the respective contributions of multilateral 
creditors and commercial banks. 

While official financing flows rose markedly in 1985-
87. lending by the private sector has remained very 
weak. This development is illustrated in the financing 
tables (A40-42) of thi:. edition of the \Varld Economic 

Outlook which present, for the first time. estimates of 
bank lending based on the Fund's fnternatimwl Bank
ing Statistics ({85).1 Since the meaning and reliability 
of these and other estimates of private sector lending 
to developing countries arc affected by a variery of 
conceptual and statistical problems. the estimates 
should, however. be interpreted with caution. 

Information on financing flows may be obtained 
directly from flow data (for example. balance or pay
ments accounts} or can be derived mdirectly from 
information on changes in stocks of debt outstanding. 
In principle the most accurate approach would be to 
measure disbursement and repayment transactions for 
each liability item. but detailed balance of paym�nts 
information broken down by creditor type is recorded 
by onl� a small number of countries. For this reason. 
most measures derive llow estimates im.Jirectly from 
changes in the stock of debt. An etl'on is made to 
a<ljust these flows for valuation effects. but many 
problems remain with regard to both methodology and 
coverage. 

The debt-creating flows (net external borTOY. ing) 
shown in the financing tables of lhe World Economic 
Outlook are defined as the deficit on current account 
minu� net changes in certain identified capital account 
flows (including direct investment, use of reserves. 
asset transactions. and errors and omissions).2 Within 
net borrowing. reserve-related items (credit from the 
Fund and liabilities constituting foreign authorities· 
reserves) and net long-term borrowing from official 

• Oata on b:1nk datm' oul>tandmg an: rubfi,ho:d in tho: w,,rld 
Table' ,,f lntanutional Fimmt m/ Swlt.Hin (Wa,hington: tntcrna
tionul Monetary Fun�.ll. monthly. Tbc derived !low, ure reported in 
/mt'mMimwl CIIIJitul .,fllrkeH-Vnl'iupm<'lll> tmd Pm�p<-ct.• (Wush
mgton: lntcrnmional Monetary Fund. Apnl 19!191. fable 6. For a 
tkta1lcd dc,cription of 1hi' \Ourc:c. �ec Joslin l..andcii·Mllb. T/u• 
FwtcFJ 1111.-rllutltlll<d Bcml.ml! StclliMit ·' cwa,hington: lnternai10lldl 
Monetarv fund. 19116!. 

. Sec Stnthllcal t\ppcndix. T;obh: A4U. The '"'Cl 1ntn,uctiun .. anu 
error .. and omi\\1t>n' line' Implicitly mdud.: outiluw\ related to 
.: .. pual illght. 

cn:Jitors (derived from the valuation aujusted change 
in long-term official debt outstanding) arc separately 
tdentificd. Thi-. leaves a residual identifieu as "other 
net external horrowmg . .. Thic; item covers not only 
short- and long-term lenuing by commercial banks but 
also nonbank lending. including trade credits. and 
accumulation of interest arrears (including those per
taining to official creditors).1 Any inaccuracy in the 
derivation or official net disbursemenh from debt 
stocks will be reflected in this measure; so will an) 
mtsallocation of debt-creating Oow' to other capital 
account items. 

The IBS estimates of changes tn bank claims arc 
derived from individual debtor-country report� on the 
country·� bank liabilities to nonresident hanks and 
creditoN.ource data for international bank claim' on 
nonbank borrowers. AJjustmenb are made for val
uation effects arising from the impact of exchange rate 
changes O'l the non-dollar component of each country's 
debt, and the flows arc reviewed by Fund desk officers 
to incorporate additional information that may be 
available to them. The creditor-reported components 
of the IBS change in bank claims reflect both accounting 
'>lock adjustments (e.g .. loan write-downs and write
offs that are not passed on to debtors, and the exercise 
of official guarantees) and balance '>heel adjustments 
involving clatms on debtors' resources <e.g .. debt 
conversions and interest capitali7ation). Such adju:.t
ments are unlikely to be incorporated fuUy in debtor
reponed figures. implying '>Ome inconsistency between 
the two components of the data. The lack of timely 
and comprehensive information prevents adequate 
quantification of these factors. Partial estimates for 
the 15 heavily indebted countries associated with the 
Baker initiative� suggest rhal the net cash flow from 
banks to this group in the period from 1985 to late 
1988 may have been some $9 billion. compared with 

a net repayment of $15 bi!Uon measured by the ex
change rate adjusted change in claims reported by IBS. 

Estimates of changes in bank claims can also be 
derived from data published by the Bank for Interna
tional Seulcments (BIS). • This source drawl> on cred
itor country reports of both interbank and nonbank 
positions: the derived flows are therefore likely to 
include fully the balance sheet adjustments discu-;sed 
above However. the BIS information reflects a nar
rower definition of bank claims. and a more resttictive 

'Loim> extended by private 'ector creditor' with oflieiat c'I.J><•rt 
crcdu ngcncy J!Uaruntec' arc recorded a' private lending until 'uch 
lime"' the 11unr.mtee ,, called. At that pomt the loan ,., .. resectorcd." 
re,ulltnll in a reduction m private lt!nding. and an mcrea\C m officml 
!low,. equivalent to the guaranteed component. 

• lntl'mutimwl Cupit•il Murl.<'l>. op.dt .. T<tble 32. See 1hc Slath· 
tical Appc:ndix ror dclail\ or the countr� c.wem.(te. 

' IIIIC'rlltllimw/ Btmkinc nl!n•/opnt<·nt.<, Bunk tor tntcrn<ttmn.Jl 
Seulcmenh. Ba'k lquartcrlyl. 
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country coverage. than the IBS dat<l. In audition. 'imall 
variation' in currency compo,ition d<tt.l and in the 
mcthollology for calculating valuation adju.,tmcnt' may 
lead to signifil.:ant differences in the flow estimate' 
derived from 'lock data. e ... pccially during period-. of 
high exchange rate volutilit\ . 

The indirect i.krivation of
.
bunk lending to developing 

count rics in the mea ... urc' di-.cusscd arnl\'c is ncce ...... ary 
bccau'c comprehensive balance of payments Oows 
broken down by creditor wurce arc generally not 
available. l n  on I)• a 'mall number of case'>, panicularlv 
where the authorities i n  the borrow in g. country excrci ... � 
tight C\changc controls. arc datu on gro-., bank lending 
and rcpa)•mcnt., explicitly recorded. Information on 
net Oc.m' from linancial markeb (a rdther v. ider defi· 
niti�ln than ''bank•,'') i.., av�tilnble for a larger number 
of countries from the World Bank'., Debtor Reporting 
Sy,tcm <DRS).'· The'c figures, however. exclude Oow.., 
to private non-guaranteed borrowers nnd :.horHerm 
lending. both of which arc quantitatively important 
nnd. in recent years. have exhibited very different 
trend' to long-term guaranteed lem.ling. 

The variou' indicators outlined above should be 
interpreted a' mea�uring different conccpl'> of private 
lending to de\'eloping countries. The Worlcl Economic 

Omloo/.. ··private borrowing .. line reflect-. the financial 
contribution of the entire private sector (commercial 
bank .... ntmbank financial in,titution,_ and non·in-.ti· 
tutional credih.lr'>) to developing countrie'>. excluding 
the impact of direct inve-.tment I but implicitly including 
any rc-.idual error' in the rnea-;urement of identified 
balance of payments componcnto;). Thi' concept -.pan' 
�11 of the alternative measun:' of bank lending reported 
m the other 'ources. The IHS nnd BIS figures report 
c.\change-rate adju.,ted changes in the '>lock of com
mercial bank claims only. including changes in .,hort· 
term claims: the'e Jata may not fully reflect net cash 
flow, owing to the ,·ariou-. 'tock·adju,tment factor-. 
di,cu,,ed above. Flov.' derived from BIS data ar...o 
reflect a narrm\er definition of change:-. in bank�·: 
balance sheet exposure. and arc affected by limitations 
in coverage. a-. arc the dircctl)' reported DRS figures. 

Table 6 sh
.
\lV. � c'timate ... of private ..,ector lending to 

the 15 heav•lr mdcbted countries drawn from these 
-.ourcc-. for the period 1984-HH. The Wor/J Ecmumic· 

Outlook ·· private lending" line implies a ,ignificantlv 
larger negative lluv. in 19H5-87 than the other e'timate� 
reflecting it... broader private 'cctor cover::tge. Worlci 
Enmomh' Outlook debt '>lock data' show a significant 
decline in the \um of '>hort·term and private non· 
guaranteed debt out..,tanding in this period: in pan thi-. 
reduction may be the re,ult of debt re ... tructurings 

•S�I.' World l),·l>t ft�hl<'' IWt"hinl!tnn· Wotl<l Rnnlo.. 1')1(111. Thj, 
'<>uro:e rcporh <I aUt for lll'J d.:' el<•ring c:"untric, 

' SlaltsUClll Apren<lrA Tnblo!' A46-47. 

Econum1c Polkic' 

Table 6. Alternative Estimates of Pri\ate Lendin� 
to IS Heavily Indebted Countries, 1984-88 

<In tlilliono, of U.S. dollar'l 

�.,·or/J Efotmmic 
Omloo/.:, private 
ll\1rrowing 

I 1111'1'1/Cifimru/ BtmliiiiR 
Sttlfi.lfio. chan�te in 
ban� claim' 

Ban� for International 
Sc:lllemenh. change in 
bank claim\ 

World Bank, long-tenn 
guaranteed bank How'> 

' Fir't three quaner.... 

19&4 1985 l98h 1987 1988 

:!.X -9.1  4.1 -hA -5.::! 

5.1 -4.0 - 1.1! :!..I I U1 

1.0 0.9 I. I - !!.11 - 10.(,1 

8.9 2.5 -0.3 ::!.3 

which are reflected in incrca<ied medium- and lung
term lending. The IBS line. which i� at...o reponed in 
the financing table' in the Statistical Appendix. ,hows 
a smaller decline in bank claims i n  this period !although 
a significant net outflow appears to huve occurreu in 
the first threc quaners of 1988). A, notcd abovc. the 
underlying net cash inflow since the end of 19�4 may 
have amounted to about $9 billion. compared with the 
net repayment of $ 1 5  billion implied by the IBS tlow 
data shown i n  the table. Thi-. should not. however. be 
interpreted as the banking s)·stem's contribution 10 the 
financing needs of these countries a' banks recovcred 
some payments from sources other than the original 
debtor Cfor example, from di,posals on the secondnrv 
market or sale' of equity procured as n result of :.wap 
arrangements). Moreover. up to S5 billion of the 
financial risk as ... ociated with liabilities nominallv held 
by banks is in fact guaranteed by official export 

·
credit 

agencies.• 
The wide range of e ... t imate:. drav. n from these 

sources illustrates the 'crious problem' involved in 
deriving unambiguous indicators of trends in commer
cial bank lending to developing countric,, The vari\)U' 
approache., addre<,s somewhat diiTcrcnl underlying 
concepts: the chotce of appropriate men,ure will de
pend on the purpose for which it is required. Thi" 
element of uncertainty reflects the evolution of nna
ly.,ts' data requirements in line with changing economic 
circumstance ... The imponance of nwnitoring bank 
lending within the debt ..,trategy call-. for a concerted 
efi'ort by balancc of payments and debt compiler' to 
derive more reliable stuti.,tic:d -.ourceo; to meet thc-.c 

requirement... 

• Thi' "''"crlar" " unalyzc<l tn .\toli>li< ' "" '·""""" ltukhtt•dnt'l, • 
IJul/� "''" rrmi···RI'IIIIt'<i .Vmrhulll. ''"''mal Clur,,. "" lmlll'/.101111 �;::t"'lllll Cuuntrl<'$ (lnd Trrrilortn (Pan,, HIS OECO. Junu,11") 

) . 
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Chart 2 1 .  Major Industrial Countries: Sectoral Financial Balances, J 980-90 
(In percent of GNP! 
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a re!)ult. countrie!) like Ghana. Senegal. and Tanzania 
have achieved significant improvements in their fiscal 
positions in recent years. In many African countries. 
however. revenues remain volatile and expenditure 
controls are inadequate. 

Fiscal balances in the Middle Eastern countries have 
\\ eakened considerably since the early 1980s because 
of the sharp decline in oil revenue. Nevertheless. most 
oil exporting countries in the region have implemented 
substantial adjustment policies directed at reducing 
government expenditures. ln some countries. adjust
ment efforts were facilitated by the availability of large 
external assets which have been drawn down in recent 
years. Following an improvement in 1985. fiscal deficits 
increased again in 1986 because of the sharp fall in oil 
prices; however. the deficits were reduced somewhat 
over the following two years and are expected to 
decline further in 1989. 

In many developing countries in Europe (such as 
Poland, Portugal. and Turkey) expansionary fiscal 
policies financed by increased monetary growth over 
the past two years have stimulated domestic demand. 
notably by raising consumption through increased 
transfers. In response to the accompanying increase 
in inflationary pressures. policies have recently been 
tightened. In Yugoslavia. the lack of success of an 
extended price freeze in curbing rapidly rising inflation 
was followed by a reorientation of economic policies 
aimed at addressing underlying imbalances. Measures 
to curtail private demand and to control public ex
penditures were implemented, while structural re
forms. in particular price and import liberalization, 
have been introduced to strengthen supply. 

Most developing countries in Asia have pursued 
rather cautious financial policies in recent years. In
donesia, the Philippines. and Thailand have achieved 
impressive improvements in their fiscal balances. even 
though in some instances government revenues had 

Econom1c Polic1e'-

been weakened owmg to declining export prices. In 
India. flexible expenditure and revenue policies helped 
to prevent a sharp deterioration of the fiscal position 
during a severe drought in 1987. In an environment of 
rapidly expanding demand. economic policies in sev
eral Asian countries have become increasingly directed 
toward controlling inflation. In China. prices have 
risen sharply as rapid expansion of credit has accom
modated strong growth of investment demand. even 
though supply constraints have remained pervasive. 
ln late 1988, however. in response to the recent 
acceleration of inflation. credit controls were tightened 
and further price liberalization measures were delayed. 
Rapidly expanding private demand has also led to a 
tightening of monetary conditions in Thailand. 

In Korea and Taiwan Province of China. monetary 
management in 1988 was complicated by large external 
surpluses. Sizable sterilization operations pushed up 
interest rates. which, together with expectations about 
further exchange rate appreciation, stimulated large 
capital inflows. Because of their implications for do
mestic monetary policy and because they are seen as 
an element in the pattern of global current account 
imbalances, the large external surpluses that have 
emerged in these economies in recent years have 
become a matter of concern. Following the large. 
unexpected rise in income and wealth that took place 
during 1986-88. the private sector's saving rate is at 
a historically high level. As private savings decline to 
more normal levels and the economies adapt to the 
recent decline in competitiveness. the external sur
pluses should diminish. Thb outcome would be facil
itated by financial policies designed to support the 
expansion of domestic demand. Moreover. continued 
flexibility in exchange rate management would facili
tate the process of external adjustment while helping 
to contain inflationary pressures. 
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Chapter Ill 

1\tlediutn-'fernt Prospects and Policy Issues 
in I ndustrial Countries 

This chapter focuses on the medium-term evolu
tion of key macroeconomic indicators in the indus
trial countries. As in previous years, the analysis 
draws on various medium-term projections and 
scenarios designed to iUustrate how the world econ
omy might unfold under alternative assumptions 
about financial and exchange market conditions and 
policies in the major countries. The chapter begins 
with a presentation of the staff's baseline projections 
for the medium term. This is followed by an ex
amination of alternative �cenarios and a discussion 
of policy issues in the industrial countries. 

Baseline Projection 

The staff's baseline projections for the medium 
term (from 1991 to 1 994) are based on the assump
tions of unchanged policies and constant real ex
change rates and oil prices. Several important issues 
related to the methodology and the assumptions 
underlying these projections and scenarios are dis
cussed in Boxes 2 and 3. An important conclusion 
of that discussion is that these projections should 
not be interpreted as forecasts. but rather as a 
technical baseline on the basis of which alternative 
medium-term scenarios can be developed. 

The baseline projections envisage that the growth 
of output in the industrial countries would moderate 
in 1989 and 1990 from its rapid pace in 1988 (Ta
ble 7). From 199 I to I 994 output is projected to 
expand at an average annual rate of 3 percent. 
broadly in line with the estimated growth of pro
ductive capacity. This would imply a slowdown 
from the high growth rates of 1988-89, but it would 
be similar to the performance of industrial counllies 
in the period 1 975-85. To some extent, this projec
tion reflects the expectation that the growth of 
potential output will be raised somewhat in the 
European Community as a result of the completion 
of the internal market in 1992, and in North America 
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as a consequence of the recently enacted Free Trade 
Agreement between Canada and the United States. 

The strength of aggregate demand and activity in 
the past two years has resulted in a rapid increase 
in capacity utilization in many industrial countries 
<Chart 22). and the staff is projecting. on average, 
a moderate ri se in inflation i n  1989. On the assump
tion that monetary policy continues to aim at slowing 
the growth of aggregate demand, however. inflation 
in most countries would decline during the period 
1990-94. For the industrial countries as a group, 
inflation is projected to average just over 3 percent, 
significantly less than the average for the period 
1 975-85, but approximately in line with the record 
of the past three years 

Following the exchange rate realignment of 1985-
87, total domestic demand has recently expanded 
significantly faster than GNP in Germany and Japan, 
while the opposite has occurred in the United States. 
On the basis of the technical assumptions of un
changed policies and real exchange rates. however. 
differences in the growth rates of GNP and domestic 
demand in the three largest countries wouJd narrow 
in 1989-90. and these variables would grow at 
broadly s1m1lar rates in 1991-94. Thus. in relation 
to GNP the current account imbalances of these 
countries would decline slightly from 1988 to 1990 
but would change little in 1991-94. Among other 
major countrie!., the external deficits of Canada and 
Italy would tend to widen somewhat over the pro

jection period while the deficit of the United King
dom would rise in 1989 but would fall over the 
medium-term; the small deficit of France would be 
gradually eliminated. 

Alternative Scenarios 

This section exammcs three hypothetical sce
narios which illustrate the possible consequences of 
alternative market developments and policy actions 
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for the key macroeconomic indicators of the major 
industrial countries.7 As explained in Box 2 ,  the 
stability of exchange rate-. and interest rates that is 
assumed in the baseline projections may not be 
consistent with the persistence of large current 
account imbalances envisaged in these projections 
for the largest industrial countries Against this 
background. Scenario A examines the possible im
plications for the world economy of a hypothetical 
reaction in foreign exchange markets assumed to be 
triggered by a shift in investors· preferences away 
from U .S. dollar-denominated assets. Two other 
scenarios are then presented to evaluate the role of 
policy adaptations aimed at reducing the risk of 
exchange market disturbances and laying the foun
dation for sustained noninflationary growth. Sce
nario B examines the consequences of a fu11her 
substantial improvemenL in the fiscal position of the 
United States: and Scenario C describe<; the effects 
of a policy package including structural measures 
in several countries together v. ith fiscal action in 
the U nited States. 

The scenalios are intended to illustrate the effects 
of developments and policies in a situation in which 
the industrial economies are close to full employ
ment. Of course. measures of capacity utilization 
are difficult to interpret and the possibility that a 
significant margin of unused resources still remains 
cannot be ruled out. ln illustrating the risks inherent 
in the current situation. however. it seems appro
priate to assume that there is relatively little room 
for a further expansion of production with the 
existing level of resources. s 

Market Reaction Scenario With Unchanged 
Policies 

The baseline projections described in the previous 
section envisage a widening of the U .S. current 
account deficit (in dollar terms) and a continued 
deterioration of the U . S .  net liability position over 
the medium term. ln Scenario A it is assumed that. 
with increasing evidence of stalling in the process 

' These scenarios dra\\ on stmulallons performed with an 
expanded version of the staff's multi-region econometric model 
tMULTJMODl combined with judgmental considerations about 
the evolution or key variable!>. The bll!>iC structure or the model 
in its initial version was described in Paul Masson, Steven 
Symansky, Richard Haa-.. and Michael Dooley. '"MULTIMOD 
-a Multi-Regton Econometric Model. .. Staff Swdies for the 
World Economic Outlook (Washington: International Monetary 
Fund. July 1988). 

• The sensitivity of the price projections to unforeseen changes 
m private consumption and to possible errors in forecastmg the 
level of potential output were discussed in the October 1988 

World Eronomic Outlook. 

Alternative Scenarios 

of external adjustment, market participants even
tually will regard the prospective accumulation of 
U .S. external debt as unsustainable and will reduce 
their de manu for U .  S. a!)sets. As a result of this 
shift in portfolio preferences. the nominal effective 
value of the U.S.  dollar is assumed to fall to a 
certain extent in relation to the baseline in 1989. 
(Of course. this assumption does not constitute a 
forecast and is intended only to illustrate the effects 
of a hypothetical shock.)  The corresponding real 
etiective depreciation of the U .S. dollar would be 
considerably smaller because inflation rises in the 
United States while it falls in other industrial coun
tries. 

In subsequent years, the real depreciation of the 
dollar is progressively eroded as the price differential 
between the United States and its trading partners 
widens while nominal exchange rates remain un
changed. Thus, there is an improvement in the 
competitive position of U .S. producers which leads 
to an improvement in the real external balance of 
the United States. Because capacity constraints are 
assumed to be virtually binding. however. the strong 
expansion of real net exports comes largely at the 
expense of other components of private demand. 
including investment. These components are also 
affected by the tightening of monetary policy re
quired to dampen inflationary pressures. As a result, 
real GNP in the United States Iises initially. but by 
1994 it is significantly below the baseline. 

I nitiaUy, the expansion of external demand. cou
pled with existing capacity constraints. gives rise to 
considerable pressure on U .S. prices. Because the 
Federal Reserve is assumed to resist these pres
sures. U .S. interest rates rise sharply. contributing 
to the crowding out of investment and other interest
sensitive components of domestic expenditure. In 
addition. the rise in U .S. interest rates leads to a 
deterioration in the U .  S. investment income bal
ance, which over time tends to offset the positive 
impact of the improving real trade position on the 
current account. The sharp rise in domestic interest 
rates also boosts interest payments on the govern
ment debt and causes a substantial worsening of the 
fiscal deficit. These results highlight the vulnerability 
of both the external and fiscal imbalances to a rise 
in U .S. interest rates. They also support the view 
that, in present circumstances, a nominal deprecia
tion of the dollar would not be helpful if it were not 
accompanied by appropriate policy adjustments. 

l n  the short run. the effective exchange rates of 
Germany, Japan and the other industrial countries 
appreciate substantially in nominal terms. but rel
atively little in real term�. Moreover, the initial real 
appreciation is gradually reduced as domestic infla-

3 1  
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Box 2 .  1\ledium-Term Projections in the Fund's World Economic Outlook: ConceptuaJ Issues 

Th� ,tarr, an.tly''' ��r polkv i"u�' m inJu,tnal 
countric' ha' th'<tv. n ltl a con-.iucrahlc c'\lent on m� 
Llium-h.:t m -.ccnmtO\ focusing on the cvolut ion of KC\ 
macrocconomtc mtltcatur .... In recent �ear .... a number 
tll' ;.,.,ue .. ha \I! hccn rai .. ec.J UOlllll the intcrprct.ltitm or 
the'\.' 'ccnano' und c'pcctall) ahtlllt the pn�jcc.:tton i n  
the -.tan-' ··reference -.tcmuio" o f  l<1 rgc and ,u,taim:d 
current account tmbalancc' anll>ng the three large,t 
muu ... trial countric ... In order w clan I\ 'ome tll' thc'c 
'''ucs. th1.., note e-..ammc' the conceptual underpin
ning .. uf the ... wrf, mcc.ltum-tcrm pwjcclton... In par
ticular, it J'ocuo,cs on the role of the hu\iC a"umptiOn\ 
underl} ing thc-.c J11'0Jcction ... and <.m the methml�llogy 
u .. cd 10 project current ac�ount b<thtm:e-.. 

rl)l" many \car .. the runJ '>t<tff h;" prepan.:c.J •hort
/(.,./11 projc•c·tiOII\ Of' a large number uf macn)CC()(lOtlliC 
\ ariahle,. Thc-.e project ion' eo\ er a l \\  o-year period
the current year anc.J the year ahcad-and arc prc .. �ntcu 
huth in the \\'oriel fn111mnic Ontloo/.. I WtOl do�:umenh 
that arc c.Ji-.cu.,.,cu twtce a ye;tr h) the E-..ecutivt..> Buaru 
and in the puhli ... hcd vcr ... iun or the \vt.u. 1 he tra<.:King 
rcCl)rd (lr the'c 'hon-term projc<.:llllll'> hu-. (-lel..'n care
t'ull} -.cruttmzcJ. and the pt'll.JC<.:tton-. have been t'ounJ 
to he genentll) unhta,cd and ctlictt.>nt. in the 'cn ... c 
thilt thcr can nut bc impro\ cd lln the ba-.t' tlf tnltlr
matitlll Jcrivcd from other forcca ... h htu.:h "' ththc of 
the OECD or the nati(mal authoriti�-.). Since: the c<tll) 
lt.JROs, the Fund -.tan· al-.o ha-. prepared medium-term 

Se.: J M 1\ou,. ··H,m \nlll.tl.: h I  h.: \\"ulfJ En•n•HIII� 111111••••1.. ' 

,, Pu't \lult�Ol �·n Shr•ll rea-m F�H\!�.t�liiiL! at ttu.· lttt\..'U1�1th•lldl 
Mun,·t.orl I umJ:· \tu/1 \1/,ftt•, li•• tho• H',;/.1 (;, ,,,.,,,, Outl••o4 
tW.,,hlll!!lun lnt.:rnari•>nal \ll>n.:r.orl lnml. Jnl\ IYXX1. 

tion ,Jov. ' ...:onsiucrahl � '' hi le it act:deratc' in 1 he 

Unitctl State,, The gro\\ th or real UNP Ill thc .. e 
countrie' i, !-.harp!� rctluccd initial!\ a' a rc,ult of 
the -.lc.mcr grow th of demand in the Unrtcd State,. 

While gnm th recover' rn -.uh,equcnt } car,. ow1ng 
partl� to IO\\CJ' lt1terc'>t rate,, hy llJlJ4 the level of 
output tn m<>-.t of t hc'c countrie' '' at or helo\\ the 
ha,eline. 

The tratle and current account imbalance' or 

Jupan and German� natTO\\ in rcl.ttion to GNP. 
although the decline in the current m:count ... urrlu"c' 
ts graduall� offset hy rising payment.. on the e-..ternal 
a'"e" uf thc"c countric-,. The combmcJ current 
account dclicil oft he othe r  indu-.trial count nc" t.:mh 
In \\idcn. A' a re ... ult or higher llliCI'C'I rate'> on 
L .S.  dollar-Jcnominatcd a't'tCh. the Jeht--.ct ' ice 
ratio or the t.lcvcloping countrie' ri'e" con .. itlerahh 
in relatton tu the ha ... elinc projectron. \\ ht�h kaJ" 
to a cutbad. in e-..tcrnal financing. a comrre""ion 

of tmporl\. and a reduction r n  output and rL·al 
dotlle\ltC dcmanJ: the reducttOll l 't  particular!} ['ll'll-

pro.rcctiun' fur •• m�m: limited 'et of KC\ macrocC�l
numic variable-.. Thc:-.c projection-.. \\ hich wke the 
'hurt-term f'oreca'h de-.cnhcu ubove u' a point ol' 
c.Jeparturc. u-.uully cover <111 additional three to rc..mt• 
year ... . 

The \\ 1·0 prqjcctiun' arc nut ··rl1rcca,h, .. that i-.. 
e-.timall.:-. llf "hat the Funu ,t.tll vie\\-. "" the mn..,t 
ltKCI} outL(lf11l' Rather. thc ... c pr�jcctron-. an: c�mdi
titm.tl upon a number of"tcchni-.:al" a, ... umpllun' .tlwut 
policies <tnu kc� variubJc,. �pcctficall�.  thc\ us,ume: 
I i l unchilngcd li-.cul poltctcs. ( ti) bromll) unchangctl 
intcre-.t rule-. in the major mJu,trial cuuntric ... : anJ tiiil 
unchanged real e'\chHngc ratc' anwng the nutjtlt cur
rencie-. anJ unchanged rc<ll oil rric.:' lhltll the le\ cl-. 
rrcv;ultng in a 'Peelticd period ptcccding the \\.'/;'() 
fc..>rcca,ting round. I n  the pa-.t the set of projection' 
based on thc-.c u-. ... umptton' had been JahclcJ the 
"reference -.cenarill .. bccau ... e it 'cnr..:d ' "'a rcl'crence 
point to the ··,dt.:rrlitti' c ... ccmtrio .... ·· Thr..: rt..>fercnct.: 
-.cenuriu ;, derivcd hy the Fund·., country Je-.1.;-. un 
I he ha'i" of comrn1ln a-.surnplton' c�h,lut J..:cy variable .... 
v. htk the alt�rnativc ... c.:cnario-. arc de\ eloped un the 
ha"'' c.>f 'itulf judgment' alwut Pl�'>.,ihlc chan!_!c., in 
ccononm: pohc.: ic" untl markct condttron-.. togcthcr wtth 
-.imulutron-, performed v. ith a multtcountr} m<tcroe
conometnc mmlcl (1\lU LTJI\IODI. 

I he <�'>sttm("lt ic.in' undcrlying tht.' ·· refert.'n�·"··· ... cen
aritl have h.:en <tduptcd mainl} ftil" I'Cii\C..lll'> ol' <:\ltlVen-

• rl11 l''\,tmpk•. Ul th\.� '"".t'l.' 11l the l tUh:J St�,,�, th'-• rh\.'iiJ r'�l'JC''-th.lll' 
.U�t.• h,l''-'t.i 1.tn the \Jillll11'lt.lfl\l0·, UIIICUl 'Cf\1�\.'' l..''tJOl.ll.: ,., th\..' 
1\:J.:o •• t bnd�<·t. aJioht.:,llnl .totr.:h'rl''"' rcl\'.:.:n thc \dlllllli\liotlio>n ' 
�111J lh�o.• ,,,,ff, ,,,,umrlenn' h'r uucruu. rru.:"''· und tnh.·n:'t &ut-:,, 

tHHtn�et.l r n  the hca\ ih inc..khtctl develoring courl
trre' .tnJ in the fuel 1.: \flOrt ing count ne-.. Finall}. it  
..,hoult.l he 'tre,,ed that the unt.le-,irabk ...:on:-.c
qucnce ... of C\ch<r nge market rn .. rabilil\' and ri,ing 
''mid r n tetC'tl rate:-. could be more -.criou' than 
indicated tn �cenario '\ rf they "ere to affect the 
confidence of 111\'C\tO!'!--. in linanctal marl,.ct .... 

Fi�cal A<.lju'>Lmenl in Lhc U niLc<.l StaLe� 

Scenario B illustrate' the el'l'ct:h of an improve
ment in the federal !heal pc.l,ition tn the United 
State' along th� line' of the target\ defined in th� 
Gntmm-Rudman-Hol hng' lcgt,latkln. Spedfkal l�.  
it  j, as ... umcd that the k\ cl or feJcral .. pentling j..,  
reduced b\ "i:n hr ll ron r n  l l)X9 and b� a nrmulatrvc 
amount uf'57X btll ton ttt II.JlJ� rclat r\ e to the ba,clmc 
projcctton (\\htch '' ba .. cd on the .. tarr-. current 
\Cl'\ tcc' e'timate ul kd�ral c -..p�nditurcl." Thc'c 
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ience and simplicity. As regards oil prices. interest 
rates and. most particularly. exchange rates. the as
sumptions reflect primarily a strong wi�h of the Ex
ecutive Board to avoid publication of staff projections 
for ··�ensitive .

. 
variables on the ground that thi'i might, 

on certain occasions. trigger undc'iirable market re
actions. The reluctance to engage in such projections 
also reflects the exceptional complexities involved in 
forecasting such variables. The assumption of un
changed policies partly reflects the difficulties in pre
dicting the future course of national policies. particu
larly in a way that would he internationaUy consistcnl. 

The technical ac;sumptions underlying the .. reference 
scenario .. thus perform the useful role of avoiding the 
need for technically difficult and potentially disruptive 
forecasts of market-sensitive variables. At the same 
time. these assumptions give rise to difficulties m the 
interpretation of the projections. First, they ma� lack 
realism: policies and key prices in general do not 
remain unchanged over the medium term. Second. 
they may result in an inconc;istent set of macroeco
nomic projections. Indeed. the projected levels of 
output and domestic demand tand therefore of the 
external current account) that would he consio;tent with 
existing policies and with current and pro ... pective shifts 
in private behavior may weiJ be incompatible with 
unchanged interest rates and exchange rates. 

In presenting and explaining its "reference scenario" 
in the World Ecmwmic Ow/ook. the staff has combined 
the technical assumptions listed above with the notion 
of "accommodating financial flows.'· Desired holdings 
of domestic and foreign ac;sets by private inve:.tors are 

measures lead to a significant change in the pattern 
of output and expenditure growth. While the slow
down in U .S. domestic demand ts initially more 
pronounced than i n  the market adjustment scenario 
because of the drop in government spending. in
vestment 1s stronger owing to considerably lower 
U .S. interest rates. Although the annual growth 
rates of output are not markedly different in the two 
scenarios, by 1994 the level of real GNP 1s higher 
by about I percentage point in the fiscal adjustment 
scenario. In contrast with the market reaction sce
nario, there is a sustained improvement in the U.S. 
current account as the real depreciatiOn of the dollar 
is accompanied by a drop in U.S. interest rates and 
an improvement in the net investment income bal
ance. Moreover. U.S. inflation is much lower than 

in Scenario A. partly because the nominal depre-

together with the induced reduct1on m government intcreM 
paymenh, they are <.ufficicnt 10 eliminate the $1!9 billion feucml 
deficit e'timated hv the staiT fllr 1994 on a current 'ervice ... 
ha�is. 

. 

Alternative Scenario'> 

assumed to shift by amounts just sufficient to make 
the projected levels of output and domestic demand 
consbtent with unchanged interest rates and exchange 
rates. While it may "·ell be unrealistic, this a�:.umption 
provides a basi� for a coherent interpretation of the 
.. reference scenario." Financial imbalance:. develop 
(or perc;ist) as a result of the rigidities implied by the 
"technical assumptions ... and these imbalances arc 
assumed implicitly to be financed by "accommodat
ing" private financial Hows. The implication of thb 
approach is that the . .  tensions·· in the projection:. are 
reflected in persistent imbaJances. rather than in poliq 
changes or market adjustments. 

In recent years, the "tensions" in the "reference 
scenario" have manifested themselves most visibly in 
medium-term projections of large and persistent cur
rent account imbalances for the three major industrial 
countries. These projections reflect to a large extent 
the constraints stemming from assumptions underlying 
the .. reference" scenario, together with the method
ology used by the staiJ to prqJect international trans
actions. which is discussed in Box 3 .  rhus. in inter
preting these projections. it is important to recognize 
the problems associated with the underlying as:.ump
tions. In particular

. it should be emphasized that the 
medium-term "reference scenario" has no predictive 
or normative value and should be viewed only as a 
technical ba-;eline on which alternative medium-term 
scenarios can be constructed. These scenarios can 
then be compared with each other in order to evaluate 
the implications of alternative assumptions about gov
ernment policies and market reaction-.. 

ciation of the dollar. and therefore the rise in U .S. 
import prices. is much lower. 

l n  Germany and Japan. the performance of output 
is somewhat weaker than in Scenario A. as the 

adverse effects of the reduction in U .S. demand 
more than offset the impact of lower interest rates. 
In contrast with Scenario A. however. there is a 

significant and lasting reduction in the current ac
count surpluses of Germany and Japan. Moreover, 
because the level of world interest rates is much 
lower in the fiscal adjustment scenario. the debt 
service ratios of the developing countries are con
siderably lower. 

Mix of Fiscal and Structural Policies 

Scenru;o C illustrates the effects of a comprehen
sive package of budgetary and structural measures 
in the industrial countriec;. Specifically. fiscal policy 
is tightened in the United Stales. in the same way 
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Ill  • MEDIUM-TERM PROSPECTS IN INDUSTRIAL COUNTRIES 

Box 3. Issues in Projecting Current Account Balances 

34 

This box explains the methodology used by the staff 
in projecting current account balances. In the current 
situation. it is particularly important to address the 
issue of whether alternative forecasting methodologies 
might result in markedly different projections or ex
ternal imbalances even with unchanged policies and 
exchange rates. Current account projections for major 
industrial countries are prepared by country specialists 
in the Fund's area departments as part of a compre
hensive forecast of key macroeconomic variables. The 
forecasting procedures draw on four basic ingredients: 
(i) the country specialists' own projections for domestic 
macroeconomic variables: (ii) econometric models of 
the trade sector for the country in question: (iii) 
judgmental adjustments: and Civ) information oo mac
roeconomic projections in partner countries and on 
global assumptions for key external variables (such as 
exchange rates and world commodity prices) provided 
in the context of the World Economic Outlook exercise. 

TypicaJly. the predicted values of domestic and 
foreign variables are incorporated in the trade model 
to obtain projections of trade volumes. trade prices. 
and the current account. These projections are then 
adjusted to take into account special factors that may 
not be reflected in the structure of the model. and 
inconsistencies that may arise between the projections 
for the current account and those for the domestic 
economy, notably the saving/investment balance. This 
process is repeated iteratively as new information 
becomes available during the course of the World 
Economic Outlook exercise. Judgmental adjustments 
to the current account projections for individual coun
tries are also made toward the end of the exercise if 
their sum indicates a significant change in the world 
current account discrepancy over the projection period. 

The trade models used by statT economists for 
various industrial countries differ in terms of detailed 
structure and degree of disaggregation. '  However. 
these models. which are estimated on the basis of 
historical relationships, share a number of basic fea
tures: percentage changes in real trade Hows are related 

1 SeeSteven V. Dunaway. "A Modc:tofthe U.S. Current Account" 
(WP/Sil/27. March 1988); Robcrt Corkcr. •·E."c!mal Adjustment and 
Yen� Recent Japanese Expenence" IWP188n�. August 19881: Robcn 
Alan Feldman, "Trade Equation� for Gcrmany-Somc: E'timates" 
(unpubli�hed. August t9861; Thomas H Ma)•er. "Germany: Medtum· 
Term Scenarios·· (unpublil>hc:d. AUi!USt 1986): anll Stevc:n V. Dun· 
awn)', •·Medium-Term ProJections foT the Current Account of the 
Canndtan Balance of Payments·· (unpublished. 19871. 

to percentage changes in domestic and foreign activity 
variables and relative prices. export prices are deter
mined by domestic prices or costs, and investment 
income flows are related to interest rates and to stocks 
of externaJ assets and liabilities. which in turn are 
related to cumulative current account imbalances. 
Given the structure of these models it is not surprising 
that. in present circumstances. projections based on 
constant real exchange rates indicate a widening of 

current account imbalances over the medium term. 

Unchanged levels of competitiveness coupled with 
broadly similar rates of growth of economic activity 
among countries result in similar growth rates of 
exports and imports in each country. Given the large 
initial trade imbaJances for the major industrial coun
tries. this inevitably results in the projection of a 
widening of the U .S. trade deficit� and the trade 
surpluses of Germany and Japan over the medium 
term. Furthermore. rising trade imbalances tend to 
boost the net external liabilities of the United States 
and the net external assets of Germany and Japan. 
thus affecting net investment income flows in a way 
that contributes to a further widening of current ac
count imbalances. Thus, the logical structure of the 
trade models. coupled with the assumption of constant 
real exchange rates. is a factor in explaining the 
persistence of current account imbalances in the staffs 
baseline projections.� 

An important question is whether the exchange rate 
adjustments that took place during the period 1985-87 

are likely to result in continued reductions of current 
account imbalances over the medium tel'm, even in 
the absence of further exchange rate changes. The 
trade models used by the staff imply that a sustained 
change in the real exchange rate would affect trade 
volumes with a distributed Jag of approximately three 
years. with the bulk of the effect taking place within 
two years. Accordingly. these models typically suggest 
that the exchange rate changes of the past several 
years will have no significant effect on the evolution 
of trade imbalances beyond 1989-90. 

• Tht� re\ull j, illu-;tratcd in Pc:ter Hoopcr'\ c:xaminnti<ln of pr<r 
jection' uerived from �cveral modcb of the U.S. current acc:4lllnt. 
Sec Eti'IIIIIIH<' Rut<'J ""'' U.S. Ext�mnl Adju.\tmem in the Short Run 
and th<' Long Run !Wn�hington· The Brooking' ln,titution, Octol>cr 
1988). 

' The: no:t dTcct of the judgmental adjustment� introduced hy the 
•tafT ts to lower the magnitude of proJeCted current account imbalance� 
stgmlicantly relative to the projections or the trnde models. 
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It has been argued. however. that 
.
. conventional'· 

trade models. c;uch as those used by the staff. tend to 
underestimate the effects on trade flows resuJting from 
past exchange rate changes. First. there is a contention 
that these models fail to capture longer-run shifts in 
the supply of exports stemming from large. sustained 
change:. in exchange rates. and that they ignore the 
possibility or··hysteresis"' in trade prices and volumes. 
Second. some of these models are criticized for failing 
to take into account interactions between exchange 
rates and trade flows on the one hand. and domestic 
and foreign macroeconomic variables such as output 
and prices on the other. 

The first criticism centers on the view that sustained 
changes in real exchange rates affect inve�ament de
cisions. and hence the supply capacity of the traded 
good!> sector. with considerable lags. These lags reflect 
the time required for producers to be convinced that 
changes in competitiveness are sufficiently large and 
durable to justify the cost!> of shifting investment and 
production to. or away from. the export o;ector; and 
the time it takes to reallocate productive capacity 
among sectors. The fact that these long lags arc not 
reflected in trade equations based on historical rela
tionships is attributed to deficiencies in the data and 
to the tendency of exchange rate movemenh to reverse 
themselves over much of the period of managed float
ing. It ill also argued that the omission of long-term 
supply side variables leads to an underestimation of 
the magnitude. as well all the duration. of exchange 
rate etlects.4 It b too early to draw firm conclusions 
about the significance of this argument on the bru;is of 
the empirical evidence. The few quantitative studies 
available are limited to the U.S. case and are of an 
experimental nature.' They suggest that. while the 
projected level of the U .S. current account deficit is 
lower than it would have been had some of these 
longer-run effech been taken into account, it remains 
sizable over the medium term. 

A related view is that ··conventionaJ" trade models 
ignore ··hysteresis'" in trade prices and volumes. Spe-

• Becau�e 1hc�c 'uppl) ,jtJc 'anahlc, arc thought tu b.: correlated 
\\tlh economtc acti' IIY m gcneml. tt ., argued that thctr umtsston m 
trade cquauons re�ulh in .:xce�'ively large csttmaiC!> of the mcome 
eta.�ticny of Lhe demand for tmpons. 

• Sec Hoopcr. Peter and John Hclkic. Tilr U.S. £\urnul Dtjidt 
111 tltc H/80'>: An Empiric-ttl Ana/�·•i.(. Intcmationnl Finance Ot,CU'-· 
<t<ln Paper Number J04 (Wa\hington; Board t>f Govcmt>r'> <.>f th.: 
f'edernl Rc.,crw Sy•tcm. Fcbmarr 19117). Sec ah<> Hoopcr. "f'· t"ir. 

Alternative Scenario-. 

cifically, it is argued that a pronounced and prolonged 
change in the real exchange rate can provide incentives 
to invest in new export-oriented faciJjtics that might 
continue to operate profitably even after the exchange 
rate movement has been rever:.ed. owing 10 economies 
of scale and becau�e the fixed costs of entry had 
already been borne by the new producers. A few 
studies have found some indication of hysteresis in 
the behavior of U.S. import prices and of U.K. 
exports.� On the whole. however. there is little. if any, 
empirical evidence to suggest that conventional trade 
models fail to predict a reduction in the trade imbal
ances of major industrial cuuntries because they fail 
to capture the effects of hysteresis. 

Finally the contention that ··conventional"' models 
overestimate the prospective size of current account 
imbalances because they fail to capture interactions 
between trade flows and domestic and foreign mac
roeconomic variable� does not o;eem to be valid. First. 
it should be noted that some of these interactions are 
taken into consideration by desk economists through 
judgmental adjustments and. in :.ome ca�es. by emhed
ding the trade equations in the framework of a broader 
model of the national economy. Furthermore, partial 
equilibrium trade model-; could be expected to under
estimate the impact on current account imbalances of 
the exchange rate changes of 1985-87 inasmuch as 
they ignore the secondary effects of these changes on 
domestic prices and incomes.' 

In conclusion, the debate on the limitations of 
··conventional"· trade models does suggest that much 
remains to be learned about the effects of exchange 
rates on trade flows. particularly with regards to long
run supply side effects. Projection::. of large and sus
tained current account imbalances influenced by model
based extrapolation'> should thus be interpreted with 
caution. At the same time. it would seem unwarranted 
to downplay the significance of these projections until 
alternative views of international trade flows are shown 
to be consistent with the data. 

• See Bald\\ in. Richard, ·• Hy�tc:n:'•' m lmr<'rt Price�: The: Beach
head EITccc."" Amuwun £nmumic Rt'•"i«'" tSertcmbc:r 1'188): ami 
Bean. Churlcs. Srrrlm!{ .�fi.wli!{lllllt"lll amllJrill.llr Trad•· Pt•rfomwm·.-. 
Cc:ncrc l'or Labour Economic-;. LSE Dt,cussion P;,per No Z88, Juh 1�1:!7 

· Stmulution� performed \\tth Mui.TIMOD �how that when the 
trmlc hloek of the mt"><kl j, U>ed in isolation, exchunJ!c r.ttc efTe<:l� 
arc con,illemblr \muller than when the full moJd j, u'ed. 
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as in Scenario B, and a number of efficiency raising 
measures are assumed to be implemented in several 
countries. In Japan, it is assumed that the adoption 
of structural measures would raise investment by 
the equivalent of 1 percent of GNP over a four-year 
period beginning in 1990. In Europe, a variety of 
measures associated with the creation of a single 

market is assumed to raise the level of potential 
GNP by I percentage point beginning in 1992. And 
in Canada, a reform of the sales tax system, assumed 
to be implemented in 1990, would gradually raise 
potential GNP by 1 !12 percent by 1994. Of course, the 
assumption of a timely implementation of aU of these 
measures may be viewed as optimistic. It should be 

Table 7. Major Industrial Countries: Indicators of Economic Performance, 1976-94 
(Changes in percent, except where otherwise noted) 

Average Average' 
1976-85 1986 1987 1988 1989 1990 1991-94 

Canada 
Real GDP 3.4 3.2 4.0 4.5 2.9 2.5 

Real total domestic demand 3.0 3.9 4.7 5.5 4.6 2.7 

GDP deHator 7.2 2.5 4.3 4.2 4.3 3.8 

General government financial balancel (In percent of GDP) -4.0 -5.5 -4.6 -3.1 -4.3 -3.8 

Current account balance (ln percent of GDP) - 0.8 - 2.1 - 1.9 - 1.9 -2.6 -2.9 

Gross private investment (ln percent of GDP) 19.5 18.2 18.8 20.0 20.1 20.6 

United States 
Real GNP 3.0 2.8 3.4 3.9 3.1 2.5 

Real total domestic demand 3.4 3.7 3.0 3.0 2.8 2.6 

GNP deflator 6.5 2.7 3.3 3.4 4.7 4.5 

General government financial balance1 (In percent of GNP) - 1.8 -3.4 -2.3 - 1 .8 -2.2 -1.7 

Current account balance (In percent of GNP) -0.8 -3.3 -3.4 - 2.8 -2.7 -2.8 

Gross private investment (In percent of GNP) 16.5 16.3 15.7 15.7 15.7 16.5 

Japan 
Real GNP 4.5 2.5 4.5 5.7 4.5 4.4 

Real total domestic demand 3.6 4.1 5.2 7.7 5.0 4.9 

GNP deflator 3.3 1.8 -0.2 0.5 1.4 1.2 

General government financial balance1 (In percent of GNP) -3.6 -0.9 0.6 1.1 1.6 2.0 

Current account balance (ln percent of GNP) 1.1 4.3 3.6 2.8 2.7 2.8 

Gross private investment (In percent of GNP) 24.8 23.2 23.8 25.4 26.0 26.4 

France 
Real GDP 2.4 2.1 2.3 3.4 2.8 2.8 

Real total domestic demand 2.2 3.9 3.4 3.7 2.7 2.8 

GDP deftator 9.7 5.1 2.5 2.8 3.2 2.5 

General government financial balance1 (In percent of GDP) -1.7 -2.9 -2.4 - 1.9 - 1.8 - 1.7 

Current account balance (ln percent of GDP) -0.4 0.4 -0.5 -0.4 -0.2 -0.2 

Gross private investment (In percent of GDP) 18.8 16.1 16.5 17.0 .17.0 17.1 

Germany, Fed. Rep. of 
Real GNP 2.3 2.3 1.8 3.4 2.4 2.9 

Real total domestic demand 1.9 3.6 3.1 3.5 2.2 3.3 

GNP deftator 3.6 3.1 2.0 1.5 2.5 2.5 

General government financial balance' (In percent of GNP) -2.6 -1.3 - 1.8 -2.0 -0.6 -1.2 

Current account balance (In percent of GNP) 0.6 4.4 4.0 4.0 4.1 3.9 

Gross private investment (ln percent of GNP) 18.1 17.1 17.3 18.1 18.5 18.7 

Italy 
Real GDP 2.8 2.9 3.1 3.8 3.4 3.0 

Real total domestic demand 2.7 3.2 4.6 4.2 4.0 3.4 

GDP deftator 15.7 7.5 5.6 5.4 6.1 5.0 

General government financial balance' (ln percent of GDP) -9.9 -11.4 - 10.5 - 10.1 - 10.2 -9.8 

Current account balance (In percent of GDP) -0.4 0.4 -0.1 -0.5 -0.6 - 0.8 

Gross private investmen� (In percent of GDP) 15.9 17.8 17.5 17.6 18.2 18.6 

United Kingdom 
Real GDP 1.9 3.2 4.6 4.4 3.3 2.1 

Real total domestic demand 1.8 3.9 5.0 6.0 3.9 1.1 

GDP deflator 10.8 3.6 4.9 6.0 6.6 5.8 

General government financial balance1 (In percent of GDP) -3.4 -2.4 -1.4 0.5 1.7 1.9 

Current account balance (ln percent of GDP) 0.8 -0.6 -3.2 -3.4 -2.7 

Gross private investment (ln percent of GDP) 18.7 15.6 15.8 17.6 18.0 17.3 
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Alternative Scenario!) 

Table 7 (concluded). Major Industrial Countries: Indicators of Economic Performance, 1976-94 
(Change� in percent, except where otherwise noted) 

Average Average' 
1976-85 1986 1987 1988 1989 1 9':)()  1991-94 

Major Industrial Countrie5 
Real GDP/GNP 3.1 '!..7 l.-1 4.2 3.4 3.0 3.1 

Real total domestic demand 3.0 3.7 �.8 4.4 _,.4 J.2 3.2 

GDP/GNP deHator 6.8 � . 1  �.7 '!..9 3.8 3.' 3.0 

General government financ1al balance� (Jn percent of GDPtGNPl -2.9 -3.3 -:!.3 - 1 .7 - l .'i - 1 .1 -0.4 

Current account balance (In percent of GDP/GNPP -0.2 -0.2 - 0.4 -().4 -0.4 -0.5 -0.6 

Gross private investment (ln percent of GDP/GNPl' 18.5 17.7 17.7 18.4 18.9 195 20.5 

Other Industrial Countrie\ 
Real GDP/GNP 2.3 2.1 2.7 3.1 :!.6 2.5 2.6 

Real total domestic demand I .  X 3.1! 3.3 3.7 2.8 2.7 2.6 

GDP/GNP deHator 7 7 5.6 4.4 4.3 4.1 3.6 3.9 

Current account balance (In percent of GDP/GNP) - 1 0  -0. 1 -().1 -0.) -().;\ -0.5 - 0.5 

All Industrial Countries 
Real GDP/GNP :!.9 2.6 3.4 4.1 3.3 :!.9 3.0 
Real total domesuc demand 2.8 3.7 3.7 4.3 3.4 3.1 3 . 1  

GDP/GNP deHator 6.9 lA 2.9 3 I 3.8 l.) 3.:! 
Current account balance (In percent of GDP/GNPP -0.3 0.2 -0.4 -0.4 -0 . .5 -0.5 -0.6 

' These projections arc based on the assumptions of unchanged policie� and con-.tant real exchange rates and oil prices. 
' National accounts basis. 
' The last column refers to 1994. 

Chart 22. Major lndustrial Countries: Selected 
Aggregate Indicators, 1985-88 
(Percentage change from four quarters earlier. unle�� otherw15e 
noted) 
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noted. however, that the quantitative effects mentioned 
above are rather conservative compared to the esti
mates contained in various studies.111 

The combined effect of these structural measures is 
to raise the level of real GNP in 1994 by about 1 V4 

percentage points in Germany and I percentage point 

in Japan; output is raised by J114 to IYJ percentage 
points in Canada. France. llaly. and the United King

dom. In 1994, the rate of inflation is reduced in the 
European countries by about I VJ percentage points. 

and by a little more than 1/� percentage point in Canada 
and Japan. Interest rates are also lower than in Scenatio 
B. and the ratio of gross fixed investment to GNP 
rises by about V2 percentage point in Europe and 
Canada. and by I Va percentage points in Japan. In 
general, the effects of these measures on the current 
account balances are not large. except in Japan. where 
the rise in investment is accompanied by a further 
reduction of the external surplus. The effects on the 
U .S. economy are relatively small. although inflation 

'° For example. a study by the European Community of the 
proposals for an integrated market in Europe suggests that the 
measures that arc contemplated could mise output in the 
countries of the European Community by 4'h percentage points 
over a period of six years. The effect considered in Scenario C is 
smaller. in part because �ome of the improvement� envisaged in the 
�tudy are already taken into consideration in the baseline projecuon. 
An official study concludes that the effect on potential GNP of the 
\ales tax reform in Canada could be as high as 2V� percent tf the 
reform were extended to cover provincial taxes. The estimated 
effect of structural measures on investment in Japan is in line with 
the est1mates provided in the Mayekawa report. Of course. an even 
more favorable \Cenario could he developed if substantial progres) 
toward trade liberalization in all countries were assumed. 
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is a little lower. Output in the developing countries is 
somewhat higher by the end of the projection period. 
Compared with the market reaction scenario, the 
combined fiscal and structural adjustment scenario 
leads to significantly higher growth of output and 
investment, to lower inflation and interest rates in all 
areas, and to reduced external imbalances among the 
three largest industrial countries. 

Policy Issues 

Macroeconomic Policies 

After more than six years of expansion. economic 
activity in the industrial countries continues to grow 
rapidly in an environment of relatively moderate 
inflation. This performance is remarkable by the 
standards of earlier postwar expansions and reflects 
in no small measure the reorientation of macro
economic policies toward medium-term objectives 
following the experience of the 1970s. In particular. 
monetary policy has played an important role by 
allowing monetary conditions to tighten promptly 
in situations where aggregate demand was growing 
too rapidly, thus preventing a re-emergence of the 
strong inflationary pressures that had turned pre
vious expansions into recessions. Moreover, the 
fiscal position has improved significantly in several 
industrial countries in the past few years. Fiscal 
deficits, however, remain substantial in a number 
of countries, including Italy, Canada, and the United 
States. 

This evolution of the industrial economies has 
been accompanied by a strengthening of the process 
of international cooperation among the Group of 
Seven countries. As part of this process, a mecha
nism of multilateral surveillance has been developed 
and is being steadily refined. It involves a commit
ment by each member country to develop medium
term objectives and projections for its economy, to 
use performance indicators to review and assess 
current economic trends, and to determine whether 
there are significant deviations from an intended 
course that required consideration of policy action. 
Moreover, a process of coordinated intervention in 
foreign exchange markets has been activated, which 
contributed to an orderly exchange rate realignment 
in the period 1985-87. and since then to a period of 
greater exchange rate stability (see Supplementary 
Note 6). 

The challenge facing the industrial countries is to 
sustain the present expansion while resuming prog
ress toward lower inflation and interest rates, re
ducing the large current account imbalances among 
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major countries, and promoting a more open inter
national trade environment. These objectives are 
important not only for the industrial countries them
selves, but also for the developing countries which 
critically need free and steadily expanding markets 
for their exports as well as lower world interest 
rates to reduce their debt-servicing burden and 
revitalize investment and growth. The achievement 
of these objectives will require a strategy that 
maintains the focus on the medium term, thus 
avoiding the policy shifts that had shortened the 
lives of previous expansions. 

Within the overall strategy , monetary policy will 
need to focus on restraining the growth of nominal 
demand to levels consistent with a gradual decline 
in the rate of inflation over time. Restrained fiscal 
policies also would contribute to this objective, 
particularly in those countries where budget deficits 
remain large and the margin of unused resources is 
narrow, while relieving the pressure on interest 
rates. Fiscal policy also can play an important role 
in promoting external adjustment in countries with 
large current account deficits while avoiding unde
sirable consequences for capital formation and growth 
and reducing the burden on monetary policy. More
over, fiscal policy will need to take into account the 
prospective aging of populations in many industrial 
countries (particularly in Europe and Japan, but 
also in North America) to avoid the possibility of 
serious pressures on public retirement and health 
systems in the longer run. 

The staff's baseline projections envisage the per
sistence of large current account imbalances over 
the medium term. As explained in Box 2, these 
projections are based on a set of technical assump
tions that may not be realistic. Indeed, the tensions 
that would result from the combination of constant 
exchange rates and unchanged policies are unlikely 
to be accompanied by shifts in asset preferences 
that would ensure the finandng of the external 
imbalances projected at the prevailing interest rates 
and exchange rates. A more realistic scenario, as 
i llustrated in the previous section, might involve 
adjustments in economic policies that eventually 
would bring about an adequate reduction in these 
imbalances. Alternatively, in the absence of policy 
adjustments, financial markets might react to the 
prospect of persistent imbalances in a manner that 
could jeopardize the sustainabiJjty of the expansion. 

In countries with large external deficits, a reduc
tion in the inflow of foreign saving and the resulting 
improvement in net exports could intensify the 
pressure of aggregate demand on productive capac
ity and rekindle inflationary pressures; these pres
sures would be exacerbated by the rise in import 
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prices that would result from exchange rate depre
ciation. In these circumstances, a tightening of 
monetary policy would become unavoidable: the 
result would be a rise in interest rates, the crowding 
out of domest1c investment, and a heavier debt 
service burden for the developing countries. Thus, 
in the absence of appropriate policy actions, there 
is a serious danger that the correction of the large 
external imbalances among the industrial countries 
could have undesirable consequences for stability 
and economic growth. These dangers have impli

cations for both deficit and surplus countries. 
In the deficit countries, the task is to ensure that 

any reduction in the inflow of foreign saving is 
accompanied by a rise in domestic saving, thus 
making room for an improvement in the external 
balance without squeezing the interest-sensitive 
components of domestic demand or fueling inflation. 
The most effective way to achieve this result would 
be to reduce the absorption of saving by government, 
particularly in those countries where fiscal deficits 
remain substantial. I n  countries with large current 
account surpluses, the challenge will be to sustain 
noninfiationary growth while promoting external 
adjustment. The scope for an expansionary shift in 
macroeconomic policies is limited at present, given 
the authorities' anti-inflationary objectives. How
ever, timely action may be required to sustain the 
expansion of domestic spending, for example. in 
the event that strong fiscal action i n  the United 
States and other deficit countries were to result in 
a significant weakening of global economic activity. 
Policy initiatives in the surplus countries should 
also concentrate on raising efficiency and removing 
distortions, particularly those that discourage in
vestment and restrict imports. 

Role of Structural Policies 1 1  

For close t o  a decade, structural o r  rnicroeco
nomic policies have formed an integral part of the 
medium-term strategy pursued in the industrial 
countries. The strong emphasis on these policies 
reflects a broad consensus that the poor growth and 
inflation performance of the 1970s and early 1980s 
were partly attributable to structural distortions. 
Some of these distortions reflected measures that 
had been adopted to lessen the impact of adverse 
economic developments on specific sectors, while 
others resulted from the growth of public expendi-

" A series of papers containing a more detailed examination of 
tbe issues discussed in this section will be published in Staff Studies 
for the World Economic Omlook (Washington: International Mon
etary Fund, 1989-fonhcoming). 

Policy Issues 

tures and rising tax burdens. Although many of the 
distortions have a long history, their adverse con
sequences did not become fully apparent until the 
1970s, following the sharp increases in commodity 
and oil prices. 

The structural reforms of the 1980s have sought 
to improve economic performance by raising poten
tial GNP and by lowering the output and employ
ment losses that may result from adverse economic 
disturbances. In general, potential output can be 
raised by improving the allocation of resources, for 
example, through trade liberalization and the re
moval of price distortions and subsidies. In addition, 
structural policies may raise private saving and 
capital formation and improve the allocation of 
financial resources through the removal of interest 
rate ceilings or other rigidities in the financial system, 
or through the elimination of tax distortions which 
may discourage private savings or raise the cost of 
capital. Structural measures can also remove dis
tortions that discourage employment and inhibit 
incentives to work. For a given rate of growth of 
nominal demand, all of these measures would tend 
to improve the split between output growth and 
inflation over the long run. 

l n  addition to their impact on potential output, 
structural policies can influence the way in which 
an economy reacts to adverse disturbances-such 
as relative price shocks-and thereby help to reduce 
the costs in terms of unused resources that would 
be incurred as part of the adjustment process. These 
adjustment costs can be lowered by enhancing the 
''flexibility'' of the economic system-that is, the 
extent to which (and the speed with which) prices 
respond to changes in market conditions. and the 
supply and demand for goods, services, and factors 
of production respond to changes in relative prices. 
An important example of relatively inflexible price 
setting is that of tabor markets, which contributed 
in many European countries to the sharp increases 
in unemployment during the 1970s and early 1 980s.'2 
Measures that increase the flexibility of labor mar
kets can help to lower the adjustment costs and also 
to lower the NAIRU, that is, the level of unem
ployment consistent with nonaccelerating inflation_ 

In general, structural measures will affect both 
exports and imports, and therefore their net impact 
on the balance of payments is often uncertain. 
Nevertheless, some structural policies may well 
have significant effects on the current account. For 

I! See Charles Adams, Paul Fenton, and Flemrning Larsen. 
"Differences in Employment Behavior Among Lndustrial Coun
tries." in Staff Studies for the World Economic Outlook (Washing
ton: International Monetary Fund. 1986). 
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example. in countries with an external surplus the 
removal of distortions that discourage investment 
may help to stimulate domestic demand and imports, 
and thus reduce the gap between savings and in
vestment. The desirability of structural measures 
should be assessed primarily in terms of their effects 
on efficiency and growth, but the consequences of 
these measures for external balances should also be 
recognized. 

The progressive liberalization of world capital 
markets during the past decade has had significant 
implications for fiscal and monetary policies. For 
example, the crowding-out of interest-sensitive com
ponents of domestic demand resulting from fiscal 
deficits appears to have been partly replaced by the 
crowding-out of net exports. as capital inflows from 
the rest of the world tend to limit the rise in domestic 
interest rates while the exchange rate tends to 
appreciate. An important implication of the liber
alization of international financial markets is that 
the costs of the remaining distortions in goods and 
tabor markets may have increased, which strength
ens the case for rapid implementation of reforms in 
other markets. 

Measures to remove impediments to the smooth 
functioning of tabor markets have been introduced 
in many countries. In several European countries, 

however, the persistence of high rates of unem
ployment in the face of a rising number of unfilled 
vacancies during the current expansion suggests 
that much remains to be done in this area. A wide 
variety of measures could help to improve tabor 
market performance, including changes i n  wage 
bargaining procedures and indexation clauses. re
duction of taxes on labor use, modification of reg
ulations governing hirings, lay-offs . and minimum 
wages, removal of barriers to geographical and 
occupational mobility. and strengthening of educa
tion and retraining programs. 

Removal of trade restrictions would also make a 
significant contribution to improved economic per
formance. While tariffs on most products traded 
among the industrial countries have been reduced 
to low levels, the incidence of non-tariff barriers 
has increased substantially in recent years. The 
introduction of legislation in several countries to 
deal with "unfair trade practices." industrial and 
agricultural subsidies. the proliferation of sectoral 
approaches to trade. and the intensification of re
strictions affecting trade in agriculture all threaten 
to undermine the system of free trade. The inclusion 
of trade in services and greater emphasis than in 
the past on non-tariff barriers under the cun·ent 
Uruguay Round of trade negotiations are steps in 
the right direction. Nevertheless, the stalemate with 
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respect to the reduction of subsidies and restrictions 
affecting trade in agriculture is worrying. both in 
view of the substantial efficiency losses incurred 
among the industrial countries and because of the 
costs imposed on developing countries that have a 
comparative advantage in the production of many 
agricultural products. The current strength of activ
ity i n  the industrial world provides an excellent 
opportunity for bold steps to reduce or eliminate 
these distortions. More generally, early success in 
the Uruguay Round oftrade negotiations is essential 
to avoid a dangerous intensification of protectionist 
pressures. 

In recent years. tax reforms have been introduced 
in many countries in an effort to improve incentives 
and reduce distortions. These reforms typically 
combine measures to lower marginal tax rates on 
incomes and to broaden the tax base through the 
reduction or elimination of certain tax preferences. 
In spite of the significant progress achieved in this 
area, more remains to be done in some countries to 
reduce those tax provisions that distort decisions to 
save and invest. including those which tilt tbe 
allocation of private saving in favor of real estate 
at the expense of business investment. 

Policy Issues in Individual Countries 

Beginning in 1986. the medium-term strategy in
troduced by the Government of the Federal Republic 
of Germany in 1982-83 was adapted, partly with the 
aim of reducing the large current account surplus 
and supporting economic activity. The drive to 
consolidate the public finances moderated. and the 
budget deficit was allowed to rise in 1986-88, fol
lowing a substantial decline during the previous 
three years. The German authorities also launched 
a program of tax reform and reduction, and allowed 
short-term interest rates to decline by accepting a 
rate of monetary expansion above the upper margin 
of the target range. These adaptations of the basic 
strategy, combined with the large terms-of-trade 
gains resulting from declines in oil prices and the 
appreciation of the deutsche mark, helped to main
tain moderate growth in 1986-87 in the face of a 
large drop in the volume of exports. They also 
contributed to the remarkable performance of eco
nomic activity and prices in 1988. 

While the policy adaptations of recent years were 
warranted by domestic and external circumstances, 
renewed focus on the key medium-term goals of the 
strategy would now seem appropriate to address 
the main problems still confronting the German 
economy. First. while progress has been made in 
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reducing the external imbalance in real terms, the 
current account surplus seems to have stabilized at 
around 4 percent of GNP. Second. unemployment 
remains high by historical standards. Given the 
buoyancy of demand and the high rates of resource 
utilization, there does not seem to be much room 
to tackle these problems by means of fiscal or 
monetary expansion at the present juncture. I n  the 
fiscal area. a return to quantitative consolidation 
coupled with the authorities· tax reduction plans 
suggest that the growth of government spending 
may have to be restrained. preferably by cutting 
subsidies. Moreover. after more than two years of 
rapid monetary growth it would seem appropriate 
to bring the rate of monetary expansion gradually 
back toward the target range, although measures to 
sustain domestic demand may need to be considered 
in the event of a slowdown in growth. 

Progress in resolving the problems of high un
employment and the external imbalance will require 
that macroeconomic policies be supported by an 
ambitious program of structural reform. While there 
have been some initiatives in this area. notably the 
reduction of tax preferences as part of the 1990 tax 
reform package. considerable scope remains to re
move structural rigidities in goods and labor markets 
that have stymied incentives and discouraged em
ployment. These rigidities also have distorted the 
economy's response to exchange rate changes by 
insulating certain sectors from foreign competition 
and imposing a disproportionate share of the burden 
of adjustment on efficient, export-oriented indus
tries. A vigorous effort to reduce excessive regu
lation and the protection provided by pricing and 
subsidy measures would increase the growth of both 
actual and potential output and facilitate external 
adjustmenl. 

After slowing in 1986 under the influence of a 
sharp reduction in the real foreign balance, real 
GNP in Japan accelerated sharply in 1987 and surged 
by almost 6 percent last year. This impressive 
performance. which took place in an environment 
of price stability. reflected the growing strength of 
private domestic demand, most notably fixed in
vestment. It was accompanied by a substantial 
decline in the current account surplus in relation to 
GNP, although the pace of external adjustment now 
appears to have slowed. The prospects for growth 
are favorable, although the expansion of demand is 
likely to slow to a more sustainable pace in the 
period ahead from the exceptionally high rate re
corded last year. To avoid a strengthening of infla
tionary pressures, it would seem appropriate to 
combine a broadly neutral fiscal stance with a 
cautious monetary policy. As in several other in-

Policy Issue� 

dustrial countries. there seems to be considerable 
scope to strengthen the action of macroeconomic 
policies in Japan through structural reform. 

The ongoing strength of private demand provides 
a favorable environment for the implementation of 
the major reform of the tax system that was approved 
by the Diet in late 1988. This reform is expected to 
bring substantial benefits to the Japanese economy 
by improving the efficiency and the equity of the 
tax system. It is also expected to lower tax revenue. 
although owing to the effects of rapid economic 
growth the fiscal position is projected to remain 
strong in 1989. In the absence of inflationary pres
sures, monetary policy in 1988 focused on the 
objectives of supporting domestic demand and sta
bilizing the external value of the yen. As a result, 
interest rates have been kept low relative to other 
industrial countries. The yen fluctuated within a 
relatively narrow range of ¥ 1 20-135 per U .S. dollar; 
the stability of the yen was maintained partly through 
coordinated exchange market policies by the major 
countries. International re erves continued to in
crease in 1988. albeit at a much slower pace than 
in the previous year. 

While monetary and exchange rate management 
has accomplished its objectives, the large external 
imbalance that remains and the potential for further 
upward pressure on the yen that it foreshadows 
point to a new challenge for the authorities. The 
scenarios discussed above suggest that a substantial 
appreciation of the yen against the U.S. dollar may 
have undesirable consequences in the absence of 
policy adjustments. If considerable progress were 
achieved in reducing the U .S. fiscal deficit. however, 
an adjustment in relative prices could play a role in 
reducing Japan's current account surplus and help
ing to sustain the growth of domestic demand while 
avoiding inflationary pressures. Moving expedi
tiously to tackle a long agenda of structural reform, 
including the implementation of measures to pro
mote a more efficient use of land and encourage 
competition in the distribution system. would help 
to improve the welfare of Japanese consumers while 
supporting stable growth and facilitating external 
adjustment. 

Among the deficit countries the task of raising 
domestic saving is particularly urgent in the United 
States, given the magnitude of that country's reli
ance on external funds and the sharp decline in the 
private saving rate in the past several years. These 
factors, coupled with a net investment performance 
that is poor by historical standards and in compar
ison to other industrial countries. underscores the 
vulnerability of the U.S. economy to a possible 
reduction in the inflow of foreign saving. The ex-
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temal position of the United States has improved 
recently, and the volume of U . S .  exports has ex
panded rapidly. With the economy close to full 
employment, however, a further significant increase 
in exports may have to come at the expense of 
other components of demand. including investment. 

Against that background, the reductions in the 
ratio of the federal deficit to GNP achieved in the 
past few years are welcome. The Administration's 
latest estimates suggesting a further decline in this 
ratio even in the absence of policy measures are 
also encouraging. The staff's cun-ent services esti
mates, which are also based on the assumption of 
unchanged policies, envisage a gradual decline in 
the federal deficit over the medium term (to 1 1/4 
percent of GNP by fiscal year 1994), following a small 
rise in FY 1989.13 There are reasons to believe, how
ever, that these projections may well underestimate 
the magnitude of prospective deficits in the absence 
of new deficit reduction measures; the risks would 
seem particularly large for the Administration's pro
jections, which seem to be based on relatively opti
mistic economic assumptions.14 Indeed, there is a 
serious danger that the deficit might not decline sig
nificantly over the medium term, particularly if growth 
turned out to be weaker than projected. It should also 
be noted that much of the decline in the federal deficit 
envisaged in the staff's current services estimate over 
the medium term is accounted for by the growing 
surplus of the social security fund, which is associated 
with future government liabilities. 

These considerations clearly point to the need for 
a decisive effort to bring about a further improve
ment in the federal fiscal position. Efficiency con
siderations suggest that such efforts should continue 
to emphasize expenditure cuts. Given the size of 
the deficit, however, measures to raise revenue 
should not be ruled out, particularly those which 
are unlikely to harm efficiency, such as the elimi
nation of certain tax preferences. 

Since the spring of 1988, monetary policy in the 
United States has faced the task of restraining a 
surprisingly robust economy. By allowing short
term interest rates to rise substantially, the Federal 
Reserve has succeeded in preventing a resurgence 

11 The staff's current services estimate is derived by adjusting the 
Administration's current services estimate for differences in eco
nomic assumptions. The staff's estimates of the federal deficit are 
higher than those of the Administration because the staff's assump
tions envisage slower growth of output and higher interest rates. 

•• The current services estimating procedure tends to produce a 
declining deficit path because revenue is assumed to rise at least in 
line with nominal GNP. while discretionary spending (which ac
counts for nearly 50 percent of total federal spending) is assumed 
to increase just enough to offset inflation. Moreover. the Adminis
tration· s current services path makes no allowance for spending 
related to contingencies. 
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of inflation, thereby helping to extend the current 
economic expansion. Looking ahead, efforts to 
strengthen the credibility gained during the past 
decade-which is reflected in the relatively re
strained behavior of wages at this stage of the 
expansion-should help to achieve further reduc
tions in inflation from its present level of about 4 
percent and move toward the goal of price stability. 
This wouJd help to eliminate the inflationary bias 
built over the 1970s and early 1980s and reduce the 
vulnerability of the U .S. economy to exogenous 
disturbances and volatile price expectations. 

The economic situation in Canada also features 
a large fiscal imbalance and a rapidly growing 
economy that has pushed capacity utilization to 
very high levels. While the private saving rate 
remains above U . S .  levels in spite of its decline in 
recent years. the federal government deficit as a 
ratio to GNP is significantly higher in Canada than 
in the United States and needs to be substantially 
reduced. The restrained monetary policy of the 
Bank of Canada has kept inflation under control, 
but this has required raising interest rates to levels 
that are high both in real terms and in relation to 
U .S. rates. The goal of the monetary authorities, to 
achieve price stability over time, is appropriate in 
view of Canada's earlier experience with inflation, 
but it is likely to require strong support from fiscal 
policy. 

The expansion of economic activity in the United 
Kingdom has been very strong in the past few years. 
Unemployment has dropped sharply and the margin 
of unused resources has been diminishing rapidly. 
As a result, inflationary pressures have emerged
despite the very strong performance of productivity 
in the manufacturing sector-and the current ac
count deficit has widened substantially. This wid
ening has been accompanied by a drop in private 
saving and a surge in business investment. Further
more, in contrast with the situation in North Amer
ica, the fiscal balance of the United Kingdom shifted 
into surplus in 1988, following several years of 
steady improvement. Monetary policy has tightened 
since mid- 1 988 following a period of loosening in 
the aftermath of the equity market correction of 
October 1 987. Nevertheless, the pace of demand 
growth remains strong, and the authorities' com
mitment to raise interest rates further if demand 
fails to slow as envisaged is therefore entirely 
appropriate. In addition, the continuation of a sub
stantial fiscal surplus in the budget announced on 
March 14, 1989 should support the action of mon
etary policy and help to strengthen confidence. 

In Italy, the economy has made substantial gains 
in output, investment and employment and the 
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outlook is for continued strong growth in the near 
term. However, the rapid expansion of demand has 
resulted in pressures on capacity whjch. together 
with increases in indirect taxes, have pushed the 
rate of inflation to nearly 6 percent on a year-on
year basis. While the task of reducing inflationary 
pressures wiiJ clearly require financial policies aimed 
at moderating the growth of demand. there is limited 
scope at present for monetary action to offset the 
unduly expansionary stance of fiscal policy. A tighter 
monetary policy at this juncture would mean even 
hlgher interest rates which would hinder private 
investment, increase the debt burden of the govern
ment, and put upward pressure on the lira. Fiscal 
policy would thus appear to be the main instrument 
available at present, both for the purpose of demand 
management and to achieve the adjustment that is 
required over the medium term. 

In 1988, the state sector borrowing requirement 
(SSBR) was the equivalent of 1 1 .6 percent of GDP, 
virtually unchanged from the previous year and 
significantly above the government's target. Given 
the possibility of continued spending overruns and 
uncertain prospects for revenue collection, the SSBR 
might not decline in 1989 as envisaged by the 
authorities, and might even rise to as much as 12 V4 
percent of GDP. In these circumstances, determined 
and effective implementation of the authorities' deficit 
reduction plan (Piano Amato) is urgently needed, with 
particular emphasis on the goal of stabilizing lhe ratio 
of the public debt to GDP by 1992. The success of the 
fiscal strategy, which is essential for the success of 
Italy in the single European market, wiJI need to be 
supported by a restrained incomes policy that helps 
to reduce pressure on wages and prices and safeguards 
the competitive position of Italian producers. 

Recent economic developments in France have been 
unusually favorable: the growth of real GDP, sustained 
by a rapid expansion of investment and exports. was 
higher in 1988 than at any time during the past decade; 
the unemployment rate fell for the first time since 
1969; the inflation differential with Germany reached 
its lowest level since the early 1970s; and the current 
account deficit remained smaiJ. These achievements 
reflect in large measw·e the authorities' steadfast im
plementation since 1983 of a strategy focused on the 
control of inflation and the restoration of enterprise 
profitability. Monetary and incomes policies have aimed 
at reducing inflation, improving competitiveness, and, 
in recent years, maintaining the franc parity within the 
European Monetary System. Fiscal policies have fo
cused on lowering the deficit and easing the tax burden. 
particularly for enterprises. As for structural policies ,  
they have sought to correct distortions and raise 
allocative efficiency, notably by eliminating and 
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streamlining regulations in the financial and foreign 
exchange markets and by liberalizing prices. 

Although the policies of adjustment pursued over 
the past six years have begun to pay off. unemployment 
is stiJI very high, and the external position remains 
vulnerable. Adjustment must therefore continue, in 
part through financial policies aimed at containing 
wage and price pressures and thus strengthening prof
itability and competitiveness. Also, the large financial 
imbalance in the social security accounts will need to 
be corrected, but in ways that do not impair compet
itiveness or reduce incentives to work or hire. In the 
area of structural policies, efforts to improve the 
functioning of labor markets need to be stepped up, 
particularly in the areas of education, training, and 
other measures aimed at raising employability. FinaiJy, 
the ongoing restructuring of industry toward greater 
specialization needs to be supported by policies that 
increase the exposure of markets to the discipline of 
competition. 

The growth of economic activity in the smaller 
industrial countries has picked up in the past two 
years, although not as strongly as in the seven major 
countries, and inflation has remained stable at about 
4 percent. Nevertheless. these broad trends conceal 
substantial differences in performance among coun
tries. For example, growth in 1988 strengthened in 
Austria, Belgium, and the Netherlands, and remained 
strong in Spain, Finland, and Australia; but economic 
activity continued to be weak in Denmark and Norway . 
In several countries ,  notably in Belgium and Spain, 
the successful implementation of a fiscal strategy of 
deficit reduction has resulted in strong growth and 
considerable progress in lowering inflation. Medium
term projections in both countries suggest, however, 
a further rise in the already high ratio of government 
debt to GNP, pointing to the need to maintain the 
pace of fiscal consolidation. Moreover, unemployment 
remains high in these two countries, and structural 
policies will need to emphasize measures to reduce 
rigidities in Jabor markets. As in several other countries 
in the European Community, policymakers in Belgium 
and Spain will confront the task of preparing financial 
markets for the intensification of competition that will 
result from the integration of European financial 
markets. 

The combined current account deficit of the smaller 
industrial countries has remained small, although siz
able deficits remain in several countries, including 
Australia, Finland, and, in spite of significant reduc
tions in the past few years, Norway and Denmark. 
Belgium, the Netherlands, and Switzerland have reg
istered substantial surpluses for a number of years 
and, on the basis of current policies, these surpluses 
are not expected to change significantly in relation to 
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GNP. Rapid expansion of domestic demand in these 
countries could play a role in reducing international 
payments imbalances. The scope for expansionary 
financial policies is, however, limited given the em-
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phasis on exchange rate targets in the conduct of 
monetary policy and, in Belgium and the Netherlands, 
the need to continue fiscal consolidation. 
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Chapter IV 

Indebted Developing Countries: 
Mediutn-Term Prospects and Policy Issues 

It is now more than six years since many devel
oping countrie� first encountered debt-servicing dif
ficultie� and what has become known as the debt 
crisis emerged.1� During that time, the situation of 
the debt problem countries has improved in several 
respects: external debts have been restructured. 
adjustment programs have been unplemented. and 
external cuiTent account positions have been 
strengthened. There has also been a marked im
provement in the balance sheets of commercial 
creditors. and a reduction in their relative exposure 
to developing country risk. While the danger of 
widespread defaults and a breakdown of the inter
national payments mechanism has been greatly re
duced, however, the prospects for many developing 
countries remain clouded by their heavy debt
servicing burden. 

In many of the debtor countries. growth has yet 
to recover on a sustained basis and remains ex
tremely vulnerable to adverse changes in external 
conditions. External debt ratios declined in both 
1987 and 1988 but they remain high. and large net 

resource transfers from debtors to creditors will be 
required to bring them down further. Additional 
financing. which has been regarded as a critical 
element in dealing with debt-servicing problem� and 
restoring growth. has not been forthcoming on a 
significant scale. Moreover. although the policy 
adjustments made by indebted countries have helped 
to curb excessively large external deficits. this has 
been achieved mainly through severe import 
compression. Efforts to enhance the debtor coun
tries· debt-servicing capacity through improvements 
in efficiency and increases in saving and investment 
have been far less successful. 

1' The mdebted developing countrie' compri�e all developing 
countnes that are net debtors. Debt problem c.:ountnes refer to Jhe 
73 counlrie� defined as having recently experienced uebHervicing 
difficultie�. Two addi1ional subgroup' also refem:d to in th1' �ecuon 
arc the 15 heavily indebted middle·income countnes associated \�ith 
Jhe Baker Initiative. and the 31 IO\\·income countrie� located in 
Africa (the principal targel of lhe Toronto Declamuonl. 

In short. there are signs that the debt strategy 
that has been pursued since 1982 needs to be 
strengthened in order to serve the interests of both 
creditors and debtors. In particular. there is a need 
to expand the case-by-case approach to encourage 
the domestic policy adjustments that would enable 
indebted developing countriec; both to strengthen 
growth and debt-servicing capacity and to be better 
protected from adverse external developments. Al
though significant steps have already been initiated 
for the low-income debtors in Africa following the 
Toronto Declaration of June 1988. the plight of these 
nations will continue to demand the attention of the 
international community. Moreover. the debt prob
lems of the indebted middle-income countries re
main pressing and extremely serious. despite the 
concerted efforts of the last six years. lt also remains 
important that the incentives for other countties to 
maintain their adjustment efforts. and to avoid future 
debt-servicing problems. should not be diluted. 

Medium-Term Outlook 

The medium-tem1 outlook for the developing 
countries depends on the assumptions made con
cerning domestic policies and the external environ
ment. As discussed in Chapter I l l ,  failure to take 
appropriate measures to reduce the large external 
imbalances among the industrial countries could 
significantly influence the prospects for developing 
countries. For example. an adjustment driven by 
market forces (as illustrated above in Scenario A) 
could lead to slower growth in many industrial 
countries and strong upward pressure on interest 
rates. seriously complicating the management of the 
debt situation. In contrast. timely and decisive 
action by the major industrial countries to reduce 
the imbalances would stgnificantly improve the pros
pects for sustained growth and price <;tability in the 
industrial countries. which would be an important 
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condition for growth in the developing countrie� to 
be sustained at an adequate rate. 

Policy reforms in the indebted developing coun
tries themselves have a crucial bearing on their 
medium-term growth performance. A related issue 
is whether these countries will continue to transfer 
resources to externaJ creditors (measured by the 
balance on goods and non-factor services) on the 
scale observed since 1982 (Table 8). as this might 
influence their ability and willingness to undertake 
the necessary adjustments. The policy assumptions 
that underpin the staff's medium-term projections 
take into account the recent track record of individ
ual developing countries. They are also based on 
the environmental assumptions underlying the base
line projections for industrial countries, including 
broadly unchanged terms of trade and interest rates 
and constant real exchange rate�. If the external 
environment turned out to be unfavorable. perhaps 
as a result of the tensions implicit in the baseline 
projections. policy implementation would be ham
pered and the economic prospects of the developing 
countries would weaken relative to the baseline. 

The conditional medium-term projections pre
sented in Table 9 show the level of net lending by 
official creditors to the net debtor countries recover
ing somewhat after 1988: official transfers are also 
projected to rise. Flows of direct investment in
crease approximately in step with economic activity 
in the developing countries, following strong growth 
in 1985-88. Although total private sector lending 
would rise from the depressed levels of 1985-88. 
the attitude of commercial lenders is expected to 
remain cautious. reflecting continued concern about 
the creditworthiness of countries that have experi
enced debt-servicing problems. Assuming no sig
nificant institutionaJ changes in creditor countries, 
the impact of market-related operations, such as 
debt buy-backs and debt-equity swaps, is expected 
to be limited in the medium term. Thus. unJess 
conditions conducive to a significant repatriation of 
flight capital are satisfied. the overall financing 

Table 8. Countries with Recent Debt-Servicing 
Problems: Net Resource Transfers, 1983-94 
(In percenl ofGDPJ 

Balance on currenl accounl 
Le�s balance on 1ransfers and 

remillances 
Less net factor payments 
Equals: nel resource transfer' 

1983-88 1989-94 

- 1 . 6  - 1 .3 

1 . 1  1 . 1  
-3.9 -3.2 

1 . 1  0.8 

1 Defined as balance on goods and non-factor �erviccs: a surplus 
represen1s a 1ransfer from developing counlries to I heir credilors. 
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situation is expected to remain difficult for most 
debt-problem countries. 

Against this background. growth of GDP in the 
net debtor countries would rise only slightly, from 
41/2 percent in 1988 to 5 percent in 1991-94. half a 
percentage point below the average rate of increase in 
the 1970s. 16 Export growth for these countries would 
average 6Y� percent a year in the medium term, well 
above the assumed annual growth rate of world trade 
(5 percent). However. the overall picture conceals 
wide differences across regions. GDP growth in Africa 
would strengthen somewhat, for the first sustained 
period since the 1970s. but the projected improvements 
in living standards would offset only to a minor extent 
the severe declines of the 1980s. Output growth in the 
developing countries of the Western Hemisphere also 
would remain well below the rates achieved in the 
1970�. The outlook for most developing countries in 
Asia is more encouraging, with rates of growth aver
aging more than 6 percent in the medium term. As in 
the past, those countries that have avoided debt
servicing difficulties would continue to perform sig
nificantly better than average: in particular, their ex
ports would grow much faster than those of debt
problem countries. 

The combined current account deficit of the net 
debtor countries is projected to average some 3 percent 
of exports in 1991-94. following a rise to 4 percent of 
exports in 1990. The external deficits of the countries 
in Africa and the Western Hemisphere would fall from 
the levels of 1989-90. On the other hand. the external 
surpluses recently achieved by net debtor countries in 
Asia and Europe are likely to be eliminated by 1990, 
as the exporters of manufactures experience a slow
down in export volume growth and policy adjustments 
in some countries encourage faster import growth.  The 
deficit for Asian countries is expected to widen further 
in the medium term. while European countries are 
projected to return to surplus by 1994. The overall 
current account deficit of the countries that have 
experienced debt- ervicing difficulties is also expected 
to narrow after 1990. 

The projected current account positions would per
mit a gradual but significant improvement in debt 
indicators over the medium term, reflecting the com
bination of modest lending and substantiaJ growth in 
the value of exports. The aggregate external debt ratio 
for the net debtor countries would decline from 164 
percent of exports in 1988 to around 120 percent in 
1994, close to its level in 1979. All regions are expected 
to share in this improvement. but large absolute dif
ferences would remain. In the Western Hemisphere 

'"See Table> A51-53 in lhe Slatistical Appendix for addilional 
de1ails of 1he medium-term baseline scenario for developing coun
lries. 
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Medium-Term Outlook 

Table 9. Net Debtor Developing Countries: Indicators of Economic Performance, 1970-94 

(Annual changes in percent. unle�� otherwi�e indicated) 

Average Average 
1970-79' 1980-84 1 985 1986 1987 1988 1989 1990 1991-94 

Real GDP 5.4 3. 1  4.6 4.6 4.0 4.5 3.3 4.3 5.1 
Investment rati� 24.7 24.4 23.3 23.4 23.0 22.9 13.0 23.8 24.4 
Export volume 5 . 1  2.4 3.5 6.6 12.3 1 1 .2 6.5 7.7 6.7 
Terms of trade 2 . 1  1 . 3  - 1 . 1  - 1 2.8 0.1 - 1 .7 -0.6 -0.7 
Import volume 7.4 1 .7 3.2 -2.3 5.9 10.0 5.8 8.2 6.7 
Private lending' 18.74 12.2 1.6 0.7 -0.9 1.5 1.5 2.7 2.6 
Official lending'·' 16.44 13.9 1 2 . 1  10.8 10.9 5.2 7.1 6.0 4.8 

(As percentage of exports cif goods and sen·ices) 

1979 1984 1985 

Current account balance -9.9 -6.5 -7.3 
Total external debt 123.46 166.0" 183.0 
Debt service payments 20.7 24.7 26.0 

Interest payments 8.2 14.5 14.7 
Amortization 12.4 10.1  1 1 .4 

1 Excluding China. 
! As a percentage of gross domestic product. 
' Percentage change in the dollar value of credit outManding . 
• 1971-79. 
' Long-term official flows. excluding interest arrears. 
• End of period. 

the debt ratio would remain above 235 percent of 
exports in 1994. while the ratio for sub-Saharan African 
countries would still be about 300 percent; the position 
of the low-income countries would be even more 
unfavorable. In 1994 the debt-service ratio for countries 
with recent debt-servicing problems would be two
and-a-half times that for other developing countries. 
representing a further widening of the differential from 
that observed in 1988. 

The baseline projections imply a continued and 
sizable transfer of resources from debt-problem coun
tries to external creditors throughout the medium term. 
with declines in scheduled debt-service ratios being 
offset for many countries by reductions in the relief 
assumed to be afforded by exceptional financing. The 
negative resource transfer is projected to average some 
2 percent of GDP annually for the heavily indebted 
middle income countries (Chart 23). The low-income 
countries in Africa are expected to continue to receive 
positive resource transfers from overseas (averaging 
some 7 percent of their GDP in 1989-94). 

As mentioned earlier, the baseline projections for 
the developing countries would be at risk if the external 
environment turned out to be less favorable than 
assumed. If growth in industrial countries is lower 
than projected. or if developing countries' terms of 
trade deteriorate at a rate similar to that of the early 
1980s, the expected improvements in the performance 
of the indebted countries would not materialize. Fur
thermore. strong upward pressure on international 
interest rates would raise the debt-service burden and 

1986 1987 1988 1989 1990 1994 

-9.6 -2.7 -2.9 -3.4 -4.0 -2.6 
202.4 187. 4  164.2 153.7 147.0 1 17.7 

27.2 24.0 22.9 22.2 20.6 16.7 
14.0 10.9 1 1 . 0  1 1 . 7  10.7 8.3 
13.3 13. 1  I 1 .9 10.5 9.9 8.4 

increase the net resource transfer required to achieve 
the projected decline in debt ratios. 

Table I 0 illustrates the effects on net debtor countries 
of a reduction in projected GNP growth in the industrial 
countries of I percentage point a year over the period 
1989-94. The results of this sensitivity analysis can be 
summarized as follows: relative to the baseline sce
nario, the rate of growth of exports in the net debtor 
countries falls by l 1/2 percentage points in the medium 
term: given the assumption that external borrowing 
opportunities are limited, the rate of growth of imports 
also would decline sharply. The declines in exports 
and imports are accompanied by a slowdown in the 
rate of growth of GDP of '12 percentage point. While 
the overall levels of external debt do not change much, 
debt and debt-service ratios rise as a consequence of 
lower exports. The exporters of manufactures in Asia 
and Europe experience relatively large declines in 
export growth. Debt ratios in the small low-income 
countries and the countries with debt-servicing prob
lems rise sharply as a consequence of lower exports 
coupled with relatively high initiaJ debt ratios. 

The consequences for developing countries of a I 
percentage point increase in the interest rates of the 
industrial countries are summarized in Table 1 1 . The 
main effects are fell in the first year. when there is a 
rise in the debt-service ratio and. given limited financ
ing, a sharp compression of import volumes. The 
reduction in imports leads to a modest decline in the 
growth of GDP in the developing world. Countries 
with a large share of their debt at variable interest 
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Chart 23. Selected Groups of Developing Countries: 
Net Resource Transfer, 1970-941 
tin percent of Gr\Pl 

2 r---------------------------��--�� 
4ow-lncome African Countries 

_ .,  
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- 8  
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Net rc�ourcc lrdnsfer i� defined a!> the halance on goods and 
non-factor service� (a surplus representl> a tran�fer from developing 
counlries lo !heir creditor>). The wedge between the t\\0 hne' 
rcprcscnls net factor paymcnb-primaril} net interest pa}mcnl-.;. 

rates bear a disproportionately large share of the 
increase io debt-service payments: this is particularly 
noticeable in the countries of the Western Hemisphere 
where. on average, as much as 70 percent of the 
external debt is at variable interest rates. By 1994 the 
level of real GDP in countries with debt-servicing 
difficulties ts about '1-1 of a percentage point below the 
baseline. Elsewhere. the short-run impact is much 
smaller. reflecting the larger share of debt at fixed 
interest rates, but the effects tend to increase over 
time as maturing debt is renewed at higher interest 
rates. 

The performance of the indebted countries may 
itself have implications for the economic situation of 
the industrial countries. For illustrative purposes. one 
can consider the implications for industrial countries 
of policy improvements that would raise the growth 
rates of exports and output in the indebted countries 
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by l percentage point a year. In combination with an 
mcrease in external borrowing of. for example. some 
'i- 12 btllion annually. these improvements would permit 
an increase m the mdebtcd countrie.,· import-. of about 
$20 billion a year over the period 1989-94. A.., a resull, 
GNP growth in the industrial countries would strengthen 
by about Yw of a percentage point a year. and the 
growth of their exports would rise by 1/4 of u percentage 
point annually (after five years. the levels of GNP and 
exports in industrial countries would rise by about v� 
and 1 1/� percent. respectively. relative to the baseline). 
or course. the effects on industrial countries of the 
policy improvements in indebted countrie'i would be 
much larger if they resulted in a marked increase m 
confidence about the manageability of the debt '>ltua
tion. and led to an even larger increase m lending. 

Debt Situation Since 1982 

The debt crisis had 1ts origtnl> in the substantial 
rise in the external liabilities of the developing 
countries during the second half of the 1970s and 
early 1980s. in an environment of large-scale recy
cling of the oil exporters· surpluses. rising world 
inflation. and negative real interest rates. The ratio 
of external debt to exports for the net debtor 
countries rose from less than 85 percent in 1 974 to 
around 130 percent in 198 1 .  with short-term liabil
ities increasing from 7 percent to 1 8  percent of the 
total. l n  nominal terms. the growth of external debt 
in countries that subsequently experienced debt
servicing difficulties was not substantially greater 
than in other countries. The rise in the debt-service 
burden of the former group was considerably more 
rapid, however. as export volumes for these coun
tries grew at only one third of the rate achieved 
elsewhere. By 1981 the debt-service ratio for coun
tries with debt-servicing difficulties was 3 1  percent. 
compared with 1 3  percent for other debtor countries. 

Beginning in 1979. a growing number of countries 
began to experience difficulties in meeting their 
contractual obligations. The increasingly difficult 
silllation was brought to a head in August 1 982 
when Mexico. suffering from a sharp decline in 
export earnings as oil prices weakened, announced 
a de facto moratorium on amortization payments to 
commercial creditors. The banks' response was 
rapid and general: short-term credit lines were 
rapidly drawn in. and new medium- and long-term 
lending was sharply curtailed. Aside from a small 
group of countries in particularly favorable posi
tions--notably the more developed exporters of 
manufactures--few developing countries were un
affected by the contraction of private lending. More-



©International Monetary Fund. Not for Redistribution

Debt Situation Since 1982 

Table JO. Net Debtor Developing Countries: Medium-Term Implications of Slower Growth in Industrial Countries 
of 1 Percent a Year, 1989-94 
(Difference from the reference scenario in percent) 

Average 
1989 1990 1991-94 

Net debtor countries 

Current account balance' -0.2 -0.3 -0.4 
Debt ratio 3.5 7.1 2:!. 7 
Debt service ratio 0.4 O.t{ �.0 
Real GDP growth -0.4 -0..1 -O.'i 
Expor1 volume growth - 1 .2 - 1 .3 - 1 .5 
Import volume growth - 1 .4 - I..' - 1.5 

B) region 

Africa 

Current account balance' - 0 . 1  -0.� -0.2 
Debt ratio 2.4 5.0 16.6 
Debt service ratio 0.� 0.5 1.5 

Real GDP growth 0.2 0.2 0.2 
Export volume growth -0.8 -0.9 -0.9 
Import volume growth -0.9 - 1.0 - 1.0 

Asia 

Current account balance' -0.2 -0.3 -0.5 
Debt ratio 2.9 5.6 17.6 
Debt service ratio 0.4 0.7 1 . 8  
Real G D P  growth -0.6 - 0 . 6  -0.8 
Export volume growth - 1.4 - 1 .6 - 1.8 
Import volume growth - 1 .3 - 1 .4 - 1. 5  

Europe 

Current account balance' 0.0 -11 . 1  - 0.2 

Del:1t ratio :u 6.1 20.() 
Debt service ratio ().4 0.8 2.6 
Real GDP growth -0.7 - 0.9 - 1 . 2  
Export volume growth -2. ! -2.4 - : u  
Import volume growth -2.4 -2.7 -3.8 

M1ddle East 

Current account balance' -0.2 -0.4 - 0.4 
Debt ratio 5.3 10.7 29.5 
Debt service ratio 0.5 1.0 3.8 
Real GDP growth - 0.8 - ().\) - 1 .0 

Export volume growth - 1.6 - !.9 - 2.0 
lmrort volume growth - 1.6 - 2 . 1  -2.2 

Western Hemisphere 

Current account balance' - 0. 1 - 0. 1 -0.2 

Debt ratio 3.0 6.3 17.4 
Debt \ervice ratio 0.3 0.!1 2.1  
Real GDP growth -0.2 -0.2 -0.2 
Export volume growth -0.7 -0.7 - 0.8 
Import volume growth - 1 . 0  - 1 . 1  - 1 .3 

1 Ratios to exrorts of goods and services. 

over. those countries that had exhibited relatively 
weak export performances in the preceding decade 
were in a particularly difficult position to cope with 
the adjustments required. Most low-income coun

tries in Africa were seriously affected by the down
turn in world trade and the weakness of commodity 
prices. 

Average 
1989 1990 199 1-94 

By financial criteria 

Countrie� with recent llebt-�ervicing problems 

Current <•ccount balance' -0.1 -0.2 -0.3 

Debt ratio 3.7 7.7 �3.7 
Debt service ratio 0.3 0.8 2.3 

Real GDP growth -0.3 -0.3 -0.4 

Export volume growth - 1 .0 - 1 . 1  - 1 .3 

Import volume growth - 1 .3 - 1.4 - 1.7 

Countries without recent debt-servicing problems 

Curn:nt account balance' -0.1 -0.3 -0.4 

Debt ratio 2.8 5.6 17.5 

Debt service ratio ().4 0.8 2.3 

Real GDP growth -0.6 -0.6 -0.8 

Export volume growth - 1.3 - 1.5 - 1 .7 

I m port volume gro" th - 1 .2 - 1.4 - 1.5 

By miscellaneous criteria 

Exporter� of manufactures 

Current account balance' -0.2 -0.4 -0.5 
Debt ratio 2.5 .t9 15.2 

Debt service ratio 0.3 0.7 1.7 

Real GDP growth -0.7 - 0.8 - 1 .0 

Export volume growth - 1.7 - 1.9 - 2.3 
Import volume growth - U  - 1.8 -2.1 

Fifteen heavily indebtell countrie� 

Current account balance' 0.0 -0.2 -0.2 
Debt mtio 2.8 5.8 16.0 
Deht .,ervice ratio 0.3 0.7 l.':J 
Real GDP growth -0.2 -0.2 - 0.2 

Export volume growth -0.7 -0.7 -0.8 

Import volume growth - 1.0 - 1 .0 - ! .2 

Small low-income countrie' 

Current account balance' - 0.2 -0.3 0.3 

Debt ratio 6.3 13. 1  38.7 
Debt �ervicc ratio 0.4 0.9 2.3 
Real GDP growth -0.! - 0. 1 - 0 . 1  

Exrort volume growth - 1.0 - 1.2 - ! . 1  

lmrort volume growth - 1.0 - I .  I - 1 .2 

Initially there was a widespread view that the 
developments of 1982 reflected a temporary liquidity 
crisis; productive investments had been undertaken 
in the developing countries. and commercial financ
ing would resume once the earnings from these came 
on stream. There was concern, however. that in
terruptions in the flow of debt-servicing payments 
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IV • INDEBTED DEVELOPING COUNTRIES: PROSPECTS 

Table 1 1 .  Net Debtor Developing Countries: Medium-Term Implications of Higher Interest Rates in Industrial 
Countries of 1 Percent a Year, 1989-94 
(Difference from the reference scenario in percent) 

Average 
1989 1990 1991-94 

Net debtor countries 

Current account balance' 
Debt ratio 0 . 1  
Debt service ratio l . l  1 . 2  1 .5  
Real GDP growth -0.1 
Export volume growth 
Import volume growth - 1.3 -0.3 -0.2 

By region 

Africa 

Current account balance' 
Debt ratio 0.1 
Debt service ratio 0.6 1.3 2.2 
Real GDP growth -0.1  -0.1 
Export volume growth 
Import volume growth -0.2 -0.4 -0.4 

Asia 

Current account balance' 
Debt ratio 
Debt service ratio 0.5 0.6 0.8 
Real GDP growth 
Export volume growth 
Import volume growth -0.4 -0.3 -0.2 

Europe 

Current account balance' 
Debt ratio 0.1 0.3 
Debt service ratio l . l  1 .2 1 .3  
Real GDP growth -0.1 
Export volume growth 
Import volume growth -0.9 -0.1  

Middle East 

Current account balance' 
Debt ratio 
Debt service ratio 0.6 1.0 2.1 
Real GDP growth - 0 . 1  -0.1 
Export volume growth 
Import volume growth -0.2 -0.5 -0.4 

Western Hemisphere 

Current account balance' 
Debt ratio 0.1 0.2 0.5 
Debt service ratio 2.5 2.7 2.8 
Real GDP growth -0.2 
Export volume growth 
Import volume growth -3.3 -0.2 

' Ratio to exports of goods and services. 

might undermine the financial stability of heavily 
exposed creditor banks. Against this background of 
severe external financing constraints, the indebted 
developing countries focused on the immediate need 
to reduce the current account deficits. primarily by 
severe cuts in imports; payment arrears also rose 
sharply. There was increased recourse to short-term 
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Average 
1989 1990 1991-94 

By financial criteria 

Countries with recent debt-servicing problems 

Current account balance' 
Debt ratio 0.1 0.1 0.3 
Debt service ratio 1.8 2.0 2.5 
Real GDP growth -0.2 
Export volume growth 
Import volume growth - 1 . 9  -0.3 -0.2 

Countries without recent debt-servicing problems 

Current account balance' 
Debt ratio 
Debt service ratio 0.6 0.7 0.9 
Real GDP growth -0.1 
Export volume growth 
Import volume growth -0.5 -0.3 -0.2 

By miscellaneous criteria 

Exporters of manufactures 

Current account balance' 
Debt ratio 
Debt service ratio 0.6 0.6 0.6 
Real GDP growth 
Export volume growth 
Import volume growth -0.3 -0.2 -0.2 

Fifteen heavily indebted countries 

Current account balance' 
Debt ratio 0 . 1  0 . 1  0.4 
Debt service ratio 2.3 2.4 2.7 
Real GDP growth -0.3 
Export volume growth 
Import volume growth - 3 . 1  -0.2 -0.1 

Small low-income countries 

Current account balance' 
Debt ratio 0.1 0.3 
Debt service ratio 0.8 1 .5  2.1 
Real GDP growth -0.1  -0.1  
Export volume growth 
Import volume growth -0.2 -0.4 -0.4 

official bridging finance, and net lending by the Fund 
increased substantially. Official creditors main
tained a higher level of long-term lending in the 
period after 1982, while the growing number of 
rescheduling arrangements eased the immediate bur
den of debt-service payments. It was expected that 
these temporary measures would allow the debtor 



©International Monetary Fund. Not for Redistribution

countries sufficient time to implement domestic 
policy reforms that would enhance their debt
servicing capacity in the medium term. 

It became apparent. however. that a rapid turn
around in the performance of many developing 
countries would be more difficult to achieve than 
had initially been envisaged. The burden of external 
adjustment in the finance-constrained countries had 
a disproportionate impact on investment. with ad
verse effects on the countries· future payments 
capacity. Although growth in the industrial countries 
rebounded strongly in 1 983-84 (averaging almost 4 
percent. against less than I percent in 1981-82), and 
current account deficits were sharply reduced in the 
debt-problem countries (from $85 billion in 1 982 to 
only $ 1 2  billion in 1985), the decline in spontaneous 
financing flows from private creditors continued. In 
response to these difficulties, creditors in some cases 
extended debt restructuring arrangements to cover 
multi-year periods, with the aim of introducing 
greater certainty into the adjustment process. More
over. the ' 'Program for Sustained Growth, 

.. 
launched 

by then-U .S.  Treasury Secretary James Baker I l l  
in  October 1985, emphasized the need for a longer
term commitment by both creditors and debtors. 
The Baker Initiative called for new lending in sup
port of appropriate adjustment programs. setting 
specific goals for increased financing efforts from 
both commercial banks and the multilateral devel
opment agencies. 

The required increase in financing did not mate
rialize. Moreover, the sharp policy adjustments 
introduced in the immediate aftermath of the 1982 
crisis did not adequately address the underlying 
need to raise domestic savings and improve the 
efficiency of investment. Export growth in countries 
experiencing debt-servicing problems remained 
markedly below the average for all developing coun
tries, and the creditworthiness of many countries 
was also adversely affected by relatively high real 
interest rates and weak commodity prices. While 
lending to this group of countries by official creditors 
in 1985-87 was some 30 percent higher than in 1982-
84-a significant rise, albeit somewhat less than 
envisaged in the Baker Initiative-the financing 
contribution of the private sector turned negative 
from 1985. Commercial bank claims on countries 
with debt-servicing problems declined by some $23 
billion in 1985-88, with much of the reduction 
concentrated on the 1 5  heavily indebted countries 
targeted in the Baker Initiative. 17 Tables 1 2  and 1 3  

17 For the 15 heavily indebted countries. the reduction i n  com
mercial bank claims amounted to some $ 1 5  billion between 1985 
and 1988. Partial estimates of various balance sheet adjustments 
made by banks (including interest arrears. secondary market sale�. 

Impact of Debt Burden 

illustrate these developments for the 1 5  heavily 
indebted countries and the low-income African 
countries, respectively. 

The failure of bank lending to revive appears to 
reflect in large measure the perception of private 
creditors that adjustment in the countries with debt
servicing problems has been insufficient. While a 
substantial cut in current account deficits was 
achieved. the sharp decline in investment in relation 
to GDP (from 24 percent in 1981  to an average of 
1 8  Y2 percent in I 983-88) affected the prospects for 
growth and, hence, the perceived ability of these 
countries to meet their debt-servicing obligations. And 
while there have been improvements in structural 
policies in several countries-including reductions of 
price distortions, elimination of overvalued exchange 
rates, and encouragement of nontraditional exports
the macroeconomic picture has been less encouraging. 
Many countries have had difficulty controlling fiscal 
deficits (partly because of higher interest payments on 
government debt), and accelerating inflation has be
come a pervasive and destructive problem. 

The sharp rise in secondary market discounts for 
the debt of the heavily indebted middle-income coun
tries in recent years illustrates the serious effect that 
the repeated failures of adjustment programs to achieve 
goals have had on the markets' judgment of these 
countries' creditworthiness (Chart 24). The average 
discount for this group at the end of 1988 was around 
60 percent, with discounts for some countries exceed
ing 90 percent. This development has exacerbated the 
already difficult financing situation of the debt-problem 
countries; it has also affected some countries which 
have successfully avoided debt-servicing problems, 
thereby impairing their adjustment efforts and weak
ening the favorable demonstration effects for other 
countries. 

Impact of Debt Burden 

In view of the disappointing record since 1985, 
there has been increasing concern about the extent 
to which the large stocks of external debt accumu
lated by many developing countries, and the re
source transfers required to service them, may act 
as a deten-ent to growth and adjustment. First, it 
has been argued that the need to make large debt
service payments may reduce the incentives to 
improve policies, thereby retarding the adjustment 

debt conversions, and write-otTs) suggest that there may have been 
an underlying cash flow from banks to this group of countries of 
about $9 billion in this period. However. as discussed in greater 
detail in Box I .  the cash flow concept should not be interpreted as 
the banking system's contribution to the financing needs of these 
countries. 

5 1  
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IV • INDEBTED DEVELOPING COUNTRIES: PROSPECTS 

Table 12. Fifteen Heavily Indebted Countries: Economic Indicators. 1970-941 

Average Average 
1970-82 1983 1984 1985 1986 1987 1988 1989 1990 1991-94 

Domestic variables 

Real GDP growth (ln percent) 5.0 2.6 1.1 3.8 4.0 � ... 1 . 1  1.0 3.2 4.2 

Inflation (In percent) 37.4 90.R 1 17.'1 122.5 77.4 115.R 240.0 142.fi 36.4 22.1 

Fiscal balance (In percent of GDPJ -2.9 -4.9 -3.4 ::!.8 4.3 5.8 - 5.0 -1.5 - 2.0 - 1 .4 

Gross capital formation (In percent of GDPJ 24.::! 1 7 . 1  16.0 16.8 17.2 1 7.4 1 7.0 1 7.3  18.1  20.0 

Merchandise Trade and Current Account 

Export volume growth (In percenl) �.1 5.6 l\.7 2.3 -::!.5 5.6 10.!! 1 . 7  5.2 4.8 

Import volume growth (In percent) 6.3 -21.3 - 2.2 1 . 2  0.9 0.5 7.7 -0.7 8.6 5.9 
Current account balance (In percent of export� of 

goods and �ervices) - 19.5 - 1 1 .3 - 1 .0 - 0 . 1  - 12.5 - 6.7 -5.6 -5.7 -!tO -6.2 

Financing 

Official transfers (In billion� of U.S. dollars) 05 ().() ().4 0.9 0.6 0.6 0.7 0.6 0.6 0.6 

Direct inve�tment (In billion� of U.S. dollar�) 3.3 3.3 3.1 4.3 3.7 5.6 1!.4 7.6 6.7 H 
Net external borrowing (In billions of U .S. dollars) 24.2 24.2 14.9 4.:! 9.7 10.6 0. 1 14.3 17.5 11.2 

or which. 
Net credit from Fund 0.4 6.3 3.3 ( .(l -0.2 - 1 .3 - 1 .4 1 .6 1.7 

Long·tcrm official borrowmg 3.3 1 1 .3 9.1 1 1 .7 13.2 17.8 6.8 1 2 . 1  8.9 8.0 

Other net borrowing :!0.1 9.3 2.8 - 9 . 1  - 4.7 - 6.4 -5.2 0.5 6.6 6.8 

Memorandum: 
Bank lending (In billions of U.S. dollars) 1 1 .5 5.1 -4.0 - U<  2.4 - J J 9 2.2 7.5 10.0 

Exceptional financing� (In billion� of U.S. dollar'>) 1.5 28.8 30.0 n.o 35.1 J-1.9 32.2 26.8 22.6 17.7 

Liquidity and debt 

Total debt outManding (In billion::. of U.S. dollar,) 150.6 W7.4 409.6 422.7 447.4 482.7 477.4 488.3 .506.1 549.3 
Debt: export ratio (In percent of exports of goods 

and �ervice� I 172.3 291.9 271.3 :!8!1.3 348.7 338.7 299.8 289.1 280.8 246.9 

Debt �ervice ratio (In percent of exrorb of good� 
and services) 30.5 -11.8 41.7 40.7 45.3 35.5 39.6 40.8 39.7 34.7 

Reserves (In percent of imports of goods and �erviccs) 29.3 17.7 :!5.4 27.1 23.0 24.() 19.() 23.2 24.8 24.8 
1 Comprises the 15 countries assOCiated with the initiative launched by U.S. Treasury Secretary Baker in October 1985. 

' Includes arrears and rescheduling.s. 

process. Second. there are questions as to whether 
private lending can be expected to be forthcoming 
in the presence of large stocks of external debt. 
given the uncertainty that they will be fully serviced. 
These concerns are buttressed by the large second
ary market discounts, which may reduce consider
ably the incentives to lend to indebted countries in 
the absence of senior status for new debt. 

Debt Overhang and Incentives to Adjust 

In the absence of sufficient new financial inflows. 
a country meeting its debt-service obligations must 
necessarily effect a net transfer of resources to its 
creditors. This does not. of course. imply that the 
country is worse off as a consequence of past 
borrowing decisions: under normal circumstances 
borrowed funds would have been invested in proj
ects that yield a rate of return at least as high as 
the interest rate. thereby increasing national income 
and the capacity to service the additional debt 
incurred. 
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The present difficulties of many countries stem 
in part, however. from the failure of external bor
rowing to be put to uses that yielded adequate 
returns. There is by now substantial evidence that 
many of the funds borrowed in the 1970s were used 
to sustain declines in the saving ratio, to finance 
capital flight. or to finance projects that were not 
viable at prevailing market prices. Furthermore. 
even in some cases where funds were invested 
wisely ex ante. unforeseen adverse movements in 
interest rates and the terms of trade made the ex 
post rate of return inadequate. In these circum
stances. many of the heavily indebted countries 
accumulated large external debts, but did not gen
erate sufficient capacity to service them. 

The need to make debt-service payments implies 
that resources that could have been allocated to 
consumption and investment will instead be chan
nelled abroad. In addition to the external transfer 
problem. the servicing of the debt may require an 
internal transfer of resources from the private sector 
to the government if the external debt of the public 
sector is not matched by publicly owned assets 
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Impact of Debt Burden 

Table 13. Low-Income African Countries: Economic Indicators, 1970-941 

Average Average 
1970-82 1983 1984 1985 1986 1987 1988 1989 1990 1991-94 

Domestic variables 

Real GDP growlh (In percenl) 2.5 - 1 . 1  0.1 1.9 -Ul 3.5 3.6 4.3 4.4 4.3 
lnfla1ion (In percent\ 2 1 . 8  32 .4 26.8 27.0 27.1 32.9 26.2 19.8 14.4 1 1 .3 
Fiscal balance (In percent of GDP) -7.3 -1\.1 -5.8 -6.5 -6.2 -6.0 -5.7 -5.7 - 5.-1 -2.K 
Gross capital formation (In percent of GDPl 19.5 12.7 14.3 14.5 15 .3 I ).R 16.3 17.2 17.6 I!U 

Merchandise Trade and Currenl Account 

Export volume growth (In percenll -0.8 - 0.4 0.3 -4.0 10.2 - 1 .6 2.4 4.5 6.4 5.6 
Import volume growth (ln percenl) 1 .7 - 10.2 0.2 - 0. 1 - -U - 1 .2 6.1  0.8 3.6 3.9 
Current account balance ( In  percenl of exports of 

goods and services) -26.3 28.3 - 25.4 -27.0 -26.3 -33.4 - 33.8 -32.3 - 32.0 -26.0 

Financing 

Official 1ransfers (In biLlions of U.S. dollars) 1 .6 2.9 2.7 3.3 3.7 -1.1 -1.7 5. 1 5 . 1  5 8  
Direct inve�1men1 (In billions of U.S. dollars) 0.2 0. 1 0. 1 0. 1 0.2 0.2 0.2 0.2 0.3 O.J 
Ne1 external borrowing (In billions of U.S. dollar�) 3.0 4.4 3. 2 3.4 -1.0 4.5 5.0 5.2 7.0 4.5 
Of which. 

Net credil from Fund 0.3 0.9 0.4 0. 1 - 0.3 -0.2 -0.1 -().1 0.9 
Long-term official borrowing 2.0 2.7 3.4 3.7 5.3 5.-1 3.3 4.4 6. 1 3.9 
Other nel borrowing 0.6 0.9 -0.-1 -0.5 - 1 . 1  -0.6 1.9 1.0 0.6 

Memorandum: 
Bank lending (In billions of U .S. dollars) - 0.5 0.2 0.1 -0.9 11.3 ().2 0.3 0. 1 
Exceptional financing: (In billions of U.S. dollars) 0.5 1 . 8  2.6 3. 1 3.6 3.6 4.2 3.7 4. 1 2.7 

Liquidity and debt 

Total debt outstanding ( I n  billions of U.S. dollars) 17.2 39.8 42.2 48.9 56. 1 65.4 68.0 72. 1 78.'.1 90.5 
Deb1: export ratio (In percent of export� of good� 

and services! 149.4 3 1 1 .6 3 1 7.0 394.8 -11:!.9 -16:!.5 -137.8 437.5 -147.6 -109.4 
Debt service ralio (In percent of exports of goods 

and �ervicesJ 13.9 20.8 26.9 3 1 . 1  ?.7.5 26.8 27.0 27.8 30.() 26.7 
Reserves (In percent of imports of goods and services\ 18.4 9.5 10.3 13.1  14.5 12.1  1 1 . 1 1 1 . 7  17.1 16.9 

' Compri�es the 15 countrie5 associated with the initialive launched by U.S. Trell�ury Secretary Baker in October 1985. 
! Includes arrears and reschedulings. 

yielding an adequate rate of return. This raises the 
prospect of future tax increases, which may have a 
detrimental effect on expected after-tax rates of 
return and therefore on current levels of private 
investment. Jt also increases the risk of rapid mon
etary expansion with adverse consequences for 
inflation. The significance of the internal transfer 
problem can be seen by noting that interest payments 
in the problem debtor countries accounted on av
erage for 1 7  percent of government expenditure in 
1988. with the ratio being as high as 40 percent for 
some countries. 

A large debt burden can influence the overall 
adjustment process in a number of ways. In some 
cases. it may provide an incentive for indebted 
countries to raise their investment rates and future 
debt-servicing capacity, thus spreading the burden 
of debt-servicing over time rather than shifting it 
forward by cutti11g investment. Some countries have 
indeed pursued this approach and thereby managed 
to avoid, or to grow out of, debt-servicing difficul
ties. In many heavily indebted countries. however. 

adjustment has been accompanied by declines in 
investment. and adjustment efforts often have not 
been sustained. This has led to a situation-which 
can be described as debt overhang-where the 
contractual value of the country's liabilities exceeds 
its expected debt-servicing capacity. 

l n  such situations. the perception that the benefits 
from improved policies would accrue largely to 
creditors rather than to the country itself-because 
debt-servicing requirements could absorb most of 
the external resources generated at the margin
may act as a strong disincentive to adjustment. In 
these circumstances it may prove difficult for gov
ernments to maintain political support for adjust
ment programs, and there may be pressure to retain 
the gains from such programs at home. In effect. 
an excessively heavy debt-service burden may be 
viewed as a tax on adjustment efforts which could 
impede the implementation of bertcr policies. The 
existence of a debt overhang can complicate the 
adjustment process in other ways. including the 
possibility that capital flight may be encouraged as 
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1\' • INDEBTED DEVELOPING COUNTRIES. PROSPECTS 

Chart 24. Secondary Market Prices for Developing 
Country Loans, 1986-891 
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' Weighted average prices for 15 heavily indebted countrie�. where 

weights are staff esumates of unguaranteed outstanding commercial 
bank debt at end-1986. adju�ted for maturing shon-term debt. 

investors seek to protect their assets from possible 
tax increases. 

In extreme cases it is conceivable that the disin
centive effects of a debt overhang may be so large 
that debt reduction measures could make both 
debtors and creditors better off. This would be the 
case. for example, if a reduction in the contractual 
value of debt were to increase significantly the 
country·s debt-servicing capacity as a result of the 
policy improvements which it would make possible. 
The market value of the claims on the indebted 
country would then increase, even though the con
tractual value is reduced. 18 The disincentive effects 
of the debt overhang have not yet been the subject 
of extensive empirical analysis. and their quantita-

'" For a dhcus�ion of the'e cffech. �ee Paul Krugman. M11rket 
Btu eel Dt•bt Rl•clucti<w Scheme.\ . N BER Working Paper 2587 !Cam· 
bridge. Massachuseus: National Bureau of Economic Research. 
May 1988). 
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tive sigmficance is therefore unclear. Nonetheless. 
as suggested in Supplementary Note I .  these effects 
may have contributed to the weakness of investment 
in debt-problem countries. Moreover, factors con
tributing to a debt overhang may have exacerbated 
the political difficulties of -.ustaining appropriate 
adjustment policies. 

1 t is clear that efforts to revitalize the debt strategy 
and to -.trengthen growth in the indebted countries 
need to address the role of the debt overhang and 
the possibility that it might hinder adjustment. The 
evolving debt strategy has already placed increased 
emphasis on expanding the "menu of options" to 
include various market-based debt reduction oper
ations. These operations are designed to allow 
indebted countries to reduce the contractual stream 
of their debt-service payments. and possibly the 
size of the debt overhang. 

Debt Reduction Technique� 

Under the "menu approach."'  the major debt 
reduction options to date have involved debt buy
backs. where existing debt is purchased with foreign 
exchange. exchanges of existing debt for new in
struments. mcluding domestic liabilities-possibly 
with some collateral. and -.waps of(domestic) equity 
for foreign debt. 19 In many cases debt has been 
retired at a price below its contractual value but 
above the price prevailing in the secondary market. 
implying a sharing of market discounts between 
creditors and debtors. These operations have been 
relatively small; officially approved schemes since 
1984 have reduced the contractual value of the 
external debt of the 15 heavily indebted countries 
by some $20 billion.20 or about 4 percent of their 
external debt outstanding at the end of 1988. 

Efforts to expand the role of menu items have 
been hampered by legal and regulatory problems 
which. in certain countries. may prevent creditors 
from engaging in operations on a large scale even if 
it is in their interest to do so. In addition. the terms 
of most syndicated loans require agreement among 
all creditors before individual components can be 
retired. Certatn menu options also raise concerns 
about moral hazard. including the link between 
domestic policies and the market prices of debt 

•• For a further di\CUS\ion of the'e option .... �ee W M . Curden 
and M Doole�. 'Issues 111 the Debt Strategr: An Overvtc" :· in 
Jacob A. Frenkel. cd. Analvtical lutwl in Debt tWa�hington: 
International Monctar} Fund, 1989 forthcoming) 

"' See lntemationlll Cllpiwl Markets. op. cif .• Table 6. An csllmatc 
b} M organ Guar.mty (World Financial Mar/..e1.1. 1988 b\Ut: Nu 7) 
�uggests that the total impact. includmg mformal �cheme�. mtght 
be some $27 btllton 
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Impact of Debt Burden 

Box 4. Debt Ratio in 1988: Projection and Outturn 

An indication of the progress in addrec;sing the debt 
crisis that was thought possible four years ago is 
provided by examining the staffs 1985 projections for 
the evolution of debt ratios for countries with debt
servicing problems. 1 These projections. which were 
based on the customary technical assumptions of 
unchanged real exchange rates and terms of trade. 
envisaged a significant drop in the debt-to-export ratio 
of these countries over the medium term. from 256 
percent in 1984 to 185 percent in 1988. The improve
ment was expected to reflect the consequences of 
domestic policy adaptations combined with a large 
increase in export growth; no significant additional 
financing was assumed. 

As shown in Table 14, the outturn has been consid
erably less favorable than envisaged in 1985. The debt 
ratio for the group of problem debtors actually rose 
after 1984. reaching 278 percent by 1988-about 90 
percentage points above the earlier projection. This 
discrepancy did not, however, reflect excessive opti
mism about the strength of world economic activity. 
In fact. growth in the industrial countries turned out 
to be slightly faster than originally expected. and 
interest rates in 1988 were only marginally l:tigher than 
assumed four years ago. Instead. the discrepancy 
reflects misjudgments about the evolution of the terms 
of trade. the rate at which real exports would expand, 
and exchange rate changes. A major pan of the 
difference between projection and outtum was a result 
of valuation effects; as the U .S. dollar weakened from 
early 1985. rhe dollar value of debt denominated in 
other currencies rose sharply. while export prices did 
not increase in step. Moreover. the increase in export 
volumes was lower than predicted, which, given the 
buoyancy of world trade in this period, suggests a 
failure of domestic policies to reorient resources to
ward export sectors; protectionism in potential foreign 
markets may also have played a role. 

The J 985 projections also envisaged that a substantial 
reduction in debt ratios could be achieved over the 
medium tenn with only a modest net transfer of 
resources from indebted countries to their creditors. 
This view reflected the assumption that the growth in 
the value of exports would exceed the nominal interest 
rate on external debt. Under these conditions, it would 

I See World £ronomic 0111/ook. April 198S. The compo\ltion of 
the group of do:bt problem countrie� wa\ �lightly different from that 
in the prc�ent World Ecammtic Outlook, but 1h1s doe� not •Ufcct the 
broad assessment provided here 

liabilities. Moreover. even a small probability that 

creditors may be paid in full will generally act as an 
incentive for individual creditors to retain their 

claims, since the gains from relief granted by a 

Table 14. Countries with Debt-Servicing 
Problems: Comparison of 1988 Debt Ratio with 
April 1985 Projection• 

(ln percent of export� of goods and services unle�s otherwi�e 
noted} 

Debt ratio. 1988 ouuurn 

April 1985 projection for debt ratio in 1988 
Difference: 

Of which. due to 

Data revis1ons� 

Underlying projection error 
or which. due to: 

Increased value of debt 
or which. due to: 

New lending 
Valuation effect\· 

Lower value of exports 
or which. due to: 

Lower export price:. 
Lower export volumes 

Memorandum item!> 

"Discrepancy" in projecting the level of re;d 
GNPIGDP in t988 tin percent) 

27&.0 

185.5 
92.5 

9.5 
83.0 

58.1 

-6.9 
65.0 
Z4.9 

t0.8 
14.1 

In industrial countrie!. 1.0 
In countries with debt-servicing problems - -tO 

"Di\crepancy .. in projecting the term' of trade 
for countries wuh debt-servicing problem!. - 16.5 

' fhe debt ratio i!> the ratio of external debt outstanding to the 
value of exports of goods and services. The numbers in the table 
refer to the group of countries clas>ified in 1985 as having 
experienced debt-servicing difficulties. which differed somewhat 
from the new classification in the present W(lr/tl E,·onomir: 
Owlook. 

' Reftects primarily improved accounting for debt 
1 Reflects primaril} exchange rate changes and increa�es in 

the share of non-dollar denominated debt 

have been possible for the indebted countries to add 
to their stocks of external debt through new borrowing 
while reducing their debt ratios substantially through 
faster export growth.l ln the evenl. export growth was 
lower than interest rates owing to adverse movements 
in the terms of trade and policy slippages, and the net 
resource transfer was consequently larger than envis
aged. 

: For a formal pre�entillion of thh argument. �cc Manin Feld,tcin, 
lllfnnationnl D<'bl Sen·iu and I:'C<momi<' Groll'lh: Smn<' Sm1pl<' 
Anlllylio. NBER Workin& Pap.!r 2076 !Cambridge:. Mas,a.:hu,ett�: 
National Bureau of Economic Re�earch. November 1986). 

reduction m clatms would accrue to remaining cred
itors. Notwithstanding these difficulties, the "menu 
of options" provides a range of opportunities for 
creditors and debtors to reduce the debt overhang. 
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IV • INDEBTED DEVELOPING COUNTRIES: PROSPECTS 

The most direct vehicle for reducing a debt over
hang is a cash buy-back, under which a debtor 
purchases some of his debt at a discount agreed 
with creditors. Since most external debt is denom
inated in currencies other than that of the debtor 
country. a buy-back arrangement requires that the 
debtor have foreign exchange in the form of either 
reserves or grants from a third party. Buy-backs 
have been used by Bolivia and. more recently. 
Chile; in the former case. funds were obtained from 
third-party sources. The largest debt-for-debt ex
change to date was organized for Mexico, with the 
principal of the new bonds being guaranteed by 
U .S. Treasury bonds purchased using Mexican re
serves. which had risen strongly in 1987. The major 
stumbling block to a more widespread use of buy
backs and exchanges is the need for funds to engage 
in the purchase or to provide collateral. For many 
of the heavily indebted countries. foreign exchange 
is in limited supply and is already insufficient to 
meet contractual debt-service payments. These op
erations are therefore likely to remain relatively 
small unless financing from other sources can be 
obtained. 

Debt-equity conversions. which have been used 
by a number of countries. including Chile. Brazil. 
and Mexico. offer the prospect of replacing con
tractual claims with domestic equity. Risks of un
foreseen external development are thereby shared, 
although the impact on the net transfer from debtor 
to creditors depends on the terms of the scheme. 
In some cases banks may exchange their own 
developing country assets. while in others a third 
party may first purchase debt from banks: equity 
may also be made available in industries that are 
being privatized. Such swaps can be an effective 
means of attracting flight capital back to a country. 
The incentive for creditors to participate can be 
improved if the debtor offers a premium over sec
ondary market prices, or guarantees on the repatri
ation of dividends in foreign currency. A major 
drawback of these schemes, however. is that they 
may add to existing fiscal and inflation problems 
and create new uncertainties for investors. For 
example. where a debt-equity swap involves an 
exchange of public debt for private equity. public 
sector revenues must be raised to effect the transfer. 
Where an indebted country faces domestic bud
getary constraints, as well as foreign exchange 
problems. such swaps may also result in excessive 
expansion of liquidity. a sharp increase in inflation. 
and higher domestic interest rates. Moreover. cash 
receipts might be reduced to the extent that a 
conversion replaces a cash inflow which would have 
taken place in any case. 
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Policy Implications 

The three basic tenets of the debt strategy-better 
domestic policies, favorable external environment. 
and an appropriate level of external financing
remain fundamental and intertwined, but more has 
to be done on each count if confidence and growth 
in large parts of the developing world are to be 
restored. In some cases. greater elforts with existing 
tools may prove sufficient to achieve the necessary 
progress. The essential requirement is that creditors 
be convinced that policy adjustments will bring real 
improvements in debt-servicing capacity. so that 
new contractual obligations will earn a competitive 
return. 

In other situations, however, such actions may 
prove insufficient. After six years of exposure to 
the debt crisis, attitudes may have become en
trenched to the point that additiona.l measures may 
be necessary to reinvigorate economic adjustment 
and growth. As discussed above. the possibility that 
some developing countries expect to derive limited 
short-term domestic benefits from further adjust
ment could undermine political support for policies 
which in the longer run would clearly improve 
welfare. l t  is vital that the incentives to implement 
and sustain these policies be improved and made 
more visible if the potential benefits for debtors and 
creditors alike are to be captured. lt must be 
recognized that the size of the external resource 
transfer required Lo meet debt-service obligations 
may in some instances have a direct bearing on the 
success of domestic reform programs. The djverse 
causes of the debt problem between groups of 
countries require differentiated approaches. In spe
cific cases it may be in the long-run interest of all 
parties to consider means of reducing the negative 
resource transfer by debt reduction techniques. 
combined with additional concerted lending and 
further restructuring of current payments and ac
cumulated arrears as necessary. 

The expansion of the market-based "menu of 
options" has had a limited quantitative impact, and 
a variety of practical constraints is likely to circum
scribe their broader use. It may therefore be nec
essary to go beyond such arrangements and examine 
other ways in which contractual debt-service pay
ments can be aligned more closely with payment 
capacity in the medium term, in order to reduce 
uncertainty and increase the incentive for debtor 
countries to engage in welfare-improving adjust
ments. Global schemes for general debt forgiveness 
would not address the specific problems of individual 
cases: they also carry serious difficulties of design. 
finance. and moral hazard. Also it is unlikely that 
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these schemes would provide appropriate incentives 
for policy adjustments. The further evolution of the 
debt strategy must continue to address the specific 
requirements and circumstances of individual in
debted countries. 

An important step in the direction of such a 
revitalized strategy for the low-income indebted 
countries was taken at the Toronto Summit in June 
1988. The foundations had already been laid by the 
establishment of the Fund's structural adjustment 
facility (and later the enhanced structural adjustment 
facility) and the expansion of the World Bank's 
lending capacity. New arrangements for debt relief 
are to be worked out on a case-by-case basis between 
official creditors and individual debtor countries, 
with appropriate tools being chosen from a range 
of alternatives according to the specific requirements 
of both sides. The staff's projections suggest that 
official transfers and net long-term official flows to 
these countries will be sustained at relatively high 
levels in the medium term. Net flows from com
mercial lenders, however, are projected to remain 
very small. At the margin the private sector could 
do more to underpin the growth in those countries 
that are undertaking adjustment programs. while 
innovative schemes for debt reduction (perhaps in 
association with multilateral institutions) could be 
of considerable benefit to the most seriously in
debted low-income countries. 

The direct role of official creditors will be more 
limited in the case of the heavily indebted middle
income countries. where a large share of outstanding 
liabilities is held by commercial banks. Significant 
increases in the level of new official lending, as 
opposed to the assumption of risk under existing 
guarantee schemes, are not in prospect. The per
ceptions of private creditors that many debt-problem 
countries are unlikely in the foreseeable future fully 
to service their contractual liabilities (as revealed 
in the secondary market discounts and widespread 
provisioning) have not in general been matched by 
formal adjustments to the face values of these 
claims. Governments in creditor countries might be 
able to do more to encourage such developments. 

Policy Implication� 

for example, by introducing changes in accounting 
and banking regulations. which would permit indi
vidual creditors greater flexibility in the renegotia
tion of terms. More might also be done to establish 
a common view about future payment prospects 
upon which negotiations could be based. In that 
context. the Fund could use its experience in mac
roeconomic analysis to emphasize the link between 
a more realistic debt-service burden and the poten
tial for sustaining appropriate domestic reforms in 
these countries. 

In all cases. however. the most substantial con
tribution to a strengthened debt strategy will have 
to come from the debtor countries themselves. As 
discussed in previous editions of the World Eco

nornic Outlook, it is vital that indebted countries 
increase their efforts to adopt, and effectively im
plement, adjustment programs which raise domestic 
savings, increase efficiency. control inflation. and 
encourage repatriation of flight capital. 21 Without 
such improvements in domestic policies there is 
little scope for restoring growth and raising living 
standards in these countries. lt is noteworthy in this 
context that, among the heavily indebted countries, 
the relatively strong pe1formances in recent years 
of Chile, the Philippines. and Uruguay reflect 
strengthened and sustained policies. It is vital that 
such gains be consolidated, and that those countries 
which have avoided debt-servicing problems should 
be encouraged to maintain their adjustment efforts. 
While reductions in the debt burden may help to 
improve conditions in some of the most highly 
indebted countries. such measures are no panacea: 
the benefits from debt reduction would largely de
pend on the accompanying domestic policy mea
sures. A more comprehensive framework for ne
gotiations between debtors and creditors would 
allow financial arrangements and adjustment pro
grams to be tailored so as to better realize the 
growth potential of debt-problem countries. and 
thereby improve their creditworthiness. 

ll See. for example. !he October 1988 World Economic Ourlook. 
pp. 38-41. 

57 



©International Monetary Fund. Not for Redistribution

This page intentionally leji blank 



©International Monetary Fund. Not for Redistribution

Supplen1entat·y Notes 



©International Monetary Fund. Not for Redistribution

This page intentionally leji blank 



©International Monetary Fund. Not for Redistribution

Supplemcntar� �ote I 

Investn1ent and Growth in 1-leavily Indebted Countries 

Poor outcome� -with reganl tu both grov.·th and 
inve'itment have been wide-.pread among highl} 
mdebted countries since 1982. aggravating the bur
den of foreign obligations relative to domestic re
sources and worsening the debt '>ituation. In part . 
this disappointing economic peri'ormance undoubt
edly reflects the policy imbalances that gave nsc to 
the debt problem m the fir ... t place.' There is also a 
wide-.pread view. however. that the debt burden 
ha" itself exacerbated the cconomrc ... ituation in 
highl> indebted countries. This view is based on the 
observatron that the significant reduction in the 
current account deficit of these countries since 1982 
\\a-. achieved through a large drop in domestic 
investment. which presumably had adverse effects 
on their growth performance. Proponents of this 
view. which is sometimes labeled the "debt over
hang" hypothesis. argue that when foreign debt 
becomes · ·excessive . . .  actual payment-. to creditor-. 
become linked to the economic performance of the 
debtor countr}. Therefore . potential increases in 
debt payments depress the returns to productive 
investment and discourage capital formation. 

This note discusses the linh between high forergn 
debt . investment, and growth. by reviewing the 
main theoretical argument'> and by presenting a 
preliminary empirical evaluation of certain impli
cations of the debt overhang hypothe-.is. The note 
is divided into four parts. Fir-.t. the recent experi
ence of highly indebted dcveloprng countries with 
regard to growth and investment '" reviewed. Thh 
'" followed by an examination of the analytrcal 
arguments that link debt problem .. to reduced growth 
rate" vra depressed rate-. of investmenl. Certain 
rmplications of these arguments arc drav. n out and 
evaluated empirically in the third o.;ection. Finall}. 
some rough calculation!> arc presented to asseso., 
ho\\ much of the growth slowdown can be accounted 
for by the drop in inve<>tment. and other possible 
cau�e� of the slowdown are suggested. 

1 For nn anah·.,i-. of the cauo,c:s of the: debt o,ttuation '>ee �'/or/J 
l;nmomic Out/;,,,. (Wa.,hington: International Monetar) Fund. 
April I Yllfol. 

Background 

I·ollowrng the -,harp rcuuction m the flow of 
C\.tcrnal financing beginning m 1982. debtor coun
tncs found it necessary to adjust drastically therr 
c\.tcrnal current account balance .... For example. 
the aggregate current account deficit for the group 
of I) heavily indebted countrie.., identified in the 
Baker Initiative fell from an annual average rate of 
almost $36 billion in 1978-82 to just over $8 billion 
m 198.3-87. This large reduction coincided ow rth weak 
growth and an mve-;tmcnt performance that wao.; 
poor both by historical '>tandards and in relation to 
other developing countrie-.. leading to the presump
tion that these development" might be related. In 
Charts 25 and 26. average rate-. of growth of GDP 
and mve�tment ratios for the pcnod 1976-81 arc 
compared with the corresponding values for the 
period 1982-88 for the 15 heavrly indebted countnes 
and for a group of other mtddle-rncome countne-.. 
The latter group con..,ro.;b of rndebted countrie� that 
have not confronted scnous uebt--.ervicing difficul
tie-. in the sense of having undergone frequent 
rescheduling of debt obligations or having faced 
limited access to international financial markets, at 
least smce 1982. This group consists of Indonesia, 
Korea. Malaysia. Thailand. and Turkey. 

l t  is clear from Chart :!5 that the growth perfor
mance in the period -.ince 19�:! wa!> considerably 
weaker than in the prevtouo.; six-year period. partic
ularly among the 1 5  heavily indebted countne-. 
Eleven of the 15 countries rn this group experienced 
average annual GDP growth rates below 2 percent 
over the period 1982-88 while the 5 debtor countncs 
without servicing difficulties had growth rates av
eraging at least 4 percent annually over the same 
penod An even c;harper contra.,! between the two 
groups of debtors io.; cvtdent rn Chart 26. While the 
investment to GDP ratro.., of countrie-. without debt
servrcrng difficulties are -.ubstantiall} unchanged. 
all but one of the problem debtor'> have experienced 
a reduction in inve-,tment in relation to GDP.) 

lolombta is the eJ<.ception. Hut C\Cn though Colombta " 

6 1  
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SLPPLEMENTARY NOTE I 

Chart 25. GDP Growth Rates for Selected 
Developing Countries: 1982-88 vs. 1976-8J I  

11  n percent) 
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1 Point\ above the 45 degree line indicate h1gh1!r grov. th in 1982-
88. and points below the 45 degree line indicate higher g.rowlh 1n 
1970-8 1 .  

The evidence pre�emed i n  Charts :!5 and 26 should 
be interpreted with caution. First. it should be noted 
that even though the worsening of the debt situation 
was spread over several years. the bulk of the 
decline in investment to GDP ratios took place in 
1982-83. Also. it is not possible to infer from the 
chart� whether the poor performance of investment 
and growth caused debt problems or whether the 
buildup of external debt itself reduced incentives to 
invest which. in turn, hindered economic growth. 
Indeed. the observed drop in investment could have 
resulted from high domestic interest rates and weak 
capital inflows. with little or no contribution from 
the debt overhang. A further analysis of the debt 
situation is needed in order to distinguish among 
these alternative hypotheses. 

•ncluded 111 the group of 15 heavily indebted countnc:.. it>. debt 
\ituation is significantly le:.s pressing than that of the other 
member'> of the group. For example. Colombia has not required 
any rescheduling of its debt payments. In that sense_ it could 
be considered one of the "non-problem" det-tors. 
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Chart 26. lnvestment/GDP Ratios for Selected 
Developing Countries: 1982-88 vs. 1976-81 1  
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Nature of the Debt Overhang Problem 

In situations in which a debtor country is not fully 
performing on its external obligations. debt pay
ments (or the conditions obtained in a rescheduling 
agreement) are likely to become linked to the eco
nomic performance of the country. For example, if 
the debtor country suffers unfavorable international 
price developments or any other adverse shock. its 
debt-service payments might decline. Conversely if 
tbe value of its exports increases. a part of the 
additional resources may have to be used to service 
the debt.� In such circumstances. the debtor country 
shares only partially in any increase in output and 
exports because a fraction of that increase wiU be 
used to service the foreign debt. This may weaken 
mcentives to invest from the point of view of the 
debtor country as a whole. because the effective 

' The amount-. ot debt paymenb depend on the spectfic 
outcome of negotialiom. between the debtor country and its 
creditors. But the qualitatiVe properties of this example appear 
to apply verv generally. 
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return to investment is reduced. As will be discussed 
below. this disincentive may also apply to the private 
sector, even when the debt is held by the govern
ment. 

This disincentive problem, which has been re
fen·ed to as the "debt overhang," arises only if the 
debtor country is unable to meet its payment obli
gations in a normal way, and involuntary lending 
takes place. In contrast to normal debt service, the 
amounts actually paid to service the foreign debt 
will depend on the outcome of direct negotiations 
between the debtor country and its creditors rather 
than on scheduled interest and amortization. This 
process may lead to a situation in which increases 
in production and in exports are at least partly used 
for payments to foreign creditors, which gives rise 
to the disincentive effect.4 Therefore, the debt over
hang hypothesis does not describe a situation in 
which foreign debt is merely large. but one in which 
the existence of foreign debt distorts the relevant 
margins considered for production and investment 
decisions. 

Even when all foreign debt is held by lhe govern
ment. the debt overhang problem may spill over to 
private saving and investment. This is because the 
government would have little incentive to pursue 
policies that stimulate private savings and invest
ment when debt payments absorb most of the gains 
to the country. By the same token, the government 
would experience a weakened resolve to undertake 
any adjustment policy that implies a reduction in 
current consumption (public or private) or other 
politically costly measures in exchange for improve
ments in future growth and export earnings. 

The theoretical case for the investment disincen
tive hypothesis is not conclusive. however. because 
offsetting mechanisms may also be at work. Sup
pose, for example, that an explicit or implicit rule 
has been reached for a nonperforming debtor under 
which debt payments are a small fraction of GDP. 
say 2 percent. It is unlikely that the government of 
the debtor country would greatly reduce its growth 
objectives, or that the private sector would face 
severe disincentives, because of this kind of debt 
service. Also. a consumption-smoothing mechanism 
may operate. Existing debt implies future payments 
which must be met out of lower consumption. I n  
anticipation of those payments, consumers (or the 

• lt has even been suggested that the debt overhang effect 
may be so strong as to give rise to a sort of ··debt Laffer curve .

.. 

In that situation. forgiveness of part of the debt would actually 
increase debt repayments despite the lower face value of debt. 
because the debt reduction would have such a powerful incentive 
effect to increase investment and production in the debtor 
country. This extreme case is not necessary. however. for the 
disincentive to be important. 

Debt-Related Investment Disincentives 

government) may reduce current spending and ac
cumulate productive assets so as to smooth out 
their effects on consumption. l n  this case. domestic 
saving would increase. as would domestic invest
ment if capital mobility were imperfect and if capital 
flight could be ruled out. 

lt is important to identify the major determinants 
of the drop in investment, distinguishing between 
the debt overhang and other factors (perhaps only 
indirectly related to the debt level), because they 
may have entirely different policy implications. For 
example. a vital question is whether the economy 
of a debtor country would benefit more from debt 
reduction or an increase in international lending. l f  
the fall i n  investment i s  partly a consequence of the 
debt overhang, in the sense defined above, a signif
icant reduction in the stock of foreign debt would 
generate an increase in private investment by re
moving an important disincentive. Paradoxically, 
an increase in lending in this case could diminish 
incentives to invest by the private sector. if it did 
not generate a commensurate increase in govern
ment revenues or in the tax base in the debtor's 
economy. This would be the case, for example. of 
wasteful public investment or even of otherwise 
sound public investment projects that did not gen
erate revenue for the government, such as roads 
and bridges, or schools and hospitals. By contrast, 
if the drop in investment has been the result of 
weak capital inflows rather than of a debt overhang 
problem, a reduction in the stock of debt without a 
large change in current net capital flows would not 
be expected to increase investment greatly, since a 
debt reduction would not increase the supply of 
foreign savings to the debtor country or reduce 
domestic real interest rates. 

Some Evidence on Debt-Related lnvestment 
Disincentives 

While the '"debt overhang" proposition provides 
a plausible explanation for the decline in the 
investment-output ratio in developing countries after 
198 1 .  it has not yet been subjected to systematic 
empirical verification. This task remains on the 
agenda for future research. It is possible, however, 
to provide some preliminary evidence of the likely 
empirical importance of the hypothesis. This section 
examines three types of evidence that shed some 
light on the possible role of the debt overhang in 
explaining the recent behavior of investment in 
developing countries. This evidence is based on 
comparisons of consumption. investment. and the 
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SuPPLEME:-ITARY 'OTE I 

composition of investment between the public and 
private sectors across different groups of countries. 

The first piece of evidence comes from the be
havior of the consumption-output ratio. As a result 
of I he sharp reduction in the availability of external 
financing to developing countries after 1 98 1 .  the 
indebted countries were required to generate sub
::,tantial trade surpluses in order to service their 
debt. As the trade balance is the difference between 
output and absorption. adjustment implies a reduc
tion in the ratio of absorption to GDP. Adjustment 
in the trade balance can be achieved, however, by 
reducing the consumption-output ratio or the 
inve!>tmenr-output ratio. The actual form of the 
adjustment would likely depend on the nature of 
the shock. For example, an exogenous increase in 
debt would imply a reduction in national wealth. 
and would thus generate a large fall in consumption 
as agents adjust to the permanently lower level of 
wealth. Similarly, an autonomous desire on the part 
of the debtor country to improve its trade baJance 
would lead to a reduction in consumption rather 
than inve tment, because investment should be 
determined by an evaluation of its profitability alone. 

Events in the heavily indebted countries have not 
unfolded in accordance with either of the scenarios 
described above, suggesting that neither the large 
stock of debt nor the attempt to improve the trade 
balance can in and of themselves explain the be
havior of investment in these countries. Panel A of 
Table 1 5  presents the consumption-output and in
vestment-output ratios for the 1 5  heavily indebted 
countries over the past several years. It is evident 
that the reduction in absorption relative to output 

in these countries after 1981 has been fulJy reflected 
in a lower investment-to-GDP ratio. Contrary to 
what is suggested by the simple requirements of 
trade balance improvement or by the wealth effects 
of external debt. the consumption-output ratio in 
these countries has not only failed to decline in 
proportion to the investment-output ratio. but has 
actually risen on average . This behavior of the 
consumption-output ratio is consistent with the 
presence of '"debt overhang" disincentives to in
vestment. but it is not a predictable consequence 
of the need to improve the trade balance. or of the 
negative effects of debt on wealth. Alternatives to 
the ' 'debt overhang·· hypothesis must be able to 
provide an explanation for this behavior of con
sumption, as well as that of investment. 

The "debt overhang" hypothesis suggests that 
disincentives to invest should be particularly strong 
when a country is not fully servicing its debt. 
because in this case the amount of debt service i 
likely to be related to a country's performance. so 
that part of the marginal return to investment accrues 
to external creditors. Disincentive effects are there
fore related not only to the size of the debt. but 
also to the existence of debt-servicing problems. 
Thus the empirical relevance of the hypothesis can 
also be evaluated by contrasting the behavior of 
investment-output ratio� between groups of coun
tries with and without recent debt-servicing prob
lems. (See Panel B of Table 15 . )  For countries with 
debt-servicing problems. the average investment
output ratio feU from about 25 percent in 1 980-81 
to about I8Y2 percent in 1987. a reduction of almost 
a third. By contrast. the group of countries without 

Table 15. Tests of "Debt Overhang" lmplications in Developing Countries, 1975-87 

Panel A: Consumption and Investment Ratio'> in the 15 Heavily Indebted Countric' 

197'-79 1980 1981 1982 1983 1984 1985 

lnve,tment output rauo 26.8 24.6 24.0 :!U 17.4 lb.6 17 I 

(�ln\UmpiiOnfOUtpUt ratiO 75 4 76. 1 77.5 78 9 78 7 77 8 77 5 

Panel B: lnve'>tment Ratios in Debt·Prublcm and Non-Debt Problem Countnc' 

1975-79 1980 1981 1982 1983 1984 1985 

Debt-problem countries 27.4 25.5 24.7 22.(1 19.0 18.4 18.6 

Market borrowers 27.1 25.3 2.5.1 22.1 18.1  17.3 17.4 

Non-debt problem countries 26.0 27.9 27.9 26.9 26.5 26.5 27.8 

Mar!,.et borrowers 

Public mve�tment ratio 
Private mve:.tment ratio 
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28.6 30.6 3 1 . 0  29.7 28.7 27.3 26.1 

Panel C: Public and Private Investment RatiO'> 10 •• St1mple of Debt-Problem Count ne\ 

1981 

9.2 
1:\.8 

198:! 

Ill.() 
1 1 .9 

19!U 

6.4 
9.6 

1984 

5.7 
IlL' 

1986 1987 

17.8 17 1 

79.5 79.0 

1986 1987 

19.0 18.4 
17.9 17.2 

27.4 27.2 

25.6 26.0 
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debt-servicing problems experienced very little change 
in its investment-output ratio, from about 28 percent 
in 1980-8 1 to 27'14 percent in 1987. Moreover. if the 
more recent numbers are compared with the situation 
prior to 1980. the contrast is even more striking, since 
countries with debt-servicing problems exhibited even 
higher investment-output ratios in 1975-79. while for 
those without debt-servicing problems the years 1980-
8 1  were a period of unusually strong investment. 

Assuming that the availability of external finance 
has been curtailed (albeit not equally) for all market 
borrowers. this test may be much weakened by the 
inclusion in the group of countries without debt
servicing problems of a large number of countries 
which are not market borrowers. Such countries have 
not been affected in the same way as market borrowers 
by the post- 1981 reduction in private capital Rows. 
Panel B therefore restricts the comparison to market 
borrowers, thus comparing two groups of countries 
which have been affected by the curtailment of private 
lending. but which differ with regard to their debt
service experience. Again. those market borrower 
with recent debt-servicing problems have experienced 
sharp declines in their investment-output ratios, con
sistent with the presence of "debt overhang" disin
centives. In this case there is evidence that factors 
other than investment disincentives may be at work. 
since market borrowers without debt-servicing prob
lems have also experienced a drop in investment
output ratios. from 3()3/4 percent in 1980-81 to 26 
percent in 1986. The reduction. however. appears to 
be considerably less pronounced for this group if the 
more recent period is compared with 1975-79, when 
the investment-output ratio of these countries averaged 
28'1� percent. Thus. the cause of the drop in investment 
appears to be largely specific to countries with debt
servicing problems. rather than to heavily indebted 
market borrowers per se. 

A third indication of the potential empirical impor
tance of debt-related investment disincentives is pro
vided by changes in the composition of investment in 
the indebted countries. lf debt service depends on 
overall macroeconomic performance. disincentives 
should apply to both the private and public sectors. 
In contrast. a ·•fiscal crunch'' related to debt-servicing 
difficulties in the public sector combined with reluc
tance to cut government consumption for political 
reasons would lead to a squeeze on public sector 
investment but not necessarily on private investment. 
This scenario may even be consistent with an increase 
in private investment if a cut in government outlays 
would normally "crowd in'' private investment. 

Panel C of Table 1 5  presents information for a group 
of indebted developing countries for which data on the 
public-private composition of investment are readily 

Growth Shortfall 

available. The disaggregated behavior of investment is 
broadly consistent with the existence of '·debt over
hang" disincentives, in the sense that both public and 
private investment ratios drop from 1981 to 1984. There 
is some support. however. for the · 'fiscal crunch 

.. view 
as well, because the reduction in the investment ratio 
is more severe for public than for private investment. 
If public spending typically crowds out private invest
ment,5 however. the "fiscal crunch" view cannot ac
count for all the facts. since it would have predicted 
that the reduction in public investment ratios would 
have been associated with a rise in private investment 
ratios. Thus, the data leave room for a debt-disincentive 
mechanism in this case as well. 

Altogether, the evidence reviewed above suggests 
that the poor performance of investment in countries 
with debt-servicing problems is generally consistent 
with the presence of debt overhang disincentives. The 
behavior of the consumption-output ratio in such 
countries, the contrast between the investment-output 
ratio in these countries and in countries without debt
servicing problems. and the sectoral evolution of 
investment between the public and private sectors are 
all broadly consistent with the presence of such dis
incentives. They are not fully consistent with expla
nations that emphasize the effects of the debt on 
national wealth in debtor countries. the need for trade 
balance adjustment. the reduced availability of external 
financing to market borrowers, and the '·fiscal crunch" 
induced by public external debt. However. there is 
room for alternative explanations. In particular. the 
evidence examined above does not rule out the pos
sibility that macroeconomic mismanagement and lack 
of confidence in government policies may have led to 
poor investment, low growth, and debt-servicing prob
lems in certain highly indebted countries. Neverthe
less. the crude tests presented above suggest that the 
"debt overhang'' hypothesis cannot easily be dis
missed on empirical grounds. 

Accounting for the Growth Shortfall 

Do debt disincentive effects provide an explana
tion for the growth slowdown that debt-problems 
countries have experienced since 1982? The expe
rience of a number of countries suggests that high 
investment rates are not necessarily associated with 
high growth rates.6 Thus. even if the debt overhang 
contributed to the investment shortfall. other factors 

� Notice that. if some private investment� are complementary 
to public investment. un opposite force would also be present. 

• For example. countries such as Argentina. Nigeria. and 
Venezuela had relatively high investment/GDP ratios during 
1 976-81 .  but did not exhibit correspondingly high growth over 
this period (see Charts 25 and 26). 
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may have had a more important role in explaining 
the growth slowdown. In fact, some illustrative 
calculations suggest that the decline in investment 
accounts for less than half of the growth shortfall. 
Other possible explanations-in most cases com
plementary to debt-disincentive effects on invest
ment-are described below. 

The annual growth rate of real GDP for the 15  
heavily indebted countries averaged 4.6 percent per 
year over the period 1 975-81 .  before declining to 
1 . 5  percent during 1 982-87. The extent to which the 
drop of investment caused this decline in the growth 
of output can be gauged on the basis of the following 
procedure: Using gross investment figures for the 
highly indebted countries over the years 1965-81 
and assuming a rate of depreciation of 5 percent, 
four alternative capital stock series were constructed 
for this group of countries corresponding to initial 
1965 capital-output ratios of2. 3. 4, and 5. A growth 
equation of the form: 

where y denotes real output. K the capital stock. 
and the cx,'s are positive parameters, was then 
estimated for the group under alternative assump
tions about the share of capital (cx2 = 0.2. 0.3, and 
0.4) for the period 1965-8 1 ,  yielding three sets of 
estimates of the parameters cx0 and cx1 for each of 
the four capital stock series. The contribution of 
the investment shortfall to the growth slowdown 
was then calculated under each of these twelve pairs 
of estimates. The capital stock series for the years 
1982-87 were projected by assuming (i) that the 
investment-output ratio was constant at 26 percent 
over those years, and (ii) that the ratio assumed its 
historical values. The levels of output for the years 
1982-87 were calculated corresponding to the two 
alternative capital stock series using the estimates 
of a0 and cx1 and the assumed values of cx2• The 
difference between the average annual growth rates 
over the period 1982-87 of these two sets of output 
projections represents the contribution of the in
vestment shortfall to the reduction of output growth.  

The results of this exercise, reported in Table 16,  
imply that only a fraction of the growth shortfall 
can be attributed directly to the lower investment 
rates. Each cell in Table 16 contains the estimated 
contribution of the investment shortfall to the re
duction in growth (measured in percentage points) 
under alternative assumptions about the initial 
capital-output ratio (identified along the top row) 
and the share of capital (identified in the first 
column). As indicated above, the estimated contri
bution of the investment shortfall depends on as
sumptions made about the share of capital and the 
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Table 16. Reductions in Growth Rates Accounted for 
by Investment Shortfalls in Heavily Indebted 
Countries, 1982-87 

( In percent) 

Initial CaQital OutQUt Ratio 

Share or Capital 2.0 3.0 4.0 5.0 

0.:! 0.54 0.53 0.51 0.49 

0.3 0.83 0.80 0.78 0.75 

0.4 1 . 1 2  1 . 10 1.06 1.03 

initial capital-output ratio. The larger the share of 
capital, the larger is the effect of a given change in 
the capital stock on the growth of output; the smaller 
the capital-output ratio. the larger is the percentage 
change in the capital stock that results from a given 
change in the investment-output ratio. However, 
even in the most favorable case (i.e . .  that with the 
smallest initial capital-output ratio and largest share 
of capital), the investment shortfall can account for 
only about a third ( l . l  percentage points) of the 
slowdown in growth. 

If the behavior of investment accounts for at most 
one third of the growth

· 
shortfall. it is clear that 

other factors must have played a significant role: 
a. Restrictive aggregate-demand policies in heavi

ly indebted countries seeking to improve their trade 
balances may have resulted in prolonged underuli
lization of productive capacity in these countries. 
Thus, while the investment slowdown may have 
resulted in a reduction in the rate of growth of 
capacity, actual output may have grown even more 
slowly owing to deficient demand. 

b. In the same vein. the drop in investment 
demand may have had a multiplier effect on aggre
gate demand and output, to the extent that capital 
goods are produced domestically .  J n  this case. the 
drop in investment would affect output through the 
demand side of the economy, as opposed to the 
supply side effect which was discussed above. 

c. Seeking to improve the trade balance. many 
countries have resorted to quantilative restrictions 
on imports and foreign exchange rationing. To the 
extent that such measures have restricted the avail
ability of imported inputs. and distorted resource 
allocation. this would lead to an adverse supply 
shock, reducing output growth beyond what could 
be explained by slower capital accumulation. 

d. To the extent that incentive-distorting policies 
have been pursued in the quest for trade-balance 
adjustment, overall economic efficiency will have 
suffered in indebted developing countries. As indi
cated above. poor policies may have contributed to 
excessive debt accumulation in some cases. as well 
as to the post- 1981 investment slowdown. In addi-
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tion to their effects on growth through slower capital 
accumulation. however. such policies would have 
adversely affected the growth of total factor pro
ductivity, resulting once again in a growth slowdown 
greater than can be explained by a reduced rate of 
capital accumulation. 

e. Deterioration in the terms of trade suffered by 
most debtor countries may have contributed to the 
fall in households' real income and in firms· profit
ability. Both would tend to lead to declines in 
aggregate demand. in account of reductions in in
vestment and consumption spending. 

The role of these various factors in explaining the 
slowdown of growth in the heavily indebted coun
tries remains a subject for future research. Most of 

Growth Shortfall 

the effects listed above are related at least in part 
to the need for external adjustment stemming from 
debt-servicing difficulties. In this sense. an improve
ment in the debt situation, coupled with appropriate 
macroeconomic policies and efficiency-enhancing 
microeconomic policies, may contribute much more 
to reversing the slowdown in developing-country 
output growth than can be accounted for by supply
side effects of investment alone. Obviously, the first 
requirement for achieving sustained growth is for 
each country to pursue prudent domestic policies 
that promote the full and efficient use of resources. 
The evidence discussed above suggests. however. 
that debt overhang problem may have made this 
task more difficult. 
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Strength of Fixed lnvestrnent in 1VIajor Industrial Countries 

The '>Urge in bu..,inC'>'> fixed investment has been 
a key factor behind the unexpected strength of 
economic activity in the industrial countries in 1988. 
This note examine ... the reasons for the strength of 
investment. evaluates its characteristics. and dis
cusses its c;ustainability. 

Characteristics of the Strong Performance of 
Fixed Investment 

Real business fixed investment in 1988 b estimated 
to have grov.n by over 'i percent a year m every 
Group of Seven country. and over I 0 percent a year 
in Canada. the L'nitcd State-.. Japan. and the United 
Kingdom. In no other year in the 1980c:; have the 
indu'>tnal countrie-. cxpenenced such a broadly 
based expansion in fixed investment. The size and 
pt:rvasivcnc'>s of the boom make an investigation of 
its causes significant. 

Table 17 shows ratiO'> of real investment to real 
GNP for total fixed investment. public investment. 
residential construction. non-residential construc
tion. and machinery and equipment. It indicates 
that the recent rise in investment has been concen
trated in machinery and equipment: as a ratio to 
GNP. inve..,tment 10 thl'> category l'i at high levels, 
both in comparison to the recent past and hy 
historical standards. Comparing the first half of 1988 
with the average for 1986. real investment in ma
chiOery and equipment has nsen by at least half of 
a percent of output in every Group of Seven econ
omy. accounting for the whole of the rise in the 
ratio of total fixed 10vestmcnt to output over this 
period in the United State-. and Italy. and for over 
half of the increase in the other Group of Seven 
economics_ The machinery and equipment ratio is 
also at its htghe-.t level smce 1970 m five of the 
Group of Seven countries. No other component of 
fixed inve<.;tment show'> '>lmilar strength. I n  parttc
ular. nonresidential construction has not been par
ticularly strong, suggesting that the present invest
ment surge may have more to tlo with replacement 
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inve-.tment and capital deepening than with capital 
widening. 

Table 18 mtlicate-. that nommaf ratios of total 
fixed investment and ur machinery anti equipment 
investment to output arc 'iUbstantially lower than 

the corresponding con ... tant price• ratios in Table 1 7 ,  
and arc not parttcularly high b} historical standards. 
except in Japan. rhe h1gher real ratios are associated 
v.ith declines in the relative price of certain high 
technolog� investment good<., over the last few years. 
principally computing eqUipment (the ratio of real 
inve-.tmcnt to real GNP equals the nominal ratio 
div1ded hy the ratio of the ime'>tment deftator to 
the G N P  dctlatorl. However. Table 1 8  also shows 
that. even 10 nominal terms. investmenLoutput ra
tios have mcrea-.ed recentl). particularly for ma
chinery and eqlupmcnt. 

The different bchavior of in"e-.tmenttoutput ratios 
in current and con�tanl prices complicates interpre

tation of the data. In the face of a large reduction 
in the relative pncc of certam capital goods. the use 
of base year prices that do not reflect the subsequent 
fall in goods prices tends to exaggerate the weight 
of these goods in a constant price index. Thus. such 
indice-. probably overstate the relative importance 
of investment in ncv. technology, and hence the 
actual expan'>IOll 10 total investment. A more recent 
base year \\ ould gtve a lower weight to these goods. 
imply10g a le-. ... dramatic 10crease in real fixed 
inve-.tment. and a "omC\\ hat lo'Wer ratio to GNP. A 
second statl'>tical problem relates to the difficulty 
of calculating .m accurate price deftator 10 the face 
of rapid change'> in the qualit} of a product. Such 
changes make it increasmgl} difficult to define the 
price of a homogeneous product over time. In 
additton. dillcrent national accounting systems may 
u<.,e diiTercnt as-.umptions tn calculating the volume 
senes complicating companson'> across countnes. 

The recent surge in investment. while anticipated. 
was underestimated in magnitude. as indicated by 

' The Oit'c year j, IIJI<() for Japan. France. the Federal Republic 
M ucrman:,, ;mcJ llaly. 191\1 fur Cunada. 198:! for the Unated 
State,. and tiJ85 for lhe Unilecl Kingdom 
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Fixed Investment 

Table 17. Ratio of Various Categories of Real Fixed Investment to Real GNP/GDP, 1976-881 

tin percent) 

1988 DitTerence Fir�r Half 
197ft-RO 1981-85 1986 1987 First half 19R8 over 1986 

Total investment 

Canada 2 1 . 5  2 1 . 9  � 1.7 22.8 2·1.2 2.5 
United States� 16.6 16.2 16.9 16.7 16.9 0.0 

Japan 12.4 .lU.J 3 1 .0 32.8 )4.7 3.7 
France 23.2 20.8 �0.1 �0.3 20.9 0.8 
Germany. Fed. Rep. of 2 1 . K  20.7 20.2 20.2 20.8 0.6 
Italy n.a. 22.3 :! I .  X 22.3 22.8 1.0 
United Kingdom 17.5 lft.3 16.6 16.8 17.(1 1 .0 

Public investment 

Canada ::!.8 2.7 ::!.6 2.5 �.:\ 0.0 
United State� n.a. n.a. n.a. n.a. n.a. n.a. 
Japan !().() !U D 7.6 7.9 0.5 
France 3.::! 3.1  3.4 3.4 3.5 0.1  
Germany. Fed. Rep. of 3.7 :!.K 1.6 2.6 n.a. n.a. 
Italy n.a. n.a. n.H. n.a. n.a. n.a. 
United Kingdom 2.9 1 .7  l.lJ 1.8 1 .7  -0.::! 

Residential construction 

Canada 6.3 5.5 6.2 6.9 6.8 0.6 
United State� 5.2 4.3 5.1  5.0 4.X -tU 
Japan 7.5 5.4 5. 1 5.9 6.2 1 . 1  
Frc1nce 7.6 6.-l 5.6 5.5 '\..1 -0.2 
Germany. Fed. Rep. of 6.5 6.1 5..1 5.3 '.6 0.2 

Italy n.a. n.a. n.a. n.a n.a. n.H. 
Unned Kingdom 4. 1 3.6 3.:1 3.5 3.!'( 0 3 

Other construction 

Canada 9.1 8.8 7.5 7.2 7.5 0.0 
United State� 3.9 4.::! :u 3.3 3 . 1  1).4 
Japan n.a. n.a. n.a. n.a. n.a. n.a. 
France 6.9 6.2 6.3 fl.5 ll.7 11.4 
Germany. Fed. Rep. of 7.2 6.5 (d (>.J ft.5 0.2 
Italy n.a. n.a. n.a. n.a. n.a. ll.U. 
United Kingdom 5.5 5.0 5.0 5.0 'i.3 0.3 

Machinery and equipment 

Canada 6.1 7.b 8.0 8.7 10.0 2.0 

United State� 7.5 7.6 8.2 8.3 9.0 0.8 
Japan' 14.9 16.4 lll.6 19.3 ::!0.6 ::!.0 

France 7.7 7.3 7..1 7.5 7.9 0.5 
Germany. Fed. Rep. of 8.1 8.0 8.4 8.6 8.7 0.3 
Italy n.a. 10.X 1 1 .2 1�. 1  12.5 1.3 
United Kingdom 7.8 7.8 8.1  8.3 8.6 0.5 

Note: The Japanese data for machinery. equipment. and residential con�truction exclude public investment. whereas it i� included for the 
other countrie�. 

Source: OECD Quarterly National Accounts. except the 1988 data for the Federal Republic of Germany. which are staff calculation�. 
' The data are in constant prices: the base year b 1980 for Japan. France. the Federal Republic of Germany. and Italy. 1981 for Canada. 

1982 for the United State�. and 1985 for the United Kingdom. 
� Private sector. 
' Includes non-residential construction. 

data on 1988 investment intentions for the Group 
of Seven countries. which have generally risen over 
time (Table 19) .  The data fall into two types; for 
Canada. the United States. and Japan they are 
estimates of the planned amount of investment in 
1988. while for the four European countries the 
numbers refer to the percentage balance of respon-

dents who expect capacity to be more than sufficient 
in relation to production expectations. Given the 
widespread upward revision of investment forecasts 
and the poor forecasting performance of estimated 
investment equations. the following discussion of 
the factors behind the inveslment surge will be 
necessarily tentative. 
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Table 18. Ratio of Various Categories of Nominal Fixed Investment to Nominal GNP/GDP, 1976-88 

On percent) 

1976-80 1981-85 

Total investment 

Canada 23.1  2 1 . 7  
United States1 16.4 15.5 
Japan 3 1 .0 29.8 
France 22.9 20.4 
Germany. 

Fed. Rep. of 20.6 2 1 . 1  
Italy n.a. 22.0 
United Kingdom 18.6 16.5 

Machinery and equipment 

Canada 7.7 7.2 
United States 7.6 7.2  
Japan' 14.7 15.4 
France 7.8 7.3 
Germany. 

Fed. Rep. of !!.:! 8 . 1  
Italy n.a. 10. 1  
United Kingdom' 8.8 7.8 

Source: OECD Quarterly National Accounts. 
1 Private sector. 
> Includes non-residential construction. 
' 1988 data seasonally adjusted by staff. 

Table 19. Investment Survey Results, 1987-88 

(a) Predicted Rates of Growth of Nominal Investment 
in 1988 over 1987 

C l  n percent) 

1987 1988 
Q2 Q3 Q4 Q l Q2 

United States' 7.3 8.8 10.7 
Japan> 3.6 10.5 
Canada' 3.4 9.1 27.2 

Q3 

10.6 
14.3 

(b) Balance of Respondents Expecting Capacity To Be More Than 
Sufficient in Relation to Production Expectations 

(ln percent of respondents) 

1987 1988 
Q2 Q3 Q4 Ql Q2 Q3 Q4 

Germany, 
Fed. Rep. of 20 19 1 7  18 15  12  19 

Fmnce 30 26 23 17 18 19 13  
Italy 26 24 21  23 20 17 13 
United Kingdom 1 8  19 9 8 1 2  3 l 

Sources: U.S. Department of Commerce Sun•ey of Curre/11 
Business. Bank of Japan Economic Statistics Monthly. Department 
of Regional Expansion Canada. and European Economy. Supple
ment B. 

1 Plant and equipment. 
' Projections for fiscal year. which starts 1st April. 
' Data collected from �elected large companies. 
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1986 1987 

20.0 20.8 
15.3 14.9 
27.6 28.8 
19.1 19.3 

19.4 19.3 
::?0.0 19.9 
16.8 17.1  

6.9  7.0 
7.0 6.8 

16.1 16.3 
7.3 7.4 

8.3 lU 
9.5 10.0 
8.:! 8.3 

1988 
First 
half 

2 1 .7 
14.1:! 
30.2 
19.7 

19.7 
n.a. 

18.0 

7.4 
7 . 1  

17.1 
7.9 

l:\4 
n.a. 
8.6 

Difference Fir�t Half 
1988 over 1987 

1.7 
-0.5 

2.6 
0.6 

0.3 
n.a. 

1 . 2  

0.5 
0.1 
1 .0 

0.6 

0.1 
n.a. 
0.4 

Explanations for the Strength of Fixed 

Investment in 1988 

The current strength of fixed investment in the 
industrial countries appears to reflect a number of 
related factors: advances in technology. capacity 
constraints. high profitability. and the decline in oil 
prices. 

Important technological advances have lowered 
the prices and improved the quality of certain capital 
goods in the last several years, particularly in the 
area of computing equipment.l Reductions in the 
price of these goods relative to output have lowered 
the overall cost of capital to firms. which could be 
expected to stimulate investment. Moreover, the 
fall in the price of computers and other high tech
nology equipment relative to other factors of pro
duction has probably induced some substitution 
toward these capital goods. and thereby increased 
investment in machinery and equipment. Other 
elements of the cost of capital-which depends upon 
(he level of nominal interest rates, inflation expec
tations. and the effective rate of corporate taxation 
as well as the price of investment goods relative to 
output prices-do not appear to explain the strength 
of investment. Table A l 5  in the Statistical Appendix 

1 For example. the price deflator for high technology invest
ment in the United States fell by 1 4  percent compared to the 
GNP deftator between 1987 and the third quarter of 1988. 
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shows nominal short- and long-term interest rates 
for the Group of Seven countries; short rates rose 
in I 988, while long rates stayed broadly level. Long
term inflation expectations appear to have changed 
little in 1988: for example. survey data published 
by Drexel Burnham Lambert on the expected rate 
of inflation in the United States over the next decade 
actually fell slightly over the course of the year. 
Nor do changes in corporate taxation appear to 
have been important in reducing the cost of capital; 
indeed. the most major recent change. the U . S .  Tax 
Reduction Act of 1986, is estimated to have raised 
the average cost of capital. 3 

For the U nited States. unpublished Commerce 
Department data indicate that real investment in 
high technology equipment4 contributed almost three 
quarters of the total rise in machinery and equipment 
investment between 1986 and the first half of 1988. 
Even taking into account problems related to the 
use of 1982 pr·ices. it is clear that high technology 
equipment has played an important part in the 
investment boom in the United States.5 For the 
other Group of Seven countries. similar detail on 
investment patterns is not readily available. How
ever. if the rise in investment includes a large amount 
of high technology items whose relative price has 
fallen, there should be a divergence in the behavior 
of the real and nominal investmentJoutput ratios. A 
comparison of the last columns of Tables 1 7  and 
18. which show changes in investment/output ratios 
over the recent past. indicates that such a divergence 
exists for the United States, Canada. and Japan; for 
the European countries, however, the effect is less 
pronounced.6 Investment in new technology appears 
to have had a large impact in North America and 
Japan, but may be a less important factor in Europe. 

Table 20 shows that rates of capacity utilization 
in the manufacturing sector have been rising in all 
seven major industrial countries, approaching-and. 
in the case of the United Kingdom, exceeding
levels reached in the cyclical peaks of 1973 and 

} See The Economic Report of tire PresideJII. 1987. pp. 86-
90. 

• High technology equipment comprises office and store ma· 
chinery (the great bulk of which is computers). communications 
equipment. scientific and engineering equipment. and photo· 
graphic equipment. 

s Such investment has certain distinct characteristics. The 
�ervice life of high technology equipment is fairly short and a 
relatively high proportion of such investment may involve 
replacement of old equipment made premalllrely obsolete by 
the speed of recent technological advances. 

• The problem could lie with underestimation of the fall in the 
real price of computer equipment. However, parti<li evidence 
that this is not the case comes from the National Accounts data 
for the Federal Republic of Germany. Between 1980 and 1985 
the relative price of office equipment production (which includes 
computers) fell by 30 percent compared to the GNP detlator. 

Explanations 

Table 20. Capacity Utilization Indices: 
Manufacturing, 1972-88 

(ln percent) 

Peaks 1988 
1972-73 1979-80 1986 1987 Ql Q2 Q3 

Canada 92.8 86.6 85.2 85.5 86.6 86.0 
United States 87.7 87.2 79.7 81.0 82.7 83.2 83.8 
Japan• 109.0 100.6 95.4 95.5 100.8 98.9 . . .  
France n.a. 82.5 79.0 80.0 82.1 82.5 83.2 
Germany. 

Fed. Rep. of' 88. I 85.9 84.7 84.3 85.2  86.2 87.5 
Italy 78.8 77.7 75.4 77.0 76.5 78.6 78.2 
United Kingdom' 60.0 49.0 48.0 54.0 65.0 68.0 69.0 

Sources: OECD Main Economic Indicators. For Japan. Economic 
Statistics Monthly, Bank of Japan. 

I 1985= IOQ. 
2 Seasonally unadjusted. 
' Percentage of firms operating at full capacity. 

1 979. Part of the recent surge in investment can 
therefore be seen as a cyclical response to the 
strength of demand. The early 1980s saw depressed 
levels of investment. as the capital stock adjusted 
to lower growth prospects.7 More recently, how
ever. robust growth in demand has resulted in 
capacity bottlenecks. shifting the composition of 
demand toward investmem, as in earlier cyclical 
peaks.8 

One important question is the degree to which 
the strength of fixed investment over the past year 
will ease the capacity constraints faced by industry. 
A recent Bank of Japan paper on the strength of 
corporate investment9 notes that in Japan investment 
usually affects the capacity utilization index with 
Jag of about three quarters, indicating that the burst 
of investment in 1 988 will start to affect the capacity 
figures soon. On the other hand. the data in Table 
19 for the European countries indicate that the 
proportion of respondents who believed that new 
capacity was sufficient to accommodate their pro
duction plan was generally on the decline i n  1 988, 
suggesting that capacity constraints may not be 
reduced in the near future in those countries. 

Another explanation for the current strength of 
investment is  the current high level of corporate 
profits. The data on profits in manufacturing industry 
as a percentage of output in Table 2 1  show some 

' One effect of the low level of investment in the 1980s is that 
a relatively high proportion of current investment may be 
replacing old. worn-out equipment. 

R Such bolllenecks would normally cause the relative price of 
investment goods to rise: unfortunately. owing to the behavior 
of the prices of high technology products. it is difficult to assess 
the underlying price behavior of other investment goods with 
any precision. 

q "Corporate Fixed Investment in Japan: Recent Expansion. 
and its Sustainability. ·· Bank of Japan Research and Statistics 
Department. SpeciaJ Paper No.  167. September 1988. 

7 1  
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SUPPLEMENTARY NOTE 2 

Table 2 1 .  Profit Shares i n  Manufacturing Output, 
1972-871 

Cln percent) 

19nm 1979'80 1985 1986 1987 

Canada B. I 33.1 34.::! 
United State' 29.3 25.8 ::!7.3 28.1 28.8 
Japan )0.6 43 7 42.3 41.7 
France 24.8 19.9 16.5 20.6 22.6 
German>. Fed. Rep. of 38.6 35.2 35.6 38.3 38.5 
Ita I� 40.3 43 6 44.1 45.7 45.7 
United Ktngdom 26.4 18.8 26.8 28.8 31.2 

Source,. U.S. Bureau of Labor Stati�tic�. 
1 Non-labor mcome of manufacturing companies as a percentage 

of gros\ nomtnal output. 

shift in income toward capital over the past few 
years, particularly in Europe. While data for 1988 
are not available, there are indications that this trend 
has continued. These high profits represent an in
crease in the return on productive assets.10 Since 
investment depends upon a comparison of the ex
pected rate of return on assets with the cost of 
capital. what matters is whether high levels of 
profitability arc expected to continue. Here. the 
evidence is sketchy. Share prices. which can be 
interpreted as the stock markets· assessment of the 
present value of the future stream of dividends. are 
an indicator of the expected future level of company 
profits. Since the October 1987 stock market crash, 
the performance of share prices has been robust in 
Japan. France. and Italy. but sluggish elsewhere. 

The fall in oil prices in 1 986 could have affected 
investment in two ways. First, it may have boosted 
domestic demand through improvements in the terms 
of trade, thereby stimulating investment through the 
high rates of capacity utilization discussed above. 
The second effect comes through the supply side of 
the economy. The long-run effect of thjs supply 
response on the capital stock is uncertain, depending 
upon the type of technology. and in particular on 
whether capital, tabor, and intermediate inputs are 
substitutes or complements in production. How
ever. the short-run effects are less ambiguous. If 
the fall in oil prices does not induce a rise in real 
wages, its primary effect is to lower industrial costs 
and hence increase profitability. data for which are 
discussed above. In the short run. with the capital 
stock fixed. a fall in costs will induce producers to 
raise output. The positive effects on demands for 
tabor and capital from this rise in output will prob
ably dominate any substitution effects caused by 
the change in relative prices, hence the actual (and 

10 High profits may abo alleviate liquidity constraints. but this 
would not seem to be a major factor in the industrial world. 
where financial sectors are highly developed. 
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expected) rate of return on capital will rise. stimu
lating investment. 

Though it has been difficult to e tablish an em
pirical link between changes in oil prices and large 
and sustained trends in productivity. such as the 
slowdown in the 1970s. these price changes could 
help to explain the smaller changes in activity over 
the last few years. However. the major drop in oil 
prices occurred in early 1986. While some Jag is to 
be expected, particularly in view of the stock market 
crash of 1987. it i-; not clear why the beneficial 
effects on investment from the fall in oil prices 
should have become such a factor in 1988. 

Another factor that is impossible to quantify, but 
that may be important in explaining the strength of 
investment is business confidence. which may have 
been boosted by a number of favorable factors over 
the past year. These include the robust pe1formance 
of the world economy in the wake of the stock 
market crash. the relative stability of exchange rates 
over 1988. and structural policies taken by industrial 
countries. • •  

Conclusions 

Fixed investment hru. been unexpectedly strong 
in the past year throughout the industrial countries. 
primarily owing to substantial increases in invest
ment in machinery and equipment. The strength of 
this sector. compared to nonresidential construc
tion, points to a significant role for replacement 
investment and capital deepening, rather than capital 
widening, in the present boom. Apart from confi
dence effects. which may well have had an impact 
but are difficult to measure, major factors appear 
to have been investment in new technology, partic
ularly in North America and Japan, and capacity 
constraints stemming from the robust performance 
of demand. Supply effects from the fall in oil prices 
and increased profitability of industry. particularly 
in Europe. may have also played a role. 

An important issue is the effect of the recent rise 
in investment on industrial capacity: consideration 
of this question is complicated by a number of 
measurement problems. Traditional straight-line de
preciation calculations may not capture some fea
tures of the present situation adequately. the use of 
constant price data may overstate the strength of 
the real investment. and rapid technological ad
vances in computing equipment may have speeded 
up technological obsolescence. As a result. mea-

" For example. the United States-Canada Free Trade Agree
ment. propo�al' for completing the internal market in Europe 
in 1992. and the proposah in the Mayckawa report in Japan. 
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sured depreciation rates may be too low. Despite 
these caveats. the size of the investment surge points 
to a significant increase in productive capacity. 

Looking to the future. an assessment of the 
sustainability of the investment boom is difficult to 
make. Nominal investment/output ratios are not 
particularly high. and survey data for Europe indi
cate that businesses foresee the need for continued 

Conclusions 

expansion in capacity. However. household saving 
rates are low in many countries. oil prices have 
firmed since their low point in 1 986. short-term 
interest rates are rising. and prospects for techno
logical advances in computing equipment are un
certain. Overall. it seems unlikely that investment 
will contribute as much to the growth in real demand 
in the near future as it did in 1988. 

73 



©International Monetary Fund. Not for Redistribution

SupplementaQ' Note 3 

Public Debt and Fiscal Policy in lVIajor Industrial Countries, 
1977-87 

Pubhc debt expanded rapidly during the last 
decade in most industrial countries. Unlike the 
increases experienced during the great depression 
and the two world wars. the recent accumulation 
of public debt relative to output took place in a 
peacetime environment-albeit characterized by 
supply shocks and a recession. This note examines 
the factors that contributed to the aggravation of 
the debt burden in the Group of Seven countries. 
It concludes that despite comparable trends in the 
debt-to-GNP ratio, the relative contributions of 
various components and the policy responses dif
fered widely among industrial economies. 

Major Trends 

In the 1980s both gross and net debt ratios 
increased for practically all major industrial coun
tries and followed broadly similar patterns (Table 
22). 1 The net debt ratio increased most rapidly in 
Italy and Canada. In Italy. spurred on by large 
budget deficits, the ratio moved ahead by more than 
35 percentage points during 1977-87 (to 8 I percent 
of GDP) for the general government and almost 
tripled (to 77 percent of GDP) for the central 
government. In Canada the ratio grew rapidly in the 
1981-82 recession and its aftermath before moder-

1 Analysis of public indebtedne�s can be undertaken in term:. 
of gross debt. net debt (i.e . .  financial liabilities net of financial 
assets). or net worth. for any given level of government or for 
the public �ectoras a whole. Data on gros:. liabilities are generally 
more readily available and are frequently quoted. but tend to 
overstate the burden of debt to the extent that variou� govern
ment agencies may be holding large amounts of financial assets. 
On the other hand. net debt may be understated if the market 
value of government assets is le�s than the official face value. 
Notwithstanding this shoncoming. however. net debt is vrewed 
as a more meaningful, and a more commonly used. measure of 
rublic debt to the extent it represent� the cumulative sum of 
pal>t fiscal imbalances. For an attempt at measuring government 
net wonh-regarded as a more reliable indicator of the medium
term consequences of fiscal policy-see J C. Chouraqui. 
B. Jones. and R. Montador . .. Public Debt an a Medium-Term 
Pcrspective .

.. OECD Economic Sllldies (J>arbl. No. 7 !August 
191!61. pp 1 1 1-14 
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ating -;omewhat in the last few years. Thi� growth 
reflected a deterioration in the financial position of 
the federal government. which only recently has 
improved: the growth in net debt amounted to about 
30 percentage poinb during 1977-87. to a ratio of 
39 percent of GNP at the end of the period. 

In France, the Federal Republic of Germany. 
Japan. and the United States the net debt ratio rose 
by an average of 12-15 percentage points at the 
general government level. In Japan and the Federal 
Republic of Germany the increase occurred despite 
a steady correction of fiscal imbalances during most 
of the period under consideration. l n  Japan. the 
general government budget balance as a ratio to 
GNP improved from a deficit of 5V� percent to a 
surplus of V1 percent. thus contributing to a stabiliza
tion of and a subsequent reduction in the ratio of the 
net debt to GNP. In both countries. and in the United 
Kingdom. which also achieved a steady reduction in 
its fiscal deficit. net debt ratios were in fact lower in 
1987 than in 1984. By contrast. the accumulation of 
debt in France and the United States resulted from a 
significant deterioration in fiscal position from virtual 
balance in the late 1970'> to a deficit of around 3 percent 
of GNP at the general government level in the fir'it 
half of the 1980s. Even wider deficits were incurred 
at the central government level in the United States 
during the latter period . 

Determinants of Growth in Debt Burden 

The growth of the public debt ratio can be de
composed within an accounting framework based 
on the budget-financing identity. Specifically, the 
budget deficit in period 1 can be expressed as 

b, = g, + i,d, 1 - -r, = :::,.d, + (n, + 7T,)d, ! I )  

where b is the budget deficit. g and T are nonintcresl 
government expenditure and revenue. respectively. 
and d is the stock of net government debt outstanding 
<mcluding claims by the monetary authorities). all 
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Growth in Debt 

Table 22. Major Industrial Countries: Debt Outstanding at Central and Government Levels, 1977-871 
(In percent of GNP/GDPl 

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 

Central Government 

Gross debt 

United States 36. 1 35 . 1  33.7 34.() 33.7 37.8 41 .4 44.1 41!.5 52.2 53.7 
Japan 24.2 3 1 . 5  35.2 39.7 44.0 47.5 52.3 53.8 54.8 58.6 58.5� 
Germany. Federal 

Republic of 12.5 13.7 14.5 15.6 17.7 19.4 20.3 ::!0.8 21.3 21.4 2 1 . 8  
France 15.2 15.9 16.0 16.0 1 7 . 1  19.6 2 1 . 0  23.3 24.9 26.0 27.0 
United Kingdom 49.8 44.1 42.8 -��.I 4 1 . 1  48.8 50.0 51.6 5 1.3 5 1 . 6  
Italy 5 1 . 3  57.1 56.6 54.9 57.7 62.8 68.5 73.2 80.7 85.2 90.0 
Canada 25.7 29.5 �8.3 29.9 30.0 33.9 38.1 40.9 46.0 48.5 49.8 

Net debt 

United States 23.1  22.2 20.7 21.0 20.9 24.8 28.2 30.3 33.6 36.7 37.9 
Japan - 1.8 2.8 5 7  7.5 10.0 1 1 .9 1 3.9 14.8 14.5 14.1 1 3 . F  
Germany' 
France 0.4 -0.2 

-
I. I 0.1  1.7 2.9 6.1 8.6 1 1 .2 13.3 14.9 

United Kingdom 10.9 8.7 7.0 8.5 9.2 I 7.2 18.2 16.4 17.3 16.1 16.0' 
Italy� 28.6 35.0 38.9 31\.7 42.6 47.7 56.3 59.7 67.5 72.0 77.3 
Canada 8.4 12.4 13.8 15.8 15.9 20.7 24.5 28.6 33.5 37.6 38.8 

General Government 

Gross debt 

United States 48.4 46.7 44.8 44.8 43.6 48.0 5 1 . 9  54.3 60.4 64.5 66.0 
Japan 33.4 4 1 . 9  46.9 5::!.0 57.0 6 1 . 1  66.9 68.3 69.0 72.8 75.5 
Germany, Federal 

Republic of 28.5 29.9 30.7 32.5 36.3 39.4 40 9 41.5 42.2 42.4 43.7 
France 24.8 25.8 26.8 26.4 28.0 30.7 32.0 33.1 33.6 35.() 35.8 
United Kingdom 63.2 56.3 54.3 52.9 5 1 . 6  58.0 57.9 59. 1 57.6 56.9 
Italy 57.8 62.4 61.5 58.9 61 .0 66.3 7 1 .9 77.1 83.7 87.9 92.4 
Canada 54.3 58.4 55.6 57.1 57.5 64.4 68.1 71 .0 76.7 82.2 82.2 

Net debt 

United State� 3 1 . 0  29.3 !7.4 27.3 26.7 30.7 33.7 35.3 38.3 4 1 . 1 42.3 
Japan 5 . 1  1 1 .2 14.9 17.3 20.7 23.2 26.1 26.9 26.4 26.1 21.7 
Germany 6 . 1  lU 10.3 12.8 16.4 19.6 20.4 2 1 . 9  21.0 20.6 2 1 . 8  
France 0.7 -0.3 - 1.0 - 0 . 1  2.6 4. 1 6.9 7.7 10.0 12.2 14.0 
United Kingdom 28.6 24.7 2 1 . 8  22.2 2 1 . 6  28.3 29.1 27.6 28.2 26.8 26.0" 
Italy� 45.1 47.2 46.9 43.6 46.7 5 1 .3 61.3 64.6 71.4 76.0 81.2 
Canada 10.0 12.6 12.7 13.4 12.3 18.5 2 1 . 9  25.8 31.6 37.3 39.1 

Source: Fund statT estimates based on the following national publications: United States: Board of Governors of the Federal Reserve 
Sy�tem. Flow of Fund Accowll.\ Financial Asse1.1 and Liahililies. Year-End. 1963-86, and Federal Re.1en•e Bul/e1in (various issues); Japan: 
Economic Planning Agency. Government of Japan. Annual Repor1 on N(llional Accotmu (vanous issues); Federal Republic of Germany: 
Statistical Supplements to the Momlzly Reporls o.f 1he Deutsche Bundesbank (May issue); France: lnstitut de ?revisions Economiques et 
Financieres pour le Developpement de Entreprises, Rel'lte de /'lpecode. No. 1 1  (March 1986): Italy: Assemblea Generale Ordinaria Dei 
Participami. Banca d'ltaJia: Canada: The Na!i01wl Balance Sheet Accounls 1961-84, Statistics Canada (June 1985). and 1'/te Fiscal Plan, 
Department of Finance (February 1988). 

1 Book value of debt outstanding at the end of the year. 
' Preliminary staff estimates. subject to future revision. 
' For the Federal Republic of Germany. central government net debt series are not available: in the decomposition in Table 24, the gross 

debt series has been used as a proxy for the net debt series. since its relations with the annual deficit �eries �uggest it is a good proxy for 
1 be net debt series. 

• Estimated by adding the fiscal deficit to the corre�ponding stock of net debt in the previou:. year. 

in terms of ratios to GNP; in addition. 11 denotes 
the rate of growth of real GNP. 'TT is the rate of 
inflation, and i is the nominal rate of interest. 
Rearranging terms and solving for t::.d. 

t::.dt = gt - ,., + Ut - nt - 'TTt)dt- 1 • (2) 

which shows the change in the debt ratio as deter
mined by the primary (norunterest) budget deficit. 

interest payments, economic growth. and inflation. 
ln turn. the primary deficit can be broken down into 
cyclical and noncyclical components2 

g, - ,., = (1'nYf - 1'o) - (1'n - go)Yf + .f;, (3) 

' See P.S.  Helier. R.  Haas. and A .  Mansur. A Raiell' of 1he 
Fiscal 1mpui.H! Measure. I M F  Occasional Paper 44 (Washington: 
International Monetary Fund. May 1 986). pp. 3-5. 

75 



©International Monetary Fund. Not for Redistribution

SUPPLEMENTARY NOTE 3 

where Rn and Tu are ratios of non interest expenditure 
and revenue to GNP in the base period. Y" is the 
ratio of potential to actual GNP and f is a measure 
of the fiscal stance. The first term in parentheses 
represents the cyclical component. the second is 
the structural component (measured in relation to 
the base year), and the third component represents 
the fiscal stance. 

The cyclical component of the budget deficit 
reflects variations in revenue resulting from devia
tions of actual output from its potential level. The 
structural component is defined in terms of the 
cyclically adjusted primary deficit in the base year; 
the fiscal stance reflects the effect of both automatic 
stabilizers and discretionary policy changes since 
that year.3 The fiscal stance as defined here is 
deemed expansionary (contractionary) relative to 
the base year if the actual primary deficit exceeds 
(falls short of) the cyclically adjusted deficit. where 
the base year is a period in which actual output and 
potential output are assumed to be equivalent, and 
the fiscal stance is neutral. The fiscal stance. in this 
sense. is the magnitude of the stimulus injected 
(withdrawn) by the budget into (from) aggregate 
demand above and beyond the primary deficit im
plied by the structure of budgetary operations in 
the base period.4 After substituting equation (3) into 
(2). changes in the public debt ratio may be ex
pressed as 

!::.d, = (Tu)'�' - Tu) + (go - Tn)Yf 
+ .1; + i,c/,_ 1 - (17 1 + TT1)c/, 1• (4) 

The change in the debt-to-GNP ratio can thus be 
seen as the sum of four components: a cyclical 

' Automatic stabilizer� are triggered when revenue elasticilies 
with respecl to nominal GDP are larger lhan unity-assumed 
implicitly for computing the cyclical component. Although the 
fiscal stance in a given period may in realily become a structural 
component in subsequenl periods. il is accoun1ed for as a fiscal 
slance component for the rest of 1he period in cqualion (3). 
After accounting for the cyclical and stmctu ral componenls. the 
fiscal stance is derived residually from the primary balance. In 
the empirical analysis. however. because of differences in the 
basis of debt and fiscal data (e.g .. debt stock on a cash basis 
whik the budget deficit on a national accounts basis) and timing. 
the cumula1ive increase in the fiscal balance may not match I he 
corresponding increase in the debt ratio. This gives rise to 
another residual item, based on equation (4) below. which is 
separately shown in Table 24 under the column . .  other .

. 
: 

allernalively. if the difference is identified Cas in the case of the 
United Kingdom). then it is assigned to the noninterest structural 
component. 

• Like other summary measures of fiscal policy. lhis measure 
i� �ubject lo a number of limita1ions and cannot be inlerpreted 
as an indicator of the macroeconomic impacl of fiscal policy. 
In particular. it fails to capture the balanced budget multiplier 
(i.e .. equal increase in spending and oullay� are assumed to 
exac1 no change in lhe stance of fiscal policy). it assumes thal 
the elasticity of tax revenue with respect to output is unity, and 
il is nol adjusted for the effect of inflation. 
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effect. a noninterest structural effect. which reflects 
the extent to which the initial fiscal imbalance is 
magnified by the growth of potential GNP. the 
change in the fiscal stance measured during the 
period. and the extent to which the difference 
between the interest rate and the growth of nominal 
GNP tends to raise (or diminish) the initial debt 
ratio. In essence. except for the cyclical effect. all 
the other components reflect. directly or indirectly. 
the adequacy of the fiscal stance. 

As can be seen in the first term of equation (4), 
the cyclical component, as defined in this note, is 
the cumulative contributions of government revenue 
shortfalls resulting from the level of aggregate output 
falling below that of potential output. One could 
argue that the contribution of the cyclical factor to 
the growth of debt should be positive during reces
sion years. but negative during boom years. and 
thus it should be negligible over a long period. I n  
this respect. the methodology used in this note, 
which is critically dependent on the measure of 
potential output rather than concepts such as a 
moving average of output, will tend to overestimate 
the contribution of the cyclical factors to the growth 
of debt. In particular, the concept of potential output 
used here is not equal to trend output. but is rather 
a measure offi,/1 capacity output: as a result. output 
will usually be below potential. • 

Table 23 and Chart 27 show the decomposition 
of the public debt burden accumulated over the 
period 1977-87. on the basis of equation (4).(• The 
results indicate that the contribution of various 
factors to the growth of the net debt ratio differed 
significantly among countries. Except for the United 
States and Canada at the general government level, 
the non interest structural component and, to a lesser 
extent the cyclical component. contributed to the 
growth in the debt ratio in all countries. This growth 
was only partially offset through a corrective fiscal 
stance: since 1982. only in the United Kingdom and 
Japan did the debt ratio actually fall for the general 
government. The budget deficits in prior years led 
in turn to a roughly proportional additional growth 
in the debt ratio through a shat-p rise in interest 

' In the broad framework of the methodology used in lhis 
note. for a given increase in the debt/GNP ratio during a period. 
one obtains a smaller cyclical component. and a larger fiscal 
<;lance componenl. as one uses a lower-trend GNP palh. As 
noted in I he following analysis. the decomposition between lhe 
cyclical and fiscal stance components is highly sensilive to the 
level of a chosen benchmark of trend GNP path relative to 
actual GNP. 

" The cumulalive increase in I he debl ratio has been calculated 
by summing I he cumulalive changes in each of the components 
in equation (4): in particular. actual ne1 interest payments have 
been used to measure i,d,.1 and lhe nominal GNP/GDP growth 
rate applied 10 the debt stock has been used for (n, + -rr,)d, ,. 
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Growth in Debt 

Table 23. Major Industrial Countries: Decomposition of Changes in the Net Public Debt Ratio, l977-87 

<In percent ofGNP/GDPl 

Re�ulting from changes in: 
Total Nommerst 

Change in the Cyclical Structural fiscal 1ntere'>t omina1 GNP 
Debt Ratio Component Component Stance Component Growth Other' 

Central Government 

United State'> 14.7 4.6 4.0 1.8 25.7 -20.4 -0.9 
Japan� 14.9 0.7 50.6 -9.9 8.2 -5.4 -29.4 
German}. Federal 

Republic of 9.3 2.1 13.9 - 10.2 12.� -8.9 0.2 
France 14.5 4.6 10.3 -4.0 13.5 -3.5 -6.4 
United Kingdom) 5.1 16.5 12.7 - 3 1 . 6  27.3 - 1 2.0 -7.9 
Italy 48.6 4.8 108.5 - 54.8 6::!.1 67.2 -4.9 
Canada 30.4 0 . 1  24.0 - 1 1 .0 34.1 - 18.4 1 .5  

General Government 

United States' 1 1 .2 7.7 - 12.7 6.9 18.9 -25.1 15.5 
Japan 16.6 0.9 47.7 - 34.0 14.4 - 1 1.6 -0.8 
Germany. Federal 

Republic of 15.7 7.6 13.9 - 16.4 18.4 -7.8 
France 13.4 10.4 9.8 - 13.6 14.7 -3.6 -4.5 
United Kingdom' -2.6 18.0 1 1 .4 - 38.2 3lU - 25.0 -7.5 
Italy 36.0 7.3 47.3 - 10.5 60.5 -76.3 7.7 
Canada 29.1 0.3 -8.6 -3.6 57.7 - 17.1  0.4 

Source: Fund staff estimates. 
1 Allributable to measurement differences owing to factor� such a� valuation changes and timing. 
! Budget deficit at the central government level includes disbursements of the Fiscal Investment and Loan program. except those to 

financial institutions. Thus. the noninterest structural component ha� been derived as a residual to make the components of deficit consistent 
with the increase in debt reported on a national accounts basis. 

' Debt data for the United Kingdom at both levels of government. and for the United States at the general government level. are available 
on a cash basis. Because of the potential noncomparability with thr deficits reported on a national accounts basis the noninterest structural 
components have been derived residually. 

payments. The latter more than offset the influence 
of output growth and inflation. except in Italy and 
the United States for the general government. where. 
on average. GNP growth exceeded the effective 
interest rate on net debt (Table 24). 

Apparently in the United States the cyclical com
ponent-driven mainly by the 198 1-82 recession 
and not sufficiently offset by the strong subsequent 
expansion-accounted for a large increase in the 
debt burden for the general government and some 
one third of the debt of the central government. The 
noninterest structural component was relatively smaU 
or even negative. given a small primary central 
government deficit and a primary general govern
ment surplus in the base year. Despite a built-in 
tendency for the methodology used in this note to 
yield an underestimation of the fiscal policy stance 
component, the results indicate that fiscal policy 
contributed substantially to the growth of the general 
government debt. As indicated earlier, since the 
decomposition between the cyclical and fiscal stance 
components is highly sensitive to the potential GNP 
path. these results should be interpreted with cau
tion. Indeed, a small adjustment in the assumed 
level or path of potential GNP would affect sub-

stantially the cyclical and fiscal stance components. 
In particular. a lower level of potential output 
relative to actual GNP would raise the contribution 
of an expansionary fiscal stance to the rising U .S.  
debt ratio. 

In Japan the main source of growth in the debt 
ratio was a comparatively large noninterest struc
tural component. although this was partially offset 
by an uninterrupted contractionary fiscal stance 
(Chart 27). Because the Japanese economy was 
growing at a rate close to its potential. the cyclical 
component was marginal. By contrast. in the Federal 
Republic of Germany the cyclical component in
creased during the recession and was not fully 
reversed in the following years as economic growth 
remained below potential. High interest rates rela
tive to nominal GNP growth contributed signifi
cantly to the buildup in the debt burden. Unlike in 
Japan and the United States. however. the cumu
lative contribution of the noninterest structural com
ponent was broadly cancelled by the fiscal stance. 

Compared with most other countries, France's 
debt ratio increased on the basis of primary deficits 
in the early 1980s and because interest payments 
exceeded output growth thereafter. However. the 
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SUPPLEMENTARY NOTE 3 

Chart 27. Major Industrial Countries: Cumulative Changes in Public Debt Disaggregated into 
Major Components, 1978-87 
(In percent of GNP/GDP) 
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the unexplained residual i� also included in thi� category. 

cyclical component wa!) important at the general 
government level where the tax base is twice as 
large as at the central government level. Meanwhile. 
the noninterest structural component for the generaJ 
government was more than offset by a fiscal stance 
that was on baJance contractionary. In the United 
Kingdom the debt ratio declined at the generaJ 
government level and rose slightly at the central 

Table 24. Major Industrial Countries: Average Nominal GNP Growth Rates and Interest Rates, 1977-87 

1In percent a year) 

Nominal Average Nominal Effective 
GNP Interest Rate on 

Growth Gross Debt Assets Net Debt' 

Unned States R.6 7.9 11.1  6.7 
Japan 6.4 6.5 6.1 6.7 
Germany. Federal Republic of 'i,4 6.9 :1.4 8.8 
FrcUlce 10.7 7.6 :1.0 11 .4 
Umted Kingdom I 1 . 1  8.7 ;..7 1:!.0 
lta.ly 16.4 IO.'i 'i.9 1 1 . 3  
Canada 9.7 10.9 2.6 16.5 

Source: Fund �tafr est1mates based on national publication�. 
' Calculated as the 1ntere�t rate on gross debt adju�ted for the differential interest rate pa1d on asset' held at the general government level. 

The interest differential 1s weighted by the rauo of assets to liabilities 
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government level. with corrective action more than 
offsetting a sharp increase in the cyclical and net 
debt-service components. 

l n  Italy the marked growth in the debt burden 
was attributable to the nonintercst structural com
ponent-the largest among Group of Seven coun
tries. This was offset in part by the debt-service 
component. net of output growth effects. as the 
effective interest rate on government debt was lower 
than the growth of nominal GNP (Table 24). reflect
ing the extensive use of captive financing at a 
negative average real interest rate during much of 
the period under consideration. 

In Canada the debt-service component exceeded 
the effect of nominal GNP growth by a large margin 
and was the dominant factor behind the rapid increase 
in debt burden. This was partly because government 
assets earned substantially below-market financial 
returns. as against relatively high interest rates paid 
on liabilities. resulting in an exceptionally high av
erage interest rate on net debt. The noninterest 
structural component contributed to the accumula
tion of central government debt. while exercising a 
dampening influence on the general government debt. 

Fi\cal Policy Re<,pon ... c 

Fiscal Policy Response 

The above calculation� suggc�t that the corrective 
stance of fiscal policy for the most part was insuf
ficient to counteract contributions of cyclical. struc
tural, and net interest components to the growth of 
public debt in major industrial countries. However, 
the measure of fiscal �lance used in this note cannot 
be expected to capture a systematic policy response 
to the debt buildup. To determine whether fiscal 
policy has indeed attempted to coumer the rise in 
the debt burden. a simple hypothesis was tested in 
regard to the government's reaction to the growth 
of the debt burden. In the test, budget deficits 
(adjusted for cyclical variations) were regressed on 
debt ratios. The results suggest that major industrial 
countries responded differently to the growing bur
den of public debt during the period 1977-87. More
over, estimates for subperiodl. characterized by an 
identifiable and significant change in government or 
announced reorientation in fiscal strategy indicate 
that most countries have adopted increasingly active 
fiscal rules in recent years to resist further buildup 
of debt. 
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SuiJPicmentary �ote -' 

Monetar)' Policy in 1\llajor Industrial Countries 

In recent years. monetary policy in the major 
industrial countries has faced the difficult task of 
balancing two separate sets of objectives. First. the 
monetary authorities have remained responsible for 
maintaining conditions conducive to a noninflation
ary expansion of domestic economic activity. Sec
ond. they have played an active role in promoting 
the exchange rate objectives established under the 
international cooperative process. 

The task of balancing internal and external objec
tives is by no means a new one for central banks. 
Because the instruments of monetary policy are 
more flexible and can be adjusted more promptly 
than those of fiscal policy. monetary authorities 
have been responsible for a major share of the short
term stabilization measures adopted over the years. 
in response to both internal and external pressures. 
Nevertheless. the renewed emphasis on exchange 
rate objectives, in the face of large current account 
imbalances and uncertainties about fiscal prospects 
in some countries. has placed considerable strain 
on monetary policy. 

Judged on the basis of recent macroeconomic 

performance. monetary authorities have met the 
challenge well. The expansion of employment and 
economic activity has been fairly strong over the 
past year. and where strains on labor markets and 
capacity have started to emerge. financial market 
conditions have been tightened to slow the expan
sion. Even so. the outlook for inflation has become 
a greater concern in a number of the major countries. 
especially Canada. the United Kingdom. and the 
United States. 

In the past. the rate of monetary growth has often 
been relied upon as a principal guide for the conduct 
of policy. and most of the major industrial countries 
established target growth rates for their monetary 
aggregates. In recent years. the increased emphasis 
on exchange rate objectives. together with the in
creased difficulty of interpreting the monetary ag-
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gregates in an environment or financial innovation 
and tlercgulation. has let! some countries to de
emphasize their monetary targets and other coun
tries to tolerate increasctl variability of monetary 
growth. 

For the large�! countne�. the deviations of mon
etary growth from the pace-. -,ought by the author
ities were somewhat �maller in 19R8 than in 1987 

(Table 25). Jn 1987. the U.S. Federal Open Market 
Committee had allowed a sharp slowtlown in the 
growth of i b  broad money aggregates to rates below 
the M2 target range and at the lower bound of the 
M3 target range. By contrast. the German Bundes
bank had allowed its money target to be exceeded 
by 2 percentage poinb. and the Bank of Japan. 
which has never adopted a formal monetary target. 
had tolerated tlouble-digit monetary growth. In 1988. 

both of the targeted U.S.  aggregates were held 
within their designated ranges. while the Bundes
bank·s M3 target was exceeded by less than l 
percentage point. In Japan. the money stock con
tinued to expand rapidly in 19R8. although at a 
"omewhat slower pace than in 1987. Both the United 
States and German} have announced monetary 
targets for 1989. The Bundesbank has continued to 
express its monetary aggregates objectives in terms 
of the broad mone} stock M3 (after changing over 
from a central bank money target at the beginning 
of 1988) and has established a growth target of about 
5 percent for 1989. The U.S. authorities have spec
ified objectives of 3 percent to 7 percent for M2 
grov. th during 1989 and 3112 percent to 71/� percent 
for M3. 

Among the other major industrial countries. France 
and Italy held the growth rate'> of their targeted M2 
aggregates within the pre-specified policy rangc5 for 
1988 (although Italy's target growth rate for total credit 
to the nonstate sector was substantially overshot): 
both countries have announced unchanged monetary 
targets for 1989. By contrast. in the United Kingdom 
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Monetary Policy 

Table 25. Major Industrial Countries: Targets and Outcomes for Monetary Growth, 1987-1989 

(In percentage change from fourth quarter to fourth quarter) 

1987 

Target Outcome 

United State-. 

M2 5'1:--�':: .u 

M 3  511:--�W· 5.5 

Germ<m}. Fed. Rep. of 

Central bank mone� 3-h 8.0 

M3 'one 6.0 

Japan 

M2 and CD� None 1 1 .8 

Canada 

M :!  Non.: 7 4 

France 

M 2  4-6 4.0 

M 3  3-5 9 . 1  

!tal) 

M :!  6-9 8.3' 

United Kingdom 

M O  :!-6 4.9 

1 Percentage change from October-November 10 October-November. 
� Percentage change from December to December. 

the 1 2-month growth rate of MO was allowed to run 
several percentage points above its target during most 
of fiscal year 1988-89: the target for 1989-90 has been 
left unchanged. In Canada. the practice of targeting 
M I was abandoned in 1982 after an increasing insta
bility was experienced in the relationship of that 
aggregate to nominal income and interest rates. More 
recently. M2 has played a role as an indicative policy 
guide. The growth of M2 quickened from about 7Y2 
percent during 1987 to 10 percent during 1988. despite 
steps taken by the Bank of Canada toward restraint. 
although at least I percentage point of this increase 
reflected the pall ern of sales of Canada Savings Bonds. 

In response to developments in the economy and to 
signals from both the monetary aggregates and ex
change rates. monetary authorities in a number of the 
major industrial countries took actions to raise short
term nominal interest rates substantially during 1988 
and early 1989. The increases were most pronounced 
in the United Kingdom (approximately 4Y4 percentage 
points. end-December 1987 to end-February 1989) and 
Canada (more than 3 percentage point:,). In addition. 
the authorities in Germany and the United States acted 
on a number of occasions to tighten financial market 
conditions. 

While short-term interest rates rose substantially in 
a number of the major industrial countries. long-term 
rates remained remarkably stable. At the end of Feb-

1988 __J2§L 
Target Outcome Target 

4-8 5.4 3-7 
4--X 6.4 3 '1�7'1· 

None 8.4 None 
3-6 6.8 About 5 

None 10.6 None 

None 10.0 None 

4-6 4.:!' 4-6 

one 6.81 None 

6-9 8.4: 6-9 

1-5 7.7 1-5 

ruary 1989. long-term interest rates were significantly 
lower than short-term rates in Canada and the United 
Kingdom. while in France, Germany, and the United 
States the differentials between long and short rates 
were considerably less than they had been at the end 
of 1987. One possible interpretation of these devel
opments is that the authorities in those countries where 
monetary conditions were tightened substantially acted 
at an early stage to maintain confidence and prevent 
a worsening of inflationary expectations, hence estab
lishing the basis for monetary conditions to be held 
relatively steady in the future (or eased in countries 
where yield curves became inverted). This interpre
tation would seem consistent with the degree of busi
ness confidence reflected in the strong performance of 
investment last year. 

Of course. the expectations about future levels of 
interest rates that appear to be reflected in market 
yield curves can only be interpreted. broadly speaking, 
as central points of probability distributions. Accord
ingly. if market participants in fact feel quite uncer1ain 
about the interest rate outlook and attach a significant 
probability to the prospect that monetary policy will 
not succeed in preventing an upsurge in inflation. they 
must also attach a significant probability to the opposite 
outcome-namely. that fiscal adjustment. or perhaps 
a relatively sharp economic slowdown or contraction. 
will lead to lower-than-expected levels of interest rates. 
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Thu .... a �econd pos�ible interpretation of the term 
.,tructure of yields is that market participants are not 
confident that monetary policy will succeed in pro
longing the noninflationary expan�ion. but that they 
consider the possibility of downward pressure on 
interest rates at least as significant as the risks of 
upward pressure. Uncertainty about how forcefully 
the new Administration in the United States will act 
on the budget deficit, together with memories of both 
past inflationary episode on the one hand and the 
October 1987 stock market crash on the other hand. 
sugge t that this interpretation b plausible. 

The difficulties of prolonging the noninflatjonary 
expansion should not be underestimated. Success 
hinges critically on whether the authorities can con
tinue to correctly interpret and anticipate the strength 
of economic activity and inflationary pressures. Thus, 
from one perspective, the noninflationary expansion 
i� threatened by the difficulties of asse�sing and fore
casting macroeconomic developments in the context 
of large internal and external imbalances. 

From a different perspective. macroeconomic pros
pect<; depend importantly on whether the private sector 
behaves in a relatively stable and predictable pattern. 
This consideration suggests the desirability of main
taining consistent and clearly articulated objectives for 
monetary policy. and perhaps of avoiding certain types 
of fiscal policy adjustments. Surprises and uncertainty 
about the interest rate levels that monetary authorities 
seek to establish cao significantly affect private sector 
spending patterns in ways that the authorities them
selves may initially find difficult to interpret-for 
example. via changes in savings rates or through an 
acceleration or postponement of ;;pending. Similarly, 
some types of major adjustments in tax rates and 
investment incentives-particularly when they become 
effective with a Jag-can also have significant effecrs 
on the intertemporal pattern of private spending. In 
turn. changes in private sector spending patterns, when 
difficult to interpret, can introduce significant errors 
into the authorities' assessments and forecasts of the 
strength of the economy. Such errors carry the ri k 
that inflationary or recessionary forces may take hold 
before the errors are clearly perceived. and that abrupt 
··stop 

.. 
or "go" changes in policy may subsequently 

be required. 
1t can be conjectured, in this context. that the 

relatively credible and coherent behavior of monetary 
policy in recent years has contributed importantly to 
the prolonged noninflationary expansion in the major 
industrial countries. While the authorities have given 
le�<; emphasis to ·'rules 

.. 
for monetary aggregates. 

they have also devoted considerable effort to articu
lating their near-term objectives and priorities. to 
explaining how they would react to various changes 
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in macroeconomic cond1tions. and to adjusting mon
etary conditions promptly and incrementally rather 
than with excessive caution at first and then abruptly. 

In addition to depending on accurate assessments 
of the underlying strength of economic activity and 
inflationary pressure:-. success in continuing to keep 
monetary policy on a relatively predictable and steady 
course in the period ahead will hinge critically on 
avoiding major conflicts between policy objectives. 
These include conflicts between the policy objectives 
of different countrie�. between the objectives of the 
monetary and fiscal authorities within individual coun
trie�. and between the different objectives that indi
vidual monetary authorities may attempt to pursue. 
Policy conflicts of any kind are potentially a major 
source of market uncertainty and abrupt shifts in 
market expectations. Private sector responses to per
ceptions of conflicting policy objectives can generate 
instability either directly through changes in private 
sector positions in financial markets or indirectly by 
adding "noise" to the pattern� of aggregate demand 
and supply that the authorities must interpret and 
forecast with reasonable accuracy if stability is to be 
maintained. 

These considerations suggest that the use of mon
etary policy to promote exchange rate objectives may 
be constructive at times ami counterproductive at other 
times. Exchange rate objectives. like targets for the 
monetary aggregates. may be useful guides to the 
extent that they give rise to macroeconomic outcomes 
that are desirable from both a national and an inter
national perspective. But unless fiscal policy can be 
adapted aJong with monetary policy. exchange rate 
objectives that become inconsistent with other national 
policy objectives can be counterproductive. It can be 
argued. for example. that the failure or inability of the 
major industrial countries to rely more heavily on fiscal 
policy for resisting mounting inflationary pressures in 
the ... ummer of 1987. in the context of the common 
exchange rate objectives established under the inter
national cooperatjve proces�. resulted in a ratcheting 
upward of interest rates that may have contributed to 
the October 1987 stock market crash. More generally. 
when monetary policy mu<:ot aim at achieving both 
internal and external balance without much help from 
fiscal policy. conflicts between the different objectives 
�eem bound to arise from time to time under any 
monetary strategy. 

To some extent. the monetary authorities have been 
able to cope with the various difficulties that have 
developed. and with change in the relative strength 
of different policy concerns. by modifying their strat
egies over time. For example. after money demand 
instability led the Canadian authorities to abandon the 
practice of monetary targeting in the early 1980s. the 
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Bank of Canada followed a strategy that placed con
siderable weight on avoiding sharp depreciations of 
the exchange rate as a possible source of inflation 
during a period of substantial slack in the economy. 
Subsequently, after the monetary aggregates had be
come more predictable, and after economic expansion 
had raised concern over the possibility of inflation 
arising from excessive demand pressures. the Canadian 
authorities again began to rely more heavily on mon
etary aggregates as indicative policy guides. 

Monetary Policy 

Looking ahead. it can be argued that if fiscal policy 
remains relatively nonadaptable. the prospects for 
prolonging the noninflationary expansion will be weak
ened should monetary policy become locked into a 
strategy that can be changed only after a crisis devel
ops. Greater adaptability of fiscal policy is clearly 
desirable. But in the absence of substantial progress 
in this direction. macroeconomic stability may con
tinue to depend crucially on the adaptability of mon
etary policy strategies. 
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Supplementar� Note 5 

Capital Account Developntents in Japan and the Federal Republic 

of Gertnany: I nstitutional Influences and Structural Changes 

This note provides a brief description of the capital 
accounts of the two major surplus countries-Japan 
and the Federal Republic of Germany. Particular 
attention is given to the private capital flow-. that in 
recent years have been the main counterparts to the 
current account surpluses of these countries and to 
whether these flows can be associated with capital 
inflows into the U nited States. In understanding the 
capital account patterns of Japan and Germany. 
emphasis is given to the institutional structures or 
their financial systems and to certain fundamental 
forces affecting them. 

Capital Flow Structure in Japan and 
Germany 

Both Japan and the Federal Republic of Germany 
have seen large increases in net private capital 
outflows over the last several years (Table 26). 

However. a breakdown of these flows, by maturity, 1 
type of instrument, and sector shows a number of 
significant differences. ln Japan. increases in long
term portfolio investment outflows are predominant. 
although other forms of long-term capital outflows
e.g., direct investment-also have increased stead
ily .2 Moreover. large inflows of short-term capital 
have occurred. especially through banks. In Ger
many. overall inflows on long-term portfolio in
vestment were registered from 1 983 to 1987 owing 
to large purchases of German -.ecurities b}' foreign
ers. As a result. total long-term outflows were small 

' lnve�tments classtfied as long term on the basis of the 
onginal maturity of instrument� can have quite �horHerm 
in\'e�tment horizons. 

! This note doe� not describe the determinant� of direct 
inve�tment. which arc largely unrelated to the structure of the 
financial system. 
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in most years. 1 Short-term capital flows have been 
negative (outflows). in most years. These differences 
between Japan and Germany reflect differences in 
structure of their financial sectors and in behavior 
of investors, as discussed below. 

The increases in net private outflows from Japan 
and Germany have been associated with the large 
cunent account deficits of the United States. It is 
difficult to determine from available data to what 
extent U .S. deficits are ultimately financed by capital 
flows from Japan and Germany. h would appear. 
however. that the channels from Japan to the United 
States are more direct than those from Germany to 
the United States, at least with respect to long-term 
flows (Table 27LJ 

Institutional Arrangements in Japan and 
Germany 

The institutional am:mgcmenl'. governmg financial 
markets arc important to an understanding of capital 
outflows from Japan and Germany. Characteristics 
of these arrangements include the relative sizes of 
financial intermediaries. prudential regulations on 
foreign cun·ency positions. the depth of short-term 
money markets. the degree of integration with off
shore centers, and the degree of segmentation of 
financial activities. 

One important similarity between Japan and Ger
many (and indeed among all major industrial coun
tries) is the existence of prudential guidelines on 
the foreign exchange positions of banks aimed at 
preventing currency fluctuations from compromis-

' In 1988. there were large net oulflO\\ � of long-term capital. 
apparently related to propo�ed changes m taxalron. 

• Regional breakdowns of shor1-term capital flows are not 
available. 
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lnst illltional Arrangement 

Table 26. Japan and the Federal Republic of Germany: Private Capital Flows, 1980-88 

(In billion� of U.S. dollar:.) 

1980 1981 19�2 1983 1984 1985 198() 1987 1988 

Japan 

Net private capital tlo''' 1 5. 5 -0.5 - 1 1 .8 19.2 - 32.6 -50.6 - 7 2 . 1  -44.8 -63.9 

Long term 2.3 -9.7 - 15 () 17.7 - 49.7 -64.5 - 1 3 1 . 5  - 136.5 - 130.3 

Direct inve�tment - 2 . 1  -4.7 -4. 1 - 3.2 -6.0 -5.8 - 14.3 - 18.4 -34.6 

Portfolio investment 9.4 4.4 2 . 1  - 1 .9 -23.6 -.n.o - 10 1 .4 - 93.8 -66.8 

Lending - 2.8 -5.3 -7.3 8.5 12.0 - 1 0.5 - 9.3 - 16.3 - 15.0 
Other - 2 . 1  -4.1  - 5 . 7  -4.2 - 8 . 1  -5.2 -6.'> -8.0 - 13.9 

Short term 13.2 9 . 1  3.2 - 1 .5 1 7 . 1  13.9 59.4 9 1 .l !  66.4 

Nonbank�' 0.0 2.S 3 . 1  2. 1  -0.6 3 . 1  0.8 20.0 21.9 

Bank� 1 3 . 1  6.4 - '1.6 17 .6 10.8 58.5 7 1 . S  44.� 

Germany. Federal Rep. of' 

Net private capital flows - 1 .5 2.5 - 3 . 8  -6.9 - 10.9 - 15 .8 - 36.4 -no -68.0 

Long term 3. 2 3.7 -5.8 -2.7 -7.0 -4.6 15.3 - 13 . 1  - 47.5 

Direct investment - 3 .6 - 3. 5  - 1 . 7  - 1 .4 -3.8 - 4.2 - 8. 3  -7.2 -9.4 

Portfolio investment - 3 . 8  -2.:! -3.5 1 . 3  0.6 :u 24.2 4.7 -36.0 

Lending 1 1 .8 10.6 0.4 - 1 .1 -2.8 - 1 . 6  0.9 -9.0 - 0.6 

Other - 1 .3 - 1 . 1  - 1 .0 - 1 .4 -0.9 - 1 . 0  - 1 .4 - 1.6 - u  
Short term -4.7 - 1 .2 2.0 -4.2 - 3 9  - 1 1 .3 -51.7 - K.9 -20.5 

Nonbank�' 0.2 3.4 - 1 .3 4.9 4.0 1 .\1 - 24.5 -5.5 -9.0 

Banks -4.9 -4.5 3.3 0. 7  0.0 -9.4 -:!7.2 -3.4 - 1 1 . 5  

Source�: Bank of Japan. Ballllll'l' of Paymems Mo11tlrly. and Bundc,bank. Mo1111Iiy Rl'fWrl. Supp/eml'/11 3. 
' Including errors and omi�sionl>. 
! Figures converted to dollars at average exchange rate!>. 

Table 27. Selected Regional Payment Flows, 1985-87 

(In billion!> of U.S. dollar�) 

Vis-a- Vis the United States Total 
1985 1986 1987 1985 1986 1987 

.Japan 

Current balance 4 1 .7 53.!! 56.7 49.2 85.8 87.0 
Direct investment - 2.0 - 7 . 8  - 9.0 -5.8 - 14.3 - 18.4 

Other long-term capital - 3 1 . 1  -57.9 -52.0 - 58.7 - 1 17.:! - 1 18.2 

Germany, Fed. Rep. of' 

Current balance 15.6 2:U 2 1 .9 16.4 39. 1 45.0 

Direct investment -2.9 - 5. 1 3.7 - 4. 1 -8.3 -7.2 

Other long-term capital - 1 . 8  1.6 - 1.6 - 0.5 :!3.6 -5.9 

Sources: Bank of Japan. Bnla11n' <!f Payme111s Momltly. and Bundcsbank. Mo11rlll1· Bulleti11. Supp/eme11t 3. 

' Converted to U.S. dollars at average exchange rate�. 

ing the stability of the banking system. In addition. 
both countries have long-term bond markets that 
are deeper and more flexible than short-term money 
markets. The similarities appear to have led both 
countries to eliminate most foreign exchange risk 
from the banking system and to channel such risk 
predominantly through markets for long-term 
instruments. 

Japan and Germany have differed in terms of the 
degrees of integration between domestic and off
shore financial centers. with Japan having been less 
integrated and having a shorter tradition of use of 

offshore centers. Although technology has reduced 
the importance of this difference. it has not disap
peared altogether. In addition. the two countries 
differ in terms of the legal segmentation of financial 
activities: Japan largely separates banking. securi
ties, and trust operations among independent insti
tutions while Germany allows most operations within 
a single institution. As a result. banks, which are 
regulated not to assume foreign exchange risk. play 
a larger role as financial intermediaries in Germany 
than in Japan. These two differences appear to have 
led to Japan's having a relatively larger proportion 
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of exchange risk borne by residents. A more detailed 
examination of the financial system in the two 
countries may help to explain how these institutional 
differences have led to different capital account 
structures. 

Japan 

Most intermediaries in Japan have increased the 
share of foreign securities in their portfolios in recent 
years (Table 28).5 Yet there are important differences 
among groups of investors, related chiefly to whether 
institutions are involved in maturity transformation 
of external funds or currency transformation of 
domestic funds. 

Commercial banks in Japan have been involved 
chiefly in maturity transformation of external funds. 
This is reflected in the form of large short-term 
external borrowings and purchases of foreign se
curities by banks. That is. Japanese banks have 
borrowed short-term funds overseas in foreign cur
rencies and have invested funds in long-term instru
ments overseas in foreign currencies. This behavior 
reflects a combination of two factors: prudential 
regulations that limit banks' net foreign exchange 
exposure6 and the relatively limited availability of 
attractive yen-denominated foreign investments.7 

In contrast to banks. a number of Japanese insti
tutions are highly active in currency transformation, 
that is, holding foreign, dollar-denominated assets 
to back domestic, yen-denominated liabilities. The 
most important of these institutions are the trust 
banks. which act as fiduciaries for pensions and 
other types of trust accounts, and the life insurance 
companies. neither of which faces regulations on 
matching foreign currency assets and liabilities. By 
their nature trust banks and insurance companies 
have traditionally matched a long-term liability 
structure with a long-term asset structure. with 
relatively less attention given to short-term ex-

� The private nonfinancial sector ha� also increased its holdings 
of foreign assets. 

• These regulations allow for such intermediation so long as 
the difference between assets and liabilitie!> (regardless of ma
turity) in foreign currency does not exceed prescribed limits. 

7 Such activity might in certain cases be related to the recycling 
of current account earnings. If. for example. a Japanese exporter 
deposited export proceeds in dollars with the London office of 
a Japanese bank. which then redeposited them in Tokyo. which 
in turn. acquired dollar-denominated assets. such a!> U .S. Trea
sury bills. to back the dollar deposit. then recycling would have 
occurred. However. evidence from elsewhere suggests that such 
activity has been limited. The extensive foreign purchase� by 
other institutions without extensive foreign liabilities imply that 
much of the capital flows involving banks are not related to 
domestic flows of funds. 
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change rate prospects.� Moreover. accounting rules 
that favor high-coupon investment have made for
eign securities investment more attractive, given 
the higher coupons available on foreign securities 
in recent years. Insurance companies have been 
affected by liability risks that are in some ways 
peculiar to Japan, especially the risk of earthquakes 
in major metropolitan centers. Thus companies have 
an incentive to diversify into foreign currency assets 
that would allow them to sustain operations if such 
domestic risks were to materialize. In the public 
sector. an active investor in foreign assets in recent 
years has been the Postal Life Insurance System, 
which also has a long maturity structure for liabili
ties. Other institutional investors with increasing 
foreign investments include the securities invest
ment trusts. which are mutual funds usually admin
istered by the subsidiaries of securities companies, 
and the thrift institutions, acting either directly or 
through central organizations. 

The Federal Republic of Germany 

In Germany. in contrast to Japan, banks appear 
to have been the major vehicle for recycling German 
current account surpluses, but they have acted 
indirectly through offshore banks (Table 29). Lend
ing to other banks as a proportion of the assets of 
German banks has grown steadily through the 1980s; 
much of this growth has been accounted for by 
lending to foreign banks, which has risen from 14 
percent of all lending to banks in 1981  to 22 percent 
in 1988. Investments in nonbank foreign securities. 
however. have declined as a portion of total in
vestment in securities. On the liability side, no major 
increase of foreign exposure has occurred: indeed, 
deposits from foreign banks have declined slightly 
as a proportion of interbank deposit liabilities. Be
hind these developments lie currency exposure reg
ulations that are stricter than those in Japan. In 
Germany, the regulations prohibit net foreign cur
rency positions from exceeding certain limits not 
only across maturities but also in instruments with 
maturities of one month or less and in instruments 
with maturities of six months or less. Thus. recycling 
of current surpluses in German banks occurs in a 
way that expatriates not only much of the currency
transformation activity but also much of foreign
currency maturity-transformation activity. 

The major institutional investors in Gem1any are 
the insurance companies and the investment corn-

• Recently. however. the emergence of new types of accounts 
such as wkf..in (specified money trusts) has shortened trust 
banks' liabil ity structure. 
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Institutional Arrangement 

Table 28. Japan: Investment in Foreign Securities by Banks and Institutional investors, 1981-88 

(At yearend. in percent) 

1981 1982 

Banks' 

Securities/total assets 17.4 16.7 
Foreign securities/total securities 3.3 4.6 

Life insurance companies2 

Securities/total assets 32.2 32.7 
Foreign securities/total securities 14.6 19.2 

Non-life insurance companies' 

Securities/total assets 38.2 40.6 
Foreign securities/total securities 8.1 9.8 

Trust banksJ 

Securities/total assets 23.3 28.3 
Foreign securities/total securities 4.1 4.8 

Securities investment trusts 

Foreign securities/total securities 3.7 2.3 

1983 1984 1985 

16.4 15.8 15.4 
5.5 8.4 12.7 

34.5 35 . 1  35.2 
22.4 25 . 1  24.6 

43.4 44.9 44.9 
14.2 17.7 18 . .5 

31.4 36.4 38.7 
6.4 7.3 14.0 

2.0 5.7 10.3 

1986 

15.9 
14.2 

41.0 
28.1 

47.0 
20.7 

44.1 
1 7 . 1  

17.5 

1987 

16.0 
14.0 

44.1 
28. 1 

48.2 
19.6 

47.5 
16.7 

14.0 

1988 

16.7 
12.6 

46.7 
15.3 

14.4 

Sources: Bank of Japan. Economic Statistics Monthly, and Economic Statistics Annual. various issues. 
' Including banking accounts of trust banks. 
� End of fiscal year. 
' Excluding banking accounts of trust banks and securities investment trusts. 

Table 29. Federal Republic of Germany: Selected Ratios from Balance Sheets of All Banks, 198 1-88 

(Average of month-end data, in percent) 

1981 1982 1983 1984 1985 1986 1987 1988 

Credit to banks 
As percent of total assets 27.6 27.6 27.9 27.7 28.2 30.1 32.1 32.3 

Foreign lending/total lending to banks 13 .9 13.7 12.7 13.7 16.0 19.1 21.7 2 1 . 3  

Credit t o  nonbanks 
As percent of total assets 66.5 66.5 66.3 66.4 65.9 64.2 62.3 62.1 
Foreign credit/total credit to nonbanks 5.2 5.3 5 . 1  5.0 5 . 1  5.2 5 . 1  5.2 

Of which: 
Securities/total assets 2.2 2.3 2.6 2.8 3.2  3.3 3.4 3.7 
Foreign securities/total securities 20.1 18.4 13.4 1 1 . 3  1 1 .8 1 1 .5 10.1  9.2 

Deposits from other banks 
As percent of total assets 24.7 24.4 23.7 23.2 23.4 23.1 23.0 23.8 
Foreign bank deposits/total bank deposits 19.1 18.1 17.7 17.2 17.3 17.0 16.9 17.0 

Source: Bundesbank. Monthly Bulletin, Statistical Tables 1U.2 and 111.3. 

panies. insurance companies perform largely the 
same functions as in Japan. but they have been 
more cautious in their attitudes toward foreign 
investment. Although a small increase in the foreign 
component of their securities holdings has occurred 
in some recent years, the share of all securities in 
total assets has actually fallen. In fact, the largest 
share of insurance company funds is reinvested in 
banks in the form of bank bonds, which are consid
ered to be safer over the long term than foreign 
securities. even when the latter are denominated in 
deutsche marks. In contrast, investment companies 

(Kapitalanlagegesellschaften) have been highly ac
tive in expanding their cross-border portfolios (Table 
30). These companies are similar to the trust banks 
in Japan in that they invest funds on behalf of clients 
(such as corporate pension funds) at yields higher 
than usually obtainable on alternative domestic 
assets but without guarantee of principal. The Ger
man investment companies have aggressively ex
panded the share of foreign assets in recent years. 
I n  the bond component of investment company 
assets, foreign bonds rose from about 7 percent of 
all bond holdings in 1 980 to 3 1-33 percent in 1 985-

87 



©International Monetary Fund. Not for Redistribution

SUPPLEME TARY NOTE 5 

Table 30. Federal Republic of Germany: Selected BaJance Sheet Ratios for Investment Companies. 1981-88 

I Average:. of month-end data, in percent 1 
1981 1982 

Bonds 
A' percent of total holdings 62.0 69.3 

Foreign bonds/total bonds 14.7 21.5 

Equities 

As percent of total holdings 29.8 24.1 

Foreign equitie�/total equities 16.2 1:?..8 

Source: Bundesbank. Monrh/y Bullerin. SupplemenT 2 .  Table 2 1 .  

87. and surged to almost 44 percent in late 1988. In 
the equity component. a similar expansion of the 
foreign share has occurred. 9 

Fundamental Factors 

U ndcrlying the statistical and institutional facts 
described above have been a number of fundamental 
forces that have increased capital flows before 
adjustments to relative return. These have included 
factors that reduced costs (owing to both techno
logical progress and deregulation) and factors. such 
as demography. that changed portfolio preferences. 

Financial Market Integration 

l n  the previous section. it was noted that investor 
groups in Japan and Germany have increased the 
share of foreign securities in their portfolios. How
ever. this development is not limited to surplus 
countries.to The growing integration of financial 
markets and the sharp fall of data processing and 
telecommunications costs have encouraged inves
tors in many countries to diversify portfolio across 
borders. thus reducing the importance of physical 
proximity to offshore centers. The experience gained 
through such transactions has also altered the be
havior of investors: a given set of asset prices would 
now lead to an asset allocation different from what 
it would have been severaJ years ago, because agents 
are more aware of opportunities abroad. By way of 
illustration. until the mid-1970s Japanese life insur
ance companies had virtually no foreign securities 

• h i� interesting to note that. in contrast with the case of 
their Japane!>e counterparts. the maturity structure of liabilities 
does not appear to have been an important determinant of the 
bchavior of German institutional investors. 

'" E.P. Davis. Financial Mar/..er Acril·iries of Life ln.'illrance 
Companies and Pension Funds. Economic Pap�r No. 2 1  (Basle: 
Bank for International Settlements. January 1988) reports a 
substantial increase in foreign asset holdings by insurance 
companies and pension funds in the United Kingdom. 
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1983 

66.1 

13.9 

27.4 

2 1 . 3  

1984 1985 1986 1987 1988 

n6.� 66.9 63.4 66.2 70.7 
26.3 33.2 3 1 . 7  30.9 39.9 

:?.7.2 :!6.7 29.8 :?.6.1 2 1 . 1  

25.4 21.9 :?.1.9 '12.1 '13.3 

in their portfolios. l n  the late 1 970s. however. they 
·'discovered" foreign securities markets; at first. 
they entered the unfamiliar area quite cautiously. 
but with time they began to invest quite aggressively. 
The recent surge in foreign secudties purchases by 
German investment companies and the increase in 
foreign lending by German banks may also be 
attributed in part to growing financial market 
integration. 

Deregulation 

The relationship between deregulation and the 
growth of international capital flows is complex. 
with causality running in both directions. The heav
ily regulated environment of the 1960s and 1970s 
resulted in pressure to deregulate capital flows 
because of the large yield differentials that built up 
during times of economic shocks. As the increasing 
size of these flows disrupted the financial environ
ment. authorities often responded with deregulation. 
which had the effect of reducing costs for those who 
had so far stayed out of international markets. 

I n  some respects. Japanese and German experi
ences with capital account regulation have been 
similar. Both countries abandoned such regulations 
as a policy tool by the turn of the 1980s. Prudential 
regulations and monetary control mechanisms have 
also been adapted to correspond to new market 
structures. l n  turn. these changes have encouraged 
freer flows of capital across borders. 

One important example of regulatory changes that 
affected the capital flows in the last decade was that 
affecting Japanese pension trusts and the Postal Life 
Insurance Fund. In 1979. with a regulation change 
the pension trust accounts at trust banks were 
aJJowed to hold foreign currency assets up to 10 
percent of their total assets. 1 1  In 1983. the PostaJ 

" This 10 percent ratio was raised in 1986. fir,t to :!5 percent 
and then to 30 percent. 
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Life Insurance Fund started investment in foreign 
securities. These changes resulted in the emergence 
of a substantial amount of additional Japanese sav
ings eligible for foreign investment that had not 
been available before 1979. 

Shifts of Funds Among Intermediaries 
Both Japan and Germany have seen shifts in the 

distribution of assets and liabilities among financial 
intermediaries over the last decade. The direction 
of shift has been away from banks and toward 
institutional investors and has taken the form of 
increases in the shares of pension funds and life 
insurance companies (Table 3 1  ). Declining birth 
rates and the prospects for rapid aging of the 
population are pa11ly responsible for these shifts. 
with growing awareness of the need to supplement 
the public pension systems' retirement provisions. 
In Japan. the shift of asset composition toward 
nonbank institutional investors is also related to the 
relatively high interest rates they offer to savers 
under the current regulated interest rate structure. 
With interest rate deregulation progressing rapidly. 
however, this factor will presumably be less impor
tant in the future. l n  Germany. the universal banking 
system and the absence of interest rate controls 
have reduced considerably the influence of such 
factors. 

The effects of these shifts have differed between 
the two countries because of different portfolio 
preferences of institutions. l n  Japan. it seems likely 
that the preference for foreign assets of the financial 
sector as a whole has risen as funds shifted from 
institutions with relatively low preference for such 
assets (banks) to those with relatively high prefer
ence (insurance and trusts). ln Germany, however. 
it would appear that this effect has been small, since 
the shift toward insurance may have mostly redi
rected the path through which savings flow into 

Conclu<>ions 

banks, while the increase of funds at investment 
companies has been relatively small. 

Conclusions 

Although both Japan and the Federal Republic of 
Germany have large current account surpluses. 
there are some interesting differences in the struc
ture of their capital accounts. One difference is that 
Japanese banks. unlike German banks. conduct 
maturity transformation in U.S. dollars. Another 
difference is that the nonbank financial sector in 
Japan conducts considerable currency transforma
tion. while the German nonbank financial sector 
does less. These differences are attributable both to 
regulations and to the structure of the financial 
system. especially to the difference in regulations 
concerning foreign exchange exposure of banks and 
to the difference in degree of segmentation of finan
cial activities. 

Certain fundamental forces-not unique to Japan 
and Germany-have also affected portfolio prefer
ences and capital flows. Important among these 
forces have been financial market integration. de
regulation, and shifts of funds among intermediaries 
owing to demographic and institutional factors. 
Some of the factors. such as the shift of fund� to 
insurance and pension funds in order to prepare for 
an older population, will probably continue for some 
time. However. some of the other factors that have 
led to capital outflows from these countries are no 
doubt transitory. For instance, as the exposure of 
groups of investors in foreign markets grows. their 
pent-up demand for foreign securities will ease. 
Moreover, the effect of deregulation on the availa
bility of new funds for investment in foreign secu
rities will no doubt taper off. Finally, the relatively 
rapid growth of the balance sheets of institutional 
investors with higher propensities to invest overseas 
is unlikely to continue at recent rates. 

Table 3 1 .  Japan and the Federal Republic of Germany: Asset Shares of Private Financial Institutions, 1981-87 

(At yearend. in percent) 

1981 1982 1983 1984 

Japan 

Bank!. and other depository instilution� 1 82.7 !! 1 . 6  80.5 79.4 
Insurance 8 . 1  8.4 8.6 8.8 
Trust banks� 9.3 10.0 10.9 1 1 .7 

Germany. Federal Republic of 

Banks and other depository institutions 87.7 87.0 86.5 86 0 
Insurance IO.R I U  1 1 .7 12.0 
I nve�tment companie� 1 .5 1 .6 1 .8 2.0 

Sources: Bank of J apan . Economic S111ristic.1 Annual. and Bundesbank. Monthly Report Supplement 2. 
1 Includes banking accounts of trust banks and all accounts of thrift instillltions. 
� Includes �ecurities investment trusts. 

1985 1986 1987 

78.7 75.9 73.9 
9.2 9.7 10.2 

1 2 . 1  14.4 15.9 

85.3 84.7 84.3 
12.2 12.5 12.7 
:!.5 2.8 3.0 

89 
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Recent Exchange Rate Developtnents in the 
l\1ajor Industrial Countries 

This note reviews exchange rate developments in 
the Group of Seven major industrial countries during 
1988 and early 1 989. Three main developments may 
be noted. 

First, the realignment of the major currencies 
associated with Lhe general depreciation of the U .  S. 
dollar-the main feature of Lhe three preceding 
years. 1985-87-was halted. I n  early March 1989, 
the value of the U.S. dollar was higher than at the 
end of l 987 in terms of each of the other major 
currencies except the Canadian dollar. Its nominal 
effective appreciation over this period. at 6Y2 per
cent, represented, however. only a small fraction of 
its preceding decline; and movements in its overall 
external value showed no clear trend for the first time 
since 1980. The increased stability of the U.S. dollar 
was accompanied by greater stability in the Japanese 
yen: the yen's nominal effective exchange rate rose 
by only 1 Yz percent between the end of 1987 and early 
March 1989. compared with a rise of 19 percent over 
the preceding 12-month period. 

Second. the weakest of the major currencies in 
1988-and the only ones to depreciate in effective 
terms-were the deutsche mark and the other curren
cies participating in the exchange rate mechanism 
(ERM) of the European Monetary System (EMS). 
Between the end of 1987 and early March 1989, the 
deutsche mark depreciated by 6 percent in nominal 
effective terms, and by 17 percent vis-a-vis the U .S. 
dollar. Within the ERM, the parities established in the 
realignment of January 1987 remained intact; tensions 
that arose were relieved partly by differential adjust
ments in interest rates. 

Third. beginning in March 1988 the pound sterling 
was allowed to appreciate vis-a-vis the deutsche mark. 
after a period of about a year in which it had been 
maintained within a narrow range just below OM 3.00. 
Subsequently, upward pressure on sterling was re
versed as the external current account of the United 
Kingdom deteriorated sharply: but Lhe pound's exter
nal value was broadly maintained as interest rates in 
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the United Kingdom were raised by more than in any 
of the other major countries. Thus, in early March 
1989. sterling's nominal effective value was Y1 percent 
higher than at the end of 1987. 

The next section describes exchange rate movements 
in 1988 and early 1989 against the background of the 
realignment of currencies over the preceding Lhree 
years. The third section discusses the major influences 
on recent exchange rate developments, with the sta
bilization of the dollar providing the main focus. The 
fourth section examines the general weakness and 
cohesion of the ERM currencies in 1988, while the 
final section discusses the behavior of sterling. 

Realignment of Major Currencies and 
Stabilization of U.S. Dollar 

As 1987 ended and 1988 began, the U.S.  dollar 
traded at postwar lows against the Japanese yen 
and the deutsche mark. Its value in terms of these 
and the other major currencies had been declining 
for almost three years, and the nominal effective 
exchange rate of the dollar at the end of 1987 was 
42 percent below the peak of February 1985.1 The 
depreciation of the U .S. dollar over this period had 
been relatively uniform against the other major 
currencies except the Canadian dollar. Against the 
latter. it had fallen by 7 percent: otherwise. its 
nominal declines had ranged between 44 percent in 
the case of sterling and 54 percent against the yen 
and the deutsche mark. In real effective terms
after adjustment for relative movements in normal
ized unit labor costs-the dollar's depreciation be
tween early 1985 and late 1987 had also been of the 
order of 40 percent (Chart 28). The real effective 

1 Thb b m term!. of an mdex which mea�ure� changes in the 
value of the dollar against the currencies of 17 other industrial 
countries. with weights based on the Fund'-; Multilateral Ex
change Rate Model. 
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Currency Rt!alignmenl 

Chart 28. Major Industrial Countries: Monthly Average Nominal and Real Effecth:e Exchange Rates, 1980-89 

(lndice�. 1980 = 100; loganlhmtc �cale�) 
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value of the dollar in late 1987 was about 6 percent 
lower than the previous trough in 1 980. and also 
lower than at any other time in the post war 
period. 

Because of differences in trading patterns among 
countries. the changes in the effective exchange 
rates of the non-dollar currencies over 1985-87 had 
been much less uniform than the changes in their 
bilateral dollar rates. Thus whereas the yen had 
appreciated by 46 percent in nominal effective terms. 
the effective appreciation of the deutsche mark had 
amounted to only 20 percent. The difference reflects 
the greater relative importance in Japanese trade of 
the United States and other countries with curren
cies linked to the U .S.  dollar. Even more strikingly. 
the nominal effective appreciation of the French 
franc between early 1985 and late 1987 had amounted 
to only 5 percent. while the effective exchange rates 
of sterling and the Italian lira had barely changed: 
and the Canadian dollar had depreciated in nominal 
effective terms by 10 percent. Such differences also 
exist when the effective exchange rates are mea
sured in real terms, although they are somewhat 
reduced. They indicate how the realignment of 
currencies associated with the dollar's general de
preciation over 1 985-87 had entailed disparate 
movements in the effective exchange rates of non
dollar currencies. 

Through 1988 and the early part of 1989. move
ments in the external value of the U .S. dollar showed 
no clear trend for the first time since 1 980. (Chart 
29.) The dollar's nominal effective exchange rate 
fluctuated within a relatively narrow range, reaching 
a peak in mid-August 1 1  percent above its end-1987 
low. but falling to troughs within 2 percent of that 
low in mid-April and early December. At the end 
of the period. in early March 1989, the dollar was 
close to the middle of this range. Between the end 
of 1987 and early March 1 989, tbe U . S .  dollar 
appreciated by 16 to 1 8  percent against the deutsche 
mark, French franc, and Italian lira. by 8 Y:! percent 
against the pound sterling. and by 6 percent against 
the Japanese yen (Table 32): a depreciation of 8 percent 
against the Canadian dollar helped to limit the U .S.  
dollar's nominal effective appreciation over the period 
to 6Y2 percent. 

Over this period, the effective depreciation of the 
deutsche mark and the other currencies participating 
in the ERM of the EMS was limited to a range of 5-
8 percent la1 gely by the stability of currency relation
ships within the ERM itself. Each of the other non
dollar currencies appreciated in effective terms-the 
yen and sterling by around I percent, and the Canadian 
dollar by 12  Y� percent. 
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Major Influences on Recent Exchange Rate 
Developments 

First, exchange rate developments in 1 988 and 
early 1989 occurred against a background of policy 
coordination by the Group of Seven countries. a 
key objecti1•e <�{ 11·hich was greater exchange rate 
stability. This objective had first been stated for
mally in the Louvre Accord of February 1 987, which 
had incorporated an agreement among the govern
ments of the Group of Seven countries "to cooperate 
closely to foster stability of exchange rates around 
current levels." The priority attached to exchange 
rate stability had subsequently been put in doubt 
by the equity market collapse of October 1987 and 
the policy responses that followed. On December 
22, 1987, however. the finance ministers and central 
bank governors of the Group of Seven countries 
reaffirmed, in a joint statement, the "basic objec
tives and economic policy directions" of the Louvre 
Accord. With regard to the major currencies. the 
Group of Seven "agreed that either excessive fluc
tuation of exchange rates, a further decline of the 
dollar. or a rise in the dollar to an extent that 
becomes destabilizing to the adjustment process. 
could be counter-productive by damaging growth 
prospects in the world economy. They re-empha
sized their common interest in more stable exchange 
rates among their cun·encies and agreed to continue 
to cooperate closely in monitoring and implementing 
policies to strengthen underlying economic funda
mentals to foster stability of exchange rates. In 
addition. they agreed to cooperate closely on ex
change markets." 

The objective of exchange rate stability was re
stated in similar terms at the Group of Seven 
meetings in Washington in April 1 988. and at the 
Toronto economic summit in June. The communique 
issued by the Group of Seven at the September 
meetings in Berlin stated the same objective as 
follows: · 'Ministers and Governors emphasized their 
continued interest in stable exchange rates among 
their currencies. Therefore. they reaffirmed their 
commitments to pursue policies that will maintain 
exchange rate stability and to continue to cooperate 
closely on exchange markets . · ·  

The agreed and publicly declared policy objective 
of exchange rate stability-which conrrasts with the 
objective of orderly dollar depreciation pursued by 
the major industrial countries in the period following 
the Plaza Agreement of September 1 985-may well 
have influenced exchange market behavior in 1988 
through effects on expectations as well as through 
actual policy adjustments. 
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Margin Influence 

Chart 29. Major Industrial Countries: Nominal Effective Exchange Rates, 1987-891 
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Table 32. Exchange Rate Developments, February 1985-March 1989 

Feb. 26. 1985 <Dollar peak) 
Feb. 20. 1987 (Louvre Accord) 
Dec. 3 1 .  1987 (Dollar trough) 
Aug. 10, 1988 ( 1988 Dollar peak) 
Mar. 1-10, 1989 (Average) 

Percent changes in value of 
U.S. dollar to Mar. 1-JO, 1989 

From Feb. 26. 1985 
From Feb. 20, 1987 
From Dec. 3 1 .  1987 

u.s. 
Dollar 

Japanese 
Yen 

261.20 
153.82 
1 2 1 .40 
134.7:! 
128.54 

-50.8 
- 16.4 

+5.9 

Deuhche French Pound Italian Canadian 
Mark Fmnc Sterling Lira Dollar 

(Bilateral rate\ t•i,\·Ci-t•i,, U.S. clol/nr' �) 
3.4690 10.6145 1 .0430 2 1 5 1 . 5  1.3970 
1.8307 6.0950 1.5290 130 I .  7 1.3320 
1.5790 5.3500 1 . 8715 1 1 68.0 1.3015 
1 .920.'\ 6.4887 1.6875 1416.7 1 . 2200 
1 . 8492 6.2848 1 . 7232 1360.1 1 . 1965 

-46.7 -40.8 - 39.5 -36.8 - 14.4 

+ 1 .0 + 3 . 1  - 1 1.3 +4.5 - 10.2 
+ 17.1  + 17.5 +8.6 + 16.4 - 8. 1  

(Nominol effectit·e exclrcl/lge rote IMI::RMJ indices (1980= 100)�) 
Feb. 26. 1985 (Dollar peak) 
Feb. 20. 1987 rLouvre Accord) 
Dec. 3 1 .  1987 (Dollar trough) 
Aug. 10. 1988 ( 1988 Dollar peak) 
Mar. 1-10. 1989 (Average) 

Percent changes to Mar. 1-10. 1989 

From Feb. 26. 1985 
From Feb. 20. 1987 
From Dec. 3 1 .  1987 

167.7 124.3 
1 1 1 . 2  165.4 

97.4 193.5 
107.3 189.7 
103.6 196.2 

- 38.2 +57.8 
-6.8 + 18.6 
+6.4 + 1 .4 

1 Currency units per U.S. dollar. except for sterling. 
1 Based on mid-day quotations in London. 

Second, official intervention in foreign exchange 
markers in support of the Louvre Accord was 
reported frequently in 1 988 and early 1989. The 
influence of reported intervention on exchange rate 
developments appeared to derive partly from its 
effects on market perceptions of official objectives. 
It often seemed to be interpreted by market partic
ipants as indicating limits of exchange rate variation 
considered appropriate by the authorities of the 
Group of Seven countries, and it also sometimes 
appeared to be seen as demonstrating the serious
ness of official exchange rate objectives. 

There were three episodes in which concerted 
intervention in support of the dollar was reported. 
In early January 1988, large-scale intervention ap
peared to be important in arresting the decline of 
the dollar, and also appeared to make a lasting 
impression on market perceptions of the importance 
attached to the objective of exchange rate stability.� 
The two other concerted support operations, ap
parently of more limited scale. were reported during 
periods of dollar weakness in rnid-April and mid
November. On the other hand. concerted official 

: In the first two trading days of the year. purchases of dollars 
by the monetary authorities of the major industrial countries 
were reported as amounting to almost $4 billion. which was 
large even by the standards or the intervention reported i n  1987. 
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90.6 65.1 73. I 67.0 105.1 
114.7 76.9 n.o 72.1  93.1 
118.3 78.5 78.8 71 . 1  90.3 
109.9 72.6 79.7 67.4 100.2 
I l l .  I 7'2.9 79.2 67.3 101.4 

+ 22.6 + 1�.0 +8.3 +0.4 - 3 . 5  
- 3 . 1  - 5 . �  + 10.0 -6.7 +8.9 
- 6 . 1  - 7 . 1  +0.5 -5.3 + 12.3 

sales of dollars were reported on a number of 
occasions between late June and late September, as 
the dollar rose to within 4 percent of its effective 
value at the time of the Louvre Accord. and above 
its Louvre levels in terms of the deutsche mark and 
other EMS currencies. Concerted intervention to 
resist upward pressure on the dollar was also re
ported on several days in January and early February 
1989, even though the currency was then at lower 
levels than in the summer. 

ln 1988 and early 1989. therefore, concerted 
intervention was reported in both directions vis-a
vis the U .S. dollar. lndeed, data on reserve changes 
suggest that official purchases of dollars in 1 988 
were closely balanced by official sales (Chart 30). 
Thus the foreign exchange reserves of all countries 
other than the United States increased by $15 billion 
in 1 988. and roughly two thirds of this-about $ 1 0  
billion-is likely t o  have been accounted for by 
accumulation of U .S.  dollar assets.3 Since U .S.  
balance of payments data show that the official 
reserve assets of the United States itself grew by 
$4 billion in 1988. net official purchases of dolJars 
by all countries are likely to have been quite small-

' Sec International Monetary Fund. Annual Report (Washing
ton: lntemational Monetary Fund. August 1988). Appendix I. 



©International Monetary Fund. Not for Redistribution

Chart 30. Major Industrial Countries: Changes in 
Foreign Exchange Reserves, 1985-89 
(In btllions of U.S. dollars) 
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1 Data beyond October 1988 not currently available. 

Margm Influence 

as small as $6 billion-over the year. This is in 
sharp contrast to 1987. when net official purchases 
of dollars by all countries apparently almost matched 
a $ 1 54 billion U . S .  current account deficit.4 More
over, the foreign exchange reserves of the Group 
of Seven. excluding the United States, increased by 
less than $3 billion in 1988. so that official transac
tions by the Group of Seven as a whole may actually 
have involved net sales of dollars. 

It may also be noted that in 1988 reserve changes 
were more uneven among the Group of Seven 
countries than in 1987. partly reflecting the greater 
diversity of exchange market pressures. Thus the 
foreign exchange reserves of Canada, whose cur
rency was the strongest in the Group of Seven in 
1988. grew by $7 billion. an increase of 1 1 7 percent. 

Japan's reserves also increased. by $15 billion or 
20 percent. Meanwhile the foreign exchange re
serves of Germany and France. whose currencies 
were among the weakest, declined by $20 billion 
and $7 billion. respectively. The decline in Germa
ny's reserves in fact offset more than two thirds of 
that country's reserve accumulation in 1987. 

The feasibility of official exchange rate objectives 
in 1988 and the effectiveness of official exchange
market operations in their support were dependent
as is generaUy the case-on developments in eco
nomic fundamentals and in other objectives and 
instruments of economic policy. Thus. the third 
major influence on exchange rates in 1988 and early 
1989 was the accumulation of evidenre relating to 
the adjustment of the external imbalances of the 
three major industrial economies-especially the 
current account deficit of the United States-in the 
wake of the currency realignment of 1985-87. The 
most influential development was the appearance in 
the first half of 1988 of data indicating that a decisive 
t urnaround in the nominal U . S .  trade deficit had 
begun. In real terms, the U . S .  current account deficit 
had already peaked in the third quarter of 1986. and 
a turnaround in the nominal deficit. after the working 
out of the usual lags, had been generally expected. 
Through 1987. however. the market· s expectations 
had been repeatedly disappointed as monthly trade 
figures failed to show any progress in nominal terms. 
In the first seven months of 1988. in contrast. all 
but one of the monthly sets of trade figures re
leased-relating to the period from November 1987 
to May 1988-were received positively by the mar
kets. because they appeared to indicate that a decline 

• This inference is drawn from the fact that the foretgn 
exchange reserve:; of all countries other 1 han the United State� 
grew by $204 billion in 1987. roughly two thirds of which may 
be assumed to have taken the form of U.S. dollar assets, whtle 
the official reserve assets of the United States itself declined by 
$9 billion. 
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in the nominal deficit was finally under way.� These 
<.lata seemed to provide support for the dollar in this 
period by encouraging a favorable reassessment of 
its likely future path and of the feasibility of the 
policy objective of exchange rate stability. 

Some concern about progress in reducing the 
U.S. external deficit subsequently reemerged. as 
the trade figures released between August 1988 and 
February 1989 (covering the period between June 
and December 1988) failed to show a sustained 
decline. The data released in August and October. 
in particular. showed increases in the monthly deficit 
that in the first case restrained the appreciation of 
the dollar during the summer and in the second case 
contributed to its decline in October and November. 
The dollar's weakness in November also seemed to 
be related to a pessimistic reassessment by the 
markets of prospects for reducing the fiscal deficit 
in the U nited States in the light of the results of the 
presidential and congressional elections. 

Also in the latter part of 1988, it became increas
ingly apparent that the narrowing of the external 
surpluses of Japan and Germany had stalled. This 
may have reinforced concerns about the pace of 
adjustment and about the sustainability of the ex
change rates among the three major currencies. and 
may have contributed to the downward pressure on 
the dollar in October and November. 

The fourth set of factors influencing exchange 
rate developments in 1 988 and early 1989 comprised 
the unforeseen strength of economic actil'ity in the 
industrial economies, the pressures on resource 
utili::.ation which emerged in the United States. the 
monetary policy responses to these developments, 
and the consequenc.:es for interest rare differentials 
among the major currencies. 

As fears of recession abated during the first 
quarter of 1988, the general decline in market interest 
rates that had begun in October 1987 ended. and 
rates began to move up in a number of countries. 
In late March. the Federal Reserve took the first in 
a series of steps to tighten monetary conditions; 
these eventually entailed an increase of about 3 
percentage points in U .S.  short-term interest rates 
between late 1987 and early March 1989. Except in 
Canada, tightening measures by other monetary 
authorities were less evident until June 1988. when 
key interest rates were raised in Germany and the 
United Kingdom. In the remainder of the period to 
early March 1989, there was a general upward 

' The exception was the daw for February 1988 relea!>ed in 
April. The�e contributed to the dollar's weakness in mid-April 
whach. as noted above. gave rise to concerted intervention at 
that time. 
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movement in short-term interest rates-ranging from 
about half a percentage point in Japan lO sv� per
centage points in the United Kingdom-accompanied 
by greater stability in long rates. 

These movements in interest rates entailed mixed 
changes in interest differentials. Chart 3 1  shows that 
nominal short-term interest differentials moved clearly 
in favor of the U .S. dollar vis-a-vis the yen. the French 
franc. and the Italian lira through most of the period 
from March 1988. However. short-term differentials 
between the U .S. dollar and the deutsche mark barely 
changed over 1988 as a whole. while corresponding 
differentials moved in favor of the Canadian dollar and 
sterling vis-a-vis the U .S. dollar, markedly so in the 
case of sterling. Long-term differentials were virtually 
unchanged over the period as a whole. apart from the 
relative decline of long rates in France. Chart 32 
provides a composite picture which suggests that short
term differentials in real terms changed moderately in 
favor of the dollar vis-a-vis the other Group of Seven 
currencies on average over 1988. 

This evidence suggests that movements in interest 
differentials may to some extent help to explain the 
stabilization and strengthening of the U .S. dollar in 
1988. particularly in relation to the Japanese. French.  
and Italian currencies. They may also have contributed 
to the exceptional strength of the Canadian dollar and 
to the relative stability of sterling. However. changes 
in interest differentials do not help to explain the 
weakness of the deutsche mark. particularly in relation 
to the yen. lt is also notable that there was a much 
more marked movement in interest differentials in 
favor of the dollar in 1987. but that the dollar was 
nevertheless weaker then than in 1988. 

Observed movements in interest differentials. how
ever, probably fail to describe fully the channels 
through which relative changes in the stance of mon
etary policy affected exchange rate developments in 
1988. l t  is likely that the actual steps taken toward 
monetary restraint. together with official policy pro
nouncements and other indications of policy intentions. 
affected exchange rates also through their influence 
on expectations about policy reactions, particularly in 
the United States. Thus as fears of recession gave way 
in the spring of 1988 to concerns about a possible 
revival of inflation. the likelihood increased that any 
significant depreciation of the dollar would be firmly 
resisted by the Federal Reserve. With employment 
and capacity utilization in the United States rising 
close to levels that had been associated in the past 
with rising inflation, the Federal Reserve gave increas
ing emphasis to the primacy of inflation control among 
its objectives. and made clear its sensitivity to the 
dangers of overheating and to the counterproductive 
effects on inflationary pressures of further dollar de-
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Chart 3 1 .  Major Industrial Countries: Bilateral Exchange Rates and lntert\t DifTcrentials 'is-a-liS L'.S. Dollar. 
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Chart 32. Major Industria! Countries: U.S. Dollar 
Exchange Rates and Real Interest Rates 1980-89 
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' Month!} average interest rate on money market instrument;, of 
about 90 days maturity deflated by the private domestic demand 
defta10r. Other Group of Seven interest rate is a weighted average 
of individual rates Weights are defined 1n footnote 3 below. 

• U .S. real short-term interest rate minus other Group of Seven 
real short-tenn interest rate 

• The NU LC adjusted dollar i� a weighted average mdex of the 
exchange value of the U .S. dollar against the currencies of the other 
Group of Seven countries. where nonunal exchange rates are 
multiplied by the relative normalized unit labor costs in manufac
turing. Weights are proportional to each country'<; share of world 
trade in manufacturing dunng 1980. 

preciation.6 As a result. the markets appeared to revise 
their expectations concerning the likely policy re
sponses to pressures on the dollar. and this may have 
contributed to the currency's strength between June 

., The Federal Reserve's concerns were expre%ed. for ex
ample. in Chairman Greenspan's testimony to Congress m July. 
They were subsequently demonstrated in August by an increase 
in the discount rate at a time of dollar strength. ln addition. the 
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and August. when movements in some interest differ
entials were unfavorable. To the extent that resistance 
to dollar depreciation now seemed more likely. and 
resistance to dollar appreciation less so. the attrac
tiveness to investors of the relatively high nominal 
returns on dollar assets may have been enhanced even 
without a favorable change in relative interest rates. 

Conversely in the fall. when there were some indi
cations that the pace of expansion in the United States 
had moderated. expectations of further tightening by 
the Federal Reserve appeared to subside. contributing 
to the weakening of the dollar at that time. 

Finally. the particular strength of the Canadian 
dollar in 1988 may be attributed partly. as indicated 
above. to a relative increase in Canadian interest rates. 
This reflected a progressive tightening of the authori
ties· policy stance which may have benefited the 
currency also through its effects on inflation expec
tations. Commodity price developments favorable to 
Canada's balance of payments are likely to have been 
another influence. 

Developments in the European Monetary 
System 

There has been no realignment of EMS currencies 
since January 1987. This is only the second time 
smce the inception of the EMS a decade ago that 
parities in the ERM have been kept unchanged for 
as long as two years.� Stability of parities within 
the ERM has been maintained in spite of divergent 
current account developments within the EMS. with 
Germany's global surplus turning up during 1988 
largely on account of growing bilateral surpluses 
vis-a-vis its European trading partners. 

Tensions within the EMS in 1 988 and early 1989 
seem to have been limited mainly by three factors. 

The first was the stabilization of the U .S. dollar. 
Past experience has shown a tendency for strains 
in the EMS to be greatest in periods of dollar 
weakness. because the deutsche mark is both usually 
one of the strongest currencies in the EMS and. as 
the world's third major currency. the closest sub
stitute in the EMS for the U .S. dollar. In 1988 and 
early 1989. however. the dollar was not generally 
weak; indeed. as noted above, the deutsche mark 
was the weakest of the three major currencies. 
depreciating significantly in spite of a substantial 
decline in Germany's foreign exchange reserves. 

mmutes of the end-June meeting of the Federal Open Market 
Commmee showed that inflation had been restored to the first
priority position among policy variables conditioning inter
meetmg reserve pressure. for the first time smce before the 
October 1987 stock market decline. 

1 The first wa� the period between March 1983 and July 1985 
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The weakness of the mark in 1988 and early 1989 
may have been related to adverse movements in 
short-term interest differentials vis-a-vis the United 
Kingdom and perhaps the United States: but changes 
in other interest differentials were generally favor
able to the mark. as was noted above. Nor do 
current account developments or relative changes 
in inflation rates seem to help in explaining the 
relative weakness of the deutsche mark. One factor 
may have been the increased appeaL in an environ
ment of greater exchange rate stability-including 
greater cohesion within the ER M-of higher nominal 
interest rates in the other major industrial economies 
except Japan. The deutsche mark may also have 
been depressed by a greater availability of direct 
investment opportunities in the faster-growing in
dustrial economies, and by more favorable market 
assessments of Japan's progress in adapting to the 
1985-87 currency realignment. Another influence 
may have been the prospect of the introduction in 
Germany in January 1989 of a withholding tax on 
interest income (announced in late 1987). 

A second factor helping to limit tensions within 
the ERM in 1988 and early 1989 was that the marked 
convergence and genera] decline of inflation rates 
within the system, which began early in the decade. 
were generally sustained. Thus. the differential be
tween inflation rates at the consumer level in France 
and Germany was less than 2 percent in 1988, and 
the corresponding differential between Italy and 
Germany was less than 4 percent:  these differentials 
were the smallest since the early 1970s. This con
tinuing convergence of inflation rates probably con
tributed to the sustainability of EMS parities. 

Third, national monetary authorities within the 
EMS made Clear their commitment to existing par
ities at various times in 1988-by official pronounce
ments, by reported intervention in foreign exchange 
markets. and by interest rate adjustments. While in 
the U nited States and the United Kingdom. interest 
rate changes in 1988 were motivated primarily by 
domestic considerations-more specifically. by con
cerns about the potential inflationary consequences 
of domestic demand pressures-in the ERM coun
tries, interest rate adjustments were mostly in re
sponse to exchange market pressures. A notable 
case was that of France. When, following the general 
elections in May. expectations of an EMS realign
ment dissipated and upward pressure on the French 
franc emerged. the French authorities took the 
opportunity-which they welcomed for domestic 
reasons-to lower interest rates, against the genera] 
trend abroad. by half of a percentage point between 
late May and early July. When, however. interest 
rates abroad subsequently continued to rise. and 

Pressures on Study 

pressure on the franc reversed (owing partly to less 
favorable trade figures and domestic labor unrest), 
the authorities defended the currency by raising 
interest rates by 1 Y2 percentage points between late 
August and mid-January. Most of this increase oc
curred in the course of coordinated adjustments in 
rates in the EMS countries in late August and mid
December 1988 and mid-January 1989. 

Pressures on Sterling 

At times during 1988. the pound sterling was 
subject to particular pressures which illustrated 
the conflicts that can arise between the objective 
of exchange rate stability and domestic monetary 
management. 

For almost a year up to early March 1988, sterling 
was maintained within a narrow range against the 
deutsche mark. at just below DM 3 .00. This was 
interpreted by some observers as part of a strategy 
which would lead eventually to sterling's partici
pation in the ERM of the EMS. After upward 
pressure intensified in the period leading up to the 
budget in mid-March 1988. however. sterling was 
allowed to rise above DM 3.00 for the first time in 
1 8  months. The upward pressure appears partly to 
have been in response to the strong fiscal and growth 
performance of the United Kingdom: it may also 
have been a result of nominal interest differentials 
favoring sterling, particularly in relation to the 
deutsche mark. The U.K.  authorities' decision to 
allow sterling to rise reflected concerns about do
mestic monetary expansion and inflationary pres
sures, including the rate of increase of labor earn
ings. The appreciation that ensued was considered 
by the authorities to represent a tightening of mon
etary conditions. in that it would exert a restraining 
influence on profit margins and wage settlements, 
as well as on import prices. This tightening was 
partly offset subsequently by a lowering of short
term interest rates in three steps of half a percentage 
point each between March and May. to their lowest 
level for a decade. 

In the following months, however. pressures on 
sterling reversed. partly on account of the rise in 
the dollar, but also owing to a rapid and largely 
unforeseen widening of the U.K.  current account 
deficit. With domestic inflationary pressures also 
intensifying, the authorities reversed the earlier 
decline of short-term interest rates in order to slow 
the growth of domestic demand. Between early June 
and late August. shori-term interest rates were 
raised in eight steps by 4 Y2 percentage points. and a 
further increase of I percentage point took place in 
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late November on publication of a record trade deficit 
for October. 

Between the end of 1987 and early March 1989, 

short-term interest rates in the United Kingdom rose 
by 4 percentage points. more than in any of the other 
major industrial countries. This relative tightening of 
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domestic monetary policy contributed to the small 
( v� percent) nominal effective appreciation of sterling 
over the period. with the currency rising by 71/� percent 
against the deutsche mark but declining by 81/2 percent 
against the U .S. dollar. 
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Trade and Financial Services Aspects 
of Cotnpleting the Euro11ean Internal l\1arket 

The 1957 Treaty of Rome. which established the 
European Economic Community <EEC) and fir•a 
laid down the goal of a unified internal market. 
envisaged the elimination of customs duties and the 
abolition of obstacles to the freedom of movement 
for persons. services. and capital. Since then. much 
progress has been made toward the objective of 
creating a common market (such as the abolition of 
internal tariffs and the application of EEC compe
tition law). but some non tariff barriers to the internal 
market still remain. For example. evidence of mar
ket segmentation induced by such ban·iers is pro
vided by the substantial retail price differences 
between member countries. 

The European Commission's 1985 White Paper. 
"Completing the Internal Market.' ·  identified sev
eral categories of barriers to the free flow of goods. 
services, capital. and labor: ( I )  physical barriers. 
notably stoppages at internal community borders 
for customs procedures: <2J technical barrier..,. which 
include different national production standards and 
regulations. discrimination against foreign bids for 
public purchases. and market entry restrictions 
through licensing requirements; and C3) fiscal bar
riers. notably the wide differences in the rate and 
structure of indirect taxes (V AT and cxci'le duties) 
and the consequent need to tax intracommunity 
trade. Restrictive practices are widespread in the 
area of services, in particular road and air transport 
and financial services. Several European Commu
nity (EC) countries also maintain capital restrictions. 
resulting in an inefficient allocation of Community 
savings. 

The Single European Act of 1987, which calls for 
the establishment of "an area without frontiers. in 
which the free movement of good'>. persons. ser
vices. and capital is ensured.·· amounts to a binding 
commitment on the part of the EC countries to 

create a unified internal market by the end of 1992. 

The new act endorses the legislative timetable of 
the Whate Paper published by the EC Commission 
in 1985. and has greatly facilitated the process of 
turning into bindmg legislation the White Paper's 
300 proposed measures to further unify EC markets 
by introducing qualified majority voting into many 
decisions taken by the EC Council of Ministers.' 
The Single European Act also establishes the prin
ctplc of mutual recognition. which empowers the 
EC Council of Ministers to determine that regula
tions of member countries in a certain field are to 
be recognized as effectively equivalent after a min
imal level of cross-country regulatory harmonization 
has been achieved. 

Trade-Related Aspects of the Internal 
Market Program 

The single market program could have important 
effects on the paltern of trade and financial flows 
between the EC and other regions of the world. It 
is anticipated that the removal of restrictions on 
trade and finance within the EC countries will 
generate greater effictency in  a broad range of 
markets as a result of increased competition. These 
efficiency gains in  Lllrn can be expected to lead to 
producLivity gains and to faster income growth. at 
least for a lime. The EC Commission has argued 
that this income growth will stimulate imports into 
the EC. and that the average level of external 

' The introc.luction of voting by quahfiec.J majonty into man) 
c.Jec1sions taken by the Coum:1l wllh regard to ihe creation of 
an internal market repre .. entec.l. in part. a rc\'.:rsal of the so
called · Lu \cmbourg compromi-,c" tlf 19n6 that hac.l estahli�hec.l 
the veto nght of each mt.llvidual member country. However. 
unanimil'r j,.. -,till required on 'uch i<>sue' a' the harmomLallon 
of la" policie' 

1 0 1  
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protection will not be increased. However. to the 
extent that protection consists of nontariff barriers 
(which limit the volume of imports), an expansion 
of income in the EC could have only a small impact 
on community imports. 

Several features of the EC' s foreign trade are 
important for the discussion of the implications for 
other countries of the internal market program . 
Excluding intracommunity trade, which accounts 
for almost one half of EC trade. the EC now accounts 
for almost one fifth of world exports and nearly as 
much of world imports. Trade relations with the 
members of the European Free Trade Association 
(EFT A) are significant, as EFT A countries are 
among the EC's most important trading partners. 
accounting for somewhat more than I 0 percent of 
the EC's exports and imports (Chart 33). The U.S. 
share of EC exports increased in the 1980s, after 
declining in the 1 970s. but its share of EC imports 
has been relatively steady. Japan still accounts for 
a relatively small percentage of EC trade, despite 
steady increases in EC exports and imports. The 
developing countries' share of EC imports has 
declined from over 25 percent in 1965 to less than 
17 percent in 1987, while their share of EC exports 
has also declined, from 23 percent to 17 percent. In 
terms of developing country regions, the Asian 
countries have increased their share of EC imports. 
with Africa and Western Hemisphere regions reg
istering significant declines (Table 33). Nonetheless. 
the EC market remains important for developing 
countries in Africa, as these countries have strong 
links with the industrial countries in Europe and a 
large percentage of their exports is sent to Europe; 
the decline in the African countries· share of the 
EC market primarily reflects their relatively low 
growth rates. 

The potential economic impact of completing the 
internal market by 1992 was evaluated in a report 
published recently by the EC. 2 The report studies 
the direct and the indirect benefits that should accrue 
from the completion of the internal market and 
concludes in the central scenario that over a period 
of five to six years EC GDP could increase by 4.5 
percent and inflation decline by 4.3 percent. I n  
addition t o  the central scenario. the report outlines 
three other scenarios. each assuming fiscal expan
sion in the Community to exploit the easing in the 
external constraint caused by the fall in prices and 
the reduction in public deficits. Under these scen
arios, governments would have to be willing to give 
up some of the gains from fiscal consolidation and 

� .. The EconomiCS of 1992. ··in Europe! ell/ Enmomy ( BrusseJ...J. 
No. 35 (March 1988). pp. 1-219. 
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Chart 33. European Community: Direction of Trade, 
1965-87 
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' includes the ongmnl s1x EC member� piu� Denmark, Greece, 
Ireland. and the United Kmgdom. The !>ame group of countries ts 
maintained throughout the period to avoid distortions arising from 
EC enlargement. 

' includes the present SIX EFTA members throughout the penod. 

from lower inflation tn order to achieve even greater 
gains on growth and employment. The resulting 
increase in GDP ranges between 6.5 percent and 
7.5 percent, depending on the amount of stimulus 
provided. The study assumed that ban·iers with 
respect to trade with non-EC countries do not 
increase. as. in principle. the internal market pro
gram consists of a set of microeconomic supply
side measures intended to be neutral with respect 
to the rest of the world. ln practice. adherence to 
the principle of neutrality is not automatic. and the 



©International Monetary Fund. Not for Redistribution

Trade-Related Aspects 

Table 33. European Community: Level and Direction of Trade with Developing Country Regions, 1965-871 

1965 1970 1975 1980 1985 1986 1987 

Exports (In billions of U.S. dollars) 

Africa 4.8 6.8 19.8 39.9 26.3 27.8 29.2 

Asia 2.6 3.7 8.9 20.5 24.7 30.0 35.8 
Europe 2.7 5.5 16.7 28.8 23.6 29.4 36.2 
Middle East 2.2 3.5 19.6 44.4 35.0 34. 1 34.9 
Western Hemisphere 2.7 4.3 10.7 19.4 12.7 15.8 18.9 

Imports (In billions of U.S. dollars) 

Africa 5.5 7.6 17.8 40.8 34.7 29.8 29.8 
Asia 2.2 3 . 1  8.5 24.8 2 1 . 5  27.8 37.3 

Europe 2.0 3.5 9.0 19.6 20.2 24.8 3 1 .0 

Middle Eas1 4.5 7.7 35.8 79.8 33.8 25.1 29.1 

Western Hemisphere 4.0 5.0 9.4 22.3 2 1 . 1  19.0 20.7 

Exports (in percent of EC exports) 

Africa 7.4 6.0 6.6 6.0 4.2 3.6 3.2 
Asia 4.0 3.3 3.0 3 . 1  4.0 3.9 3.9 

Europe 4.2 4.9 5.6 4.3 3.8 3.9 4.0 

Middle East 3.4 3.1 6.5 6.7 5.7 4.5 3.8 

Wesrern Hemisphere 4.1 3.8 3.5 2.9 2.0 2.1  2. 1  

Imports (In percent of EC imports) 

Africa 7.9 6.4 5.8 5.6 5.5 4.0 3.3 

Asia 3.2 2.6 2.8 3.4 3.4 3.8 4.2 

Europe 2.8 3.0 2.9 2.7 3.2 3.4 3.5 

Middle East 6.4 6.5 1 1 .6 10.9 5.4 3.4 3.3 

Weslern Hemisphere 5.7 4.2 3 . 1  3 . 1  3.4 2.6 2.3 

Source: International Monetary Fund, Direction of Trade Swtistics, various issues. 
' Includes the original six EC members plus Denmark. Greece, Ireland. and the Uniled Kingdom. The same group of countries is maintained 

throughour the period to avoid distortions arising from EC enlargement. 

completion of the internal market is likely to affect 
third countries. 

The net impact on the rest of the world will 
depend on the 1992 program's trade-creating and 
trade-diverting effects, which, in turn, depend on 
whether 1 992 represents an "openjng' ' or "closing" 
of the Community to international trade and capital 
flows. l n  some cases, internal liberalization mea
sures will become automatically available to third 
countries or will change the Community's regime 
with the rest of the world. In the latter, the Com
munity would liberalize vis-a-vis the rest of the 
world unless it makes adjustments to its external 
regime. For the most part. decisions to determine 
the Community's external regime have not yet been 
taken, though there have been assurances that a 
move to protection would not occur.3 

The formation or expansion of a customs union 
will generally have a negative effect on the terms 
of trade of the rest of the world since some trade 
diversion is unavoidable. Trade creation results 

• This issue i!> discussed in derail in  Issues and Det•elopments 
in International Trade Policy. Occasional Paper No. 63 (Wash
ington: International Monetary Fund. December 1981:!). 

when protected production is competed down and 
trade expanded between members. whereas trade 
diversion occurs when a union causes a country to 
switch its purchases from a more efficient external 
supplier to a less efficient member country. Trade 
diversion would occur even if the 1992 changes 
leave the average level of external protection for 
the EC unchanged, which would be consistent with 
the plans of the EC Commission. In this regard, 
maintainjng the same level of average external 
protection may involve an increase in the degree of 
effective protection when quantitative restrictions 
on imports vary from very strict to being completely 
open. For instance. if it was decided to replace 
varying national restrictions in the auto industry 
with one Community-wide ceiling that allowed the 
same overall level of imports as under the present 
system, there would be no room for the general 
increase in trade that one would otherwise expect. 

The EC Commission has argued that the tradi
tional trade diversion effects will be offset by the 
stimulus to income growth within the Community, 
so that demand for the rest of the world's goods 
will actually expand. This presumes that imports 
from the rest of the world wiJI not be effectively 
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constrained by nontariff barriers. though it appears 
that many of the products exported by developing 
countries (e.g . .  textiles and agricultural products) 
are constrained at present. One way to limit the 
trade diversion effects would be to move toward 
the lowest level of protection prevailing in any 
member country. especially in those areas where 
protection is most costly for the EC and also has 
the most adverse effects on vulnerable developing 
countries. Agricultural protection is a good example 
of such an area. 

A key reason why the I 992 program is expected 
to be beneficial is that the removal of capital controls 
and other non tariff barriers will lead to a reallocation 
of physical capital toward its most productive uses. 
The internal market program is seen by its sup
porters as one way of forcing EC countries to 
restructure. with new competition across borders 
combating structural rigidities within economies that 
are cun·ently preserved behind national boundaries. 
In this regard. the EC may be seen by international 
investors as a key place for investment. in much 
the same way that the Pacific Basin has attracted 
substantial capital as one of the fastest growth areas 
in the world. It should be noted. however. that to 
the extent that external protection distorts domestic 
prices (relative to those prevailing in international 
markets). then some of the investments may be 
inherently inefficient (in the sense that they would 
not yield positive profits at world prices). 

FinanciaJ Services Aspects of the Internal 
Market Program 

With regard to financial services. the EC Com
mission aims to ease the exchange of financial 
products at a Community level. using the principle 
of home country control with minimal harmonization 
of rules as the basis of mutual recognition by member 
states. The principle of home country control means 
that the activities of banks and other financial 
institutions throughout EC territory carried out 
through branching or cross-frontier provision of 
services will be supervised mainly by the authorities 
of the member state of the head office. Since fewer 
barriers will mean opportunities to enter new geo
graphic markets with new products and services. 
mutual recognition could result in business flowing 
disproportionately toward the least regulated envi
ronment in the absence of a basic degree of har
monization. The Commission's White Paper shifted 
the emphasis away from detailed harmonization of 
regulatory systems toward the principle of mutual 
recognition ofEC countries of each other's systems. 
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the aim being that sufficient harmonization would 
make that mutual recognition acceptable. 

The Commission's proposals for the liberalization 
of capital movements were presented to the EC 
Council of Ministers in November 1987. FoUowing 
the concurrence of the European Parliament. the 
EC Council of Ministers adopted a new directive 
on June 24. 1 988. The directive builds on the 
liberalization of capital movements and integration 
of financial markets which have been achjcved in 
recent years. All capital transactions (including 
those with a term of less than one year) will be fully 
liberalized. l n  addition. the directive is based on 
the "erga omnes·· principle, which extends the 
liberalization of capital movements not only to EC 
residents but also to economic agents on a worldwide 
basis. It has been noted. however. that this principle 
would not prejudice application of EC member 
countries' domestic rules or EC law to third coun
tries. particularly as regards application of reciprocal 
conditions. EC member countries will take the 
measures necessary to comply with this directive 
no later than July 1 ,  1 990. except for Greece, Ireland. 
Portugal, and Spain, which have longer transition 
periods. Belgium and Luxembourg have undertaken 
to abolish their dual-exchange market by end- 1992. 

The deregulation of financial actjvjty. that is. the 
removal of cross-border restrictions on the provi
sions of financial services. has so far concentrated 
on three areas: banking. securities. and insurance. 
The draft Second Banking Directive would allow 
banks to conduct business anywhere in the EC 
under the rules prevailing in their home country. 
This strategy aims at the creation of a unified banking 
market based on the principle of mutual recognition 
of financial standards and a single banking license 
valid throughout the EC. It is expected. however, 
that capital adequacy and other essential regulations 
will be included in the rules and regulations that are 
to be harmonized. In fact. the capital standards 
recommendations of the Commission are parallel to 
those adopted in January 1 988 by the Committee 
on Banking Regulations and Supervisory Practices 
of the Bank for International Settlements (the Cooke 
Committee). In addition to traditional banking ac
tivities. the Second Banking Directive would also 
authorize banks to undertake securities underwriting 
and other securities operations either as principal 
or as agent. 

In the area of securities markets. growing com
petition from abroad has provided an impetus for 
deregulation in the EC. The Commission is seeking 
further to open up cross-border movement of se
curities firms and the provision of securities services 
within the Community. again on the basis of mutual 
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recognition of national supervisory standards. com
bined with home-country control of financial insti
tutions. ln the White Paper. the Commission put 
forward as a goal the construction of a united EC 
securities market system with different EC stock 
exchanges as components. This is to be achieved 
essentially by linking EC exchanges and coordinat
ing clearing and settlement systems. As regards 
mergers and acquisitions, the Commission has sought 
to establish rules for the regulation of takeover bids 
and transactions in large groups of shares. This 
could prove particularly significant given that. with 
the exception of the United Kingdom, France. and 
the Federal Republic of Germany, EC member slates 
do not have well-defined antitrust rules to control 
mergers or acquisitions. In the area of insurance, 
the Commission's White Paper proposed to allow 
insurance companies from one member state to 
insure large industrial or commercial risks within 
other member states. 

These proposed reductions in the restrictions of 
the movement of financial services and capital within 
the EC are likely to lead to increased competition 
and better allocative efficiency among EC countries 
when capital controls are eliminated. These effi
ciency gains arise because capital controls and 
restrictions on the cross-border activities of financial 
institutions drive a wedge between risk-adjusted real 
returns to investment and saving in different coun
tries. I n  this sense. one should look for 1992 to 
promote higher real returns to savers in surplus 
countries. smaller spreads between borrowing and 
lending rates. a lower cost of capital to firms in 
deficit countries, and better hedging possibilities 
against a variety of risks-in short. to a better 
allocation of saving and investment. Moreover. the 
significant variation in the prices of financial services 
from country to country within the EC suggests that 
the scope for such efficiency gains could be sub
stantial. For example. regulatory barriers have given 
rise to differences in insurance premiums across EC 
countries in excess of 200 percent. 

As the liberalization and integration of EC finan
cial markets proceed, it is to be expected that the 
structure of financial markets will evolve with it. I n  
particular. the existing variation in retail prices of 
financial services in different national markets pro
vides considerable incentives for cross-border ex
pansion of financial institutions. as do the prospects 
for economies of scale and for greater geographic 
diversification. The firm with a better instrument or 
lower cost would penetrate the previously protected 
markets or diversify out of saturated home markets. 
However. the existing extensive branch banking 
systems in most EC countries make the establish-

Financial Services 

ment of additional retail branch networb less likely. 
The export of financial services without establishing 
a physical presence in the local market can be 
expected to play an important role in wholesale 
financial markets because these markets have tended 
to be more competitive and thus represent a smaller 
inducement for cross-border expansion of national 
institutions. The merger and acquisition of foreign 
institutions will likely go forward. but the ownership 
structure in some countries may slow cross-border 
acquisition. l n  some countries (e.g . .  Italy. France. 
and the Federal Republic of Germany). many mid
sized banks are owned by the central or provincial 
governments. 

The relative importance of banking and securities 
markets in the EC economies could well undergo 
further change. In particular. the recent pattern of 
more rapid expansion of activity in securities mar
kets than in banking markets is likely to continue. 
Access to primary securities markets for many 
investors should be faciJjtated by increased cross
border business with securities firms from countries 
with well-developed securities markets. This in turn 
may force more frequent adjustments of adminis
tered interest rates to reflect movements in market 
interest rates. especially in retail markets. 

While the single market program will clearly 
increase the linkages between EC financial markets. 
concerns have also been expressed that the imple
mentation of certain aspects of this program might 
reduce the participation of non-EC country financial 
institutions in EC markets. In particular, a broad 
implementation of the reciprocity provision in the 
draft Second Banking Directive could limit foreign 
competition in EC markets. Reciprocity would es
sentially allow a firm from a non-EC country to 
undertake only those activities in EC markets that 
EC firms can undertake in the foreign country. 

One potential pitfall with this approach is that 
countries still have significantly different financial 
structures and a strict reciprocity arrangement may 
lead to an exclusion of some non-EC countries· 
financial activities in the EC. Japan and the United 
States. for example, have long applied laws sepa
rating banking and securities activities. as well as 
banking and commercial activity. Jn contrast. in 
some EC countries universal banks can generally 
undertake both securities and banking activities and 
have often held equity in commercial ventures. 
Under a strict reciprocity arrangement. such a 
difference in financial structures might result in the 
exclusion of U .S.  and Japanese banks from EC 
securities activities. since EC universal banks would 
not be able to undertake such activities in the United 
States and Japan. Similarly. the restrictions on the 
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ownership of nonbank ent1ttes by banks in the 
United States might lead to corresponding restric
tions on the activities of U.S.  banks in the EC. One 
means of avoiding these problems would be contin
ued reliance on "national" treatment which allows 
foreign financial firms operating in a country to 
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undertake the same set of activities as domestic 
financial firms. Such treatment has been the basis 
for many international agreements in recent years. 
including the Canada-United States Free Trade 
Agreement. 
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Supplcmcntar) Note 8 

World Oil Situation: 
Recent Developanents and Prospects 

The past year witnessed continued instability in 
the world oil market and considerable volatility of 
prices. Although world oil consumption increased 
at a slightly faster pace than in 1987. oil prices 
weakened significantly during most of 1988 before 
starting £O recover by the end of the year (see Chart 
34). The main factor influencing the price of oil 
continued to be the shifts in supply from the mem
bers of OPEC. Following a moderate decline m the 
first quarter of 1988. total OPEC production rose 
substantially during the remainder of the year. 
exerting a strong downward pressure on spot market 
prices. The official crude oil prices were abandoned 
de facto in the first half of 1988 and several OPEC 
members were exceeding their production quotas 
by substantial amounts in the latter part of the year 

The average spot market price for a representative 
basket of crude oils had declined to about $ 1 1 .50 a 
barrel by October 1988.1 This was about $1.50 a 
barrel above the trough of mid- 1 986 but more than 
$7.50 a barrel below the peak reached in July 1987. 
Following the OPEC agreement on new production 
quotas in late November 1 988. which entailed a 
substantial cutback in total output from the level in 
the latter part of the year. the oil market firmed 
considerably. In February 1989 spot market prices 
were about $4-5 a barrel above the lows recorded 
four months earlier. The annual average export 
price of the major oil exporting countries (in nominal 
U.S.  dollars). after having recovered by nearly 30 
percent from $13.  1 5  a barrel in 1986 to about $ 1 7  a 
barrel in 1987. is estimated to have declined by 

' The average �pot market price of Brent, Dubai. ami Alaskan 
North Slope, representing light, medium, and heavier crude oib 
in three different regions. This average pnce corresponds roughly 
to the average spot market price of the seven crude oils included 
in the OPEC reference basket for official crude oil prices- the 
offic1al reference price was set at $18 a barrel as of rebruarv I .  
1987-but is generally about $0.75 a barrel higher than the 
average export price of the 12 majo• oil expo>tmg. countnes 
(includmg exports of refined product!. and natural ga;. liqUids). 
It should be noted. however. that the differential� hctween 
various crude oil prices have been unstable in the past few 
years. 

Chart 34. Average Spot Market Price for Selected 
Crude Oils, 1984-891 
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1 Average monthly spot market price of Brent. Dubai. and Alaskan 
North Slop<!. representing light. medium. and heavier cn�de oib in 
three different regions. 

' The OPEC reference price of $18 a barrel became eiJecllve on 
February I .  1987. lt repre�ent� the unweighted average of the official 
export pnces of seven crude oils. The official export prices were 
abandoned de facto in the fir...t half of 1988 

more than 20 percent to about $13.45 a barrel in 
1988. In real terms. that is. when deflated by the 
estimated import prices of the major oil exporters. 
the export price is estimated to have fallen by 26 
percent in 1988, resulting in a cumulative decline of 
62 percent from lhe 1985 average price. 

World oil demand is expected to increase further 
in l989 and 1990, albeit at a somewhat slower pace 
than during the past three years. The price of oil 
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will continue to be influenced mainly by supply-side 
developments, however. particularly the degree of 
output restraint exercised by the major oil exporting 
coun11ies. Given the uncertainty attached to this 
factor and the low price elasticity of demand for oil 
in the short run. oil prices may continue to be 
volatile in the near future. For the purpose of this 
report. the staff has assumed that the average export 
price of the major oil exporting countries will be 
$ 1 5  a barrel in 1 989 (approximately the level esti
mated for the first two months of the year). This 
would represent an increase from the 1988 average 
price of about 1 1  percent in nominal ( U .S.  dollar) 
terms and of about S Y� percent in real terms. For the 
period 1990-94. the staff has adopted the technical 
assumption that the price of oil will remain constant 
in real terms. implying a rise in the nominal ( U .S. 
dollar) price of about 4 percent a year. This assumption 
is obviously subject to a high degree of uncertainty. 

Recent Developments 

The general weakness of oil prices during the past 
three years reflected. in large measure. medium- to 
longer-term trends in world oil demand and supply 
as well as of a number of structural changes in the 
oil market. However. short-term movements in the 
price of oil have continued to be influenced mainly 
by shifts in supply from the major oil exporting 
countries as well as the perceptions of market 
participants regarding OPEC production behavior 
and the outcome of various OPEC meetings. In 
addition to the problems encountered by the mem
bers of OPEC in implementing an effective policy 
of concerted output restraint. developments during 
the past few years have illustrated the difficulty of 
attempting to maintain stability in the oil market 
through the simultaneous adherence to production 
quotas and fixed official export prices. particularly 
in the absence of a swing producer arrangement as 
was in effect during the 1 983-85 period.� 

It may be recalled that oil prices started to recover 
from the lows reached in mid-1986 because of the 
restoration of collective production control in the 
second half of the year. In December 1986. the 
members of OPEC decided to supplement that policy 
by the reintroduction of fixed official export prices 
(effective February 1 .  1987) based upon a reference 
price of $ 1 8  a barrel. With a continuing rise in oil 
demand. the OPEC agreement worked satisfactorily 
during most of 1987 when spot market prices were 
relatively close to the levels corresponding to the 

: See World Economic- OwlooJ.. (Wa�hington: International 
Monetary Fund. April 1987). p. 97. 
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reference price. From the latter part of 1 987. how
ever. increasing tensions began to emerge among 
the members of OPEC. which were associated. in 
particular. •..vith the conflict between lraq and the 
Islamic Republic of Iran and the difficulties expe
rienced by some countries in adhering to their 
production quotas because of pressing revenue needs 
and other factor!:>. Other problems confronting the 
members of OPEC included the definition of crude 
oil production under the quota system and difficul
ties in reaching agreement on the specification of 
condensates. which are excluded from the output 
quotas. 

With only limited progress toward resolving the 
differences among member countries, the OPEC 
meetings in December 1987 and June 1 988 ended 
with the decisions to maintain the existing official 
prices and production quotas. However. Iraq did 
not participate in the output agreement and was not 
allocated a quota; under the earlier agreements of 
1986-87, Iraq had been allocated a notional quota. 
Several countries began to exceed their quotas in 
the latter part of 1987 and to provide discounts from 
the official expo11 prices in various forms. During 
the first half of 1988 the official prices were aban
doned de facto and most countries shifted to spot 
market-related pricing of their crude oil exports. 
Total OPEC crude oil production rose by almost 
5 million barrels a day (mbd) from about 17Y� mbd 
in the first quarter to more than 22 mbd in the fourth 
quarter of 1988.3 The sharp increase in output outstrip
ped the rise in oil consumption and led to a buildup 
of inventories. As a result, spot market prices weak
ened during most of 1988 with a pa11icularly sharp 
drop in September and October (see Chart 34). 

Faced with the prospect of a repetition of the oil 
price collapse in 1986. the members of OPEC at their 
meeting on November 2 1-28. 1988 reached an agree
ment that went a long way toward resolving the issues 
confronting the Organization. The most important 
elements of the agreement were the establishment of 
new crude oil production quotas totaling I8Y2 mbd for 
the first half of 1989, the full reintegration of Iraq into 
the output agreement (for the first time since 1985), 
an agreement in principle on the definitions of crude 
oil production and condensates, and the establishment 
of a new committee to monitor p1ices. The OPEC 
resolution also reconfirmed the intention to restore 
prices to the $ 1 8  a barrel reference level ··as soon as 
possible.· ·  Although all members were allocated in
creases from their previous quotas. the new overall 
production ceiling entailed a substantial reduction 

' These data exclude about 1 '/r-2 mbd of output of condensates 
and natural ga� liquids. which are included in .. production" in the 
table on World Oil Balances (Table 34). 
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(some 15-20 percent) from actual output in the latter 
part of 1988. With the generally favorable reaction of 
market participants, spot market prices recovered 
strongly in December 1988 and the first two months 
of 1989 when the average ptice for representative 
crude oils reached about $ 15.85 a barrel, more than 
one third above the average price level in October 
1988. However. prices remained volatile in early 1989. 

The weakness of the oil market during most of 1988 
tended to obscure the significant changes that have 
taken place in world oil demand and supply conditions 
during the past three years. it will be recalled that, 
because of the considerable decline in oil consumption 
and the large increase in non-OPEC production. total 
exports from the members of OPEC fell by more than 
one half from 1979 to 1985 when OPEC production 
(including condensates and natural gas liquids) reached 
a low of about 17 mbd. During the past three years 
this trend has been reversed as total exports from the 
members of OPEC rose by more than 3 mbd. The 
reversal was the result of a recovery in world oil 
consumption. which increased at an annual rate of 
about 2Y1 percent. and of a marked slowdown in the 
growth of non-OPEC supplies (see Table 35). Although 
recent developments were influenced by the relatively 
high rate of economic growth as well as transient 
supply-side developments. it is evident that the mark
edly reduced oil price level has been a major factor 
underlying the recovery in OPEC production and 
export volumes. 

Oil consumption in the industrial countries is esti
mated to have increased by about 7Y� percent from 
1985 to 1988, in contrast to the 18 percent decline 
recorded in the period 1980-85. Real end-user prices 
are estimated to have fallen by about 30 percent for 
oil products and by about 24 percent for all energy 
products from 1985 to 1988. This development con
tributed to a marked slowing in the decline of energy 
use per unit of output as well as in the replacement of 
oil by other forms of energy. While all major regions 
of the industrial world shared in the rise of oil con
sumption during the past three years. the rate of 
increase was somewhat higher in North America than 
in Japan and Western Europe; the marked decline in 
the landed costs of oil imports in local currency terms 
in the latter regions. which was associated also with 
the depreciation of the U. S. dollar, has been offset 
partly by tax increases on petroleum products. While 
transportation fuels accounted for the bulk of the 
increased oil demand in the industrial countries in the 
period 1986-88, the decline in the use of heavy fuel 
oil-the product most susceptible to substitution-was 
retarded considerably. Following a slowdown in 1987. 
the rise in oil consumption accelerated in 1988 (to 
more than 2Y1 percent), reflecting partly the relatively 

Recent Developmenb 

high level of economic activity and the !:>trong growth 
in industrial output. but also some fuel switching in 
favor of oil in response to the large drop in crude oil 
prices in the fall of 1988. A portion of the recorded 
rise in oil consumption in the second half of 1988. 
however. may have reflected stockbuilding by retailers 
and final consumers. (Data on oil consumption are 
based mainly on deliverie� from refineries.) 

Although available information is incomplete. total 
oil consumption in the developing countries is esti
mated to have risen at an annual average rate of about 
4 percent in the period 1986-88. in contrast to a virtual 
stagnation in the three preceding years. While the 
increase in oil use wa relatively modest in most net 
oil exporting countrie� because of the low level of 
economic activity and increase� in domestic oil prices 
in some of them. oil consumption increased consid
erably in several net oil importing developing countries 
in response to the reduced cost of oil impot1s or strong 
economic growth, particularly in the Asian region. 
Nevertheless. the recent growth in oil consumption of 
the developing world as a whole has remained well 
below that of the 1960s and 1970s. 

A major feature of developments during the past 
three years has been the marked slowdown in the 
growth of total crude oil production in areas outside 
the members of OPEC. Partly in response to the sharp 
rise in oil prices during the 1970s. non-OPEC produc
tion rose by almost 50 percent, or by more than I mbd 
a year on average, during the twelve years from 1973 
to 1985. with only a moderately smaller absolute 
increase in the second half of the period than in the 
first half. In contrast to this development. non-OPEC 
production increased by only about 2Y� percent. or by 
about 0.3 mbd a year. in the period from 1985 to 1988. 
With the concurrent recovery of output from the 
members of OPEC. the previous sharp decline in the 
share of these countries in world oil production and 
world net oil exports started to be reversed in the 
latter period (see Table 35). 

The recent slowdown in the growth of non-OPEC 
supplies reflected. in large part. the absence of major 
new discoveries similar to those of the late 1960s and 
1970s and also a natural decline in output from maturing 
oil provinces. However, it also resulted from the sharp 
reduction in the price of oil after 1985. which contrib
uted to a substantial decline in expenditures by the oil 
industry on exploration and drilling and some shutting 
down of small high-cost oil wells. The latter effects 
have been concentrated in the United States where 
crude oil production declined by more than I mbd (i.e . .  
12-13 percent) from the beginning of 1986 to the end 
of 1988 despite some further rise in output from Alaska. 
Production in the United Kingdom also declined. but 
this was the result largely of accidents in the North 
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Table 34. World Oil Balances, 1973-881 

(In millions of barrels a day) 

1973 1979 1985 1986 1987 

Industrial countries 

Production� 13.8 14.7 16.9 16.7 16.6 
Consumption' 39.7 40.8 33.4 34.4 35.0 
Adjustments' -0.3 -0.1  - 1.0 -0.7 - 1 .2 
Net imports 25.6 26.0 15.5 17.0 17.2 

Net oil importers (23.5) (25.3) ( 17.5) ( 19.0) (19.3) 
Net oil exporters� (2.1)  (0.7) ( - 2.0) ( - 2.0) ( - 2 . 1 )  

Developing countries 

Major oil exporters6 
Production� 3 1 . 1  31.5 17.2 19.7 19.4 
Consumption' 1.0 2.3 3.5 3.5 3.6 
Adjustments• 0.5 0.7 0.4 0.3 
Net exports 29.6 28.5 13.7 15.8 15.5 

Other net oil exporters' 
Production' 2.8 5.8 8.4 8.2 8.3 
Consumption' 2.2 3.6 4.3 4.4 4.6 
Adjustments• 0.1 0.1 0.1 0 . 1  
Net exports 0.5 2.1 4.0 3.7 3.7 

Net oil importers 
Production� 1.5 1 .5  2.4 2.6 2.7 
Consumption' 5.6 7.4 7.2 7.6 8 . 1  
Adjustments' 0 . 1  0 . 1  
Net import� 4. 1 6.0 4.8 5 . 1  5.4 

Other countries• 

Product ion' 9.0 12.2 12.4 12.8 1 3 . 1  
Consumption' 7.8 10.4 10.4 10.5 10.6 
Adjustments' 
Net exports 1.2 1.8 2.0 2.3 2.5 

Net oil exporters (2.5) (3.5} (3.5) (3.8) (4.0} 
Net oil importers ( - 1 . 3) ( - 1 .7) ( - 1 .5)  ( - 1 .5) ( - 1 .5) 

Memorandum items: 

Total consumption 56.3 64.5 58.8 60.4 61.9 
(Change in percent) ( - 0.5) (2.7) (2.5) 

Total production 58.2 65.7 57.3 60.0 60.1 
(Change in percent) ( - 0.7) (4.7) (0.2) 

Aggregate oil trade balance 1.6 0.4 -0.6 -0.3 -0.9 
Asymmetry attributable to: 

Estimated transit Jag (-) (0.1) (-) ( - 0. 1 )  
Other• (0.4) C-0.7) (-0.3) (-0.8) 

1 For classification of countries in groups shown here, see the Introduction to the Statistical Appendix and footnotes 5-8 below. 
' Includes crude oil production and output of condensates and natural gas liquids (wherever data are available). 

1988 

16.4 
35.9 

- 1.2 
18.3 

(20.3) 
( - 2.0) 

2 1 . 1  
3.7 
0.4 

17.0 

8.6 
4.8 

3.8 

2.9 
8.5 
0.1 
5.6 

13.2 
10.6 

2.6 
(4.1) 

( - 1.5) 

63.5 
(2.6) 

62.2 
(3.5) 

-0.5 

(0.2) 
( - 0.7} 

' Data for industrial countries include use of oil in refineries and bunker fuel. Data for several other countries are derived from statistics 
on production and trade in oil and group totals should be regarded as orders of magnitude only. 

• Includes changes in inventories, processing gains (in industrial countries). bunker sales (in some cases). and statistical discrepancies. 
' Canada. Norway, and the United Kingdom. 
•· The 12 countries classified as "oil exporting countries" according to former analytical criteria. i.e .. Algeria. Indonesia, Islamic Republic 

of lran. Iraq. Kuwait. Libyan Arab Jamahiriya. Nigeria. Oman, Qatar. Saudi Arabia. United Arab Emirates, and Venezuela. The aggregate 
data for these countries shown here are virtually identical with those of the members of the Organization of Petroleum Exporting Countries 
!OPEC). 

' Bahrain. Bolivia, Cameroon. China, Congo. Ecuador. Egypt, Gabon, Malaysia. Mexico. Peru, Syria, Trinidad and Tobago, and Tunisia. 
• Includes the U.S.S.R .• nonmember countries in Eastern Europe, Democratic People's Republic of Korea. Cuba. Angola. and Brunei. 
• In addition to statistical discrepancies, reflects changes in stocks afloat (not included in normal transit tag). inclusion of bunkers in expon 

data for some countries, and transit losses. 
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Table 35. Selected Oil Market Indicators, 1979-88 

1980-85 1986-88 1986 1987 1988 

Price of oil 
In nominal tem1s: 
In real terms' 

World oil consumption 
Industrial countries 
Developing countries 

Net oil exporters 
Net oil importers 

Other countries 

World oil production 
Members of OPEC 
Other countries 

Share of the members of OPEC in: 
World oil production 
World net exports' 

40 
44 

- 9  
- 18 

13 
(31) 

( - 3 )  

- 45'/: 
17'/z 

1979 

48 
88 

-49 
- 62 

8 
7'/: 

13 
(9) 

( 1 8 )  
2 

22'/! 
2'1: 

1985 

30 
63 

(Perceuragt• changes)' 

- .'iO 29 - 2 1  
- 56 17 -26 

2V! 2'/: 21/1 
3 2 2'h 
3 'lz 5 4 

( 1'/:) (3'/:) (3Vz) 
(5'/:) (6V:) (5) 

I I 

14'/: - I '/: 9 
'll I 

1986 1987 1988 

(In percenl of lolal} 

32'/: 32 34 
66 65 67 

1 The fir�t two columns refer to cumulative changes during periods shown. 
! Average oil export price of the major oil exporting countries in U.S. dollars per barrel. 
' The real price of oil is defined as the average oil export price of the major oil exporting countries in current U.S. dollars deflated by the 

estimated import prices of these countries (also in U .S. dollar terms). This definition provides an approximate measure of the real price (or 
purchasing power) of oil in international trade. 

• Share of the members of OPEC in the aggregate oil trade balance� of countries that have been net oil exporters since 1983 (excluding 
export� from the U.S.S.R. to other member countries of the CMEA-the Council for Mutual Economic Assistance). 

Sea in 1988. The fall in production of these and a few 
other countries was offset, however. by a rise in output 
of Canada. Norway, and several developing countries 
resulting partly from the commencement of production 
from new oil fields, for example. in the Yemen Arab 
Republic. Production of the U.S.S.R. and Angola also 
increased over the past three years. The increase in 
total output of the non-OPEC developing countries in 
1988 would have been somewhat larger in the absence 
of supply interruptions in some areas. 

The sharp drop in oil prices after 1985. coupled with 
the increased volatility of prices and the more uncertain 
trading environment, have contributed to significant 
adjustments in the strategies and policies of market 
participants. One important development has been the 
greater emphasis on operating efficiency by the oil 
industry' wnich has involved increased use of new 
technologies, labor force reductions, and the intro
duction of advanced information systems. As a result. 
the total cost of developing oew productive capacity 
has been reduced substantially in the past three years 
in most areas. Another noteworthy development, as
sociated partly with the more uncertain trading envi
ronment, has been the tendency toward "reintegra
tion" of the oil industry through a strengthening of 
the institutional link between the · 'upstream" crude 
oil producing sector and the "downstream" refining 
and marketing sectors. An important element of the 
reintegration has been the increased emphasis of oil 

exporting countries on the acquisition of equity inter
ests in refining and marketing outlets in consuming 
countries. Although the effects of this development 
are somewhat uncertain, it could tend to promote 
longer-term stability in the oil market through the 
increased interdependence and enhanced security of 
supply of both producers and consumers of oil. The 
impact on short-term movements in oil prices will 
probably not be significant in most instances since the 
aggregate level of crude oil supplies will remain the 
dominant determining factor. 

Outlook 

The oil market situation in early 1989, as noted 
earlier, was characterized by a considerable firming 
of prices as a result of the implementation of the 
November 1 988 OPEC agreement, the generally 
positive reaction to the agreement by market par
ticipants, and the apparent continued strength of 
demand. Given the existence of large unused pro
duction capacity of the members of OPEC,4 the key 

• It became increasingly apparent during 1988 that the total short
term sustainable production capacity of the members of OPEC is 
now considerably smaller than the figure of around 30 mbd estimated 
a few years ago. However. as the reduction in available production 
capacity has resulted mainly from the mothballing of oil wells (or 
oil fields) and reduced emphasis on oil field maintenance in some 
countries. the productive capacity can be restored over a period of 
time. even in the absence of new discoveries. 

1 1 1  
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factor in the evolution of oil prices in 1 989 and 1 990 
continues to be the degree of output restraint that 
will be exercised by the major oil exporting countries 
inside and outside of OPEC and. more particularly, 
the extent to which the recent OPEC agreement will 
be adhered to. ln the medium to longer term, the 
price of oil will be influenced by the trends in 
worldwide demand and supply and by the price 
objectives of oil exporting countries with substantial 
spare capacity. 

Oil consumption in the industrial countries is 
expected to continue to rise in 1989 and 1990, 
although at a slower pace than in 1 988. The slow
down would reflect mainly the projected moderation 
in output growth. the likelihood that some of the 
recent increase in oil demand represented secondary 
or tertiary stockbuilding, and some reversal of the 
fuel switching in favor of oil that occurred in the 
second half of 1 988. While the use of oil in the 
developing world is expected to expand at a pace 
only slightly below that of 1986-88, the growth in 
total world oil consumption is projected to moderate 
to about 1 Y2-2 percent a year in 1989-90. 

Total non-OPEC production is expected to show a 
slightly larger increase in 1989 than in 1988 in the 
absence of new supply interruptions similar to those 
of last year. A considerable part of the increase will 
be accounted for by Norway where productive capacity 
has recently increased significantly. However. the rise 
in non-OPEC supplies is expected to slow during the 
course of 1989 and in 1990 with a continuing decline 
in output of the United States and only limited pros
pects for further sizable production increases in other 
countries. 

The oil market situation in 1989 and 1990 will be 
affected also by changes in the world oil inventory 
situation. While total inventories held by the industrial 
countries did not change significantly in 1988, available 
information suggests that other stocks (including those 
held by oil exporters and other developing countries 
as well as stocks afloat) increased in the latter part of 
1988 reflecting the high level of OPEC production. It 
is expected that the 1988 inventory buildup will be 
reversed in 1989 and that the total stock level will not 
change significantly in 1990. On the basis of the 
foregoing estimates of world oil consumption. non
OPEC supplies. and inventory changes, world demand 
for oil from the members of OPEC is expected to 
increase only slightly in 1989 before rising again by 
about 3-4 percent in 1990. As annual OPEC crude oil 
production in 1988 was higher than the combined crude 
oil production ceiling of I8Y2 mbd in effect for the first 
half of 1989. these estimates imply that there would 
be some room for an increase in production quotas in 
the second half of the year or in 1990. 

1 1 2 

Although this assessment would suggest the possi
bility that the price of oil will continue to firm in the 
near future. possibly toward the $ 1 8  a barrel reference 
level or above. the members of OPEC may continue 
to be faced with difficulties in implementing their policy 
of concerted output restraint. l n  addition to the strong 
revenue needs of some countries. including the finan
cial requirements for post-war reconstruction in Iraq 
and the Islamic Republic of Iran, differences still exist 
among member countries with regard to the optimal 
price of oil and relative quota positions. In view of 
the possibility of intermittent deviations of output from 
the quota levels. the difficulty of setting the output 
quotas at an aggregate level matching the demand for 
oil and the lack of any swing producer arrangement in 
the present OPEC agreement. oil prices may continue 
to be volatile in the near future. While renewed 
cooperation from some important non-OPEC oil ex
porting countries-through voluntary production or 
export restraint-may help in the efforts to bring about 
a further recovery of oil prices, the possibility of a 
new downturn in prices in 1989 or 1990 would be 
particularly large in the event that economic growth 
turns out to be significantly lower than projected. 

World oil demand in the medium term (in the period 
up to 1994), is expected to grow by about 1-2 percent 
a year. that is. at a significantly slower pace than the 
growth in world GNP assumed in the staffs medium
term reference scenario. Oil and energy demand in the 
industrial countries will continue to be affected by 
structural changes toward less energy-intensive activ
ities. Moreover. the continuation of official policies 
aimed at promoting energy conservation. coupled with 
responses to increasing environmental concerns. are 
likely to contribute to further reductions in the use of 
energy per unit of output, albeit at a significantly 
slower pace than in the 1980s. In view of the ample 
supply of non-oil forms of energy and the possibility 
of more intense interfuels competition, it is also ex
pected that the share of oil in overall energy con
sumption will continue to decline moderately. Oil 
consumption in the developing countries, however. is 
expected to continue to grow at a more rapid rate than 
in the industrial world in part because of the anticipated 
higher rate of economic growth in developing coun
tries. the limited availability of financing for invest
ments in other energy sources. as well as increases in 
the number of motor vehicles in the Jauer countries. 

Given the relatively long lead time between the 
initial discovery of oil and the start of commercial 
production and the low variable production cost (less 
than $7 a barrel) for the bulk of existing production, 
total crude oil production outside the members of 
OPEC through the early part of the 1990s will be 
determined mainly by the productive capacity cur-
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rently in place and by discoveries already made. 
Although there is considerable uncertainty with respect 
to ultimate oil reserves in a number of countries. 
particularly in the developing world. available infor
mation suggests that total non-OPEC supplies will 
continue to expand moderately (by a total of some 
1-2 mbd from the 1988 level) through the early 1990s 
before leveling off and eventually starting to decline. 
In the industrial countries. only Norway and. possibly. 
Canada offer the prospect of significant further output 
increases but these are likely to be more than offset 
by a continuing decline in production of the United 
States. The outlook is somewhat uncertain for the 
United Kingdom where recent assessments indicate 
that the current production level may be maintained 
for a longer period than believed earljer. While oil 
production is expected to continue to rise in a number 
of developing countries in the first half of the 1990s. 
the increases will general ly be of limited magnitude 
and will be offset partly  by output reductions in some 
developing countries with older maturing oil fields. 

Outlook 

On the basis of this assessment. it is expected that 
world demand for OPEC oil will continue to rise at a 
moderate but gradually rising pace in the first half of 
the 1990s. While total output of the members of OPEC 
is expected to expand toward current sustainable 
production capacity. it should be noted that capacity 
could be increased significantly in view of the large 
oil reserves of a few countries (recently revised up
wards in some cases). Although this would suggest the 
continued need for pursuing effective policies of con
certed output restraint in order to maintain stability in 
the oil market. the expected gradual rise in demand 
for OPEC oil should make the implementation of such 
a policy less difficult over time. particularly as the 
unused production capacity will be increasingly con
centrated in a limited number of countries. The fact 
that the optimal longer-term price is general ly lower 
for these countries than for those with smaller reserves 
may tend to moderate any upward pressure on prices 
in the 1990s. 

1 1 3 
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Statistical Appendix 

Assumptions and Conventions 

The statistical table:. in thi� appendix have been 
compiled on the basis of information available on 
or before March 20. 1989. The recording of the 
figures for 1989 and beyond with the same degree 
of precision as the historical figures is solely a matter 
of convenience: it is not intended to convey any 
connotation regarding the degree of accuracy at
taching to these estimates and projections. 

The estimates and projections for 1989 and 1990 
are predicated on a number of assumptions and 
working hypotheses: 

( I )  for the major cunencies. the average exchange 
rates in the second half of February 1989 will remain 
unchanged in real terms through the end of 1990: 

(2) "present'' policies of national aUlhoritics will 
be maintained: and 

(3) the price of oil will average $ 1 5  in 1989 and 
remain constant in real terms thereafter. 

U .S.  dollar/SDR conversion rates used in this 
report are. for the historical period. the geometric 
averages of daily rates given in the Fund's Inter
national Financial Statistics UFS). For 1989 and 
1990. the exchange rate assumption specified above 
imply average U . S .  dollar/SDR conver'iion rates of 
1 .328 and 1 .344. respectively. 

Classification of Countries 

A major modification of the analytical country 
classification criteria used in the World EconomiC' 
Outlook was last implemented in early 1985. In order 
to keep pace with structural changes in world 
economic conditions. the classification scheme un
derlying this report has been subject to a general 
updating. This should enhance the useful ne'>'> of the 
statistical material and analyses and reduce the risk 
of misrepresentation of developments in key country 

grouping'> that might result from an outdated clas
sification. The changes to the classification system 
can be '>Ummarized a� follows: 

• The reference periods for the various classifi
cation criteria have been moved forward to reflect 
more up-to-date information on countries' trade 
composition and econonuc situation. For most cri
teria. the new reference period is 1984-86 rather 
than 1 980 as was previously the case: the financial 
criteria are based on 1987 data. 

• The breakdown of developing countries be
tween capital exporters and capital importers has 
been replaced by a distinction based on countries· 
stock positions with respect to their external assets 
and liabilities. Thus. on the basis of the new crite
rion. developing countries are classified as either 
net creditors or net debtors. The objective is to 
identify more effectively those countries which are 
ltkely to be adver�ely affected by increases in debt
servicing costs a� opposed to tho�e that would be 
likely to benefit from such increases. 

• Similarly. the clas�ification of net debtor coun
tries according to the predominant type of creditor 
is now based on a stock criterion. The rationale for 
thi'> change is that countries' economic performance 
and policies are more likely to be affected by the 
structure of their overall debt than by the sources 
of their recent borrowing. in particular since the 
latter may change Significantly over time. 

• The export composition criteria have been mod
ified to include a group of countries with a "diver
sified export base." which includes countries whose 
export structure does not fall dearly within one of 
the previously identified categories. 

• Finally. the changes include the addition to the 
list of "miscellaneous groups·· of the four Asian 
newly industrializing economies-Hang Kong. Ko
rea. Singapore. and Taiwan Province of China-a'i 
a separate group. In contrast, the country group'> 
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previously listed in WEO tables under the heading 
"by alternative analytical categories." that is. the 
criteria that were used prior to the 1985 revision, 
have been omitted. However, the group of ( 1 2) 
major oil exporting countries has been retained. 

These modifications preserve the basic structure 
of the previous classification scheme in terms of the 
division between industrial countries, developing 
countries, and "other countries" (non-reporting 
nonmembers). The broad classification of develop
ing countries by region. by predominant export. by 
financial criteria. and in miscellaneous groups is 
also retained. 

As before. the industrial countries comprise: 

Australia Germany. Fed. Rep. of New Zealand 
Austria Iceland Norway 
Belgium Ireland Spain 
Canada Italy Sweden 
Denmark Japan Switzerland 
Finland Luxembourg United Kingdom 
France Netherlands United States 

The seven largest countries in  this group in terms 
of GNP-tbe United States, Japan. the Federal 
Republic of Germany, France, the United Kingdom, 
Italy, and Canada-are collectively referred to as 
the major industrial countries. 

The developing countries include all other Fund 
members (as of early 1989). together with certain 
essentially autonomous dependent territories for 
which adequate statistics are available.' The regional 
breakdowns of data for developing countries are 
unchanged and conform to the regional classification 
used in the Fund's International Financial Statis
tics. It should be noted that, in this classification, 
Egypt and Libyan Arab Jamahiriya are classified as 
part of the Middle East, not Africa. 

The analytical groupings in the revised classifi
cation are ( I )  countries grouped by predominant 
export: (2) countries grouped by financial criteria; 
and (3)  countries in miscellaneous groups. 

The first analytical criterion, by predominant 
export category, distinguishes between five groups: 
fuel (SITC ( Standard International Trade Classifi
cation) 3 ) ;  manufactures (SITC 5 to 8. less diamonds 
and gemstones): non-fuel primary products (SITC 
0,1 ,2.4, and diamonds and gemstones): "services 
and private transfers;" and "diversified export base.' · 

A further distinction is made among the exporters 
of primary products on the basis of whether coun-

1 ll  should be noted that the term .. country" used in this 
report does not in all cases refer to a territorial entity that is a 
state as understood by international law and practice. The term 
also covers some territorial entities that are not states but for 
which data are maintained and provided internationally on a 
separate and independent basis. 
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tries' exports of primary commodities (other than 
fuel) consisted primarily of agricultural commodities 
(SlTC 0, 1 .2 except 27, 28. and 4) or minerals (SITC 
27 and 28 and diamonds and gemstones). 

The revised financial criteria first distinguish among 
net creditor and net debtor countries. Countries in 
the latter, much larger. group are then distinguished 
on the basis of two additional financial criteria: by 
predominant type of creditor and by the degree of 
debt-servicing difficulties they have faced. 

The country groups shown under the heading 
"miscellaneous groups'' comprise sub-Saharan Af
rica;2 1 2  major oil exporters; net debtor fuel ex
porters; four newly industrializing Asian economies; 
small low-income economies: and 15 heavily in
debted countries. 

Table A presents a breakdown of aU developing 
country groupings according to the proportion of 
GDP, exports of goods and services, and level of 
indebtedness. A detailed account of the analytical 
country classification scheme is provided below. 

Countries Classified by Predominant Export 

Fuel ( 18 countries) 

For countries in this category. the reference 
period for calculating the ratio of fuel exports to 
total exports has been moved forward from 1980 to 
the average of 1 984-86. Cameroon, whose exports 
of fuel accounted for 50 percent or more of its total 
exports in 1984-86, is now included in the fuel 
exporters group. Bahrain has been excluded from 
the group on account of the large share of imported 
crude oil in its exports, while the Syrian Arab 
Republic has also

· 
been excluded because of its 

sizable imports of crude oil which are partly proc
essed for export. Tunisia has been omitted because 
the share of its fuel exports has fallen below 50 
percent of total exports. As a result of these changes, 
the fuel exporters now comprise: 

Algeria 
Cameroon 
Congo 
Ecuador 
Gabon 
Indonesia 
Iran. Islamic 

Rep. of 

Iraq 
Kuwait 
Libyan Arab 

Jamahiriya 
Mexico 
Nigeria 
Oman 

Non-fuel exports ( 1 1 6 countries) 

Qatar 
Saudi Arabia 
Trinidad and Tobago 
United Arab Emirates 
Venezuela 

This category seeks to identify countries with 
total exports of goods and services including a 
substantial share of (a) manufactures. (b) primary 

' Excluding Nigeria and South Africa. 
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Table A. Developing Countries: Shares of Various 
Subgroups in Aggregate GDP, Exports of Goods and 
Services, and Debt Outstanding, 1985-87 

Exports of 
Goods and 

GDP Services Debt 

Developmg Countrie\ 100.0 100.0 100.0 

By region 

Africa 1 1 .7 10.7 15.1 
As1a 33.6 40.6 24.7 
Europe 1 1.0 12.5 13.0 
Middle East 15.6 19.4 12.4 
Western Hemi�phere 28.1 16.8 34.8 

By predominant export 

Fuel 28.7 28.0 26.3 
Non-fuel exports 71.3 72.0 73.7 

Manufactures 49.8 50.7 38.2 
Primary product� 1 1 .4 7.9 18.2 

Agricultural products 9.6 5.5 13.2 
Minerals 1 .7  2.4 5.0 

Services and private 
transfer� 3.7 4.6 7.5 

Diversified export ba�e 6.5 8.8 9.7 

By financial criteria 

Net creditor countrie' 13.3 20.4 5.1 
Net debtor countrie� 86.7 79.6 94.9 

Market borrower' 39.0 43.2 45.8 
Diversified borrower\ 37.2 28.0 30.4 
Official borrower<, 10.5 8.4 18.7 

Countrie� wuh recent debt-
�ervicing difficultie' 46.6 33.4 59.8 

Countries without debt-
�crv1ctng difficultie' 40.0 46.2 35.2 

Mi,cellaneou� group� 

Sub-Saharan Africa 4.0 3.8 7. 1  
Twelve major oil exporter� 21.6 22.7 16.1 
Net debtor fuel exporters 17.8 14.3 22.2 
Four newly industrializing 

Asian economics 7.2 23.9 5.3 
Small low-income economies 6.0 3.4 8.7 
Fifteen heavily indebted 

countries 32.5 19.9 40.2 

products, or (c) services and private transfers. 
However, a fourth group has been established for 
countries whose export structure is so diversified 
that it does not fall clearly into any one of the other 
three groups. 

a. Manufacwres ( 17 countries) 

Brazil. Greece, Portugal. Thailand. Tunisia, and 
Turkey.3 whose exports of manufactures accounted 
for over 50 percent of their total exports in 1984-

' Turkey was reclassified as un exporter of manufactures in 
the April 1988 World Economic Outlook. 

Statistical Appendix 

86. are now included in the group of exporters of 
manufactures. which comprises: 

Brazil I \r.Jel Taiwan PrO\. of China 
China Korea Thailand 
Greece Poland Tumsia 
Hong Kong Portugal Turke}' 
Hungary Romama Yugoslavia 
India Singapore 

b. Primary products (53 countries) 

The revised group of exporters of primary prod
ucts comprises those countries whose exports of 
agricultural and mineral primary products (SITC 
0,1 .2. and 4, and diamonds and gemstones) ac
counted for at least half of their total exports in 
1984-86.4 These countries are: 

Afghanistan Gambia. The Paraguay 
Argentina Ghana Peru 
Bhutan Guatemala Rwanda 
Bolivia Guinea Sao Tome and Principe 
Bot�wana Guinea-Bissau Solomon Islands 
Burma Guyana Somalia 
Burund1 Hondura� Sri Lanka 
Central African Kenya St. Vincent 

Rep. Lao People·\ Sudan 
Chad Dem. Rep. Suriname 
Chile L1bena Swaziland 
Colombia Madaga\car Togo 
Comoros Malaw1 Uganda 
Costa Rica Mah Urugua� 
Cote d'lvo1re Mauritania VietNam 
Djibouti Maurniu' Zaire 
Domin1ca N1caragua Zambia 
El Salvador N1ger 
Equatorial Guinea Papua New Guinea 

Among primary products a further distinction is 
made between agricultural products and minerals. 
The revised group of mineral exporters ( 1 3  coun
tries) now excludes Jamaica. which is included in 
the services and private transfers group. Morocco, 
Sierra Leone, South Africa, as well as Zimbabwe, 
which have been moved to the new group of coun
tries with a diversified export base. The group of 
mineral exporters comprises: 

Bohv1a L1bena Togo 
Bohwana Mauritanm Zaire 
Chile Niger Zambia 
Guinea Peru 
Guyana Suriname 

• For many countrie:.. detailed data on commodity trade are 
not yet available for thil> period. The assignment to this group 
of"bordcrline case" countries will therefore have to be reviewed 
a� data become available. 
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The a�:ricultural exporters (40 countries) comprise 
all other exporters of primary products. They are: 

Afghanistan El Salvador Nicaragua 
Argentina Equatorial Guinea Papua New Guinea 
Bhutan Gambia. The Paraguay 
Burma Ghana Rwanda 
Burundi Guatemala Sao Tome 
Central African Guinea-Bissau and Princi pe 

Rep. Honduras Solomon Islands 
Chad Kenya Somalia 
Colombia Lao, People's Sri Lanka 
Comoro� Dem. Rep. of St. Vincent 
Costa Rica Madagascar Sudan 
Cote d'lvoire Malawi Swaziland 
Djibouti Mali Uganda 
Dominica Mauritius Uruguay 

Viet Nam 

c. Exporters of services and recipients of private 
transfers (33 countries) 

Reflecting significant increases in the share of 
their receipts from services and private transfers in 
total exports of goods and services. eight countries 
have been added to this group (Dominican Republic. 
Ethiopia, Fiji. Jamaica. Republic of Kiribati, Mo
zambique. Sr. Kilts and Nel'is, and Tanzania). 
Dominica and St. Vincent have been excluded as 
their receipts of services income and private trans
fers have been less than half of their exports of 
goods and services since 1981 and 1984, respec
tively. 

Based on data for 1984-86. the group of exporters 
of services and recipients of private transfers com
prises: 

Antigua and Jamaica Paki�tan 
Barbuda Jordan Panama 

Bahamas. The Kampuchea. Seychelles 
Barbados Democratic St. Kitts and Nevis 
Burkina Faso Kiribati. Rep. of St. Lucia 
Cape Verde Lebanon Tanzania 
Cyprus Lesotho Tonga 
Dominican Maldives Vanuatu 

Republic Malta Western Samoa 
Egypt Mozambique Yemen Arab Republic 
Ethiopia Nepal Yemen. People's Dem. 
Fiji Netherlands Rep. of 
Grenada Antilles 

d.  Counrries with a diversified export base ( 1 3  
countries) 

Countries have been assigned to this new group 
in those cases where their export earnings in 1984-
86 were not dominated by any one of the categories 
mentioned under (a) to (c) above. The group com
prises: 

Bahrain 
Bangladesh 
Belize 
Ben in 
Haiti 

120 

Malaysia 
Morocco 
Philippines 
Senegal 

Sierra Leone 
South Africa 
Syrian Arab Republic 
Zimbabwe 

Countries Classified by Financial Criteria 

The previous concepts of capital exporting and 
capital importing countries have been replaced by 
net creditor and net debtor countries. respectively. 

Net creditor countries (8 countries) 

The revised definition. which is expected to be 
more stable than the capital exporting-importing 
distinction, defines net creditor countries as all 
developing countries which unambiguously were 
net external creditors in 1987 or which experienced 
substantial cumulated current account surpluses 
(excluding official transfers) between 1967/68 (the 
beginning of most balance of payments series in the 
World Economic Outlook data base) and 1987. With 
the exception of Iraq. all the previously identified 
capital exporting countries meet these criteria; in 
addition, Tai11·an Province of China is now included 
in this group. The net creditor group comprises the 
following economies: 

Iran. Islamic 
Republic of 

Kuwait 
Libyan Arab 

Jamahiriya 

Oman 
Qatar 
Saudi Arab1a 

Taiwan Prov. of China 
United Arab Emirates 

Net debtor countries ( 126 countries) 

Net debtor countries are disaggregated according 
to two criteria: (a) predominant type of creditor, 
and (b) experience with respect to debt servicing. 

a. By predominant type of creditor (sources of 
borrowing) 

Market borrowers are defined as those countries 
owing at least two thirds of their outstanding debt 
at the end of 1987 to private sector creditors. Official 
borrowers are similarly defined as those with at 
least two thirds of their debt owed to official cred
itors. Diversified borrowers comprise all other net 
debtor countries. 

Market borrowers (23 countries) 

Net debtor countries with more than two thirds 
of their total liabilities outstanding at the end of 
1987 being owed to commercial creditors comprise: 

Algeria 
Antigua and 

Barbuda 
Argentina 
Barbados 
Bahamas. The 
Bra:til 
Chile 
Ecuador 

Greece 
Hong Kong 
Hungary 
Korea. Rep. of 
Malaysia 
Mexico 
Papua New Guinea 
Philippines 
Portugal 

Singapore 
South Africa 
Suriname 
Trinidad and 

Tobago 
Uruguay 
Venezuela 
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Official borrowers (68 countries) 

Net debtor countries with more than two thirds 
of their total liabilities outstanding at the end of 
1987 being owed to official creditors comprise: 

Afghanistan Guinea-Bissau Poland 
Bangladesh Haiti Rwanda 
Belize Honduras Senegal 
Bhutan Jamaica Sierra Leone 
Bolivia Kampuchea. Dem. Somalia 
Botswana Lao. P.D. Rep. Sri Lanka 
Burkina Faso Kenya St. Kitts-Nevb 
Burma Kiribati. Rep. of St. Lucia 
Burundi Lesotho St. Vincent 
Cape Verde Liberia Sudan 
Central African Madagascar Swaziland 

Republic Malawi Tanzama 
Chad Mal dives Togo 
Comoros Mali Tonga 
Djibouti Malta Uganda 
Dominica Mauritania Vanuatu 
Egypt Mauritius Viet Nam 
El Salvador Morocco Western Samoa 
Equatorial Guinea Mozambique Yemen Arab Rep. 
Ethiopia Nepal Yemen. P.D. Rep. 
Gambia, The Netherlands Za"ire 
Ghana Antilles Zambia 
Grenada Niger 
Guinea Pakistan 

Diversified borrowers (35 countries) 

Net debtor developing countries that are neither 
market nor official borrowers comprise: 

Bahrain Gabon Paraguay 
Ben in Guatemala Peru 
Cameroon Guyana Romania 
China India Sao Tome and 
Colombia Indonesia Principe 
Congo Jordan Seychelles 
Costa Rica Iraq Solomon Islands 
Cote d"lvoire Israel Syrian Arab 
Cyprus Lebanon Republic 
Dominican Rep. Nicaragua Thailand 
Fiji Nigeria Tunisia 

Panama Turkey 
Yugoslavia 
Zimbabwe 

b. By experience with respect to debt servicing 

Countries with recent debt-servicing difficulties 
(73 countries) are defined as those countries which 
incurred external payments arrears or entered offi
cial or commercial bank debt rescheduling agree
ments during the period 1985-87. Information on 
these developments is taken from relevant issues of 
the Fund's Annual Report on Exchange Arrange
ments and Exchange Restrictions. 

All other net debtor countries are classified as 
not having experienced recent debt-servicing prob
lems. 

Statistical Appendix 

Miscellaneous Groups 

Two groups have been added to the four existing 
miscellaneous groups: 

a. 12 major oil exporters 

This group comprises the countries previously 
listed under the heading of "oil exporting coun
tries." The 1 2  countries are: 

Algeria 
Indonesia 
lran. Islamic 

Rep. of 
Iraq 

Kuwait 
Libyan Arab 

Jamahiriya 
Nigeria 
Oman 

Qatar 
Saudi Arabia 
United Arab Emirates 
Venezuela 

b. Four newly industrializing Asian economies 

The four Asian economies in this group. which 
account for a large and growing share of world trade 
in manufactures, are: Hong Kong. Korea, Singa
pore, and Taiwan Province of China. 

The four already existing groups are defined as 
follows: 

Sub-Saharan Africa which comprises all African 
countries (as defined in the International Financial 
Statistics) except Algeria. Morocco, Nigeria, South 
Africa, and Tunisia. 

The net debtor fuel exporters comprise those 1 1  
fuel exporters that are not net creditor countries. 
They are: 

Algeria 
Cameroon 
Congo 
Ecuador 

Gabon 
Indonesia 
Iraq 
Mexico 

Nigeria 
Trinidad and Tobago 
Venezuela 

The group of low-income economies excluding 
China and India (45 countries), which was previ
ously based on World Bank income criteria for 1980, 
has been updated to reflect data for 1986. the year 
used by the World Bank in its 1988 World Devel
opment Report. The revised group comprises those 
Fund members. excluding China and India. whose 
GDP per person, as estimated by the World Bank, 
did not exceed the equivalent of $425 in 1986. These 
countries are: 

Afghanistan Chad Haiti 
Bangaladesh Comoros Kampuchea 
Ben in Equatorial Guinea Democratic 
Bhutan Ethiopia Kenya 
Burkina Faso Gambia. The Lao People's 
Burma Ghana Dem. Rep. 
Burundi Guinea Lcsotho 
Central African Guinea-Bissau Madagascar 

Rep. Guyanas Malawi 

' Although Guyana's estimated GDP per person slightly ex
ceeded the threshold of $425 in 1986. it dropped considerably 
in 1987; Guyana has therefore been included among the low
income countries. 

1 2 1  
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Maldives 
Mah 
Mauritama 
Mozambique 
Nepal 
Niger 
Pakistan 

Rwanda 
Sao Tome and Principe 
Senegal 
Sierra Leone 
Soma ha 
Sri Lanka 
Sudan 

Tannn•a 
Togo 
Uganda 
Vanuatu 
V1et Nam 
Za1re 
Zambia 

The group of /5 hea�•ily indebted countrie.\ re
mains unchanged from the existing composition. l t  
comprises those countries associated with the "Pro
gram for Sustained Growth'' proposed at the 1 985 
Fund/Bank Annual Meetings in Seoul by the then 
Governor for the United States. These countries 

1 22 

comprise: 

Argenuna 
Bolivia 
BraLJI 
Ch1le 
Colombia 

Cote d'lvo•re 
Ecuador 
Mexico 
Morocco 
Nigeria 

Peru 
Philippines 
Uruguay 
Venctuela 
Yugoslavia 

Except where otherwise specifically indicated. 
the Union of Soviet Socialist Republics. nonmember 
countries of Eastern Europe. Cuba, and North 
Korea are excluded from the tables in this report. 
Also it has not been possible to include in the tables 
a nu�ber of small countries or territories for which 
trade and payments data are not available. 
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Output: Summary 

Table A l .  World Output, 1971-901 
(Annual changes. in percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

World 3.9 1.8 0.7 2.8 4.5 3.4 3.2 3.2 4.1 3.3 3.2 

lndustrial countries 3.2 1.5 -{1.3 2.8 4.9 3.4 2.6 3.4 4.1 3.3 2.9 

United States 2.8 1.9 -2.5 3.6 6.8 3.4 2.8 3.4 3.9 3.1 2.5 
Japan 4.8 3.7 3.1 3.2 5.1 4.9 2.5 4.5 5.7 4.5 4.4 
Germany, Fed. Rep. of 2.7 -1 .0 1.9 3.3 1 .9  2.3 1 .8  3.4 2.4 2.9 

Olher industrial countries 3.2 0.7 0.7 2. 1  3. 1  3. 1  2.5 3.2 3.6 2.9 2.6 

Developing countries 5.5 1.9 2.2 2.2 4.1 3.6 4.2 3.3 4.3 3.3 4.2 

By region 

Africa 3.8 1.9 2.5 -0.9 0.5 3.5 2.2 1 .2  l .7  2.3 3.3 
Asia 5.3 5.9 5.4 7.8 8.2 6.7 6.6 7.2 9.0 6.4 6.2 
Europe 5.0 -0.1 1.4 2.5 4.1 2.3 4.2 2.4 2.5 2.3 3.0 
Middle East 7.2 -1.3 1.3 l.7 0.1 -1.4 0.9 -1.6 3.9 2.3 2.8 
Western Hemisphere 5.9 0.3 -0.8 -2.7 3.7 3.6 4.1 2.6 0.9 0.8 3.2 

By anaJytical criteria 

Fuel exporters 6.6 1 . 1  0.7 -0.5 0.7 0.9 0.6 -0.3 2.2 2.3 2.9 
Non-fuel exporters 5.0 2.3 2.9 3.5 5.8 4.8 5.8 4.8 5.2 3.7 4.7 

Market borrowers 5.9 J.7 0.9 -0.4 4.0 2.9 4.1 3.3 2.8 2.6 3.8 
Official borrowers 3.7 -0.3 1.6 3.1 3.8 3.8 4.5 2.8 4.4 4.0 4.4 

Countries wilh recent debt-
servicing difficulties 5.2 -0.6 0.7 -1.5 2.7 3.3 3.7 2.2 1.9 1.4 3.2 

Countries without debt-
servicing difficulties 5 . 1  5 . 1  4.7 6.4 7. 1 6.1 5.7 6.1 7.6 5.4 5.4 

Other countries3 5.0 2.8 2.9 3.6 3.1 3.4 4.1 2.5 3.8 3.3 3.3 

1 Real GDP (or GNP) for industrial and developing countries and real net material product (NMP) for other countries. Composites for the country 
groups are averages of percentage changes for individual countries weighted by the average U.S. dollar value of !heir respective GDPs (GNPs or NMPs 
where applicable) over the preceding three years. Because of the uncertainty surrounding the valuation of the composite NMP of !he olher 
countries, !hey have been assigned-somewhat arbitrarily-a weight of 15 percent in the calculation of the growth of world output. 

2 Compound annual rates of change. Excluding China. 
3 The U.S.S.R. and countries of Eastern Europe that arc not members of the Fund. 
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Output: Industrial Countries 

Table A2. Industrial Countries: Real GNP and Total Domestic Demand, 1971-901 

(Annual changes. in percent) 

Average Fourth Quaner-3 

1971-80� 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1988 1989 1990 

Real GNP 

Canada4 4.6 3.7 -3.2 3.2 6.3 4.6 3.2 4.0 4.5 2.9 2.5 3.4 2.5 2.8 
United States 2.8 1.9 -2.5 3.6 6.8 3.4 2.8 3.4 3.9 3.1 2.5 2.8 3 . 1  2.6 
Japan 4.8 3.7 3 . 1  3.2 5 . 1  4.9 2.5 4.5 5.7 4.5 4.4 4.7 4.7 4.3 

France• 3.6 1 .2 2.5 0.7 1 .4 16 2. 1 2.3 3.4 2.8 2.8 3.8 2.7 3.0 

Germany. Fed. Rep. of 2.7  - 1 . 0  1 .9 3.3 1.9 2.3 1 . 8  3.4 2.4 2.9 2.6 2.8 2.9 
ltaly4 3. I l.l  0.2 1 . 1  3.2 2.9 2.9 3 . 1  3.8 3.4 3.0 4.4 2.9 2.9 
United Kingdom5 1.9 -1.3 1 . 8  3.6 2.1 3.5 3.2 4.6 4.4 3.3 2 . 1  4.8 2.2 2.6 

Other industrial countries 3.0 0.5 0.4 2.2 3.6 3.2 2. 1  2.7 3.1  2.6 2.5 3.1  2.6 2.6 

All industrial coUJitries 3.2 1.5 �.3 2.8 4.9 3.4 2.6 3.4 4.1 3.3 2.9 3.4 3.2 3.0 

Of which. 
Seven major countries above 3.2 1.7 -0.4 2.9 5 . 1  3.4 2.7 3.4 4.2 3.4 3.0 3.5 3.3 3. 1  
European countries 2.9 0.2 0.7 2.0 2.6 2.5 2.4 2.7 3.6 2.8 2.7 3.6 2.6 2.7 

Real total domestic demand 

Canada 4.9 4.7 -6.6 4. 1  5.3 5 . 1  3.9 4.7 5.5 4.6 2.7 4.3 3.2 3 . 1  
United States 2 5  2.2 -1.9 5 . 1  8.7 3.8 3.7 3.0 3.0 2.8 2.6 2.2 2.7 2.9 
Japan 4.2 2.1  2.8 1 .8  3.8 4.0 4 . 1  5.2 7.7 5.0 4.9 6 . 1  5.3 4.8 

France 3.5 -0.1 3.5 -0.7 0.4 2.2 3.9 3.4 3.7 2.7 2.8 4.9 1 . 3  4.2 
Germany. Fed. Rep. of 2.7 -2.7 -2.0 2. 3 2.0 0.8 3.6 3.1  3.5 2.2 3.3 2.9 2.2 3.5 
Italy 2.9 - 1 . 2  0.3 0.2 4.0 3.1  3.2 4.6 4.2 4.0 3.4 6.2 3.4 3.4 
United Kingdom 1.7 - 1 . 5  2.2 4.8 2.6 2. 7 3.9 5.0 6.0 3.9 1 . 1  6.5 1 .4 1.8 

Other industrial countries 2.9 -1.2 0.7 0.7 2.5 3.5 3.8 3.3 3.7 2.8 2.7  3.5 2.7 2.8 

AU industria) countries 2.9 0.6 �.2 3.0 5.2 3.4 3.7 3.7 4.3 3.4 3.1 3.8 3.1 3.3 

Of which. 
Seven major countries above 2.9 1.0 -0.3 3.3 5.7 3.4 3.7 3.8 4.4 3.4 3.2 3.8 3.1 3.4 
European countries 2.8 - 1 . 8  0.7 1 .4 2 . 1  2.4 3.9 3.8 4.0 3.0 2.7 4.4 2.3 3.1  

1 Composites for the country groups are averages of percentage changes for individual countries weighted by the average U .S. dollar value of their 
respective GNPs over the preceding three years. 

2 Compound annual rates of change. 
3 From fourth quarter of preceding year. 
• GDP at market prices. 
5 Average of expenditure. income. and output estimates of GDP at market prices. 
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Output: industrial Countries 

Table A3. Industrial Countries: Components of Real GNP, 1971-901 

(Annual changes. in percent) 

Average 
1971-802 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Consumer expenditure 

Canada 4.9 2.3 -2.6 3.4 4.6 5.4 4.3 4.7 4.3 3.8 2.4 
United States 3.0 1 . 2  1.3 4.7 4.8 4.7 4.3 2.7 2.8 2.8 2.6 
Japan 4.9 1 . 3  4 . 1  3.2 2.7 2.7 3 . 1  4.2 5.0 3.9 4.4 

France 4.1  2 . 1  3.5 0.9 1 . 1  2.3 3.4 2.4 2.9 2.5 2.5 
Germany, Fed. Rep. of 3.3 -0.5 - 1 . 3  1 . 7  1 .5  1 .4 3.4 3.6 2.5 2.5 3.6 
Italy 3.2 1 . 5  1 . 1  0.7 2.4 3.0 3.5 4.3 4.0 3.4 3.0 
United Kingdom 2.2 0.9 4.5 1 .8 3.5 5.4 6.0 6.3 4 . 1  1.9 

Other industrial countries 3 . 1  0.2 0.9 0.9 1.5 3 . 1  3.0 2.5 2.4 2.7 2.5 

All industrial countries 3.4 0.9 1.4 3.1 3.2 3.7 3.8 3.3 3.5 3.1 3.0 

Of which. 
Seven major countries above 3.4 1 . 1  1 .5  3.4 3.5 3.7 3.9 3.4 3.6 3.2 3.1  
European countries 3.2 0.3 0.8 1 .6 1.5 2.6 3.8 3.6 3.4 2.9 2.7 

Public consumption 

Canada 3.6 2.5 2.4 1 .4 1.2 2.7 1 . 2  1.6 2.8 1 . 5  1 . 2  
United States 0.8 1 .5 1 .9 1 . 1  4.4 7.9 4.0 2.6 0.2 3.4 1.7 
Japan 4.7 4.8 1.9 2.9 2.8 1 . 7  6.2 -0.7 2. 1 2.2 2.4 

France 3.4 3.1 3.7 2.0 1 . 2  2.2 2.6 3.0 2.0 2.0 2.5 
Germany, Fed. Rep. of 3.5 1 .8 -0.8 0.2 2.4 2 . 1  2.5 1 . 6  1 . 8  1 . 0  1 .9 
Italy 3.0 2.7 2.9 2.9 2.6 3.5 3 . 1  3.4 2.0 2.0 2.0 
United Kingdom 2.4 0.3 0.8 2.0 0.9 1 .9 0.9 0.4 - 1 . 0  - 1 . 2  

Other industrial countries 4.1 2.4 1 .6 2.7 1 . 8  3.4 2.8 2.8 2.2 1.6 1.6 

All industrial countries 2.5 2.3 1.7 1.8 3.0 4.7 3.7 1.9 1.2 2.2 1.7 

Of which. 
Seven major countries above 2.2 2.3 1 . 8  1 . 6  3.2 4.9 3.8 1 . 8  1 . 1  2.3 1.7 
European countries 3.4 2 . 1  1 .6 1 .8 1 . 7  2.2 2.6 2.4 1 . 7  1 . 2  1.4 

Gross fixed investment 

Canada 6.1  1 1 .7 - 1 1 .0 -0.7 2.1 8.2 5.0 9.6 12.5 5.9 5.1  
United States 3.3 1 . 1  -9.6 8.2 16.8 5.4 1 .9 6.0 3.8 3.9 
Japan 3.7 3 . 1  0.8 -0.3 4.9 5.8 5.8 10.3 13.3 6.7 5.7 

France 2.5 -1.9 -1.4 -3.6 -2.3 2.4 2.9 3.5 6.8 5.0 4.5 
Germany, Fed. Rep. of 1 .4 -4.8 -5.3 3.2 0.8 0 . 1  3.3 2.5 5.8 2.7 3.9 
Italy 1 . 1  -2.3 -5.7 -0.1  5 .3 2.5 1.4 5.2 6.8 4.9 4.3 
United Kingdom 0.4 -9.6 5.4 5.0 8.6 3.8 0.9 5.6 1 1 .4 7.2 3.0 

Other industrial countries 1 .4 -2.4 -1.5 -0.8 3.5 4.8 6.0 4.8 6.8 3.8 3.8 

All industrial countries 2.8 -0.5 -4.6 3.3 8.9 4.6 2.4 4.5 8.0 4.7 4.3 

Of which, 
Seven major countries above 3.0 -0.2 -5.2 4.0 9.7 4.6 1.9 4.4 8.2 4.8 4.4 
European countries 1 .4 -4.7 - 1 . 9  1.0 2.6 2.5 3.9 4.4 7.2 4.4 4.0 
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Output: Industrial Countries 

Table A3 ( co11cluded). Industrial Countries: Components of Real GNP, 1971-901 

(Annual changes. in percent) 

Average 
197 1-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Final domestic demand 

Canada 4.9 4.5 -3.7 2.1 3.4 5.5 3.8 5.2 5.9 3.9 2.9 
United States 2.6 1.2 -0.4 4.5 6.6 5.4 3.5 2.5 2.8 3.1  2.6 
Japan 4.5 2.2 2 . 8  2. 1 3.4 3.6 4.2 5.7 7.5 4.8 4.7 

France 3.6 1.3 2.4 0.2 0.4 2.3 3.1 2.8 3.5 2.9 2.9 
Germany. Fed. Rep. of 2.9 -1.0 -2.1 1 . 7  1 . 6  1 . 2  3.2 3.0 3.1  2.2 3.3 
Italy 2.6 0.8 -0.2 0.8 3 . 1  2.9 3.0 4.4 4.3 3.5 3.2 
United Kingdom 1.9 - 1 . 5  1.6 4.0 2.7 2.8 3.9 4.9 6.0 3.7 1 . 5  

Other industrial countries 2.8 0.2 0.4 0.8 1 .9 3.4 3.6 3.0 3.4 2.7 2.6 

All industrial countries 3.0 0.9 0.3 2.7 4. 1 4.1 3.6 3.5 4.2 3.4 3.1 

Of which, 
Seven major countries above 3.0 1.0 0.3 3.0 4.4 4.2 3.6 3.5 4.3 3.5 3.2 
European countries 2.8 -0.4 0.2 1.5 1.7 2.4 3.6 3.5 3.8 2.9 2.8 

Stockbuildingl 

Canada 0.2 -2.9 1.9 1 . 8  -0.3 0.2 -0.5 -0.4 0.7 -0.1 
United States 1.0 -1.5 0.6 2 . 1  -1.5 0.2 0.5 0.2 -0.2 
Japan -0.2 -0.1 -0.1 -0.3 0.4 0.4 -0.1  -0.4 0.2 0.2 0.2 

France -1.4 1.0 -0.9 -0.2 0.8 0.7 0.3 -0.2 -0.1  
Germany. Fed. Rep. of -0 . 1  - 1 . 6  0 . 1  0.6 0.5 -0.4 0.3 0 . 1  0.4 
Italy 0.3 -2.0 0.6 -0.6 0.9 0.2 0.2 0.4 -0.1 0.5 0.3 
United Kingdom -0.1 0.1 0.6 0.8 -O.J -0.1 0.3 O.J -0.4 

Other industrial countries - 1 . 4  0.3 -0.2 0.5 0. 1 0.2 0.3 0.4 0.1 0.1 

All industrial countries -0.3 -0.5 0.2 1.1 -0.6 0.2 0.2 0.2 

Of which, 
Seven major countries above -0.1 -0.6 0.3 1 . 2  -0.7 0.2 0.2 0.2 
European countries - 1 . 5  0.5 -0 . 1  0.4 0.3 0.3 0.2 0.1 

Foreign balaneesl 

Canada -0.3 -0.9 3.4 -0.3 0.9 -0.3 -0.7 -0.6 - 1 . 1  -1.5 -0.3 
United States 0.3 -0.2 -0.7 -1.5 -2.0 -0.6 -0.9 0.2 0.8 0.3 -0.2 
Japan 0.3 1 . 5  0.3 1 . 5  1.3 I. I - 1 . 4  -0.6 - 1 . 9  -0.5 -0.5 

France 1 . 3  -0.9 1 .4 1.0 -0. 6  -1.8 - 1 . 1  -0.4 - 0 . 1  
Germany. Fed. Rep. of 2.7 1 . 0  -0.3 1.3 1 . 2  - 1 . 0  - 1 . 2  0 . 1  0.2 -0.3 
Italy -0.1  2.4 -0.1  0.8 -0.8 -0.3 -0.4 -1.6 -0.6 -0.8 -0.6 
United Kingdom 0.2 0.5 -1.0 -1.0 -0.8 0.9 -0.7 -0.6 -3.5 - 1 . 1  1.0 

Other industrial countries 0.1 0.9 1 .3 0.5 -1.3 -0.6 -0.5 -0.2 -0.1 

All industrial count.ries 0.2 0.8 -0.1 -0.1 -0.4 -1.1 -0.4 -0.4 -0.1 -0.2 

Of which, 
Seven major countries above 0.2 0.8 -0.2 -0.4 -0.6 -1.0 -0.3 -0.3 -0.1  -0.2 
European countries 0 . 1  2.0 -0.1  0.5 0.5 0.2 -1.3 -1.0 -0.7 -0.2 -0. 1 

1 Composites for country groups are averages of percentage changes in real terms for individual countries weighted by the average U.S. dollar 
value of their respective GNPs over the preceding three years. 

2 Compound annual rates of change. 
3 Changes expressed as a percentage of GNP in Lhe preceding period. 
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Output: LndustriaJ Countries 

Table A4. Industrial Countries: Employment, Unemployment, and Real Per Capita GNP, 1971-90 
(In percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Growth in employment2 

Canada 3 . 1  2.8 -3.5 0.5 2.4 2.6 2.8 2.9 3.2 1 .7 2.0 
United States 2.4 I .  I -0.9 1.3 4 . 1  2.0 2.3 2.6 2.3 2.2 1.6 
Japan 0.8 0.8 1.0 1.7 0.6 0.7 0.8 1.0 1.7 1 . 1  0.8 

France 0.7 -0.6 0.2 -0.4 -0.9 -0.3 0.2 0.1 1.0 0.7 0.6 
Germany. Fed. Rep. of 0.3 -0.6 -1.9 -1.7 0.2 0.8 1 .2 0.9 0.7 0.5 0.7 
Italy 0.9 0.3 -0.2 0.3 0.4 0.5 0.6 -0.1 1.3 1.0 0.6 
United Kingdom 0.2 -3.4 -1.9 -0.2 2.2 1 .4 0.7 2. 1 2.1 1.4 0.3 

Other industrial countries 0.7 -0.6 -0.7 -0.9 0.6 1 . 3  1 . 9  1 . 5  1 . 1  1.0 0.9 

All industrial countries 1.5 0.2 �.7 0.4 l.J 1.4 1.6 1.7 1.8 1.4 J . l  

Of which. 
Seven major countries above 1.6 0.4 -0.7 0.7 2.3 1.4 1.6 1.8 1.9 1.5 1 . 1  
European countries 0.5 - 1 . 1  -1.0 -0.7 0.3 0.6 0.9 0.9 1.1  0.9 0.7 

Unemployment rates3 

Canada 6.9 7.6 1 1 . 0  1 1 .8 1 1 .2 10.5 9.5 8.8 7.8 8.0 8.0 
United States 6.4 7.6 9.7 9.6 7.5 7.2 7.0 6.2 5.5 5.3 5.3 
Japan 1.8 2.2 2.4 2.7 2.7 2.6 2.8 2.8 2.5 2.4 2.4 

France 4.5 7.4 8 . 1  8.3 9.7 10.2 10.4 10.6 10.3 10.2 10.2 
Germany, Fed. Rep. of 2.7 4.9 6.8 8.2 8.1 8.2 7.9 7.9 7.7 7.5 7.3 
Ltaly 6.7 7.9 8.6 9.9 10.0 10.3 1 1 . 1  12.0 12.0 12.0 12.0 
United Kingdom 3.7 8.5 9.9 10.8 1 1 .0 1 1 .2 1 1 .3 10.2 8.2 7.3 7.5 

Other industrial countries 3.9 8.1 9.6 1 1 . 1  1 1 .5 1 1 . 5  1 1 . 1  10.9 10.6 10.4 10.2 

All industrial countries 4.5 6.6 8.0 8.6 8.1 8.0 7.9 7.6 7.0 6.8 6.7 

Of which. 
Seven major countries above 4.6 6.3 7.7 8.2 7.5 7.4 7.3 7.0 6.4 6.1 6.1 
European countries 4.2 7.6 8.9 9.9 10.4 10.6 10.6 10.5 10.0 9.7 9.6 

Growth in real per capita GNP2 

Canada 3.4 2.1 -4.4 2.5 5.5 3.8 2.4 2.9 3.6 2.0 1.6 
United States 1 .7 0.9 -3.5 2.6 5.8 2.4 1.9 2.4 2.9 2.2 1.5 
Japan 3.6 2.9 2.4 2.5 4.4 4.3 1.8 3.9 5.1  3.9 3.8 

France 3.0 0.6 2.0 0.2 1.0 1 . 2  1 . 7  1 .9 3.0 2.4 2.4 
Germany. Fed. Rep. of 2.6 -0.2 -0.9 2.3 3.7 2.2 2.3 1.6 3.1 2.0 2.6 
Italy 2.6 1.0 0.7 2.9 2.6 2.7 2.9 3.6 3.2 2.8 
United Kingdom 1.8 -2.0 1 . 8  3.6 1.9 3.3 3.0 4.1 4.2 3.3 1.7 

Other industrial countries 2.2 -0.1 -0.1 1.8 3.2 2.7 1.6 2.1 2.6 2.1  2.0 

All industrial countries 2.3 0.8 -1.0 2.2 4.3 2.7 2.0 2.7 3.4 2.6 2.3 

Of which, 
Seven major countries above 2.4 0.9 -I. I 2.3 4.5 2.7 2.0 2.8 3.5 2.7 2.3 
European countries 2.5 -0.2 0.5 1.9 2.5 2.3 2.2 2.4 3.2 2.5 2.3 

1 Compound annual rates of change for employment and per capita GNP. and arithmetic averages for unemployment rates. 
2 Composites for the country groups are averages of percentage changes for individual countries weighted by the average U.S. dollar 

value of their respective GNPs over the preceding three years. 
3 Composites for the country groups arc averages of national unemployment rates weighted by labor force in the respective countries. 
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Output: Developing Countries 

Table AS. Developing Countries: Real GDP, 1971-901 
(Annual changes, in percent) 

Average 
1971-802 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 5.5 1.9 2.2 2.2 4.1 3.6 4.2 3.3 4.3 3.3 4.2 

By region 

Africa 3.8 1 . 9  2.5 -0.9 0.5 3.5 2.2 1 .2 1 . 7  2.3 3.3 
Asia 5.3 5.9 5.4 7.8 8.2 6.7 6.6 7.2 9.0 6.4 6.2 
Europe 5.0 -0.1 1.4 2.5 4.1 2.3 4.2 2.4 2.5 2.3 3.0 
Middle East 7.2 -1.3 1.3 1 .7 0.1 -1.4 0.9 - 1 . 6  3.9 2.3 2.8 
Western Hemisphere 5.9 0.3 -0.8 -2.7 3.7 3.6 4.1 2.6 0.9 0.8 3.2 

By predominant export 

Fuel 6.6 I .  I 0.7 -0.5 0.7 0.9 0.6 -0.3 2.2 2.3 2.9 
Non-fuel exports 5.0 2.3 2.9 3.5 5.8 4.8 5.8 4.8 5.2 3.7 4.7 

Manufacturers 5.9 2.4 3.9 4.8 7.3 6.8 6.8 5.6 6.0 4.0 5.1  
Primary products 3.2 -2.5 0.2 2.8 0.3 4.7 3.4 2.3 2.3 3.4 

Agricultural products 3.4 - I .  I - 1 . 3  1.6 2.4 -0.1  4.4 2.9 2.8 3 . 1  3.9 
Minerals 2.6 3.9 -6.3 --4.3 3.9 2.1 5.8 5.7 -0.3 -1.9 0.8 

Services and private 
transfers 4.3 4.2 4.2 2.6 4.1  3.5 5.0 3.4 3.4 3.5 4.4 

Diversified export base 4.8 4.4 4.2 0.7 1.9 -0.4 1.6 2.1 4.7 3.8 3.8 

By financial criteria 

Net creditor coumries 7.8 1 .7 0.4 2.8 0.5 -2.3 1 . 6  - 1 . 3  3.2 3.1 3.8 
Net debtor countries 5 . 1  2.0 2.5 2.1 4.7 4.6 4.6 4.0 4.5 3.3 4.3 

Market borrowers 5.9 1.7 0.9 -0.4 4.0 2.9 4.1 3.3 2.8 2.6 3.8 
Diversified borrowers 4.9 2.8 4.2 4.2 5.7 6.5 5 . 1  5.0 6.3 3.9 4.8 
Official borrowers 3.7 -0.3 1.6 3.1 3.8 3.8 4.5 2.8 4.4 4.0 4.4 

Countries with recent debt-
servicing difficulties 5.2 -0.6 0.7 -1.5 2.7 3.3 3.7 2.2 1.9 1.4 3.2 

Countries without debt-
servicing difficulties 5.1 5.1 4.7 6.4 7.1  6.1 5.7 6.1 7.6 5.4 5.4 

Miscellaneous groups 

Sub-Saharan Africa 2.9 2.9 2.2 -0.2 0.9 3.3 3.6 1 . 8  1.5 2.0 4.0 
Twelve major oil exporters 6.8 -0.8 0.8 0.5 -0.2 0.3 1 .7 -0.5 2.9 2.6 3.0 
Net debtor fuel exporters 6.0 1 . 1  1 .2 -2.3 1.6 3.8 0.9 1 .8 2.1  2.4 2.9 
Four newly industrializing 

Asian economies 8.8 7.0 4.5 9.5 9.2 3.8 10.8 1 1 .3 10.5 8.2 6.2 
Small low-income economies 3.2 3.0 3.0 1.9 2.9 3.7 4.2 3.5 4.0 4 . 1  4.7 
Fifteen heavily indebted 

countries 5.8 0.1 -0.2 -2.6 2.2 3.8 4.0 2.2 1 . 1  1.0 3.2 

Memorandum 

Developing countries 

Median growth rate 4.9 3.0 2.0 1.5 3.3 3.2 3.6 2.6 3.6 3.7 3.9 

1 Except where otherwise indicated. arithmetic averages of country growth rates weighted by the average U.S. dollar value of GDPs over 
the preceding three years. 

2 Compound annual rates of change. Excluding China. 
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Output: Developing Countries 

Table A6. Developing Countries: Real Per Capita GDP, 1971-90 
(Annual changes, in percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 2.9 -0.6 -0.3 2.1 1.5 1.9 1.2 2.6 1.0 2.3 

By region 

Africa 1 . 0  -0.8 -0.2 -3.6 - 1 . 8  0.6 -0.6 -1.6 - 1 . 1  -0.5 0.5 
Asia 3.4 3.9 3.3 5.9 6.5 5.0 4.8 5.6 8.2 4.1 4.7 
Europe 3.8 -0.9 0.5 1 .6 3.4 1 . 6  3 . 1  1 . 6  1 . 4  1 . 4  2.1 
Middle East 2.7 -5.2 -2.9 -1.6 -3.2 -4.4 -3.0 -4.6 0.5 - 1 . 0  -0.5 
Western Hemisphere 3.1  -2 6 -3.1 -4.8 1 .4 1 .4 1 .9 0.4 - 1 . 3  - 1 . 8  1.0 

By predominant export 

Fuel 2.7 -2.2 -2.8 -3.4 -2.3 -2.0 -2.8 -3.3 -0.7 - 1 . 1  -0.1 
Non-fuel exports 3.0 0.2 0.9 1 . 6  4 I 3 . 1  4.0 3.0 3.8 1 . 7  3.0 

Manufacturers 3.9 0.5 2.2 3 . 1  5.8 5.4 5 . 1  3.9 5 . 1  2 . 1  3.7 
Primary products 0.6 -2.4 -4.9 -1.8 0.7 - 1 . 7  2.4 1 .3 0.2 0.1 1 .3  

Agricultural products 0.7 -3.6 -3.6 -0.3 0.6 -2.1 2.2 0.8 0.7 1.0 1 .8 
Minerals 0.4 1.7 -8.6 -6.9 1.3 -0.2 3.2 3.7 -2.8 -3.9 -1.3 

Services and private 
transfers 4.3 1.7 1 .5 1 .4 1 . 0  2.3 0.9 0.7 I .  I 1 .9 

Diversified export base 2.0 1 .8 1.5 -1.7 -0.6 -2.9 -1.0 -0.4 2.0 1 . 2  1 . 2  

By financial criteria 

Net creditor countries 3.1  -2.2 -3. 8  -0.2 -2.6 -5.2 -2.2 -3.9 0.4 0.2 0.9 
Net debtor countries 2.9 -0.3 0.3 2.9 2.7 2.5 2.0 2.9 1 . 1  2.5 

Market borrowers 3.5 -0.8 -1.3 -2.4 2.0 0.9 2.1 1 .3  0.9 0.5 1 .9 
Diversified borrowers 2.6 0.7 2.1 2.2 4.0 4.7 3.0 3.0 5.1  1 .5  3.1  
Official borrowers 1.8 -2.6 -0.7 0.8 1 .9 1 .8 2.2 0.7 2.2 1 . 7  2.2 

Countries with recent debt-
servicing difficulties 2.6 -3.2 -1.7 -3.7 0 7  1 . 2  1.5 -0.4 -1.0 1 . 0  

Countries without debt-
servicing difficulties 3.5 3.2 2.7 4.6 5.4 4.3 3.8 4.3 6.7 3.2 3.9 

MisceUaneous groups 

Sub-Saharan Africa -0.4 -3.1 - 1 . 6  0.5 0.6 - 1 .0 -1.6 -0.8 1 . 0  
Twelve major oil exporters 2.7 -4.3 -2.9 -2.6 -3.2 -2.8 - 1 . 8  -3.6 -0.3 -0.6 -0.2 
Net debtor fuel exporters 2.9 - 1 . 8  - 1 . 6  -4.9 -0.9 1 . 1  - 1 . 7  -0.9 -0.3 -0.8 0.5 
Four newly industrializing 

Asian economies 6.7 5.2 2.9 7.8 7.8 2.4 9.6 10.1 9.3 6.8 5.0 
Small low-income economies 0.9 -0.1 0.2 -0.8 0.6 1 . 3  1 . 4  0.7 1.4 1.4 2.0 
Fifteen heavily indebted 

countries 3 . 1  -2.6 -2.5 -4.7 1 .6 1 .9 0.1 - I .  I - 1 . 4  1.0 

1 Compound annual rates of change. Excluding China. 
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Output: Developing Countries 

Table A7. Developing Countries: Gross Capital Formation, 1981-891 

(In percent of GDP) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 

Developing countries 26.2 24.9 23.6 23.1 23.6 23.2 22.7 22.6 22.8 

By region 

Africa 26.1 23.0 20.9 18.8 18.4 19.2 18.3 18.2 18.3 
Asia 28.5 27.3 27.5 27.2 29.1 28.3 27.9 28.3 27.9 
Europe 27 I 27.9 25.2 25.1 25.9 26.8 26.1 26.5 26.3 
Middle East 27.0 26.3 28.3 27.5 25. 7  23.1 20.5 19.9 20.1 
Western Hemisphere 22.6 20.8 16.8 16.7 17.4 17.7 18.3 17.6 18.0 

By predominant export 

Fuel 26.8 25.2 24.5 23.0 23.2 21.8 20.2 19.7 19.5 
Non-fuel exports 25.9 24.8 23.2 23.1 23.8 23.9 23.7 23.7 23.9 

Manufacturers 26.7 26.1 24.4 24.9 26.6 26.8 26.3 26.2 26.0 
Primary products 20.6 18.3 16.8 15.9 1 5 . 1  15.2 16.2 15.7 16.6 

Agricultural products 19.4 17.9 17.3 15.9 14.9 14.8 15.8 15.5 16.5 
Minerals 24.3 19.5 15.5 15.9 15. 5 17.1 17.6 16.8 1 7.0 

Services and private 
transfers 25.0 24.0 20.6 19.9 18.7 18.1 18.2 18.0 18.5 

Diversified expon base 29.3 26.4 25.3 22.9 20.4 19.3 18.9 19.8 20.7 

By financial criteria 

Net creditor countries 27.4 26. 1 28.4 27.6 25.6 22.7 20.7 20.6 2 1 . 2  
Net debtor countries 26.0 24.7 22.7 22.2 23.3 23.4 23.0 22.9 23.0 

Market borrowers 26.4 24.3 2 1 . 2  20.7 20.4 20.3 20.7 20.7 2 1 . 1  
Diversified borrowers 27.1 25.8 25.0 24.4 27.0 27.3 26.3 26.0 25.6 
Offici a I borrowers 19.8 2 1 . 7  19.1 19.7 20.1 20.2 20.2 20.3 20.4 

Countries with recent debt-
servicing difficulties 24.4 22.8 18.9 18.1  18.5 18.8 18.8 18.4 18.7 

Countries without debt-
servicing difficulties 27.8 27.0 27.1 27.0 28.6 28.3 27.7 27.9 27.5 

Miscellaneous groups 

Sub-Saharan Africa 20.9 19.7 16.8 17.0 17.9 19.0 18.4 18.1  18.6 
Twelve major oil exporters 26.6 25.6 25.4 23.9 23.6 22.5 20.7 20.0 19.7 
Net debtor fuel exporters 26.6 24.5 2 1 . 1  19.0 20.6 20.3 19.7 19.4 18.9 
Four newly industrializing 

Asian economies 32.5 29.8 29.0 29.2 26.8 25.3 26.2 27.3 27.6 
Small low-income economies 17.3 16.9 14.7 15.3 15.4 15.9 16.6 16.8 17.5 
Fifteen heavily iodebted 

countries 23.5 21.6 1 7 . 1  16.0 16.8 17.2 17.4 17.0 17.3 

Memorandum 

Median estimates 

Developing countries 25.3 24.5 21.5 21.4 21.7 21.7 20.1 20.2 20.0 

By region 

Africa 22.9 21.4 18.0 18.8 19.9 20.0 19.5 18.3 17.1 
Asia 29.1 28.6 27.1 24.7 24.0 22.6 23.2 24.0 24.0 
Europe 29.7 31.5 26.5 26.3 27.7 25.8 25.5 26.1 27.9 
Middle East 23.4 26.9 24.7 24.4 22.6 2 1 . 3  18.9 19.8 19.9 
Western Hembphere 23.6 22.6 20.8 19.0 1 8 . 1  18.5 19.6 19.1 18.7 

1 Except where otherwise indicated, arithmetic averages of country ratios weighted by the average u.s. dollar value of GDPs over the 
preceding three years. 
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Inflation: Summary 

Table A8. Inflation, 1971-90 
(In percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

GNP denators 

Industrial countries1 8.3 8.7 7.2 5.0 4.4 3.5 3.4 2.9 3.1 3.8 3.5 

United States 7.4 9.6 6.4 3.8 3.7 3.0 2.7 3.3 3.4 4.7 4.5 
Japan 7.4 3.3 1.8 0.8 1 . 2  1 . 4  1.8 -{).2 0.5 1 . 4  1.2 
Germany, Fed. Rep. of 5.3 4.0 4.4 3.3 2.0 2.2 3.1 2.0 1.5 2.5 2.5 

Other industrial countries2 10.6 1 1 . 3  10.6 8.3 6.9 5.5 5 . 1  4.3 4.4 4.7 4.0 

Consumer prices 

Industrial countries1 8.7 10.1 7.5 4.9 4.7 4.1 2.3 2.9 3.2 3.8 3.5 

United States 7.8 10.4 6.1 3.2 4.4 3.5 2.0 3.6 4.1 4.7 4.9 
Japan 9.0 4.9 2.7 1 .9 2.3 2.0 0.6 0.1  0.7 1 .3 1 .0 
Germany. Fed. Rep. of 5 . 1  6.3 5.3 3.3 2.4 2.2 -0.2 0.2 1.2 2.8 2.4 

Other industrial countries2 10.6 12.7 1 1 . 0  8.1 6.7 6.1 4.2 4 . 1  4.0 4.6 3.9 

Developing countries3 20.5 25.8 25.2 32.4 38.2 39.7 31.1 40.5 67.1 45.5 18.1 

By region3 

Africa 14.1 20.8 13.1  17.9 20.8 13.3 14.4 15.0 18.8 15.1  11.8 
Asia 10.5 10.4 6.4 6.7 7.3 7.1 9.1 9.8 14.6 10.0 6.8 
Europe 13.8 23.6 33.1 22.8 25.4 25.5 24.8 30.3 49.3 50.3 35.5 
Middle East 13.5 15.1  12.9 12.0 14.4 17.0 18.2 19.3 18.8 14.6 13.5 
Western Hemisphere 39.8 60.8 66.8 108.6 133.0 144.9 87.8 130.0 277.6 154.9 34.2 

By analytical criteria3 

Fuel exporters 13.4 15.8 16.6 23.6 20.1 16.9 24.6 33.1 33.8 15.7 12.0 
Non-fuel exporters 23.6 30.2 29.4 37.0 47.9 51.8 34.1 43.8 82.5 58.1 20.3 

Market borrowers 31.6 45.0 46.2 70.4 85.8 87.9 58.1 84.4 156.0 84.0 19.0 
Official borrowers 1 1 .9 23.6 34.5 22.8 23.6 28.1 33.5 31.7 42.2 28.5 18.5 

Countries with recent debt-

servicing difficulties 26.5 41.8 46.4 64.9 80.1 83.1 61.0 85.0 158.2 99.4 30.6 
Countries without debt-

servicing difficulties 14.2 14.0 10.0 10.8 12.6 12.4 9.1 9.7 13.8 1 1 .9 9.0 

Memorandum 

Developing countries 

Median inflation rate 10.9 13.0 10.6 9.4 10.4 8.4 7.6 7.8 9.0 7.5 6.4 

1 Compound annual rates of change. Excluding China. 
2 Averages of percentage changes for individual countries weighted by the average U.S. dollar value of their respective 

GNPs over the preceding three years. 
3 Percentage changes of geometric averages of indices of consumer prices for individual countries weighted by the average U .S. dollar value 

of their respective GDPs over the preceding three years. 
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Inflation: Industrial Countries 

Table A9. lndustriaJ Countries: GNP DeOators and Consumer Prices, 197 1-901 
(Annual changes, in percent) 

Average 
Fourth Quarterl 

1971-802 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1988 1989 1990 

GNP deflators 

Canada4 8.3 10.8 8.7 5.0 3 . 1  2.9 2.5 4.3 4.2 4.3 3.8 4.6 3.8 3.8 
United States 7.4 9.6 6.4 3.8 3.7 3.0 2.7 3.3 3.4 4.7 4.5 4.3 4.5 4.5 
Japan 7.4 3.3 1.8 0.8 1 . 2  1 .4 1 .8 --0.2 0.5 1.4 1 . 2  0.8 1 .7 1.0 

France• 9.5 10.9 1 1 .9 10.1  8 .8 4.5 5 . 1  2.5 2.8 3.2 2.5 3.3 3.9 --0.2 
Gennany, Fed. Rep. of 5.3 4.0 4.4 3.3 2.0 2.2 3 . 1  2.0 1 .5 2.5 2.5 2.0 2.6 2.5 
Italy' 14.7 18.5 16.2 15.0 1 1 .3 8.9 7.5 5.6 5.4 6.1 5.0 5.4 6.1 5.0 
United Kingdom• 13.9 1 1 .5 7.6 5 . 1  4.8 5.6 3.6 4.9 6.0 6.6 5.8 6.3 6.4 5.4 

Other industrial countries 9.1  9.0 9.5 7.0 6.3 5.3 5.6 4.4 4.3 4.1 3.6 4.2 4.0 3.6 

All industrial countries 8.3 8.7 7.2 5.0 4.4 3.5 3.4 2.9 3.1 3.8 3.5 3.5 3.8 3.2 

Of which, 
Seven major countries above 8.2 8.7 6.7 4.7 4.1 3.3 3 . 1  2.7 2.9 3.8 3.5 3.4 3.8 3.2 
European countries 9.7 9.6 9.2 7.5 6.2 4.9 4.7 3.5 3.6 4.1 3.6 3.8 4.2 3.1  

Consumer prices 

Canada 8.0 12.5 10.8 5.8 4.3 4.0 4.2 4.4 4.0 4.1 3.8 4.1 4.0 3.7 
United States 7.8 10.4 6.1 3.2 4.4 3.5 2.0 3.6 4.1  4.7 4.9 4.3 4.9 4.8 
Japan 9.0 4.9 2.7 1.9 2.3 2.0 0.6 0 . 1  0.7 1.3 1.0 I.  I 0.9 1.0 

France 9.6 13.4 1 1 .8 9.6 7.4 5.8 2.5 3.3 2.7 3.0 2.7 3.2 2.8 2.7 
Germany, Fed. Rep. of 5 . 1  6.3 5.3 3.3 2.4 2.2 --0.2 0.2 1 . 2  2.8 2.4 1 .6 3.0 2.4 
Italy 14.0 19.5 16.5 13. 1 10.8 9.1  5.9 4.7 5.0 5.9 4.9 5.1  5.6 4.5 
United Kingdom 13.7 1 1 .9 8.6 4.6 5.0 6.1  3.4 4 . 1  4.9 7.3 5.4 6.6 6.5 5.0 

Other industrial countries 9.6 10.3 9.7 7.6 6.3 5.8 4.8 4.1 3 .9 3.8 3.4 3.8 3.6 3.5 

All industrial countries 8.7 10.1 7.5 4.9 4.7 4.1 2.3 2.9 3.2 3.8 3.5 3.5 3.7 3.5 

Of which. 
Seven major countries above 8.5 10.0 7 . 1  4.4 4.5 3.8 2.0 2.8 3 . 1  3.8 3.6 3.4 3.7 3.5 
European countries 9.5 1 1 .3 9.7 7.2 6.1 5.4 2.9 2.9 3.2 4. 1 3.5 3.6 3.9 3.5 

1 Composites for the country groups are averages of percentage changes for individual countries weighted by the average U .S. dollar value of their 
respective GNPs over the preceding three years. 

2 Compound annual rates of change. 
3 From fourth quarter of preceding year. 
4 GDP at market prices. 
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Inflation: Industrial Countries 

Table AlO. Industrial Countries: Hourly Earnings, Productivity, and Unit Labor Costs in Manufacturing, 
1971-901 
(Annual changes. in percent) 

Average 
1971-80� 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Hourly earnings 

Canada 10.2 12.0 1 1 .7 4.3 4.9 3.9 3 I 2.4 5.0 5.0 4.1  
United States 8.8 9.5 8.5 3 . 1  3.4 5.0 3.7 2 . 1  3.6 4.9 4.8 
Japan 13.0 5.4 4.9 3 . 1  3.7 3.2 1.6 1.6 4.4 5.7 5.2 

France 15.0 15.9 18.5 10.4 8.6 8.9 4.5 4.6 4.2 4.7 4.6 
Germany. Fed. Rep. of 9.9 7.3 5.3 3.9 3.2 4.2 5.3 5.0 3.9 4.5 4.9 
Italy 19.9 25.5 19.9 19.3 13.1 10.1 3.3 6.5 5 . 1  6.6 6.3 
United Kingdom 16.5 16.5 7.0 6.9 6.5 6.7 7.4 6.8 7.6 10.0 8.4 

Other industrial countries 13.3 10.2 9.9 9.7 6.6 7.2 5.9 5.8 4.4 4.6 4.4 

All industrial countries 11.4 10.7 9.3 5.9 5.0 5.5 4.0 3.3 4.2 5.3 5.1 

Of which. 
Seven major countries above 1 1 . 1  10.8 9.2 5.2 4.8 5.3 3.7 3.0 4.2 5.5 5.2 
European countries 14.4 13.2 1 1 .  I 8.9 7.1 7.2 5.2 5.6 4.7 5.6 5.3 

Output per man-hour 

Canada 3.2 2.9 -1.6 7.7 15.9 2.7 0.7 2.3 4.6 0.3 1.0 
United States 2.3 2.2 2.2 5.7 5.5 4.7 3.2 3.3 3.3 2.5 1.9 
Japan 5.9 0.2 -0.5 1 .9 5.9 1 .9 -0.6 4.5 7.7 6.8 5.4 

France 4.7 2.9 5.7 3.9 1.6 2.1 2.6 3.9 5.8 4.5 4.0 
Germany. Fed. Rep. of 4.3 1.7 1 .4 4.5 3.5 3.9 1.0 2.0 4.1 3.1 2.8 
Italy 4.8 7.4 3.0 7.2 7.4 2.7 0.2 4.5 0.5 1 . 1  1.5 
United Kingdom 2.2 5.6 4.7 7.5 4.5 2.4 3.2 6.6 6.7 5.3 3.4 

Other industrial countries 4.4 2.8 2.9 6.7 4.9 3.8 2 . 1  2.7 3.4 2.4 2.0 

All industrial countries 3.6 2.6 2.2 5.4 5.4 3.6 2.2 3.5 4.4 3.5 2.9 

Of which, 
Seven major countries above 3.5 2.5 2.1 5 . 1  5.5 3.6 2.2 3.6 4.6 3.7 3.0 
European countries 4.4 3.6 3.4 5.8 4.4 3.2 1.9 3.7 4.1 3.2 2.7 

Unit labor costs 

Canada 6.7 8.8 13 6 -3 . 1  -9.5 1 . 1  2.4 0.1 0.4 4.7 3.1 
United States 6.3 7.2 6.1 -2.5 -2.0 0.3 0.5 -1.2 0.3 2.3 2.9 
Japan 6.7 5 . 1  5.5 1 . 1  -2 . 1  1.3 2.2 -2.8 -3.0 -1.6 -0.1 

France 9.8 12.7 12.1 6.3 6.9 6.6 1.9 0.6 -1.5 0.1 0.6 
Germany. Fed. Rep. of 5.3 5.2 3.9 -0.5 -0.3 0.3 4.0 2.9 1.3 2.2 
Italy 14.3 16.9 16.4 1 1 . 3  5.2 7.2 3.1 1.9 4.6 5.4 4.7 
United Kingdom 1 1 .4 10.1 2.3 -0.5 1.9 4.2 4.0 0.2 0.9 4.4 4.8 

Other industrial countries 8.7 7.2 6.9 3.0 1 .7 3.3 3.7 2.9 1 . 1  2.2 2.3 

All industrial countries 7.6 7.9 7.0 0.5 -0.4 1.9 1.8 �.1 �.I 1.8 2.2 

Of which. 
Seven major countries above 7.4 8.0 7.0 0.1  -0.7 1 .7 1 .6 -0.6 -0.3 1 .7 2.2 
European countries 9.7 9.1 7.4 2.9 2.6 3.9 3.2 1.8 0.6 2.3 2.6 

1 Composites for the country groups are averages of percentage changes for individual countries weighted by the average U.S. dollar value of their 
respective GNPs over the preceding three years. 

2 Compound annual rates of change. 
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Inflation: Developing Countries 

Table A l l .  Developing Countries: Consumer Prices-Weighted Averages, 1971-901 
(Annual changes. in percent) 

Average 
197 1-802 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 20.5 25.8 25.2 32.4 38.2 39.7 31.1 40.5 67.1 45.5 18.1 

By region 

Africa 14.1 20.8 13. 1 17.9 20.8 13.3 14.4 15.0 18.8 1 5 . 1  1 1 .8 

Asia 10.5 10.4 6.4 6.7 7.3 7 . 1  9.1  9.8 14.6 10.0 6.8 

Europe 13.8 23.6 33.1 22.8 25.4 25.5 24.8 30.3 49.3 50.3 35.5 

Middle East 13.5 1 5 . 1  12.9 12.0 14.4 17.0 18.2 19.3 18.8 14.6 13.5 

Western Hemisphere 39.8 60.8 66.8 108.6 133.0 144.9 87.8 130.0 277.6 154.9 34.2 

By predominant export 

Fuel 13.4 15.8 16.6 23.6 20.1 16.9 24.6 33.1  33.8 15.7 12.0 

Non-fuel exports 23.6 30.2 29.4 37.0 47.9 5 1 . 8  34.1 43.8 82.5 58.1 20.3 

Manufacturers 18.0 29.9 27.9 33.1 42.0 44.1 32.9 45.3 89.8 60.8 16.2 

Primary products 5 1 . 8  50.8 56.8 9 1 . 8  126.8 154.0 65.4 70.2 132.5 97.0 53.1 

Agricultural products 50.5 55.4 64.8 102.6 144.9 159.7 68.0 75.9 130.5 67.7 37.2 

Minerals 55.1 35.0 32.8 60.7 74.3 132.5 53.6 44.1 143.3 330.7 158.3 

Services and private 
transfers 1 1 .2 10.3 9.9 9.8 13.5 14.3 13.4 16.4 15.8 14.2 1 1 .7 

Diversified export base 1 1 .0 13.7 12.2 10.0 16.8 13.6 12.3 12.9 12.4 1 1 .6 9.9 

By financial criteria 

Net creditor countries 12.4 1 1 .  I 7.6 5.7 3.0 6.3 12.8 14.2 14.3 9.5 9.3 

Net debtor countries 2 1 . 8  2 8  3 28.5 37.8 45.5 46.4 34.4 45.3 77.1  5 1 . 7  19.5 

Market borrowers 3 1 . 6  45.0 46.2 70.4 85.8 87.9 58.1  84.4 156.0 84.0 19.0 

Diversified borrowers 14.7 16.0 12.7 15.8 19.5 18.2 14.3 16.8 28.5 30.0 20.2 

Official borrowers 1 1 .9 23.6 34.5 22.8 23.6 28.1  33.5 3 1 . 7  42.2 28.5 18.5 

Countries with recent debt-
servicing difficulties 26.5 41.8 46.4 64.9 80.1 83.1  61 .0 85.0 158.2 99.4 30.6 

Countries without debt-
servicing difficulties 14.2 14.0 10.0 10.8 12.6 12.4 9.1  9.7 13.8 1 1 .9 9.0 

Miscellaneous groups 

Sub-Saharan Africa 18.5 29.3 19.2 25.6 2 1 .4 20.1 2 1 . 1  23.9 19.5 15.4 12.0 

Twelve major oil exporters 12.7 13.3 8.7 9 9  10.9 8.2 12.5 15.2 18.0 15.0 12.9 

Net debtor fuel exporters 14.0 19.7 23.0 37.2 33.0 24.0 3 1 . 7  44.8 44.9 18.0 1 1 .8 

Four newly industrializing 
Asian economies 12.3 17 6 6.3 3.7 2.6 1 . 8  1.8 2.3 4.2 3.9 3.9 

Small low-income economies 15.3 30.2 2 1 .0 23.2 2 1 . 3  22.8 �5.2 41.7 46.9 25.0 17.1  

Fifteen heavily indebted 
countries 35.9 53.8 55.6 90.8 1 1 7.9 122.5 77.4 1 15.8 240.0 142.6 36.4 

1 Geometric averages of country indices weighted by the average U.S. dollar value of GDPs over the preceding three years. 
2 Compound annual rates of change. Excluding China. 
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Inflation: Developing Countries 

Table Al2. Developing Countries Prices-Median Estimates, 1971-90 
(Annual changes. in percent) 

Averc�ge 
1971-80 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 10.9 13.0 10.6 9.4 10.4 8.4 7.6 7.8 9.0 7.5 6.4 

By region 

Africa 10.8 13.0 12.7 1 1 .0 1 1 .7 10.4 8.2 8.5 9.5 7.5 7.3 
Asia 8.9 12.3 8.0 8.7 7.2 4.8 5.5 5.4 8.2 7.1 6.0 
Europe 8.9 20.0 21.0 20.2 15.0 15.1 1 1 .7 9.4 13.6 15.0 10.0 
Middle East 1 1 . 1  8.8 9.1 5.2 6.4 5.0 7.0 6.7 6.5 5.5 5.0 
Western Hemisphere 13.0 14.7 9.0 8.8 12.0 15.0 1 1 . 4  14.6 12.0 10.3 8.6 

By predominant export 

Fuel 10.4 13.3 10.5 10.5 10.5 7. 1 6.9 8.2 8.0 6.3 5.0 
Non-fuel exports 10.8 13.0 10.6 9.4 10.2 9.0 7.6 7.7 9.0 7.8 6.6 

Manufacturers 9.5 16.3 13.7 9.8 8.4 8.1 6.0 8.7 9.5 9.0 8.0 
Primary products 1 1 . 5  14.7 12.3 12.4 12.4 13.1  13.6 12.8 13.3 12.0 9.5 

Agricultural products 1 1 .5 13.6 12.7 12.0 12.4 10.5 13.0 12.1 13.2 1 1 .0 8.5 
Minerals 1 1 . 0  19.7 1 1 . 6  15.2 19.9 15.0 18.7 19.9 14.6 12.0 I 1 .0 

Services and private 
transfers 10.8 I I .  I 7.4 6.1 5.3 5.0 4.6 4.9 7.1 5.3 5.3 

Diversified export base 9.7 12.5 12.5 8.8 1 1 .4 9.1 8.5 3.6 8.0 7.0 5.0 

By financial criteria 

Net creditor countries 9.9 8.2 6.4 2.3 0.6 0.9 2.3 5.0 5.0 3.6 3.5 
Net debtor countries 10.9 13.3 1 1 .0 9.9 I 1 . 1  9.2 7.8 8.9 9.5 8.0 6.9 

Market borrowers 12.6 14.6 10.2 9.8 1 1 .7 10.9 1 1 .5 9.4 9.6 10.0 8.5 
Diversified borrowers 10.5 12.2 1 1 .7 8.9 1 1 .0 8.8 7.5 1 1 .3 12.0 10.0 8.0 
Official borrowers 10.7 13.1  1 1 .4 10.7 10.8 8.9 8.1  6.7 8.8 7.5 6.2 

Countries with recent debt-
servicing difficulties 1 1 .3 15.0 13.3 13.5 13.9 14.9 12.4 16.1 15.0 10.3 9.5 

Countries without debt-
servicing difficulties 10.6 12.0 8.7 6.8 7.5 5.0 5.4 6.1 8.2 7.0 6.0 

Miscellaneous groups 

Sub-Saharan Africa 1 1 .  I 12.7 12.7 1 1 .5 1 1 .8 10.4 7.6 8.8 9.0 7.0 7 . 1  
Twelve major oil exporters 9.7 1 1 .6 7.8 6.3 8.5 4.9 5.6 7.5 7.5 6.6 5.4 
Net debtor fuel exporters 10.2 14.7 13.0 13.5 1 3 . 1  10.5 1 1 .5 1 1 .0 10.1 10.0 8.0 
Four newly industrializing 

Asian economies 9.1 15.0 5.6 2.6 2.5 1.4 1.7 1.8 3.6 3.5 3.7 
Small low-income economies 10.6 13.3 12.6 1 1 .5 1 1 .8 10.5 7.9 10.6 10.0 8.0 7.1 
Fifteen heavily indebted 

countries 18.6 26.3 19.0 40.9 50.3 30.7 23.0 28.1 32.9 22.0 200 
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Financial Policies: Summary 

Table A13. Summary Financial Indicators, 1981-90 
(In percent) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Major industrial countries 

Fiscal balances of central governments' 

Seven major countries -3.6 -4.6 -5.3 -5.0 -4.9 -4.4 -3.4 -3.1 -2.8 -2.5 
Of which, 

United States -2.4 -4.1 -5.6 -5.1 -5.3 -4.8 -3.4 -3.3 -3.1 -2.6 
Japan -5.9 -5.9 -5.6 -4.7 -3.9 -3.4 -2.7 -2.1 -1.6 -1.4 
Germany . Fed. Rep. of -2.5 -2.4 -1.9 -1.6 -1.3 -1.2 - 1 . 4  - 1 . 7  - 1 . 3  - 1 . 4  

Fiscal impulses of central governrnents2 

Seven major countries -0.1 0.2 0.7 0.3 0.1 -0.6 -0.8 -0 . 1  -0.3 
Of which. 

United States 0.4 1.7 0.7 0.5 -0.5 -1.2 0.2 -0.5 
Japan -0.5 -0.3 -0.5 -0.6 -0.5 -0.8 -0.6 -0.3 -0.3 -0.1 
Germany, Fed. Rep. of -0.7 -0.2 0.3 -0.4 0.3 -0.5 0.1 

Growth of monetary aggregates3 

Narrow money (M I )  

Seven major countrie� 6.6 6.8 10.3 6.9 8.4 1 1 .5 1 1 .4 6.6 
Of which, 

United States 7.3 6.6 1 1 .  I 7.0 9.0 13.6 1 1 .6 4.3 
Japan 3.3 5.8 3.6 2.8 5.0 6.9 10.5 8.4 
Germany. Fed. Rep. of 1 . 1  3.6 10.2 3.3 4.3 8.5 9.0 9.8 

Broad money 

Seven major countries 10.1 9.8 10.9 8.0 8.9 8.7 8.3 7.6 
Of which. 

United States 9.4 9.3 12.5 8.0 9.0 8.3 6.6 5.1 
Japan 8.9 9.2 7.4 7.8 8.4 8.7 10.4 1 1 .2 
Gern1any, Fed. Rep. of 6.4 6.5 6.6 3.8 4.9 5.8 7 . 1  6.4 

Interest rates 

Six-month Eurodollar rate4 16.7 13.6 9.9 1 1 .3 8.6 6.8 7.3 8 . 1  9.9 9.2 

Developing countries 

Fiscal balances of central governments' 

Weighted averages -3.8 -5.3 -5.3 -4.6 -4.2 -6.0 -6.0 -5.8 -4.8 
Medians -5.6 -6.5 -6.2 -4.7 -4.5 -5.0 -5.4 -4.7 -4.5 

Growth of monetary aggregates5 

Weighted averages 35.6 32.5 37.3 47.9 45.5 35.0 49.1 69.9 32.2 
Medians 19.1  17.4 16.1 16.3 15.9 1 7 . 1  14.5 14.7 12.6 

1 In percent of GNP/GDP. 
2 For definition of fiscal impulses. see International Monetary Fund. Occasional Paper No. 44, A Review of the Fiscal Impulse Measure 

(International Monetary Fund, 1986). See also footnotes to Table A16. 
3 For definitions of monetary aggregates, see footnotes 3 and 4 to Table A 14. 
• London interbank offered rate on six-month U.S. dollar deposits. 
s Broad money. 
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Table A14. Major Industrial Countries: Monetary Aggregates, 1981-891 
(Annual changes. in percent) 

Narrow money (Ml)' 

Canada 
United States 
Japan 

France 
Germany, Fed. Rep. of 
Italy 
United Kingdom 

Seven major countries above 

Four major European counuies above 

Broad money4 

Canada 
United States 
Japan 

France 
Germany. Fed. Rep. of 
Italy 
United Kingdom 

Seven major countries above 

Four major European countries above 

1981 

3.4 
7.3 
3.3 

1 1 .4 
1 . 1  

10.9 
10.7 

6.6 

7.6 

15.0 
9.4 
8.9 

1 1 .8 
6.4 

10.7 
17.3 

10.1 

10.8 

1982 

-0.1 

6.6 
5.8 

1 1 .8 
3.6 

1 1 .8 
8.6 

6.8 

8.4 

9.5 
9.3 
9.2 

13.8 
6.5 

12.3 
1 1 .9 

9.8 

10.7 

1983 

10.1 
1 1 .  I 
3.6 

9.9 
10.2 
1 5 . 1  
16.9 

10.3 

12.6 

5.8 
12.5 

7.4 

12.0 
6.6 

16.5 
1 1 .8 

10.9 

1 1 . 1  

1984 

3.5 
7.0 
2.8 

10.6 
3.3 

12.3 
14.4 

6.9 

9.5 

4.4 
8.0 
7.8 

1 1 .0 
3.8 

12.3 
9.3 

8.0 

8.6 

1985 

4.2 
9.0 
5.0 

9.0 
4.3 

13.6 
15.7 

8.4 

10.0 

9.5 
9.0 
8.4 

7.7 
4.9 

13.9 
12.0 

8.9 

9.0 

1986 

4.9 
13.6 
6.9 

7.8 
8.5 

10.0 
22.4 

11.5 

1 1 .7 

8.7 
8.3 
8.7 

6.4 
5.8 
8.8 

18.5 

8.7 

9.4 

Financial Policies: industrial Countries 

1987 

13.0 
1 1 .6 
10.5 

4.6 
9.0 

10.7 
23.6 

11.4 

1 1 .3 

10.1 
6.6 

10.4 

3.1 
7.1 

10.7 
21.1  

8.3 

9.8 

1988 

4.2 
4.3 
8.4 

2.4 
9.8 
8.0 

18.0 

6.6 

9.2 

7.3 
5 . 1  

1 1 .2 

3.6 
6.4 
8.0 

20.6 

7.6 

8.9 

Fourth Quarte� 

1987 

10.5 
6.4 
4.8 

4.3 
7.5 
7.4 

23.0 

7.3 

10.0 

7.4 
4.2 

10.8 

4.3 
6.0 
8.3 

22.9 

7.1 

9.6 

1988 

3.2 
4.3 
8.6 

3.6 
10.6 

6.4 
13.4 

6.4 

8.5 

JO.O 
5.2 

10.2 

3.4 
6.8 
7.8 

20.4 

7.5 

8.9 

1989 

7.5 

3.0 
5.0 
7.5 

10.0 

4.0 
5.0 
7.5 

1 Composites for the country groups are averages of percentage changes for individual countries weighted by the average U.S. dollar value of their 
respective GNPs over the preceding three years. 

2 From fourth quarter of preceding year with the exception of Japan and Italy where the figures refer to through-the-year changes, i.e. from year-end 
to year-end. 

3 Ml is generally currency in circulation plus private demand deposits. In addition. Canada excludes private sector float: the United 
States includes traveler's checks of nonbank issues and other checkable deposits and excludes private sector float and demand deposits 
of banks; the Federal Republic of Germany includes demand deposits at fixed interest rates: and Japan includes government demand deposits 
and excludes float. 

4 M I plus quasi-money-generally ''M2," except for the United Kingdom, Japan, and the Federal Republic of Germany, for which the data are 
based on M3. M2 + CD. and M3, respectively. Quasi-money is essentially private term deposits and other notice deposits. The United States also 
includes money market mutual fund balances, money market deposit accounts, overnight repurchase agreements, and overnight Eurodollars issued to 
U.S. residents by foreign branches of U.S. banks. For the United Kingdom. M3 is MJ plus private sterling time deposits. For Japan, 
M2 + CD is currency in circulation plus total private and public sector deposits and installments of Sogo Banks plus certificates of deposit. 
For the Federal Republic of Germany. M3 is M I plus private time deposits with maturities of less than four years plus savings deposits 
at statutory notice. 
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Financial Policies: Lndustrial Countries 

Table AIS. Major Industrial Countries: Interest Rates, 1981-February 19891 
(In percent per annum) 

February 
1981 1982 1983 1984 1985 1986 1987 1988 1989 

Short-term interest rates2 

Canada 18.3 14.4 9.5 1 1 .3 9.6 9.2 8.4 9.6 1 1 . 7  
United States 15.9 12.4 9.1 10.4 8.0 6.5 6.9 7.7 9.5 
Japan 7.7 7.1 6.7 6.3 6.7 5.1  3.9 4.1  4.6 

France 15.4 14.6 12.4 1 1 . 7  9.9 7.7 8 . 1  7.8 9.1 
Germany, Fed. Rep. of 12.1  8.9 5.8 6.0 5.4 4.6 4.0 4.3 6.4 
Italy 20.0 20.0 18.0 17.1  14.9 12.6 1 1 .  I 1 1 . 0  12.3 
United Kingdom 13.8 12.3 10.1 9.9 12.2 10.9 9.6 10.3 13.0 

Seven major countries above 14.2 11.8 9.3 9.8 8.5 6.9 6.6 7.1 8.5 

Four major European countries above 14.7 13.2 10.8 10.5 10.0 8.4 7.8 7.9 9.7 

Long-term interest rates3 

Canada 15.2 14.3 1 1 .8 12.8 1 1 . 0  9.5 9.9 10.2 10.2 
United States 13.9 13.0 1 1 . 1  12.4 10.6 7.7 8.4 8.8 9.3 
Japan 8.4 8.3 7.8 7.3 6.5 5.2 5.0 4.8 5.0 

France 15.8 15.7 13.6 12.5 10.9 8.4 9.4 9.1 8.7 
Germany. Fed. Rep. of 10.4 9.0 7.9 7.8 6.9 5.9 5.8 6.1 6.7 
llaly 19.4 20.2 18.3 15.6 13.7 1 1 . 7  1 1 .6 12.0 12.4 
United Kingdom 14.7 12.9 10.8 10.7 10.6 9.9 9.5 9.4 9.0 

Seven major countries above 13.2 12.5 10.9 11.2 9.8 7.6 7.9 8.1 8.2 

Four major European countries above 14.3 13.7 12.0 1 1 . 2  10.1 8.6 8.8 8.8 8.9 

1 Composites for the country groups are averages of interest rates for individual countries weighted by the average U.S. dollar value of their 
respective GNPs over the preceding three years. 

2 Interest rate on the following instruments: Canada, three-month Financial paper: United States. 90-day bank certificates of deposit in 
secondary market; Japan. discount rate on two-month private bills from 1981: France, the Federal Republic of Germany, Italy, and the United 
Kingdom, three-month interbank loan rate. 

3 Average yield to maturity of central government bonds with tern1s of 10 years or more for Canada, 10 years for the United 
States. and over the counter sales yields of interest bearing government bonds with marurities of 10 years or more for Japan. 
Average yield to maturity of National Equipment Bonds of 1965. 1966. and 1967 for France. public authorities bonds with 
remaining maturity of more than three years for the Federal Republic of Germany, secondary market yield on fixed-coupon (BTP) 
government bonds (average maturity of 31/2 years of end- 1988) for Italy. and central government bonds with 20 years to maturity for the 
United Kingdom. 
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Financial Policies: Industrial Countries 

Table A16. Major Industrial Countries: Central Government Fiscal Balances and Impulses, 1981-901 
(ln percent of GNP)2 

Fiscal balance 
( + surplus. - deficit) 

Canada3 
United States4 
Japan5 

France6 
Germany. Fed. Rep. of7 
ltaly8 
United Kingdom3 

Seven mlijor countries above 

Seven major countries except 
the United States 

Fiscal impulse 
( + expansionary. - contractionary) 

Canada3 
United States• 
Japan5 

France6 
Germany. Fed. Rep. of7 
ltaly8 
United Kingdom3 

Seven major countries above 

Seven major countries except 
the United States 

1981 

-2.1 
-2.4 
-5.9 

-2.6 
-2.5 

-10.7 
-2.6 

-3.6 

-4.4 

- 1 . 1  

-0.5 

1 . 2  

0.6 
-1.6 

-0.1 

-0.2 

1982 

-5.4 
-4.1 
-5.9 

-2.7 
-2.4 

-13.2 
-2.7 

-4.6 

-5.0 

1.3 
0.4 

-0.3 

0.2 
-0.7 

1.7 
-0.4 

0.2 

1983 

-6.2 
-5.6 
-5 6  

-3.2 
-1.9 

-13.9 
-2.8 

-5.3 

-5.1 

0.6 
1 .7 

-0.5 

0.1  
-0.2 

0 . 1  
0.3 

0.7 

-0.1 

1984 

-6.7 
-5.1 
-4.7 

-3.4 
-1.6 

- 1 3 . 1  
-3.1 

-5.0 

-4.9 

1.6 
0.7 

-0.6 

-0.1 
0.3 

-0.7 
0.3 

0.3 

-0.1 

1985 

-6.6 
-5.3 
-3.9 

-3.3 
-1.3 

-13.8 
-2.4 
-4.9 

-4.5 

0.5 
0.5 

-0.5 

-0.2 
-0.4 

0.6 
-0.3 

0.1 

-0.2 

1986 

-4.8 
-4.8 
-3.4 

-2.8 
-1 . 2  

-12.2 
-2.1 

-4.4 

-3.9 

-1.6 
-0.5 
-0.8 

-0.5 

-1.6 
0.1 

�.6 

-0.7 

1987 

-4.3 
-3.4 
-2.7 

-2.3 
-1.4 

- 1 1 .6 
-I.  I 

-3.4 

-3.4 

-0.5 
- 1 . 2  
-0.6 

-0.5 

-0.6 
-0.2 

-0.8 

-0.4 

1988 

-3.4 
-3.3 
-2.1  

-1.8 
- 1 . 7  

- 1 1 . 5  
0.5 

-3.1 

-2.9 

-0.4 
0.2 

-0.3 

-0.3 
0.3 
0.2 

-0.6 

-0.1 

1989 

-4.2 
-3.1 
-1.6 

-1.6 
-1.3 

-11.7 
1 .7 

-2.8 

-2.6 

0.9 

-0.3 

-0.1 
-0.5 

0.3 
-0.8 

-0.1 

-0.2 

1990 

-3.6 
-2.6 
-1.4 

-1.6 
-1.4 

- 1 1 .4 
1.9 

-2.5 

-2.4 

-0.6 
-0.5 
-0.1 

-0.1 
0.1 

-0.3 
-0.4 

�.3 

-0.1 

1 Composites for the country groups are weighted averages of the individual national ratios for each year, with weights proportionate to the 
U.S. dollar value of the respective GNPs in the preceding three years. 

2 Canada, France, Italy and the United Kingdom : in percent of GDP. 
3 Data for Canada and the United Kingdom are on a national income accounts basis. 
4 Data for the United States are on a unified budget basis. 
5 Data for Japan cover the consolidated operations of the general account. certain special accounts, social security transactions, and 

disbursements of the fiscal investment and loan program (FILP) except those to financial institutions. Japanese data other than FlLP transactions 
are based on national income accounts. 

6 Data for France are on an administrative basis and exclude social security transactions. 
7 Data for the Federal Republic of Germany are on an administrative basis and exclude social security transactions. 
8 Data for Italy refer to the state sector and cover the transactions of the state budget as well as those of several autonomous 

entities operating at the same level but do not include the gross transactions of social security institutions, only their deficits. 
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Financial Policies: industrial Countries 

Table A17. Major Industrial Countries: General Government Fiscal Balances and Impulses, 1981-901 
(In percent of GNP)2 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Fiscal balance 
( + surplus. - deficit) 

Canada -1.5 -5.9 -6.9 -6.4 -7.0 -5.5 -4.6 -3.1 -4.4 -3.8 
United States -J.O -3.5 -3.8 -2.8 -3.3 -3.4 -2.3 - 1 . 8  -2.2 -1.7 
Japan -3.8 -3.6 -3.7 -2.1 --{).8 --{}, 9 0.6 1 . 1  1 .6 2.0 

France -1.9 -2.8 -3.2 -2.8 -2.8 -2.9 -2.4 -1.9 -1.8 -1.7 
Germany, Fed. Rep. of -3.7 -3.3 -2.5 -1.9 - I .  I -1.3 - 1 . 8  -2.0 --0.6 -1.2 
Italy - 1 1 .4 - 1 1 .3 -10.6 - 1 1 .5 -12.5 - 1 1 . 4  -10.5 -10.1 -10.2 -9.8 
United Kingdom -2.5 -2.4 -3.4 -3.9 -2.9 -2.4 -1.4 0.5 1 . 7  1.9 

Seven mlijor countries above -2.7 -3.9 -4 . 1  -3.4 -3.3 -3.3 -2.3 -1.7 -1.5 -1.2 

Seven major countries except 
the United States -4.0 -4.3 -4.4 -3.9 -3.4 -3.1 -2.2 -1.6 -1.0 -0.8 

Fiscal impulse 
( + expansionary. - comractionary) 

Canada -0.9 1 . 2  0.9 1 .4 1.3 - 1 . 1  -0.7 -0.7 1 . 3  -0.7 
United States --{).4 0.6 0.7 0.7 0.8 0.2 -0.8 -0 . 1  0.6 --0.6 
Japan -0.8 -0.5 -0.2 - 1 . 2  -0.9 --{), 3 - 1 . 4  -0 . 1  --0.4 --0.2 

France 1 . 1  0.7 --0. I --0.8 --0. I -0.5 -0.2 -0.1 
Germany, Fed. Rep. of -0.5 - 1 . 8  --{).4 0.5 -0.8 0.3 0 . 1  0.6 -1.6 0.8 
Italy 1 . 8  - 1 . 1  -1.5 0.8 0.9 - 1 . 1  -0.9 0.6 0.2 -0.4 
United Kingdom -2.8 --{)_ 7 1 . 3  0.5 -0.5 -0.1  -0 . 1  -0.7 --{}, 7 -0.4 

Seven major countries above -0.4 0.2 0.2 0.2 -0.7 -0.3 

Seven major countries except 
the United States --{).4 -0.6 -0. 1 -0.1 -0.3 --{), 3 --{}, 7 --0.4 -0.1 

Memorandum 

Germany, Fed. Rep. of 
Fiscal balance. territorial authorities3 -4.9 -4.4 -3.3 -2.6 -2.1 -2.2 -2.5 -2.5 -1.9 -2.1 

1 Data are on a national income accounts basis. Composites for the country groups are weighted averages of the individual national 
ratios for each year, with weights proportionate to the U.S. dollar value of the respective GNPs in the preceding three years. 

2 Canada, France, Italy, and the United Kingdom: in percent of GDP. 
3 General government. on an administrative basis. excluding social security transactions. 
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Financial Policies: Developing Countries 

Table Al8. Developing Countries: Broad Money Aggregates, 1981-881 
(Annual changes. in percent) 

1981 1982 1983 1984 1985 1986 1987 1988 

Developing countries 35.6 32.5 37.3 47.9 45.5 35.0 49.1 69.9 

By region 

Africa 20.0 16.5 15.3 20.4 19.0 10.7 19.9 24.7 
Asia 20.3 18.3 20.7 24.4 19 2 23.7 23.6 22.4 
Europe 35.6 30.4 18.8 28.7 3 1 . 2  29.6 35.0 46.0 
Middle East 30.8 20.2 15.9 19.0 18.5 13.4 1 1 .5 1 1 . 1  
Western Hemisphere 70.5 74.4 107.4 142.9 138.6 84.5 148.8 280.1 

By predominant export 

Fuel 27.2 . 22.9 22.1 20.2 20.3 23.1 30.1 22.1 
Non-fuel exports 39.3 37.2 45.4 63.4 58.9 40.8 58.0 93.8 

Manufacturers 40.8 38.3 43.1 62.2 56.6 42.2 62.9 105.5 
Primary products 53.5 53.5 93.0 136.2 137.3 67.0 86.0 136.1 

Agricultural products 57.1 57.3 109.6 151.2 140.5 70.2 90.3 133.7 
Minerals 40.6 4 1 . 1  47.8 91.2 124.7 52.3 65.8 149.0 

Services and private 
transfers 2 1 . 1  23.6 19.8 16.5 16.7 24.6 15.7 13.4 

Diversified export base 18.7 16.0 15.5 18.8 1 3 . 1  8.3 14.2 16.7 

By financial criteria 

Net creditor countries 24.9 17.2 9.7 9.2 14.2 13.2 12.8 1 1 .2 
Net debtor countries 37.4 35.4 42.9 55.9 5 1 . 6  39.1 55.9 81.3 

Market borrowers 53.8 55.1 73.2 92.8 87.9 57.5 100.3 164.0 
Diversified borrowers 27.1 20.5 23.4 33.3 25 3 23.4 24.7 33.1 
Official borrowers 25.2 30.1 23.0 27.7 38.6 36.2 37.4 35.8 

Countries with recent debt-
servicing difficulties 48.0 47.6 62.4 8 1 . 4  82.6 57.1 95.1 157.3 

Countries without debt-
servicing difficulties 25.7 22.1 22.3 30.0 21.7 20.8 20. 1 20.2 

Miscellaneous groups 

Sub-Saharan Africa 25.1 20.4 15.9 28.0 28.3 27.7 20 7 18.7 
Twelve major oil exporters 24.0 13.9 13.9 10.6 14.7 10.9 14.2 16.4 
Net debtor fuel exporters 28.3 27.8 33.0 29.5 25.4 3 1 . 5  44.5 30.1 
Four newly industrializing 

Asian economies 23.5 27.6 19.5 15.2 18.1 20.0 22.8 17.9 
Small low-income economies 26 8 25.6 23 I 25.5 36.4 44.9 48.8 38.7 
Fifteen heavily indebted 

coumries 60.1 61.3 88.9 1 16.3 1 1 8 . 5  74.8 134.8 246.3 

Memorandum 

Median estimate� 

Developing countries 19.1 17.4 16.1 16.3 15.9 17. 1 14.5 14.7 

By region 

Africa 19.0 16.3 13.9 16.6 16.0 15.2 14.0 1 1 .6 
Asia 18.1  19.9 19.8 15.9 14.9 16.8 17.2 16.7 
Europe 24.1 27.1 14.5 18.7 24.2 17.2 13.2 1 7 . 1  
Middle East 34.6 19.3 17.0 15.2 1 1 .7 9.8 8.9 9.2 
Western Hemisphere 18.0 14.3 16.1 16.3 15.7 23.5 19.4 19.3 

1 Except where otherwise indicated, geometric averages of country indices. weighted by the average U.S. dollar value of GDPs over the 
preceding three years. 
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Financial Policies: Developing Countries 

Table A19. Developing Countries: Central Government Fiscal Balances, 1981-891 

(In percent of GDP) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 

Developing countries -3.8 -5.3 -5.3 -4.6 -4.2 �.0 �-0 -5.8 -4.8 

By region 

Africa -5.7 -6.8 -7.6 -5.1 -4.8 -6.1 -7.9 -8.0 -6.5 
Asia -3.1 -4.2 -3.3 -2.7 -3.0 -4.1 -3.6 -3.7 -3.9 
Europe -4.7 -2.5 -2.4 -2.6 -2.7 -2.1 -2.1 -2.2 -2.7 
Middle East -2.6 -6.8 -10.0 -10.2 -8.2 -13.9 -12.5 -13.0 - 1 1 .8 
Western Hemisphere -4.1 -6.2 -4.8 -3.8 -3.3 -4.7 -5.6 -4.8 -2.2 

By predominant export 

Fuel -2.3 -5.9 -7.5 -5.5 -5.6 - 1 1 . 1  -10.9 -10.6 -8.9 
Non-fuel exports -4.5 -5.0 -4.3 -4.2 -3.5 -3.7 -3.9 -3.8 -3.3 

Manufacturers -3.2 -3.4 -2.8 -2.9 -2.5 -2.7 -3.1 -3.2 -2.7 
Primary products -7.0 -8.2 -7.2 -6.4 -4.2 -3.6 -4.2 -3.8 -2.9 

Agricultural products -8.2 -9.1 -7.5 -6.5 -4.0 -3.4 -3.9 -3.9 -2.9 
Minerals -2.8 -5.2 -6.3 -5.9 -5.1 -4.8 -5.6 -3.4 -3.1 

Services and private 
transfers -9.4 -12.9 - 1 1 . 7  - 1 1 .6 -12.0 -10.9 -10.6 -9.6 -9.8 

Diversified expo!l base -5.9 -6.1 -5.4 -5.2 -4.7 -6.3 -5.5 -5.2 -4.8 

By financial criteria 

Net creditor countries 4.7 -0.6 -6.3 -6.9 -5.8 -12.8 -12.1  -13.3 -12.1  
Net debtor countries -5.2 -6.1  -5.2 -4.2 -3.9 -4.8 -5.0 -4.6 -3.7 

Market borrowers -4.4 -6.3 -4.8 -3.7 -3.5 -4.9 -5.4 -4.9 -2.9 
Diversified borrowers -4.9 -5.4 -5.0 -4.1 -3.7 -4.4 -4.2 -3.9 -3.9 
Official borrowers -9.1 -8.3 -7.3 -6.8 -6.4 -6.2 -6.2 -6.0 -5.7 

Countries with recent debt-
servicing difficulties -6.1 -6.7 -5.4 -3.9 -3.6 -4.8 -5.4 -4.7 -2.9 

Countries without debt-
servicing difficulties -4.1 -5.3 -4.9 -4.5 -4.3 -4.8 -4.5 -4.5 -4.5 

Miscellaneous groups 

Sub-Saharan Africa -6.9 -7.2 -5.9 -5. 1  -5.6 -6.0 -7.1 -6.8 -6.0 
Twelve major oil exporters - 1 . 3  -5.4 -7.7 -5.7 -5.4 - 1 1 . 0  -10.3 - 1 1 . 1  -9.8 
Net debtor fuel exporters -7.7 -9.6 -7.9 -3.9 -5.0 -8.7 -8.6 -7.5 -5.6 
Four newly industrializing 

Asian economies -1.5 -2.3 -1.0 0.4 0.8 0.8 0.2 - 1 . 1  -1.9 
Small low-income economies -6.6 -7.4 -6.4 -5.8 -6.5 -6.4 -6.3 -6.3 -6.1 
Fifteen heavily indebted 

countries -4.2 -5.8 -4.9 -3.4 -2.8 -4.3 -5.8 -5.0 -2.5 

Memorandum 

Median estimates 

Developing countries -5.6 �-5 �.2 -4.7 -4.5 -5.0 -5.4 -4.7 -4.5 

By region 

Africa -7.5 -7.7 -7.8 -5.7 -5.1 -5.9 -7.0 -6.0 -5.0 
Asia -4.1 -5.6 -4.0 -3.2 -3.6 -5.0 -3.9 -3.7 -4.1 
Europe -2.8 - 1 . 9  -2.1 -2.2 -1.5 -3.2 -4.1 -2.9 -3.4 
Middle East -10.4 -9.1 -9.2 -12.8 -8.4 -14.4 -15.4 -14.2 -13.5 
Western Hemisphere -5.3 -5.4 -5.1 -4.7 -2.9 -2.3 -2.6 -3.6 -2.3 

1 Arithmetic averages of country balances, in percent of GDP. weighted by the average U.S. dollar value of GDPs over the preceding three years. 
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Trade: Summary 

Table A20. Summary of World Trade Volumes and Prices, 1971-90 
(Annual changes. in percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

World trade2 

Volume 5.7 1 . 2  -2.0 2.7 8.8 3.1 4.4 6.1 9.3 5.8 6.0 
Unit value in U.S. dollar terms 13.9 -1.5 -4.3 -4.6 -2.5 -2.2 5.0 10.1 4.8 3.4 3.8 

in SDR terms 1 1 .0 8.7 2.2 - 1 . 5  1.7 - 1 . 2  -9.2 -0.1 0.9 4.6 2.6 

Volume of trade 

Exports 
Industrial countries 6.3 3.8 -2.1 2.9 9.9 4.7 2.7 5.3 8.7 6.1 5.3 
Developing countries 3.6 -5.3 -6.6 1 . 9  7 . 1  0.9 9.2 10.6 1 1 . 0  5.5 7.2 

Fuel exporters 0.4 -13.9 -14.8 -5.4 0.6 -4.5 1 3 . 1  0.8 1 1 .7 0.2 5 . 1  
Non-fuel exporters 6.8 4.7 1 . 5  7.4 1 1 . 5  4.1 8.0 14.3 10.8 7.0 7.7 

Imports 
Industrial countnes 5.3 -1.7 -0.7 4.7 12.5 4.6 8 I 6.9 9.5 5.9 5.9 
Developing countries 8.1 8.2 -3.5 -2.7 2.5 -0.6 -4.0 5.9 10.2 5.6 7.7 

Fuel exporters 14.8 22.6 -0.9 - 1 1 .9 -7.9 -10.8 - 2 1 . 1  -8.6 0.8 2.9 2.1  
Non-fuel exporters 6.1 2.7 -4.7 1.7 6.9 3.2 2.0 9.9 12.3 6.2 8.8 

Unit value of trade 
(in SDR terms) 

Exports 
Industrial countries 8.9 5.5 2.6 -0.8 1 . 3  -0.4 - 1 . 8  0.5 2.2 3.9 2.9 
Developing countries 17.6 14.8 1.6 -3.9 3.6 -4.2 -25.9 0.5 -2.5 6.7 1.6 

Fuel exporters 28.8 2 1 . 1  2.8 -7.8 2.5 -5.1 -49.2 9.7 -18.2 1 1 .5 1 . 8  
Non-fuel exporters 9.6 8.2 0.4 -0.7 4.3 -3.7 -13.3 -2.6 2.7 5.5 1.6 

Imports 
Industrial countries 1 1 . 0  7.3 0.8 -2.2 0.9 -0.9 -9.5 0.5 3.9 2.7 
Developing countries 10.4 1 1 .4 2.6 - 1 . 0  1 . 9  - 1 . 7  -9.6 - 1 . 7  2.2 6.6 2 . 1  

Fuel exporters 8.8 9.5 3.3 -0.3 2.3 -0.8 -3.0 -0.8 3.1 6.3 2.7 
Non-fuel exporters 10.8 12.1 2.2 -1.3 1 .7 -2.0 - 1 1 . 7  -1.9 2.0 6.7 2.0 

Terms of trade 

Industrial countries -1 . 9  - 1 . 7  1 . 8  1 . 5  0.3 0.4 8.5 0.5 1 .7 0.2 
Developing countries 6.6 3.1 -0.9 -3.0 1 .7 -2.6 - 1 8 . 1  2.2 -4.6 0.1 -0.4 

Fuel exporters 18.4 10.6 -0.4 -7.6 0.2 -4.3 -47.7 10.6 -20.7 4.9 -0.9 
Non-fuel exporters -I. I -3.5 -1.8 0.6 2.6 -1.7 -1.8 ....()_7 0.7 -1.2 -0.3 

Memorandum 

World trade prices (in U .S. 
dollar terms) for major 
commodity groups3 

Manufactures 1 1 .  I -3.9 - 2 . 1  -2.8 -3.1  l . l  17.7 12.0 5.5 4.5 3.8 
Oil 34.4 9.8 -4.3 - 1 1 . 6  -2.8 -4.9 -50.1 29.0 -20.4 1 1 . 1  3.8 
Non-oil primary commodities 1 1 . 6  -13.5 -9.9 6.9 4.2 -12.9 - 1 . 2  3.4 18.2 1.5 -5.8 

1 Compound annual rates of change. Excluding China. 
2 Averages of growth rates for world exports and imports based on data for the groups of countries shown separately below and on partly estimated 

data for the U.S.S.R. and nonmember countries of Eastern Europe. 
3 As represented. respectively, by the export unit value index for manufactures of the industrial countries; the oil export unit value of the 

twelve major oil exporters: and the index of market quotations for non-oil primary commodities exported by the developing countries. 
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Trade: Industrial Countries 

Table A21. Industrial Countries: Merchandise Trade, 1971-90 
(Changes. in percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Total merchandise trade 

Value (in U.S. dollar tenns) 
Ex pons 18.8 --0.8 -5.9 - 1 . 1  6.7 3.2 16.5 16.7 15.5 8.9 9.7 
Lmpons 20.0 -4.4 -6.2 --0.9 8.9 2.7 13.0 17.9 14.3 8.7 10.0 

Volume 
Ex pons 6.3 3.8 -2.1 2.9 9.9 4.7 2.7 5.3 8.7 6 . 1  5.3 
Imports 5.3 - 1 . 7  --0.7 4.7 12.5 4.6 8 . 1  6.9 9.5 5.9 5.9 

Unit value (in U.S. dollar tenns) 
Exports 1 1 .8 -4.4 -3.9 -3.9 -2.9 - 1 .4 13.5 10.8 6.2 2.7 4.2 
Imports 14.0 -2.8 -5.6 -5.3 -3.2 - 1 . 8  4.6 10.3 4.4 2.7 3.9 

Tenns of trade - 1 . 9  -1.7 1 . 8  1 . 5  0.3 0.4 8.5 0.5 1.7 0.2 

Non-oil trade 

Value (in U.S. dollar tenns) 
Exports 18.4 - 1 . 2  -6.3 - I .  I 6.9 3.2 19.4 16.9 16.4 9.1 9.7 
Lmpons 17.7 -5.3 -3.6 2.4 1 1 .3 4.8 22.7 18.2 16.9 9.0 10.1 

Volume 
Ex pons 6.6 3.9 -2.8 2.6 10.1  4.6 2.4 5.5 8.9 6.2 5.4 
lmpons 6.3 1.8 1.7 6.8 14.8 6.3 7.7 7.4 9.9 6.0 6.1 

Unit value (in U.S. dollar tenns) 
Ex pons 1 1 .2 -5.0 -3.7 -3.6 -2.9 -1.4 16.6 10.8 6.9 2 . 8  4.1 
Imports 10.8 -6.9 -5.2 -4.1 -3.1 -1.3 13.9 10.1 6.4 2.8 3.7 

Tenns of trade 0.3 2.1  1 .6 0.5 0.2 2.3 0.6 0.5 0.3 

Memorandum 

Real GNP2 3 . 1  0.9 2.4 4.0 3 . 1  2.5 3.0 3.8 3.0 2.7 
Apparent income elasticity of 

non-oil imponsJ 2.0 2.0 2.8 3 . 7  2.0 3.1 2.4 2.6 2.0 2.3 
lmpo11 volume of developi.ng 

countries 8 . 1  8.2 -3.5 -2.7 2.5 --0.6 -4.0 5.9 10.2 5.6 7.7 
Market prices of non-oil 

primary commodities (in 
U.S. dollar tenns)" 10.4 -13.0 -8.4 5.4 2.3 -12.0 0.4 9.2 18.9 0.2 -4.9 

Unit labor costs in rnanufac-
tu ring (in U .S. dollar tenns) 9.4 -1.0 - 1 . 1  -3.8 -5.1 --0.2 17.6 8.4 3.6 1.0 3.2 

1 Compound annual rates of change. 
2 Averages of changes for individual countries weighted by the average U.S. dollar value of their respective non-oil impons over the 

preceding three years. 
3 Ratio of growth in non-oil impons to growth in real GNP. 
• Average of individual commodity price indices weighted by the U.S. dollar value of industrial countries impons of the respective 

commodities in 1980-82. 
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Trade: Industrial Countries 

Table A22. Industrial Countries: Export Volumes, Import Volumes, and Terms of Trade, 1971-901 
(Annual changes. in percent) 

Average 
1971-802 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Export volumes-' 

Canada 5.8 4.9 -0.5 7.4 18.6 6.5 3.8 6.7 9.3 0.4 4.0 
United States 7.7 -1.6 - 1 1 . 0  -3.8 8.0 3.2 7.0 13.2 24.1 I 1.3 7.3 
Japan 9.6 1 ! . 5  -2.4 8.0 15.7 5.1 -0.5 0.4 4.3 5.9 5.8 

France 7.4 4.4 -4.3 4.5 4.7 1.8 -0.3 2.4 6.9 5.4 5.2 
Germany, Fed. Rep. of 5.4 6.6 3.3 -0.3 9.2 5.9 l . 3  2.8 7.6 5.6 4.2 
Italy 6. 1 6.6 -1.6 3.5 8.0 3.2 4. 1  3.1 6.4 4.9 4.8 
United Kingdom 4.8 -1.0 2.8 2.3 8 . 1  5.6 3.6 5.3 0.2 1.8 4. 1  

Other industrial countries 5.6 2.5 1 . 1  6.0 9.1 5.3 2.6 5.9 6.8 5.4 4.7 

All industrial countries 6.3 3.8 -2.1 2.9 9.9 4.7 2.7 5.3 8.7 6.1 5.3 

Of which, 
Seven major countries above 6.5 4.2 -3.1 2 .0 10.1 4.5 2.7 5.1 9.4 6.3 5.5 
European countries 5.6 4.1 0.5 3.6 8.0 4.7 2.3 4 . 1  6.5 5 . 1  4.7 

Import volumes• 

Canada 8.5 10.1 -16.5 1 1 . 1  19.6 10.0 7.9 8.2 13.9 4.9 5.0 
United States 5.7 0.5 -3.7 13.0 24.8 4.5 13.2 5.5 7 . 1  5.0 7.7 
Japan 4.8 -2.5 -0.8 0.8 10.5 0.6 9.7 9.1  16.7 8.2 8.5 

France 7.7 -3.6 3.0 -1.9 3.4 4.3 6.6 7.2 8.0 5.5 5.4 
Gem1any. Fed. Rep. of 4.9 -5.0 1.4 4.0 5 . 1  4.1 6.2 5.4 6.9 5.0 5.5 
Italy 4.4 -4.5 -1.8 -1.9 10.9 4. 1 8.0 10.6 7.2 6.0 6.6 
United Kingdom 3.7 -3.9 5.5 8.6 1 1 .4 3 . 1  6.9 7.0 13.2 4.5 J.3 

Other industrial countries 4.8 -3.0 1 .5 1 .7 6.7 5.6 6.0 7.7 8.2 5.9 5 . 1  

All industrial countries 5.3 -1.7 �.7 4.7 12.5 4.6 8.1 6.9 9.5 5.9 5.9 

Of which. 
Seven major countries above 5.5 -1 .2 -1.4 5.8 14.4 4.3 8.8 6.6 10.0 5.9 6.2 
European countries 5.0 -4.0 1 . 7  2.6 6.5 4.9 6.6 7.4 8.8 5.7 5.0 

Terms of trade3 

Canada 1.9 1 .7 -3.1 1 . 3  -0.9 -1.5 -2.4 1.9 2.4 2.3 -0.4 
United States -3.6 1.9 3.0 3.3 1.9 -2.2 0.6 -6.5 1 . 8  -0.2 0.6 
Japan -5.4 1 . 1  1 .2 2. 5  2.5 4. 1  34.3 1 . 1  3.0 -0.2 2.0 

France -0.9 -4.7 2.0 2.2 1 .3  2.6 9.7 1 .0 1.3 1.6 -0.2 
Germany. Fed. Rep. of -1.6 -6.6 3.7 1 .7 -2.3 1 . 3  15.1 3.7 -0.4 -1.2 0.1 
Italy -3.0 -4.9 2.7 2.3 -1.5 0.6 15.8 2.3 0.5 -0.3 0.1 
United Kingdom -0.7 0.9 -0.1 0.2 -1.5 1.0 -5.1 0.9 1 . 1  1.0 -0.8 

Other industrial countries -0.8 -1.9 1.6 -0.6 0.7 -0.2 2.5 0.3 1 . 3  0.1 

All industrial countries -1.9 -1.7 1.8 1.5 0.3 0.4 8.5 0.5 1.7 0.2 

Of which. 
Seven major countries above -2.3 -1.7 1.8 2.2 0.2 0.6 10.6 0.5 1 .8 -0.1 0.3 
European countries -1.2 -3.6 2.2 0.9 -0.5 1.0 7.3 1 .4 0.4 -0.1  

1 Trade in goods only. 
2 Compollnd annual rates of change. 
3 Composites for country groups are averages of percentage changes for individual countries weighted by the average U.S. dollar value of their 

respective merchandise exports over the preceding three years. 
4 Composites for country groups are averages of percentage changes for individllal countries weighted by the average U.S. dollar value of their 

respective merchandise imports over the preceding three years. 
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Trade: Developing Countries 

Table A23. Developing Countries: Merchandise Trade, 1971-90 
(Annual changes. in percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 

Value (in U.S. dollar terms) 
Exports 25.1 -1.5 - 1 1 . 1  -5.2 6.4 -4.3 -6.6 22.4 12.5 1 1 . 2  10.2 
Imports 22.5 9.2 -7.3 -6.7 0.1 -3.2 0.3 14.8 17.0 1 1 .3 1 1 . 2  

Volume 
Exports 3.6 -5.3 -6.6 1.9 7.1 0.9 9.2 10.6 1 1 .0 5.5 7.2 
Imports 8 . 1  8.2 -3.5 -2.7 2.5 -0.6 -4.0 5.9 10.2 5.6 7.7 

Unit value (in U.S. dollar terms) 
Exports 20.8 4.0 -4.9 -7.0 -0.7 -5.1 -14.4 10.7 1.4 5.5 2.8 
Imports 13.3 0.9 -4.0 -4.1 -2.3 -2.6 4.4 8.4 6.2 5.4 3.3 

Terms of trade 6.6 3.1 -0.9 -3.0 1.7 -2.6 - 1 8 . 1  2.2 -4.6 0.1 -0.4 
Purchasing power of exports2 10.4 -2.4 -7.4 -1.2 8.9 -1.7 -10.5 13.0 5.9 5.6 6.7 

Memorandum 

Real GNP growth of trading 
partners 4.3 2.2 0.9 2.7 4.4 3.0 3.2 3.5 4.5 3.5 3.4 

Market prices (in U.S. dollar 
terms) of primary commodities 
(excluding petroleum) exported 
by developing countries 1 1 .6 -13.5 -9.9 6.9 4.2 -12.9 - 1 . 2  3.4 18.2 1 . 5  -5.8 

Fuel exporters 

Value (in U.S. dollar terms) 
Exports 32.9 -5.5 -17.9 -15.5 -1.2 -10.2 -33.7 21.9 -5.0 10.3 8.2 
Imports 28.2 21.6 -4.2 -14.9 -9.6 -12.4 - 1 1 . 5  -0.1 8.0 8.0 6.1  

Volume 
Exports 0.4 -13.9 -14.8 -5.4 0.6 -4.5 1 3 . 1  0.8 1 1 .7 0.2 5 . 1  
Imports 14.8 22.6 -0.9 - 1 1 . 9  -7.9 -10.8 -21 . 1  -8.6 0.8 2.9 2.1  

Unit value (in U.S. dollar terms) 
Exports 32.3 9.7 -3.7 -10.8 -1.7 -6.0 -41.4 21.0 -15.0 10.1 3.0 
Imports L l .7 -0.8 -3.3 -3.4 -1.9 -1.7 12.1 9.4 7.2 5.0 3.9 

Terms of trade 18.4 10.6 -0.4 -7.6 0.2 -4.3 -47.7 10.6 -20.7 4.9 -0.9 
Purchasing power of exports2 18.9 -4.8 -15.1  -12.5 0.8 -8.6 -40.9 I 1 . 5  - 1 1 .4 5 . 1  4.2 

Memorandum 

Average oil export price (in 
U.S. dollars per barrel)3 1 1 . 6  33.7 32.3 28.5 27.7 26.4 13.2 17.0 13.5 15.0 15.6 
(Annual percentage change) 34.4 9.8 -4.3 - 1 1 . 6  -2.8 -4.9 -50.1 29.0 -20.4 1 1 . 1  3.8 

Real GNP growth of trading 
partners 4.4 2.3 1.0 2.5 4.4 3.2 3.2 3.7 4.6 3.6 3.5 

Export unit value (in U.S. 
dollar terms) of manufactures4 1 1 .  I -3.9 -2.1 -2.8 -3.1 I. I 17.7 L2.0 5.5 4.5 3.8 
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Trade: Developing Countries 

Table A23 (concluded). Developing Countries: Merchandise Trade, 1971-90 
(Annual changes. in percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Non-fuel exporters 

Value (in U.S. dollar terms) 
Exports 20. 1 2.6 -4.6 3.3 1 1 .5 -0.7 8.2 22.6 18.3 1 1 .5 10.7 
imports 20.8 4.3 -8.7 -2.8 4.2 0.1 4.0 18.8 19.1  12.0 12.2 

Volume 
Exports 6.8 4.7 1 .5 7.4 1 1 .5 4 . 1  8.0 14.3 10.8 7.0 7.7 
Imports 6 . 1  2.7 -4.7 1 .7 6.9 3.2 2.0 9.9 12.3 6.2 8.8 

Unit value (in U.S. dollar terms) 
Exports 12.5 -2.0 -6.0 -3.8 -4.6 0.2 7.3 6.8 4.2 2.8 
Imports 13.8 1.5 -4.3 -4.4 -2.5 -3.0 2.0 8.1 6.0 5.5 3.2 

Terms of trade - 1 . 1  -3.5 -1.8 0.6 2.6 -1.7 - 1 . 8  -0.7 0.7 -1.2 -0.3 
Purchasing power of exports2 5.6 1 . 1  -0.3 8 . 1  14.4 2.3 6.1 13.4 1 1 .6 5.7 7.3 

Memorandum 

Real GNP growth of trading 
partners 4.5 2.4 0.9 3 . 1  4.6 2.8 3.3 3.5 4.7 3.6 3.4 

Market price (in U.S. dollar 
terms) of primary commodities 
(excluding petroleum) exported 
by non-fuel exporters 12.0 -13.3 - 1 1 . 2  6.7 3.9 - 1 3 . 1  -1.6 2.5 18.7 0.3 -4.2 

Gross reserves (end of period) as 
percentage of total imports of 
goods and services5 23.2 16.0 16.8 18.7 20.6 22.9 26.7 30.3 28.8 29.2 29.2 

1 Compound annual rates of change. Excluding China. 
2 Export earnings deflated by import prices. 
J Twelve major oil exporters. 
J Exported by the industrial countries. 
5 Gold holdings are valued at SDR 35 an ounce. 
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Trade: Developing Countries 

Table A24. Developing Countries: Export Volumes, 1971-90 
(Annual changes. in percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 3.6 -5.3 -6.6 1.9 7.1 0.9 9.2 10.6 1 1 .0 5.5 7.2 

By region 

Africa 2.1 -13.8 -5.0 -0.7 9.1 6.4 3.3 - 1 . 1  2.4 3.8 3.2 
Asia 1 1 . 1  7.6 1 . 1  9.3 13.3 3.7 16.4 18.7 13.4 9.8 9.7 
Europe 6.2 2.6 3.6 8.6 1 1 .8 2.7 0.8 9.3 6.4 3.2 4.0 
Middle East 0.5 -16.5 -17.7 -10.3 -4.3 -7.1 19.3 1 .8 12.2 -2.0 4.8 
Western Hemisphere 1 . 8  7.8 -2.1 7.8 8.0 0.8 -4.2 7.5 1 1 .2 0.8 5.3 

By predominant export 

Fuel 0.4 -13.9 -14.8 -5.4 0.6 -4.5 13.1  0.8 1 1 .7 0.2 5.1  
Non-fuel exports 6.8 4.7 1 . 5  7.4 1 1 .5 4.1 8.0 14.3 10.8 7.0 7.7 

Manufacturers 9.8 9.7 1.9 10.3 14.5 4.1 8.7 1 8 . 1  12.7 7.5 8.3 
Primary products 1 .9 -0.1 1.4 1.5 2.2 5.5 4.2 2.4 3.2 7.9 6.1 

Agricullural products 1 .6 2.4 -{).7 2.5 2.4 6.4 3.9 1.9 7.0 8 . 1  5.8 
Minerals 2.5 -4.9 6.0 -0.4 1 . 9  3.6 5 . 1  3.5 -3.5 7.5 6.6 

Services and private 
transfers 1 .6 -0.7 -1.4 -0.3 3.2 - 1 . 1  12.2 2 . 1  8.6 2.5 5.8 

Diversified export base 5.6 -7.2 0.5 2.4 8 . 1  4.5 6.3 6.0 5.3 3.8 5.0 

By fmancial criteria 

Net creditor countries 1 . 8  -8.3 -17.6 -6.9 -3.5 -7.3 21.6 4.1  10.0 1.0 4.9 
Net debtor countries 4.8 -3.7 -0.8 5.5 1 1 .0 3.5 6.6 12.3 1 1 .2 6.5 7.7 

Market borrowers 6.3 5.2 1.2 9.6 1 1 .  I 3.0 5.9 14.7 14.4 6.7 8.2 
Diversified borrowers 4.1 -12.8 -4.7 -0.1 13.0 5.2 7.0 10.6 6.9 6.5 7.1 
Official borrowers 2.0 -9.1 3.7 4.1  3.5 -D.I 9.7 4.5 7.4 5.3 6.5 

Countries with recent debt-
servicing difficulties 2.8 - 1 1 .5 -3.0 3.0 9.0 3.0 5.2 9.6 2.2 4.9 

Countries without debt-
servicing difficulties 7.8 5.9 1 .4 7.9 12.8 3.8 12.0 17.5 12.1  9.0 9.2 

Miscellaneous groups 

Sub-Saharan Africa 1 . 1  -2.1 1.4 1 .4 5.1  -{).2 8.7 2.4 -0.5 4.4 5.4 
Twelve major oil exporters 0.1 -16.2 -17.3 -7.8 - 1 . 1  -5.3 15.9 -{).7 13.4 0.1 4.9 
Net debtor fuel exporters 1 . 1  -19.3 -6.2 2.6 10.5 1 . 8  8.7 4.0 10.0 3.1 5.7 
Four newly industrializing 

Asian economies 16.1 10.4 1 .9 14.6 15.8 3.8 20.6 22.3 15.7 10.8 9.7 
Small low-income economies 0.3 -1.3 -2.9 3.5 -1.0 2.8 10.4 3.0 4.5 5.8 7.1 
Fifteen heavily indebted 

countries 2.7 -{).8 -5.0 5.6 8.7 2.3 -2.5 5.6 10.8 1 . 7  5.2 

1 Compound annual rates of change. Excluding China. 
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Trade: Developing Countries 

Table A25. Developing Countries: Import Volumes, 1971-90 
(Annual changes. in percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 8 . 1  8.2 -3.5 -2.7 2.5 41.6 -4.0 5.9 10.2 5.6 7.7 

By region 

Africa 5.4 10.8 -8.1 -10.2 -0.2 -7.0 -10.7 -4.8 1 .3 0.5 3.3 
Asia 9.0 8.2 1 .7 8.0 7.8 5.7 2.2 14.6 17.8 8.8 10.1 
Europe 5.3 -0.4 -7.4 1.8 7.6 4. 1 2.6 4.8 5.6 3.4 8.0 
Middle East 1 3.7 1 8.4 6.3 -3. 1 -7.4 -13.2 -21 .7 -6.6 -1.6 6.4 0.5 

Western Hemisphere 7.1  1 . 8  -18.1 -22.6 3.2 2.5 3.2 3.8 7.3 -2.6 8.0 

By predominant export 

Fuel 14.8 22.6 -0.9 - 1 1 . 9  -7.9 -10.8 -21 . 1  -8.6 0.8 2.9 2.1 
Non-fuel exports 6. 1 2.7 -4.7 1 .7 6.9 3.2 2.0 9.9 12.3 6.2 8.8 

Manufacturers 7.8 3.4 -3.7 4.8 9.8 7.2 4.2 12.3 14.9 7.8 10.4 
Primary products 3.9 -1.8 -15.5 -8.8 1.0 -2.7 2.9 6.3 3.7 4.4 

Agricultural products 4.2 -7.6 -14.1 -6.0 3.2 -1.9 2.3 5.4 2.3 0.3 4.9 
Minerals 3.0 13.6 -18.6 -15.2 -4.5 -4.9 4.4 8.6 7.2 -0.9 3.1 

Services and private 
transfers 4.6 3.0 4.6 4.5 3.0 -1.7 -6.4 -4.4 4.4 2.3 0.9 

Diversified export base 3.8 4.3 -4.0 -4.5 1.6 -8.8 -5.3 9.8 9.0 2.9 5.9 

By financial criteria 

Net creditor countries 16.7 14.8 4.0 4.6 -6.5 -18.0 -13.3 6.2 1 1 .5 4.7 4.6 
Net debtor countries 7.0 7.0 -5.0 -4.3 4.7 3.2 -2.3 5.9 10.0 5.8 8.2 

Market borrowers 7.9 5.8 -7.4 -5.9 5.5 -0.6 4.0 13.0 14.1 7.0 10.4 
Diversified borrowers 7.8 12.0 -3.5 -3.9 3.0 8.9 -9.1 4.6 5.4 7.0 
Official borrowers 3.6 -1.6 -0.7 6. 4 0.5 -2.3 - 1 . 5  9 . 1  2.2 2.7 

Countries with recent debt-
servicing clifficulties 6.4 4.3 - 1 1 .6 -16.6 1.7 0 . 1  -5.5 -2.1 6.8 1 .2 6.7 

Countries without debt-
servicing difficulties 7.7 9.6 1.5 6.4 6.7 5.1 -0.4 10.6 1 1 .6 8 . 1  8.9 

MisceUaneoos groups 

Sub-Saharan Africa 2.6 0.1 -4.8 -7.9 -0.7 -0.5 -1.9 - 1 .2 3 . 1  -0.2 3.2 
Twelve major oil exporters 16.1 23.2 5.4 -9.1 -10.5 -14.1  -22.5 -10.0 -4.6 4.3 1 .7 
Net debtor fuel exporters 12.9 24. 1 -6.3 -24.4 -4.6 0.4 - 17.3 -9.7 5.4 -0.7 3.4 
FCIUr newly industrializing 

Asian economies 1 1 .7 6.4 1 .4 8.0 10.0 10.5 25. I 23.1 10.2 1 1 .6 
Small low-income economies 1 .2 -2. 1 0.3 -2.2 5.0 1 .4 0.6 -1.0 7.7 -0.3 2.9 
Fifteen heavily indebted 

countries 8.2 3.0 -16.3 -21.3 -2.2 1 .2 -0.9 0.5 7.7 -0.7 8.6 

1 Compound annual rates of change. Excluding China. 

1 5 1  



©International Monetary Fund. Not for Redistribution

Trade: Developing Countries 

Table A26. Developing Countries: Export Unit Values, 1971-90 
(Annual changes. in percent. tn tenns of U.S. dollar..) 

Aventgc 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 20.8 4.0 -4.9 -7.0 �.7 -5.1 -14.4 10.7 1.4 s.s 2.8 

By region 

Africa 19.9 -2.9 -10.2 -2.2 -5.3 -6.9 -15.2 12.0 -3.8 4.6 2.6 
Asia 12.6 1.6 -4.6 -3.8 1.9 -4.4 -5.3 10.8 7.2 4.8 3.0 
Europe 1 1 .0 -0.9 -2.4 -8.0 -4.2 -1.8 4.4 3.8 4.0 3.8 3.6 
Middle East 32.8 1 1 .5 -2.4 - 1 1 .7 -2.4 -6.0 -42.1 20.6 -15.9 1 1 .9 3.8 
Western Hemisphere 18.3 - 1 . 1  -7.7 -6.4 2.4 -6.2 -12.6 5.7 2.7 4.1  1 .1  

By predominant export 

Fuel 32.3 9.7 -.U -10.8 - 1 . 7  -6.0 -41.4 21.0 -15.0 10.1 3.0 
Non-fuel exports 12.5 -2.0 -6.0 -3.8 -4.6 0.2 7.3 6.8 4.2 2.8 

Manufacturers 1 1 .3 -0.1 -4.0 -5.5 -0.1 -3.1 1.7 7.5 6.9 4.6 3.1 
Primary products 12.9 -9.2 -9.9 -1.6 3.7 -6.2 -0.4 1.4 10.3 1.6 -0.5 

Agricultural products 14.2 -7.3 -9.4 -2.9 6.3 -6.6 2.0 -2.3 5.2 3.4 2.6 
Minerals 10.5 -12.6 -10.8 0.9 - 1 . 4  -5.3 -5.5 9.9 20.8 - 1 . 8  -7.1 

Services and private 
transfers 13.3 1 .7 -7.7 -5 . 1  0.4 -3.5 -7.1  4.3 7.4 5.2 5.0 

Diversified export base 15.4 -3.3 -10.4 2.0 -3.0 - 1 1 . 1  -5.7 12.7 2.8 3.8 3.0 

By fmancial criteria 

Net creditor countries 3 1 . 8  10.4 -2.7 - 1 1 .0 -1.2 -6.0 -32.7 2 1 . 7  -9.2 10.3 4.4 
Net debtor countries 16.7 0.9 -6.0 -5.2 -0.5 -4.9 -9.4 8.1 4.0 4.4 2.5 

Market borrowers 15.9 -0.6 -7.4 -5.2 -0.1 -5.5 -8.2 8.7 4.1 4.1 2.2 
Diversified borrowers 19.9 4.1 -3.8 -5.8 -1.4 -4.0 -12.9 9.4 3 0 5.3 2.9 
Official borrowers 12.1 -4. 8 -6.4 -2.8 0.3 -4.4 -2.7 0.9 6.6 3.8 3.1 

Countries with recent debt-
servicing difficulties 18.1 0.5 -7.3 -4.6 -1.0 -6.2 -12.4 7.7 0.7 4.5 2.1 

Countries without debt· 
servicing difficulties 14.6 1.3 -4.6 -5.8 -0.1 -3.6 -6.8 8.5 6.1 4.4 2.8 

Miscellaneous groups 

Sub-Saharan Africa 13.0 -8.5 -8.0 -2.2 3.8 -3.5 -7.0 2.0 2.6 2.7 1.9 
Twelve major oil exporters 33.3 10.5 -3.3 - 1 1 .3 -2.1 -6.0 -44.2 23.4 -17.6 1 1 .3 3.3 
Net debtor fuel exporters 29.1 7.9 -5.9 -8.8 -0.9 -5.4 -37.8 18.0 -9.4 7.7 2.4 
Four newly industrializing 

Asian economies 10.3 2.5 -3.6 -4.6 2.3 -2.7 -0.6 10.1  7.7 4.1 3.1 
Small low-income economies 1 1 .4 -6.9 -7.9 1 . 7  6.9 -7.1 -2.8 4.6 7.9 2.3 2.4 
Fifteen heavily indebted 

countries 19.2 0.1 -7.0 -6.3 2.2 -5.9 -14.2 7.5 1 .6 4.1 1.6 

1 Compound annual rates of change. Excluding China. 
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Trade: Developing Countries 

Table A27. Developing Countries: Import Unit Values, 1971-90 
(Annual changes. in percent. in terms of U.S. dollars) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 13.3 0.9 �.0 �.1 -2.3 -2.6 4.4 8.4 6.2 5.4 3.3 

By region 

Africa 14.0 -2.9 -5.0 -3.5 �.2 -3.9 12.9 1 1 .2 5.9 5.3 3.7 
Asia 13.4 2.5 -5.3 -4.3 - 1 . 3  -2.4 1 . 4  7.5 8.0 5.6 3.0 
Europe 12.9 -2.4 -2.1 -5.9 -5.0 -J.S 3.2 7.6 2.1  5.2 3.2 
Middle East 12.8 -0.1 -4.3 -3.8 -2.1 -2.5 I I .  I 9.9 6.7 5.2 3.8 
Western Hemisphere 13.3 4.8 - 1 . 8  -3.3 - 1 . 4  -3.4 -1.4 7.7 4.1 5.0 4.0 

By predominant export 

Fuel 1 1 .7 -0.8 -3.3 -3.4 -1.9 -1.7 1 2 . 1  9.4 7.2 5.0 3.9 
Non-fuel exports 13.8 1.5 -4.3 -4.4 -2.5 -3.0 2.0 8.1 6.0 5.5 3.2 

Manufactures 13.4 0.8 �.3 -5.0 -3.1 - 1 . 8  1.5 8.3 6.1 5.5 3.0 
Primary products 13.3 -0.2 -3.0 -3.8 -1.2 -3.1 6.0 8.0 4.7 5.2 3.8 

Agricultural products 13.4 0.3 -2.7 -4.0 - 1 . 2  -3.1 5.2 8.0 5.6 5.3 4.1 
Minerals 13.2 - 1 . 4  -3.7 -3.2 - 1 . 2  -3 . 1  8. I 7.8 2.2 4.7 3. I 

Services and private 
transfers 13.8 3.0 -4.2 -6.1 -0.7 -4.0 3.5 7.8 7.3 3.5 3.7 

Diversified export base 15.7 5.8 -5.7 - 1 . 1  -2.3 -7.7 -0.2 7.0 5 8  6.6 3.9 

By financial criteria 

Net creditor countries 12.6 0.8 �.5 -3.9 - 1 . 7  - 1 . 8  7.6 10.2 9.4 7.2 3.8 
Net debtor countries 13.4 0.9 -3.9 -4.1 -2.5 -2.8 3.9 8 . 1  5.7 5 . 1  3.2 

Market borrowers 13.4 2.7 -3.7 -4.2 - 1 . 5  -3.9 1 . 2  8.3 5.8 4.8 2.8 
Diversified borrowers 13.7 -0.4 -3.9 -4.0 -3.7 - 1 . 0  6.4 8.6 5.7 5.7 3.6 
Official borrowers 12.9 -1.7 �.3 -4.4 -2.7 -3.7 5.3 6.2 5.5 4.4 3.8 

Countries with recent debt-
servicing difficulties 13.3 1 . 8  -3.5 -2.9 -2.6 �.2 6.4 8.4 4.5 5 . 1  3.7 

Countries without debt-
servicing difficulties 13.5 -4.2 -5.2 -2.4 -1.9 2.3 7.9 6.3 5.1 3.0 

Miscellaneous groups 

Sub-Saharan Africa 14.0 -3.7 -5.1 -3.4 -2.8 -2.3 12.2 1 1 .3 4.9 4.4 3.4 
Twelve major oil exporters 11.5 -1.7 -3.9 -3.7 -2.1 -1 .8 13.3 9.8 7.3 5.5 3.8 
Net debtor fuel exporters 1 1 .7 -0.4 -2.9 -3.2 -1.7 -1.7 1 1 .0 8.6 7.0 4.7 4.0 
Four newly industrializing 

Asian economics 13.3 4.5 -5.5 -4.6 0.1 -3.6 0.6 7.8 8.3 4.9 2.4 
Small low-income economies 13.8 0.7 -5.4 -4.7 - 1 . 4  -3.5 5.6 9 . 1  5 . 1  5.4 3.7 
Fifteen heavily indebted 

countries 13.0 4.3 -2.9 -2.8 -0.9 -3.3 2.0 9.0 3.7 5.7 3.6 

1 Compound annual rates of change. Excluding China. 
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Trade: Developing Countries 

Table A28. Developing Countries: Terms of Trade, 197 1-90 
(Annual changes. in percent) 

Average 
1971-801 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 6.6 3.1 �.9 -3.0 1.7 -2.6 -18.1 2.2 -4.6 0.1 �.4 

By region 

Africa 5.1 -5.5 1.4 -1.2 -3.1 -24.8 0.6 -9.2 -{).7 -1.0 
Asia -{).7 -{).8 0.7 0.5 3.3 -2.1 -6.6 3.0 -{).7 -{).8 
Europe -1.7 1.6 -0.4 -2.3 0.8 -0.3 1 .2 -3.6 1.8 -1.3 0.4 
Middle East 17.7 1 1 . 6  2.0 -8.3 -0.4 -3.7 -47.9 9.8 -21.2 6.4 
Western Hemisphere 4.5 -5.6 -6.0 -3.2 3.9 -2.9 - 1 1 . 3  - 1 . 9  -1.3 -{).8 -2.8 

By predominant export 

Fuel 18.4 10.6 -0.4 -7.6 0.2 -4.3 -47.7 10.6 -20.7 4.9 -0.9 
Non-fuel exports - I .  I -3.5 -1.8 0.6 2.6 -1.7 -1.8 -{).7 0.7 -1.2 -{).3 

Manufactures -1.9 -0 9 0.3 -{).5 3.1 -1.3 0.2 -0.8 0.8 -{).9 0.2 
Pri mary Products -0.4 -9.0 -7.1 2.2 5.0 -3.1 -6.0 -6.1 5.4 -3.4 -4.2 

Agricultural products 0.7 -7.6 -7.0 1.2 7.6 -3.6 -3.1 -9.5 -{).4 -1.9 -1.4 
Minerals -2.4 - 1 1 .4 -7.4 4.2 -0.3 -2.3 -12.6 1.9 18.1  -6.2 -9.9 

Services and private 
transfers -0.5 -1.3 -3.6 1.0 1.2 0.5 -10.3 -3.2 1 .7 1.2 

Diversified export base -0.3 -8.6 -5.0 3.1 -0.7 -3.7 -5.5 5.3 -2.9 -2.7 -0.8 

By financial criteria 

Net creditor countries 17.1 9.4 2.0 -7.4 0.5 -4.3 -37.4 10.4 -17.0 2.9 0.6 
Net debtor countries 2.9 -2.2 - 1 . 1  2.0 -2.1 -12.8 0.1 -1.7 -0.6 -0.7 

Market borrowers 2.2 -3.1 -3.8 - 1 . 1  1 .4 -1.6 -9.3 0.4 - 1 . 5  -0.7 -0.5 
Official borrowers -{).7 -3.2 -2.2 1.6 3.0 -{).8 -7.6 -5.0 I. I -0.6 -0.6 
Diversified borrowers 5.5 4.5 -1.9 2.3 -3.0 -18.2 0.8 -2.6 -0.4 -{).7 

Countries with recent debt-
servicing difficulties 4.2 -1.3 -3.9 -1.8 1.7 -2.2 -17.7 -0.7 -3.7 -0.5 -1.6 

Countries without debt-
servicing difficulties 1 .0 1.3 -0.4 -0.6 2.4 - 1 . 8  -8.9 0.6 -{).2 -0.6 -0.2 

Miscellaneous groups 

Sub-Saharan Africa -{).9 -5.0 -3.0 1.3 6.8 - 1 . 2  -17.1 -8.3 -2.2 -1.6 -1.5 
Twelve major oil exporters 19.5 12.4 0.6 -7.9 -4.3 -50.7 12.4 -23.2 5.5 -0.6 
Net debtor fuel exporters 15.6 8.3 -3.2 -5.8 0.8 -3.8 -44.0 8.6 -15.3 2.8 -1.5 
Four newly industrializing 

Asian economies -2.7 -1.9 2.0 2.2 0.9 -1.2 2.1 -0.5 -0.8 0.7 
Small low-income economies -2.0 -7.5 -2.7 6.8 8.4 -3.7 -8.0 -4.2 2.6 -2.9 -1.2 
Fifteen heavily indebted 

countries 5.5 -4.0 -4.2 -3.5 3.1 -2.7 -15.8 - 1 . 3  -1.9 -1.4 -1. 9 

1 Compound annual rates of change. Excluding China. 
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Trade: Developing Countries 

Table A29. Developing Countries: Non-Oil Commodity Prices, 1971-901 
(Annual changes. in percent) 

Average 
1971-802 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Non-oil primary commodities 11.6 -13.5 -9.9 6.9 4.2 -12.9 -1.2 3.4 18.2 1.5 -5.8 

By commodity group3 

Food 10.0 -6.5 -19.2 11 .2 2.9 -18.7 -12.0 7.4 25.3 0.3 -4.6 
Beverages 12.1 -21.1 1 . 1  7.9 15.9 -1 1.6 16.2 -28.7 0.2 1 .3 2.9 
Agricultural raw materials 16.5 -13.2 -6.6 4.8 4.3 -14.8 -1.1 29.4 8.2 2.3 2.1 
Minerals and metals 8.0 -15.0 -10.7 2.8 -6.5 -4.2 -9.0 17.2 40.3 2.0 -20.7 

By region4 

Africa 10.4 -16.1 -9.7 6.0 3.7 -9.1 3.0 -1.9 15.9 -4.8 
Asia 1 1 . 0  - 1 1 . 7  -16.6 8.2 1 1 .0 -20.9 -12.1 16.4 20.5 -0.9 -3.0 
Europe 9.9 -6.5 -4.6 5.1  1 .3 -10.8 -6.3 14.8 14.7 0.8 -3.8 
Middle East 1 1 . 8  -7.4 -15.8 11.0 0.1 -14.5 -5.8 19.4 18.2 -2 4 -0.1 
Western Hemisphere 10.0 -14.4 -8.1 6.0 -0.4 -8.5 4.9 -6.4 20.2 0.2 -4.9 

By predominant export• 

Fuel 12.5 -17.4 -8.3 7.0 6.2 -12.7 2.9 6.6 12.7 -2.3 -0.5 
Non-fuel exports 10.3 -13.3 - 1 1 . 2  6.7 3.9 -13.1 -1.6 2.5 18.7 0.3 -4.2 

Manufactures 10.4 -9.8 -10.2 4.8 3.4 -13.6 -1.9 -0.5 14.4 1.6 -1.4 
Primary products 9.6 -15.4 -9.3 7.3 1 . 8  -9.6 3.7 -2.6 20.6 0.1 -7.4 

Agricultural products 1 1 .3 -14.4 -7.6 7.9 5.9 - 1 1 .7 5.8 -1 1 . 1  12.3 -0.1 0.3 
Minerals 6.9 -17.6 -12.7 6.0 -7.6 -4.2 -1.5 19.0 36.6 0.3 -19.5 

Services and private 
transfers 12.5 -14.4 -19.1 8.5 0.2 -13.1 2.2 2.6 21.4 -4.0 -1.0 

Diversified export base 1 1 . 1  -14.0 -14.2 8 . 1  9.8 -18.9 -13.3 20.8 20.7 0.3 -2.8 

By financial criteria 

Net creditor countries 10.9 -6.9 -22.1 1 1 . 1  4.0 -20.2 0.2 16.4 28.9 -7.0 -8.0 
Net debtor countries 10.6 -13.8 -10.8 6.7 4.1 -13.0 -1 . 1  3.0 17.9 -3.8 

Market borrowers 10.0 -13.6 -10.8 7.5 3.6 -14.2 -4.9 8 . 1  20.9 0.8 -5.6 
Diversified borrowers 1 1.5 -13.9 -10.4 5.9 4.6 -12.4 2.5 -0.9 13.9 -0.7 -0.8 
Official borrowers 10.2 -14.2 - 1 1 .7 6.6 4.5 -11.3 1 .3 -1.0 18.2 -0.6 -4.5 

Countries with recent debt-
servicing difficulties 10.0 -14.3 -10.2 7.2 1 .4 -10.4 0.7 1 .5 19.8 -0.3 -6.0 

Countries without debt-
servicing difficulties 1 1 . 6  -13.1 -11.9 6.0 8.3 -16.8 -3.8 5.5 14.9 0.5 

Miscellaneous groups 

Sub-Saharan Africa 10.2 -17.8 -8.2 7.5 4.9 -8.8 4.0 -2.4 13.9 -0.8 -5.2 
Twelve major oil exporters 12.7 -18.1 -9.5 6.8 6.4 -15.1 15.0 15.5 -2.4 -1.7 
Net debtor fuel exporters 12.5 -17.7 -7.8 6.9 6.2 -12.5 3.0 6.4 12.3 -2.2 -0.3 
Four newly industrializ.ing 

Asian economies 1 1 . 1  -10.1 -8.5 5.4 18.4 -20.2 -17.1  16.9 1 1 . 4  1.5 1.8 
Small low-income economies 9.3 -14.6 -12.6 9.0 6.7 -12.2 0.6 0.5 19.3 -0.7 -7.6 
Fifteen heavily indebted 

countries 10.0 -14.1 -8.8 6.3 2.5 -10.8 1 .5 -2.1 19.3 0.3 -5.4 

Memorandum 

Oil export unit value5 34.4 9.8 -4.3 -11.6 -2.8 -4.9 -50.1 29.0 -20.4 1 1 .  I 3.8 
Export unit value of 

manufactures6 1 1 . 1  -3.9 -2.1 -2.8 -3.1 1 . 1  17.7 12.0 5.5 4.5 3.8 

1 ln U.S. doUar terms. 
2 Compound annual rates of change. 
3 Based on averages of component commodity price indices weighted by the U.S. dollar value of exports of each commodity from developing 

countries in 1979-8 I .  
4 Based on averages of individual commodity price indices weighted according to the 1980-82 composition of commodity exports of the 

respective groups of developing countries. 
$ Of the twelve major oil exporters. 
6 Exported by the industrial countries. 
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Current Account: Summary 

Table A30. Summary of Payments Balances on Current Account, 1981-901 

(ln biUions of U.S. dollars) 

industrial countries 

United States 
Japan 
Gennany, Fed. Rep. of 

Other industrial countries 

Developing countries 

By region 

Africa 
Asia 
Europe 
Middle East 
Western Hemisphere 

By analytical criteria 

Fuel exporters 
Non-fuel exporters 

Market borrowers 
Official borrowers 

Countries with recent debt
servicing difficulties 

Countries without debt
servicing difficulties 

Other countries2 

Memorandum 

Total, by selected categories 

Trade balance 
Timing asymmetry4 
Residual asymmetry 

Balance on services 
(in percent of services debits) 

Private transfers, net 
Official transfers, net 

1 Including official transfers. 

1981 

-15.8 

6.9 

4.8 
-3.6 

-23.9 

-49.1 

-22 . 1  

-18.6 

-13.9 

48.5 

-43.0 

33.5 

-82.6 

-57.7 

-20.0 

-83.9 

-29.8 

-3.4 

1982 

-19.5 

-8.7 

6.9 

5 . 1  

-22.8 

-83.4 

-21.3 

-16.5 

-8.0 

5.0 

-42.5 

-15.2 

-68.2 

-54.0 

-17.5 

-84.5 

-27.8 

2.7 

�.3 -100.2 

14.4 

-2.9 

17.3 

-74.4 

-8.7 

4.0 

-12.3 

0.3 

-7.9 

8.2 

-89.4 

-10.4 

1 . 5  

-12.7 

1983 

-18.0 

-46.3 
20.8 

5.3 

2.1 

-62.4 

-12.2 

-14.2 

-5.8 
-19.4 
-10.9 

-16.9 

-45.5 

-16.2 

- 1 1 .4 

-31.7 

-29.7 

3.1 

-77.3 

4.3 

3.0 

1 .2 

-75.6 
-9.5 

3.5 
-9.5 

1984 

-57.3 

-107.1 

35.0 

9.9 

4.9 

-31.4 

-8.0 

-4.2 

-3.0 

-13.7 

-2.5 

-1.5 

-29.8 

-3.9 

-13.1 

-15.7 

-19.2 

4.8 

-83.9 

1 1 . 9  

�.5 

12.4 

-90.8 

-10.9 

6.3 

- 1 1 .4 

1985 

-51.1 

- 1 1 5 . 1  

49.2 

16.6 

-1.7 

-26.0 

�.6 

-14.0 

-3.1 

-3.6 

-4.7 

2.8 

-28.8 

1.7 

-12.4 

- 1 1 . 5  

-27.3 

2.3 

-74.8 

5.5 

10.7 

-5.1 

-74.2 
-8.9 

5.5 

- 1 1 . 7  

1986 

-17.5 

-138.8 

85.8 

39.3 

-3.8 

-42.2 

-9.6 

3.9 

-2.0 

-17.2 

-17.3 

-31.0 

- 1 1 . 2  

-6.7 

- 1 1 . 9  

-33.2 

-16.9 

3.1 

-56.6 

5.9 

5.9 

-54.6 

-6.0 

7.1  

-15.0 

1987 

-44.6 

-154.0 

87.0 

45.0 

-22.7 

1.4 

-5.3 

2 1 . 6  

1.0 

-3.8 

-12.0 

-3.7 
5 . 1  

10.2 

-1 1 . 1  

-18.3 

1.4 

5.1 

-38.1 

30.5 

27.2 

3.3 

-58.4 

-5.5 

9.4 
-19.7 

1988 

-59.0 

-135.3 

79.5 

48.5 

-51.6 

-19.1 

-9.5 

10.0 

3.5 

- 1 1 .7 

- 1 1 . 5  

-20.4 

1 .3 

12.1  

-14. 1 

-20.6 

�.4 

0.5 

-77.6 

2 1 . 8  

16.6 

5.2 

-90.4 
-7.3 

10.9 

-19.9 

1989 

-67.0 

-139.3 

84.0 

49.7 

-61.4 

-19.4 

-7.8 

8.8 

1.4 

-10.4 

- 1 1 . 5  

-13.1  

-6.3 

10.3 

-15.7 

1990 

-74.5 

-156.6 

93.5 

5 1 . 2  

�2.6 

-26.0 

-8.4 

5.6 
-1.3 

-6.2 

-15.8 

-9.3 

-16.7 

4.4 

-14.9 

-21.6 -27.5 

-4.9 -6.9 

0.5 

-86.5 -100.0 

28.4 

15.0 

13.4 

-106.9 

-7.8 

10.1 

-18.1  

17.3 

16.9 

0.4 

-109.7 

-7.5 

10.7 

-18.3 

2 Covers estimated balances on current transactions only in convertible currencies of the U.S.S.R. and nonmember countries of 
Eastern Europe. 

3 Reflects errors, omissions, and asymmetries in reported balance of payments statistics on current account, plus balance of listed groups 
with counrries nm included. 

4 Staff estimates of the difference between the beginning-of-year and end-of-year "float," that is. the value of those exports that have not 
yet been recorded as imports (usually because the goods are in transit or because of delays in the processing of the documentation). The 
estimates should be viewed only as rough orders of magnitude. 
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Current Account: Lndustrial Countries 

Table A31. Industrial Countries: Balance of Payments on Current Account, 1981-901 

(ln billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Balance on current account 

Canada -5.1 2.3 2.5 2.1  -1.4 -7.6 -8.0 -9.2 -13.8 -17.0 
United States 6.9 -8.7 -46.3 -107.1 - 1 1 5 . 1  -138.8 - 1 54.0 -135.3 -139.3 -156.6 
Japan 4.8 6.9 20.8 35.0 49.2 85.8 87.0 79.5 84.0 93.5 

France -4.8 -12.1 -4.7 --0.8 --0.3 3.0 -4.1 -3.8 -2.0 -2.2 
Gennany. Fed. Rep. of -3.6 5.1 5.3 9.9 16.6 39.3 45.0 48.5 49.7 5 1 . 2  
Italy -9.1 -6.2 1 . 5  -2.5 -3.7 2.6 -1.0 -4.2 -5.3 -7.8 
United Kingdom 14.1 8.2 5.8 2.7 4.3 --0.3 -4.4 -26.2 -30.3 -25.5 

Other industrial countries -18.9 -15.0 -3.0 3.3 --0.6 -1.5 -5.3 -8.2 -10.0 -10.1 

All industrial countries -15.8 -19.5 -18.0 -57.3 -51.1 -17.5 -44.6 -59.0 �7.0 -74.5 

Of which. 
Seven major counlries above 3.2 -4.6 -15.0 -60.7 -50.5 -16.0 -39.4 -50.7 -57.0 -64.4 
European countries -12.7 -10.4 1 1 .7 22.9 26.9 53.8 39.9 17.2 12.5 16.1 
All industrial countries 

except the United States -22.7 -10.8 28.3 49.7 64.0 121.4 109.3 76.3 72.3 82.1 

Balance on goods, services, and 

private transfers 

Canada -5.4 2.0 2.4 2.3 -1.2 -7.7 -7.5 -8.8 -13.3 -16.4 
United States 1 1 .4 -3.2 -40.0 -98.5 -103.9 -127.1 -144.0 -126.6 -130.3 -147.6 
Japan 6.2 8 . 1  22.2 36.4 50.5 87.3 89.7 82.5 87.9 97.8 

France -2.8 -9.5 -2.6 1 . 1  1 .0 5.8 -1.0 0.6 2.5 2.7 
Germany, Fed. Rep. of 2.4 1 1 . 1  10.6 16.1 22.6 46.7 55.1 60.1 61.3 63.6 
Italy -8.5 -5.7 1.5 -2.6 -3.5 5.6 1 . 3  - 1 . 5  -3.1 -5.6 
United Kingdom 17.3 1 1 .3 8.7 5.5 8.6 3.0 1 .0 -21.6 -26.8 -22.7 

Other industrial countries -15.7 - 1 1 . 5  -0.3 5.8 1.3 0.8 -2.6 -5.7 -8.0 -8.2 

All industrial countries 4.9 2.8 2.6 -34.0 -24.4 14.5 -7.9 -21.0 -29.6 -36.5 

Of which. 
Seven major countries above 20.5 14.3 2.9 -39.8 -25.7 13.7 -5.3 -15.3 -21.6 -28.3 
European countries 1.7 4.5 23.9 35.2 40.5 72.7 63.5 43.1 36.6 40.3 
All industrial countries 

except the United States -6.5 6.0 42.6 64.5 79.5 141.6 136.0 105.6 100.7 I l l . I 

Memorandum 

Balance on current account 

as perce.ntage of GNP 

Canada -1.7 0.8 0.8 0.6 -0.4 -2.1 - 1 . 9  - 1 . 9  -2.6 -2.9 
United States 0.2 -0.3 -1.4 -2.8 -2.9 -3.3 -3.4 -2.8 -2.7 -2.8 
Japan 0.4 0.6 1 . 8  2.8 3.7 4.3 3.6 2.8 2.7 2.8 

France --0.8 -2.2 -0.9 --0.2 -0.1 0.4 --0.5 --0.4 --0.2 -0.2 
Gennany, Fed. Rep. of -0.5 0.8 0.8 1.6 2.6 4.4 4.0 4.0 4.1 3.9 
Italy -2.2 -l.S 0.4 --0.6 -0.9 0.4 -0.1 -0.5 -0.6 -0.8 
United Kingdom 2.7 1.7 1 . 3  0.6 0.9 --0.6 -3.2 -3.4 -2.7 

Other industrial countries -1.8 -1.4 --0.3 0.3 -0.1 -0.1 -0.3 --0.5 --0.5 -0.5 

All industrial countries ...{).2 ...{).3 -0.2 ...{).7 ...{).6 ...{).2 ...{).4 -0.4 ...{).5 ...{).5 

Of which. 
Seven major countries above --0.1 --0.2 --0.8 -0.7 --0.2 --0.4 -0.4 --0.4 -0.5 
European countries -0.4 -0.4 0.4 0.8 0.9 1.4 0.8 0.3 0.2 0.3 
All induslrial counlries 

except the United States -0.5 -0.2 0.6 1 . 1  1.3 1.9 1.4 0.8 0.8 0.8 

1 including official transfers. 
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Table A32. Industrial Countries: Current Account Transactions, 1981-90 
(ln billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Exports (f.o.b.) 1 . 1 98.2 1 . 127.6 1 , 1 1 5.4 1 . 189.6 1 ,228.1 1.43 1 . l  1 .670.0 1.928.3 2,100.8 2.304.5 
Imports (f.o.b.) 1.218.2 1 , 142.5 1 , 1 32.5 1 .233.2 1 ,266.6 1,431.7 I ,688.4 1 ,930.6 2,099.5 2,310.4 

Trade balance -20.0 -14.8 -17.J -43.6 -38.5 --'1.5 -18.4 -2.4 1.2 -5.9 

Services receipts 592.9 587.0 540.6 563.2 582.1 668.8 807.3 920.4 I ,007. 3 I ,09 1.7 
Services payments 559.6 561.6 5 1 3 . 1  547.0 561.3 644.7 787.7 930.2 1,028.0 1 , 1 1 1 . 1  
Balance on services 33.4 25.4 27.5 16.2 20.8 24.2 19.6 -9.8 -20.7 -19.4 

Balance on 
goods and services 13.4 10.6 10.3 -27.4 -17.7 23.6 1 .2 -12.2 -19.5 -25.3 

Private transfers, net -8.5 -7.8 -7.7 -6.6 -6.7 -9.1 -9.1 -8.8 -10.2 - 1 1 . 2  
Official transfers, net -20.6 -22.3 -20.6 -23.3 -26.7 -32.0 -36.7 -38.0 -37.4 -38.0 

Balance on current account -15.8 -19.5 -J8.0 -57.3 -51.J -17.5 -44.6 -59.0 -67.0 -74.5 

Memorandum 

Current account balance 
as percentage of GNP --0.2 --0.3 --0.2 --0.7 --0.6 --0.2 --0.4 --0.4 --0.5 --0.5 
Current account balance 

as percentage of exports 
of goods and services --0.9 - 1 . 1  - 1 . 1  -3.3 -2.8 --0.8 -1.8 -2.1 -2.2 -2.2 

Exports of goods and services 1 ,791.2 1,714.6 1,656.0 1,752.8 1 ,810.2 2,100.0 2,477.3 2,848.6 3,108.1 3,396.2 
Oil trade balance1 -238.7 -194.6 -164.4 -161.2 -143.0 -89.6 -104.6 -94.7 -102.1 - 1 1 1 .6 

1 Figures shown are on a balance of payments basis with rough adjustments to those countries' oil trade balance data that are only available on a trade 
returns basis. 

158  



©International Monetary Fund. Not for Redistribution

Current Account: Developing Countries 

Table A33. Developing Countries: Summary of Payments Balances on Current Account, 1981-901 
(ln billions of U .S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries -49.1 -83.4 -62.4 -31.4 -26.0 -42.2 1.4 -19.1 -19.4 -26.0 

By region 

Africa -22. 1 -21.3 -12.2 -8.0 -0.6 -9.6 -5.3 -9.5 -7.8 -8.4 
Asia -18.6 -16.5 -14.2 -4.2 -14.0 3.9 21.6 10.0 8.8 5.6 
Europe -13.9 -8.0 -5.8 -3.0 -3. 1 -2.0 1.0 3.5 1.4 -1.3 
Middle East 48.5 5.0 -19.4 -13.7 -3.6 -17.2 -3.8 - 1 1 . 7  -10.4 -6.2 
Western Hemisphere -43.0 -42.5 -10.9 -2.5 -4.7 -17.3 -12.0 - 1 1.5 - 1 1 . 5  -15.8 

By predominant export 

Fuel 33.5 -15.2 -16.9 -1.5 2.8 -31.0 -3.7 -20.4 - 1 3 . 1  -9.3 
Non-fuel exports -82.6 -68.2 -45.5 -29.8 -28.8 - 1 1 . 2  5 . 1  1 . 3  -6.3 -16.7 

Manufactures -36.6 -27.4 -14.3 -0.4 -10.1 4.7 23.9 23.6 18.0 9.8 
Primary products -26.0 -20.7 -15.9 -14.7 -11.7 -13.1  -17.4 -16.7 -16.2 -18.4 

Agricultural products -16.9 -14.5 -12.4 - 1 1 .3 -9.3 -9.3 -13.4 -13.3 -13.0 -13.8 
Minerals -9.0 -6.2 -3.5 -3.4 -2.4 -3.9 -4.0 -3.4 -3.2 -4.5 

Services and private 
transfers -7.0 -6.6 -6.2 -7.3 -6.6 -5.1  -5.2 -6.1 -7.9 -7.2 

Diversified export base -13.1 -13.7 -9.1 -7.5 -0.4 2.3 3.8 0.4 -0.3 -1.0 

By rmancial criteria 

Net creditor countries 64.5 28.9 -1.0 3.5 12.7 7.8 18.3 1.8 7.1 8.4 
Net debtor countries -113.6 -1 12.3 -61.4 -34.9 -38.7 -50.0 -16.9 -21.0 -26.6 -34.4 

Market borrowers -57.7 -54.0 -16.2 -3.9 1 .7 -6.7 10.2 12.1  10.3 4.4 
Diversified borrowers -36.0 -40.9 -33.8 -17.9 -28 . 1  -31.4 -16.0 -18.9 -21.2 -23.9 
Official borrowers -20.0 -17.5 - 1 1 .4 -13.1  -12.4 - 1 1 . 9  - 1 1 . 1  -14.1 -15.7 -14.9 

Countries with recent debt-
servicing difficulties -83.9 -84.5 -31.7 -15.7 - 1 1 . 5  -33.2 -18.3 -20.6 -21.6 -27.5 

Countries without debt-
servicing difficulties -29.8 -27.8 -29.7 -19.2 -27.3 -16.9 1.4 -0.4 -4.9 -6.9 

Miscellaneous groups 

Sub-Saharan Africa -9.6 -8.2 -5.6 -3.3 -3.3 -5.9 -6.7 -8.2 -7.4 -7.8 
Twelve major oil exporters 48.6 -6.7 -20.8 -5.5 2.0 -26.5 -4.4 -14.7 -8.4 -4.5 
Net debtor fuel exporters -30.6 -41.9 - 1 1 . 5  1 . 9  -0.8 -22.6 -4.0 -14.2 -9.8 -8.6 
Four newly industrializing 

Asian economies -7.1 -2.7 1 . 7  6.6 10.2 23.1 30.3 25.8 27.3 25.7 
Small low-income economies -10.5 -9.6 -6.0 -7.2 -7.3 -7.6 -8.4 -10.4 -10.4 -10.8 
Fifteen heavily indebted 

countries -50.4 -50.8 -15.3 -1.5 -0.2 -16.0 -9.5 -9.0 -9.7 -14.4 

1 Including official transfers. 
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Table A34. 
1981-90 

Developing Countries: Summary of Payments Balances on Goods, Services, and Private Transfers, 

( ln billions of U .S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries -56.4 -92.0 -72.5 -42.4 -40.0 -58.2 -14.6 -36.3 -37.7 -44.7 

By region 

Africa -26.0 -24.8 -15.9 - 1 1 . 3  -4.7 -14.2 -10.3 -15.0 -13.8 -14.4 
Asia -21.5 -19.4 -17.0 -7.2 -16 8 0.6 18.4 6.3 5.0 1 . 8  
Europe -14.5 -8.8 -6.9 -4.1 -4.3 -3.9 -1.4 1.0 -1.5 -4.4 
Middle East 49.1 4.2 -20.9 -16.2 -8.0 -22.0 -7.6 -15.2 -14.3 -10.3 
Western Hemisphere -43.6 -43.2 - 1 1 . 8  -3.6 -6.1 -18.7 -13.7 -13.3 -13.1  -17.4 

By predominant export 

Fuel 39.4 -10.7 -13.3 1 .3 5.6 -28.7 -1.5 -18.4 - 1 1 . 3  -7.7 
Non-fuel exports -95.8 -8 1 .3 -59.2 -43.7 -45.6 -29.5 -13.1 -17.9 -26.4 -37.0 

Manufactures -39.4 -30.1 -17.9 -4.7 -16.2 -2.2 17.6 16.9 10.8 2.3 
Primary products -29.2 -24 . 1  -19.7 -18.2 - 15 .7 -17.7 -22.5 -22.3 -21.9 -24.2 

Agricultural products -19.0 -16.9 -15.1 -13.9 -12.3 -12.8 -17.5 -17.6 -17.4 -18.2 
Minerals -10.1 -7.2 -4.5 -4.4 -3.4 -4.9 -5.0 -4.7 -4.6 -6.0 

Services and private 
transfers -10.5 -10.2 -9.7 -10.7 -10.6 -9.5 -9.4 -10.5 -12.6 - 1 1 . 8  

Diversified export base -16.8 -16.8 -12.0 -10.0 -3.1 �.I 1 . 1  -2.0 -2.7 -3.3 

By fmanci.al criteria 

Net creditor countries 70.7 33.4 2.8 6.5 15.8 10.4 20.8 4.1 9.3 10.4 
Net debtor countries -127.1 -125.5 -75.3 -48.9 -55.8 -68.7 -35.4 -40.4 -47.0 -55.1 

Market borrowers -58.7 -55.2 -17.6 -5.0 0.1 -9.0 7.5 9.0 7.0 0.9 
Diversified borrowers -42.6 -46.9 -39.9 -24.5 -36.1 -39.6 -23.2 -26.1 -28.5 -31.2 
Official borrowers -25.8 -23.4 -17.8 -19.4 -19.8 -20.1 -19.7 -23.3 -25.5 -24.8 

Countries with recent debt-
servicing difficulties -90.0 -90.5 -38.1 -21.6 -18.7 -40.9 -26.5 -28.8 -30.5 -36.5 

Countries without debt-
servicing difficulties -37.1 -35.0 -37.2 -27.2 -37.0 -27.7 -8.9 -I 1 . 6  -16.5 -18.6 

MisceUaneous groups 

Sub-Saharan Africa -12.9 - 1 1 .5 -9.0 -6.6 -7.1 -10.2 -11.5 -13.5 -13.3 -13.7 
Twelve major oil exporters 54.7 -2.2 -17.1 -2.5 5 . 1  -24.0 -2.0 -12.5 -6.4 -2.6 
Net debtor fuel exporters -30.7 -41 .9 -11.6 1.8 -1.0 -23.0 -4.3 -14.5 -10.2 -8.9 
Four newly industrializing 

Asian economies -7.2 -2.7 1.7 6.6 10.2 23.2 30.4 25.9 27.4 25.8 
Small low-income economies -14.8 -14.1 -10.5 - 1 1 . 7  -12.4 -13.3 -14.7 -17.4 -17.9 -18.3 
Fifteen heavily indebted 

countries -5 1 . 1  -51.3 -16.0 -1.9 -1.0 -16.6 -10.1 -9.7 -10.3 -15.0 
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Table A35. Developing Countries: Current Account Balances as Percentage of Exports of Goods and Services, 
1971-901 
(Ln percent) 

Average 
1971-802 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries -1.1 �-3 -11.7 -9.3 -4.5 -3.8 �-5 0.2 -2.2 -2.0 -2.5 

Memorandum: Median estimate -12.0 -27.4 -24.0 -21.7 -13.3 -12.4 -13.0 -13.1 -11.7 -1 1 . 1  - 1 1 . 1  

By region 

Africa - 1 1 . 4  -23.9 -26.9 -15.9 -10.2 -0.8 -13.7 -6.8 -12.1 -9.2 -9.3 
Asia -4.8 --8.7 -7.9 -6.5 -1.7 -5.8 1.4 6.3 2.4 1 . 8  1 . 1  
Europe -13.4 -18.4 -10.8 -7.9 -3.9 -3.8 -2.3 1 .0 3.2 1 .2 -1.0 
Middle East 21.0 18.2 2.2 -10.5 -8.0 -2.3 -14.5 -2.8 -8.9 -7.2 -4.0 
Western Hemisphere -20.5 -31.2 -34.9 -9.2 - 1 . 9  -3.8 -16.0 -10.0 -8.5 -8.1 -10.6 

By predominant export 

Fuel 13.0 9.2 -5.0 -6.5 -0.6 1 .2 -18.7 -1.9 - 1 1 .0 -6.4 -4.3 
Non-fuel exports -12.2 -19.5 -16.7 - 1 1 .0 -6 6 -6.4 -2.3 0.9 0.2 -0.8 -2.0 

Manufactures - 1 1 . 0  -13.6 -10.3 -5.2 -0.1 -3.3 1.4 5.6 4.6 3.2 1 . 5  
Primary products -15.8 -45.0 -39.5 -31.8 -27.9 -22.4 -23.8 -30.0 -25.7 -22.8 -24.5 

Agricultural products -14.6 -42.6 -40.7 -36.6 -30.9 -25.5 -23.7 -33.9 -30.4 -26.7 -26.4 
Minerals -19.3 -50.4 -37.1 -21.8 -21.0 -15.1  -24.0 -21.6 -16.0 -14.1 -20 . 1  

Services and private 
transfers -18.8 -20.7 -19.4 -19.6 -23.0 -21.3 -15.8 -15.6 -16.3 -19.9 -16.7 

Diversified export base -9.5 -21.1  -24.0 -15.4 -12.2 -0.7 3.9 5.5 0.6 -0.4 -1.2 

By financial criteria 

Net creditor countries 22.9 26.2 14.1 -0.6 2 . 1  8.6 6.0 1 1 . 9  1.2 4.1 4.5 
Net debtor countries -10.3 -21.1 -22.2 -12.4 -6.5 -7.3 -9.6 -2.7 -2.9 -3.4 -4.0 

Market borrowers -14.0 -20.4 -20.5 -6.1 -1.3 0.6 -2.4 3.0 3.0 2.3 0.9 
Diversified borrowers -1.5 -17.9 -21.7 -19.5 -9.5 -14.6 -17.2 -7.4 -7.9 -8.0 -8.2 
Official borrowers -21.1 -36.1 -32.6 -20.8 -23.1 -22.7 -20.5 -17.8 -19.9 -20.4 -17.9 

Countries with recent debt-
servicing difficulties -12.4 -30.9 -35.2 -13.7 -6.3 -4.8 -15.2 -7.6 -7.7 -7.6 -9. 1  

Countries without debt-
servicing difficulties -7.9 - 1 1 . 1  -10.5 - 1 1 . 2  -6.6 -9.4 -5.5 0.4 -0.1 -1.0 -1.2 

Miscellaneous groups 

Sub-Saharan Africa -17.4 -35.5 -32.5 -22.3 -12.3 -13.0 -22.1 -23.9 -27.9 -23.7 -23.3 
Twelve major oil exporters 17.6 15.2 -2.6 -9.5 -2.6 I .  I -19.8 -2.9 -10.0 -5.1 -2.5 
Net debtor fuel exporters -3.5 -21.5 -34.3 -10.3 1.6 -0.7 -27 . 1  -4.1 -14.1 -8.8 -7.2 
Four newly industrializing 

Asian economies -6.2 -6.5 -2.4 1.4 5.0 7.6 14.4 14.4 9.8 9 . 1  7.6 
Small low-income economies -28.2 -45.4 -45.0 -27.3 -31.8 -33.6 -32.2 -32.6 -36.5 -33.8 -32.2 
Fifteen heavily indebted 

countries -17.1 -30.6 -35.7 - 1 1 . 3  -1.0 -0.1 -12.5 -6.7 -5.6 -5.7 -8.0 

1 Including official transfers. 
2 Excluding China. 
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Table A36. Developing Countries-by Region: Current Account Transactions, 1981-90 
(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing c.ountries 

Exports (f.o.b.) 620.7 551.7 522.7 556.1 532.4 497.5 609 . 1  685.2 762.2 840.1 
ImportS (f.o.b.) 583.3 540.5 504.2 504.9 488.8 490.1 562.6 658.5 732.8 815.0 

Trade balance 37.4 1 1 .2 18.6 5 1 . 2  43.6 7.4 46.5 26.7 29.4 25.1 

Services, net -105.5 - 1 1 1 .5 -101.3 -105.5 -94.8 -80.8 -78.6 -81.7 -86.3 -90.8 
Goods and services balance -68.0 -100.3 -82.7 -54.3 -51.2 -73.4 -32.1 -55.0 -57.0 -65.7 

Unrequited transfers 18.9 16.9 20.4 22.9 25.2 3 1 . 2  33.5 35.9 37.5 39.6 

Current account balance -49.1 -83.4 --{)2.4 -31.4 -26.0 -42.2 1.4 -19.1 -19.4 -26.0 

Memorandum 

ExportS of goods and services 785.2 709.8 670.9 705.0 678.6 652.2 775.8 873.7 967.9 1,055.6 
Investment income, net 1 -17.2 -29.6 -31.2 -41.6 -42.5 -40.4 -44.8 -45.4 -39.0 -42.4 
Of which, 

Interest payments2 -75.8 -85.3 -79.7 -90.4 -89.0 -87.4 -88.1 -95.2 -97.7 -101.2 
Oil trade balance 215.8 169.7 135.9 135.5 118.3 65.5 81.3 70.0 83.0 87.6 

Africa 
Exports (f.o.b.) 78.4 66.9 65.0 67.1 66.4 58.3 64.5 63.6 69.0 73.1 

lmports (f.o.b.) 82.7 72.2 62.6 59.8 53.5 53.9 57.1 61.2 64.8 69.4 
Trade balance -4.3 -5.3 2.4 7.3 13.0 4.4 7.5 2.3 4.2 3.7 

Services. net -22.6 -20.8 -19.6 -20.0 -19.8 -21.4 -20.8 -20.8 -21.6 -22.2 

Goods and services balance -26.9 -26.1 -17.2 -12.8 -6.8 -17.0 -13.3 -18.4 -17.5 -18.5 
Unrequited transfers 4.8 4.8 5.0 4.8 6.2 7.4 8.0 9.0 9.7 10.1 
Current account balance -22.1 -21.3 -12.2 -8.0 ..Q.6 -9.6 -5.3 -9.5 -7.8 -8.4 

Memorandum 

Exports of goods and services 92.5 79.3 76.7 78.3 77.0 69.7 77.7 78.2 84.5 89.5 
Investment income, net1 -5.6 -6.6 -7.4 -9.3 -9.7 -10.5 - 1 1 . 4  - 1 1 . 8  - 1 1 . 5  -11.8 
Of which. 

Interest payments2 -8.0 -8.3 -8.7 -10.7 -11.0 -12.0 -12.8 -13.3 -13.2 -13.7 
Oil trade balance 26.5 19.8 17.4 18.9 19.3 9.8 1 1 .6 9.6 1 1 .4 12.2 

Asia 

Exports (f.o.b.) 169.0 163.0 171.5 198.1 196.3 216.5 284.6 346.1 398.1 449.5 

imports (f.o.b.) 190.6 183.7 189.9 202.1 208.4 216.1  266.3 338.9 389.4 441.4 
Trade balance -21.7 -20.7 -18.4 -4.0 -12.1 0.4 18.3 7.3 8.7 8.1  

Services, net -6.3 -6.0 -6.4 -10.3 - 1 1 . 1  -7.0 -7.1 -7.7 -9.9 -12.6 
Goods and services balance -28.0 -26.7 -24.8 -14.3 -23.3 -6.6 1 1 .2 ..Q.4 -1.2 -4.5 
Unrequited transfers 9.4 10.2 10.6 10.1 9.2 10.5 10.4 10.4 10.0 10.1 
Current account balance -18.6 -16.5 -14.2 -4.2 -14.0 3.9 2 1 . 6  10.0 8.8 5.6 

Memorandum 

Exports of goods and services 212.5 209.5 218.3 245.7 243.8 269.3 345.3 419.5 478.8 534.7 
Investment income, net 1 -3.4 -5.4 -5.8 -6.9 -7.6 -8.6 -8.7 -5.2 -2.6 -4.0 
Of which, 

Interest payments2 -12.1 -13.9 -13.6 -16.7 -17.7 -19.2 -20.8 -22.1 -23.2 -24.8 
Oil trade balance -9.8 -9.3 -8.3 -2.8 -3.1 -3.0 -4.3 -5.0 -3.5 -4.4 
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Table A36 (concluded). Developing Countries-by Region: Current Account Transactions, 1981-90 
(In billions of U .S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Europe 

Exports (f.o.b.) 56.5 57.2 57.1 61.2 61.7 65.0 73.7 81.5 87.3 94.0 
Imports (f.o.b.) 77.0 69.8 66.9 68.4 70.1 74.2 83.7 90.3 98.2 109.4 

Trade balance -20.4 -12.7 -9.8 -7.2 -8.4 -9.3 -10.0 -8.8 -10.9 -15.4 

Services, net -3.3 �.I �.2 -4.3 -3.4 -2.9 -1.0 -0.4 -().8 0.7 
Goods and services balance -23.8 -16.8 -14.0 - 1 1 . 6  - 1 1 . 8  - 1 2 . 1  -11 .0 -9.2 - 1 1 . 7  -14.7 
Unrequited transfers 9.9 8.8 8.2 8.6 8.7 10.2 12.0 12.7 1 3 . 1  13.4 
Current account balance -13.9 -8.0 -5.8 -3.0 -3.1 -2.0 1.0 3.5 1.4 -1.3 

Memorandum 

Exports of goods and services 75.5 74.6 73.0 78.0 79.6 85.7 98.4 109.8 1 18.4 127.5 
Investment income, net1 -9.8 -9.8 -8.8 -9.1 -9.0 -9.6 -10.0 -10.3 -10.0 -10.0 
Of which. 

Interest payments2 - 1 1 . 3  - 1 1 . 0  -9.9 -10.5 -10.7 - 1 1 . 4  -11.9 -12.6 -12.7 -12.8 
Oil trade balance -15.3 -13.7 -12.6 -12.8 -12.7 -7.9 -9.5 -8.5 -8.1 -8.9 

Middle East 

Exports (f.o.b.) 216.1 173.6 137.4 128.3 112.0 77.4 95.0 89.6 98.3 106.9 
Imports (f.o.b.) 128.8 131.0 122.2 110.8 93.8 8 1 . 6  83.7 87.9 98.4 102.6 

Trade balance 87. 3 42.6 15.2 17.5 18.3 �.2 1 1 .3 1 . 7  -().1 4.3 

Services, net -32.2 -29.7 -29.2 -28.1 -20.0 -12.3 -13.8 -12.7 -10.4 -11.8 
Goods and services balance 55.1 13.0 -14.0 -10.7 -1.8 -16.5 -2.6 -10.9 -10.5 -7.5 
Unrequited transfers --6.6 -8.0 -5.4 -3. 1  -1.8 -().7 -1.3 -().8 0.1  1 . 3  
Current account balance 48.5 5.0 -19.4 -13.7 -3.6 -17.2 -3.8 - 1 1 . 7  -10.4 --6.2 

Memorandum 

Exports of goods and services 267.0 224.4 185.1 172.3 153.7 118.9 134.4 1 3 1 . 2  144.8 153.9 
Investment income, net1 27.1 25.8 22.8 17.9 16.1  17.3 13.7 14.3 17.5 17.2 
Of which. 

Interest payments2 -5.8 --6.9 -7.3 -8.5 -8.4 -8.4 -8.6 -9.2 -9.9 -9.7 
Oil trade balance 191.4 150.0 1 16.0 105.0 89.5 54.7 68.6 61.6 68.3 73.1 

Western Hemisphere 

Exports (f.o.b.) 100.6 91.0 91.8 101.5 95.9 80.4 91.4 104.4 109.5 116.5 
Imports (f.o.b.) 104.1 83.7 62.6 63.8 63.1 64.2 7 1 . 8  80.2 82.0 92.1 

Trade balance -3.5 7.3 29. 1 37.8 32.8 16.1  19.5 24.2 27.5 24.4 

Services, net �1.0 -50.9 �1.9 �2.7 �0.4 -37.3 -35.9 �.3 �3.6 �.9 
Goods and services balance �.5 �3.7 -12.7 �.9 -7.6 -21.2 -16.4 -16.1  -16.1 -20.5 
Unrequited transfers 1 . 5  1 .2 1.9 2.4 2.9 3.8 4.3 4.6 4.6 4.6 
Current account balance �3.0 �2.5 -10.9 -2.5 �.7 -17.3 -12.0 -11.5 - 1 1 . 5  -15.8 

Memorandum 

Exports of g6ods and services 137.7 121.9 117.8 130.6 124.4 108.7 120.0 135.1 141.4 150.0 
Investment income, net1 -25.6 -33.6 -32.0 -34.3 -32.3 -28.9 -28.4 -32.3 -32.5 -33.8 
Of which, 

Interest payments2 -38.6 �5.2 �.2 �. I  �1.2 -36.5 -34.0 -38.1 -38.7 �. 1 
Oil trade balance 23.1 22.9 23.5 27.2 25.3 1 1 .9 15.0 12.3 14.9 15.7 

1 Comprises alJ investment income, except payments of income on foreign direct investment; receipts from direct investment abroad by 
residents are included. 

2 Including dividends and other investment income payments not related to foreign direct investment. 
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Table A37. Developing Countrie�by Predominant Export: Current Account Transactions, 1981-90 
(ln billions of U .S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Fuel 

Exports (f.o.b.) 304.5 249.9 2 1 1 . 1  208.6 187.3 124.3 151.4 143.9 158.8 171.9 
Imports (f.o.b.) 182.2 174.5 148.5 134.2 117.6 104.1 104.0 1 12.3 121.4 128.7 

Trade balance 122.3 75.4 62.6 74.4 69.7 20.1 47.4 31.6 37.4 43.1 

Services, net -69.7 -70.6 -61.6 -60.3 -51.8 -38.9 -38.9 -40.9 -40.6 -43.3 
Goods and services balance 52.6 4.9 1.0 14.1 18.0 -18.8 8.5 -9.4 -3.2 -0.2 
Unrequited transfers -19.1 -20.0 -17.9 -15.6 -15.2 -12.2 -12.2 - 1 1 . 0  -9.9 -9.2 
Current account balance 33.5 -15.2 -16.9 -1.5 2.8 -31.0 -3.7 -20.4 - 1 3 . 1  -9.3 

Memorandum 

Exports of goods and services 362.5 301.1  257.8 254.2 229.7 166.4 190.9 186.2 205.9 219.6 
Investment income, nett 17.8 13.0 9.9 3.2 2.3 5.4 1.0 -0.1 3.6 1.6 
Of which, 

Interest payments2 -18.8 -21.4 -20.7 -25.8 -24.4 -22.3 -22.5 -24.6 -25.0 -26.4 
Oil trade balance 274.6 220.9 182.5 175.5 153.9 87.8 109. 1 94.9 105.6 1 12.3 

Non-fuel exports 

Exports (f.o.b.) 316.2 301.7 3 1 1 .6 347.5 345.1 373.2 457.7 541.3 603.4 668.3 
Imports (f.o.b.) 401.1 366.0 355.6 370.7 371.2 386.0 458.6 546.1 6 1 1 . 4  686.2 

Trade balance -84.9 -64.3 -44.0 -23.2 -26.1 -12.7 -0.9 -4.8 -8.0 -18.0 

Services, net -35.8 -40.9 -39.7 -45.1 -43.0 -41.9 -39.7 -40.8 -45.7 -47.5 
Goods and services balance -120.6 -105.2 -83.7 -68.3 -69.2 -54.6 -40.6 -45.6 -53.8 -65.5 
Unrequited transfers 38.1 36.9 38.2 38.5 40.4 43.4 45.7 46.9 47.4 48.8 
Current account balance -82.6 -68.2 -45.5 -29.8 -28.8 - 1 1 . 2  5 . 1  1 . 3  -6.3 -16.7 

Memorandum 

Exports of goods and services 422.7 408.7 4 1 3 . 1  450.7 448.9 485.8 584.9 687.6 762.0 836.1 
Investment income. nett -35.0 -42.6 -41.2 -44.8 -44.8 -45.8 -45.8 -45.3 -42.6 -43.9 
Of which. 

Interest payments2 -56.9 -63.9 -59.0 -64.6 -64.6 -65.1 -65.6 -70.5 -72.7 -74.8 
Oil trade balance -58.8 -51.3 -46.5 -40.0 -35.7 -22.3 -27.8 -24.9 -22.7 -24.7 

Manufactures 
Exports (f.o.b.) 207.7 203.3 212.0 242.7 244.8 270.7 343.7 414.2 465.5 520.0 
imports (f.o.b.) 249.3 229.8 228.8 243.5 256.3 271.0 329.6 401.7 456.9 519.4 

Trade balance -41.6 -26.5 -16.8 -0.8 - 1 1 . 5  -0.3 14.1 12.5 8.6 0.7 

Services, net -12.1 -16.3 -13.C -15.7 -15.9 -14.7 - 1 1 . 1  -10.0 - 1 1 . 8  -12.6 
Goods and services balance -53.7 -42.8 -29.8 -16.5 -27.4 -15.0 3 . 1  2.5 -3.2 -12.0 
Unrequited transfers 17.2 15.5 15.5 16.1 17.3 19.7 20.9 2 1 . 1  2 1 . 3  2 1 . 8  
Current account balance -36.6 -27.4 -14.3 -0.4 -10.1 4.7 23.9 23.6 18.0 9.8 

Memorandum 

Exports of goods and services 269.4 265.7 272.2 305.2 307.9 339.8 424.5 5 1 1 .6 572.0 632.8 
investment income, nett -23 . 1  -26.1 -22.3 -23.0 -22.8 -23.8 -23.1 -20.7 -17.6 -18.2 
Of which, 

Interest payments2 -33.3 -36.3 -31.6 -34.5 -35.2 -36.1 -36.3 -39.2 -40.0 -41.0 
Oil trade balance -4.9 -4.1 -3.7 -3.1 -2.8 -2.2 -1.9 -2.3 -1.8 -1.5 
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Table A37 (continued). Developing Countries-by Predominant Export: Current Account Transactions, 1981-90 
(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Primary products 

Exports (f.o.b.) 29.8 26.8 26.7 29.0 28.8 30.6 30.4 34.3 38.3 41.6 

Imports (f.o.b.) 38.2 32.0 28.8 29.4 27.9 30.1 34.2 37.0 39.1 42.7 
Trade balance -8.4 -5.2 -2.2 -0.4 0.9 0.5 -3.8 -2.8 -0.8 -1 . 1  

Services, net - 1 1 . 3  -12.6 -13.8 -14.7 -14.6 -14.9 -15.7 -16.8 -18.6 -19.4 
Goods and services balance -19.7 -17.7 -16.0 - 1 5 . 1  -13.7 -14.5 -19.5 -19.5 -19.4 -20.5 

Unrequited transfers 2.7 3.3 3.6 3.8 4.4 5.2 6.1 6.2 6.5 6.7 
Current account balance -16.9 -14.5 -12.4 - 1 1 . 3  -9.3 -9.3 -13.4 -13.3 -13.0 -13.8 

Memorandum 

Exports of goods and services 39.8 35.6 34.0 36.5 36.3 39.0 39.6 43.8 48.6 52.5 
Investment income. net1 -5.3 -7.3 -8.3 -9.4 -9.3 -8.6 -8.9 -9.9 -10.7 -1 1 . 1  
Of which. 

Interest payments2 -7.5 -9.0 -9.5 -10.4 -10.3 -9.7 -9.9 -10.9 - 1 1 . 9  -12.4 

Oil rrade balance -3.6 -3.4 -3.0 -2.6 -2.4 -1.6 - 1 . 2  - 1 . 2  -0.8 -0.5 

Agricultural products 

Exports (f.o.b.) 14.1  13.3 13.4 13.4 13.2 1 3 . 1  14.9 17.4 18.3 18.1 
Imports (f.o.b.) 18.0 14.1 1 1 .6 10.9 10.1 1 1 . 4  13.3 14.6 15.2 16.1 

Trade balance -4.0 -0.8 1 .8 2.5 3.1 1.7 1.6 2.7 3.1 2.0 

Services. net -6.0 -6.2 -6.3 -6.7 -6.4 -6.5 -6.5 -7.4 -7.8 -8.0 
Goods and services balance -10.0 -7.1 -4.5 -4.2 -3.3 -4.8 -5.0 -4.7 -4.6 -6.0 
Unrequited transfers 1.0 0.9 1.0 0.8 0.9 0.9 1.0 1.3 1 .5  1.5 
Current account balance -9.0 -6.2 -3.5 -3.4 -2.4 -3.9 -4.0 -3.4 -3.2 -4.5 

Memorandum 

Exports of goods and services 17.9 16.6 16.1  16.3 15.8 16.1  18.4 2 1 . 1  22.4 22.4 

Investment income. net1 -3.5 -4.0 -3.9 -4.5 -4.2 -4.1 -4.0 -4.5 -4.5 -4.9 
Of which. 

Interest payments2 -4.6 -4.8 -4.4 -5. 1 -4.6 -4.6 -4.5 -5.0 -5.1 -5.6 
Oil trade balance -1.3 -0.7 -0.7 -0.5 -0.4 -0.6 -0.7 - 1 . 1 -1.0 -1.0 

Minerals 

Exports (f.o.b.) 14.1 13.3 13.4 13.4 13.2 1 3.1 14.9 17.4 18.3 18.1 
Imports (f.o.b.) 18.0 14.1 1 1 .6 10.9 10.1 1 1 .4 13.3 14.6 15.2 16.1 

Trade balance -4.0 -0.8 1 . 8  2.5 3 . 1  1 . 7  1 . 6  2.7 3 . 1  2.0 

Services, net -6.0 -6.2 -6.3 -6.7 -6.4 -6.5 -6.5 -7.4 -7.8 -8.0 

Goods and services balance -10.0 -7.1 -4.5 -4.2 -3.3 -4.8 -5.0 -4.7 -4.6 -6.0 
Unrequited transfers 1 .0 0.9 1.0 0.8 0.9 0.9 1.0 1.3 1.5 1.5 

Current account balance -9.0 -6.2 -3.5 -3.4 -2.4 -3.9 -4.0 -3.4 -3.2 -4.5 

Memorandum 

Exports of goods and services 17.9 16.6 16. 1 16.3 15.8 16. 1 18.4 2 1 . 1  22.4 22.4 

Investment income, net1 -3.5 -4.0 -3.9 -4.5 -4.2 -4.1 -4.0 -4.5 -4.5 -4.9 
Of which, 

interest payments2 -4.6 -4.8 -4.4 -5.1 -4.6 -4 6 -4.5 -5.0 -5.1 -5.6 

Oil trade balance -1.3 ..().7 -0.7 -0.5 -0.4 -0.6 -0.7 -I.  I -1.0 -1.0 
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Table A37 (concluded). Developing Countries-by Predominant Export: Current Account Transactions, 1981-90 
(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Services and private transfers 
Exports (f.o.b.) 14.6 13.3 12.6 13.0 12.4 12.9 13.8 16.1 17.3 19.3 

Imports (f.o.b.) 37.1 37.2 36.5 37.3 35.2 34.1 35.1 39.3 41.6 43.6 

Trade balance -22.5 -23.9 -23.9 -24.3 -22.7 -2 1 . 1  -21.3 -23.2 -24.3 -24.3 

Services, net 4.1 5.1 4.5 3.6 3.0 3.0 3.7 4.4 3.6 3.8 

Goods and services balance -18.4 -18.8 -19.4 -20.7 -19.7 -18.1 -17.6 -18.9 -20.7 -20.5 

Unrequited transfers 1 1 .4 12.2 13.2 13.4 13.1 13.0 12.4 12.8 12.8 13.3 

Current account balance -7.0 -6.6 -6 2 -7.3 -6.6 -5.1 -5.2 -6.1 -7.9 -7.2 

Memorandum 

Exports of goods and services 33.7 33.8 3 1 . 8  31.6 31.0 32.1 33.5 37.3 39.6 42.8 

Investment income, net1 -0.5 -1.4 -2.3 -2.7 -3.0 -3.3 -3.7 -4.2 -4.6 -4.3 

Of which, 
Interest payments2 -6.6 -7.9 -7.3 -7.3 -7.0 -6.9 -6.7 -7.3 -7.9 -7.8 

Oil trade balance -2.8 -2.4 -2.7 -2.6 -2.1 -1.2 -2.1 -1.4 -1.3 -1.2 

Diversified export base 

Exports (f.o.b.) 50.0 45.0 47.0 49.3 45.8 46.0 54.9 59.4 64.0 69.3 

Imports (f.o.b.) 58.4 52.9 50.0 49.6 41.7 39.4 46.4 53.5 58.7 64.5 

Trade balance -8.4 -7.9 -2.9 -0.2 4.1 6.5 8.5 5.9 5.3 4.7 

Services, net -10.4 -10.9 - 1 1 . 1  -1 1 .6 -9.1 -8.8 -10.2 -10.9 - 1 1 . 1  -11.2 

Goods and services balance -18.8 -18.7 -14.0 - 1 1 . 8  -5.0 -2.3 -1.6 -5.0 -5.8 -6.5 

Unrequited transfers 5.7 5.1 4.9 4.4 4.6 4.6 5.4 5.4 5.4 5.5 

Current account balance -13.1 -13.7 -9.1 -7.5 -0.4 2.3 3.8 0.4 -0.3 -1.0 

Memorandum 

Exports of goods and services 61.9 56.9 59.1 6 1 . 1  58.0 58.8 68.9 73.7 79.5 85.6 

Investment income, net1 -2.6 -3.8 -4.4 -5.2 -5.5 -6.0 -6.2 -5.9 -5.2 -5.4 

Of which, 
Interest payments2 -5.0 -5.9 -6.2 -7.3 -7.4 -7.8 -8.2 -8.1 -7.8 -8. 1 

Oil trade balance -5.5 -4.2 -4.2 -2.8 -2.6 -I. I -1.4 -0.6 -0.3 -0.3 

1 Comprises all investment income, except payments of income on foreign direct investment; receipts from direct investment abroad by 
residents are included. 

2 Including dividends and other investment income payments not related to foreign direct investment. 
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Table A38. Developing Countries-by Financial Criteria: Current Account Transactions, 1981-90 
(ln billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Net creditor countries 

Exports (f.o.b.) 209.2 167.8 139.0 132.4 115.3 94.5 119.7 119.5 133.1 145.8 

lmports (f.o.b.) 97.0 96.4 96.8 89.0 71.7 66.9 78.3 95.4 107.2 1 16.4 

Trade balance 1 1 2 . 1  71.4 42.2 43.4 43.7 27.6 41.4 24.1 26.0 29.4 

Services, net -31.5 -26.4 -27.9 -26.0 -17.1 -7.4 -10.6 -9.9 -7.2 -9.9 

Goods and services balance 80.7 45.0 14.3 17.4 26.6 20.2 30.8 14.2 18.7 19.5 

Unrequited transfers -16.1 -16.0 -15.2 -13.9 -13.9 -12.4 -12.5 -12.3 -11.6 -11.1 

Current account balance 64.5 28.9 -1.0 3.5 12.7 7.8 18.3 1.8 7.1 8.4 

Memorandum 

Exports of goods and services 246.4 204.8 175.3 166.2 147.6 129.2 153.0 157.0 175.8 188.2 

Investment income, net1 23.8 24.4 24.8 22.0 21.0 23.5 21.0 24.5 29.3 28.6 

Of which, 
Interest payments2 -2.9 -2.8 -2.5 -2.6 -2.3 -2.4 -2.7 -3.0 -3.1 -3.1 

Oil trade balance 175.1 135.1 103.6 91.4 74.7 45.1 55.3 47.4 52.3 55.9 

Net debtor countries 

Exports (f.o.b.) 411.5 383.9 383.8 423.7 417.1 403.0 489.5 565.7 629.1 694.3 

lmports (f.o.b.) 486.2 444.1 407.4 415.9 417.2 423.2 484.3 563.0 625.6 698.6 

Trade balance -74.7 -60.2 -23.6 7.8 -0.1 -20.2 5.2 2.7 3.4 -4.3 

Services, net -74.0 -85.1 -73.4 -79.5 -77.7 -73.4 -68.1 -71.8 -79.1 -80.9 

Goods and services balance -148.7 -145.3 -97.0 -71.7 -77.8 -93.6 -62.9 -69.1 -75.7 -85.2 

Unrequited transfers 35.1 33.0 35.6 36.8 39.1 43.6 46.0 48.2 49.1 50.7 

Current account balance -113.6 -112.3 -61.4 -34.9 -38.7 -50.0 -16.9 -21.0 -26.6 -34.4 

Memorandum 

Exports of goods and services 538.8 505.0 495.7 538.7 531.0 523.0 622.8 716.8 792.1 867.5 

investment income, net1 -41.1 -54.0 -56.0 -63.6 -63.5 -63.8 -65.8 -69.8 -68.3 -70.9 

Of which. 
Interest payments2 -72.9 -82.5 -77.2 -87.9 -86.7 -85.0 -85.4 -92.2 -94.6 -98.1 

Oil trade balance 40.7 34.6 32.4 44.2 43.5 20.4 26.1 22.6 30.7 31.8 

Market borrowers 

Exports (f.o.b.) 217.5 203.8 2 1 1 . 7  235.0 228.7 222.4 277.3 330.2 366.5 405.3 

Imports (f.o.b.) 236.3 210.8 190.0 197.5 188.8 198.6 243.0 293.2 328.5 372.7 

Trade balance -18.9 -7.0 2 1 . 8  37.5 40.0 23.7 34.2 37.0 38.0 32.6 

Services, net -44.9 -52.7 -43.6 -46.9 -44.1 -39.2 -34.4 -36.6 -39.2 -40.2 

Goods and services balance -63.8 -59.7 -21.9 -9.4 -4.2 -15.4 -0.1 0.4 -1.3 -7.6 

Unrequited transfers 6.0 5.7 5.7 5.5 5.9 8.8 10.3 1 1 . 6  1 1 . 6  1 1 . 9  

Current account balance -57.7 -54.0 -16.2 -3.9 1.7 -6.7 10.2 12.1  10.3 4.4 

Memorandum 

Exports of goods and services 282.6 263.5 267.1 292.6 284.7 282.1 344.9 407.5 448.9 492.2 

Investment income, net1 -31.4 -40.4 -37.8 -40.6 -38.5 -35.4 -34.4 -36.5 -34.1 -35.2 

Of which, 
Interest payments2 -45.5 -52.3 -47.2 -52.7 -50.8 -47.0 -45.3 -48.9 -48.9 -50.2 

Oil trade balance 17.6 17.0 18.1 22.8 21.2 9.8 1 1 . 6  9.2 12.4 12.6 
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Table A38 (continued). Developing Countries-by Financial Criteria: Current Account Transactions, 1981-90 
(in billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Diversified borrowers 

Expons (f.o.b.) 154.2 141.4 133.0 148.1 149.6 139.3 168.6 185.6 208.0 229.2 
lmpons (f.o.b.) 183.0 169.8 156.7 155.4 167.5 162.0 175.8 194.4 216.6 240.2 

Trade balance -28.7 -28.4 -23.7 -7.3 -17.9 -22.7 -7.2 -8.9 -8.6 -11.0 

Services. net -20.5 -23.4 -21.9 -23.8 -24.2 -23.6 -23.3 -24.4 -27.4 -28.1 
Goods and services balance -49.2 -51.7 -45.6 -31.1  -42.0 -46.3 -30.5 -33.2 -36.0 -39.1 
Unrequited transfers 13.2 10.9 1 1 . 8  13.2 14.0 14.9 14.5 14.3 14.8 15.2 
Current account balance -36.0 -40.9 -33.8 -17.9 -28.1  -31.4 -16.0 -18.9 -21.2 -23.9 

Memorandum 

Expo11s of goods and services 200.9 187.9 173.7 189.5 191.7 182.9 215.3 238.4 266.4 291.7 
investment income, net1 -2.9 -5.9 -10.1 -14.2 -16.1 -18.8 -20.9 -21.9 -22.7 -24.3 
Of which, 

Interest payments2 -18.1 -20.0 -19.7 -23.8 -24.8 -26.4 -27.6 -29.5 -31.5 -33.4 
Oil trade balance 29.7 23.7 20.5 27.2 27.8 15.1 19.5 17.6 22.5 23.3 

Official borrowers 

Exports (f.o.b.) 39.8 38.6 39.1 40.6 38.7 41.3 43.6 49.9 54.5 59.8 
Imports (f.o.b.) 66.9 63.5 60.8 62.9 60.9 62.6 65.5 75.4 80.5 85.7 

Trade balance -27.1 -24.9 -21.7 -22.3 -22.2 -21.3 -21.9 -25.5 -25.9 -25.9 

Services, net -8.6 -9.0 -7.9 -8.8 -9.4 -10.6 -10.4 -10.9 -12.5 -12.6 
Goods and services balance -35.7 -33.9 -29.6 -31.1 -31.6 -31.9 -32.3 -36.4 -38.4 -38.5 
Unrequited transfers 15.8 16.4 18.2 18.0 19.2 20.0 21.2 22.3 22.7 23.6 
Current account balance -20.0 -17.5 -11 .4 -13.1  -12.4 -11.9 - 1 1 . 1  -14.1 -15.7 -14.9 

Memorandum 

Exports of goods and services 55.4 53.7 54.8 56.7 54.7 58.0 62.5 70.9 76.8 83.5 
Investment income, net1 -6.7 -7.8 -8.1 -8.9 -8.9 -9.6 -10.5 -11 .4 -11 .6  -11 .5  
Of which, 

interest payments2 -9.4 -10.1 -10.3 -11 .3  - 1 1 . 1  -11.7 -12.5 -13.7 -14.3 -14.4 
Oil trade balance -6.5 -6.1 -6.2 -5.9 -5.5 -4.5 -5.0 -4.2 -4.2 -4.1 
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Table A38 (concluded). Developing Countries-by Financial Criteria: Current Account Transactions, 1981-90 
(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Countries with recent debt-

servicing difficuJties 

Exports (f.o.b.) 209.7 188.5 185.3 200.0 193.2 169.3 191.7 2 1 1 . 5  225.9 241.8 

Imports (f.o.b.) 239.0 203.8 165.1 163.6 157.0 157.9 167.7 187.2 199.0 220. 1 

Trade balance -29.3 -15.3 20.2 36.4 36.3 1 1 . 4  24.0 24.3 26.9 21.7 

Services, net --66.5 -78.9 -64.7 --65.8 --62.8 --60.9 -59.5 --63.9 --68.3 -70.1 

Goods and services balance -95.8 -94.2 -44.6 -29.4 -26.6 -49.5 -35.6 -39.6 -41.4 -48.4 

Unrequited transfers 1 1 .9 9.7 12.9 13.7 1 5 . 1  16.4 17.3 19.1 19.8 20.9 

Current account balance -83.9 -84.5 -31.7 -15.7 - 1 1 . 5  -33.2 -18.3 -20.6 -21.6 -27.5 

Memorandum 

Exports of goods and services 271.4 240.4 231.3 248.8 241.0 217.8 242.0 265.8 283.7 303.0 

Investment income, net 1 -33.1 -44.4 -45.0 -49.7 -48.1 -45.8 -46.2 -50.7 -50.4 -51.9 

Of which, 
Interest payments2 -52.5 --60.5 -55.9 -62.4 -59.8 -55.8 -54.3 -59.2 --60.0 --61.9 

Oil trade balance 42.6 37.5 33.1 41.2 41.6 20.3 26.3 25.0 30.2 32.1 

Countries without debt-
servicing difflculties 

Exports (f.o.b.) 201.8 195.3 198.5 223.7 223.8 233.7 297.8 354.2 403.2 452.5 

Imports (f.o.b.) 247.2 240.3 242.3 252.3 260.2 265.3 316.6 375.8 426.7 478.4 

Trade balance -45.4 -44.9 -43.8 -28.6 -36.4 -31.6 -18.8 -21.6 -23.5 -25.9 

Services, net -7.5 -6.1 -8.7 -13.6 -14.9 -12.5 -8.5 -7.9 -10.8 -10.8 

Goods and services balance -52.9 - 5 1 . 1  -52.5 -42.3 -51.2 -44.1 -27.3 -29.5 -34.3 -36.8 

Unrequited transfers 23.1 23.3 22.7 23.0 24.0 27.2 28.8 29.1 29.4 29.9 

Current account balance -29.8 -27.8 -29.7 -19.2 -27.3 -16.9 1.4 -0.4 -4.9 --6.9 

Memorandum 

Exports of goods and services 267.4 264.7 264.3 290.0 290.0 305.2 380.8 451.0 508.4 564.5 

Investment income, net1 -7.9 -9.6 - 1 1 . 0  -13.9 -15.4 -18.1 -19.6 -19.1 -18.0 -19.1 

Of which, 
Interest payments2 -20.4 -21.9 -21.3 -25.4 -26.9 -29.2 -31.0 -33.0 -34.6 -36.2 

Oil trade balance -1.9 -2.9 -0.8 3.0 2.0 0.1  -0.2 -2.4 0.5 -0.3 

1 Comprises aU investment income, except payments of income on foreign direct investment; receipts from direct investment abroad by 
residents are included. 

2 Including dividends and other investment income payments not related to foreign direct investment. 
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Current Account: Developing Countries 

Table A39. Developing Countries-Miscellaneous Groups: Current Account Transactions, 1981-90 
(ln biUions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Sob·Saharan Africa 
Exports (f.o.b.) 21.3 19.9 19.7 21.5 20.7 21.0 21.9 22.3 24.0 25.7 
Imports (f.o.b.) 26.4 23.8 21.2 20.5 19.9 2 1 . 9  24.1 26.0 27.1 28.9 

Trade balance -5.1 -3.9 - 1 . 5  1 . 1  0.8 -0.9 -2.2 -3.7 -3.2 -3.2 

Services, net -7. 6  -7.4 -7.5 -7.9 -8.5 -9.7 -9.8 -10.6 -10.9 -11.5 
Goods and services balance -12.6 - 1 1 . 3  -9.0 -6.8 -7.7 -10.7 -12.0 -14.2 -14.0 -14.7 
Unrequited transfers 3.0 3.1  3.5 3.6 4.3 4.8 5.3 6.1 6.6 6.9 
Current account balance -9.6 -8.2 -5.6 -3.3 -3.3 -5.9 -6.7 -8.2 -7.4 -7.8 

Memorandum 

Expons of goods and services 27.2 25.3 24.8 26.5 25.5 26.5 28.2 29.3 31.4 33.7 
Investment income, net1 -2.4 -2.5 -2.7 -3 .2 -3.5 -3.8 -4.4 -5.0 -5.0 -5.3 
Of which, 

Interest payments2 -3.0 -3. 1  -3.1 -3.7 -3.9 -4.3 -4.9 -5.6 -5.6 -6.0 
Oil trade balance 0. 1 0.7 1 . 1  1 .8 1.7 0.3 0.5 0.2 0.7 0.8 

Twelve mlijor oil exporters 

Exports (f.o.b.) 273.5 218.5 178.7 173.1 154.0 99.7 122.1 1 14.1  127.0 137.7 
Imports (f.o.b.) 150.6 152.4 133.5 117.0 98.7 86.6 85.6 87.6 96.4 101.8 

Trade balance 123.0 66.1 45.2 56.2 55.4 13.0 36.5 26.5 30.6 35.9 

Services, net -55.1 -52.7 -48.0 -45.8 -37.8 -26.6 -28.1  -29.5 -28.4 -30.4 
Goods and services balance 67.9 13.4 -2.8 10.4 17.6 -13.5 8.4 -3.0 2.3 5.5 

Unrequited transfers -19.3 -20.1  -18.0 -15.9 -15.5 -12.9 -12.8 - 1 1 . 7  -10.7 -9.9 
Current account balance 48.6 -6.7 -20.8 -5.5 2.0 -26.5 -4.4 -14.7 -8.4 -4.5 

Memorandum 

Exports of goods and services 319.8 262. 1 218.4 210.0 188.3 133.9 152.9 146.7 164.1 174.7 
Investment income, net1 26.2 24.6 19.6 13.9 1 1 .9 13.4 9.5 9.5 12.8 1 1 .3 

Of which, 
Interest payments2 -8.3 -7.9 -9.2 -12.5 -12.7 -12.4 -12.8 -13.7 -14.3 -15.1 

Oil trade balance 253.6 198.6 159.6 151.5 1 3 1 . 7  77.4 96.7 84.5 93.8 99.9 

Net debtor fuel exporters 

Expons (f.o.b.) 117.7 103.9 97.2 106.4 102.5 69.3 85.0 84.8 94.1 101.9 
Lmpons (f.o.b.) 105.7 96.3 70.5 66.1 65.3 59.9 58.7 66.2 68.9 74.0 

Trade balance 12.0 7.7 26.7 40.2 37.2 9.4 26.2 18.5 25.2 27.9 

Services, net -39.5 -45.4 -35.5 -36.4 -36.4 -31.9 -29.9 -32.8 -35.5 -37.1 
Goods and services balance -27.5 -37.7 -8.8 3.8 0.8 -22.5 -3.7 -14.3 -10.3 -9.2 
Unrequited transfers -3.1 -4.1 -2. 7 -1.9 -1.6 -0.1 -0.3 0.1  0.4 0.6 
Current account balance -30.6 -41.9 -11.5 1.9 -0.8 -22.6 -4.0 -14.2 -9.8 -8.6 

Memorandum 

Expons of goods and services 142.2 122.1 1 1 1.4 122.8 1 17.5 83.5 99.3 100.8 1 1 1 .2 120.1 
Investment income, net1 -6.2 - 11 .3 -14.6 - 1 8.0 -17.4 -15.9 -17.3 -19.1 -18.8 -20.2 
Of which. 

Interest payments2 -17.3 -19.9 -19.2 -24.2 -22.9 -20.6 -20.9 -22.9 -23. 1  -24.5 
Oil trade balance 95.1 82.0 74.8 80.3 75.9 40.7 5 1 .3 45.3 51.2 54.3 
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Current Account: Developing Countries 

Table A39 (concluded). Developing Countries-Miscellaneous Groups: Current Account Transactions, 1981-90 
(ln billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Four newly Industrializing 
Asian economies 

Exports (f.o.b.) 84.5 83.1 90.8 107.5 108.6 130.2 175.2 218.4 252.0 285.0 
Imports (f.o.b.) 95.5 91.5 94.3 103.8 100.1 1 1 1 .3 150.1 200.1 231.5 264.6 

Trade balance - 1 1 . 0  -8.4 -3.5 3.7 8.5 18.8 25.1 18.3 20.5 20.4 

Services. net 3.5 5.5 4.8 2.8 1 . 5  3.8 5.0 7.6 7.5 6.1 
Goods and services balance -7.5 -2.9 1 . 3  6.5 10.0 22.6 30.1 25.9 28.0 26.5 
Unrequited transfers 0.3 0.2 0.4 0.2 0.2 0.5 0.3 -<>.I -<>.7 -Q.8 
Current account balance -7.1 -2.7 1 .7 6.6 10.2 23.1 30.3 25.8 27.3 25.7 

Memorandum 

Exports of goods and services 109.4 1 10.4 1 17.4 134.2 134.3 160.1 2 1 1 . 0  263.9 301.1  335.9 
Investment income. net1 -3. 1  -2.9 -2.2 - 1 . 3  -Q.4 0.5 1 .2 5.4 8.0 8.2 
Of which, 

Interest payments2 -6.9 -7.1 -6.1 -6.4 -6.3 -6.5 -7.1 -7.2 -7.2 -7.2 
Oil trade balance - 1 5 . 1  -14.0 -13.4 -12.4 - 1 1 .3 -6.1 -7.8 -7.6 -7.3 -8.1 

Small tow-income economies 

Exports (f.o.b.) 17.7 15.8 16.7 17.6 16.8 18.1 19.5 22.0 23.8 26.1 
Imports (f.o.b.) 3 1 . 2  29.6 27.6 28.6 28.0 29.7 32. I 36.4 38.2 40.8 

Trade balance -13.5 -13.8 -10.9 -10.9 - 1 1 . 1  - 1 1 . 7  -12.6 -14.4 -14.4 -14.7 

Services, net -4.8 -4.7 -4.4 -5.5 -6.0 -6.7 -7.1 -8.1 -8.6 -8.9 
Goods and services balance -18.3 -18.5 -15.4 -16.4 -17.2 -18.3 -19.7 -22.5 -23.0 -23.6 
Unrequited transfers 7.8 8.9 9.4 9.2 9.8 10.8 1 1 .3 12.1  12.6 12.8 
Current account balance -10.5 -9.6 -6.0 -7.2 -7.3 -7.6 -8.4 -10.4 -10.4 -10.8 

Memorandum 

Exports of goods and services 23.2 2 1 . 3  2 1 . 8  22.7 21.8 23. 5  25.7 28.4 30.7 33.5 
Investment income, net1 -2.2 -2.3 -2.5 -3.1 -3.3 -3.7 -4.3 -4.8 -4.8 -5.0 
Of which. 

Interest payments2 -2.8 -2.9 -3.0 -3.7 -3.8 -4.2 -4.8 -5.3 -5.3 -5.6 
Oil trade balance -4.9 -4.9 -4.5 -4.2 -3.9 -3.1 -3.1 -3.1 -3.0 -3.1 

Fifteen heavily indebted countries 

Expons (f.o.b.) 127.0 1 12.2 1 1 1 . 1  123.4 118.8 99.4 1 1 2.8 127.1 134.5 143.7 
Imports (f.o.b.) 132.6 107.8 82.4 79.9 78 . 1  79.0 86.5 96.6 101.4 1 14.0 

Trade balance -5.6 4.4 28.7 43.5 40.7 20.4 26.3 30.5 33.1 29.7 

Services, net -47.9 -57.4 -47.3 -48.6 -45.0 -41.5 -40.7 -45 . 1  -48.8 -50.1 
Goods and services balance -53.5 -52.9 -18.6 -5.1 -4.3 -21.1  -14.4 -14.7 -15.6 -20.4 
Unrequited transfers 3 . 1  2.2 3.2 3.6 4.2 5.1 4.8 5.7 5.9 6.0 
Current account balance -50.4 -50.8 -15.3 -1.5 -Q.2 -16.0 -9.5 -9.0 -9.7 -14.4 

Memorandum 

Exports of goods and services 164.7 142.2 136.1 151.0 146.6 128.3 142.5 159.2 168.9 180.2 
Investment income. net 1 -27.2 -37.3 -35.8 -39.2 -37.1  -33.8 -33.6 -37.7 -37.8 -39.4 
Of which, 

Interest payments2 -37.8 -45.5 -41.3 -46.7 -44.2 -39.8 -38. 1  -42.4 -43.2 -44.8 
Oil trade balance 35.5 30.3 28.8 35.0 33.6 16.2 19.4 16.4 19.5 20.6 

1 Comprises all investmem income, except payments of income on foreign direct investment; receipts from direct investment abroad by 
residents are included. 

2 Including dividends and other investment income payments not related to foreign direct investment. 
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Financing: Summary 

Table A40. Developing Countries: External Financing, 1981-90 
(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 
Developing countries 

Deficit on goods. services. and 
private transfers 1 56.4 92.0 72.5 42.4 40.0 58.2 14.6 36.3 37.7 44.7 

Non-debt-creating flows, net 21.7 26.9 19.5 20.7 33.3 28.8 36.9 34.0 36.1 36.8 

Official transfers 7.3 8.6 10.1  1 1 .0 14.0 16.0 16.0 17.1 18.3 18.7 

Direct investment, net 18.0 20.2 13.1  13.8 1 1 .3 10.1 12.8 16.3 17.0 17.3 

SDR allocation. gold monetiza-
tion, and valuation changes -3.7 -1.9 -3.7 -4.1 7.9 2.7 8 . 1  0.6 0.7 0.8 

Asset transactions. net2 -83.4 -49.0 -9.1 -13.0 -13.1  -16.1 -8.9 - 1 1 . 9  -9.8 -12.7 

Net errors and omissions3 - 1 5 . 1  -25.9 -12.9 -7.0 -1.7 2.9 �.2 -4.4 

Use of reserves 7.3 35.8 -1.7 -12.2 -18.7 -4.1 -56.6 -7.4 -30.0 -27.8 

Net external borrowing 125.8 104.2 76.6 54.0 40.3 46.7 43.4 26.0 41.4 48.4 

Reserve-related liabilities 6.9 10.4 8.6 4.7 �.6 -1.3 -5.9 -5.5 0.4 3.2 
Net credit from IMF' 6.5 6.9 1 1 .4 4.9 -2.7 -6.1 -5.5 0.9 2.5 

Liabilities constituting for-
eign authorities· reserves5 0.4 3.6 -2.8 �.3 �.6 1.4 0.2 �.5 0.7 

Long-term borrowing from 
official creditors, net6 27.9 34.6 28.7 30.4 34.3 36.4 42.4 24.3 34.7 31.5 

Other net external borrowing7 91.0 59.2 39.3 18.9 6.6 1 1 .6 6.9 7.2 6.3 13.7 

Memorandum 

Net borrowing from 
commercial banks8 98.3 64.7 32.4 14.2 5.7 -3.8 17.5 -7.1 1 1.7 19.7 

Exceptional fmancing 12.0 23.4 40.2 39.8 33.0 47.5 47.8 47.4 42.9 34.7 
Of which. 

Arrears 5.5 13.3 15.5 4.1  -10.3 10.5 4.3 1 1 . 1  -7.5 -4.3 

Reschedulings 3.7 5.5 22.8 32.4 38.2 32.6 43.0 35.0 46.9 36.0 
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Table A40 (concluded). Developing Countries: External Financing, 1981-90 
(Ln billions of U.S. dollars) 

Of which, 

Net debtor countries 

Deficit on goods. services, and 
private transfers 1 

Non-debt-creating flows, net 

Official transfers 
Direct investment, net 
SDR allocation, gold monetiza

tioo, and valuation changes 

Asset transactions, net2 

Net errors and omissions3 

Use of reserves 

Net external borrowing 

Reserve-related liabilities 
Net credit from IMF" 
Liabilities constituting for

eign authorities· reserves5 

Long-term borrowing from 
official creditors, net6 

Other net external borrowing7 

Memorandum 

Net borrowing from 
commercial banks8 

Exceptional financing 
Of which, 

Arrears 
Reschedutings 

1981 

127.1 

24.9 

13.5 

13.6 

-2. 1  

-17.7 

-16.6 

19.1  

1 17.4 

6.9 

6.5 

0.5 

26.7 

83.8 

87.8 

12.0 

5.5 

3.7 

1982 

125.5 

24.9 

13.1  

12.9 

- 1 . 1  

-13.0 

-26.7 

38.0 

102.2 

10.4 
6.9 

3.6 

33.5 

58.2 

59.7 

23.4 

13.3 
5.5 

1983 

75.3 

22.2 

13.9 

9.3 

--0.9 

-6.1 

-12.9 

-4.5 

76.6 

8.6 

11 .4 

-2.8 

30.6 

37.4 

30.4 

40.2 

15.5 

22.8 

1984 

48.9 

22.1 

14.0 

9.9 

-1.7 

-10.2 

-5.1 

-16.5 

58.6 

4.7 
4.9 

-0.3 

30.5 

23.4 

16.1 

39.8 

4.1 

32.4 

1985 

55.8 

32.9 

17.0 

9.8 

6.0 

-13.0 

- 1 . 8  

-5.8 

43.6 

-0.6 

--0.6 

34.8 

9.4 

7.5 

33.0 

-10.3 

38.2 

1986 

68.7 

30.3 

18.6 

9.5 

2.1 

- 1 1 . 4  

3.4 

6.7 

39.7 

-1.3 
-2.7 

1.4 

36.4 

4.6 

-8.4 

47.5 

10.5 
32.6 

1987 

35.4 

34.3 

18.5 

12.7 

3 . 1  

- 1 1 . 1  

0.6 

-19.4 

3 1 . 1  

-5.9 

-6.1 

0.2 

42.8 

-5.9 

3.2 

47.8 

4.3 

43.0 

Financing: Summary 

1988 

40.4 

37.2 

19.4 
17.2 

0.6 

-9.2 

-4.0 

-12.9 

29.4 

-5.5 

-5.5 

23.9 

10.9 

-10.5 

47.4 

1 1 . 1  

35.0 

1989 

47.0 

38.9 

20.4 

17.8 

0.7 

-12.5 

-24.7 

45.2 

0.4 
0.9 

--0.5 

34.4 

10.5 

8.4 

42.9 

-7.5 
46.9 

1990 

55.1 

39.5 

20.6 

18.1 

0.8 

-12.9 

-22.6 

51.0 

3.2 

2.5 

0.7 

3 l . l  

16.7 

15.8 

34.7 

-4.3 

36.0 

NOTE: Except where otherwise footnoted, estimates shown here are based on national balance of payments statistics. These flows are not 
always easily reconcilable with year-to-year changes in either debtor- or creditor-reponed debt statistics, in part because the latter are affected 
by changes in valuation. 

1 Equivalent to current account deficit less official transfers. For the purposes of this table, official transfers arc treated as external financing. 
2 Penains primarily to export credit. 
3 Positioned here on the presumption that estimates reflect primarily unrecorded capital outflows. 
4 Includes use of Fund credit under General Resources Account, Trust Fund, Structural Adjustment Facility and Enhanced Structural 

Adjustment Facility. The impact of prospective programs is incorporated. Further details are given in Table A44. 
5 Comprises short-term borrowing by monetary authorities from other monetary authorities. 
6 Estimates of net disbursements by official creditors (other than monetary authorities) derived from debt statistics reported in 

Tables A46-A47. Official net disbursements include the increase in official claims caused by the transfer of officially guaranteed claims to 
the guarantor agency in the creditor country, usually in the context of debt reschedulings. 

7 Residually calculated. Except for discrepancies in coverage, amounts shown reflect net external borrowing from private 
creditors and short-term official flows (primarily interest arrears on official debt). 

8 Based on cross border lending by banks derived from claims data reponed in the Fund's international Banking Statistics, 
adjusted for valuation changes attributed to exchange rate movements. Excludes six offshore banking centres covered by World Economic Outlook 
(The Bahamas, Bahrain, Hong Kong, Netherlands Antilles, Panama, and Singapore). 
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Financing: by Region 

Table A41. Developing Countries-by Region: Summary of External Financing, 1981-901 
(ln billions of U .S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Africa 

Deficit on goods, services. and 
private transfers 26.0 24.8 15.9 1 1 .3 4.7 14.2 10.3 15.0 13.8 14.4 

Non-debt-creating flows, net 3.1 4.9 4.2 4.4 5.8 6.5 6.3 6.6 7.2 7.5 
Asset transactions, net -1.6 -0.7 -0.9 -1.0 -1.2 -0.8 -0.3 -0.5 -0.5 -0.4 
Net errors and omissions -0.1 -1.4 -1.6 -0.8 -0.4 -0.7 - I .  I 0.3 
Use of reserves 8.1 4.3 0.2 0.5 -2.2 1 . 2  0.9 1 .2 -3.5 -3.7 

Net external borrowing 16.5 17.8 13.9 8.2 2.8 8.0 4.5 7.3 10.5 1 1 .0 

Reserve-related liabilities 1.9 2.2 1.9 0.3 -I. I -0.9 -1.8 -0.3 0.3 1.4 
Of which. 

Net credit from lMF 1 .8  2.0 1 .3 0.6 0.1  -1.0 - I .  I -0.3 0.4 1.0 
Long-term borrowing from 

official creditors 7.4 8.9 7.1 5.9 8.6 1 1 . 9  10.3 5.8 9.2 10.8 
Other net external borrowing 7.2 6.7 4.9 2.0 �.6 -3.0 �.0 1.8 1.0 -1.2 

Memorandum 

Borrowing from commercial banks 8 . 1  6.3 4.9 -0.5 0.8 -2.0 -1.2 -0.3 2.4 2.9 
Exceptional financing 2.8 4.6 8.3 4.5 6.9 12.5 9.5 1 1 . 1  1 1 . 7  8.8 

Asia 

Deficit on goods, services. and 
private transfers 21.5 19.4 17.0 7.2 16.8 -0.6 -18.4 -6.3 -5.0 -1.8 

Non-debt-creating flows, net 7.0 6.1 6.7 6.2 1 1 . 4  9.6 14.0 9.9 1 1 . 3  1 1 .8 
Asset transactions, net �.3 0.1  -3.7 �.9 -8.3 -7.3 -5.5 -5.2 -7.9 -10.4 
Net errors and omissions -3.5 -8.3 -2.4 -2.6 1.9 0.2 -0.9 -1.3 
Use of reserves -8.5 -5.4 -9.3 -9.3 -7.1 -24.6 �.3 -18.8 -20.4 -16.5 

Net external borrowing 30.8 26.8 25.7 17.8 19.1  21.5 18.2 9.0 12.1 13.3 

Reserve-related liabilities 3.6 2.4 2.5 0.2 -0.9 -0.9 -2.3 -2.5 -0.8 -1.3 
Of which, 

Net credit from 1MF 3.6 2.3 2.5 0.3 -1.0 -0.9 -2.4 -2.4 -0.9 -1.2 
Long-term borrowing from 

official creditors 8.3 10.3 8.1 8 . 1  7.4 7.4 5.4 10.4 9.7 9.0 
Other net external borrowing 18.9 14.1 15.2 9.4 12.5 15.0 15.2 1.2 3.2 5.6 

Memorandum 

Borrowing from commercial banks 1 5 . 1  15.0 8.7 7.9 6.7 5 . 1  14.3 6.2 9.8 10.5 
Exceptional financing 0.5 1.6 1 .0 2.2 2.5 2.4 2.1 1 . 8  3.0 2.2 

Europe 

Deficit on goods, services, and 
private transfers 14.5 8.8 6.9 4.1 4.3 3.9 1.4 -1.0 1.5 4.4 

Non-debt-creating flows, net 1.3 1.3 1 .4 0.8 2.5 3.2 4.1 4.0 4.6 5.0 
Asset transactions, net -1.2 -1.8 -0.3 -2.6 - J . l  -1.9 -1.9 0.2 0.6 0.6 
Net errors and omissions 1 . 3  0.5 -1.2 0.3 -1 . 3  1 . 9  -0.5 0.4 
Use of reserves 0.2 1.3 -0.4 -1.5 -1.2 -1.5 -2.1 -5.0 -1.8 -3.3 

Net external borrowing 12.9 7.5 7.3 7.1 5.5 2.3 1 . 9  -0.6 -1.9 2.0 

Reserve-related liabilities 1.0 0.7 1 .7 0.6 -0.8 -0.9 -1.8 -1.8 -0.1 0.7 
Of which, 

Net credit from IMF 1.0 1.2 1 . 5  0.7 -0.6 -0.9 -1.8 -1.8 -0.1 0.7 
Long-term borrowing from 

official creditors 3.7 4.5 0.9 3.5 6.0 2.4 7.3 -1.0 -0.3 0.6 
Other net external borrowing 8.3 2.3 4.8 3 . 1  0.2 0.8 -3.6 2.2 -1.4 0.7 

Memorandum 

Borrowing from commercial banks 7.1 0.8 0.7 1.4 1.9 -1.7 -0.4 -2.0 -1.3 0.9 
Exceptional financing 7.2 7.7 8.0 6.8 4.8 6.0 5.4 4.1 3.6 4.9 
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Financing: by Region 

Table A41 (collcluded). Developing Countries-by Region: Summary of External Financing, 1981-901 
(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Middle East 

Deficit on goods. services, and 
private transfers -49.1 -4.2 20.9 16.2 8.0 22.0 7.6 15.2 14.3 10.3 

Non-debt-creating flows. net 2.1  7.5 3.0 4.8 7.5 5.3 5.3 3.7 4.1 4.5 
Asset transactions, net -69.1 -38.4 -1.9 -2.1 -0.1 -4.1 2 . 1  -2.9 2.1  
Net errors and omissions 3.2 1 . 1  1 .0 -1.6 1 .8 1 .5 1 .0 -0.5 
Use of reserves 6 . 1  15.6 10.2 9.6 -6.7 14.1 -7.0 7.8 0.3 1.1  

Net external borrowing 8.6 10.0 8.6 5.5 5.5 5.2 6. 1 7.1  7.8 4.7 

Reserve-related liabilities -0.5 -0.4 -0.4 -0.1 -0.1 -0.1 0.1 
Of which, 

Net credit from IMF -0.2 -0.1 -0. 1 0.1  -0.1 0.1 
Long-term borrowing from 

official creditors 3.9 5.7 4.5 4.1  4.0 4.3 3.2 2.9 7.0 5.3 
Other net external borrowing 5.2 4.7 4.6 1.5 1 .5  1 .0 2.9 4.4 0.8 -0.7 

Memorandum 

Borrowing from commercial banks 7.6 4.5 3.6 -0.9 -2.1 -2.4 0.9 0.5 0.3 -0.4 
Exceptional financing 0.3 0.5 0.5 1.4 1 .7 2.9 4.6 5.9 3.6 

Western Hemisphere 

Deficit on goods. services, and 
private transfers 43.6 43.2 1 1 .8 3.6 6.1 18.7 13.7 13.3 1 3 . 1  17.4 

Non-debt-creating flows, net 8.2 7.2 4.2 4.6 6.2 4.1 7.2 9.7 8.9 8.0 
Asset transactions, net -7.2 -8.1 -2.3 -2.5 -2.4 -1.9 -3.2 -3.5 -4.1 -2.5 
Net errors and omissions -16.0 -17.9 -8.7 -2.3 -3.6 1 .2 -3.3 
Use of reserves 1 .4 20.0 -2.4 -11.6 -1.5 6.8 -4.2 7.3 -4.6 -5.4 

Net external borrowing 57.1 42.0 21.0 15.4 7.4 9.7 12.7 3.2 12.9 17.4 

Reserve-related liabilities 0.9 5.4 3.0 3.6 2.2 1 . 5  -0.8 1 . 1  2.3 
Of which, 

Net credit from lMF 0.3 1 . 5  6.1 3.4 1.5 0.1 -0.8 -0.9 1.6 1.9 
Long-term borrowing from 

official creditors 4.6 5 . 1  8.2 8.8 8.3 10.5 16.2 6.3 9.1 5.8 
Other net external borrowing 5 1 . 5  3 1 . 5  9.8 2.9 -3.1 -2.2 -3.6 -2.4 2.7 9.3 

Memorandum 

Borrowing from commercial banks 60.5 38.0 14.6 6.3 -1.4 -2.8 3.8 - 1 1 . 6  0.5 5.8 
Exceptional financing 1 . 5  9.2 22.5 25.7 17.4 25.0 27.8 25.8 18.6 15.3 

1 For definitions, see footnotes to Table A40. 
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Table A42. Developing Countries-by Analytical Criteria: Summary of ExternaJ Financing, 1981-901 
(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

By predominant export 

Fuel 

Deficit on goods, services, and 
private transfers -39.4 10.7 13.3 -1.3 -5.6 28.7 1 .5 18.4 1 1 .3 7.7 

Non-debt-creating flows, net -1.8 4.6 -1.5 -0.4 2.7 1.2 4.4 2.6 2.5 3.0 
Asset transactions, net -73.3 -41.9 -3.6 -4.9 -2.7 -4.3 -I. I -7.4 -0.3 -3.2 
Net errors and omissions -6.6 -13.3 -5.0 -4.1 -2.7 -2.3 -0.6 -1.2 
Use of reserves 1 1 . 1  35.2 5.5 1.7 -6.9 22.2 -13.3 18.7 -3.2 -3.7 

Net external borrowing 3 1 . 2  26.1 17.8 6.5 3.9 12.0 12.1 5.8 12.3 1 1 . 5  

Reserve-related liabilities -0.2 2.2 0.8 1 . l -0.3 1.9 1.0 2.5 2.1 
Of which, 

Net credit from lMF -0.1 0.2 1.7 1.3 0.8 1.0 2.5 1.4 
Long-term borrowing from 

official creditors 5.2 6.4 5.5 4.6 8.8 9.1 1 1 . 0  7.3 9.1 7.9 
Other net external borrowing 26.2 17.5 1 1 . 5  0.9 -4.6 1.0 1 . 1  -2.5 0.8 1.6 

Memorandum 

Borrowing from commercial banks 39.4 19.1 10.6 - 1 . 1  0.3 -0.4 1.6 -4.8 4.8 4.0 
Exceptional financing 4.9 8.9 1.5 2.1 8.8 5.3 5.3 5.6 3.3 

Non-fuel exports 

Deficit on goods, services, and 
private transfers 95.8 8 1 . 3  59.2 43.7 45.6 29.5 1 3 . 1  17.9 26.4 37.0 

Non-debt-creating flows, net 23.6 22.3 21.0 21.1  30.5 27.6 32.5 3 1 . 5  33.6 33.8 
Asset transactions, net -10.0 -7.1 -5.5 -8.1 -10.4 - 1 1 . 8  -7.8 -4.5 -9.4 -9.5 
Net errors and omissions -8.5 -12.6 -7.9 -2.9 1.0 5.2 0.4 -3.3 
Use of reserves -3.8 0.6 -7.2 -13.9 -11.9 -26.2 -43.3 -26.1  -26.8 -24.2 

Net external borrowing 94.6 78.1 58.8 47.5 36.4 34.7 31.3 20.3 29.1 36.9 

Reserve-related liabilities 7.1 8.2 7.8 3.6 -0.3 -3.2 -5.9 -6.5 -2.1 1.2 
Of which, 

Net credit from lMF 6.6 6.7 9.6 3.7 -3.6 -7.1 -5.5 -1.5 1 . 1  
Long-term borrowing from 

official creditors 22.6 28.2 23.2 25.8 25.5 27.3 31.4 17.0 25.7 23.6 
Other net external borrowing 64.8 41.7 27.8 18.0 11 .2 10.5 5.9 9.7 5.5 12.1 

Memorandum 

Borrowing from commercial banks 58.9 45.6 2 1 . 1  17.3 6.3 -2.9 15.4 -1.6 6.9 15.7 
Exceptional financing 1 1.9 18.5 3 1 . 3  38.2 30.9 38.7 42.5 42.1 37.3 31.4 

Manufactures 
Deficit on goods, services, and 

private transfers 39.4 30.1 17.9 4.7 16.2 2.2 -17.6 -16.9 -10.8 -2.3 

Non-debt-creating flows, net 7.8 7.5 7.8 8.3 14.8 12.6 17.5 14.9 16.3 15.9 
Asset transactions. net -5.5 -4.2 -2.9 -6.6 -8. 1 -10.3 -6.7 -4.0 -8.1  -9.4 
Net errors and omissions -0.8 -3.0 -5.4 -2.0 - 1 . 1  2.7 -0.6 -1.6 
Use of reserves -10.1 -2.5 -9.3 -16.7 -7.3 -22.5 -45.7 -27.2 -21.4 -18.8 

Net external borrowing 47.9 32.3 27.7 21.6 18.0 19.8 17.9 0.9 2.5 10.1 

Reserve-related liabilities 3.5 4.2 4.0 2.7 -0.9 -0.6 -4.2 -5.1 -1.0 -0.7 
Of which, 

Net credit from IMF 3.4 3.5 5 . 1  3.2 -1.0 - 1 . 5  -5.4 -4.3 -1.0 -0.7 
Long-term borrowing from 

official creditors 8.6 12.1 6.4 10.3 11.0 7.7 9.7 4.7 3.9 3.3 
Other net external borrowing 35.8 15.9 17.3 8.6 7.9 12.7 12.5 1 .3 -0.4 7.5 

Memorandum 

Borrowing from commercial banks 26.6 14.6 9.5 12.8 6.7 2 . 1  18.2 -1.0 3.2 10.7 
Exceptional fmancing 7.2 7.8 16.0 10.7 13.5 16.5 19.2 1 1 . 3  13.2 12.5 
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Table A42 (continued). Developing Countries-by Analytical Criteria: Summary of External Financing, 1981-901 
(ln billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Primary products 

Deficit on goods, services, and 
private transfers 29.2 24.1 19.7 18.2 15.7 17.7 22.5 22.3 21.9 24.2 

Non-debt-creating flows, net 5.9 5.3 4.7 4.8 6.6 6.6 6.2 7.8 8.2 8.8 
Asset transactions, net -2.2 -1.3 -{).6 -{).7 -{).1 -{).2 0.1 0.6 0.7 0.8 

Net errors and omissions -8.5 -8.8 -2.4 0.1 - 1 . 2  0 . 1  -{).1 

Use of reserves 4.5 3.3 1.3 0.3 -3.2 -{).8 2.2 -1.2 -1.1 -4.5 

Net external borrowing 29.4 25.7 16.7 13.8 13.5 12.0 14.1 15.1 14.0 19.1 

Reserve-related liabilities 2.3 1.9 3.0 1.0 1.7 -0.8 0.2 -0.6 -1.5 1.5 

Of which, 
Net credit from IMF 1.8 1.2 3.4 0.6 1 . 1  -{).5 -0.3 -{).4 -0.8 1.5 

Long-term borrowing from 
official creditors 5.9 7.5 8.5 8.6 8.4 10.8 14.4 8.3 10.9 1 1 . 4  

Other net external borrowing 21.3 16.3 5.1 4.3 3.5 2.1 -{).5 7.4 4.5 6.2 

Memorandum 

Borrowing from commercial banks 23.0 16.4 6.2 2.6 0.7 -1.4 -1.6 0.3 0.3 1 .9 

Exceptional financing 2.7 8.8 1 1 . 6  22.6 9.4 15.2 16.0 20.6 1 1 . 6  13.0 

Agricultural products 

Deficit on goods, services, and 
private transfers 19.0 16.9 15.1 13.9 12.3 12.8 17.5 17.6 17.4 18.2 

Non-debt-creating flows, net 3.6 3.5 3.4 3.7 5.5 5.4 5 . 1  6.2 6.7 7.0 

Asset transactions, net -1.9 -0.7 -0.6 -{).7 -{).3 -0.2 0.2 0.8 0.8 0.7 

Net errors and omissions -8.5 -7.8 -1.2 0.1 -0.4 -0.1 0.4 

Use of reserves 4.2 2.2 1.5 1.0 -2.4 -{).6 2.2 -{).8 -{).) -3.7 

Net external borrowing 21.7 19.7 12.0 9.8 10.0 8.3 10.1 1 1 . 1  9.9 14.2 

Reserve-related liabilities 1.7 1 . 1  2.2 0.3 1 .6 -{).7 0.1 -{).2 -{).7 1.4 

Of which, 
Net credit from IMF 1.4 0.8 2.4 0 . 1  1 . 0  -0.6 -0.2 -0.2 -{).7 1.4 

Long-term borrowing from 
official creditors 5.1 6.3 6.8 6.9 7.0 8.0 1 1 . 6  6.8 9.2 9.4 

Other net external borrowing 14.8 12.3 3.0 2.6 1.4 1 . 1  -1.6 4.5 1.4 3.4 

Memorandum 

Borrowing from commercial banks 15.5 12.5 5.6 0.1 0.9 0.3 -0.5 2 . 1  -{).2 1.5 

Exceptional financing 1.7 7.2 7.2 17.8 3.7 8.0 9.9 1 3 . 1  4.4 6.7 

Minerals 

Deficit on goods, services, and 
private transfers 10.1 7.2 4.5 4.4 3.4 4.9 5.0 4.7 4.6 6.0 

Non-debt-creating flows, net 2.3 1.7 1.3 1.0 1 . 1  1.2 l . l  1.6 1.5 1.8 

Asset transactions. net -{).3 -0.6 0.2 -0.1 -0.2 -{).I 0.1 

Net errors and omissions 0.1 -1.0 -1.3 -0.7 0.1 -{).4 

Use of reserves 0.3 l . l  -{).2 -{).7 -{).8 -{).2 -0.4 -1.0 -{).8 

Net external borrowing 7.8 6.0 4.7 4.0 3.5 3.7 4.0 4.0 4 . 1  4.9 

Reserve-related liabilities 0.5 0.8 0.8 0.7 ..Q. I 0.1 -{).4 -{).8 0.1 
Of which, 

Net credit from IMF 0.4 0.4 1.0 0.4 0.1 0.1 -0.1 -0.2 -{). I 0.1 

Long-term borrowing from 
official creditors 0.8 1.2 1.7 1.7 1.4 2.8 2.8 1.5 1.8 2.0 

Other net external borrowing 6.5 4.0 2.1 1.7 2.1 1.0 1 . 1  3.0 3.1 2.8 

Memorandum 

Borrowing from commercial banks 7.5 3.9 0.5 2.6 -{).3 -1.7 - 1 . 1  -1.8 0.5 0.4 

Exceptional financing 1.0 1.7 4.5 4.9 5.6 7.1 6.1 7.5 7.2 6.3 
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Table A42 (continued). Developing Countries-by Analytical Criteria: Summary of External Financing, 1981-901 
(In billions of U.S. dollars) 

1981 1982 1983 1984 19,85 1986 1987 1988 1989 1990 

Services and private transfers 

Deficit on goods, services. and 
private transfers 10.5 10.2 9.7 10.7 10.6 9.5 9.4 10.5 12.6 1 1 . 8  

Non-debt-creating flows, net 4.4 4.5 4.2 4.2 4.8 5.2 4.8 4.9 5.0 5 . 1  
Asset transactions, net -0.9 -0.6 0 . 1  -0.7 -1.1 0.1 0.1 -0.3 -0.8 0.4 
Net errors and omissions 0.8 0.4 1.2 1 . 1  2.4 2.1 0.9 -0.6 
Use of reserves 0.1 -1.6 -0.5 1.8 -0.3 -1.0 0.7 0.3 -0.2 0.9 

Net external borrowing 6.0 7.6 4.7 4.3 4.8 3.1 2.9 6.2 8.5 5.4 

Reserve-related liabilities 0.4 0.5 0.2 -0.2 -0.6 -0.5 -0.5 0.5 0.6 
Of which, 

Net credit from IMF 0.6 0.6 0.6 -0.2 -0.6 -0.6 -0.6 0.4 0.5 
Long-term borrowing from 

official creditors 4.1 5.4 4.7 4.1 3.7 5.5 3.6 3.7 7.4 6.1  
Other net external borrowing 1.4 1.7 -0.2 0.3 1.3 -1.7 -0.1 3.0 0.6 -1.3 

Memorandum 

Borrowing from commercial banks 0.4 2.0 1.0 1.6 0.7 -0.5 0.6 1 . 1  0.8 0.8 
Exceptional financing 0.3 0.8 1.8 1.8 2.9 3.4 4.5 7.2 7.3 3.0 

Diversified export base 

Deficit on goods. services, and 
private transfers 16.8 16.8 12.0 10.0 3.1 0.1 - 1 . 1  2.0 2.7 3.3 

Non-debt-creating flows, net 5.4 5.0 4.3 3.8 4.3 3.3 4.0 3.8 4.0 3.9 
Asset transactions, net -1.5 -1.0 -2.1 -0.1 -1.0 -1.3 -1.2 -0.8 -1.2 -1.2 
Net errors and omissions -0.1 - 1 . 1  -1.3 -2.1 0.8 0.3 0.1 - I .  I 
Use of reserves 1.6 1.4 1 .3 0.7 -I.  I -2.0 -0.5 2.0 -4.2 - 1 . 8  

Net external borrowing 11.3 12.5 9.8 7.7 0.1 -0.2 -3.6 -2.0 4.1  2.4 

Reserve-related liabilities 1.0 1 .6 0.6 -0.1 -0.8 -1.1  -1.4 -0.3 -0.1 -0.2 
Of which. 

Net credit from IMF 0.8 1 .5 0.5 -1.0 -0.8 -0.3 -0.1 -0.1 
Long-term borrowing from 

official creditors 4.0 3.2 3.6 2.9 2.4 3.4 3.8 0.3 3.5 2.8 
Other net external borrowing 6.3 7.7 5.6 4.9 - 1 . 5  -2.5 -6.0 -2.1 0.8 -0.3 

Memorandum 

Borrowing from commercial banks 9.0 12.6 4.4 0.3 -1.9 -3.0 -1.8 -2.0 2.6 2.3 
Exceptional financing 1.8 1 . 1  1.9 3.1 5.1  3.7 2.7 3.0 5.2 2.9 

By financia.l criteria 

Market borrowers 

Deficit on goods, services, and 
private transfers 58.7 55.2 17.6 5.0 -0 . 1  9.0 -7.5 -9.0 -7.0 -0.9 

Non-debt-creating flows. net 11.0 10.0 6.2 6.5 10.1 7 . 1  12.2 14.5 14.9 14.4 
Asset transactions. net -10.0 -8.9 -5.3 -6.8 -9.4 -10.4 -8.3 -6.0 -8.6 -11.6 
Net errors and omissions -15.9 -18.5 -10.0 -5.6 -3.8 -0.1 2.5 -3.2 
Use of reserves 2.0 21.9 -3.6 -14.9 -8.1 6.3 - 1 1 . 2  -8.8 -18.5 -14.8 

Net external borrowing 71.6 50.7 30.3 25.9 1 1 . 1  6.0 -2.7 -5.6 5.2 1 1 . 1  

Reserve-related Liabilities 0.9 5.4 3.8 3.7 0.3 1.4 -2.9 -2.0 2.0 2.2 
Of which, 

Net credit from lMF 0.8 2.0 6.5 4.0 1.3 -0.3 -2.8 -1.8 2.0 1.9 
Long-term borrowing from 

official creditors 5.0 5.5 7.2 7.0 6.9 7.4 12.5 2.5 6.5 3.8 
Other net external borrowing 65.7 39.9 19.3 15.2 3.9 -2.7 -12.3 -6.1 -3.3 5.0 

Memorandum 

Borrowing from commercial banks 69.4 50.1 19.1 10.7 3.3 -6.8 -4.0 -16.9 -2.9 3.5 
Exceptional financing 1 .9 8.1  19.9 24.3 18.5 21.6 23.8 22.1 17.2 15.1 
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Table A42 (continued). Developing Countries-by Analytical Criteria: Summary of External Financing, 1981-901 
(ln billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Diversified borrowers 

Deficit on goods, services. and 
private transfers 42.6 46.9 39.9 24.5 36.1 39.6 23.2 26.1 28.5 31.2 

Non-debt-creating flows. net 6.9 7.8 9.0 8.4 14.4 13.6 12.6 12.7 13.5 14.2 

Asset transactions, net -5.8 -3.2 -0.8 -1.8 -2.9 -0.1 -1.7 -2.5 -3.7 -1.4 

Net errors and omissions -0.1 -8.3 -2.5 -1.0 1.0 1.3 -3.3 -0.8 

Use of reserves 15.9 16.6 0.4 -1.7 2.1 2.1 -6.1 -2.7 -4.7 -4.1 

Net external borrowing 25.7 33.9 33.8 20.6 21.6 22.7 21.7 19.4 23.4 22.5 

Reserve-related liabilities 3.5 3.1 4.3 0.9 -0.8 -1.3 -1.9 -2.7 -2.0 -1.0 

Of which, 
Net credit from lM.F 3.4 3.1  3.3 0.6 -1.0 -1.0 -2.3 -2.9 -1.6 -1.6 

Long-term borrowing from 
official creditors 8.2 14.3 13.1 12.0 14.7 15.5 14.8 1 1 . 6  1 1 . 9  1 1 . 6  

Other net external borrowing 13.9 16.5 16.4 7.8 7.6 8.6 8.8 10.6 13.5 1 1 . 9  

Memorandum 

Borrowing from commercial banks 16.5 7.5 I I. 7 5.2 5.7 2.1  7.4 6.9 10.1 1 1 . 0  

Exceptional financing 2.6 4.5 10.8 6.0 5.3 13.6 11.7 12.8 13.2 8.2 

Official borrowers 

Deficit on goods, services, and 
private transfers 25.8 23.4 17.8 19.4 19.8 20.1 19.7 23.3 25.5 24.8 

Non-debt-creating flows, net 6.9 7.1 7.0 7.3 8.4 9.6 9.5 10.0 10.5 10.9 

Asset transactions. net -1.8 -0.9 0.1 -1.6 -0.7 -0.9 -1.2 -0.8 -0.3 0.1 

Net errors and omissions -0.6 0.1 -0.4 1.5 1.0 2.2 1.4 

Use of reserves 1.2 -0.5 -1.3 0.1 0.2 -1.7 -2.2 -1.4 -1.4 -3.7 

Net external borrowing 20.1 17.6 12.5 12.1 10.9 10.9 12.1 15.5 16.6 17.5 

Reserve-related liabilities 2.5 2.0 0.5 0.1 -0.1 -1.3 -1.1 -0.8 0.4 2.0 

Of which, 
Net credit from IMF 2.2 1.8 1.6 0.3 -0.3 -1.4 -1.0 -0.8 0.5 2.2 

Long-term borrowing from 
official creditors 13.5 13.8 10.2 1 1.6 13.1 13.5 15.6 9.8 15.9 15.6 

Otber net external borrowing 4.1 1.8 1 . 8  0.4 -2.1 -1.3 -2.4 6.5 0.4 -0.2 

Memorandum 

Borrowing from commercial banks 1.9 2.1  -1.1  2.3 -0.6 -3.1 -0.6 0.2 1.2 1.4 

Exceptional financing 7.5 10.8 9.5 9.5 9.2 12.3 12.3 12.5 12.5 11.4 

Counlries with recent debt-
servicing dlffi.culties 

Deficit on goods. services, and 
private transfers 90.0 90.5 38.1 21 .6 18.7 40.9 26.5 28.8 30.5 36.5 

Non-debt-creating flows, net 13.1 13.9 10.6 10.8 12.5 1 1 . 8  14.8 17.6 17.2 16.8 

Asset transactions, net -12.9 -12.2 -1.9 -4.2 -3.8 -2.7 -5.5 -5.6 -5.2 -3.0 

Net errors and omissions -15.7 -18.4 - 1 1 . 2  -1.9 -2.1 3.2 1 . 2  -2.6 

Use of reserves 23.5 41.7 -0.6 -15.4 -1.4 7.2 -4.9 6.6 -10.9 -11.0 

Net external borrowing 81.9 65.5 41.2 32.3 13.4 21.4 21.0 12.9 29.4 33.8 

Reserve-related liabilities 3.3 7.6 4.9 3.8 0.7 0.1 -2.5 -2.1 1.2 4.2 

Of which, 
Net credit from IMF 2.8 4.0 7.9 3.9 1.4 -1.5 -2.6 -2.2 1 . 8  3.4 

Long-term borrowing from 
official creditors 14.5 19.7 2 1 . 2  20.9 24.7 24.4 32.0 15.0 25.0 22.3 

Other net ext.emal borrowing 64.1 38.3 15.1 7.6 -12.0 -3.1 -8.6 -0.1 3.1 7.3 

Memorandum 

Borrowing from commercial banks 71.2 42.3 15.4 7.9 -4.2 -7.0 0.5 -12.4 2.9 8.8 

Exceptional fmancing 1 1 . 2  22.1 39.0 38.8 32.0 47.2 47.5 47.1 42.5 34.3 
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Table A42 (continued). Developing Countries-by Analytical Criteria: Summary of External Financing, 1981-901 
(In billions of U .S. dollars) 

Countries without debt
servicing difficulties 

Deficit on goods, services, and 
private transfers 

Non-debt-creating flows, net 
Asset transactions, net 
Net errors and omissions 
Use of reserves 

Net external borrowing 

Reserve-related liabilities 
Of whicb, 

Net credit from IMF 
Long-term borrowing from 

official creditors 
Other net external borrowing 

Memorandum 

Borrowing from commercial banks 
Exceptional financing 

Mi.sceUaneous groups 

Sub-Saharan Africa 

Deficit on goods, services, and 
private transfers 

Non-debt-creating flows. net 
Asset transactions. net 
Net errors and omissions 
Use of reserves 

Net external borrowing 

Reserve-related Liabilities 
Of which, 

Net credit from lMF 
Long-term borrowing from 

official creditors 
Other net external borrowing 

Memorandum 

Borrowing from commercial banks 
Exceptional financing 

Nd debtor fuel exporters 

Deficit on goods, services, and 
private transfers 

Non-debt-creating flows, net 
Asset transactions. net 
Net errors and omissions 
Use of reserves 

Net external borrowing 

Reserve-related liabilities 
Of whicb, 

Net credit from IMF 
Long-term borrowing from 

official creditors 
Other net external borrowing 

Memorandum 

Borrowing from commercial banks 
Exceptional financiqg 
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1981 

37.1 

1 1.8 
-4.8 
-0.9 
-4.4 

35.5 

3.7 

3.7 

12.2 
19.6 

16.6 
0.7 

12.9 

4.0 
-0.7 
-0.3 

0.5 

9.2 

1.7 

1.6 

4.9 
2.6 

2.3 
1 .7 

1982 

35.0 

1 1 . 1  
-0.8 
-8.3 
-3.7 

36.7 

2.9 

2.9 

13.9 

20.0 

17.3 
1 . 3  

1 1 .5 

3.8 
-0.2 
-0.8 

0.5 

8.2 

0.9 

0.7 

5.3 
2.0 

1 . 3  
2.0 

30.7 41.9 

1 .5 2.6 
-7.5 -5.7 
-8.5 -14.6 
17.9 36.0 

27.4 23.6 

-0.2 

-0.1 

4.1 
23.5 

29.6 

2.2 

0.2 

5.5 
15.8 

13.7 
4.9 

1983 

37.2 

1 1 .7 
-4.2 
-1.7 
-4.0 

35.4 

3.7 

3.5 

9.4 
22.3 

14.3 
1 . 3  

9.0 

3.8 
-0.3 
- 1 . 1  
-0.3 

6.9 

1.4 

1 . 3  

3.6 
1.9 

0.2 
2.4 

1 1 .6 

1 .5 
-0.6 
-5.3 
-0.8 

16.9 

0.8 

1.7 

7.4 
8.7 

8.1 
8.9 

1984 

27.2 

1 1 .3 
-{).0 
-3.3 
-1.2 

26.3 

0.8 

1 . 1  

9.7 
15.8 

10.2 
1 .0 

6.6 

3.9 
-0.5 
-{).3 
-{).1 

3.7 

0.2 

0.5 

4.3 
-0.8 

1 . 3  
3.0 

-1.8 

I .  I 
-2.1 
-2.6 
-6.6 

8.4 

1 . 1  

1.3 

4.6 
2.8 

1.2 
1.5 

1985 

37.0 

20.3 
-9.2 

0.3 
-4.5 

30.1 

-1.4 

-1.4 

10.1 
21.5 

12.6 
0.9 

7.1  

4.3 
-0.2 
-0.2 
-0.4 

3.6 

0.1 

4.5 
-1.0 

0.3 
3.8 

1.0 

3 . 1  
-2.7 
-2.3 
-1.0 

3.8 

-0.3 

8.9 
-4.8 

2.1  
2.1  

1986 

27.7 

18.5 
-8.7 

0.2 
-0.5 

18.3 

-1.4 

-1.3 

12.0 
7.7 

-0.8 
0.4 

10.2 

5.1  
0.4 

-0.2 
-0.8 

5.7 

-0.3 

-0.4 

8.0 
-2.0 

-1.0 
4.7 

23.0 

3.8 
0.5 

-1.7 
8.8 

1 1 .6 

1.9 

0.8 

8.7 
1.0 

2.1  
8.8 

1987 

8.9 

19.5 
-5.6 
-0.6 

-14.6 

10.1  

-3.4 

-3.5 

10.8 
2.7 

2.3 
0.3 

1 1 .5 

5.3 
0.3 

-0.5 
0.3 

6.0 

-0.6 

-0.5 

7.2 
-{).6 

0.3 
5.7 

4.3 

5.5 
-3.7 

-7.9 

10.5 

1.0 

10.6 
-0.2 

0.6 
5.3 

1988 1989 1990 

1 1 .6 16.5 18.6 

19.6 21.7 22.8 
-3.7 -7.3 -9.9 
-1.4 

-19.5 -13.7 -11.6 

16.5 15.9 17.3 

-3.4 -0.8 -0.9 

-3.3 -0.9 -0.8 

8.9 9.3 8.7 
1 1 .0 7.4 9.4 

2.5 
0.3 

13.5 

6.0 
-0.3 

0.1  

7.7 

-0.2 

-0.2 

4.9 
3.0 

1.4 
6.8 

14.5 

4.7 
-5.2 
-0.8 
12.3 

3.4 

1.0 

6.8 
-4.3 

-5.4 
5.3 

5.5 
0.3 

13.3 

6.5 
-0.3 

-0.6 

7.6 

-0.1 

6.7 
1 .0 

1.4 
6.7 

10.2 

4.4 
-3.5 

-3.3 

12.5 

2.5 

2.5 

8.6 
1.4 

4.7 
5.6 

7.0 
0.4 

13.7 

6.6 
-0.2 

-1.7 

9.0 

1 . 3  

0.9 

8.3 
-0.6 

1.5 
6.4 

8.9 

4.7 
-3.9 

-3.8 

1 1 . 9  

2 . 1  

1.4 

7.5 
2.3 

4.4 
3.3 
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Financing: by Analytical Criteria 

Table A42 (concluded). Developing Countries-by Analytical Criteria: Summary of External Financing, 1981-901 
(In billions of U .S. dollars) 

Four newly industrializing 
Asian �onomies 

Deficit on goods. services. and 
private transfers 

Non-debt-creating flows, net 
Asset transactions, net 
Net errors and omissions 
Use of reserves 

Net external borrowing 

Reserve-related liabilities 
Of which. 

Net credit from lMF 
Long-tenn borrowing from 

official creditors 
Other net external borrowing 

Memorandum 

Borrowing from commercial banks 
Exceptional financing 

SmaU low-income �onomies 

Deficit on goods. services, and 
private transfers 

Non-debt-creating flows, net 
Asset transactions, net 
Net errors and omissions 
Use of reserves 

Net external borrowing 

Reserve-related liabilities 
Of which, 

Net credit from IMF 
Long-tenn borrowing from 

official creditors 
Other net external borrowing 

Memorandum 

Borrowing from commercial banks 
Exceptional fmancing 

Fifteen heavil y  indebted economies 

Deficit on goods, services, and 
private transfers 

Non-debt-creating flows, net 
Asset transactions, net 
Net errors and omissions 
Use of reserves 

Net external borrowing 

Reserve-related liabilities 
Of which. 

Net credit from IMF 
Long-tenn borrowing from 

official creditors 
Other net external borrowing 

Memorandum 

Borrowing from commercial banks 
Exceptional financing 

1 For defmitions, see footnotes to Table A40. 

1981 

7.2 

2.1  
-1.5 
-0.6 
-6.3 

13.5 

0.6 

0.6 

0.3 
12.6 

5.0 

14.8 

4.8 
-0.3 
-0.1 

0.5 

10.0 

2.0 

1.8 

7.3 
0.7 

1.4 
1.4 

5 1 . 1  

7.2 
-8.9 

-15.4 
8.2 

60.0 

1.3 

1 . 1  

3.8 
54.9 

64.4 
1.3 

1982 

2.7 

1.2 

-1.7 
-2.4 

5.6 

0.1 

0.1 

1.9 
3.6 

1 . 8  

14.1 

4.8 
-0.2 
-0.1 

0.4 

9.2 

1.4 

1 .0 

7.1 
0.7 

1 .2 
2. 1 

5 1 . 3  

7.5 
-9.5 

-16.9 
23.5 

46.8 

5.9 

2.2 

7.5 
33.4 

36.4 
12.5 

1983 

-1.7 

1 . 1  
-1.4 
-2.1  
-4.2 

4.9 

0.2 

0.2 

0.3 
4.4 

1 . 5  

10.5 

4.5 
-0.1 
-0.6 
-1.2 

7.9 

1.2 

1.2 

5.2 
1 .5 

0.6 
2.3 

16.0 

4.2 
-2.2 
-9.4 
-0.9 

24.2 

3.6 

6.3 

11.3 
9 3  

1 1 .5 
28.8 

1984 

-6.6 

0.8 
-4.5 
-1.4 
-5.8 

4.2 

0.3 

0.3 

3.9 

3.8 

1 1 . 7  

4.8 
-0.3 

0.5 
0.8 

5.9 

0.1 

0.2 

6.1 
-0.4 

0.4 
3.1 

1.9 

4.1 
-2.3 
-1.8 

-13.0 

14.9 

2.9 

3.3 

9.2 
2.8 

5 . 1  
30.0 

1985 

-10.2 

3.2 
-6.3 
-0.4 
-9.6 

2.9 

-0.2 

-0.2 

-0.2 
3.4 

2 . 1  

12.4 

5.6 
-0.3 
-0.1 

0.4 

6.7 

0.2 

-0.2 

5.6 
0.9 

0.5 
3.8 

1.0 

5.9 
-2.4 
-4.1 
-2.6 

4.2 

l . 5  

1.6 

1 1 .7 
-9.1 

-4.0 
22.0 

1986 

-23.2 

1 .8 
-7.4 
-0.3 

-24.4 

7.2 

-0.1 

-0.1 

-0.4 
7.7 

4.7 

13.3 

6.4 
-0.3 
-0.1 
-0.2 

7.5 

-0.8 

-0.9 

8.5 
-0.2 

-0.8 
4.4 

16.6 

4.0 
-3.0 

0.6 
5.3 

9.7 

1 . 2  

-0.2 

13.2 
-4.7 

-1.8 
35.1 

1987 

-30.4 

5.4 
-4.9 

0.9 
-35.3 

3.5 

-1.2 

-1.2 

-2.7 
7.4 

7.6 

14.7 

7.0 
-0.1 

7.8 

-0.6 

-0.6 

7.5 
1 . 0  

4.3 

10.1 

6.3 
-3.6 

0.2 
-3.4 

10.6 

-0.9 

-1.3 

17.8 
-6.4 

2.4 
34.9 

1988 

-25.9 

0.9 
-4.0 

0.2 
-17.5 

-5.5 

-0.5 

-0.5 

-0.9 
-4.2 

0.6 

17.4 

7.5 
-0.3 

0.2 
0.4 

9.7 

-0.4 

-0.4 

7.3 
2.8 

0.8 
4.6 

9.7 

9.6 
-4.3 
-2.4 

6.7 

0.1  

-1.6 

-1.4 

6.8 
-5.2 

- 1 1 . 9  
32.2 

1989 

-27.4 

1.0 
-5.5 

-15.5 

-7.4 

- 1 . 1  
-6.2 

- 1 . 1  

17.9 

8.0 

-0.6 

10.5 

-0.3 

0.5 

8.7 
2.1  

0.2 
4.7 

10.3 

8.7 
-4.0 

-8.7 

14.3 

1 .7 

1.6 

12.1 
0.5 

2.2 
26.8 

1990 

-25.8 

1 . 1  
-9.0 

-12.4 

-5.4 

-1.0 
-4.4 

0.4 

18.3 

8.1 
0.2 

-2.4 

12.4 

1.7 

1.7 

9.9 
0.8 

4.4 

15.0 

8.0 
-3.4 

-7.0 

17.5 

2.0 

1.7 

8.9 
6.6 

7.5 
22.6 

1 8 1  
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Financing: Reserves 

Table A43. Developing Countries: Reserves and Ratios of Reserves to Imports of Goods and Services, 1981-901 
(Values in billions of U .S. dollars; ratios in percent) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Official reserve holdings 

Developing countries 190.0 161.1 162.3 173.2 192.0 201.3 260.8 264.6 295.7 325.9 

By region 

Africa 1 3 . 1  8.7 7.9 7.2 9.7 9.2 10.9 10.8 14.8 19.2 

Asia 44.2 49.1 58.6 67.4 74.4 99.5 141.6 154.7 175.1 191.6 

Europe 9.5 8.5 9.4 10.6 1 1 .6 13.7 17.0 22.0 23.8 27.1 

Middle East 83.6 66.7 57.1 47.2 54.5 45.3 53.0 44.8 45.1 45.7 

Western Hemisphere 39.6 28.2 29.3 40.8 41.7 33.6 38.3 32.2 36.8 42.3 

By predominant export 

Fuel 103.3 74.8 69.4 66.5 73.5 57.3 71.2 53.4 57.3 62.8 

Non-fuel exports 86.7 86.3 92.9 106.7 118.5 144.0 189.6 2 1 1 . 1  238.4 263.1 

Manufactures 48.8 53.3 62.4 79.1 85.5 107.2 1 5 1 . 6  1 7 1 . 6  193.0 211.8 

Primary products 18.7 15.2 12.5 13.3 16.8 17.7 17.1 18.7 20.1 24.7 

Agricultural products 12.9 10.8 7.8 7.9 10.4 11.4 10.6 1 1 .6 12.0 15.8 

Minerals 5.8 4.4 4.7 5.4 6.4 6.3 6.5 7.1  8 . 1  8.9 

Services and private 
transfers 9.3 9.8 9.9 7.2 7.7 8.1 8.7 9.0 9.3 8.8 

Diversified export base 10.0 8.0 8 . 1  7.1  8.6 1 1 . 1  12.3 1 1 .9 16.1 17.8 

By rmancial criteria 

Net creditor countries 59.3 6 1 . 1  58.1 53.4 66.2 8 1 . 8  1 17.2 1 1 1.5 117.4 124.1 

Net debtor countries 130.7 100.0 104.2 119.8 125.7 119.5 143.6 153.1 178.3 201.9 

Market borrowers 57.5 44.0 46.9 59.2 66.7 60.4 72.0 76.8 95.4 1 10.2 

Diversified borrowers 64.0 47.2 46.9 50.9 48.8 47.6 57.0 60.5 65.3 70.0 

Official borrowers 9.2 8.9 10.3 9.8 10.3 1 1 . 6  14.7 15.7 17.6 21.7 

Countries with recent debt-
servicing difficulties 66.7 33.0 34.7 49.0 50.0 41.6 48.8 44.4 55.8 67.4 

Countries without debt-
servicing difficulties 64.0 67.0 69.5 70.9 75.7 77.9 94.9 108.7 122.5 134.4 

Miscellaneous groups 

Sub-Saharan Africa 3.4 2.8 3.0 3.1  4 . 1  5.1  5.9 6.3 7.4 9.8 

Twelve major oil exporters 94.8 70.1 62.3 56.9 66.3 50.2 57.9 46.5 49.4 54.0 

Net debtor fuel exporters 51.4 22.4 23.3 28.9 30.0 22.0 31.2 20.0 23.3 27.6 

Four newly industrializing 
Asian economies 17.6 20.0 23.6 29.0 38.5 62.8 96.0 107.5 123.0 135.4 

Small low-income economies 4.4 4.0 5.4 4.6 4.9 5.4 5.4 5.7 6.7 9.4 

Fifteen heavily indebted 
countries 41.7 26.3 27.5 39.6 40.9 34.4 38.6 34.1 42.8 49.8 
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Financing: Reserves 

Table A43 (concluded). 
Services, 1981-901 

Developing Countries: Reserves and Ratios of Reserves to Imports of Goods and 

(Values in billions of U.S. dollars; ratios in percent) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Ratios of reserves to imports of 
goods and services2 

Developing countries 22.3 19.9 21.5 22.8 26.3 27.7 32.3 28.5 28.9 29.1 

By region 

Africa 11.0 8.2 8.4 7.9 1 1 .6 10.6 12.0 1 1 .2 14.5 17.8 
Asia 18.4 20.8 24.1 25.9 27.9 36.1 42.4 36.8 36.5 35.5 
Europe 9.5 9.2 10.8 1 1 .9 12.7 14.0 15.5 18.5 18.3 19.0 
Middle East 39.5 31 . 5  28.7 25.8 35.1 33.5 38.7 3 1 . 5  29.0 28.3 
Western Hemisphere 21.7 17.0 22.4 30.1 3 1 . 6  25.9 28.1 2 1 . 3  23.4 24.8 

By predominant export 

Fuel 33.3 25.2 27.0 27.7 34.7 30.9 39.0 27.3 27.4 28.6 
Non-fuel expons 16.0 16.8 18.7 20.6 22.9 26.7 30. 3 28.8 29.2 29.2 

Manufactures 1 5 . 1  17.3 20.7 24.6 25.5 30.2 36.0 33.7 33.6 32.9 
Primary products 21.4 19.7 17.7 18.5 24.3 23.8 20.7 21.0 2 1 . 1  24.3 

Agricultural products 21.6 20.2 15.6 15.4 20.8 2 1 . 3  17.9 18.3 1 7.6 21.7 
Minerals 20.8 18.7 22.8 26.3 33.4 30.2 27.7 27.6 30.1 31.2 

Services and private 
transfers 17.8 18.7 19.4 13.8 15. 1 16.0 16.9 16.0 15.3 13.9 

Diversified expon base 12.3 10.6 1 1.0 9.7 13.6 18.1 17.4 1 5 . 1  18.8 19.4 

By financial criteria 

Net creditor countries 35.8 38.2 36.1 35.9 54.7 75.0 95.9 78 . 1  74.8 73.6 
Net debtor countries 19.0 15.4 17.6 19.6 20.7 19.4 20.9 19.5 20.5 21.2 

Market borrowers 16.6 13.6 16.2 19.6 23.1 20.3 20.9 18.9 21.2 22.0 
Diversified borrowers 25.6 19.7 21 .4 23.1 20.9 20.8 23.2 22.3 21.6 21.2 
Official borrowers 10.1  10.2 12.2 1 1 . 1  1 1 .9 12.8 15.5 14.7 15.2 17.8 

Countries with recent debt-
servicing difficulties 18.2 9.9 12.6 17.6 18.7 15.6 17.6 14.5 17.2 19.2 

Countries without debt-
servicing difficulties 20.0 21.2 21.9 21.3 22.2 22.3 23.2 22.6 22.6 22.4 

Miscellaneous groups 

Sub-Sabaran Africa 8.6 7.6 8.8 9.3 12.4 13.7 14.6 14.5 16.2 20.2 
Twelve major oil exponers 37.6 28.2 28.2 28.5 38.8 34.0 40.0 3 1 . 1  30.5 31.9 
Net debtor fuel exponers 30.3 14.0 19.4 24.3 25.7 20.8 30.3 17.4 19.2 21.4 
Four newly industrializing 

Asian economies 15.1 17.6 20.4 22.7 3 1 . 0  45.7 53.0 45.2 45.0 43.8 
Small low-income economies 10.7 10.0 14.5 1 1 .8 12.5 12.8 12.0 1 1 .2 12.4 16.4 
Fifteen heavily indebted 

countries 19.1 13.5 17.7 25.4 27. 1 23.0 24.6 19.6 23.2 24.8 

1 For this table, official holdings of gold are valued at SDR 35 an ounce. This convention results in a significant underestimate of 
the reserves of those groups of countries that have substantial holdings of gold. 

2 Ratio of year-end reserves to imports of goods and services in the year indicated. 
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Financing: Fund Credit 

Table A44. Developing Countries: Net Credit from IMF, 1981-90• 

(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 6.5 6.9 l l.4 4.9 -2.7 �.1 -5.5 0.9 2.5 

By region 

Africa 1.8 2.0 1.3 0.6 0.1 -1.0 - 1 . 1  -0.3 0.4 1.0 
Asia 3.6 2.3 2.5 0.3 -1.0 -0.9 -2.4 -2.4 -0.9 -1.2 
Europe 1.0 1 .2 1.5 0.7 -0.6 -0.9 - 1 . 8  - 1 . 8  -0.1 0.7 
Middle East -0.2  -0.1 -0.1  0.1  -0.1 0.1 
Western Hemisphere 0.3 1 . 5  6.1 3.4 1.5 0.1  -0.8 -0.9 1.6 1.9 

By predominant export 

Fuel -0.1 0.2 1.7 1.3 0.8 1.0 2.5 1.4 
Non-fuel exports 6.6 6.7 9.6 3.7 -3.6 -7 . 1  -5.5 -1.5 1 . 1  

Manufactures 3.4 3.5 5.1 3.2 -1.0 -1.5 -5.4 -4.3 -1.0 -0.7 
Primary products 1 . 8  1 . 2  3.4 0.6 1 . 1  -0.5 -0.3 -0.4 -0.8 1 . 5  

Agricultural products 1 .4 0.8 2.4 0.1 1.0 -0.6 -0.2 -0.2 -0.7 1 .4 
Minerals 0.4 0.4 1.0 0.4 0.1 0.1 -0.1 -0.2 -0 . 1  0 . 1  

Services and private 
transfers 0.6 0.6 0.6 -0.2 -0.6 -0.6 -0.6 0.4 0.5 

Diversified export base 0.8 1 . 5  0.5 -1.0 -0.8 -0.3 -0.1 -0.1 

By financial criteria 

Net creditor countries 
Net debtor countries 6.5 6.9 1 1.4 4.9 -2.7 -6.1 -5.5 0.9 2.5 

Market borrowers 0.8 2.0 6.5 4.0 1.3 -0.3 -2.8 -1.8 2.0 1.9 
Diversified borrowers 3.4 3.1 3.3 0.6 - 1 . 0  - 1 . 0  -2.3 -2.9 -1.6 -1.6 
Official borrowers 2.2 1 . 8  1.6 0.3 -0.3 -1.4 - 1 . 0  -0.8 0.5 2.2 

Countries with recent debt· 
servicing difficulties 2.8 4.0 7.9 3.9 1.4 - 1 . 5  -2.6 -2.2 1 . 8  3.4 

Countries without debt-
servicing difficulties 3.7 2.9 3.5 1 . 1  -1.4 -1.3 -3.5 -3.3 -0.9 -0.8 

Miscellaneous groups 

Sub-Saharao Africa 1.6 0.7 1.3 0.5 -0.4 -0.5 -0.2 0.9 
Twelve major oil exporters 0.5 -0.4 0.6 -0.1 1.5 1.4 
Net debtor fuel exporters -0.1 0.2 1.7 1.3 0.8 1 . 0  2.5 1.4 
Four newly industrializing 

Asian economies 0.6 0.1 0.2 0.3 -0.2 -0. 1 - 1 . 2  -0.5 
Small low-income economies 1 . 8  1.0 1.2 0.2 -0.2 -0.9 -0.6 -0.4 0.5 1 .7 
Fifteen heavily indebted 

countries I .  I 2.2 6.3 3.3 1.6 -0.2  -1.3 -1.4 1.6 1.7 
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Financing: Fund Credit 

Table A44 (concluded). Developing Countries: Net Credit from IMF, 1981-901 
(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Memorandum 

Developing countries 

Net credit provided under: 
General Resources Account 6.1 6.9 1 1 .4 5 . 1  0.3 -2.2 -5.9 -5.4 -0.2 -0.4 

Trust Fund 0.4 -0.2 -0.3 --0.6 --0.7 --0.7 -0.6 --0.4 

SAF 0.1 0.5 0.4 1.0 1.1  

ESAF 0.1 0.7 2.2 

Disbursements outstanding 
at year-end under: 
General Resources Account 15.1 2 1 . 2  3 1 . 3  34.2 38.6 40.7 40.8 34.4 34.5 34.6 

Trust Fund 3.5 3.3 3.1 2.7 2.7 2.4 2.0 1 . 2  0.7 0.3 

SAF 0.1 0.7 1 . 1  2.2 3.3 

ESAF 0 . 1  0.8 3.1  

1 Includes net disbursements from programs under the General Resources Account. Trust Fund, Structural Adjustment Facility (SAF) and 
Enhanced Structural Adjustment Facility (ESAF). Projected net disbursements incorporate the impact of prospective programs. The data 
are on a transactions flow basis, with conversions to U.S. dollar values at annual average exchange rates. 
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Debt: Summary 

Table A45. Developing Countries: External Debt and Debt Service, 1981-901 
(In percent of exports of goods and services, except where otherwise noted) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

External debt2 

Developing countries 95.8 120.0 134.8 134.3 150.8 170.8 158.7 141.9 132.1 126.6 
(in billions of U.S. dollars) 751.9 851.5 904.1 946.6 1 .023.0 1 . 1 14.1  1,230.9 1.239.7 1 ,279.0 1 ,336.6 

By region 

Africa 1 19.3 154.5 170.6 170.5 191.3 244.9 249.2 248.9 241.9 243.9 
Asia 73.8 87.1 92.5 88.3 101.8 103.0 89.1 76.1 69.6 65.7 
Europe 136.9 145.0 149.1 145.4 160.5 168.4 169.0 146.2 133.9 127.0 
Middle East 34.6 47.6 63.6 72.0 84.9 116.3 109.8 116.8 112.3 110.7 
Western Hemisphere 209.8 271.8 292.5 274.6 296.9 353.0 346.3 305.0 297.3 289.8 

By financial criteria 

Net creditor countries 19.9 27.3 32.2 31.6 34.8 42.9 41.7 39.9 35.0 32.4 
Net debtor countries 130.4 157.5 171.0 166.0 183.0 202.4 187.4 164.2 153.7 147.0 

Market borrowers 134.1 165.4 170.2 160.8 172.3 180.8 156.3 127.9 116.3 108.3 
Diversified borrowers 94.5 112.1  135.6 135.0 153.8 185.6 182.0 172.7 163.6 159.5 
Official borrowers 241.9 278. 1 286.9 296.4 341.2 360.6 377.7 344.6 338.0 332.3 

Countries with recent debt· 
servicing difficulties 175.3 223.8 244. 1  237.4 257.3 305.6 300.2 273.3 264. 1 258.5 

Countries without debt-
servicing difficulties 85.0 97.4 107.0 104.7 121.2 128.7 1 15.7 99.9 92.1 87.2 

Debt service payments" 

Developing countries 16.2 l9.7 18.6 20.0 21.3 23.0 20.3 19.6 18.9 17.5 
(in billions of U.S. dollars) 127.0 140.1 125.0 140.8 144.7 150.1 157.6 1 7 1 . 3  182.7 185.2 

By region 

Africa 17.0 21.2 22.9 26.6 29.1 29.1 25.4 28.8 29.0 26.8 
Asia 9.9 12.3 1 1 .9 12.3 14.4 14.5 14.8 1 1 .4 10.6 9.4 
Europe 2 1 . 8  22.9 20.7 21.7 23.7 26.5 25.9 25.3 23.8 21.4 
Middle .East 5.0 6.5 8.3 10.0 10.3 14.0 12.6 12.8 12.6 12.3 
Western Hemisphere 43.9 54.0 43.3 42.7 42.1 47.2 37.0 41.6 43.2 43.0 

By financial criteria 

Net creditor countries 2.8 3.5 4.2 4.7 4.4 5.9 5.4 4.6 3.8 3.4 
Net debtor countries 22.3 26.3 23.7 24.7 26.0 27.2 24.0 22.9 22.2 20.6 

Market borrowers 27.0 32.0 26.8 27.9 28.3 28.9 24.4 22.7 2 1 . 4  19.2 
Diversified borrowers 14.6 17.9 18.4 19.3 22.3 24.1 23.1 23.0 22.5 21.3 
Official borrowers 26.2 27.8 25.9 26.1 27.3 28.8 24.5 23.6 26.2 26.9 

Countries with recent debt-
servicing difficulties 3 1 . 3  38.0 32.6 33.8 33.9 36.7 29.6 31.9 32.4 31.7 

Countries without debt-
servicing difficulties 1 3 . 1  15.7 16.0 16.8 19.5 20.5 20.4 17.6 16.5 14.7 

1 Excludes debt owed. and debt service paid. to the Fund. 
2 Total debt at year-end as percentage of exports of goods and services in the year indicated. 
3 Debt service payments refer to actual payments of interest on total debt plus actual amortization payments on long-term debt. 

The projections incorporate the impact of exceptional financing items. 
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Table A46. Developing Countries-by Region: External Debt, by Class of Creditor, End of Year, 
1981-901 

(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Developing countries 

Total debt 751.9 851.5 904.1 946.6 1,023.0 I ,  1 14 . 1  1.230.9 1 ,239.7 1,279.0 1,336.6 

Short-term 160.8 187.1 177.0 179.9 161.5 169.8 192.2 197.2 203.5 212.3 

Long-term 591 . 1  664.4 727.1 766.7 861.5 944.3 1.038.7 1 .042.5 1.075.5 1, 124.3 

Unguaranteed2 137.9 145.6 142.4 142.9 143.0 137.9 129.4 120.4 1 14.4 112.7 

Guaranteed1 453.2 518.8 584.7 623.8 718.5 806.3 909.3 922.1 961.1 1,011.6 

To official creditors 218.6 249.0 273.3 296.1 346.0 399.7 468.2 490.1  522.7 557.3 

To financial institutions' 189.4 216.7 256.2 274.3 314.1 339.7 362.7 352.8 357.5 370.3 

To other private creditors 45.2 53.1 55.2 53.4 58.4 67.0 78.4 79.2 80.9 84.0 

By region 

Africa 

Total debt 1 10.3 122.6 130.8 133.5 147.3 170.7 193.8 194.6 204.5 218.3 

Short-term 19.3 2 1 . 1  2 1 . 3  22.0 19.6 2 1 . 5  22.2 22.7 24.3 25.9 

Long-term 91.0 101.5 109.5 1 1 1.5 127.7 149.2 171.6 171.9 180.2 192.4 

To official creditors 43.2 5 1 . 1  56.7 60.8 73.0 88.6 105.4 109.8 1 1 8 . 1  129.5 

To financial institutions3 30.4 31.6 32.1 30.9 33.0 34.6 36.3 33.3 34.2 34.9 

To other private creditors• 17.3 18.8 20.7 19.8 21.7 26.0 29.9 28.8 27.9 27.9 

Asia 

Tolal debt 156.8 182.5 201.9 217.0 248 . 1  277.2 307.8 319.2 333.2 351.2 

Short-term 35.1 39.5 40.6 42.7 46.7 48.1 59.2 60.9 62.4 64.5 

Long-term 121.8 143.0 161.4 174.3 201.4 229 . 1  248.6 258.3 270.8 286.6 

To official creditors 65.1 73.5 80.3 85.2 99.3 1 1 3.7 130.2 141.2 150 4 160.9 

To financial institutions3 23.6 32.7 37.0 39.9 44.3 52.4 57.1 57.0 60.5 63.5 

To other private creditors• 33.1 36.8 44.1 49.2 57.9 63.0 61.2 60.1 59.9 62.3 

Europe 

Total debt 103.4 108.2 108.9 1 1 3 . 4  127.8 144.3 166.3 160.5 158.5 161.9 

Short-term 17.2 16.9 17.7 19.1 17.5 19.0 19.6 19.5 19.0 19.4 

Long-term 86.2 91.3 9 1 . 2  94.2 110.2 125.3 146.8 141.1  139.4 142.5 

To official creditors 38.4 42.2 41.9 44.1 52.9 58.8 70.7 68.4 67.5 68.5 

To financial institutions3 28.9 29.2 29.7 31.8 38.9 45.2 52.6 51.0 51.5 53.9 

To other private creditors• 18.9 20.0 19.6 18.4 18.4 21.3 23.5 21.7 20.5 20.0 

Middle East 

Total debt 92.5 106.9 1 17.8 124.1 130.5 138.2 147.5 153.2 162.6 170.3 

Short-term 38.6 46.2 50.3 50.6 50.8 53.2 56.3 58.4 60.8 62.7 

Long-term 53.9 60.7 67.4 73.5 79.7 85.1 91.2 94.8 101.8 107.7 

To official creditors 36.1 41.7 45.8 49.3 54.4 60.0 65.0 67.7 74.7 80.3 

To financial institutions3 5.2 6.0 8.3 8.8 9.3 9.1  9.4 9.5 9.8 10.1 

To other private creditors• 12.5 13.0 13.3 15.3 15.9 16.0 16.8 17.5 17.3 17.3 

Western Hemisphere 

Total debt 288.8 331.3 344.7 358.6 369.3 383.7 415.5 412.2 420.2 434.8 

Short-term 50.6 63.4 47.1 45.4 26.8 28.0 35.0 35.7 37.0 39.8 

Long-term 238.3 267.9 297.6 3 1 3 . 1  342.5 355.7 380.5 376.5 383.3 395.0 

To official creditors 35.8 40.6 48.5 56.7 66.4 78.6 96.9 103.0 1 1 2.0 1 1 8.1 

To financial institutions3 101.2 1 1 7.3 149.1 163.0 188.7 198.5 207.3 202.0 201.6 207.8 

To other private creditors4 101.2 1 10.1 99.9 93.5 87.4 78.6 76.3 71.5 69.7 69.1 

1 Excludes debt owed to the Fund. 
2 Refers to guarantee granted by an official agency of the debtor country. 
3 Covers only public and publicly guaranteed debt to banks. 
• Includes all unguaranteed debt on the presumption that this is owed mainly to private creditors, some of which may be 

banks bUI cannot be separately identified. 
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Table A47. Developing Countries-by Analytical Criteria: 
End of Year, 1981-901 

External Debt, by Class of Creditor, 

(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

By predominant export 

Fuel 

Total debt 2 1 5 . 1  245.6 256.1 257.0 269.7 293.8 323.9 330.3 344.8 360.6 
Short-term 55.8 66.8 55.7 53.5 46.7 53.0 57.9 62.3 63.3 65.4 
Long-term 159.4 178.7 200.5 203.5 223.0 240.8 265.9 267.9 281.5 295.2 

To official creditors 34.4 40.3 45.3 48.9 60.2 72.6 89.2 96.3 104.9 I 13.5 
To financial institutions2 69.4 76.1 96.8 97.9 106.0 107.8 1 16.4 1 12.9 1 16.7 1 21 . 1  
To other private creditors3 55.6 62.3 58.3 56.6 56.9 60.4 60.3 58.8 59.9 60.5 

Non-fuel exports 

Total debt 536.7 605.9 647.9 689.6 753.3 820.3 907.0 909.4 934.2 976.0 
Short-term 105.0 120.2 121.3 126.3 I 14.8 I 16.8 134.2 134.9 140.2 146.9 
Long-term 431.7 485.6 526.6 563.2 638.5 703.5 772.8 774.5 794.0 829.1 

To official creditors 184.2 208.7 227.9 247.2 285.9 327.1 379.0 393.8 417.8 443.8 
To financial institutions2 120.1 140.6 159.4 176.4 208.1 231.9 246.3 239.9 240.8 249.1 
To other private creditors3 127.5 136.3 139.3 139.7 144.5 144.5 147.4 140.8 135.4 136.2 

Manufactures 

Total debt 281.5 307.8 328.4 351.2 387.4 424.8 475.7 470.4 472.3 487.5 
Short-term 53.8 56.4 58.6 61.6 62.5 69.3 86.9 85.3 87.0 90.3 
Long-term 227.6 251.4 269.9 289.5 324.9 355.5 388.8 385.0 385.4 397.2 

To official creditors 84.8 94.9 99.2 105.9 123.8 138.7 158.6 162.0 164.9 169.3 
To financial institutions2 72.7 82.3 89.3 100.6 1 12.3 127.0 141.2 138.4 138.9 145.7 
To other private creditors3 70.1 74.2 81.4 83.0 88.8 89.7 89.0 84.7 81.5 82.3 

Primary products 

Total debt 132.6 152.6 160.9 170.5 186.9 201.6 225.3 233.0 244.3 259.8 
Short-term 22.8 29.6 27.5 27.5 18.9 18.5 20.6 22.5 24.7 27.1 
Long-term 109.8 123.1 133.4 142.9 168.0 183.1 204.7 210.4 219.7 232.8 

To official creditors 46.0 52.7 60.2 67.2 78.6 92.5 1 1 1 . 6  1 19 . 1  129.6 141.5 
To fmancial institutions2 28.5 33.7 41.0 44.5 6 1 . 2  65.6 65.8 65.3 64.4 65.5 
To other private creditors3 35.2 36.7 32.2 31.2 28.2 25.0 27.3 26.1 25.7 25.7 

Agricultural products 

Total debt 91.0 107.7 I 15.3 122.7 135.4 145.8 164.6 1 7 1 . 8  180.5 192.5 
Short-term 16.3 22.6 22.4 22.9 13.5 I 1 . 9  12.5 12.6 13.2 14.1 
Long-term 74.7 85.1 92.8 99.9 122.0 133.9 152.1 159.2 167.3 178.3 

To official creditors 31.3 37.1 43.2 49.0 58. I 68.3 83.4 89.9 98.7 108.6 
To financial institutions2 21.0 25.1 3 1 . 1  30.7 45.9 49.3 49.6 5 1 . 3  50.8 52.1 
To other private creditors3 22.3 22.9 18.4 20.1 17.9 16.2 19.1 18.0 17.7 17.6 

Minerals 

Total debt 41.6 44.9 45.6 47.7 5 1 . 5  55.8 60.7 6 1 . 1  63.9 67.3 
Short-term 6.5 7.0 5.1 4.7 5.4 6.6 8.1  9.9 1 1 .5 12.9 
Long-term 35.0 37.9 40.5 43.1 46.1 49.2 52.5 5 1 . 2  52.4 54.4 

To official creditors 14.7 15.6 16.9 18.2 20.4 24.1 28.1 29.2 30.8 32.9 
To financial institutions2 7.5 8.6 9.9 13.9 15.3 16.2 16.2 13.9 13.5 13.4 
To other private creditors3 12.9 13.8 13.7 1 1 . 0  10.3 8.8 8.2 8.1 8.0 8.1 

Services and private transfers 

Total debt 5 1 . 6  59.5 65.1 71.2 77.3 83.7 90.8 95.6 103.0 109.9 
Short-term 5.6 7.2 6.9 8.5 8.7 8.1  7.9 8.2 8.7 9.0 
Long-term 46.0 52.3 58.2 62.7 68.6 75.6 82.9 87.4 94.3 100.9 

To official creditors 33.8 38.8 43.1 46.4 5 1 . 5  58.5 64.5 68. I 75.3 81.8 
To financial institutions2 4 . 1  5.2 6.5 6.9 7.2 7.3 7.7 7.7 7.6 8.0 
To other private creditors3 8 . 1  8.3 8.7 9.4 9.9 9.8 10.7 1 1 .6 1 1 . 3  11.0 
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Table A47 (continued). 
End of Year, 1981-901 

Developing Countries-by Analytical Criteria: External Debt, by Class of Creditor, 

(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Diversified export base 

Total debt 7 1 . 1  86.0 93.5 96.7 101.6 1 10.2 115.2 110.5 1 14.5 1 18.8 
Short-tenn 22.7 27.1 28.3 28.6 24.7 20.9 18.8 18.8 19.9 20.6 
Long-tenn 48.4 58.9 65.1 68.1 77.0 89.4 96.4 91.7 94.6 98.2 

To official creditors 19.6 22.3 25.5 27.6 32.0 37.4 44.3 44.6 48.0 5 1 . 2  
To financial institutions2 14.7 19.4 22.6 24.3 27.5 32.0 3 1 . 7  28.6 29.9 29.9 
To other private creditors3 14.1 17.1 17.0 16.1  17.5 19.9 20.4 18.4 16.8 17.1  

By financial criteria 

Net creditor countries 

Total debt 49.0 55.8 56.5 52.5 5 1 . 3  55.5 63.8 62.6 61.5 61.0 
Short-tenn 33.8 38.3 39.0 35.7 34.6 4 1 . 1  50.4 49.6 48.2 47.4 
Long-tenn 15.2 17.5 17.5 16.8 16.7 14.3 13.4 1 3 . 1  13.3 13.6 

To official creditors 9.5 10.6 8.7 8.6 8.1 8.2 7.7 8.1 8.5 8.9 
To financial institutions2 5 . 1  6.1 8.1 7.4 7.7 5.5 5.2 4.6 4.4 4.4 
To other private creditors3 0.6 0.8 0.6 0.8 0.9 0.6 0.5 0.4 0.4 0.4 

Net debtor countries 

Total debt 702.9 795.6 847.6 894. 1 971.7 1,058.6 1 , 167.1 1 . 177.0 1.217.5 1,275.5 
Short-tenn 127.0 148.7 137.9 144.2 126.9 128.7 141.8 147.6 155.3 164.9 
Long-tenn 575.9 646.9 709.6 749.9 844.8 929.9 1 ,025.3 1 ,029.4 1.062.2 1 . 1 10.6 

To official creditors 209.0 238.5 264.5 287.5 337.9 391.5 460.5 482.0 514.2 548.4 
To financial institutions2 184.4 210.6 248.2 267.0 306.5 334.1 357.5 348.2 353.1 365.9 
To other private creditors3 182.5 197.9 197.0 195.5 200.4 204.3 207.2 199.2 194.9 196.3 

Market borrowers 

Total debt 379.0 435.8 454.8 470.4 490.4 509.9 539.1 5 2 1 . 1  522.2 532.9 
Short-tenn 85.2 103.8 88.5 85.0 60.9 58.2 62.8 61.8 63.4 65.4 
Long-tenn 293.9 332.0 366.3 385.4 429.5 451.7 476.4 459.3 458.8 467.5 

To official creditors 35.6 40.7 47.5 53.5 63.0 73.4 89.7 92.3 98.7 103.1 
To financial institutions2 125.7 146.4 181.7 198.0 231.5 248.2 261.4 250.5 250.6 256.4 
To other private creditors3 132.5 144.9 137.1 133.9 135.0 130.1 125.2 116.5 109.6 108.1 

Diversified borrowers 

Total debt !89.9 210.6 235.5 255.8 294.8 339.5 391.9 4 1 1 . 6  435.8 465.2 
Short-tcnn 30.0 3 1 . 0  34.6 41.3 5 1 . 0  54.5 64.4 70.6 76.3 82.8 
Long-tenn 159.9 179.6 201.0 214.4 243.8 285.0 327.5 341.0 359.5 382.4 

To official creditors 84.5 96.7 107.6 1 15.8 137.8 161.3 188 9 199.4 210.2 223.2 
To fmancial institutions2 38.0 42.7 46.5 49.3 54.1 63.7 72.0 75.1 80.1 86.6 
To other private creditors3 37.4 40.2 46.8 49.3 5 1 . 8  60.0 66.6 66.6 69.3 72.6 

Official borrowers 

Total debt 134.0 149.3 157.3 167.9 186.5 209.2 236.1 244.3 259.5 277.4 
Short-tenn 1 1 . 8  13.9 14.9 17.8 15.0 16.0 14.7 15.2 15.7 16.7 
Long-term 122. 1 135.4 142.4 150.1 171.5 193.2 221.4 229.1 243.8 260.7 

To official creditors 88.9 101.0 109.3 1 18 . 1  137.1 156.8 181.9 190.3 205.3 222.1 
To financial institutions2 20.7 2 1 . 5  20.0 19.7 20.8 22.3 24.0 22.6 22.5 22.9 
To other private creditors3 12.5 12.8 13.0 12.3 13.6 14.2 15.4 16.2 16.0 15.6 
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Table A47 (continued). 
End of Year, 1981-901 

Developing Countries-by Analytical Criteria: External Debt, by Class of Creditor, 

(In billions of U .S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Countries with recent debt-servicing 
difficulties 

Total debt 475.6 537.9 564.7 590.6 620.1 665.7 726.3 726.4 749.5 783.2 
Short-term 84.4 100.7 84.8 88.7 64.6 68.4 72.4 74.2 76.8 8 1 . 2  
Long-term 391.2 437.2 480.0 501.9 555.5 597.3 653.9 652.2 672.6 702.1 

To official creditors 1 1 8.0 135.9 154.7 172.2 204.5 237.3 282.5 295.4 319.1 343 . 1  
To financial institutions2 137.1 154.1 186.5 200.4 228.2 242.0 253.1 245.4 246.7 254.6 
To other private creditors3 136.1 147.3 138.7 129.2 122.8 1 1 8.0 1 18.3 1 1 1 .4 106.7 104.4 

Countries without debt-servicing 
difficulties 

Total debt 227.2 257.7 282.8 303.5 351.6 392.9 440.8 450.7 468.0 492.3 
Short-term 42.6 48.0 53.2 55.4 62.3 60.3 69.4 73.4 78.5 83.8 
Long-term 184.7 209.7 229.7 248 . 1  289.3 332.6 371.4 377.2 389.5 408.6 

To official creditors 9 1 . 1  102.6 109.8 1 15.3 133.4 154.2 178.0 186.5 195.1 205.3 
To financial institutions2 47.3 56.5 61.6 66.5 78.3 92.2 104.4 102.9 106.4 1 1 1 . 3  
To other private creditors3 46.3 50.6 58.2 66.2 77.6 86.3 88.9 87.8 88.1 91.9 

Miscellaneous groups 

Sub-Saharan Africa 

Total debt 48.5 53.7 56.0 58.6 68.8 79.5 92.7 96.9 103.8 1 13.9 
Short-term 5.0 5.3 5.0 4.8 6.0 6.6 7.4 7.7 8.0 8.8 
Long-term 43.6 48.4 5 1 . 0  53.8 62.7 73.0 85.3 89.2 95.8 105.1 

To official creditors 28.5 33.1  35.6 38.5 45.3 55.5 66.2 70.3 76.5 85.2 
To financial institutions2 9.7 10.0 9.9 9.4 10.2 10.3 1 1 .3 1 1 .3 1 1 . 7  12.6 
To other private creditors3 5.3 5.3 5.6 5.8 7.2 7.3 7.7 7.6 7.6 7.3 

Twelve major oil exporters 

Total debt 128.0 143.2 150.6 1 5 1 . 2  160.5 180.1 201.4 208.4 217.4 225.6 
Short-term 54.5 56.0 54.5 52.2 44.8 51.0 55.4 59.2 60.9 62.9 
Long-term 73.5 87.2 96.1 99.0 1 15.7 129.2 146.0 149.3 156.4 162.7 

To official creditors 24.5 29.2 3 1 . 9  34.7 43.8 51.9 63.1  67.9 73.0 78.2 
To financial institutions2 33.0 34.7 39.9 39.8 46.3 47.4 49.4 48.6 49.6 50.6 
To other private creditors3 16.0 23.3 24.2 24.5 25.5 29.9 33.5 32.8 33.8 33.9 

Net debtor fuel exporters 

Total debt 173.5 196.9 206.3 210.2 223.5 247.6 275.4 279.4 292.0 306.3 
Short-term 24.5 30.0 17.0 18.0 12.5 17.9 2 1 . 1  23.7 23.3 24.4 
Long-term 148.9 166.9 189.3 192.2 2 1 1 . 1  229.7 254.4 255.7 268.7 281.9 

To official creditors 26.6 31.6 38.5 42.1 53.4 65.5 8 1 . 7  88.3 96.5 104.7 
To financial institutions2 67.0 73.3 92.6 93.9 101.3 104.2 112.7 109.0 1 12.7 1 1 7 . 1  
To other private creditors3 55.4 62.1 58.2 56 3 56.4 60.0 60.0 58.4 59.5 60.1 

Four newly industrializing 
Asian economies 

Total debt 42.8 48.9 52.3 54.3 58.0 60.0 59.0 52.7 45.4 39.9 
Short-term 13.3 14.6 13.4 12.4 12.2 16.5 24.1 21.7 19.5 17.8 
Long-term 29.5 34.3 38.9 41.8 45.8 43.4 34.9 3 1 . 1  25.9 22.1 

To official creditors 6.0 7.9 8.2 8.0 8 . 1  7.9 5.5 4.7 3.5 2.5 
To financial institutions2 6.2 8.8 10.4 10.7 10.1 8.3 7.2 6.0 5.2 4.7 
To other private creditors3 17.4 17.7 20.3 23.0 27.6 27.3 22. I 20.4 17.2 14.9 

190 



©International Monetary Fund. Not for Redistribution

Debt: by Analytical Criteria 

Table A47 (concluded). 
End of Year, 1981-901 

Developing Countries-by Analytical Criteria: External Debt, by Class of Creditor, 

(In billions of U.S. dollars) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Small low-income economies 

Total debt 58.9 65.6 70.3 74.9 85.8 98.3 1 12.9 120.3 129.1 140.4 
Short-term 4.4 4.4 4.3 4.7 5.8 6.2 7.0 7.6 7.9 8.6 
Long-term 54.5 61.2 66.0 70.1 79.9 92.1 105.9 112.7 121.2 131.8 

To official creditors 45.8 5 1 . 9  56.0 60.2 69.4 8 1 .4 94.5 101.2 109.4 120.0 
To financial institutions2 6.2 7.0 7.3 7.3 7.7 7.9 8.4 8.5 8.5 8.7 
To other private creditors� 2.5 2.2 2.7 2.6 2.9 2.8 3.0 3.1 3.3 3.1 

Fifteen heavily indebted countries 

Total debt 334.8 381.4 397.4 409.6 422.7 447.4 482.7 477.4 488.3 506.1 
Short-term 62.7 75.3 56.9 54.6 34.5 33.6 37.5 38.0 37.9 40.0 
Long-term 272.1 306.1 340.5 355.0 388.2 413.8 445.2 439.4 450.5 466.1 

To official creditors 45.7 52.7 63.3 71.2 85.8 102.5 125.7 132.0 143.5 153.1 
To financial instirutions2 110.3 126.5 158.6 173.2 200.2 214.3 223.9 219.3 221.0 228.4 
To other private creditors3 1 1 6 . 1  126.9 118.7 1 10.6 102.2 97.1 95.7 88.2 86.0 84.6 

1 Excludes debt owed to the Fund. 
2 Covers only public and publicly guaranteed debt to banks. 
3 Includes all unguaranteed debt on the presumption that this is this is owed mainly to private creditors. some of which may be 

banks but cannot be separately identified. 
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Table A48. Developing Countries: 
(ln percent) 

Ratio of external debt to exports 
of goods and services2 

Developing countries 

By region 

Africa 
Asia 
Europe 
Middle East 
Western Hemisphere 

By predominant export 

Fuel 
Non-fuel exports 

Manufactures 
Primary products 

Agricultural products 
Minerals 

Services and private 
transfers 

Diversified export base 

By financial criteria 

Net creditor countries 
Net debtor countries 

Market borrowers 
Diversified borrowers 
Official borrowers 

Countries with recent debt-
servicing difficulties 

Countries without debt-
servicing difficulties 

Miscellaneous groups 

Sub-Saharan Africa 
Twelve major oil exporters 
Net debtor fuel exporters 
Four newly industrializing 

Asian economies 
Small low-income economies 
Fifteen heavily indebted 

countries 
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Total External Debt Relative to Exports and to GDP, 1981-901 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

95.8 120.0 134.8 134.3 150.8 170.8 158.7 141.9 132.1 126.6 

1 19.3 154.5 170.6 170.5 191.3 244.9 249.2 248.9 241.9 243.9 
73.8 87.1 92.5 88.3 101.8 103.0 89.1 76.1 69.6 65.7 

136.9 145.0 149.1 145.4 160.5 168.4 169.0 146.2 133.9 127.0 
34.6 47.6 63.6 72.0 84.9 1 16.3 109.8 1 16.8 1 12.3 1 10.7 

209.8 271.8 292.5 274.6 296.9 353.0 346.3 305.0 297.3 289.8 

59.3 8 1 . 5  99.3 101 . 1  1 17.4 176.6 169.6 177.4 167.5 164.2 
127.0 148.3 156.9 153.0 167.8 168.9 155.1  132.3 122.6 1 16.7 

104.5 1 15.9 120.7 1 15 . 1  125.8 125.0 1 12. 1 9 1 . 9  82.6 77.0 
229.8 292.2 321.5 323.2 359.0 366.2 388.8 358.7 344.4 346.7 
228.8 302.3 339.4 336.5 373.4 373.9 416.2 391.9 371.4 366.5 
232.0 270.6 283.6 293.2 325.9 347.3 329.8 289.6 285.6 300.4 

153.2 175.8 205.1 225.1 249.8 260.5 270.7 256.0 260.2 257.0 
1 14.9 1 5 1 . 0  158.2 158.2 175.3 187.4 167.3 150.0 144.0 138.8 

19.9 27.3 32.2 3 1 . 6  34.8 42.9 4 1 . 7  39.9 35.0 32.4 
130.4 157.5 171.0 166.0 183.0 202.4 187.4 164.2 153.7 147.0 

134.1 165.4 170.2 160.8 172.3 180.8 156.3 127.9 1 16.3 108.3 
94.5 1 12 . 1  135.6 135.0 153.8 185.6 182.0 172.7 163.6 159.5 

241.9 278.1 286.9 296.4 341.2 360.6 377.7 344.6 338.0 332.3 

175.3 223.8 244.1  237.4 257.3 305.6 300.2 273.3 264.1 258.5 

85.0 97.4 107.0 104.7 121.2 128.7 1 15.7 99.9 92.1 87.2 

178.6 212.5 225.3 221.6 269.6 300.6 328.2 331.0 330.8 338.2 
40.0 54.6 69.0 72.0 85.2 134.5 1 3 1 . 7  142.1 132.4 129.1 

121.9 1 6 1 . 3  185.2 171.3 190.2 296.7 277.3 277.3 262.5 255.0 

39.2 44.3 44.5 40.4 43.1 37.5 27.9 20.0 1 5 . 1  1 1 .9 
254.1 308.0 322.0 330.2 393.1 418.7 439.8 422.9 420. 1 419.1 

203.3 268.3 291.9 271.3 288.3 348.7 338.7 299.8 289.1 280.8 
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Debt: Ratios 

Table A48 (concluded). Developing Countries: Total External Debt Relative to Exports and to GDP, 1981-901 
(ln percent) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Ratio of external debt to GDJ>Z 

Developing countries 27.8 31.0 32.8 34.1 36.0 38.1 37.7 35.6 33.7 32.3 

By region 

Africa 31.4 35.4 38.2 41.9 46.9 49.8 48.6 49.8 50.5 49.9 
Asia 18.6 21.4 22.5 23.4 26.1 28.8 27.6 25.1 22.5 21.3 
Europe 34.2 34.7 37.1 40.6 44.5 42.9 45.1 42.3 39.1 37.1 
Middle East 19.2 22.5 24.4 25.8 27.3 3 1 . 2  3 1 . 0  30.8 31.0 30.2 
Western Hemisphere 39.8 43.7 46.8 46.5 45.4 45.5 46.0 44.0 42.8 4 1 . 1  

By predominant export 

Fuel 24.0 27.1 29.7 30.0 30.6 36.2 36.8 37.7 37.7 36.7 

Non-fuel exportS 29.7 32.9 34.3 35.9 38.4 38.8 38.1 34.9 32.4 30.9 

Manufactures 23.5 24.9 25.7 27.0 28.6 28.7 28.8 25.2 22.5 2 1 . 1  
Primary products 43.8 51.5 54.3 54.5 58.4 59.2 56.2 61.2 59.6 58.7 

Agricultural products 40.2 47.2 48.2 47.9 49.9 51.4 49.0 55.2 53.3 52.4 
Minerals 54.3 65.9 79.7 85.1  106.6 98.4 92.8 87.9 89.2 89.1 

Services and private 
transfers 50.8 57.8 60.6 66.7 72.0 76.6 80.6 80.0 83.1 81.3 

Diversified export base 34.6 42.5 44.3 47.4 56.3 59.6 52.9 47.0 45.6 43.6 

By financial criteria 

Net creditor countries 1 1 .8 13.9 14.0 13.0 12.8 14.7 15.2 14.2 12.9 11.8 
Net debtor countries 30.7 33.9 36.1 37.6 39.8 41.5 4 1 . 1  38.7 36.6 35.2 

Market borrowers 37.8 42.1 44.5 44.3 45.1 44.6 42.3 38.2 35.5 33.4 
Diversified borrowers 18.4 20.1 22.5 24.9 27.8 30.7 32.0 30.5 29.1 28.4 
Official borrowers 52.9 56.7 56.5 58.4 62.9 69.4 69 0 74.9 72.9 71.4 

Countries with recent debt-
servicing difficulties 38.0 41.4 44.8 46.5 46.9 48.5 47.4 47.4 46.3 44.8 

Countries without debt-
servicing difficulties 21.9 24.6 26.0 27.4 3 1 . 4  33.4 33.7 29.9 27.4 26.2 

Miscellaneous groups 

Sub-Saharan Africa2 45.2 5 1 . 0  53.4 57.8 66.0 66.1 72.2 69.1 71.9 72.6 
Twelve major oil exporters 18.4 20.6 22.7 23 2 24.1 29.5 30.5 31.9 31.9 30.8 
Net debtor fuel exporters 32.9 35.6 40.7 41.4 41.4 49.1 49.8 5 1 . 1  5 1 . 1  49.8 
Four newly industrializing 

Asian economies 29.3 32.2 32.3 30.5 3 1 . 8  28.6 22.4 16.2 1 1 .3 9.0 
Small low-income economies 41.9 47.5 49.5 49.3 5 1 . 6  59.2 54.1 65.8 65.5 65.1 
Fifteen heavily indebted 

countries 37.8 41.6 46.3 47.1 46.1 46.5 45.7 44.6 43.6 41.9 

1 Excludes debt owed to the Fund. 
2 Ratio of year-end debt to exports of goods and services or GDP in year indicated. 
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Debt: Servicing 

Table A49. Developing Countries: Debt Service Ratios, 1981-901 
(In percent of exports of goods and services) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

Debt service ratio2 

Developing countries 16.2 19.7 18.6 20.0 21.3 23.0 20.3 19.6 18.9 17.5 

By region 

Africa 17.0 21.2 22.9 26.6 29.1 29.1 25.4 28.8 29.0 26.8 

Asia 9.9 12.3 1 1 .9 12.3 14.4 14.5 14.8 1 1 .4 10.6 9.4 

Europe 21.8 22.9 20.7 21 .7 23.7 26.5 25.9 25.3 23.8 21.4 

Middle East 5.0 6.5 8.3 10.0 10.3 14.0 12.6 12.8 12.6 12.3 

Western Hemisphere 43.9 54.0 43.3 42.7 42.1 47.2 37.0 41.6 43.2 43.0 

By predominant export 

Fuel 1 1 .3 14.9 15.7 19.0 20.6 25.6 23.4 26.6 26.0 24.8 

Non-fuel exports 20.4 23.3 20.5 20.5 2 1 . 7  22.1 19.3 17.7 17.0 15.6 

Manufactures 18.8 21.7 17.1  16.9 17.8 18.8 17.0 15.4 13.8 12.5 

Primary products 35.4 38.8 39.3 37.2 37.1 39. 1 31.7 28.8 36.4 32.5 

Agricultural products 34.0 36.6 41 . 1  38.9 38.3 43.2 36.8 32.8 43.4 36.3 

Mine.rals 38.3 43.7 35.7 33.3 34.4 29.0 20.7 20.6 2 1 . 2  23.4 

Services and private 
transfers 19.2 21.0 22.6 25.4 24.3 27.0 23.6 21.7 22.5 26.8 

Diversified export base 13.8 18.0 19.0 21.7 27.0 23.0 21.3 22.0 20.0 18.7 

By financial criteria 

Net creditor countries 2.8 3.5 4.2 4.7 4.4 5.9 5.4 4.6 3.8 3.4 

Net debtor countries 22.3 26.3 23.7 24.7 26.0 27.2 24.0 22.9 22.2 20.6 

Market borrowers 27.0 32.0 26.8 27.9 28.3 28.9 24.4 22.7 21.4 19.2 

Diversified borrowers 14.6 17.9 18.4 19.3 22.3 24.1 23.1 23.0 22.5 21.3 

Official borrowers 26.2 27.8 25.9 26. 1 27.3 28.8 24.5 23.6 26.2 26.9 

Countries with recent debt· 
servicing difficulties 31.3 38.0 32.6 33.8 33.9 36.7 29.6 31.9 32.4 31.7 

Countries without debt· 
servicing difficulties 13.1 15.7 16.0 16.8 19.5 20.5 20.4 17.6 16.5 14.7 

Miscellaneous groups 

Sub-Saharan Africa 20.3 22.5 21 .9 23.8 26.5 26.1 23.4 23.4 23.3 25.4 

Twelve major oil exporters 6.4 8.5 10.0 13.3 14.9 18.9 18. 1 21.7 21.0 18.9 

Net debtor fuel exporters 24.9 31.9 30.9 34.4 36.0 44.8 39.2 44.0 43.2 40.8 

Four newly industrializing 
Asian economies 7.6 8.2 7.9 8.0 8.1 8.9 10.3 5.3 5.0 4.1 

Small low-income economies 19.6 21.3 22.5 25.5 28.2 27.3 25.4 25.6 26.1 26.4 

Fifteen heavily indebted 
countries 40.7 51.9 41 .8 41.7 40.7 45.3 35.5 39.6 40.8 39.7 
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Debt: Servicing 

Table A49 (continued). Developing Countries: Debt Service Ratios, 1981-901 
(In pe.rcent of exports of goods and services) 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

or which, 
Interest service ratio 

Developing countries 8.7 11.1 11.0 11.7 12.0 11.8 9.3 9.5 10.1 9.3 

By region 

Africa 7.5 9.7 9.9 1 1 .6 12.7 12.4 1 1 . 5  1 1 .5 12.4 12.4 
Asia 4.9 6.0 5.7 5.9 6.3 6.1 5.0 4.7 4.7 4.2 
Europe 12.4 12.3 1 1 . 1  10.7 10.9 1 1 . 1  10.0 9.4 1 1 .5 10.9 
Middle East 3.0 4.2 5.0 6.3 6.7 8.6 6.8 7.5 7.6 7.4 
Western Hemisphere 24.5 32.9 30.9 30.5 30.0 29.7 22.2 25.6 28.5 25.9 

By predominant export 

Fuel 5.9 8.5 9.2 10.9 1 1 .6 13.6 12.0 13.7 14.3 13.8 
Non-fuel exports 1 1 . 1  13.0 12.1 12.2 12.2 11.2 8.4 8.4 9.0 8.1  

Manufactures 10.5 12.0 10.0 9.7 9.7 9 I 6.5 7.2 6.8 6.2 
Primary products 19.3 23.2 25.7 25.8 25.3 21.5 18.9 15.3 23.1 19.3 

Agricultural products 17.7 21.9 26.8 26.4 26.3 22.3 20.8 16.0 26.9 20.6 
Minerals 22.8 25.9 23.4 24.4 22.9 19.7 14.8 13.7 15.0 16.2 

Services and private 
1ransfers 9.5 1 1 . 9  12.9 14.6 15.2 14.6 10.4 10.2 12.4 13.5 

Diversified export base 7 . 1  9.5 9.8 1 1 .7 1 2 . 1  1 1 . 6  10.5 9.6 9.9 9.3 

By rmancial criteria 

Net creditor countries 1.8 2.3 2.3 2.5 2.4 3.0 2.7 3.0 2.7 2.4 
Net debtor countries 1 1 .9 14.7 14.1 14.5 14.7 14.0 10.9 1 1 .0 1 1 .7 10.7 

Market borrowers 14.8 18.6 16.8 17.4 17.0 15.5 1 1 . 1  1 1 .4 1 1 .6 10.1 
Diversified borrowers 7.3 9.1 9.8 10.2 1 1 .0 1 1 . 5  10.4 10.2 10.8 10.5 
Official borrowers 13.8 15.3 14.5 14.5 15.3 14.3 1 1 .3 1 1 .4 15.6 15.6 

Countries with recent debt-
servicing difficulties 16.9 22.2 21.4 22.1 22.0 2 1 . 6  16.7 18.2 20.3 19.2 

Countries without debt-
servicing difficulties 6.8 7.9 7.7 8.0 8.5 8.6 7.2 6.7 6.9 6.2 

Miscellaneous groups 

Sub-Saharan Africa 9.3 10.8 10.8 1 1 . 1  13.1 12.2 10.3 10.8 1 1 . 7  12.4 
Twelve major oil exporters 3.7 4.6 5.4 6.8 7.9 9.6 9.0 10.4 10.7 10.2 
Net debtor fuel exporters 12.5 17.6 18.2 19.3 19.9 23.3 19.7 21.8 23.0 22.0 
Four newly industrializing 

Asian economies 4.3 4.3 3.5 3.4 3.4 3.0 2.3 1.9 1.6 1 .2 
Small 1ow-income economies 8.7 10.2 10.2 1 1 .0 12.8 1 1 . 3  10.8 10.8 1 1 .9 12.1 
Fifteen heavily indebted 

countries 22.5 31.2 29.5 29.4 28.6 28.3 21.7 24.3 26.7 24.5 

195 



©International Monetary Fund. Not for Redistribution

Debt: Servicing 

Table A49 (concluded). Developing Countries: Debt Service Ratios, 1981-901 
(Ln percent of exports of goods and services) 

Memorandum 
(in billions of US dollars) 

Developing countries 
Value of debt service payments 

Interest payments 
Amortization payments 

Of which. 
Net debtor countries 

Value of debt service payments 
Interest payments 
Amortization payments 

1 Excludes debt service paid to the Fund. 

1981 

127.0 

68.4 

58.5 

120.1 

64.0 

56.1 

1982 

140.1 

78.8 

6 1 . 2  

132.8 

74.1 

58.6 

1983 

125.0 

73.8 

5 1 . 1  

117.6 

69.9 

47.8 

1984 

140.8 

82.5 

58.4 

133.0 

78.4 

54.6 

1985 

144.7 

81.4 

63.3 

138.2 

77.9 

60.3 

1986 

150.1 

77.0 

73.1 

142.5 

73.1 

69.4 

1987 

157.6 

72.0 

85.6 

149.3 

67.8 

81.5 

1988 

171.3 

83.3 

88.0 

164.1 

78.7 

85.4 

1989 

182.7 

97.7 

85.0 

176.1 

92.9 

83.2 

1990 

185.2 

97.8 

87.4 

178.8 

93.2 

85.6 

2 Interest payments on total debt plus amortization payments on long-term debt only. Estimates for the period up to 1987 reflect 
debt service payments actually made. The estimates for 1989 and 1990 take into account projected exceptional financing items, 
including accumulation of arrears and rescheduling agreemems. 
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Table ASO. Developing Countries: 
(In percent of exports of goods and services) 

Developing countries 

By region 

Africa 
Asia 
Europe 
Middle East 
Western Hemisphere 

By predominant export 

Fuel 
Non-fuel exports 

Manufactures 
Primary products 

Agricultural products 
Minerals 

Services and private 
transfers 

Diversified export base 

By financial criteria 

Net creditor countries 
Net debtor countries 

Market borrowers 
Diversified borrowers 
Official borrowers 

Countries with recent debt-
servicing difficulties 

Countries without debt· 
servicing difficulties 

Miscellaneous groups 

Sub-Saharan Africa 
Twelve major oil exporters 
Net debtor fuel exporters 
Four newly industrializing 

Asian economies 
Small low-income economies 
Fifteen heavily indebted 

countries 

Debt: Servicing 

Fund Charges and Repurchases from the Fund, 1981-901 

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 

0.3 0.4 0.6 0.7 1.0 1.5 1.1 1.3 1.1 0.9 

0.6 0.8 1.2 1 . 4  1 . 8  3.3 2.9 2.1 2.4 2.0 
0 4  0.4 0.8 0.8 1 . 1  1.0 1 . 1  0.7 0.5 0.5 
0.8 0.8 1 . 1  1 . 4  1 . 6  1 .8 2.3 2.3 1 . 1  0.5 
0.1  0.1 0.1 
0.3 0.3 0.6 0.8 1 .2 2.8 3.7 3.0 3.2 3.0 

0.1  0.3 0.3 0.4 0.6 0.7 0.9 
0.6 0.7 1.0 1 . 1  1 .4 1.9 2.1 1.5 1.2 0.9 

0.4 0.4 0.7 0.8 1.0 1 .2 1.5 1.2 0.7 0.5 
1.4 1.5 2 . 1  2.6 3.0 4.7 5.0 4.1 4.6 3.7 
0.9 1 .2 1 . 8  2.4 3.1 4.7 5.4 4.6 4.8 3.6 
2.4 2.3 2.7 3.0 2.9 4.9 4.2 3.1 4.3 3.8 

1.5 1.3 1.2 1 .5 2.0 2.7 3.0 2.0 1.9 1.4 
0.6 0.7 1 . 1  1.3 1 .7 2.9 2.5 1 . 1  1 . 1  1 .2 

0.5 0.5 0.8 1.0 1 . 3  1 .8  2.1  1.6 1.3 1 . 1  

0.2 0.2 0.3 0.5 0.7 1.4 1.9 1.3 1.0 0.9 
0.5 0.5 1 .2 1 .2 1.6 1.7 1.7 1.6 1.3 1.0 
2.1 2.2 2.2 2.7 3.4 4.7 4.3 3.3 3.3 2.6 

0.6 0.6 0.9 1 .2 1 .5 2.9 3.2 2.6 2.6 2.2 

0.4 0.5 0.7 0.8 1.1  1 . 1  1.3 1.0 0.6 0.5 

1 . 8  2. 1 2.7 3.4 4.1 5.5 4.8 4.6 5.5 4.0 
0.2 0.1 0.1 

0.1 0.1 0.2 0.6 0.5 0.8 1.2 1.3 1.6 

0.1 0 . 1  0.1 0.3 0.4 0.2 0.6 0.2 
3.7 4.0 4.1 4.8 5.8 7.9 6.9 5.5 6.1 4.7 

0.4 0.5 0.9 1.2 1 . 5  3 . 1  3.7 3.2 3.3 2.9 
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Debt: Servicing 

Table ASO (concluded). Developing Countries: Fund Charges and Repurchases from the Fund, 1981-901 
(In percent of exports of goods and services) 

Memorandum 
Developing countries 

Total service payments to the Fund 
(in billions of U .S. dollars) 

Total. General Resources Account 
Charges 
Repurchases 

Total. Trust Fund 
lnterest2 
Repayments3 

Total. SAF' 
lnteresr5 
Repayments6 

Total, ESAF7 
lnterest8 
Repayments6 

1981 1982 1983 

2.7 2.7 4.1 
0.7 1 . 4  2 . 1  
2.0 1.3 2.1 

0.1 

1984 1985 1986 1987 1988 1989 

5.3 7.0 9.6 12.9 1 1 .4 10.4 
2.9 3.1  3.0 2.7 2.5 2.4 
2.4 3.8 6.7 10.2 9.0 7.9 

0.2 0.3 0.6 0.7 0.7 0.6 

0.2 0.3 0.6 0.7 0.7 0.6 

1990 

9.6 
1 . 7  
7.9 

0.4 

0.4 

1 Fund charges on and repurchases (or repayments of principal) for use of Fund credit from general resources. Projected charges 
and interest. and repurchases and repayments, are based on actual payments in the past and on scheduled payments for the future; 
they do not take into account prospective programs. 

2 Interest payments reached a peak of $21 million in 1984. 
3 Repayments in 1982 and 1983 amounted to less than $50 million annually. 
4 Structural Adjustment Facility. 
s Interest payments, which began in 1986, are expected to rise to $4 million by 1990. 
6 No repayments under SAF or ESAF arrangements are due in the period covered. 
7 Enhanced Structural Adjustment Facility. 
8 Interest payments, which began in 1988, are expected to rise to $1/2 million by 1990. 
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Medium-Term Projections: Reference Scenario 

Table A5l. Summary of Medium-Term Reference Scenario, 1970-94 

Averages1 
Average1 

1970-792 1980-84 1985 1986 1987 1988 1989 1990 1991-94 

(In percem) 
Industrial countries 

Growth of real GNP 3.3 2.0 3.4 2.6 3.4 4.1 3.3 2.9 3.0 
Real six-month UBOR3 1 .2 6.2 5.5 4.0 3.9 4.5 5.0 4.5 4.5 
Increase in GNP deflator 8 . 1  6.7 3.5 3.4 2.9 3 . 1  3.8 3.5 3.2 

(/11 percem: In U.S. dollars) 

World economy 

Change in world price of 
manufactures 10.6 -0.5 1 . 1  17.7 12.0 5.5 4.5 3.8 3.8 

Change in world price of oil 27.9 8.1 -4.9 -50.1 29.0 -20.4 1 1 . 1  3.8 3.8 
Change in world price of non-oil 

primary commodities 1 1 .3 -1.8 -12.9 -1.2 3.4 18.2 l .5 -5.8 3.8 

(In percent) 
Net debtor deve.loping countries 

Growth of total external credit 12.7 4.9 4.2 3.5 3.0 3.9 4 . 1  3.6 
Private 12.2 1 .6 0.7 -0.9 1 .5 1.6 2.7 2.6 
Official 13.9 12.1 10.8 10.9 5.2 7.1  6.0 4.8 

Growth of real GDP 5.4 3.1 4.6 4.6 4.0 4.5 3.3 4.3 5.1 
Growth of export volume 5.1 2.4 3.5 6.6 12.3 1 1 .2 6.5 7.7 6.7 

Growth of import volume 7.4 1.7 3.2 -2.3 5.9 10.0 5.8 8.2 6.7 

Average 
1980-84 1985 1986 1987 1988 1989 1990 1991 1994 

(In percem of exports of goods and services) 

Current account balance -14.2 -7.3 -9.6 -2.7 -2.9 -3.4 -4.0 -3.4 -2.6 

Total external debt4 146.7 183.0 202.4 1 87.4 164.2 153.7 147.0 139.9 117.7 

Debt service payments5 23.0 26.0 27.2 24.0 22.9 22.2 20.6 19.1 16.7 
Interest payments 12.7 14.7 14.0 10.9 1 1 . 0  1 1 . 7  10.7 9.8 8.3 
Amortization payments 10.3 1 1 . 4  13.3 1 3 . 1  1 1 .9 10.5 9.9 9.2 8.4 

1 Compound annual rates of change. 
2 Excluding China. 
3 London interbank offered rate on six-month U.S. dollar deposits. deflated by U.S. GNP detlator. 4 Excludes debt owed to the Fund. 
5 Interest payments on total debt, plus amortization payments on long-term debt only. Projections incorporate the impact of exceptional 

financing items. Excludes debt service payments to the Fund. 
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Medium-Term Projections: Reference Scenario 

Table A52. Net debtor Developing Countries: Current Account Balance, External Debt and Debt 
Service-Medium-Term Reference Scenario, 1981-94 
(In percent of exports of goods and services) 

1981 1985 1986 1987 1988 1989 1990 1991 1994 

Net debtor countries 

Current account balance -21.1 -7.3 -9.6 -2.7 -2.9 -3.4 -4.0 -3.4 -2.6 
Total external debt1 130.4 183.0 202.4 187.4 164.2 153.7 147.0 139.9 117.7 
Debt service payrnents2 22.3 26.0 27.2 24.0 22.9 22.2 20.6 19.1 16.7 

Interest payments 1 1 . 9  14.7 14.0 10.9 1 1 .0 1 1 .7 10.7 9.8 8.3 

By region 

Africa 
Current account balance -23.9 -0.8 -13.7 -6.8 -12.1  -9.2 -9.3 -9.1 -7.0 
Total external debt 1 119.3 191.3 244.9 249.2 248.9 241.9 243.9 240.4 210.6 
Debt service payments2 17.0 29.1 29.1 25.4 28.8 29.0 26.8 25.9 23.4 

Interest payments 7.5 12.7 12.4 1 1 .5 1 1 .5 12.4 12.4 1 1 .8 10.7 

Asia 
Current account balance -10.2 - 1 1 . 1  -5.5 1.3 0.6 -0.4 -0.8 -0.8 -1.2 
Total external debt1 80.2 I 16.6 120.1 103.0 88.3 81.6 77.2 73.4 63.9 
Debt service payments2 10.5 16.2 16.5 17.0 13.2 12.4 1 1 . 1  10.1 8.8 

interest payments 5.1 7.2 7.1  5.8 5.3 5.4 4.9 4.5 3.9 

Europe 

Current account balance -18.4 -3.8 -2.3 1.0 3.2 1.2 -1.0 -0.5 0.8 
Total external debt1 136 9 160.5 168.4 169.0 146.2 133.9 127.0 1 19.5 97.4 
Debt service payments2 21.8 23.7 26.5 25.9 25.3 23.8 2 1 . 4  20.0 17.0 

interest payments 12.4 10.9 1 1 . 1  10.0 9.4 1 1 . 5  10.9 9.7 7.7 

Middle East 

Current account balance -33.2 -17.1 -24.4 -9.8 -12.0 -14.2 -10.0 -7.2 -4.2 
Total external debt1 108.8 202.9 256.1 231.9 223.5 218.7 213.2 205 . 1  176.7 
Debt service payments2 16.8 26.1 32.1 26.5 25.6 25.8 24.9 24.0 26. 1 

Interest payments 9.5 16.9 19.1  13.7 13.7 14.3 14.0 13.5 12.2 

Western Hemisphere 

Current account balance -31.2 -3.8 -16.0 -10.0 -8.5 -8.1 -10.6 -9.3 -6.8 
Total external debt1 209.8 296.9 353.0 346.3 305.0 297.3 289.8 277.1  235.5 
Debt service payments2 43.9 42.1 47.2 37.0 41.6 43.2 43.0 39.8 34.5 

Interest payments 24.5 30.0 29.7 22.2 25.6 28.5 25.9 23.8 20.0 

By financial criteria 

Countries with recent debt-
servicing difficulties 

Current account balance -30.9 -4.8 -15.2 -7.6 -7.7 -7.6 -9.1 -8.3 -5.9 
Total external debt 1 175.3 257.3 305.6 300.2 273.3 264.1 258.5 249.6 212.1 
Debt service payments2 31.3 33.9 36.7 29.6 31.9 32.4 3 1 . 7  29.8 27.6 

Interest payments 16.9 22.0 2 1 . 6  16.7 18.2 20.3 19.2 17.9 15.4 

Countries without debt· 
servicing difficulties 

Current account balance - 1 1 . 1  -9.4 -5.5 0.4 -0.1 -1.0 -1.2 -0.9 -0.9 
Total external debt1 85.0 121.2 128.7 115.7 99.9 92.1 87.2 82.5 70.7 
Debt service payments2 13.1 19.5 20.5 20.4 17.6 16.5 14.7 13.4 1 1 . 2  

interest payments 6.8 8.5 8.6 7.2 6.7 6.9 6.2 5.6 4.7 

1 Excludes debt owed to the Fund. 
2 Interest payments on total debt plus amortization payments on long-term debt only. Projections incorporate the impact of exceptional 

financing items. Excludes debt service payments to the Fund. 
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Medjum-Term Projections: Reference Scenario 

Table A53. Net debtor Developing Countries: 
Scenario, 197�94 

Output and Foreign Trade-Medium-Term Reference 

(Annual changes, in percent) 

Averages' 
Average' 

1970-792 1980-84 1985 1986 1987 1988 1989 1990 1991-94 

Net debtor countries 

Real GDP 5.4 3 . 1  4.6 4.6 4.0 4.5 3.3 4.3 5. 1 

Export volume 5.1  2.4 3.5 6.6 12.3 1 1 .2 6.5 7.7 6.7 
Terms of trade 2 . 1  1.3 -2.1 -12.8 0.1 -1.7 -0.6 -0.7 
Import volume 7.4 1.7 3.2 -2.3 5.9 10.0 5.8 8.2 6.7 

By region 

Africa 

Real GDP 4.5 1 .5 3.5 2.2 1 . 2  1.7 2.3 3.3 3.6 
Export volume 2.8 -3.3 6.4 3.3 -1. 1 2.4 3.8 3.2 3.0 
Terms of trade 3. 1 2.8 -3. 1  -24.8 0.6 -9.2 -0.7 -1.0 
lmport volume 5.9 -7.0 -10.7 -4.8 1 . 3  0.5 3.3 3 . 1  

Asia 

Real GDP 5.4 6.5 6.8 6.3 7.0 9.1  6.4 6.1 6.6 
Export volume 1 1 . 0  7.0 3.4 14.6 19.6 15. 1 10.6 10.6 8.6 
Terms of trade -0.5 0.9 -2. 1  -9.1 1 .9 -0.1 -0.7 -0.3 -0.1 
lmport volume 8.9 7.4 7.0 -0.1 12.4 15.5 10.1 10.3 8.5 

Europe 

Real GDP 5.6 1.6 2.3 4.2 2.4 2.5 2.3 3.0 3.6 
Export volume 6.5 6.1  2.7 0.8 9.3 6.4 3.2 4.0 5.2 

Terms of trade -1.4 -0.9 -0.3 1 . 2  -3.6 1.8 -1.3 0.4 0.1 
Import volume 6.8 -0. 1 4.1 2.6 4.8 5.6 3.4 8.0 4.7 

Middle East 

Real GDP 6.6 -0.3 4.3 3.4 3.3 7.5 2.8 3.0 4.2 

Export volume 5.2 -13.0 8.6 19.5 15.3 8.5 1 . 6  5.8 5. 1 

Terms of trade 7.0 6.4 -0.3 -36.0 1 . 2  -7.0 3.5 0.1 
Import volume 10.1 1 . 8  0.5 -16.4 -5.7 2.7 4.6 0.5 3.0 

Western Hemisphere 

Real GDP 5.7 1 . 2  3.6 4 . 1  2.6 0.9 0.8 3.2 4.3 

Export volume 1 .5  5.4 0.8 -4.2 7.5 1 1 .2 0.8 5.3 4.6 
Terms of trade 4.3 - 1 .6 -2.9 - 1 1 3  - 1 . 9  -1 .3 -0.8 -2.8 
lmport volume 7.0 -6.0 2.5 3.2 3.8 7.3 -2.6 8.0 5.7 

By financial criteria 

Countries with recent debt· 
servicing difficulties 

Real GDP 5.4 1.0 3.3 3.7 2.2 1.9 1 . 4  3.2 4.0 
Export volume 3.3 -1.0 3.0 5.2 9.6 2.2 4.9 4.5 

Terms of trade 3.0 1.0 -2.2 -17.7 -0.7 -3.7 -0.5 - 1 .6 0.1 
lmport volume 6.9 -3.7 0 . 1  -5.5 -2. 1  6.8 1.2 6.7 4.9 

Countries without debt· 
servicing difficulties 

Real GDP 5.4 5.5 6. 1 5.7 6.1  7.6 5.4 5.4 6.0 
Export volume 7.9 6.1 3.8 12.0 17.5 12.1  9.0 9.2 7.9 
Terms of trade 0.8 1.4 -1.8 -8.9 0.6 -0.2 -0.6 -0.2 -0.1 
Import volume 8.1 6.5 5.1 -0.4 10.6 1 1 .6 8 . 1  8.9 7.5 

1 Compound annual rates of change. 
2 Excluding China. 
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Staff Studies for the World Economic Outlook 
By the Research Department of the International Monetary Fund 

The analysis and policy recommendations contained in the Fund's World Economic Outlook draw on a 

broad range of supporting studies. Some of these are published as Supplementary Notes or Annexes to 

the World Economic Outlook. Other more substantial studies have been published annually (since 1986) 
as Staff Studies for the World Economic Outlook. 

Staff Studies for the World Economic Outlook, July 1986 

Differences in Employment Behavior Among IndustriaJ Countries. 
by Charles Adams. Paul R. Femon, and Flemming Larsen 
Based on an analytical and empirical review of the determinants of employment. the study attempts to identify 
the principal reasons for differences in employment growth among Europe. North America. and Japan from the 
early 1970s to the mid-1980s. 

Labor Markets, External Developments, and Unemployment in Developing Countries. 
by Omotunde E.G. Johnson 
This study examines tabor market developments in the developing countries since the early 1970s. The roles of 
external and domestic factors are discussed. including the flexibility of tabor markets and the impact of economic 
policies. 

Velocity of Money and the Practice of Monetary Targeting: Experience, Theory, and the Policy 
Debate. 
by Peter lsard and Liliana Rojas-Suarez 
This paper reassesses the practice of monetary targetting and discusses the implications for the conduct of 
monetary policy on the basis of the experience of the seven major industrial countries. 

Effects of Exchange Rate Changes in Industrial Countries. 
by lames A. Boughton, Richard D. Haas. Paul R. Masson, and Charles Adams 
An empirical review of the effects of exchange rate changes and the role of economic policies in determining the 
impact on current accounts and other macroeconomic variables. The paper contains a survey of evidence from 
both single-equation studies and from multi-country econometric models. 

Transmission of Economic Influences from Industrial to Developing Countries. 
by David Goldsbrough and lqbal Zaidi 
Discussion of the principal channels of transmission from industrial to developing countries. The study contains 
a review of the empirical evidence on the effects on developing countries of changes in economic growth. 
inflation, interest rates. and exchange rates in the industrial countries. 

Staff Studies for the World Economic Outlook, August 1987 

Potential Output in Major Industrial Countries. 
by Charles Adams, Paul R. Femon, and Flemming Larsen 
Analysis of the reasons for the slowdown in growth in the industrial countries after 1973 and the implications for 
potential output growth during the next decade. This study contains estimates of potential output growth in the 
major industrial countries from 1966 to 1995. 

Capital Flight: Concepts, Measurement, and Issues. 
by Michael Deppler and Martin Williamson 
Using alternative techniques. this study analyzes the main trends in capital flight from developing countries since 
the mid-1970s and attempts to identify its proximate causes. The economic implications of capital flight are 
examined within the context of the overall external situation of developing countries. 

Import Intensity of Output Growth in Developing Countries, 1970-85. 
by Abbas Mirakhor and Peter Montiel 
Analysis of the consequences of the abrupt compression of imports in the indebted developing countries after 
1982 for the growth perfonnance of these countries. The study attempts to assess the degree to which a reduction 
in the import intensity of output would permit a recovery of growth in financially constrained countries. 
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Export Diversification in Developing Countries: Recent Trends and Policy Impact. 
by Marian Bond and Elizabeth Milne 
This paper reviews trends in export diversification, the stability of export earnings. and the growth of domestic 
output in developing countries. It also discusses the role of macroeconomic policies and supply-side incentives. 

Staff Studies for the World Economic Outlook, July 1988 

How Accurate is the World Economic Outlook? A Post Mortem on Short-Term Forecasting at the 
International Monetary Fund. 
by M .J. Artis 
This study evaluates the forecasting performance of the Fund's World Economic Owlook, compares it with the 
track record of national forecasters and the OECD, and attempts to identify the principal explanations for 
discrepancies between forecasts and outcome. 

MULTIMOD-A Multi-Region Econometric Model. 
by Paul Masson, Steven Symansky, Richard Haas, and Michael Dooley 
The study describes the structure and properties of the model underlying the Fund's work on medium-term policy 
scenarios for industrial countries. The study contains detailed international multiplier tables for changes in key 
policy variables. 

Staff Studies for the World Economic Outlook, July 1989 (forthcoming) 

The Role of Structural Policies in Industrial Countries. 
by Robert A. Feldman, Ernesto Herruindez-Cata, Flemming Larsen, and Michael Wattleworth 
This study discusses the role of structural policies in the overall economic policy management of industrial 
economies. The paper analyzes the relationship between structural reform and macroeconomic policies; 
summarizes the theoretical and empirical evidence on the effects of structural reform; and reviews the scope, 
sequencing, and political economy of structural reform. 

Structural Reform and Macroeconomic Adjustment in Industrial Countries. 
by Tamim Bayoumi, Robert A. Feldman, Michael Wattleworth, and Geoffrey Woglom 
This study contains a detailed theoretical analysis of the macroeconomic implications of structural reform, 
focusing particularly on the international spillover effects. Also included are reviews of the empirical literature 
on the effects of structural reforms and of the practical experience with structural policies. An annex presents the 
microeconornic foundations of structural reform. 

Indicators of Structural Policies and Performance. 
by Michael Wattleworth and Geo.ffrey Woglom 
This paper analyzes the issues involved in extending to the structural area the existing system of macroeconomic 
indicators used in assessing the desirability and sustainability of policies in the context of the World Economic 

Outlook. The discussion encompasses both conceptual issues and an assessment of the feasibility of several 
specific indicators. 

Issues in the Design of Growth Exercises: The Role of Fiscal and Structural Policies. 
by Ernesto Hernandez-Cata 
This paper deals with the design of quantitative exercises relating objectives for the growth of national income 
over the medium term to key macroeconomic policy variables. The analysis focuses on the link between fiscal 
and structural policies and the growth of productive capacity through the effect of those policies on total factor 
productivity, savings, and the cost of capital. 

Scenario and Forecast Adjustment Model for Developing Countries. 
by Charles Adams and Claire Hughes Adams 
The paper describes the structure and properties of the disaggregated model system used to generate alternative 
medium-term scenarios for developing countries in the World Economic Outlook. The study includes multiplier 
results for changes in key external variables. 

The above publications are priced at: 
US$15 .00 (US$1 0.00 university faculty members and students) 

Except Staff Studies for the World Economic Outlook, July 1989, 
which is priced at US$20.00 (US$12.00 university faculty members and students) 
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