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Introduction

T he eighth edition of Trends in Developing factors affecting development, and external finance and
Economies (TIDE) provides brief reports on debt issues.
117 borrowing member countries of the World For each economy the descriptive text is followed by

Bank, as of August 1996. This compendium of indi- tables of socioeconomic indicators and graphs. The "de-
vidual country economic reports complements the velopment diamond" graph portrays relationships
World Bank's comprehensive country studies and an- among socioeconomic indicators for an economy com-
nual reviews, such as the World Development Report pared with the average of the income group to which it
and Global Economic Prospects, which look at global belongs. The other graphs also help users to visualize
and regional economic trends and their implications relationships among economic indicators and to facili-
for developing economies. tate comparisons among economies. Differences in data

TIDE draws on information from national sources between text and tables may reflect the use of data of
and adds commentary on recent economic develop- different vintages or variations in definitions and con-
ments. In many instances, the data for the most recent cepts. The tables contain the latest available informa-
years are preliminary World Bank staff estimates that tion, although it is not always comparable across
are subject to revision. Although they may not conform countries and time periods.
to data published by national authorities, the differ- Introduced in this edition is "World at a glance", a
ences are generally not considered analytically signifi- table of global economic and social indicators that pre-
cant. However, readers should pay careful attention to sents a quick view of the state of the world. Besides
the provisional character of the data and commentary world aggregates, the table contains aggregates for the
reported here. regions, providing the latest picture of key development

The text is concerned mainly with current events and ratios and trends.
the recent past of each economy. It places events in This eighth edition covers most World Bank borrow-
context by bringing out the distinguishing charac- ers, arranged in alphabetical order. Texts were edited by
teristics of an economy, its problems and prospects, and Joost Polak.
the principal elements of its development strategy. Readers interested in more detailed descriptions of
While the choice of topics may vary from one economy the economic indicators should refer to other World
to another, several themes recur: government initiatives Bank publications, notably World Development Report,
in progress or under consideration, economic and social Global Economic Prospects, and Wlorld Debt Tables.

v



Symbols and Abbreviations

Data not available or nonexistent

0.0 Zero or less than half the unit shown

AIDS Acquired immune deficiency syndrome

ASEAN Association of South East Asian Nations

CARICOM Carribean Common Market

c.i.f. Cost, insurance, and freight

CMEA Council for Mutual Economic Assistance

EU European Union

f.o.b. Free on board

GATT General Agreement on Tariffs and Trade

GDP Gross domestic product

GNP Gross national product

CFAF Communaute Economique Africaine (franc zone)

LIBOR London interbank offered rate

MERCOSUR Agreement between Argentina, Brazil, Paraguay,
and Uruguay to form a common market

NAFTA North American Free T rade Agreement

nfs Nonfactor services

NGO Non-government organization
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World at a glance IEC, September 1996

Europe & Latin M. East Sub- High-
Developing East Central America & North South Saharan Income

SOCIAL INDICATORS World countries Asia Asia & Carib. Africa Asia Africa countries

Population mid-1995 (millions) 5,684 4,782 1,709 488 480 273 1,243 589 902
GNP per capita 1995 (US$) 4,800 1,110 830 2,240 3,300 1,780 350 490 24,370
GNP 1995 (billions US$) 27,287 5,305 1,418 1,093 1,584 486 435 289 21,982
Average annuai growth, 1990-95
Population ()1.5 1.7 1.3 0.4 1.8 2.7 1.9 2.8 0.7
Labor force (T)1.7 1.8 1.4 0.6 2.4 3.3 2.4 2.8 0.8
Most recent estimate (latest year since 1989)
Urban population (% of total population) 46 40 31 66 74 56 26 31 78
Life expectancy at birth (years) 67 64 68 68 68 66 61 52 77
Infant mortality (per 1,000 live births) 53 58 36 23 41 49 73 92 7
Access to sate water (% of population) 77 76 77 .. 81 82 61 47 94
Illiteracy (% of population age 15+) 25 29 17 .. 13 39 50 43 < 5
Gross primary enrollment (%/ of school-age pop.) 104 104 117 97 110 97 98 71 104

KEY ECONOMIC RATIOS
(%, 1995)
GDP (billions US$) 28,403.1 5,306.2 1,328.1 1,093.4 1,685.6 462.1 443.2 293.8 23,097.0
Gross domestic investment/GDP 21.6 26.5 37.1 24.0 19.8 21.5 23.0 19.5 20.5
Exports of goods and non-factor services/GOP 21.4 22.8 30.6 24.0 16.6 30.4 14.0 28.6 21.1
Imports of goods and non-factor services/GOP 20.8 23.3 30.2 22.6 17.1 30.0 16.7 31.3 20.2
Gross domestic savings/GOP 22.1 25.5 37.7 21.8 19.5 22.0 20.5 17.2 21.3
Gross national savings/GOP 22.1 a 22.2 36.7 .. 15.4 20.3 20.8 14.1 19.8

Current account balance/GDP -0.2 b -1.2 -1.1 -0.6 -1.8 -2.7 -1.9 -2.7 0.1
Interest payments/GDP .. 1.4 1.2 1.3 1.7 1.3 1.3 1.6
Total debt/GOP .. 37.8 30.4 35.5 35.9 47.0 38.1 73.9
Total debt service/exports .. 17.5 12.3 15.4 30.3 13.7 24.9 14.7
Present value of debt/GOP .. 29.1 28.1 25.1 29.7 29.4 26.6 55.5
Present value of debt/exports .. 135.0 95.0 109.1 221.0 89.4 180.6 190.2

LONG-TERM TRENDS
(average annual growth)
GOP

1991-94 1.5 0.9 9.7 -9.0 3.6 2.4 3.9 0.7 1.7
1995 estimate 2.8 3.8 9.2 -0.7 0.9 2.5 5.5 3.8 2.6
1996-2005 forecast 3.5 5.2 8.1 4.3 3.8 2.9 5.4 3.8 3.0

GOP per capita
1991-94 -0.1 -0.9 8.2 -9.3 1.6 -0.3 1.8 -2.2 1.1
1995 estimate 1.4 2.2 8.0 -0.8 -0.7 0.1 3.6 1.1 2.0
1996-2005 forecast 2.0 3.7 7.1 3.7 2.2 0.4 3.7 0.9 2.5

Inflation (GOP defiator)
1991-94 4.0 11.5 6.8 54.0 20.0 5.1 10.1 9.4 2.7
1995 estimate 3.2 10.1 8.6 38.6 11.1 5.9 9.0 9.7 2.3
1996-2005 forecast 3.5 8.5 5.8 18.1 8.7 6.3 6.4 8.0 2.8

Exports of goods and non-factor services
1991-94 5.4 c 7.1 15.5 -0.4 7.0 3.1 11.5 2.1 5.6
1995 estimate 8.9 c 11.5 19.8 10.2 9.0 2.6 14.4 5.6 8.6
1996-2005 forecast 6.3 7.4 10.7 5.1 6.1 4.1 7.2 4.8 6.0

Imports of goods and non-factor services
1991-94 5.4 c 7.0 17.0 -3.9 12.2 1.1 13.3 2.1 5.3
1995 estimate 8.9 c 9.3 16.5 11.0 -3.2 4.4 5.6 10.9 8.5
1996-2005 forecast 6.3 8.0 11.7 5.9 5.8 5.9 8.0 5.5 5.8

Current account balance (%/ of GDP)
1991-94 -0.4 b -2.2 -1.6 -1.1 -2.6 -5.7 -1.2 -1.4 -0.1
1995 estimate -0.2 b -1.2 -1.1 -0.6 -1.8 -2.7 -1.9 -2.7 0.1
1996-2005 forecast -0. 1b -1.5 -2.0 -0.5 -1.6 -1.6 -2.3 -2.2 0.4

EXTERNAL DEBT and RESOURCE FLOWS
(billions US$, 1995)
Total debt outstanding and disbursed .. 1,999.2 404.3 379.8 607.2 217.0 167.6 223.3

IBRD . 111.7 27.9 15.8 36.4 10.6 13.3 7.6
IDA .. 71.5 9.7 0.7 2.2 2.1 29.0 27.9

Total debt service .. 215.3 51.7 40.4 72.3 21.7 17.0 12.2
IBRD . 19.6 4.2 2.1 7.6 1.9 2.1 1.7
IDA .. 1.0 0.1 0.0 0.0 0.0 0.5 0.3

Composition of net resource flows
Official grants .. 32.9 3.0 7.7 2.5 4.2 2.8 11.6
Official creditors .. 30.7 6.5 1.7 12.3 2.1 3.6 4.4
Private creditors .. 42.1 19.4 3.3 9.9 4.6 2.5 -0.4
Foreign direct investment .. 88.8 52.2 12.5 17.8 2.1 2.0 2.2
Portfolio equity .. 19.7 10.0 1.6 6.2 0.1 1.4 0.2

Notes: 1995 estimates are preliminary; figures in italics are for 1994. Data reading 0.0 mean less than half the unit shown. Developing countries are defined
as economies having a 1995 GNP per capita below $9,386. Geographic regions cover developing counties only. Sub-Saharan Afnca includes South Africa.
a. Aggregate is set equal to gross domestic savings. b. Aggregate is not zero because of statistical discrepancies. c. World trade growlh is computed
as the average oi export and import growth.
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Albania

A lbania is largely a rural economy with agricul- imports) in 1992 to around $237 in 1995 (3 months of
ture generating 56 percent of output, and imports) and stabilized the exchange rate, which has

IAX.industry only 21 percent. After the economic floated freely since 1992. GDP is estimated to have
collapse in 1990-91, output declined nearly 33 percent grown at 8.6 percent in 1995 on the heels of two years
in real terms, and the new government undertook a of around near 9 percent real growth.
strong program of macroeconomic stabilization and Economic recovery was a major factor in absorbing
structural reforms, with IMF and Bank support. As a registered unemployment, which declined from a peak
result of firm commitment to the program by the gov- of 37 percent of the labor force in March 1993 to 18
emnment, Albania is entering its fourth consecutive year percent in 1995. The civil service was a net supplier of
of economic recovery. Together with remarkable labor, as public employment was reduced by about
achievements in reducing inflation and maintaining a 40,000 people (20 percent of the nearly 200,000 public
fairly stable exchange rate, the foundations for success- employees in March 1993) over 1993-95.
ful transition have been laid. Despite these significant There has been a slight deterioration in the macroe-
advances, however, the level of GNP per capita in Al- conomic outcome in the first half of 1996 due to the
bania is the lowest in Europe; its 3.3 million inhabitants slackening in fiscal consolidation efforts since the sec-
had an average annual income of $690 in 1995. ond half of 1995. The fiscal deficit in the first half of

1996 was around 12 percent of half-year GDP, and

Political Developments annual inflation rose to 9 percent in June from 6 percent
in December 1995.

Following the complete breakdown of public order that Albania has made substantial progress in privatizing
accompanied the fall of the previous regime, the Demo- its economy. In the first stages of transition, the govern-
cratic Party has governed Albania with a decisive ma- ment privatized all agricultural land, after disbanding
jority since the first fully democratic elections in March the state and collective farms in 1991. Small-scale pri-
1992. This has provided a degree of political stability, vatization of shops, warehouses, consumer service fa-
which permitted the passage of important legislative cilities and sales of movable assets were carried out
measures supporting political pluralism and economic rapidly during the initial stage through sales at public
reforms. The president was re-elected in national elec- auctions. Only a few small and medium enterprises
tions in June 1996. remain public, as over 3,000 enterprises and asset units

were sold by mid-1995. The government created the
Recent Economic Developments Enterprise Restructuring Agency in July 1993 to deal

with 32 politically sensitive enterprises that could not be
Albania has made substantial progress in achieving privatized easily. The agency has been successful in
macroeconomic stability. Inflation fell from 226 percent downsizing: employment in the 32 firms dropped from
in 1992 to 7.9 percent in 1995. This remarkable eco- 49,000 in 1992 to 6,500 by end-1995, liquidation was
nomic performance attests to the major progress made initiated in 6 enterprises and 5 have been auctioned off
in structural adjustment since transition, with large re- through the mass privatization program introduced in
ductions in macroeconomic imbalances and sweeping early 1995 to deal with larger enterprises which were
structural reforms. The fiscal deficit was cut from 44 more difficult to privatize. That program has designated
percent ofGDP in mid-1992 to 12 percent in 1995, while around 350 enterprises for privatization through
the current account deficit was reduced from 65 percent voucher auctions. There have been four rounds of auc-
of GDP to 8 percent in 1995. Improvements in the tions privatizing 83 enterprises. The privatization efforts
current account, together with large inflows of conces- have left virtuallv all commerce and manufacturing pro-
sional aid, have led to an accumulation of foreign re- duction in private hands. Basically, only large enter-
serves which rose from $30 million (two weeks of prises involved in strategic sectors, including chromium



Albania

and copper mining, and oil and gas, remain in the public prove Albania's infrastructure, both physical and hu-
domain although there are plans to privatize these. Ne- man. The government has been giving priority to reha-
gotiations are underway with strategic investors inter- bilitation, and where appropriate, expansion of basic
ested in Albania's chromium mines and production. infrastructure, to provide the emerging private sector

Albania's infrastructure continues to be weak and with adequate transport services, power, water and sew-
poorly developed, and functioning facilities are in a bad erage, telecommunications, and municipal services at
state of repair. While substantial rehabilitation has been reasonable cost. The government started to build a mod-
undertaken over the last two years, infrastructure bottle- em system for public investment management in late
necks continue to constrain stabilization and structural 1993, and set up a Department of Economic Develop-
reforms: electricity outages were frequent during the ment and Aid Coordination under the Council of Min-
severewinterofl994-95,whichputenormousstrainon isters in 1994. The department has completed the
transmission and distribution works, and winter outages 1996-98 public investment program, which will support
are still frequent. Difficulties in rehabilitating infra- Albania's bid for continued access to adequate levels of
structure have not been limited to electric power. Alba- external financing for investment.
nia's roads are the worst in post-communist Europe, The government is determined to pursue poverty
with a third of the population cut-off from major mar- alleviation by strengthening the social safety net and
kets because of poor feeder roads. Water supply is basic education and health services. It recognizes, how-
precarious, interrupting economic production and af- ever, that over the medium term private sector growth
fecting public health. Over400 municipalities cannot be will be key for effective poverty alleviation.
reached by phone, and Durres, the country's largest port, The government also recognizes that the financial
functions under very poor conditions. Weak infrastruc- sector needs to be strengthened to ensure efficient mo-
ture makes private economic activity, including foreign bilization and intermediation of resources through the
investment, difficult and costly. banking system. Private investments and dynamism

have been supported by significant remittances from
Albanians working abroad, which have effectively sup-
plemented domestic savings and financial intermedia-

Albania faces the challenge of transforming its hard- tion. But continued development of the private sector
won early success in stabilization into sustainable requires a formal banking sector that can offer modern
growth. Recent economic growth has benefited some banking services and intermediation of resources at
segments of the population more than others, with large competitive costs. For these reasons, the government's
numbers of people, specially in the rural areas, remain- program emphasizes bank restructuring and encourag-
ing poor. The challenge now facing the government is ing private banks to enter. The parliament approved a
to maintain the high growth rates achieved over the past new banking law in 1995, the government is about to
years in such a way that there will be maximum impact adopt a new chart of accounts, and is developing a
on poverty reduction. In addition to maintaining consis- regulatory framework. Now that the audits of state-
tent macroeconomic policies, with the help of improved owned banks are completed, the government plans a
fiscal instruments and performance, the government is complete restructuring of the banking system.
committed to invest in public resources in infrastructure Post-privatization assistance will be required-espe-
required for private growth, maintain an effective social cially for enterprises privatized through the mass priva-
safety net, develop a banking sector with significant tization program- to improve governance, encourage
private participation, and establish a legal framework restructuring, and increase competitiveness.
suitable for the nascent market economy. Albania's growing private sector requires basic insti-

The fiscal deficit is not yet low enough to consolidate tutional support. Reinforcing the legal framework by
the stability achieved and set the stage for sustainable removing regulatory impediments, and establishing for-
growth. Deficit reductions can only be accomplished mal procedures to conduct business and enforce con-
through a combination of two instruments: revenue in- tracts, including administrative arrangements for the
creases over the medium term, including broadening the land and property market is crucial. Securing private
tax base, seeing VAT implementation through, and fur- property, including privatized land, has been a first step
ther revision of existing schemes, such as the structure in this direction. Further improvements are necessary in
and enforcement of import tariffs, and reducing public laws and regulations, and the implementation capacity
expenditures. Some expenditure cutbacks can be of legal institutions, such as courts and notaries, so that
achieved through increasing reliance on the private sec- they can effectively enforce the new Civil Code and
tor to provide services, and infrastructure. Land Registration Law.

Fiscal restructuring alone will not be sufficient. Fur- Export recoverv has been strong in Albania, with
ther support is required for public investments to im- exports almost tripling in dollar terms between 1992 and
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1995, from $70 million to $200 million. In 1995 60 obligations, including interest arrears, amounted to
percent of total exports were manufactures, two-thirds about $644 million equivalent in 1995. Rescheduling
of which were textiles and shoes. Sustaining a high rate agreements with bilateral creditors were signed with all
of export growth over the medium term will require countries in 1994, and payments due under these Paris
further investment in infrastructure and continued Club agreements have since been made on time. At a
macroeconomic stability. total cost of $96.4 million, some $371.3 million of

Improved access to markets in the EU will play a eligible principal outstanding with commercial banks
crucial role in the medium term. A first step was Alba- and $116.5 million in interest past due were repurchased
nia's inclusion into Generalized System of Preferences and exchanged for collateralized bonds in August 1995.
of the Council of Europe in 1992. Albania is negotiating Another $146.3 million of principal was repurchased for
additional reductions in tariffs and non-tariff barriers cash at 20 cents to the dollar of outstanding principal,
from Europe, and it has applied for membership in the and $225 million was exchanged for zero-coupon par
WTO. Given the small size of the country's economy, it bonds; all related interest arrears were extinguished. As
is expected that these initiatives will further enhance a result of the successful debt reduction operation, trade
access to EU markets, which should help sustain reason- credit is now being extended to Albania by several
ably high growth in exports. European commercial banks, and this is expected to

reduce the cost of trade transactions, thus helping to

External Debt expand exports, attract foreign investment, and spur
economic growth.

Albania's external debt overhang was renegotiated with
remarkable success in 1995. The country's outstanding

3



Albania at a glance
Europe &

POVERTY and SOCIAL Central Low-
Albania Asia income Development diamond*

Population mid-1995 (millions) 3.3 488 3,188 Life expectancy
GNP per capita 1995 (US$) 690 2,240 460
GNP 1995 (billions US$) 2.2 1,093 1,466

Average annual growth, 1990-95

Population (%) -0.1 0.4 1.8 GNP Gross
Labor force (%) 1.4 0.6 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 37 66 29
Life expectancy at birth (years) 73 68 63
Infant mortality (per 1,000 live births) 30 23 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) .. .. 75
Illiteracy (% of population age 15+) .. .. 34
Gross primary enrollment (% of school-age population) 96 97 105 -Albania

Male 95 97 112 -Low-income group
Female 97 97 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) .. 2.0 1.8 2.2 Openness of econ
Gross domestic investment/GDP .. 32.8 13.5 16.5
Exports of goods and non-factor services/GDP .. 16.2 12.5 13.8
Gross domestic savings/GDP .. 30.5 -16.8 -7.8
Gross national savings/GDP .. 30.6 -2.2 8.3

Current account balance/GDP .. -1.9 -15.7 -8.1 Savings . Investment
Interest payments/GDP .. .. 0.2 0.5
Total debt/GDP .. .. 51 2 28.9
Total debt service/exports .. .. 4.3 6.8
Present value of debUGDP .. .. 45.2
Present value of debVexports .. .. 295.9 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Albania
GDP .. -3.6 9.4 8.6
GNP per capita .. -5.1 10.1 10.7 -Low-icome group
Exports of goods and non-factor services .. 14.6 26.9

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

Agnrculture .. 27.9 55.1 55.8 200
Industry 34.9 21.9 21.4

Manufacturing .. 1 ., . .
Services .. 37.2 23.0 22.8 -

90 92 93 ~~~ ~~94 95

Private consumption .. 60.2 101.6 92.6 .roo

General govemment consumption .. 9.3 15.2 15.3 GDI GDP
Imports of goods and non-factor services .. 18.4 42.7 38.1

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports
Agriculture .. 5.9 10.3 10.0 120
Industry .. -9.0 4.7 6.0

Manufacturing ..

Services -10.1 12.0 7.7 40

Private consumption .. 3.8 1.3 0.8 0
General government consumption .. 3.9 6.7 8.9 95
Gross domestic investment .. -14.5 22.7 21.4 40
Imports of goods and non-factor services .. .. -1.9 2.7 -Exports -&Imports
Gross national product .. -3.6 11.3 11.5

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (/)

Domestic prices
(% change) 300
Consumer prices .. .. 22.6 7.9 A

Implicit GDP deflator .. 0.4 37.0 10.0 2e/

Government finance IOD

(% of GDP)
Current revenue .. 50.6 25.6 26.5 o
Current budget balance .. 24.4 -4.1 -2.3 90 91 92 93 94 95
Overall surplus/deficit .. -1.8 -13.6 -11.8 -GDP del. ^ CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. .. 141 205 750
Chromium and denvatives .. .. 23 30
Tobacco . .. 14
Manufactures . .. 74 128 50

Total imports (cd) 601 679

Food . .. 168 190 i iI
Fuel and energy . .. 67 59 260
Capital goods . .. 178 149Export price index (198 7=100) 17a 949

Import price index (1987=100) .. .. n or, 92 93 94 9r
Terms of trade (1987=100) a, go .. .. a Exports _ _ Imports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services .. 319 225 302 o at 93 9 l
Imports of goods and non-factor services .. 363 773 836 92
Resource balance .. -44 -548 -534 *20

Net factor income .. 1 0 53
Net current transfers .. 6 264 300 go0

Current account balance,
before official transfers .. -37 -283 -181

Financing items (net) .. 20 333 214
Changes in net reserves .. 17 -50 -33 -e-

Memo:
Reserves including gold (mill. US$) 79 83 205 237
Conversion rate (local/US$) 8.6 94.7 93.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Compoattlon of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. .. 925 644

IBRD .. .. 0 0 B
IDA .. .. 65 109 G 109

Total debt service .. .. 12 22 182
IBRD .. .. 0 0
IDA .. .. 0 1 C

Composition of net resource flows 74
Official grants .. .. 67 100
Official creditors .. .. 54 48
Private creditors .. .. -8 -2 \
Foreign direct investment .. .. 53 55 105
Portfolio equity .. 0 0 F

World Bank program 174
Commitments .. 63 36 A -IBRD E -Bilateral
Disbursements .. 35 43 B - IDA D- Other multilateral F -Private
Principal repayments .. 0 0 C - IMF G -Short-term
Net flows .. 35 43
Interest payments .. 0 1
Net transfers .. .. 35 42

World Bank International Economics Department, September 1996
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Algeria

A Igeria is a country in transition on many inter- measures, supported by the IMF and World Bank and a
lAllinked fronts. It is undergoing a deep economic first Paris Club rescheduling agreement.

transition from a state-controlled oil-dependent Algeria brought its budget deficit to 4.4 percent in
economy to a private sector-led one, demographic pres- 1994, down from 8.7 percent in 1993. The dinar was
sures and generation change, and a political transition devalued by close to 100 percent, and a ceiling was
from a centralized structure to a democratic system. The imposed on the government wage bill. Money supply
recent violence was in part the result of economic diffi- growth was tightened from 21 percent in 1993 to 15
culties of the past decade. percent in 1994, contributing to the containment of

Algeria faces an important economic agenda. The inflation despite price liberalization and devaluation
economy remains dependent on hydrocarbons. During pass-through effects. A new Paris Club rescheduling
the oil boom years of the early 1980s, economic inefFi- agreement was finalized in July 1996 covering about $7
ciencies could be masked by mounting oil revenues; billion, as well as an agreement with the steering com-
economic adjustment was all the more severe when the mittee of commercial banks covering about $3 billion.
oil price collapsed in 1986, resulting in a 50 percent The government eliminated most non-tariff trade and
decline in Algeria's terms of trade. The internal impact payments restrictions, liberalized prices, and drastically
was further compounded by the extreme budget reliance reduced subsidies, limiting them to a few food products.
on oil receipts. Since then, GDP per capita has declined Ceilings on bank lending rates were removed, and non-
by about 3 percent a year, resulting in a cumulative autonomous public enterprises were put under tight
decline of per capita consumption by 28 percent and of budget constraints. The authorities also started to put in
household disposable income of 31 percent, and unem- place the regulatory framewor k for a market economy
ployment has risen from 17 percent in 1986 to 25 percent with an investment code that does not differentiate be-
in 1994. tween local and foreign investors, a competition law,

Algeria initially attempted to finance the 1986 oil and a privatization law. A financial sector reform was
price shock by an increase in external borrowing. Alge- initiated, in part to apply market discipline to state
ria's external debt increased by $6 billion over 1985-87, enterprises.
and reached $29 billion (69 percent of GDP) by end This program is starting to show results, with a small
1994, with a short maturity structure. By 1987 the gov- recovery realized in 1995. amounting to 4 percent GDP
ernment realized that deep adjustment was necessary, growth. This transJates into a modest but positive GDP
and it initiated a broad program of economic reforms, per capita growth for the first time in more than a decade.
including a start on land privatization, reform of state While this recovery stems in large part from a good
enterprises, and price liberalization. The period 1992-93 harvest, there are also signs of an emerging private
was marked by a slowdown in adjustment, including sector response in other sectors brought about by trade
some policy reversals, resulting in large budget deficits liberalization and the availability of foreign exchange
and debt servicing problems. Since then, the govem- for importing inputs, especially in services and con-
ment has resolutely followed a strong program of stabi- struction activities.
lization and adjustment. The performance of the manufacturing sector,

mostly dominated by large public enterprises, contin-

Recent Economic Developments ued to deteriorate, however, partly due to increased
competition from imports. While this recent growth is

By early 1994 the widening of macroeconomic imbal- encouraging. overall, it is still too modest to make a
ances and increased difficulty in accessing external fi- dent in unemployment or improve living standards on
nancing reached an unsustainiable level, leading to the a sustainable basis. Longer-term recovery will depend
appointment of a new government, which introduced on stronger private investment, which will come with
swift and wide-ranging stabilization and adjustment further adjustment.
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Algeria

Political Developments Development Strategy

The last four years have witnessed a sharp deterioration Over the last year the government has initiated a wide-
on the political front, characterized by increased politi- ranging stabilization and adjustment program to effect
cal turmoil, verging on a civil war. The four-year-old a progressive transition to a more fully market-driven
conflict between government forces and opposition economy. The recent election results and the financing
groups has claimed the lives of some 50,000 Algerians agreements reached with external creditors offer solid
and over 100 foreigners. In addition to human losses, breathing space to accelerate that program. The key
some 900 schools were burned in the conflict and infra- objectives of the government for the next few years
structure losses are estimated at about $2 billion by the include continued economic stabilization and strength-
Algerian authorities. ening of balance of payments viability, while ensuring

Presidential elections in November 1995 were super- a sufficient level of imports compatible with growth
vised by the Arab League, the United Nations, and the objectives; promotion of labor-intensive private sector-
Organization of African Unity. Despite calls for a boy- led growth to reduce unemployment, and protection of
cott by opposition parties and threats of violence by the vulnerable groups during this transition through
extremists, the turnout was 74 percent, exceeding all safety nets and employment programs. A specific prior-
predictions, and the elections proceeded in a calm envi- ity is low-income housing in view of the severe housing
ronment, amid strong security measures. The incumbent crisis confronting the country.
president, the architect of the elections and the economic Algeria's development agenda to complete its transi-
recovery program, received 61 percent of the vote. The tion to a market economy remains large. A key issue will
election process was widely acknowledged as fair, and be managing this transition carefully in the context of
most opposition parties have since declared a readiness social instability and high unemployment. At the heart
to work with the president in restoring civil peace and of the government program is a three-pronged strategy
economic and social recovery. Scattered terrorism activ- to revitalize the enterprise sector and enlarge the private
ity has continued, however. Following the elections, a sector for a more efficient and sustainable supply re-
new government was formed, which pledged continuity sponse.
in the economic reform program. For the approximately 600 large public enterprises

for which there is inadequate demand for privatization

Social Indicators under the present situation, the strategy of the govern-
ment is to impose strict performance criteria, improve

During the oil boom years, the state had the resources to their autonomy under market constraints, and restrict
provide employment, infrastructure and services budget support. There is significant privatization de-
through a very inefficient centrally controlled system. nmand for about 1,000 small and medium enterprises,
Social indicators improved markedly and poverty de- however, particularly those in construction and services.
clined thanks to high investment in education, health For these sectors, the government intends to launch a
and basic infrastructure, and generous subsidies. The serious privatization effort, now that the privatization
decline in oil prices in the 1980s put an end to this, law has been enacted. The third element consists of
highlighting the inefficiencies of the economic struc- measures to enhance private sector development. This
ture. Unemployment grew rapidly-to 25 percent, is well under way through the liberalization drive.
mostly among the young-and acute housing shortages The government is also aiming for quick achieve-
developed, with an average occupancy rate of 8 persons ment of a labor-intensive pattern of growth in the non-
per unit, the highest in North Africa. The housing crisis oil sectors to contain the already high unemployment
was further compounded by a high population growth through broad-based programs and a review of incen-
rate (2.9 percent) and continued rural migration to cities. tives. As part of this effort, the government is putting

The government is aware of the crucial need to miti- special emphasis on two sectors: housing and agricul-
gate the social crisis while effecting the transition of the ture. In both sectors, deep reforms will be comple-
economy. It has recently launched a broad-based safety mented by active employment programs.
net program and is reviewing its housing strategy, rely- The third major component of the government's
ing more on private sector contractors to implement strategy is the development of a social safety net, while
government housing programs. It doubled housing com- protecting social expenditures (health and education)
pletions in 1995 (80,000 units compared to 40,000 the from budget constraints. The government started devel-
year before). While this represents a solid achievement, oping its safety net program in 1992 to mitigate the
it is still far short of the need. The government is under- impact of a reduction in general subsidies. While the
taking a poverty review to improve the targeting and the systems developed initially were very broad-based, the
design of its social programs. government has made progress since 1994 in improving
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Algeria

targeting and mechanisms. The safety net includes a in oil exports, resulting in an increase in hydrocarbon
public works program,a cash transfersystem for vulner- export revenues of $3 billion between 1995 and 1998.
able groups, and a national unemployment insurance Sustainable growth, however, will depend on continued
scheme for workers laid off for economic reasons. progress in economic adjustment and reform, coupled

with continued improvement in the security situation.

Medium-Term Prospects The fragility of Algeria's internal situation is com-
pounded by its vulnerability to external shocks associ-

Growth prospects over the medium run are cautiously ated with its over dependence on hydrocarbon exports
positive. Non-hydrocarbon growth reached 4.6 percent (20 percent of GDP; 60 percent of fiscal revenues; and
in 1995, a modest but important turnaround after a 95 percent of exports) and the level and structure of its
decade-long recession. Provided the government can foreign debt. Algeria's exports are dollar-denominated
maintain the momentum of adjustment, prospects are (95 percent), while two-thirds of imports are denomi-
good for sustaining and accelerating non-hydrocarbon nated in other, mostly European, currencies. Algeria's
growth to 5.5 percent progressively by the year 2000. external debt burden is also high. The recent Paris and
This growth would be primarily driven by stronger London Club debt rescheduling agreements resulted in
growth in construction, services, and agriculture. Al- a lower debt service ratio, down from 73 percent in
though internal growth in the non-petroleum sectors will 1993 to 36 percent in 1995, and a projected 28 percent
play a crucial role in generating employment, Algeria this year. This relief provides a breathing space to
will remain dependent on petroleum exports for a quick facilitate the reform program. Negotiations have re-
return to balance of payments viability, which is ex- sumed with the EU on a possible free trade agreement;
pected by 1998. Current investments in gas pipelines an agreement could mean substantial financial support
will double natural gas exports and reverse the decline from the EU.
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Algeria at a glance
M. East Lower-

POVERTY and SOCIAL & North middle-
Algeria Africa Income Development diamond'

Population mid-1995 (millions) 28.0 273 1,154 Life expectancy
GNP per capita 1995 (US$) 1,580 1,780 1,700
GNP 1995 (billions US$) 44.2 486 1,962

Average annual growth, 1990-95

Population (%) 2.2 2.7 1.4 GNP Gross
Labor force (%) 4.2 3.3 1.8 per primary

Most recent estimate (latest year available since 1989) capita \ enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 56 56 56
Life expectancy at birth (years) 70 66 67
Infant mortality (per 1,000 live births) 34 49 36
Child malnutrition (% of children under 5) 9 .. .. Access to safe water
Access to safe water (% of population) .. 82 78
Illiteracy (% of population age 15+) 38 39 ..
Gross primary enrollment (% of school-age population) 103 97 104 -Algera

Male 111 104 105 Lower-middle-income group
Female 96 90 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 15.6 58.0 41.9 41.4 Openness of economy
Gross domestic investment/GDP 45.2 33.2 31.7 32.0
Exports of goods and non-factor services/GDP 33.6 23.5 23.7 26.7
Gross domestic savings/GDP 36.0 36.4 27.0 28.8
Gross national savings/GDP 36.4 36.0 27.0 26.3

Current account balance/GDP -10.6 1.2 -4.3 -5.6 Savings Investment
Interest payments/GDP 1.4 2.4 3.1 4.4
Total debt/GDP 29.7 31.5 70.3 76.2
Total debt service/exports 9.0 36.2 41.4 36.4
Present value of debt/GDP .. .. 58.4
Present value of debt/exports .. .. 252.4 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Algeria
GDP 5.4 0.2 -1.1 4.1
GNP per capita 2.0 -2.6 -4.5 0.6 Lower-middle-income group
Exports of goods and non-factor services 2.0 2.0 -3.4 5.4

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP) 10
Agriculture 10.5 9.0 10.4 11.3
Industry 52.5 53.6 49.6 50.7 D _ , _ 

Manufacturing 9.1 12.2 10.8 11.5 o w 95

Services 37.0 37.4 40.0 38.0 .10

Private consumption 51.1 47.9 56.2 55.5 20

General govemment consumption 12.9 15.7 16.8 15.7
Imports of goods and non-factor services 42.9 20.4 28.4 29.9 -GOt - GDP

1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
(average annual growth)
Agriculture 2.7 3.0 -11.1 20.0 20-

Industry 5.3 -0.3 -2.0 2.6
Manufacturing 11.9 -7.3 -4.4 -2.4 10

Services 5.6 0.9 2.5 3.3 o

Private consumption 6.3 -0.4 0.2 2.6 .10 - 92 /
General govemment consumption 7.2 4.3 4.0 4.3
Gross domestic investment 4.7 -5.1 2.0 3.5 -20
Imports of goods and non-factor services 4.6 -6.3 6.1 0.9 Exports -Impons
Gross national product 5.2 -0.1 -1.7 2.9

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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Algeria

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (/.)

Domestic prices
(% change) 60
Consumer prices 8.2 10.4 29.0 29.8 40
Implicit GDP deflator 5.4 4.7 28.4 28.6

Government finance 20
(% of GDP)
Current revenue 37.9 27.9 29.3 n
Current budget balance 19.3 4.5 6.8 9i 91 92 93 94 99

Overall surplus/deficit .. -8.3 -4.4 -1.4 -GDPdet. ^ CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) . 12,975 8,899 10,260 15000.
Natural gas .. 1,174 893 1,352
Other hydrocarbons .. 11,550 7,714 8,376
Manufactures .. 26 28 32 f .0

Total imports (cif) .. 10,763 9,748 11,016
Food .. 2,181 2,888 2,722 .0
Fuel and energy .. 184 150 174
Capital goods .. 3,280 2,234 2,621

Export price index (1987=100) .. 155 96 99 Cret] r FImport price index (1987=100) .. 72 134 143 89 99 91 92 93 94 99

Terms of trade (1987=100) .. 214 71 69 oExports Mimports

BALANCE of PAYMENTS

(millions US$) 1975n1985 1994 1995 account balance to GDP ratlo (%)
Exports of goods and non-factor services 4,873 13,373 9,589 10,940 s
Imports of goods and non-factor services 6,603 12,448 11,088 12,200
Resource balance -1.730 925 -1,499 -1,260

Net factor income -163 -1,571 -1,721 -2,170 0 l l
Net current transfers 232 1,358 1,400 1,120 L s 91 92 93 St 99

Current account balance. ,
before official transfers -1,661 713 -1,820 -2,310 -5t

Financing items (net) 1,598 650 2,310 1,380
Changes in net reserves 62 -1,363 -489 930 l

Memo:
Reserves including gold (mill. US$) 1,896 4,644 4,783 4,253
Conversion rate (locaM1US$) 3.9 5.0 35.1 47.7

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1994 (mill. USS)
Total debt outstanding and disbursed 4,633 18,260 29,483 31,573 G A

IBRD 36 480 1,709 1,902 650 1709 C
IDA 0 0 0 0 1129

Total debt service 469 5,002 4,468 4,620 223D
IBRD 6 72 327 400 2235
IDA 0 0 0 0

Composition of net resource flows E
Official grants 30 41 67 \ 4842
Official creditors 115 -112 894
Private creditors 1,193 540 401
Foreign direct investment 119 0 18 9
Portfolio equity 0 0 5

World Bank program
Commitments 48 0 191 280 A -IBRD E -Bilateral
Disbursements 33 148 300 453 B- IDA D- Other multilateral F -Private
Principal repayments 3 42 208 260 C -IMF G -Short-term
Net flows 30 106 92 193
Interest payments 3 30 119 143
Net transfers 27 76 -27 50

World Bank International Economics Department, September 1996
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Angola

T he combined effects of two decades of civil war production had not started vet, but vast oil reserves had
and weak economic management have led An- been identified. Between 1960 and 1974-in spite of the
gola into a massive economic, institutional and war for independence-the Angolan economy grew by

social crisis of declining incomes, macroeconomic in- an estimated annual average of 8 percent.
stability, weakening institutions, crumbling Most of the indigenous Angolan population, how-
infrastructure and communications, refugees, and dis- ever, remained excluded from the benefits of this grow-
placed, maimed and orphan children. Poverty is deep. ing economy. Coffee and maize production, fisheries,
widespread, and worsening. The macroeconomic situ- agro-industry processing, marketing and trade were
ation is serious, with a large fiscal deficit ($1,724 mainly owned and run by Portuguese settlers. Support
million in 1995, representing 29 percent of GDP) and for agriculture, including credit, irrigation infrastruc-
hyperinflation (3,661 percent in 1995). GN P per capita ture, and research and extension focused on commercial,
fell from $720 in 1985 to $410 in 1995. large-scale agricultural production systems. Native An-

The peace process that resulted from the signature of golans were involved in small-scale, traditional agricul-
the November 1994 Lusaka Peace Accords has been ture or worked in plantations and factories as wage
progressing under the auspices of the United Nations, earners. They benefited little from education and train-
supported by some 6,500 blue helmets and 1,100 civil- ing, and held low-skilled and low-paid jobs.
ians. Implementation of the peace accords is several
months behind schedule. Some 52,000 soldiers from the

Unin fr ota IdepndnceofAngla(UNTA Civil War and the Decline of the Angolan EconomyUnion for Total Independence of Angola (UNITA)
have been already quartered and 14 high ranking offi- Angola has suffered from armed conflict for three dec-
cials have been reintegrated into the Angolan Armed ades. First, the struggle for independence, then the long
Forces. and destructive civil war between the People's Move-

Angola has a great-but so far unrealized productive ment forthe Liberation of Angola(MPLA), and UNITA.
potential. This natural resource-rich country is Sub-Sa- The transition to a democratically elected government,
haran Africa's fourth largest, with an area of 1.2 million initiated after a cease-fire in May 1991, was derailed by
square kilometers, a population of about 10.8 million, renewed fighting soon after elections in the fall of 1992.
for a low average population density of about 9.7 per UN ITA refused to accept the outcome ofthe presidential
square kilometer. It has fertile agricultural land, a diver- elections, moved its headquarters to Huambo, Angola's
sified climate for agriculture, fisheries, and forests, and second largest city, withdrew from the Unified National
substantial hydroelectric capacity and mineral re- Armed Forces, and resumed fighting, taking control of
sources, including oil and diamonds, and the potential large portions of Angola, mostly in the south and central
for becoming one of the richest countries in the region. highlands. After two years of intense and devastating
Before independence in 1975 infrastructure was well fighting, peace accords were signed between the govern-
developed by regional standards, but has since deterio- nient and UNITA in Lusaka, Zambia, in November 1994.
rated substantially because of lack of maintenance and As war resumed after independence, the country's
damage from the war. economy began a sharp decline. The abrupt departure of

At independence, the Angolan economy exhibited a most of the Portuguese settlers, who owned and man-
fairly diverse base of commercial agriculture and light aged the majority of Angola's enterprises and marketing
manufacturing, a well-developed marketing network, networks, disrupted commercial activity. The territory
adequate infrastructure, and a favorable external bal- was divided into areas controlled by the two warring
ance. Angola was the world's fourth largest producer parties and physical infrastructure suffered serious dam-
and exporter of coffee and diamonds, and also exported age. The new government stepped in and endeavored to
agricultural and fish products. It had also begun exploit- till the void with central planning and administrative
ing iron ore deposits on a large scale. Full-scale oil direction. Most agricultural, industrial, and trade enter-
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Angola

prises were nationalized and began operating under un- Recent Economic Developments
skilled and inexperienced managers, with little or no
accountability or oversight from the government. Econ- It was against this background that the Angolan govern-
omy-wide price and trade controls were imposed, giving ment decided to embark on a stabilization program-the
rise to an increasingly important parallel market. Partial 1994 Economic and Social Program-which was ap-
reforms were initiated in 1987 and again in 1991, with proved by the parliament in late March 1994. The pro-
the easing of price controls, reductions of subsidies, gram consisted of an over-optimistic agenda aimed
remonetization of wages (replacing subsidies in kind), mainly at sharply reducing inflation and returning An-
and exchange rate adjustments, but some of these meas- gola to positive GDP growth rates through tight mone-
ures were rolled back after the resumption of hostilities tarv and fiscal policies, a more realistic exchange rate
in 1992. policy, and further liberalization of the economy. How-

The economy has become largely dependent on the ever, implementation of the anti-inflation effort proved
oil sector, the industry that least suffered the effects of increasingly difficult after midyear, as hostilities inten-
the war. Oil production, which is concentrated off-shore sified. While some key structural measures were initi-
of the northwest province of Cabinda and on-shore in ated during 1994, many were deferred. Further, the
Soyoanddevelopedinpartnershipwithinternationaloil magnitude of the macroeconomic imbalances, espe-
companies, began after independence and continued to cially the budget deficit, was so great that it would have
expand. In 1995 oil accounted for 48 percent of GDP, been impossible to fully and successfully implement the
97 percent of exports, and 87 percent of government program. Government spending, credit expansion and
revenue. From 1985 to 1995 real GDP increased by 0.9 hence money creation accelerated.
percent a year, implying that income per capita fell by Economic developments in 1994 revealed a worsen-
some 4 percent a year, owing to the combined effects of ing situation. The budget deficit (on a commitment
the conflict, insufficient administrative capacity. and basis). targeted to fall from 18 percent of GDP in 1993
policies that proved ineffective or counterproductive. to 4.4 percent in 1994, increased to 23 percent. In

Agriculture and fisheries largely collapsed, manufac- addition, fixed nominal prices failed to be adjusted and
turing faltered, and domestic commerce atrophied. Al- the rapid general inflation widened the spread between
though information on the agricultural sector is the general price level and administered prices, (espe-
particularly scarce, it is estimated that less than 5 percent cially petroleum products, transportation, water, and
ofagricultural land is now being cultivated. Value added power prices), leading to a substantial increase in subsi-
in the non-oil sectors taken together collapsed by more dies in the budget. Although initially tight policies
than a third as rural populations fled from the fields into brought monthly inflation below double digits by June,
the coastal cities (especially Luanda) or neighboring it rose to a record 58 percent in December, bringing the
countries. year's cumulative increase to 972 percent. External fi-

The joint effects of the war and weak economic nances deteriorated further, with external debt reaching
management led toan increasingly unstable and precari- $10.6 billion (some $4.7 billion of which representing
ous macroeconomic situation. From 1991 to 1995. sev- arrears) and official reserves falling to the equivalent of
eral policy measures were attempted to reduce price only 0.9 months of imports. A positive development in
distortions and improve the incentive framework; they 1994 occurred on the production side as real GDP in-
were not pursued systematically or complemented by creased by an estimated 7.7 percent. This partial recov-
fiscal and economic restraint, and were sometimes re- ery reflected a 9.1 percent rise in crude oil production,
versed. In 1992 after election-related overspending and as new fields came onstream, and some revival of agri-
increased military expenditures with the resumption of culture and commerce, as parts of the country became
war, the budget experienced a massive deficit, the more secure.
monetization of which led inflation to accelerate to 496 In 1995 Angola's economy continued to deteriorate
percent. Despite some reduction in the deficit in 1993, and became increasingly unstable. Early in the year, the
due to improved oil prices and exchanige rate deprecia- government, anticipating that a quick peace process
tion. government recourse to the banking system would create the necessary conditions to initiate the
reached the equivalent of 15 percent of GDP, monetary economic stabilization, began discussions with the IMF
expansion continlued apace, and inflation accelerated on a staff-monitored program. These discussions were
further to 1,838 percent. External debt arrears, partly finalized in July and a program for October 1995-Sep-
eliminated in 1989 by an initial Paris Club rescheduling, tember 1996 put in place. The program aimed at reduc-
had begun to accumulate again thereafter. Since 1993 ing inflation through tight fiscal and monetary policies,
significant amounts of current and future oil proceeds implementing a more effective foreign exchange rate
have been mortgaged to cover military and civilian policy, boosting domestic output, and further liberaliz-
imports, which are contracting sharply. ing prices and trade. However, due to the slow imple-
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mentation of peace and a lack of consensus and joint 300,000 Angolans have fled the country and live as
commitment to economic reform by the Angolan insti- refugees in neighboring countries. The most horrifying
tutions involved in policy decision making-the presi- consequence of the war is the existence of some 70,000
dent's office, the Army, the Ministries of Economy and Angolans, many of whom children, who have become
Finance, Planning, and Trade, and the central bank-the physically disabled as a result of land mines.
main macroeconomic indicators worsened in 1995.

After only two months, the IMF program was sus-
pended, as its targets could not be met. In 1995, the Development Objectives
overall budget deficit is estimated to have reached some The main challenge facing the people and government
29 of GDP and was mainly financed by monetary crea- of Angola are to find common ground to steer the
tion (about 18 percent ofGDP) and further accumulation country toward peace and economic and social progress.
of external payments arrears. Domestic credit rose to Angola has the potential to achieve these goals-if it can
some 24 percent of GDP, as a result of higher than peacefully settle its political and territorial divisions,
expected credit to the government and to the economy. decisively improve transparency in public administra-
The loose fiscal and monetary policies followed by the tion, and implement much needed macroeconomic re-
government along with the introduction of some restric- forms. In meeting these challenges, Angola will need the
tions on imports fueled inflation to the highest level assistance and support of the international community.
ever-3,661 percent at end-December. The reversal of The magnitude of macroeconom ic distortions is so great
the government's decision to reduce the differential and the reconstruction and social needs so vast, that
between the official and the parallel foreign exchange Angola cannot design and implement such an important
market rates, caused the ratio between the two rates to reform program alone.
increase from 2.7:1 by end-December 1994 to 4.1:1 by The Angolan government has concentrated its recon-
end-December 1995. struction efforts on the recovery of community-based

activities. The government, with the support of the

Social Indicators United Nations Development Programme, developed
the Community Rehabilitation and National Reconcili-

The impact of the war and of economic mismanagement ation Program to reinvigorate and strengthen the cohe-
on the Angolan population has been severe. Although sion of rural communities. This program has a
social indicators are scarce, the available data show that country-wide focus on assisting rural communities in
Angola's mortality rates are among the highest in the the transition from war and humanitarian assistance to
world, with the infant mortality rate (0 to I years) at 195 peace and reconstruction by restoring community-based
per 1,000 live births and the child mortality rate (I to 5 services and production activities. The program concen-
years) at 320 per 1,000 live births. The proportion of the trates on local priorities and quick-impact investments.
population with access to health facilities declined from Under the auspices of the UNDP, a roundtable confer-
45 to 19 percent over 1990-93, and approximately 3.5 ence of donors in Brussels September 1995 obtained
million Angolans are dependent on food aid and other pledges of $975 million from the international commu-
emergency assistance. Primary school enrollment de- nity for the program.
clined from 54 to 32 percent (compared to an average of
41 percent for Sub-Saharan African countries) during Medium-Term Prospects
the last two decades, and access to water decreased from
30 to 18 percent in the same period. Hyperinflation is Angola has considerable growth potential in the medium
taxing the poor most severely, quickly eroding their cash term. If invested wisely in the country's development, a
balances. peace dividend could make a crucial contribution to the

In addition to rampant poverty, the extensive destruc- transition to a market economy. The prospects for eco-
tion of the war and widespread land mines have resulted nomic recovery in the short-term are, however, uncer-
in a massive social crisis of displaced persons, refugees, tain. Peace may not result in immediate savings (the
and maimed people. The country has some 1.2 million Angolan government's share of the peace process cost
internally displaced people, causing overpopulation of is estimated at $1 to 3 billion over three years); demobi-
cities. Urban population, estimated at 15 percent in 1970 lization will take time, and there will be substantial costs
rose to about 42 percent in 1992 and to probably more associated with repatriating refugees and resettling dis-
than 50 percent today. The exodus to the cities has placed people. Though carrying high returns, the reha-
undermined the traditional cohesion of rural society and bilitation of infrastructure will be a lengthy process and
created large impoverished squatter settlements around require large capital outlays. Finally, and despite at-
the cities, which are beleaguered by crime, lack of tempted reforms, weak economic management and a
infrastructure, and unemployment. Approximately dearth of human resources remain serious constraints.
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Reconstruction and development needs are so vast 1995 was estimated at $1 1.5 billion (including interest
that Angola will be unable to implement them alone. arrears and moratorium interest). Over half of the debt
The government's share of peace accords implementa- is war-related. In June 1989 the Soviet Union resched-
tion costs are significant, limiting its ability to cut ex- uled its loans, including arrears and maturities falling
penditures. Furthermore, the current fiscal deficit is too due through 1990, on favorable terms (10 years grace
large to be closed by expenditure reductions alone. and 3 percent interest rate). In July 1989 the Paris Club
Thus, unless a comprehensive reform program with rescheduled nearly $500 million in arrears and maturi-
financing from the international community is imple- ties falling due through September 1990; other Western
mented, Angola will be unable to address its reconstruc- creditors rescheduled their debt on similar terms. The
tion and development goals. remaining maturity profile, however, is unfavorable for

the medium term, with a substantial share of the debt

External Debt secured by oil proceeds; debt service obligations for
1996-97 (including penalty interest but before clearing

Net financing requirements will depend on the scope of arrears), would absorb about 50 percent of projected
and terms of debt relief. Angola's external debt at end- exports of goods and services.
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Angola at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Angola Africa Income Development diamond'

Populabon mid-1995 (millions) 10.8 589 3,188 Life expectancy
GNP per capita 1995 (US$) 410 490 460
GNP 1995 (billions US$) 4.4 289 1,466

Average annual growth, 1990-95

Population (%6) 3.2 2.8 1.8 GNP Gross
Labor force (%) 3.4 2.8 1.9 Gpe Gros\

per , primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of totalpopulation) 32 31 29
Life expectancy at birth (years) 47 52 63
Infant mortality (per 1,000 live births) 117 92 58
Child malnutrition (% of children under 5) 20 .. 38 Access to safe water
Access to safe water (% of population) .. 47 75
Illiteracy (% of population age 15+) 58 43 34
Gross primary enrollment (% of school-age population) 88 71 105 Angola

Male 95 77 112 -Low-income group
Female 87 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) .. 6.8 4.7 6.0 Openness of economy
Gross domestic investment/GDP .. 18.0 14.2 14.0
Exports of goods and non-factor services/GDP .. 35.7 66.1 60.9
Gross domestic savings/GDP .. 28.3 32.3 33.8
Gross national savings/GDP .. 20.8 -4.4 5.2

Current account balance/GDP .. 2.9 -18.5 -8.8 Savings Investment
Interest payments/GDP .. 0.5 0.1 0.1
Total debUGDP .. 44.0 225.3 185.2
Total debt service/exports .. 6.4 2.3 2.4
Present value of debt/GDP .. .. 205.8
Present value of debUexports .. .. 302.7 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Angola
GDP .. 0.9 7.7 12.5 -Low-income group
GNP per capita .. -4.0 6.8 13.2
Exports of goods and non-factor services .. 8.1 8.3 13.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (Y)

(%/ of GDP) 20

Agriculture .. 13.5 11.9 16.5
Industry .. 43.3 56.1 52.8 o

Manufacturing .. 9.7 3.4 2.1 90 91 92 93 94 95

Services .. 43.2 32.0 30.6 -20

Private consumption .. 39.3 33.8 29.2 .40

General govemment consumption .. 32.4 33.9 37.0 -GDt -GDP
Imports of goods and non-tactor services .. 25.3 48.0 41.2

1975-84 1985 95 1994 1995
(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (V.)
Agriculture 1.0 12.0 15.1 0
Industry .. 3.9 9.3 13.7

Manufacturing -11.0 -8.8 3.0 20
Services -2.5 3.2 9.7 o

Private consumption .. -7.6 9.0 -23.3 .20
General govemment consumption .. 2.7 -3.1 38.4
Gross domestic investment .. -2.2 7.7 9.7 40

Imports of goods and non-factor services .. 0.7 -2.0 5.2 -Exports
Gross national product .. -1.3 9.9 16.5

Note: 1995 data are preliminary estimates.
'The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 4.000

Consumer prices .. .. 971.9 3,661.4 3.000

Implicit GDP deflator .. .. 1,980.2 1,862.0 2.000

Government finance 1.000 {
(%/. of GDP)
Current revenue .. 38.6 36.3 30.9 0 9 3 4
Current budget balance .. 2.7 -20.1 -24.8 9 92 93 94 9
Overall surplus/deficit .. -1.9 -23.1 -28.8 -GDP deI. -*-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. 2,301 3,002 3,519 4.000
Other fuel .. 1,946 2,821 3,326
Diamonds .. 74 96 80 3.000
Manufactures .. 22 9 39

Total imports (cif) .. 1,401 1,633 1,748 2000

Food .. 387 295 325 I iFuel and energy .. .°.

Capital goods .. 355 327 376
Export price index (1987=100) ,. 140 89 92 o
Import price index (1987=100) .. 94 119 126 89 90 91 92 93 94 90
Terms of trade (1987=100) .. 149 74 73 Q Exports lImortons

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)
Exports of goods and non-factor services ,, 2,430 3,113 3,644 0

Imports of goods and non-factor services .. 1,724 2,258 2,463 2 93 4
Resource balance .. 706 855 1,181 | 1 
Net factor income .. -532 -1,896 -1,943
Net current transfers .. 21 169 235 10

Current account balance,
before official transfers .. 195 -872 -527

Financing items (net) .. -174 858 394 T
Changes in net reserves .. -21 14 133 -20

Memo:

Reserves including gold (mill. US$) ..
Conversion rate (local/US$) 25.6 29.9 1.5E+05 2.7E+06

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. 2,993 10,608 11,077

IBRD 0 0 0 1B1
IDA .. 0 50 81 G 91135 E

Total debt service .. 156 74 87 2395 2274
tBRD ,, 0 0 0
IDA .. 0 0 0

Composition of net resource flows
Official grants 5 45 299 285
Official creditors .. 156 29 174
Private creditors .. 1,043 59 48
Foreign direct investment .. 278 350 400
Portfolio equity .. 0 0 0 F

World Bank program 6192
Commitments .. 0 0 0 A -IBRD E -Bilateral
Disbursements .. 0 33 30 B -IDA D -Other multilateral F -Private
Pnncipal repayments .. 0 0 0 C -IMF G -Shon-torm
Net flows 0 33 30
Interest payments .. 0 0 0
Net transfers 0 33 30

World Bank Intemational Economics Department, September 1996

16



Argentina

O nce among the world's most prosperous econo- of the peso into dollars, and effectively proscribing
mies, Argentina experienced slow economic money creation other than to buy net foreign reserves.
growth from the 1940s until the start of the The convertibility program, thus, disciplines monetary

Convertibility Plan in 1991. By the mid-1970s long- policy and limits the powers of the government to fi-
term growth had declined noticeably, and in the last half nance its deficit through inflation.
of the 1980s, Argentina suffered its longest period of Since 1991 the government has sustained structural
stagnation in the century. Savings and investment rates reform efforts that progressively improved the founda-
fell precipitously from the mid- 1 970s until 1989. Argen- tions of public finance. The government has undertaken
tines, responding to the unstable macroeconomic difficult-to-reverse reforms in the legal framework, in-
environment, increasingly saved and invested abroad. stitutions, and policies. This process included institu-
Labor productivity fell and poverty worsened. tional reforms of the federal government, privatizations,

This economic performance was traceable to chronic and restructuring of liabilities with domestic and foreign
public sector deficits and endemic inflation. After the creditors to adjust them to serviceable levels. Other
return to constitutional democracy in 1983, public de- reforms have helped elicit efficient private investment,
mands to control inflation were translated into four notably trade, deregulation and financial sector reform.
successive stabilization programs. All failed to eradicate The government undertook a major effort to improve
inflation, and each ended in a more virulent inflation revenues through a much-broadened and uniform VAT,
than the one preceding it. The main reason for these first to goods in February 1990, and later extended to
failures was the inability of the stabilization programs services in November 1990. The government in 1989
to redress rapidly and permanently the structural deficit also undertook to improve the efficiency of the tax
of the public sector. administration-establishing a control system for the

largest taxpayers and improving audits and controls

Post-1989 Structural Reform substantially. The tax penalty law, adopted by congress
in 1990, provided much needed sanctions for tax non-

A new administration took office in July 1989 during a compliance. The tax package of February 1991 im-
traumatic hyperinflation-July inflation alone was 200 proved the quality of the revenue mobilization
percent. This culminated a decade-long crisis in public substantially because it eliminated export taxes-which
finance. The new economic team inherited weak public had been reduced progressively during 1990 and early
institutions accustomed to deficit spending and with an 1991-deducted higher taxes on financial transactions
institutionalized reliance on the inflation tax. In addi- from the income/asset tax, and removed several minor
tion, claims on the state's revenues were far greater than taxes. In December 1992 subsidies to industrial promo-
its capacity to mobilize resources-in short, the Argen- tion were substantially cut through the replacement of
tine state was insolvent and in crisis. the self-monitored tax deductions with a tax bond pro-

The administration undertook stabilization programs gram. The increase in VAT collection allowed the gov-
in 1989 and 1990. Neither succeeded, principally be- ernmenttoeliminate inefficienttaxes,such asthegas-oil
cause of the intractability of the fiscal deficit. The first tax and the federal stamp tax, in November 1992. These
terminated in a new hyperinflation at the end of 1989 efforts cumulatively produced dramatic rises in tax col-
and early 1990. The second lasted from March to De- lections.
cember 1990 and ended in a new inflationary outburst Because the wage bill dominated expenditures, in
but, unlike the previous breakdowns, the economy did 1990 the government set up legal and administrative
not spin into hyperinflation. Instead, a new fiscal pack- machinery to reduce the size of the federal bureaucracy.
agein February 1991 wassufficienttoclosetheremain- Federal employment decreased from 671,000 to
ing fiscal gap. This was followed by the April 1. 1991 284.000. Of the 387.000 reductions, 103,000 were lay-
Law of Convertibility, guaranteeing I to I convertibility offs and 284.000 were transfers of teachers and health
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workers to the provinces. This effort was based on a the production coverage of industrial export taxes. In
ministerial reorganization that focused federal activities 1993 concern about alleged unfair trade practices led to
on core objectives, and improvements in the civil serv- temporary increases in trade barriers-most aimed at
ice system through an improved salary structure and Brazil and generally consistent with remedies afforded
efficiency measures. The government was able to in- under the MERCOSUR agreement. Continuation or ex-
crease average salaries and partially restore salary dif- pansion of such measures could undermine the transpar-
ferentials. ency of the trade regime, although the government has

The government has embarked on several reforms to repeatedly emphasized its firm commitment to trade
separate the central bank from the non-financial public liberalization.
sector and establish it as an independent, effective In August 1994 Argentina reached an accord with its
monetary authority. The elimination of the central MERCOSUR partners to establish common external
bank's domestic short-term interest-bearing obligations tariffs-with some significant exceptions-on January
by their conversion into external treasury bonds in Janu- I, 1995, moving closer to the establishment of a regional
ary 1990 in effect constituted a first step toward recapi- common market, which should provide an impetus for
talizing the central bank. The April 1991 Law of growth. Since Argentina's trade in MERCOSUR is pri-
Convertibility established a money-creation rule that marily with Brazil-which accounts for 20 percent of
effectively limits monetary policy and central bank in- Argentina's trade-its prospects are closely tied to the
flationary finance of public sector deficits, much like a stabilization of the Brazilian economy and resumption
currency board. In September 1992 a new law strength- of sustainable economic growth.
ened the central bank's autonomy, and further restricted
its ability to extend credit to the government and the
banking system. This measure reinforces the Convert- Privatization
ibility Law, and paves the way foran independent mone- The government has followed an accelerated timetable
tary authority. The central bank intends to complete the for privatization or partial divestiture of nearly all its
process of removing functions ancillary to the functions enterprises to reduce the budgetary burden of the enter-
of a monetary authority by transferring legal authority prises, make the firms more competitive, and increase
on failed financial institutions to the courts. the volume and efficiency of new investment. The pri-

The October 1993 pension reform law has begun to vatization program. in the works since 1988, gained
generate pension fund savings on a large scale. securing credibility with the sale of the electricity parastatal in
a growing demand for capital market instruments. A November 1990. The program removed politics from
central element of the reform is the combination of price setting in the formerly vast segment of the econ-
pension funds and pay-as-you-go schemes in an inte- omy covered by the state. The change in the institutional
grated system of mandatory pension insurance with organization of these sectors cut off public subsidies to
private and public institutions competing to supply consumers and labor groups benefiting from high wages
these funds. The effort to integrate provincial social and excess staffing. and transfers for investment. The
security systems into the national system is also accel- program also improves public finances: transitionally
erating. with more than $2.5 billion in capital receipts to help

In addition, the government has sought to restructure close fiscal accounts in 1991 and 1992. more perma-
fiscal relationships with the provinces. An agreement nently by eliminating transfers and increasing tax reve-
signed in August 1993-the Pacto Fiscal-aims to nues.
strengthen the fiscal adjustment in provinces and elimi- The government has sold two television stations, the
nate distortionary provincial taxes. Progress has been electric utility, the national telephone company, and
partial, as provincial reforms still require ratification by Aerolineas Argentinas. In mid-1991 it began the first
most provincial legislatures, and the degree of commit- comprehensive restructuring of the petroleum industry
ment to reform varies across provinces. In return, the in Latin America by auctioning off parts of the state oil
national government agreed to forego $0.9 billion in company. It granted road and railroad concessions to the
provincial debt, increase transfers, and take over respon- private sector and privatized long-distance cargo lines,
sibility for provincial social security systems. In January and reduced the railway's work force by 15 percent. In
1994, partially to encourage provincial tax reforms and 1992 the government privatized defense industries, the
partially to reduce domestic production costs, the gov- nation's largest distributor of electricity, ports, reinsur-
ernment reduced employer wage taxes in the provinces ance and the entire power sector. In July 1993 the
that carry out the reform. privatization of state-owned oil company enabled the

In October 1988 the government began opening the government to cancel obligations to pensioners (about
economy to import competition by reducing quantita- $2.7 billion) and to oil producing provinces (about $ 1.2
tive restrictions narrowing tariff bands, and eliminating billion).
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Recent Economic Developments mately $3 billion, or 1.1 percentofGDP. In acrisis year,
where provincial banks faced disproportionately greater

Following average economic growth rate of 7.7 percent difficulties than the rest of the financial system, provin-
over 1991-94, the Argentine economy contracted in cial deficits were increasingly financed through arrears
1995, with negative economic growth estimated at 4.4 to suppliers, salaries and pensions.
percent-largely because of the Mexican economic cri- The government reacted forcefully to the crisis. Dur-
sis, which reverberated throughout Latin America. The ing late February and March, it took strong measures to
sharp recession caused an increase in unemployment redress the fiscal balance by cutting expenditures on,
and strained the performance of the financial system. among others, export subsidies, public sector wages, and
The regional financial crisis was the first severe test of social security expenditures, while raising VAT rates
the Convertibility Plan. By the end of 1995 there were and other taxes. Swift action by congress in approving
signs that Argentina was pulling out of its recession unpalatable emergency measures at the early months of
without serious damage. Significant pressures to deviate the crisis, added to the credibility of the measures, which
from the Convertibility Plan were met by efforts to were supported by the IMF and World Bank. As the
strengthen it during the crisis, indicative of the plan's government was announcing these measures in mid-
popularity and staying power. March, it also assembled an international financial pack-

The initial 1995 shock, generating a confidence cri- age of approximately $11 billion to support the
sis, contributed to capital outflows, which caused a 17.6 Convertibility Plan. The announcements effectively
percent loss in banking deposits ($8 billion), with liquid stopped the accelerated decline in bank deposits.
international reserves declining by 30 percent ($4.8 The government successfully resisted growing pres-
billion). Under the Convertibility Plan's stipulation that sures to reverse the economy's liberalization. To its
the monetary base must be fully backed by international credit, it decided to deepen this process and further
reserves, capital outflows resulted in the demonetization accelerate economic adjustment. Congress approved the
of the economy. This demonetization affected both the government's proposed bankruptcy law, a law increas-
performance of the financial system and real economic ing labor flexibility for small and medium enterprises,
activity. While the economy exhibited real economic and a work-related accidents law.
growth in the first quarter of 1995 (3.2 percent), a Immediately after the crisis erupted, the central bank
recession set in during the second quarter (-8.1 percent) tightened liquidity to prevent a currency run. It set up
and third quarter(-7.7 percent). Unemployment rose to first a private facility, and subsequently a facility at
18.6 percent in May and improved slightly to 16.6 Banco de la Nacion financed through the imposition of
percent in October. a 2 percent bank reserve requirement, to assist small

The impact of the shock was moderated by strong banks in crisis. To counter the risk of further bank
trade performance. A combination of good international failures, it also facilitated the use of interbank credit, and
commodity prices, the contracting domestic economy, reduced temporarily reserve requirements in both dollar
the continuous real depreciation of the peso, and the fast and peso deposits, and used rediscounts at a faster pace.
pace of economic expansion in Brazil, resulted in a 32.3 In February 1995 a Trust Fund for Privatization was
percent nominal growth in exports. With the deepening established to handle the workout of provincial banks.
recession, imports (c.i.f.) declined by 6.8 percent, pro- In March the authorities increased the liquidity in the
ducing a sharp improvement in the trade balance, which financial market further by authorizing commercial
shifted from a $5.8 billion deficit in 1994 (exports- banks to use 50 percent of their technical reserves to
f.o.b./imports c.i.f.) to a $0.8 billion surplus in 1995. As meet their legal reserve requirements. In April, the gov-
a result, the current account deficit was cut to $2.3 ermment established a Bank Capitalization Trust Fund to
billion, less than one-third the 1994 level, or 0.8 percent handle the recapitalization/restructuring of distressed
of GDP. private banks. To stem capital outflows, the authorities

Fiscal performance was also detrimentally affected facilitated the further dollarization of the banking sys-
by the recession. Despite efforts to rein in expenditures, tem, by further limiting distinctions between dollar and
the shortfall in revenues generated a fiscal deficit peso deposits.
equivalent to one percent of GDP, or $2.7 billion (in- At the provincial level-where there had been few
cluding privatization receipts of $1.1 billion). Half of meaningful reforms-the national crisis aggravated an
that deficit was financed by a tax amnesty program already difficult situation. Faced with a serious deterio-
announced in November 1995, and the remainder from ration in their fiscal affairs, and social unrest in a number
other sources. Total federal public sector debt rose by of provinces, local governments accelerated their adjust-
$7.8 billion in 1995, most of it foreign, reaching a level ment process: over a dozen provincial banks were pri-
of $88.4 billion. In addition to the federal fiscal deficit, vatized (or were far advanced in the process of
the aggregate provincial fiscal deficit was approxi- privatization), social security systems were transferred
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to the streamlined national system, salaries were cut, and government has indicated its intent to strengthen the
a number of redundant public employees were let go. adjustment in factor markets by facilitating restructur-
Additionally, various public enterprises were privatized. ing of the financial markets, and reforming labor market

There is increasing evidence that the Argentine econ- legislation, and the health insurance system. Reforms
omy ceased to deteriorate in the fourth quarter of 1995. progress at the provincial government level, although a
Expectations improved considerably: the stock market high level of indebtedness remains troublesome for
index and bond prices rebounded strongly: Argentina some provinces. Following this adjustment and the re-
was one of the few countries in Latin America where the building of domestic and international confidence in the
stock market index at end-1995 exceeded end-1994 economic program, the Argentine economy could grow
levels. Argentina increased considerably its access to at a medium-term rate of 4 to 5 percent and inflation
international financial markets, and deposits returned to should continue at or below international levels.
the banking system, recovering nearly all the losses Improved competitiveness through economic re-
suffered earlier in the crisis. In view of persistent diffi- structuring, growing investment, and slower increases
culties in the banking system, however, credit expansion in domestic consumption would help switch resources
remained considerably below end-1994 levels. Liquid from non-tradeables to tradeables. Deceleration in the
international reserves regained all losses suffered in growth of domestic consumption will reflect both the
early 1995, reaching $16 billion in December of 1995, slowdown in exogenous capital inflows associated with
contributing to the remonetization of the economy. Con- the privatization program, and the attainment of a new,
sumer price inflation in 1995 was 1.6 percent, the lowest higher and sustainable level of income resulting from
in 51 years. structural adjustments. Slower growth in the domestic

The economy has recovered slowly in 1996. Unem- market would shift more production towards exports,
ployment remains a persistent problem, with the official aided by deregulation and other measures to enhance
May survey indicating a 17.1 percent national unem- productivity in the tradeable sector, and changes in
ployment rate. relative prices. The private sector would be the leading

expansionary force, while public investment would

Medium-Term Prospects grow from its depressed levels, but be concentrated in
fewer activities.

The government's central macroeconomic objective is The government projects that consolidated public
to achieve robust long-term growth, while expanding sector accounts will continue to suffer a deficit in 1996,
employment and holding inflation to international lev- and return to balance over 1997-98. This initial deficit
els. Continued private capital inflows will be needed to will be due to continued slow growth in the first quarter
ensure a smooth transition to a sustainable balance of of 1996 and the fiscal costs of provincial reform meas-
payments. Recent developments in international finan- ures, including the transfer of provincial social security
cial markets have underscored Argentina's vulnerability systems. Provincial finances are expected to improve
to external shocks and the critical importance ofenhanc- slowly but steadily over 1996-98, due both to the reform
ing its export performance. In the short term, economic oftheir tax systems and civil service reforms that reduce
prospects are for a cautious recovery. Additionally, the or stabilize personnel expenditures.
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Argentina at a glance
Latin Upper-

POVERTY and SOCIAL America middle-
Argentina & Carib. Income Development dlamond*

Population mid-1995 (millions) 34.6 480 440 Life expectancy
GNP per capita 1995 (US$) 7,770 3 300 4,300
GNP 1995 (billions US$) 268.8 1,584 1,892

Average annual growth, 1990-95

Population (%) 1.2 1.8 1.7 G \
Labor force (%/.) 2.0 2.4 2.1 GNP pGross

per < i primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 26
Urban population (% of total population) 88 74 74
Life expectancy at birth (years) 73 68 69 l
Infant mortality (per 1,000 live births) 22 41 36
Child malnutrition (% of children under 5) 5 .. .. Access to sate water
Access to safe water (% of population) 64 81 89
Illiteracy (% of population age 15+) 4 13 13
Gross primary enrollment (% of school-age population) 107 110 107 -Argentina

Male 108 .. .. - Upper-middle-income group
Female 107

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (billions USS) 52.4 88.4 280.5 276.0 Openness of economy
Gross domestic investment/GDP 29.4 17.6 19.9 17.8
Exports of goods and non-factor services/GDP 5.8 11.7 6.8 8.9
Gross domestic savings/GDP 29.3 23.1 17.6 18.0
Gross national savings/GDP 26.9 16.5 16.6 17.0

Current account balance/GDP -2.5 -1.1 -3.3 -0.8 Savings Investment
Interest payments/GDP 0.9 5.0 1.3 1.8
Total debt/GDP 14.7 57.6 27.6 30.3
Total debt service/exports 44.7 60.1 32.6 33.6
Present value of debt/GDP .. .. 24.4
Present value of debt/exports .. .. 325.8 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Argentina
GDP 1.0 2.8 7.4 -44 -Argentmina einoeru
GNP per capita -1.5 2.0 5.9 -5.2 -Upper-midde-income group
Exports of goods and non-factor services 5.1 5.9 14.8 25.7

STRUCTURE of the ECONOMY

1975 1985 1994 1995 Growth rates of output and investment (%)
(% of GDP) 4
Agriculture 6.6 7.6 4.9
Industry 50.1 39.3 30.1 .. 20

Manufacturing 38.2 29.6 20.0 ..
Services 43.3 53.1 65.1 91 92 93

Private consumption 58.1 66.5 69.2 69.6 4-

General govemment consumption 12.6 10.4 13.3 12.4
Imports of goods and non-factor services 6.0 6.3 9.2 8.7 -GDI - GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%/)

Agriculture 1.7 1.6 3.8 2.1 75

Industry -1.1 2.7 6.5 -6.0
Manufacturing -1.4 1.4 4.2 -6.5 s/

Services 2.5 3.1 8.5 -3.4 25

Private consumption .. .. o- _ 0 _, , X,

General govemment consumption .. .. * .. 92 93 94
Gross domestic investment -2.4 5.4 19.0 -15.9 -25
Imports of goods and non-factor services 4.5 14.0 20.9 -10.6 -Exports - Imporns
Gross national product 0.0 3.4 6.9 -5.0

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflatlon (°/r)

Domestic prices 4.000
(% change)
Consumer prices 182.6 .. 63.9 1.6 3.000

Implicit GDP deflator 198.2 618.0 1.8 2.5 2r-

Government finance ,.
(% of GDP) I
Current revenue . .. 16.6 16.5 o 9
Current budget balance .. .. 0.7 -0.1 9 91 92 93 94 95

Overall surplus/deficit .. .. 0.0 -1.0 -GOPdef. 

TRADE

(millions US$) 1975 1985 1994 1995 1 Export and import levels (mill. USS)

Total exports (fob) 2,961 8,396 15,839 20,968 25.000

Food 1,323 1,956 20,000
Meat . .. 1,546 1,572 2.0
Manufactures .. .. 8,059 10,635 15.r l

Total imports (cit) 3,947 3,814 21,590 20,124 r
Food '
Fuel and energy59 62
Capital goods (18=106,039 4,754 a 

Export price index (1987=100) .. .. 118 124
Import price index (1987=100) .. .. 11158120o 91 92 93 94 95

Terms of trade (1987=100) .. .. 102 103 ClExports rn mports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(mi/lions US$)I
Exports of goods and non-factor services 3,498 10,039 18,507 23,857 2

Imports of goods and non-factor services 4,324 5,285 25,591 23,724
Resource balance -826 4,754 -7,084 133

Net factor income -466 -5,706 -2,547 -2,842 0
Net current transfers 6 0 320 432 1 t 9 9 9 95

Current account balance,
beiore official transfers -1,286 -952 -9,310 -2,277 -2

Financing items (net) 208 2,200 9,868 2,208
Changes in net reserves 1,078 -1,248 -558 69

Memo: I_I

Reserves including gold (miff. US$) 848 4,703 19,758 19,888
Conversion rate (loca//US$) 3.7E-10 6.OE-05 1.0 1.0

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995 1 _ _ _ 

(millions US$) 1 Compo ltion of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 7,723 50,946 77,457 83,724 1

IBRD 341 700 4,109 4,913 G A
IDA 0 0 0 0 7171 4913 C

0 0 0 0 717 ~~~~~~~~~~~~~6131
Total debt service 1,603 6,209 6,847 8,609 0

IBRD 43 114 709 565 4501
IDA 0 0 0 0

Composition of net resource flows E
Official grants 0 6 16 20 11428
Official creditors 58 217 715 851
Private creditors -111 2,350 5,805 1,993
Foreign direct investment 0 919 1,200 3,900
Portfolio equity 0 0 1,205 294 49580

World Bank program
Commitments 0 0 509 2,272 A -IBRD E -Bulateral
Disbursements 19 144 547 941 B -IDA D -Other multilateral F -Private
Principal repayments 17 68 425 259 C -IMF G -Shan-term
Net flows 1 75 122 682
Interest payments 26 46 284 306
Net transfers -25 30 -162 376

World Bank International Economics Department, September 1996
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Armenia

A rmenia is a small landlocked country with a land was a net importer of food. Armenia also had a dispro-
area of 29,800 square kilometers, and a popula- portionate share of the Soviet military-industrial com-

1AItion of 3.65 million. Turkey lies to the west, plex, supplying high technology lasers and electronics.
Georgia to the north, Iran to the south, and Azerbaijan to Positive political developments in the Caucasus re-
the east and southwest. GNP per capita was estimated at gion augur well for Armenia's future growth. There has
$570 in 1995. With few natural resources and stony land, been progress towards peace in the seven-year Karabakh
the Armenians have survived through strong traditions of conflict. In July 1994 Azerbaijan, Karabakh, and Arme-
education and of entrepreneurship. Since independence nia signed an agreement in Moscow formalizing the
in September 1991 the Armenian government has been May 1994 cease-fire and providing for the immediate
drawn primarily from the Armenian National Movement. commencement of negotiations of a comprehensive
Its president was elected to a five-year term in October peace agreement. In parallel, there have been signs of a
1991 with 80 percent of the popular vote. Presidential rapprochement between Armenia and Turkey. These
powers were strengthened by the first post-Soviet consti- developments offer a real prospect that the blockade
tution, approved by plebiscite in July 1995; at the same may be lifted in the near future. In addition, rapidly
time parliamentary elections returned an National Move- growing trade with Iran and greater stability in Geor-
ment majority for a five-year term. gia-of particular importance for improved transit of

In recent years Armenia has been confronted by ca- energy supplies-have significantly eased Armenia's
lamities, both natural and man-made. A devastating isolation. This reduction in regional tension has allowed
earthquake in 1988 gravely damaged the country's in- the government to move away from managing of a siege
frastructure. Exceptionally harsh winters over 1992-94 economy toward comprehensive stabilization and struc-
and the associated lack of heating fuel led to many tural reform.
deaths and near-famine conditions. The prolonged con-
flict with Azerbaijan over Nagorno-Karabakh led to an
economic blockade by Turkey and Azerbaijan, and the
conflict in Georgia to an effective state of economic The effect of the breakdown of the trade, payments and
siege; the resulting scarcity of fuel and other inputs financial system of the former Soviet Union on the
essential for production precipitated catastrophic eco- Armenian economy was compounded by the Nagorno-
nomic conditions and harmed the industrial base. Karabakh conflict and the blockade. Between 1991 and

Armenia's development into a modern economy was 1993 GDP dropped by approximately 60 percent. Living
also constrained by the legacy of Soviet central plan- standards plummeted and poverty became wide-
ning. It inherited a structure of production and trade that spread-particularly in urban areas, where people have
was out of line with its comparative advantage. Arme- less access to agricultural land. At the end of 1993 real
nia's product composition yielded a high degree of average wages had fallen to about 6 percent of their 1991
dependence on trade with other republics, with exports level. Positive growth in 1994 and 1995 has since al-
and imports representing over 50 percent ofGDP during lowed a slight recovery in living standards; neverthe-
the I 980s. Industry constituted about 60 percent of less, as ofJuly 1995, average monthly wages in the state
NMP. Under the Soviet regime, Armenia exported large sector were only $ 18 (and half that level among the civil
volumes of light industrial goods (40 percent of exports service while average old-age pensions were about $5.
in 1991), but also substantial heavy industrial products, Recorded unemployment is 5 percent of the labor force,
foodstuffs and semi-finished goods, mainly for the So- but a further 15 to 30 percent are estimated to be on
viet market. In the absence of raw materials and primary involuntary unpaid leave or reduced pay for shortened
processing facilities, Armenia had to rely heavily on working hours.
imports of semi-finished goods as critical inputs into Armenia has had success in macroeconomic stabili-
domestic industry (25 percent of imports in 1991) and zation. Faced with rampant inflation, and following the
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introduction of a national currency, the authorities be- Armenia started just after independence with the priva-
gan to tighten financial policies in early 1994. Public tization of 87 percent of agricultural land and of more
expenditures were limited to priority items (which in- than 350 small enterprises. The reform momentum was
cluded a drastic reduction in net lending and subsidies subsequently somewhat dissipated in the day-to-day
to enterprises), and revenue collection was increased. management of a siege economy. However, with the
Central bank financingofthe fiscal deficit was curtailed. easing of regional tensions after the cease-fire agree-
Interest rates on central bank refinancing of commercial ment with Azerbaijan, reform accelerated again. The
bank credit were allowed to become highly positive in 1995 reform program was supported by the IMF and the
real terms to further restrain monetary growth. In De- World Bank. Its main achievements include price liber-
cember 1994 fiscal and monetary restraint was rein- alization, reduced energy subsidies and increased pay-
forced by an eleven-fold increase in the price of bread ment discipline in the sector, and elimination of clearing
and the consequent elimination of a substantial part of trade with Russia and of surrender requirements on
the bread subsidy (estimated to equal 12 percent ofGDP foreign exchange earnings. There has been significant
in 1994). As a result of these measures, the fiscal deficit progress on small-scale privatization with over 3,000
(including grants) declined to 16.5 percent of GDP in small enterprises privatized as of June 1996, and me-
1994 (from 48 percent in 1993). and to 9.9 percent in dium- and large-scale privatization has begun with over
1995. Inflation has since fallen sharply. In 1995 infla- 500 medium and large enterprises offered for sale as of
tion averaged 2 percent a month, compared to 46 percent June 1996. Armenia has strengthened the regulatory and
a month in the first quarter of 1994. Given current supervisory framework for the banking sector and im-
trends, average inflation for 1996 is projected at around proved targeting of its social safety net.
15 percent. These positive inflation developments have Armenia's two reform priorities in 1996 are improv-
been accompanied by broad stability in the nominal ing the efficiency of public spending to allow for higher
exchange rate since the spring of 1994, which has en- public savings, and strengthening public enterprise fi-
hanced confidence in the new currency. nancial discipline. The government has initiated reforms

There are also signs that external adjustment is be- in public administration by undertaking measures to
ginning: the current account deficit (excluding official restore public sector pay, rationalize the structure of
transfers) declined to 33.5 percent of GDP in 1995, from government and limit budget-financed employment. In
35.5 percent in 1994. This was accompanied by an 1996 it intends to pursue these within the context ofan
accumulation of foreign exchange reserves equivalent overall review of public administration. It also intends
to nearly 1.5 months of imports (twice the 1994 level). to reform the health and education sectors to increase

Armenia's growth performance during the last two cost-recovery and private sector participation. The goal
years has also been successful. After the huge decline in is to restore the quality of services while adapting them
GDP over 1991-93, growth of 5.4 percent was recorded to the needs of a market economy and the realities of
in 1994, putting Armenia at the forefront of economic budgetary resources. The government also intends fur-
recovery among the former eastern bloc countries. Esti- ther measures to improve targeting of social assistance
mates for 1995 indicate sustained growth of about 7 including restricting child allowances to very young
percent. Most of this growth has originated in the serv- children, targeting humanitarian aid, and increasing the
ices sector, although enterprise survey data show that retirement age.
industry has begun restructuring and diversifying into The key to strengthening enterprise financial disci-
new markets. Investment is beginning to revive from pline is reforming the energy sector. After the govern-
near-zero levels, but most investment is still in the ment cut direct budget subsidies to enterprises, they
public sector (and financed by donor resources). Export responded by accumulating energy arrears. At the end
trends are encouraging. Estimates for 1995 suggest of 1995, arrears to the electricity utility from enterprises
nominal export growth of 21 percent over 1994; at the and the budgetary sector were approximately equal to
same time, export data show diversification into non- outstanding credit from the banking system. Financial
traditional markets; exports outside the former Soviet discipline was further undermined by the continuation
bloc are projected to be 78 percent higher in 1995 than of clearing trade with Turkmenistan, and by a weak
1994. This export growth projection is supported by financial sector. Recent actions to increase financial
enterprise survey information, as is the export market discipline have focused on eliminating clearing trade
diversification. with Turkmenistan. restructuring the energy sector, in-

creasing collection rates by terminating energy supplies
Reform Program to non-payers and implementing collective payment

mechanisms for households, and reforming and consoli-
This encouraging growth performance resulted from dating the financial sector. Financial discipline is also
far-reaching structural reforms. The reform process in being significantly strengthened by accelerating priva-
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tization: all small-scale enterprises, and the bulk of percent per year is projected for the sector over the
medium and large enterprises are to be privatized by medium term.
end-I 996. Investment in new capacity should play an increasing

role in generating growth as the potential for expanding

Medium-Term Prospects capacity utilization is gradually exhausted. Armenia's
investment rate would need to rise from its present level

If current trends continue, the outlook for Armenia's of 9.4 percent to around 13 to 14 percent by 2000 to
economy will be very promising. Output is projected to sustain the projected growth path. By 2004, the invest-
continue to grow at around 6 to 7 percent a year as thie menit rate would have to increase to around 17 to 18
reform program deepens and regional tensions ease percent. This could occur as private sector confidence,
(which would remove constraints on external trade, both domestic and foreign (including from the Arme-
sharply decrease transport and energy costs and enhance nian diaspora), responds to the improved investment
access to external financing). In early years, these high climate, and as the financial sector plays a more effec-
levels of GDP growth will result primarily from higher tive role in channeling savings into investment. The
capacity utilization (currently estimated at about 30 projected reduction in the overall fiscal deficit would
percent) and rapid private sector development. Growth release substantial resources to the private sector. More-
is expected to be led by export demand both in former over, public investment would be reoriented away from
Soviet markets, as those economies recover, and by direct production to playing a role complementary to
increasing penetration of non-traditional markets, such private sector development.
as the Middle East and Europe. Expansion and diversi- Achieving these growth targets depends on Armienia
fication of exports will be stimulated by the improve- having increased access to international financial mar-
ment in the incentives framework induced by the reform kets. Since the country's investment and spending needs
program: productivity is expected to increase substan- cannot be wholly financed out of domestic resources or
tially as the role of the private sector is enlarged and as from concessional financing, substantial additional
greater financial discipline is imposed, particularly on flows must be garnered from foreign sources. To date.
the public sector. Infrastructure investments designed to as a result of the pressing need to maintain consumption,
overcome Armenia's poor transport and communica- there has been net dissaving in both the private and
tions connections with neighboring countries could sig- public sectors: domestic dissaving in 1995 was esti-
nificantly facilitate growth in extemnal trade. Export mated at 28.4 percent of GDP. A rise in public saving,
growth is expected tocomeprimarily from light industry through fiscal refonns that involve increasing revenue
and agro-processing, which currently represent around and reducing arid restructuring expenditures, is essential
55 percent of export revenues. The importance of heavy to achieving this goal. Similarly. enforcing financial
industry, which fell from 46 percent of GDP in 1990 to discipline for enterprises, and banking and financial sec-
32 percent in 1995, is likely to continue to diminish due tor reforms would help raise private savings. The con-
to the increased real price of energy and other inputs. tinuation of regional tensions could be a major roadblock
The satisfaction of previously repressed demand for to the realization ofthis export growth. While Armenia's
services in the domestic market is also likely to make a liberal trade policies have laid a foundation for export
major contribution to growth. Value added in the serv- expansion. they are not enough. Without an easing of
ices sector grew by over 70 percent in 1994 and by regional tensions and the reopening of trade routes, pros-
nearly 23 percent in 1995; further growth of 10 to 15 pects for Armenia's exports will remain uncertain.
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Armenia at a glance
Europe &

POVERTY and SOCIAL Central Low-
Armenia Asia Income Development dlamond'

Population mid-1995 {millions) 3.8 488 3,188 Life expectancy
GNP per capita 1995 (US$) 570 2,240 460
GNP 1995 (billions US$) 2.1 1,093 1,466 T
Average annual growth, 1990-95

Population (%) 1.2 0.4 1.8 GNP Gross
Labor force (%) 1.4 0.6 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 69 66 29
Life expectancy at birth (years) 71 68 63
Infant mortality (per 1,000 live births) 16 23 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) .. .. 75
Illiteracy (% of population age 15+) 1 .. 34
Gross primary enrollment (% of school-age population) 90 97 105 -A rnenia

Male 87 97 112 -Low-income group
Female 93 97 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) .. 5.1 0.7 1.3 Openness of economy
Gross domestic investment/GDP .. 27.8 10.8 9.4
Exports of goods and non-factor services/GDP .. .. 39.5 24.3
Gross domestic savings/GDP .. 32.8 -29.1 -28.4
Gross national savings/GDP .. .. 11.7 -5.0

Current account balance/GDP .. .. -35.5 -33.5 Savings Investment
Interest payments/GDP .. .. 0.6 0.6
Total debt/GDP .. .. 32.9 29.0
Total debt service/exports .. .. 1.6 3.1
Present value of debt/GDP .. .. 30.3
Present value of debt/exports .. .. 76.5 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Armenia
GDP -1.1 -11.4 5.4 6.9 9
GNP per capita .. -12.2 4.5 39 Low-income group
Exports of goods and non-factor services .. .. 3.0 13.5

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates ot output and Investment (%)

(% of GDP) 6

Agriculture . 14.7 43.5 44.3
Industry .. 55.3 35.8 32.2 30 1

Manufacturing .. .. .. .. 0
Services .. 30.0 20.7 23.5 92 94 95

.30

Private consumption .. 46.4 117.7 116.9 40

General govemment consumption . 20.8 11.5 11.5 GDI GDP
Imports of goods and non-factor services . .. 79.5 62.1 -

1975-84 1985-95 1994 1995- -
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. .. -12.0 5.1 45

Industry .. .. -20.0 1.0
Manufacturing .. .. .. .. 30

Services .. .. 70.5 22.5
15/

Pnvate consumption .. .. 8.8 19.4
General govemment consumption .. .. -13.3 20.0 o
Gross domestic investment .. .. 57.0 30.0 90 91 92 93 94 95

Imports of goods and non-factor services .. .. 5.0 33.7 Exports - Imports
Gross national product .. -10.9 5.4 4.2

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 6 000

(% change)
Consumer prices .. .. 5,273.4 175.6 4 \
Implicit GDP deflator 0.4 -3.7 5,273.4 161.2

Government finance al 2 000

(% of GDP)
Current revenue .. .. 15.8 16.2
Current budget balance .. .. -38.2 -20.8 9 9 92 93 94 90

Overall surplus/deficit .. .. -28.3 -13.6 -GDP def. -CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(mi/lions US$)
Total exports (fob) .. .. 209 244 5

.
00 T

n. a. . ..

n. a.4OO
Manufactures .. . 119 112 30OD

Total imports (cif) .. .. 401 667
Food . .. 71 141 2000

Fuel and energy .. .. 160 209
Capital goods .. .. 43 74 1000 -,-

Export price index (1987=100) .. .. 0
Import price index (1987=100) . .. . .. 89 90 91 92 93 94 95

Terms of trade (1987=100) .. .lExports u3lmports

BALANCEofPAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services .. .. 257 312 0 92 9093 9194 
Imports of goods and non-factor services .. .. 518 799
Resource balance .. .. -261 -487 .,0

Net factor income .. .. -7 -10
Net current transfers .. .. 36 65 -20

Current account balance,
before official transfers .. .. -231 -431

-30

Financing items (net) . .. 238 460
Changes in net reserves .. .. -7 -29 40 -

Memo:

Reserves including gold (mill. US$) .. .. 32 107
Conversion rate (local1US$) .. 8.1E-03 96.3 252.7

EXTERNAL DEBT and RESOURCE FLOWS

1985 1993 1994 1995
(millions US$) Composition of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed .. .. 214 373
IBRD .. .. 2 5 2GA

IDA .. .. 6 91

Total debt service .. .. 4 9 E 91
IBRD .. .. 0 0 92

IDA .. .. 0 0

Composition of net resource flows
Official grants .. .. 122 125
Official creditors .. .. 61 102
Private creditors .. .. 0 0

Foreign direct investment .. .. 0 10 D 70
Portfolio equity .. .. 0 0 113

World Bank program
Commitments .. .. 85 88 A - IBRD E -Bilateral
Disbursements .. .. 6 91 B -IDA D- Other multilateral F -Private
Principal repayments .. . 0 0 C-IMF G -Short-term
Net flows .. .. 6 91
Interest payments .. .. 0 0
Net transfers .. .. 6 91

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
a. Government finance data exclude grants.

27



Azerbaijan

A zerbaijan covers an area of 86,600 square kilo- mates, GDP declined every year since 1988 and, by
,,A,Lmeters on the southeastern flanks of the 1995, stood at about 37 percent of its 1988 value. Vir-

Caucasus mountains, bounded on the east by tually all sectors ofthe economy were hard hit-agricul-
the Caspian Sea. Nearly one-fourth of its population of tural output fell by about 43 percent and industry by
7.5 million live in the capital Baku. GDP per capita is about60 percent over 1989-94. Particularly hard hitwas
estimated at $480 in 1995. Azerbaijan is one of the the oil and gas sector, where production fell from 13.8
oldest oil exporters in the world. It is well endowed with to 9.6 million metric tons between 1987 and 1994, due
fertile agricultural land and has a well educated labor to growing problems with production, infrastructure,
force. Its industrial structure reflects both the country's poor production practices and depletion of oil fields. To
resource base and the regional specialization as part of reverse the output decline in petroleum, in September
the Soviet Union. 1994 the state oil company signed a 30-year production

Azerbaijan has experienced political volatility since sharing agreement with an international consortium of
1991. Despite this, the current president was confirmed oil companies to develop the oil fields of Chirag, Azeri,
in his position following elections in October 1993. and the deep water portion of Gunashli located in Azer-
There were unsuccessful coup attempts in October 1994 baijan's sector of the Caspian.
and March 1995. Parliamentary elections were held in The consolidated budget, which had traditionally
November 1995. T'he war with Armenia over Nagorno- been in surplus, ran deficits each year from 1992. Infla-
Karabakh, and fighting in nearby Georgia and Chech- tion soared (the monthly inflation rate averaged 21 per-
nya, have disrupted transport routes and resulted in cent in 1993, 26 percent in 1993 and 29 percent in 1994),
nearly 20 percent of the national territory coming under and the exchange rate depreciated. The resource balance
the control of occupation forces. About 900,000 people, deteriorated from a modest surplus position to an esti-
about 12 percent of the population are refugees or inter- mated gap of about 20 percent of GDP. With foreign
nally displaced persons. A ceasefire has held since May reserves depleting, the country went into arrears on its
1994, and peace negotiations are taking place under the external debt repayments.
auspices of the Commission for Security and Coopera- Real incomes fell even more than output. Although
tion in Europe. The timing of a permanent settlement, official statistics are not always complete or fully reli-
however, remains uncertain. able, they suggest that the index of real wages fell by

nearly a third in 1993, by almost 60 percent in 1994, and

Recent Economic Developments 20 percent in 1995. This decline reflects sharing the
burden of unemployment through declining real wages

The turbulent political and security conditions and the for all workers rather than open unemployment for a
dislocations associated with the collapse of the Soviet limited number. It also reflects the liquidity squeeze on
Union and the transition to a market system took their enterprises, which limited payments of all kinds. Al-
toll on the Azeri economy. Output collapsed, as did though overall social indicators (infant mortality, life
external trade. The cutoff of transport links to Azerbai- expectancy at birth, physician-population ratios, school
jan's traditional markets in September 1994, and the enrollment and adult literacy ratios) continueto be com-
subsequent fighting in Chechnya and internal conflict in parable to most developed countries, over half of the
Georgia, compounded the deterioration of external trade population is now classified as poor on the basis of the
and intensified output contraction. The government in- level of household expenditures for food.
troduced a national currency in 1992 and liberalized
most prices in fiscal 1993, but domestic political insta-
bility and external conflict distracted it from focusing
on other tasks associated with the transition to a market In 1995, with the gradually stabilizing political situation
economy until early 1995. According to official esti- and the cease fire in the Armenian conflict, the govern-
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ment embarked on a reform program aimed at stabiliz- dized and directed credit will be maintained. The central
ing the economy and promoting growth. In April it bank will also expand the bank restructuring program,
began a macroeconomic stabilization program sup- starting with the failed Savings Bank, and including the
ported by the IMF. International, Agroprom, and Prominvest banks. In line

Rapid progress was made in restoring financial sta- with the new banking law, it will introduce prudential
bility, mainly through tight fiscal and monetary policies. standards with stricter requirements for loan classifica-
The consolidated budget deficit was held to 4. 1 percent tion and loss provisioning, and improve banking super-
of GDP. Inflation fell to about 8.5 percent per month for vision. To reduce fragmentation in the banking system,
all of 1995 as the increase in the money supply was held minimum capital requirements for banks, currently
to 35 percent. The exchange rate stabilized. The infla- $25,000, will be progressively raised to $100,000. In
tion rate fell further in the first half of 1996 to an average addition, steps are to be taken to reduce inter-enterprise
of 0.2 percent per month, and the overall fiscal deficit arrears and enterprise arrears to the banking system and
declined to 1.4 percent of GDP. the central government.

The current account deficit increased from a S 121 The government implemented only limited structural
million in 1994 to an estimated $379 million in 1995. reforms in 1995, and plans to accelerate them during
Over half this change is due to imports of goods and 1996. Food prices were liberalized in 1995. and budget-
non-factor services needed for the petroleum expansion financed consumer subsidies removed. The price of
program. The rest is explained by the fall in exports of crude oil was raised to world levels, and a 25 percent
manufactured goods to Eastern bloc trading partners and wellhead tax was placed on the value of crude oil pro-
an increase in the cost of natural gas imports from duction. Gas prices are planned to be raised to world
Turkmenistan. The increased deficit in 1995 was more market levels in 1996. Domestic trade has also been
than fully financed by growing capital inflows, princi- liberalized through abolition of state orders, and pro-
pally direct foreign investments in the petroleum sector. curement related to the government's needs is now
In addition, the "signature bonus" the government re- carried out through competitive bidding. Additional
ceived from the consortium, and multilateral disburse- steps taken include establishment of a central bank,
ments permitted international reserves to grow to about unification of the exchange rate and the establishment
3 months of imports. of a foreign exchange auction market.

The government has decided to focus the next phase
Government Development Strategy of structural reforms on the enterprise sector. A privati-

zation program endorsed by parliament in September
The government's development strategy focuses on 1995 provides for sale of about two-thirds of state assets
maintaining and reinforcing economic stabilization, im- in the productive sector over 1995-97. This is to start
plementing a comprehensive program of structural re- with cash auctions of about 8,000 small enterprises
forms, and creating the conditions for sustainable and accounting for about 5 percent of total assets, which
equitable private sector-led growth. Specific near-term should be completed by the end of 1996. During the first
stabilization objectives call for reducing monthly infla- half of 1996 at least 20 medium and large enterprises
tion to I percent by September 1996. strengthening the were to be corporatized into joint stock companies and
external reserve position to cover three months of im- sold by vouchers to domestic and foreign private buyers.
ports of goods and services unrelated to oil consortium Based on the experience with these enterprises, the mass
operations, and reversing the GDP decline. The govern- privatization program will be expanded to other medium
ment also plans to improve customs and tax administra- and large enterprises.
tion, and eliminate remaining exemptions and privileges The government is aware that without strict financial
in payroll, profit, and value added taxation. The fiscal discipline at the enterprise level the stabilization pro-
balance will benefit from a plan to remove some public gram will not be sustainable. To enforce discipline, the
agencies from the budget and make them self-financing, government has decided to abstain from subsidizing
and from better cost recovery in public utilities as a result enterprise operations and encourage the central bank to
of phasing out exemptions and increasing user prices. enforce its prudential regulations relating to commercial

In 1995 the Azerbaijan National Bank introduced bank lending to enterprises strictly. It will also develop
credit auctions to cover 25 percent of its refinance cred- and enforce corporate governance rulec on the remain-
its. It now bases its refinancing rate to commercial banks ing state-owned enterprises, design and implement a
on the results of these auctions and has stopped the restructuring program for large loss-making enterprises
automatic overdraft facility previously available to of particular economic and social importance, and iso-
some state banks. During 1996 the credit auction will be late the largest debtors from the banking system. The
extended to cover at least 50 percent of the national enterprise sector reforms will be complemilented with
bank's refinance credits. The policy prohibiting subsi- financial sector reforms focusing on restructuring the
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four state commercial banks and developing private these do not have regular jobs or housing, but should
commercial banks capable of serving the emerging pri- receive the equivalent of the minimum wage from the
vate sector. In addition, the government intends to bol- government. The United Nations High Commission for
ster regulation with effective and independent systems Refugees, bilateral donors, and non-governmental or-
for corporate dispute resolution, and continue to enforce ganizations, are providing tents, clothing and blankets,
the bankruptcy law. and the World Food Program, Care International, and

A key aspect of the government's reform program is other donors are supplying food. Efforts are also planned
land reform and farm restructuring. In early 1995 it to address the problems of rural communities affected
introduced laws on agrarian reform and the reform of by the war through a social development program focus-
state and collective farms. At the same time, it estab- ing on providing drinking water, health, schooling, and
lished an Agrarian Reform Commission in the cabinet basic business services.
to develop specific proposals. The July 1996 Land Re-
form Law aims to transfer land to private and collective Medium-Term Prospects
ownership. It provides a basis for developing a market-
based agricultural sector by pernitting usage and trans- Azerbaijan's medium-term prospects are potentially ex-
fer of land for commercial and other purposes. A cellent. Their full realization, however, depends on po-
program to privatize and restructure of state and collec- litical stability, a permanent resolution to the conflict
tive farms is also under preparation. with Armenia, and adequate pipeline and other transport

links to international markets. The oil investments and

Social Safety Net expected increased crude exports should arrest the de-
cline in oil production and increase exports. A perma-

Realizing the need to implement credible measures to nent resolution of the conflict with Armenia would also
reduce poverty, the government has begun work on a bring a welcome reduction in military expenditures and
comprehensive reform of the social safety net. When it outlays for displaced persons. The costs of reconstruc-
liberalized bread and other prices in February 1995, the tion will be, however, in the billions of dollars and the
government increased cash transfers to non-working reconstruction process will take several years, prevent-
pensioners, children, and students. An ongoing poverty ing Azerbaijan from regaining the per capita income
assessment will provide input for developing a realistic levels of 1993 until after the turn of the century. Achiev-
minimum consumption basket which should serve as a ing sustainable and equitable private sector-led growth
basis for restoring minimum pensions to more adequate and sustaining the expected economic upturn from oil
levels. To further improve the efficiency of the safety will depend on the comprehensiveness with which struc-
net during 1996, the government intends to rationalize tural reforms are implemented, the non-oil sector is
the Employment Fund, and shift its focus from job encouraged to adjust, and poverty alleviation measures
creation to unemployment insurance. Key social support are implemented. If the government's planned policy
institutions will be improved through training and pro- and institutional reforms are fully implemented, the
vision of equipment. potentially strong Azeri private sector could come into

A major concern of the government is helping to meet its own.
the needs of refugees and displaced people. Most of
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Azerbaijan at a glance
Europe &

POVERTY and SOCIAL Central Low- __ _ _

Azerbailan Asia income Development diamond

Population mid-1995 (millions) 7.5 488 3,188 Life expectancy
GNP per capita 1995 (US$) 480 2,240 460
GNP 1995 (billions US$) 3.6 1,093 1,466

Average annual growth, 1990-95

Population (%) 1.0 0.4 1.8 GNP Gross
Labor force (%) 1.8 0.6 1.9 

per - primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 56 66 29
Life expectancy at birth (years) 70 68 63
Infant mortality (per 1,000 live births) 25 23 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) .. .. 75
Illiteracy (% of population age 15+) 3 .. 34
Gross primary enrollment (% of school-age population) 89 97 105 -Azerbaijan

Male 91 97 112 -- Low-income group
Female 87 97 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) . .. 3.9 3.6Opnesoecom
Gross domestic investmenVGDP 28.3 13.7 16.2 Openness of economy
Exports of goods and non-factor services/GDP .. .. 56.9 26.9
Gross domestic savings/GDP .. 37.5 0.1 -0.4
Gross national savings/GDP .. .. 5.3 3.2

Current account balance/GDP .. .. -3.1 -10.5 Savings s - Investment
Interest payments/GDP .. .. 0.0 0.3
Total debt/GDP .. .. 2.9 8.8
Total debt service/exports ..
Present value of debt/GDP .. .. 2.8
Present value of debt/exports .. .. .. .. Indebtedness

1975-84 1985-95 1994 1995
{average annual growth) -Azerbaijan
GDP 50.4 -12.1 -15.7 -13.3
GNP per capita 43.9 -13.2 -16.4 -14.1 Low-income group
Exports of goods and non-factor services .. .. -7.4 -59.1 1

STRUCTURE of the ECONOMY

( of GDP) 1975 1965 1994 1995 rGrowth rates of output and investment (%)
(% of GDP) 30
Agriculture .. 25.2 .. .. .
Industry .. 47.0 .. .. 0

Manufacturing .. 36.9 ,. .. 91 9 93
Services .. 27.9 .. .. .30

Prvate consumption .. 42.8 68.2 90.4 .60

General government consumption .. 19.7 31.8 10.0 -GDI 6-GDP
Imports of goods and non-factor services .. .. 70.5 43.4

1975-84 1985-95 1994 1995 rt
(average annual growth) Growth rates of exports and Imports (%)
Agriculture o .. .. .. o,_ e --
Industry .. .. .. .. 91 92 93 99

Manufacturing .. . .25

Services .. .. .. .. I

Pnvate consumption .. .. -12.3 15.0
General govemment consumption .. .. -15.2 -72.8
Gross domestic investment .. .. -41.3 2.6 .75
Imports of goods and non-factor services .. .. -13.2 -46.6 -Expons Impons
Gross national product 50.4 -12.1 -15.7 -13.5

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE

Domestic prices 1975 1985 1994 1995 Inflation (%)

(% change) 2.000
Consumer prices .. .. 1,664.4 411.7 1.sooa
Implicit GDP deflator -0.2 -7.5 1,327.7 608.7 1_000

Government finance s0/
(% of GDP)
Current revenue .. .. 33.9 14.3 o ,
Current budget balance .. .. -11.4 -0.3 90 91 92 93 94 95

Overall surplus/deficit .. .. -12.1 -4.1 -GDP det. '-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)
Total exports (fob) .. .. 682 612 190o

Petroleum products .. .. 208 256
Cotton .. .. 99 110
Manufactures .. .. 1.000 -

Total imports (cif) . .. 845 955
Food
Fuel and energy '. 84 9r

Capital goods.. .Export price index (1987=0oo) ° . _ . 0
Import pnce index (1987=t00) .. . .. .89 90 91 92 93 94 ss
Terms of trade (1987=100) .. .. .. .. | ElExporls impons

BALANCE of PAYMENTS

(millions UJS$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services .. .. 819 784 10 T
Imports of goods and non-factor services .. .. 1,015 1,267
Resource balance .. .. -196 -483 5t

Net factor income .. .. 0 -6 o
Net current transfers .. .. 75 110 99 9o 91 92 194 9

Current account balance, | 1 
before official transfers .. .. -121 -379

Financing items (net) . .. 123 539 -10
Changes in net reserves .. .. -2 -160 .151
Memo:
Reserves including gold (mill. US$) .. .. 2 263
Conversion rate (local/US$) .. .. 1,456.9 4,416.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. .. 113 319

IBRD .. .. 0 0 G
IDA .. .. 0 30 30

Total debt service , 0 10
IBRD . . 0 0
IDA . .. 0 0

E
Composition of net resource flows 107 c

Official grants .. .. 66 70 101
Official creditors .. .. 67 102
Private creditors .. .. 0 0
Foreign direct investment .. .. 0 110
Portfolio equity . .. 0 0 D

World Bank program 69
Commitments .. .. 0 165 A- IBRD E -Bilateral
Disbursements .. .. 0 30 B - IDA D -Other multilateral F -Private
Principal repayments .. .. 0 0 C -IMF G -Shori1-erm
Net flows .. .. 0 30
Interest payments .. .. 0 0
Net transfers .. .. 0 30

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
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Bangladesh

B angladesh has limited natural resources, a popu- Program financed by concessional project aid. Total aid
lation density of 813 persons per square disbursements, though declining, still accounted for 6
kilometer-about three times that of India and percent of GDP in fiscal 1995. At the April 1995 annual

seven times that of China-and is highly vulnerable to aid group meeting members commended Bangladesh on
devastating cyclones and floods. Despite these adverse its macroeconomic stabilization success, and urged the
factors. Bangladesh has made impressive strides since government to accelerate and increase the effectiveness
independence in 1971. Annual GDP growth has aver- of private sector development, financial sector restruc-
aged around 4 percent. Macroeconomic stability had turing, public administration reforms, and poverty alle-
been maintained in the first half of the 90s, and a start viation and human resource development efforts.
made on structural reforms. The fertility rate declined
from over 7 births per woman in 1975 to under 4 in 1994, Recent Economic Developments
and other social indicators have improved substantially.
In years of normal weather, the country approaches In the late I 980s excessive spending on consumption
self-sufficiency in foodgrains. Despite these achieve- caused fiscal and external imbalances. Upon taking of-
ments, the absolute challenges facing Bangladesh fice in 1991 the government-with support from IMF
remain formidable. Having doubled since the mid- and IDA-adopted a comprehensive program of stabili-
1960s, the population is now 120 million and, at its zation and structural adjustment aimed at substantially
current 2 percent rate of growth, will double again in 35 higher, private-sector led, growth. Fiscal and monetary
years. Per capita income was $240 in 1995. Almost half restraint and improved public resource management
the population still lives below the poverty line. were complemented by trade, industrial and exchange

liberalization. A start was made on fixing the problems
Recent Political Developments at nationalized commercial banks, and more broadly in

the state-owned enterprises. Momentum achieved early
In mid-1996 Bangladesh saw the restoration of relative in this reform process resulted in commendable macroe-
political stability which started to unravel in 1994 and conomic stability and internal and external balance. All
peaked in early 1996, imposing significant costs on the macroeconomic indicators showed marked improve-
economy. The reason for the unrest was a campaign to ment over fiscal years 1990-94; the fiscal deficit fell
have new national elections under a neutral caretaker from 7.7 to 6 percent over that period, the current ac-
government. This objective was finally achieved in count deficit from 6.9 to 1.6 percent ofGDP. and foreign
April 1996 after the constitution was amended to permit exchange reserves rose from 1.9 to 8.2 months of in-
a caretaker government to be appointed by the incum- ports.
bent president. Contested elections were held on June Progress, though not sustained, was made on struc-
12. 1996, thus paving the way for the formation of a new tural reforms. These have included efforts to open new
government in late June 1996. However, continued po- sectors to private entry, deregulate private investment.
litical uncertainty in 1994,1995 and the first three quar- relax exchange controls-including making the taka
ters of 1996 slowed important reforms. Its impact on convertible on current account transactions-reform
private sector trade and industrial activity appeared to business law, and downsize the state-owned enterprises.
be limited initially, even though the consolidation of Many of the agriculture policy distortions affecting irri-
private sector investment confidence was seriously gation, fertilizer use, and cropping patterns have been
hampered. The frequent disruptions clearly had a nega- removed. Gross domestic saving, though still low, has
tive impact on industrial activity, including the very increased since fiscal 1990, more than doubling the less
important ready-made garments exports sector. than 3 percent rate of niost of the 1980s. The continued

Bangladesh remains heavily dependent on foreign strength of overseas worker remittances has added to
aid, with over 50 percent of its Aniual Development this upward trend in saving.
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Despite these gains, effectively changing the struc- recovery in foodgrain production and the manufacturing
ture of what was until recently a highly protected and and service sectors appear to have coped remarkably
inward-looking economy, and downsizing and improv- well in making up, at least in part, the production losses.
ing the efficiency of the public sector continue to pose However, the current account deficit remains a source
complex challenges that were further complicated by the of concern. Though import growth has slowed consid-
reform slowdown due to political problems in 1995 and erably since September 1995, it is still substantially in
the first half of 1996. With the exception of the impres- excess of export growth. With nearly stagnant level of
sive performance of the ready-made garments sector, remittances and declining aid disbursements, the pres-
GDP growth has remained at or around 4.5 percent in sure for drawing down international reserves may per-
the past five years, considerably short of the 7 percent sist if the new government does not take prompt
growth required for substantial and lasting poverty alle- corrective actions. Bangladesh's gross official reserves,
viation. This slow growth is due to lackluster perform- though still adequate, declined to $2 billion by end June
ance in several crucial areas, particularly private 1996, representing a drawdown of $1 billion from the
investment, which has been increasing slowly, but still level at the beginning of fiscal 1996.
remains under 10 percent of GDP. This is much below
average levels prevailing in South Asia. Development Strategy

During fiscal 1995 and the early months of fiscal
1996 there was increased concern about macroeconomic The overriding goal of development in Bangladesh is
stability as the economy demonstrated signs of excess the alleviation of poverty. The global experience with
demand. This was partly due to an upturn in private poverty alieviation suggests that the appropriate devel-
sector activity, reflected in a sharp increase in imports, opment approach for a country such as Bangladesh
higher export growth, and domestic demand expansion. should consist of two complementary parts: broadly
Expansionary fiscal and accommodating monetary poli- based and rapid labor-intensive growth to generate effi-
cies fueled this expansion. After years of stagnation, cient income-earning opportunities for the poor, and
imports registered record growth of 39 percent in dollar investments in human resource development-basic
terms in fiscal 1995; a large part of these were capital education, health, and family planning-to enable the
goods and intermediates, though the crop failure also poor to take advantage ofthese opportunities. Safety net
resulted in record foodgrain imports. Domestic credit to programs to protect the most vulnerable during the
the private sector increased by 24 percent. Exports grew process of rapid growth are also an integral element of
by 37 percent in dollar terms, with ready-made garments this approach.
growing 42 percent. Public investment through the an- The sources of economic growth in Bangladesh are
nual development plan increased 8 percent in nominal anchored in the agricultural and manufacturing sectors.
terms in fiscal 1995, but the bunching of expenditures Continued agricultural growth is important for Bangla-
toward the close of the fiscal year suggests that there desh's poorest, largely landless and quasi-landless rural
may have been some quality trade-offs in implementa- households. Given Bangladesh's excellent soils and
tion. As a result of these developments, macroeconomic year-round growing season, there is considerable poten-
imbalances developed; inflation rose from 1.8 percent tial for increased incomes from small plots through crop
in fiscal 1994 to 5.2 percent in fiscal 1995, while gross intensification and diversification, and by tackling de-
official international reserves declined from a peak of mand and supply side constraints to more diversified
$3.5 billion in April 1995, to $3.1 billion in June 1995. agriculture. Small farmers and landless labor would also
The current account deficit increased from 1.4 to 3.5 benefit from agricultural growth that increases demand
percent of GDP. Growth prospects were dampened by for agricultural labor and off-farm rural employment. In
poor performance in agriculture; agricultural output manufacturing, usually the most dynamic sector in any
contracted by I percent, due to which GDP grew by 4.4 high-growth economy, the limited size of the Ban-
percent, less than the 5.1 percent projected in the gov- gladeshi domestic market requires closer integration of
ernment's June 1995 Economic Survey. the sector with world markets through trade and invest-

Preliminaryevidenceforthefirsttenmonthsoffiscal ment flows. Rapid growth is most likely to come in
1996 indicates that the economy is moving toward the competitive export-oriented sectors such as garments,
restoration of macroeconomic stability, although pres- leather, frozen fish and shrimp, and agro-based activi-
sure on the balance of payments is continuing. Inflation ties.
appears to have stabilized at around 4.5 percent after Maintaining its hard-earned macroeconomic stability
creeping up to nearly 6 percent through December 1996. is a prerequisite for Bangladesh's development strategy.
Even though growth prospects in fiscal 1996 were ad- Under a stable macroeconomic environment, the devel-
versely affected by the frequent and continuous strikes opment strategy framed by the concern for faster, pri-
and political instability, there has been a significant vate sector-led and outward-oriented growth is centered
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in four medium-term policy goals: raising saving and tors, there has been progress over the past year, but more
stimulating private investment and ensuring high-qual- institutional reform is required. Congestion and mis-
ity, prioritized public investment; strengthening the ena- management at the Chittagong port remain major obsta-
bling environment for private sector development; cles to increased trade.
downsizing the public sector, reorienting its role, and In a poor, rural-based country higher agricultural
raising its efficiency, and accelerating human develop- productivity is essential for growth and reduction of
ment, which is critical on welfare grounds and key to poverty. A good start was made in the late 1980s when
accelerated labor-intensive growth. Faster human devel- annual agricultural growth increased from 2.5 percent to
opment includes addressing the pressing short-run prob- over 3 percent, owing to expanded use of high-yielding
lems of efficiency, access, and sustainability in variety seeds, minor irrigation, and fertilizer. Much of
education, health, and family planning programs, and this growth was caused by liberalization of trade in
contributing to longer-term goals of reducing popula- inputs-including fertilizers, pumps. and power tillers.
tion growth, enhancing human capital accumulation, In the 1990s, however, agricultural growth appears to
with a special focus on women, addressing environ- have reverted to its earlier level of closer to 2 percent.
mental concerns, and improving and expanding targeted Vexing questions remain about the causes. Despite the
assistance for the poor. These goals are interconnected, growing use of high-yielding crop varieties, average
and rapid growth requires simultaneous progress on crop yields are lower in Bangladesh than in other Asian
them. countries with comparable environments and population

To encourage the private sector, the government has densities. The major Jamuna Bridge project is expected
made some headway on reforming fiscal and financial to open up the northwestern part of the country to faster
incentives and the regulatory and legal environment. A agricultural growth.
phased program of import liberalization covering quan- The problems of downsizing and privatizing state
titative restrictions and tariff rationalization is in pro- enterprises in manufacturing and in infrastructure and
gress. Measures have been taken to improve export the utilities substantially remain to be resolved. In par-
incentives. Government policies have moved consider- ticular, the management and Financial problems of the
ably away from controlling private investment to facili- biggest money-losers, including the Bangladesh Jute
tating it through the Board of Investment. Building on Mills Corporation, Bangladesh Chemical Industries
the 1991 Industrial Policy, the list of industries reserved Corporation and the Bangladesh Power Development
for the public sector has been curtailed to allow private Board remain to be addressed. Restructuring and em-
investment in power, telecommunications, and domestic ployment rationalization programs in these enterprises
air transport. are at various stages of implementation, including a

Action toward strengthening some of Bangladesh major jute sector restructuring program and a railway
Bank's capabilities, new loan classification and provi- restructuring prograni. The government established a
sioning regulations, and the establishment of financial Privatization Board in 1993 to accelerate divestiture.
courts, have been taken in recent years, but overall Progress was, however, stalled under the political cli-
progress on restructuring the banks has been inadequate, mate of 1994 through 1996. It is recognized that priva-
thereby raising the eventual costs of resolving the sec- tization and restructuring of state enterprises alone will
tor's difficulties. The government has granted new not generate the required efficiencies without major
banking licenses to seven private banks, all of which are institutional reforms and improved public sector man-
already in operation. Though committed in principle to agement.
privatization of one or more of the national commercial Since independence in 1971 Bangladesh's popula-
banks for some time, the government has yet to take tion has increased by some 45 million people, and se-
concrete actions towards this goal, and only recently has verely impacted poverty alleviation efforts. It has
begun, albeit extremely slowly, the process of doing so. greatly increased the number of rural landless house-

Improved physical infrastructure and related services holds and the number of urban poor through rapid rural-
are a prerequisite for international competitiveness and urban migration. Population growth has over-stretched
raising rural incomes. Despite many years of support social services and worsened the impact of natural dis-
from donors, Bangladesh's physical infrastructure still asters as a result of encroachments on marginal lands. In
suffers from under-investment and severe operational the face of these tough challenges, the government's
problems. Most public agencies have been weakened by family planning program has been successful in increas-
political intervention, red tape, misplaced management ing the contraceptive prevalence rate from 8 percent in
incentives, rent-seeking behavior, insufficient financial 1975 to 46 percent in fiscal 1995, and in reducing the
discipline, and excess employment. In the natural gas, total fertility rate from above 7 in the mid-1970s to
flood control, irrigation, and water and sanitation sec-
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around 4 by 1994. This has been achieved through Environment
strong government support, backed by aid donors.

Bangladesh's topography makes it prone to natural dis-
Social Indicators asters, especiallv floods and cyclones. The severe floods

of 1988, and the cyclone of 1991, prompted an interna-
Social indic s ftional effort to reduce the effects of future flooding. ThisSocial indicators for literacy, health anid nutrition have resulted in a multi-donor funded program of 26 studies

shown impressive gains over the past two decade, but and i programs,onown collectively stheFlo
t ' ~~~~~~~and pilot programs, known collectively as the Floodthey are still low in Bangladesh. There has been sus- Action Plan. Some government officials and bilateral

taimed improvements in infant mortality rate, life expec- donors originallv envisaged a massive construction pro-
tancy and gross primary enrollment rate. However, then I (i~~~~~~~~~~ram to control the rivers. However, the flood and wateradult literacy rate (47 percent in 1995) is aniong the strategy recently approved by the cabinet recommends
lowest in the world, and primary and secondary school atfaremoreefocusedastrategybemphasizingeprotectiondo

- ~~a far m-ore focused strategy emphasizing protection ofenrollment rates, though increasing, are significantly lo
- lives, major towns, and the environment. A long-term

lower than in comparable countries. Programs to expand car bein cyclone protection program Is being prepared, takingprim-arv education and improve its qualityarben into account the lessons of recent experience. Forestimplemented. The rapid expansion of funding support depletion has oreatlv exceeded the natural replenish-
for girls' education and the emerging collaboration with ment rate. Water and air pollution due to expanding
nion-governmental organiizations in non-formal educa- industrialization and urban growth are growing prob-
tioni and imiicro-cicdit schemes descrvcs praise. Implc- lems The overall context for efforts to address these
mentation of a Food for Education program began on a lens h as contet by e tonaddrental

pilt bsisin iscl 194,andhasbee exandd to- concerns has been set by' the National Environmentalpilot basis in fiscal 1994, and has been expanded two- Action Pro-raril which has undergone extensive public
and-a-half times since then. The program distributes Action
food to primary school children in poor houselholds and discussion.
has other school-retention and nutrition objectives.

The governmilent recognizes that improved macroe- External Debt
conomic policy and economic growth alone will not be Banoladesh's outstandin medium- and Iong-term ex-
sufficient to imilprove tthe prospects of the vulnerable n g

poor whomus be roteteddurii- tis roces. Bno- ternal debt is projected to increase from $ 15.3 billion atpoor. who must be protected durbig this process. Bang- the end of fiscal 1995 to about $17.5 billion by the end
ladesh has a reasonably efficient program to expand of fiscal 1999 thiswouldimplyadecliningratioofdebt
seasonal employment opportunities through Food for- ~~~~~~~~~outstandin- to GDP from about 54 percent to about 47Work, and to target income transfer programs to the percent Because the bulk of the debt is contracted at
lowest income groups, particularly women, throuigh the hiohly concessional terms, the debt-service ratio at the
Vulnerable Group Developnient schleme. There is also

a RralMaiteianc pr-ra-n liih povies ashto end of fiscal 1995 was manageable at 10 percent of
destitute womenforyear-roundm workh pron s rral roas current receipts. Pro jected end-fiscal 1996 estimates for
destitute women for year-round work on rural roads the debt-service ratio show an increase to about 12
maintenanice. The targeting and eff-iciency, especially' of thde-srieaiohwanncaetobut1theuierabl Group Darevelopment and Rurn,e cally oain percent; this increase should not continue assuming
the Vuliierable Group Development and Rural 1ainte- imacroeconiomic stability is maintained and accelerated
nance programs. compare favorably with those of siini- reforms lead to faster growt
lar programs in other countries. Most women
beneficiaries of these programs are widowed, divorced,
or abandoned heads of houselholds; are landless and
illiterate, and earn low incomes.
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POVERTY and SOCIAL South Low-
Bangladesh Asia Income Development dlamond*

Population mid-1995 (millions) 119.8 1,243 3,188 Life expectancy
GNP per capita 1995 (US$) 240 350 460
GNP 1995 (billions US$) 28.6 435 1,466

Average annual growth, 1990-95

Population (%) 1.6 1.9 1.8
Labor force (%) 2.7 2.4 1.9 GNP Gross

per primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 48
Urban population (% of total population) 18 26 29
Life expectancy at birth (years) 58 61 63
Infant mortality (per 1,000 live births) 79 73 58
Child malnutrition (% of children under 5) 84 62 38 Access to safe water
Access to safe water (% of population) 84 81 75
Illiteracy (% of population age 15+) 62 50 34
Gross primary enrollment (% of school-age population) 111 98 105 -Bangladesh

Male 128 110 112 -Low-income group
Female 105 87 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 14.3 15.7 25.8 29.1 Openness of economy
Gross domestic investment/GDP 6.1 12.9 15.4 16.6
Exports of goods and non-factor services/GDP 2.9 7.4 11.9 14.2
Gross domestic savingslGDP 0.9 2.0 9.1 8.3
Gross national savings/GDP 1.1 4.5 13.8 13.1

Current account balance/GDP -7.0 -8.4 -1.6 -3.5 Savings Investment
Interest payments/GDP 0.1 0.6 0.8 0.7
Total debt/GDP 12.9 46.5 64.3 58.3
Total debt service/exports 23.3 22.7 15.2 12.4
Present value of debtUGDP .. .. 32.6
Present value of debt/exports .. .. 195.7 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Bangladesh
GDP 4.9 4.1 4.2 4.7
GNP per capita 2.3 2.1 2.8 2.6 Low-income group
Exports of goods and non-factor services 6.8 10.2 4.1 30.1

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 2
Agriculture 62.0 41.8 29.7 30.9
Industry 11.6 16.0 17.7 17.6 10

Manufacturing 7.0 9.9 9.8 9.6
Services 26.4 42.3 52.6 51.5 o

9go0 91/ 92 93 94 95

Private consumption 95.9 90.6 76.6 77.9 rno 90

General govemment consumption 3.2 7.3 14.3 13.7 -GD1 GDP
Imports of goods and non-factor services 8.1 18.3 18.2 22.5

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (/o)
Agriculture 3.5 2.2 0.3 -1.0 40

Industry 4.7 6.2 7.8 8.4
Manufacturing 3.1 5.5 7.8 8.6 20

Services 6.5 5.0 5.8 6.9

Private consumption .. .. 5.1 14.2 92 93 94 gs
General govemment consumption .. .. 8.3 1.0 9

Gross domestic investment 9.5 3.4 16.7 3.1 -20

Imports of goods and non-factor services 7.9 2.8 0.9 34.1 -Exporls - Imports
Gross national product 4.8 4.2 4.7 4.5

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1996 Inflation (%)

Domestic prices
(% change)
Consumer prices 21.9 10.7 1.8 5.2 10
Implicit GDP deflator 11.1 4.3 9.7

Government finance
(% of GDP) o
Current revenue 8.5 12.2 12.1 9s 91 92 93 94 95

Current budget balance 1.3 6.1 6.4 -s
Overall surplus/deficit -9.1 -6.0 -6.8 -GDPdef. ^CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) 940 2,534 3,473 6.900

Other agriculture 151 57
Shrimp, tish and iroglegs 70 211 306
Manufactures 506 1,737 2,356 4.O.O

Total imports (cin) .1 2,647 4,191 5,834

Food .. 601 131 500 ~ r n J !
Fuel and energy .. 359 323 407 200
Capital goods .. 691 1,300 1,303

Export price index (1987=100) .. 74 101
Import price index (1987=100) .. 104 101 .. 9 90 OF91 92 93 94 95

Terms of trade (1987=100) 71 99 L[ _ExPrors lilmrorts

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 427 1,162 3,057 4,130 0 - -

Imports of goods and non-factor services 1,459 2,864 4,693 6,545 9 | 92 93 9 95

Resource balance -1,033 -1,702 -1,636 -2,415 -2

Net factor income -6 -90 -30 -41
Net current transfers 35 477 1,247 1,426 |4

Current account balance,
before official transfers -1,003 -1,314 -420 -1,030

Financing items (net) 1,048 1,237 1,045 1,304
Changes in net reserves -45 77 -625 -274

Memo: __I
Reserves including gold (mill. US$) 148 356 2,852 3,070
Conversion rate (local/US$) 8.9 26.0 40.0 40.2

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 1,841 7,278 16,569 16,974

IBRD 55 55 58 55 F G A
IDA 295 2,021 5,378 5,638 251 210 55

Total debt service 104 360 653 679 ,
IBRD 0 3 7 8 638
IDA 2 22 71 83

E
Composition of net resource flows 6156

Official grants 315 472 759 800
Official creditors 576 603 730 445
Private creditors -3 -3 -11 0
Foreign direct investment 0 0 11 125 |
Portfolio equity 0 0 47 22 622

World Bank program 4042
Commitments 205 398 597 356 A IBRD E -Bilateral
Disbursements 91 288 412 197 B- IDA D -Other multilateral F -Private
Prncipal repayments 0 6 37 46 C -IMF G -Short-term
Net flows 91 282 375 151
Interest payments 1 20 43 46
Net transfers 90 262 332 105

World Bank International Economics Department, September 1996
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B elarus is a small landlocked country with an area Structural Reforms
of 200,000 square kilometers, and a population
of 10.3 million, that borders Russia, Ukraine, Although the government made some progress in stabiliz-

Poland, Lithuania, and Latvia. About 78 percent of its ing the economy during 1995, its commitment to funda-
population is ethnic Belarussians. It declared inde- mental structural reforms has not been strong enough to
pendence from the Soviet Union in August 1991. The bring about the needed structural changes; as a conse-
Belarussian rubel was declared the sole legal tender in quence, there has been a continued economic decline.
May 1994. GNP per capita in 1995 was $2,110. The first The government has formally abolished nearly all
presidential elections were held in May 1994, and the forms of price controls on manufactured goods, and
first parliamentary elections in December 1995. agreed to remove administrative controls on agricultural

Before the breakup of the Soviet Union, Belarus products. However, many prices for agricultural inputs
enjoyed a trade surplus, a budget surplus, and one of the and outputs are still determined by oligopolistic state-
highest standards of living in the bloc. With the breakup, owned trading organizations. The Ministry of Agricul-
demand for Belarussian exports dropped sharply, and ture still issues "recommended" prices, and some
GDP has declined by nearly 50 percent since 1989. The products are still subject to state orders. Cost recovery
government responded to these economic problems with rates for rents and public utilities for households were
policies intended to prevent a decline of real wages and increased to about 60 percent during 1995, but much
employment, but this has only exacerbated the prob- remains to be done to assure that prices are fully deter-
lems. Partly as a result of the expansionary policies mined by free market forces and that regulatory bodies
followed to maintain output and incomes, inflation av- set the prices of goods and services produced by natural
eraged about 2,000 percent a year in 1993 and 1994, and monopolies at levels that reflect their actual value.
dropped to 244 percent in 1995. Privatization has been slow. The only agricultural

land in private hands consists of small household gar-

Stabilization dens and a few farms that collectively accounted for
little more than 10 percent of total farming land. Enter-

To control inflation, the government has maintained the prise privatization has not been moving quickly; it
budgetary fiscal deficit at 2 to 4 percent of GDP since ground to halt during 1995 with the repeated refusal of
1993, but at the cost of a quasi-fiscal deficit through the the president to go forward with the 1995 privatization
banking system that averaged 10 to 15 percent of GDP program. As of August 1995, only 6 percent of large and
in fiscal 1993. Budgetary subsidies were eliminated in medium and II percent of small enterprises had been
many areas, reducing their burden on the budget from privatized. A voucher privatization program was started
15 percent of GDP in 1993 to 7 percent in 1994, and to in April 1994, but only 28 percent of the eligible popu-
3.4 percent in 1995. The government has continued to lation had received vouchers by August 1995, and only
modernize the tax system by enacting a number of 30 percent of these people had used them. The corpora-
measures, including a value added tax and a progressive tization program has also moved slowly. Only 152 cor-
personal income tax. In early 1995 the government poratizations were completed during 1994 (compared to
reinforced its budgetary policies by imposing tighter the target of 359 in the government's 1994 privatization
monetary policies, reducing the quasi-fiscal deficit. program), and 35 in 1995.1Housing privatization is more
Money supply expansion dropped from nearly 30 per- advanced, and as of late 1995, privately owned housing
cent a month in 1994 to about 10 percent per month in constituted nearly 60 percent of the total housing stock.
1995, and average monthly inflation declined from 30 Belarus reduced or eliminated most quantitative re-
to 40 percent in early 1995 to 3 to 5 percent from May strictions and export controls and rationalized most ex-
to December 1995 and from 2 to 6 percent in early 1996. port and import duties by mid-1 995. Part ofthis progress
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was reversed with respect to third-country markets, uncertainties. In February 1996 the president announced
however, when Belarus joined in a customs union with his intent to nationalize six of the leading commercial
Russia in July 1995. As part of the agreement, Belarus banks, and nationalized the Interbank Currency Ex-
adopted the Russian tariff schedule, roughly doubling change. Parliamentarians have objected to the presi-
protective rates against third-country imports. In late dent's actions, but the issue has not been decided.
1995 Belarus reintroduced the multiple exchange rates
and parallel markets that had been eliminated at the
beginning of 1994, and the surrender requirements that Medium-Term Prospects
had been eliminated in early 1995. In January 1996, it The government places priority on maintaining social
also reintroduced conversion restrictions that had pre- harmony. However, the expansionary effects of in-
viously been abolished. The nominal exchange rate was creased public sector wages, continued unaffordable
artificially maintained throughout 1995 at close to pensions, support to failing public enterprises, subsi-
BYRI 1,500 per dollar, even though domestic prices dized credit, and similar measures will exacerbate do-
rose three-fold during the period. The real exchange rate mestic inflation, imposing a harsh inflation tax that
appreciation, together with increases in real domestic would most seriously affect the poor. A more expan-
currency wages in late 1995, increased average wages sionary expenditure policy could put pressures on the
by more than four times in dollar terms compared to exchange rate, on international reserves, and on foreign
their October 1994 level. borrowing. leading possibly to serious creditworthiness

These developments have seriously eroded the com- problems.
petitiveness of Belarus' exports, and it is even becoming To continue the past pattern of slow reforms and
difficult for domestic producers to compete with im- periodic policy reversals would further undermine the
ports. Pressures on the balance of payments have in- confidence of private investors and prevent robust
creased sharply, and the central bank has been selling growth. Without a major increase in private sector in-
foreign exchange reserves on a net basis since August vestment, much of which will have to come from
1994. By March 1996 gross foreign reserves were $425 abroad, the economv will continue to decline or stagnate
million, the equivalent of about three weeks of imports. at least until 2000, and growth thereafter would be a very

The slow pace of structural reforms is jeopardizing modest I to 2 percent a year at best. Continued reduc-
prospects for continued stabilization. Rising inter-enter- tions in output, non-payment of wages, and closure of
prise arrears and the increased frequency with which factories would create pressures for the government to
loss-making enterprises are unable to pay suppliers, attempt to further increase social benefits, which are
workers, or taxes indicate a significantly higher risk of already at fiscally unsustainable levels, subsidize loss-
growing budget deficits and pressures for increased making enterprises, and delay further the enterprise
monetary emission. The domestic non-payments prob- reform process. Such measures would have serious
lems are also having an effect on external payments. Ionger-term repercussions, and the economy would con-
Inadequate cost recovery from energy consumers, to- tinue to contract.
gether with foreign exchange shortages, have contrib-
uted to the sharp increase in arrears on payments for gas External Debt
to Russia since mid-1995. In early 1996, for example,
Belarus was able to pay for only about half of the gas it Belarus began as an independent nation in 1991 with
received. As a result, it accumulated additional arrears almost no external debt. Since then it has been accumu-
that were roughly equal to the net foreign assets held by lating external debt (on a debt outstanding and disbursed
the central bank. basis) at about $500 million a year. Moreover, Belarus

In response to continued and increasingly severe has accumulated arrears in its energy imports from Rus-
economic problems, the government has tended to resort sia amounting to about $600 million. Total official ex-
to direct controls, fearing that economic liberalization ternal debt, including penalties on arrears, now exceeds
and dependence on competitive market forces would $2.0 billion. But a major debt cancellation agreement
create social tensions. The absence ofan elected parlia- with Russia in early 1996, when implemented, would
ment throughout the second halfof 1995 exacerbated the reduce the total debt by about half.
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Belarus at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Belarus Asia income Development dlamond'

Population mid-1995 (millions) 10.3 488 1,154 Life expectancy
GNP per capita 1995 (US$) 2,110 2,240 1,700
GNP 1995 (billions US$) 21.8 1,093 1,962

Average annual growth, 1990-95

Population (%) 0.2 0.4 1.4 GNP Gross
Labor force (%) -0.1 0.6 1.8 per primary

Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) 37
Urban population (% of total population) 71 66 56
Life expectancy at birth (years) 70 68 67
Infant mortality (per 1,000 live births) 13 23 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) 92 .. 78
Illiteracy (% of population age 15+) 2
Gross primary enrollment (% of school-age population) 96 97 104 -Belanus

Male 96 97 105 -Lower-middle-income group
Female 95 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1 985 1994 1995 Economic ratios'

GDP (billions US$) .. .. 22.8 21.9 Openness of economy
Gross domestic investment/GDP .. - 28.9 25.2
Exports of goods and non-factor services/GDP .. .. 40.5 50.9
Gross domestic savings/GDP .. - 16.1 22.6
Gross national savings/GDP .. .. 16.5 22.7

Current account balance/GDP .. .. -2.6 -1.2 Savings Investment
Interest payments/GDP .. .. 0.1 0.3
Total debt/GDP .. .. 5.6 7.4
Total debt service/exports .. .. 4.3 6.5
Present value of debt/GDP .. .. 4.2
Present value of debtVexports .. .. 34.2 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Belaris
GDP 5.2 -3.2 -12.2 -10.2 Lower-middle-income group
GNP per capita 4.4 -1.9 -12.6 -10.0
Exports of goods and non-factor services a/ .. .. -17.0 -6.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (e)

(% of GDP) 4

Agriculture .. 27.2 15.1 13.1
Industry .. 45.3 37.0 33.8 20

Manufacturing .. 36.5 .. 21.1 o
Services .. 27.6 47.9 53.1 9

.20

Private consumption .. 43.0 56.1 51.2 40

General govemment consumption .. 22.9 27.8 26.3
Imports of goods and non-factor services .. .. 53.3 53.5 -GD - GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates ot exports and Imports (%)

Agriculture .. -5.1 -14.7 -7.3 20

Industry .. 3.2 -19.0 -13.0 T _
Manufacturing .. 3.8 -19.9 -10.6 0

Services .. 0.5 -4.8 -9.3 s9 91 92 93 94

Private consumption .. -0.7 -18.5 -23.5 20

General govemment consumption .. -1.2 -2.0 -1.8
Gross domestic investment .. 2.5 -33.2 -26.1 -40

Imports of goods and non-factor services a/ .. ., -39.0 11.0 -Exports -&-Imports
Gross national product 5.2 -1.5 -12.6 -10.1

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 2
(% change) 2

Consumer prices .. .. 2,222.0 709.0 2,000 -

Implicit GDP deflator .. .. .. 643.0 1 500

Government finance O.r/

(% of GDP) se -
Current revenue .. .. 48.3 43.2 o - I
Current budget balance b/ .. 10.6 -0.2 -0.3 90 91 92 93 94 95

Overall surplus/deficit .. .. -2.6 -1.9 -GDP det. -'-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) *- 2,641 4,621 40.000

n.a.
n.a. .. . .. 0000
Manufactures 1,925 2,218

Total imports (cif) . .. 3,351 5,149 20000

Food . .. 163 344Fuel and energy .. .. 2,169 2,072 1 _i001

Capital goods . .. 403 729
Export price index (1987=100) .. .. .. M 
Import price index (1987=100) 89 .. .9.0ss s 91 92 93 94 95

Terms of trade (1987=100) .. .. DExports l Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio(%)

(millions US$)I
Exports of goods and non-factor services c/ .. .. 2,735 4,883 1
Imports of goods and non-factor services d/ .. .. 3,351 5,149
Resource balance - * -616 -266 o 1 , ,

Net factor income .. .. -33 -66 { 99 s9 91 92 93 94 95
Net current transfers e/ .. .. 50 79 

Current account balance,
before official transfers .. .. -599 -253

Financing items (net) .. .. 338 41
Changes in net reserves .. .. 261 212 3
Memo: |
Reserves including gold (mill. US$) .. .. 101 377
Conversion rate (locaMUS$) .. .. 776.7 5,697.4

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) CompoattIon of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. .. 1,272 1,613

IBRD .. .. 101 116 G A
IDA .. .. 0 0 75 116

Total debt service .. .. 118 179 c
IBRD . .. 2 8 283
IDA . .. 0 0F

Composition of net resource flows 486
Official grants .. .. 77 80 D7

Official creditors .. .. 152 46
Private creditors .. .. 90 83
Foreign direct investment .. .. 15 20
Portfolio equity .. .. 0 0 E

World Bank program 5B2
Commitments .. .. 42 0 A - IBRD E -Bilateral
Disbursements .. .. 100 11 B- IDA D -Other multilateral F -Private
Prncipal repayments .. .. 0 0 C-IMF G -Short-term
Net flows .. .. 100 11
Interest payments .. .. 2 8
Net transfers .. .. 98 3

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
a. Exports and imports of goods only. b. Overall deficit minus net lending. c. Exports of goods and net non-factor services.
d. Imports of goods only. e. Current transfers include official transfers.
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B elize, located south of Mexico's Yucatan Penin- policies and a favorable external environment. Follow-
sula on the Caribbean coast of Central America, ing the successful implementation of a stabilization pro-
attained independence from the United King- gram supported by the IMF in 1985, Belize achieved

dom in September 1981. With a population estimated at significant improvements in fiscal performance while
220,000 as of 1995, occupying an area of about 22,000 expanding its public investment to improve basic serv-
square kilometers, its population density is extremely ices and infrastructure. The strong fiscal effort elimi-
low. About one-fourth of the population lives in Belize nated the need for government recourse to domestic
City, the country's largest city. Belize is endowed with financing and, in turn, allowed a healthy expansion of
abundant and fertile land, literate urban labor, proximity credit to the private sector. As a result, private sector
to North America, a stable currency that has been activity increased, the real exchange rate depreciated,
pegged to the dollar since 1976, and an enabling envi- and foreign exchange reserves improved steadily. Con-
ronment for private sector development, all of which comitantly, the government rationalized the incentive
make it attractive to foreign investment. GNP per capita framework for private sector development, privatized
reached $2,630 in 1995. the banana industry and the telecommunications com-

Belize has an open, private sector-led economy, pany, and improved the operating efficiency of the re-
based on export agriculture and tourism. In recent years, maining few public enterprises. On the external front, a
diversification away from excessive reliance on sugar number of factors contributed to the economic improve-
into other economic activities has been taking place. The ment: several preferential trade arrangements, improve-
rest of Belize's agriculture comprises citrus and banana ments in Belize's terms of trade, the depreciation of the
production, and fishing, mainly oriented to the export dollar to which its currency is linked, and access to
market, and corn, rice, beans, and livestock for domestic grants, concessional financing, and private capital
consumption. Industry (including construction and elec- flows.
tricity) accounts for about one-quarter of GDP. Belize's Following the rapid growth of the last half of the
major manufacturing commodities are export-oriented: 1980s, growth has slowed since the early 1990s due to
citrus processing and garments. Tourism, which became deteriorating macroeconomic management, delays in
a major foreign exchange earner during the 1980s, now trade reform, and a less favorable external environ-
accounts for 30 percent of exports. ment. Over 1991-92, real GDP growth averaged close

to 9 percent, however, it fell to 0.9 percent in 1993.

Recent Economic Developments Additionally, the fiscal situation deteriorated sharply as
a result of large increases in spending on public sector

From the mid- 1980s to the early 1990s, Belize experi- investments and public sector wages, as well as reduced
enced very rapid economic growth in response to good privatization proceeds. The overall public sector deficit
economic management and a favorable external envi- expanded substantially. reaching an average of 8 per-
ronment. Over 1986-90 real GDP growth exceeded 10 cent of GDP over 1991-93. The fiscal deficits were
percent on average, with strong contributions from all financed by the central bank, domestic borrowing, and
sectors. Sugar export receipts grew by 80 percent, pro- commercial loans (suppliers credits). Foreign exchange
duction and exports of citrus nearly doubled, and ex- reserves fell to a level equivalent to only 1.8 months of
ports of bananas tripled. Tourism arrivals more than imports at the end of 1992 and to 1.0 in 1993, and
doubled, and receipts tripled. The construction sector slightly below I month of imports by the end of 1994.
boomed, led by public infrastructure investmiients and The erosion in the government's fiscal position con-
tourism-related construction, and this, in turn, boosted tributed to the emergence of large deficits in the
trade and transport-related activities. current account of the balance of payments, amount-

The impressive 1986-90 economic performance ingto 12 percent ofGDP in 1993 andabout4 percent
stemmed from the adoption of sound macroeconomic in 1994.
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Upon taking office in July 1993, the new government political refugees and other migrants from neighboring
assigned priority to stabilizing the economy and initi- countries has resulted in a migrant population of about
ated actions to arrest the sharp deterioration of fiscal 30,000, which has contributed to the agricultural expan-
accounts. At the June 1994 meeting of the Caribbean sion of recent years but also increased pressures on the
Group for Cooperation in Economic Development, the delivery of education and health services.
government of Belize presented a medium-term eco-
nomic strategy paper that laid out a program of economic External Environment
adjustment aimed at eliminating central government re-
course to domestic financing over a two-year period. As a small open economy, Belize is vulnerable to
However, implementation of the strategy was delayed changes in the global economy. Over the last decade,
due to difficulties in achieving political consensus. Belize has been able to reduce its excessive dependency

In November 1995 the government reconfirmed its on sugar exports and to diversify into other agricultural
commitment to a fiscal adjustment program and to pub- commodities (mainly citrus and bananas, agro-process-
lic sector reform. While the government has been pur- ing and fisheries) and tourism. In 1995, the share of
suing a tight monetary policy which has kept inflation sugar in total exports (goods and non-factor services)
in check (2.9 percent in 1995), the public sector deficit, had fallen to 16 percent from over 40 percent in 1980.
which amounted to 5 percent of GDP in fiscal 1995 still Citrus, bananas and fish products currently contribute 6
threatens to constrain growth and erode private sector percent, 9 percent, and 5 percent of exports, respec-
confidence. The govenmment has begun to make some tively, while services including tourism count for 30
difficult adjustments, including a recent retrenchnment of percent of exports.
public employees and a wage freeze. However, further Belize still depends. however, on preferential market
reduction and restructuring of the public sector will be access for key agricultural export commodities. About
necessary to achieve macroeconomic stabilization. 60 percent of Belize's sugar exports benefit from pref-

erential trade arrangements xwith the United States and

Social Indicators the European Community. Citrus and bananas also
benefit from preferential access to these markets. Belize

Belize's population grows at 2.7 percent a year; over 60 is likely to face increased competition from lower-cost
percent are under the age of 20, and about 45 percent Latin American producers as it gradually loses prefer-
live in urban centers. Income distribution and education ential access to markets through the phasing out of its
and health indicators compare favorably with those of United States sugar quota, the duty-free entry of citrus
neighboring Central American and Caribbean countries. from Mexico to the tJilited States under the North Ameri-
In 1993 the recorded infant mortality rate stood at 32 per can Free Trade Agreement, and the erosion of preferences
1,000 live births: life expectancy at birth is 74 years; and in the EU currently accorded to banana producers from the
the ratio of population per physician is about 2,000. African, Caribbean, and Pacitic countries. The gradual
Immunization coverage and access to primary health erosion of these arrangements expected over the me-
facilities have also improved in recent years. The official dium term underscores the need to further increase ex-
illiteracy rate for the population 15 years and over stands port competitiveness and to reduce dependency on these
at about 9 percent. About 90 percent ofthe population aged main export crops. The withdrawal of British troops in
5 to 14 attend primary school; however, only half of all 1994, whose collective expenditures were equivalent to
children enroll in secondary schools and two-thirds to 4 percent ofGDP. has also dampened growth.
three-quarters complete their studies, reflecting serious The successful completion of the Uruguay Round
problems with access and quality of education. Health and the NAFTA agreements, together with the gradual
care are weighted too heavily toward secondary rather demise of preference-based systems, highlight the im-
than primary care. There are no major issues of gender, portance, for the future of Belize and the Caribbean, of
as women achieve higher educational standards than moving togetherwith the Caribbean Community toward
men and compete well in the labor market. further integration with the rest of the world and an

Extreme povertv is not a major issue compared to other eventual accession to NAFTA. In this context. chal-
countries in the region. However, localized problems need lenges and opportunities arise to enlarge markets and
to be addressed to assist the population under the poverty diversify exports and trading partners.
line (35 percent of total), such as youth unemploynment in
Belize Citv and poverty pockets in the south, especially The Development Agenda
among inimiigrant agricultural workers and the indige-
nous population. Improved access to social services is Costs of infrastructure are high in Belize when com-
urgently needed, as the above indicators hide wide re- pared to other countries due to the broad dispersion of
-ional disparities. Moreover, the contin1uous inflow of the population, the geography of the country. and the
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need for imported inputs. In spite of much progress, American and Caribbean countries. Ecological and an-
Belize still faces serious infrastructure problems. Many thropological tourism figure prominently in the coun-
major roads and bridges, especially in the south, are in try's export service strategy. Deforestation has
disrepair, water and sewage and solid waste manage- accelerated in recent years, and the rapid development
ment systems in Belize City need improvement, and the of tourism activities could be jeopardizing the fragile
extension of these services into the coastal and rural coastal environment.
areas is needed. Further investments in electrical power
generation are also required to reduce costs and enhance Medium-Term Prospects
service. The government intends to draw on external
concessional financing and private sector participation Growth prospects for the balance of the 1990s are less
to meet its basic infrastructure needs. buoyant than in the late 1980s, since the favorable ex-

Human resource improvements will become increas- ternal climate and strong prices for agricultural exports
ingly important in years to come as Belize moves to that Belize enjoyed in the past are unlikely to recur.
activities that require higher skills from the labor force However, provided that the government succeeds in
and as the government faces the need to integrate a large implementing its development agenda, real GDP could
migrant population and address its basic needs. More- grow in the range of 3 to 5 percent a year. In the short
over, the increasing number of school-age children run, growth would be supported by the continuation of
places a high burden on education services, and popula- a good performance in the main agricultural exports.
tion shifts to rural areas have increased the cost of Over the medium term, however, prices for these com-
providing services. modities are likely to weaken. Other rapidly expanding

Belize has appropriately emphasized primary educa- exports-fishing, aquaculture, new agricultural crops
tion in its development strategy and has focused its and tourism-are expected to provide added dynamism
efforts on expanding school capacity to reduce over- to the economy.
crowding and on improving teachers' training. Over 50
percent of the recurrent education budget is assigned to External Debt
primary education.

While progress has been made in the health sector Belize has pursued a prudent external debt strategy. It
over the last two decades, the recent years have wit- has benefitted from grants and concessional loans from
nessed a deterioration in the provision of primary and bilateral and multilateral sources and has maintained its
preventive health care services. Excessive emphasis on debt indicators at low and manageable levels. During the
secondary health care, the decline of donor financing, 1980s grant financing averaged about 4 percent of GDP.
and population pressures are placing increased pressure This financing is expected to decline as donors gradually
on the system. A significant share of the health budget reduce their aid flows to the Caribbean countries. In
is absorbed by hospitals (mainly the Belize City Hospi- 1994 medium- and long-term external debt outstanding
tal). Since wages and salaries currently absorb 90 per- and disbursed amounted to $177 million (32 percent of
cent of the hospitals' budget, very little is allocated to GDP). Bilateral loans were about $73 million and mul-
maintenance and the purchase of drugs. Atthesametime, tilateral loans about $64 million. During the early 1990s,
primary health care has been neglected, particularly in the however. Belize borrowed commercially to finance a
southern rural areas, where the incidence of water-related large public sector investment program, resulting in an
diseases such as cholera and malaria, has risen. increase in the share of commercial debt of total medium

and long term from 6 percent ($7 million) in 1987 to 15
Environment percent ($24 million) in 1993. Over the medium term,

the government is expected to limit its borrowing to
Belize has been able to preserve its environmental re- medium and long-term and concessional lending.
sources to a much greater extent than many other Latin
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Belize at a glance
Latin Lower-

POVERTY and SOCIAL Arnerica middle-
Belize & Carib. Income Development diamond'

Population mid-1995 (millions) 0.22 480 1,154 Life expectancy
GNP per capita 1995 (US$) 2,630 3,300 1,700
GNP 1995 (billions US$) 0.57 1,584 1,962 T
Average annual growth, 1990-95

Population (%) 2.7 1.8 1.4 GNP Gross
Labor force (%) 3.7 2.4 1.8 per Gpmary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 35
Urban population (% of total population) 47 74 56
Life expectancy at birth (years) 70 68 67
Infant mortality (per 1,000 live births) 36 41 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) 73 81 78
Illiteracy (% of population age 15+) 9 13
Gross primary enrollment (% of school-age population) 107 110 104 -Belize

Male 111 .. 105 -Lower-middle-income group
Female 107 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (millions US$) 118.2 209.2 552.3 592.0 Openness of economy
Gross domestic investment/GDP .. 21.6 24.6 23.2
Exports of goods and non-factor services/GDP .. 48.5 52.1 49.7
Gross domestic savings/GDP .. 8.8 19.0 18.7
Gross national savings/GOP .. 9.7 20.3 20.9

Current account balance/GDP .. -6.1 -4.3 -2.3 Savings Investment
Interest payments/GDP 0.3 2.8 1.3 1.2
Total debt/GDP 4.1 56.5 32.1 30.9
Total debt service/exports .. 13.9 10.6
Present value of debt/GDP .. .. 24.4 ..
Present value of debt/exports .. .. 49.3 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Belize
GDP 4.9 7.9 1.7 1.6 -Lower-middle-income group
GNP per capita 2.6 5.0 1.4 -0.7
Exports of goods and non-factor services .. 7.8 0.7 4.4

STRUCTURE of the ECONOMY

1975 1985 1994 1995 Growth rates of output and Investment (%)
(% of GDP) 4 

Agriculture .. 20.4 19.4 19.9
Industry .. 25.0 26.7 26.6 \

Manufacturing .. 16.7 17.0 17.1
Services .. 54.7 53.9 53.5 0 I

90 91 92 93 94 95

Private consumption .. 70.1 65.1 66.3 20 -
General govemment consumption .. 21.1 15.9 15.0
Imports of goods and non-factor services .. 61.3 57.6 54.3 -GDI -6GOP

1975-4 198B695 1994 1995 GoFrtso xot n mot °.
(average annual growth) Growth rates of exports and Imports
Agriculture 3.8 6.9 5.3 -1.3 20
Industry 9.3 8.1 -0.5 2.9

Manufacturing 11.1 5.6 4.1 4.1 10
Services 2.9 8.0 1.3 2.3 °

Prvate consumption .. 8.0 1.7 .. -10
General govemment consumption .. 5.5 7.4
Gross domestic investment .. 13.1 -19.3 20
Imports of goods and non-factor services .. 9.2 -11.8 2.6 -Exports -Imports
Gross national product 5.3 7.8 4.3 1.7

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (Y)

Domestic prices
(% change) 10
Consumer prices .. 4.2 2.5 2.9 8

Implicit GDP deflator 16.9 -1.9 2.7 3.7 6

4
Government finance
(% of GDP) 2
Current revenue .. 28.8 28.0 27.2 o -
Current budget balance .. 5.1 6.0 4.4 9s 91 92 93 94 95

Overall surplus/deficit .. -3.8 -6.5 -5.1 -GDPdef. ^-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. 64 149 164 30

Sugar 23 40
Otherftood .. 24 55
Manufactures 2 0

Total imports (cif) .. 128 259 263
Food .. 31 38
Fuel and energy .. 22 29
Capital goods .. 23 67lo

Export price index (1987=100) ..
Import price index (1987~=100) as. . 90 91 92 93 94 95
Terms of trade (1987=100) .oExports MImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 106 264 294 o 9 92 9_ -
Imports of goods and non-factor services 126 294 321 89 91
Resource balance .. -20 -31 -27

Net factor income .. -11 -22 -21 -.
Net current transfers .. 19 29 35

Current account balance,
before official transfers .. -13 -24 -14 - L

Financing items (net) .. 19 20 18
Changes in net reserves .. -6 4 -4

Memo:

Reserves including gold (mill. US$) * 15 35
Conversion rate (locaLVUS$) 1.8 2.0 2.0 2.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions USS) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 5 118 177 183

IBRD 0 5 26 30 G A
IDA 0 0 0 0 16 30

Total debt service 1 18 29 33 F
IBRD 0 0 4 4 24
IDA 0 0 0 0

Composition of net resource flows D
Official grants 5 2 13 12 35
Official creditors 0 17 0 6
Private creditors 0 -2 -8 -2
Foreign direct investment 0 4 14 15
Portfolio equity 0 0 0 0 E

World Bank program 78
Commitments 0 0 12 0 A - IBRO E -Bilateral
Disbursements 0 2 6 6 B -IDA D -Other multilateral F -Private
Prncipal repayments 0 0 2 2 C-IMF G -Short-term
Net flows 0 2 4 4
Interest payments 0 0 2 2
Net transfers 0 2 2 2

World Bank Intemational Economics Department, September 1996
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Benin

B enin is a country of more than 5 million people growth has been contained while capital expenditures,
and a GDP of about $2 billion. Its economy is including the national contribution to investment, have
highly open and strongly dependent on primary risen sharply. As a result, the primary budget surplus

and tertiary activities. The primary sector, which ac- decreased to 1.8 percent of GDP from 2.0 percent in
counts for 35 percent of GDP, provides the country's 1994, and the overall budget deficit (on a commitment
largest export commodity: cotton. A large tertiary sector basis, excluding grants) widened to 8.6 percent of GDP
dominated by commerce accounts for 52 percent of compared to 6.6 percent in 1994.
GDP, and its dynamic re-export activities provide about Higher international cotton prices also led to an in-
30 percent of Benin's export revenues. The country's crease in export revenues, despite a small decrease in
small secondary sector accounts for about 12 percent of volume, while the volume of imports, fueled by domes-
GDP. tic demand, rose more than 20 percent compared to a

A new constitution was approved by referendum in sharp decline of 27 percent following the CFAF devalu-
December 1990 and the first multi-party legislative and ation in 1994. As a result, the 1995 current account
presidential elections were held in 1991. New legislative deficit (before grants) widened to 9 percent ofGDP from
elections took place in April and June 1995, after a full 3.3 percent of GDP in 1994, while the overall balance
parliamentary termn of four years, and a presidential of payments surplus fell to about 2 percent of GDP,
election was held in March 1996. compared to 5.8 percent in 1994. Serious concerns about

After nearly two decades of state-led development, inflation, which reached 54 percent at end-1994 were
Benin embarked in 1989 on an ambitious economic dispelled in 1995, and inflation is estimated to have
reform program, supported IDA and the IMF. To deepen dropped to 2.5 percent on a December-to-December
the reforms and strengthen the adjustment efforts, the basis.
newly elected government adopted in 1991 a second The main objectives of the reinforced adjustment
phase reform program covering 1991-93. strategy are to accelerate real GDP growth to an annual

average rate of 5 to 6 percent from 1995 onward, further
reduce domestic and external imbalances to attain sus-
tainable balance of payments and budgetary positions,

Benin and the other countries of the CFA franc zone alleviate poverty and improve basic social services, and
devalued the parity of the CFA franc from CFAF50 to rehabilitate social and physical infrastructure and pro-
CFAFIOO to the French franc in January 1994. This moting human resource development.
increased Benin's external competitiveness and The government is implementing a broad tax reform
strengthened the ongoing adjustment program, which aimed at simplifying the tax system, broadening its base,
had shown encouraging results. and improving tax administration. After the corporate

Real GDP growth in 1995 is estimated at 5.8 percent, profit tax rate was reduced from 48 to 38 percent, a
driven by strong domestic demand, in contrast to 1994 single-rate value added tax of 18 percent covering most
when a sharp increase in exports contributed to real GDP goods and services was introduced in 1991. In 1994 and
growth of 4.4 percent. Public and private investment 1995 the government extended the coverage ofthe VAT,
have increased sharply, from 6.5 and 7.3 percent ofGDP and a single business tax and a unified real estate tax
in 1994 to 7.5 and 11.4 percent of GDP in 1995, while were introduced,theminimum turnoverpresumptivetax
real private consumption has risen by about 6 percent. was eliminated, and the wage income tax was simplified
The continued improvement in the scope and efficiency and reduced.
of tax collection and favorable cotton prices led to an External trade reform has removed quantitative re-
increase in fiscal revenues from 12.5 percent of GDP in strictions and simplified import tariffs. In 1993 remain-
1994 to 13.8 percent in 1995. Recurrent expenditure ing import licensing was removed, and in January 1994
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the tariff structure was simplified from 12 rates to 4, the hiring. The government has undertaken seven organiza-
maximum rate was lowered from 63 percent to 20 per- tional audits and is studying reorganization of the re-
cent and the system of reference values was eliminated. maining ministries as a basis for a long-term strategy for

Deregulation measures have also progressed. Al- administrative reform.
though price controls were lifted for most commodities The government has also introduced measures to
in 1991 and the state monopoly on domestic trade was improve administrative capacity in economic manage-
dismantled, the government introduced a list of addi- ment. The budgeting process improved with the adop-
tional temporary margin controls after the CFAF de- tion of new budget procedures and a unified presentation
valuation. The government has now eliminated them for the budget. Despite improvements in programming
and will limit price controls to petroleum products, and monitoring, project execution and implementation
bread, water, electricity, school books, pharmaceuticals, under the investment budget remain problematic. Diffi-
and cement, before proceeding with their total elimina- culties in program execution include insufficient budg-
tion in a second stage. New laws are being drafted to etary allocations and provision of counterpart funds,
give more flexibility and incentives to the development lack of project coordination among agencies, inefficien-
of private sector activities. cies within the debt management agency, delays in

Public enterprise reform was initiated in 1989 and the disbursements and cumbersome procurement mecha-
number of enterprises in the state portfolio was brought nisms. Improvements are expected, however, under the
down from 45 to 27 by end-1995. The government has January 1995 Economic Management Support Project
begun divesting the state monopoly insurance company, and the expected adoption of a new public procurement
two companies jointly owned with the government of code.
Nigeria and seven smaller agribusiness and hotel enter-
prises. Studies have been launched for a divestiture Social Indicators
strategy in the textile sector after the devaluation of the
CFAF. The government has converted the cotton sector Despite poor social indicators, the policies under the
processing and marketing company into a mnixed-capital adjustment program have allowed an improvement in
company by opening its capital to cotton farmers, and living standards. Real GDP per capita increased at an
plans financial and technical restructuring of the na- average annual rate close to I percent over 1991-94 and
tional palm oil company's industrial units in 1996. It is expected to grow at about 2.5 percent per year from
also plans to liberalize the downstream petroleum sector 1995. Higher cotton production and producer prices
where the state monopoly still controls import, distribu- have raised rural incomes.
tion, storage, and transport. The reinforced structural adjustment program, in

Public expenditure reforn aims at improving the conjunction with the reorientation of government poli-
structure of current expenditures to provide adequate cies in key sectors, such as health, education, rural
allocations for essential services, particularly in primary development, and infrastructure, will continue to play
health, education arid basic infrastructure maintenance, an important role in reducing poverty. Increased budg-
reducing personnel expenditure relative to non-person- etarv allocations for health, education, and road mainte-
nel operating and mainteniance expenditure, and elimi- nance will contribute to improving the living conditions
nating the stock of domestic arrears. of the poor. Other actions include a community-based

Benin's monetary policy, pursued in the framework food security project, which will contribute to reducing
of the Western Africa Economic and Monetary Union. the vulnerability of the rural population particularly at
aims at Iimitinlg increases in domestic prices and using risk, and two labor-intensive public works programs to
tight credit to the government to provide adequate room create employment especially in urban areas.
to increase credit to the private sector. Five private
banks are now operating in Benin after the collapse of Medium-Term Prospects
state-owned banks in fiscal 1989, and progress has been
achieved in recovering liquidated bank assets and reim- Economic growth in Benin is expected to continue in the
bursing depositors. The government intends to improve 5 to 6 percent range, significantly above the population
the legal framework for financial activities, increase growth rate of 3 percent, assuming continued strong
competition among financial institutions and improve performance of the cotton sector and a sustained level
financial intermiediation, and improve the rural credit of investment above 18 percent of GDP.
network and adopt regulations covering mutual credit Agriculture will remain the main source of growth.
and saving institutions. with the efficient cotton subsector leading the expan-

The governmeit is overhauling the public service, sion. Efforts to rehabilitate and liberalize the subsector
including reorganizing several key ministries, stream- will concentrate on expanding private ginning and stor-
lining personnel files. and setting strict linits on new age capacity, and promoting greater private participa-
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tion in processing and marketing activities. Improved whichareprojectedtogrowbyabout5 percentayearto
regional competitiveness and efficient input supply 1999.
outside the cotton sector should enhance the growth Achieving the projected growth rates will require
prospects of food crops, fruits and vegetables. Efforts increases in private investment from an average of 6
to diversify agricultural production will also be inten- percent of GDP over 1990-93 to about 8 percent of GDP
sified. over 1995-99, and in public investment from an average

The secondary sector is projected to grow at about 6 of 7 percent of GDP to about 9 percent of GDP over the
percent a year through 1999, based on substantially same period, and qualitative improvements in preparing
improved export prospects following the devaluation. and executing public investment projects. Domestic sav-
Efficient production growth will be fostered by further ings is estimated to have increased from 4 percent of
privatization and restructuring of public sector enter- GDP in 1993 to II percent of GDP in 1995, and is
prises, fiscal reforms, and a revision of the regulatory projected to grow to approximately 12 percent of GDP
framework. These measures, combined with increased by 1999, retlecting an increase in public and private
competitiveness in the regional transit trade and im- savings as a result of renewed confidence in the political
plementation of a new transport strategy, should also and economic situation, improved fiscal management,
benefit the development of tertiary sector activities, and more opportunities for investment.

50



Benin at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Benin Africa Income Development dlamond'

Population mid-1995 (millions) 5.5 589 3,188 Life expectancy
GNP per capita 1995 (US$) 370 490 460
GNP 1995 (billions US$) 2.0 289 1,466

Average annual growth, 1990-95

Population (%) 2.9 2.8 1.8 GNP Gross
Labor force (P) 2.7 2.8 1.9 pe Xmr

per < primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 33
Urban population (% of total population) 42 31 29
Life expectancy at birth (years) 50 52 63
Infant mortality (per 1,000 live births) 95 92 58
Child malnutrition (% of children under 5) 36 .. 38 Access to safe water
Access to safe water (% of population) 70 47 75
Illiteracy (% of population age 15+) 63 43 34
Gross primary enrollment (% of school-age population) 64 71 105 -Benin

Male 88 77 112 -Low-income group
Female 44 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos

GDP (billions US$) 0.7 1.0 1.5 2.1 Openness of economy
Gross domestic investment/GDP 19.3 8.9 14.2 21.6
Exports of goods and non-factor services/GDP 21.1 34.4 27.1 24.3
Gross domestic savings/GDP 1.7 0.8 10.0 11.3
Gross national savings/GDP 3.7 4.7 12.1 12.7

Current account balance/GDP -15.6 -4.2 -3.3 -9.4 Savings Investment
Interest payments/GDP 0.1 1.3 1.2 1.2
Total debt/GDP 12.7 78.1 106.4 83.2
Total debt service/exports 3.7 12.2 10.1
Present value of debt/GDP .. .. 54.8
Present value of debt/exports .. .. 205.9 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Benin
GDP 4.3 2.7 4.4 5.8 Lwicm ru
GNP per capita 1.2 -0.4 -0.2 3.1 _ Low-income group
Exports of goods and non-factor services 3.8 .. 4.9 0.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP) 20
Agriculture 30.5 31.9 34.2 35.4
Industry 16.2 16.7 12.3 12.4 10

Manufacturing 12.2 7.6 7.5 7.5 0
Services 53.3 51.3 53.4 52.3 90 91 92 93 94 95

-10

Prvate consumption 89.1 83.8 79.2 79.2 -20

General govemment consumption 9.3 15.4 10.8 9.5 -GDI ^ GDP
Imports of goods and non-factor services 38.7 42.5 31.3 34.6

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%)

Agriculture 3.1 4.6 9.8 4.9 40
Industry 7.3 1.2 2.9 5.0

Manufacturing 2.1 5.3 3.7 4.0 20
Services 4.3 1.7 1.5 5.7

0 9 9.1 9.2 9-3 9
Prvate consumption 2.8 1.9 .. .. -20
General govemment consumption 2.5 -1.7
Gross domestic investment 8.5 5.7 .. --

Imports of goods and non-factor services 2.3 -1.9 -11.7 23.7 -Exports -,-Imports
Gross national product 4.2 2.7 2.8 6.1 _

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 40

Consumer prices .. .. 38.6 15.5 30

Implicit GDP deflator 14.5 -4.9 34.5 14.5 20 -

Government finance o.
(% of GDP)
Current revenue .. 12.7 12.5 13.8 o
Current budget balance .. -4.7 -0.9 0.6 9o 91 92 93 94 95
Overall surplus/deficit .. -4.7 -8.0 -10.5 -GDPdet. -6CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 298 308 382 750

Cotton 66 141 191
Fuel .. 42 13 9
Manufactures 5

Total imports (fob) 384 335 531
Food .. 12625

Import price index (1987=100) .. 97 .. .. 9 9 9 9 9 9 9

Fuel and energy .. 61
Capital goods .. 72

Export price index (1987=100) .. 989

Terms of trade (1987=100) .. 92 ElExports rlImpons

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 144 360 413 498 0 __
Imports of goods and non-factor services 264 444 477 709
Resource balance -119 -85 -64 -211 2 - 9

Net factor income -1 -21 -41 -49 4

Net current transfers 15 62 54 64

Current account balance, - _

before official transfers -106 -44 -51 -195 _

Financing items (net) 86 30 175 244 8t
Changes in net reserves 20 14 -124 -49

-10 1
Memo:
Reserves including gold (mill. US$) 15 8 274 344
Conversion rate (local/US$) 214.3 449.3 555.2 500.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 86 817 1,620 1,725

IBRD 0 0 0 0 F G C
IDA 19 125 464 0 4 55 71

Total debt service 6 49 41 55
IBRD 0 0 0 0
IDA 0 2 6 0

Composition of net resource flows
Official grants 20 27 108 113 E D
Official creditors 12 29 79 72 783 812
Private creditors 0 -18 0 0
Foreign direct investment 2 0 5 1
Portfolio equity 0 0 0 0

World Bank program
Commitments 4 5 106 0 A - IBRD E -Bilateral
Disbursements 4 19 29 0 B -IDA D -Other multilateral F -Private
Pnncipal repayments 0 0 3 0 C -IMF G -Short-term

Net flows 4 19 26 0
Interest payments 0 1 3 0
Net transfers 4 18 23 0

World Bank International Economics Department, September 1996
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Bolivia

B olivia-one of the poorest countries in Latin by end- 1995, inflation increased to 12.6 percent, mainly
America-began its stabilization and adjust- as a result of higher than expected increase in credit.
ment programs in 1985 after a period of rapidly

deteriorating economic conditions. Having successfully Structural Reform
stabilized its economy, Bolivia has had modest rates of
growth in the 1990s. Nevertheless, per capita income is The government has implemented reforms in the finan-
low-estimated at about $800 in 1995-the education cial sector, public enterprises, trade and registration
level of the population is limited, and health indicators, procedures, public financial and economic manage-
although improving over the last few years, remain ment, regulatory and legal systems, and social sectors.
among the worst in the continent. Agriculture is the To improve resource allocation and increase competi-
economy's most important sector in terms of contribu- tion in the financial system, four state-owned financial
tion to GDP and employment. The manufacturing sector institutions have been closed since mid- 1991. Efforts to
is small and dominated by agro-industrial enterprises, improve supervision and regulation in the financial sys-
but has been growing and diversifying in recent years. tem have also advanced, as evidenced by the passage of
Bolivia is endowed with ample mineral and hydrocar- new banking and central bank laws, and progress toward
bon resources and, although exploitation of these strengthening the superintendency of banks. To address
resources has traditionally been dominated by public problems in the banking sector, in September 1995 the
enterprises, private sector participation is now encour- government established a fund to restructure and capi-
aged and has been increasing. Bolivia is landlocked and talize banks.
mountainous, and transport costs are high, access is A comprehensive privatization law passed in April
difficult, and communications links require further de- 1992 allows the privatization of all public enterprises,
velopment. except for the state mining and hydrocarbon enterprises.

As of December 1995 some 60 small/medium public
enterprises had been sold or liquidated. The government
made substantial progress toward disposing of unprofit-

Economic performance in the 1990s has been encourag- able mines and mining operations and the mining paras-
ing. GDP growth averaged about 4 percent over 1990-94 tatal has been transformed into a holding company.
and was 3.8 percent in 1995. After growing by 15 There has been progress toward reforming and simpli-
percent (although from a low base) during 1991, private fying customs administration, export procedures, and
investment has grown about 10 percent a year since theregistrysystem.Withtheeliminationofsugarimport
1992. The current account deficit (after official trans- licensing requirement in late 1992, all quantitative re-
fers) deteriorated in 1993 to 8.8 percent of GDP, but strictions on imports have been abolished. Furthermore,
improved in 1994 to about 4 percent of GDP with strong since the late I 980s, tariff levels have remained low and
export performance. It deteriorated again in 1995 to fairly uniform.
about 6.3 percent of GDP as a result of a decline in Macroeconomic stability has provided an adequate
official transfers and a worsening in the terms of trade. framework to begin a second generation of structural
Since taking office in August 1993, the new government reforms including capitalization, popular participation,
has taken actions to control expenditures and strengthen administrative decentralization, and education reform.
tax collections, and the fiscal deficit has improved to 3.2 The capitalization program is designed to attract private
percent ofGDP in 1994 and 2.1 percent ofGDP in 1995. investment and management to sectors traditionally
In general, Bolivia has been successful in maintaining dominated by public enterprises. The March 1994
price stability-inflation decreased to about 9.3 percent framework law for this program includes provisions for
by end 1993, and to 8.5 percent by end 1994. However, transferring up to 50 percent of ownership to strategic
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partners and the state's remaining ownership to the difficult for Bolivia to sustain high rates of growth. The
Bolivian people through individual pension fund ac- government's medium-term strategy aims to accelerate
counts. GDP growth from recent levels of about 4 percent a year,

The System of Sectoral Regulation Law passed by maintain price stability, and alleviate poverty. A major
Congress in October 1994 set the broad regulatory question is whether growth of more than 4 percent per
framework needed to attract private investment. Sepa- year is consistent with the availability of external and
rate sectoral regulatory laws have also been enacted, and internal finance, given Bolivia's low savings rate and
a December 1994 amendment reformed the tax system fragile terms of trade. To achieve this average growth
to provide a uniform and stable tax environment appli- rate, private investment would have to rise from about
cable to all private enterprises. This new legal and 6 percent of GDP in 1995 to 12 percent by 2000, fi-
regulatory framework enabled the government to privat- nanced by higher domestic savings, increased private
ize many state-owned sectoral enterprises. capital inflows, and continued assistance from donors.

Another key element of the govemment's program is Given the success of the capitalization program in terms
popular participation and administrative decentraliza- of committed direct foreign investment, these levels of
tion through which of political and economic decision private investment are achievable. In addition, domestic
making processes will be decentralized by transferring saving is expected to rise, encouraged by a stronger
the administration of key public services and resources fiscal effort, increased confidence in the maintenance of
to regional departments and municipalities, including appropriate macroeconomic policies and introduction of
rural and urban communities the Popular Participation the new pension system.
(April 1994) and Decentralization (June 1995) Laws.
The govemment's program includes a comprehensive External Debt
education reform.

The government has made progress in regularizing its

Social Indicators relations with extemal creditors. In January 1992 the
Paris Club creditors agreed to a fourth rescheduling,

While social indicators have improved since the late covering 100 percent of all publicly guaranteed debt
1980s, a poverty map generated from the results of the service due (on debt contracted prior to 1986) from
1992 population census shows that 70 percent of Bolivi- January 1992 through June 1993. The agreement covers
ans are in poverty. Poverty is more severe in rural areas, approximately $200 million under Trinidad terms; in
where it is estimated that about 94 percent of the popu- April 1994 the consolidation period was extended
lation is poor. The stabilization program helped the through May 1994. During 1995 the government con-
relative position of the poor compared to what would solidated its external debt position through two addi-
have happened in the absence of stabilization. While tional Paris Club agreements. In March 1995 Bolivia
difficult to quantify, price stability and less state inter- obtained from its Paris Club creditors a fifth conces-
vention in the economy reduced rents available to sional debt flow rescheduling under Naples terms that
groups with economic or political power, benefiting-at granted a 67 percent net present value reduction on
least relatively-those without such influence, although qualifying arrears and debt service. The consolidation
there are still large inequalities in the distribution of period was then scheduled to cover obligations through
income. The government has placed increasing empha- end- 1997. In December 1995 Bolivia received a stock-
sis on social sector development, with current sector of-debt reduction operation, which is expected to final-
policy aimed at alleviating poverty by involving grass- ize the rescheduling process with the Paris Club. Under
roots communities in essential services and investing in this agreement, Bolivia obtained a stock reduction of 67
human development. percent on the net present value of its bilateral qualify-

ing debt with the Paris Club. In addition to previous

Medium-Term Prospects commercial bank debt reduction operations that have
virtually eliminated Bolivia's public sector debt with

Bolivia still faces difficult prospects over the medium commercial banks, the Paris Club agreements have im-
term. The economy is dependent on a few primary proved Bolivia's foreign debt position. As a result of the
commodity exports with uncertain market prospects, stock-of-debt operation, by end-1996, public sector ex-
and the ongoing diversification of its export base will temal debt is expected to amount to about 75 percent of
take time. Further, weak social and physical infrastruc- GDP, with debt service estimated to amount to about 27
ture and a limited human resource base will make it percent of GDP.
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Bolivia at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Bolivia & Carib. Income Development dlamond'

Population mid-1995 (millions) 7.4 480 1,154 Life expectancy
GNP per capita 1995 (US$) 800 3,300 1,700
GNP 1995 (billions US$) 5.9 1,584 1,962

Average annual growth, 1990-95

Population (%/6) 2.4 1.8 1.4 GNP Gross
Labor force (I%) 2.6 2.4 1.8 p x

per < _ , primary
Most recent eatimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 58 74 56
Life expectancy at birth (years) 60 68 67
Infant mortality (per 1,000 live births) 69 41 36
Child malnutrition (% of children under 5) 13 .. .. Access to safe water
Access to safe water (% of population) 56 81 78
Illiteracy (%of population age 15+) 17 13
Gross primary enrollment (% of school-age population) 95 110 104 -Bolivia

Male 99 .. 105 Lower-middle-income group
Female 95 .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 1.7 3.0 5.5 6.1 Openness of economy
Gross domestic investment/GDP 36.9 10.2 14.1 15.2
Exports of goods and non-factor services/GDP 26.1 14.3 21.2 20.6
Gross domestic savings/GDP 30.8 8.5 8.5 8.8
Gross national savings/GDP 29.4 0.3 5.1 5.2

Current account balance/GDP -10.0 -16.6 -8.3 -8.8 Savings A v Investment
Interest payments/GDP 1.5 5.3 2.5 2.3 1
Total debt/GDP 59.6 161.7 86.3 82.4
Total debt service/exports 17.5 49.6 28.8 28.1
Present value of debt/GDP .. .. 63.8
Present value of debt/exports .. .. 292.8 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Bolivia

GDP 0.2 3.5 4.2 3.8
GNP per capita -2.8 1.7 2.1 1.3 Lower-middle-icome group
Exports of goods and non-factor services -4.2 8.4 23.1 2.6

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (%)
Agriculture 20.3 36.9 17.7 17.5
Industry 32.2 36.3 25.6 25.7 10

Manufacturing 12.3 15.3 15.0 15.1
Services 47.5 26.8 56.7 56.8 o

90 91 92 93 9s

Private consumption 58.7 78.2 77.6 77.5 -10
General govemment consumption 10.4 13.3 13.8 13.8
Imports of goods and non-factor services 32.1 16.0 26.8 27.1 -GDI _ GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
Agrculture 1.0 .. .. .. 30

Industry -2.7
Manufacturing -1.3 .. .. .. 20

Services 3.2

Prvate consumption 6.4 2.5 -4.5 3.9
General govemment consumption 1.1 2.5 1.9 2.6 o
Gross domestic investment -15.4 6.3 -6.1 10.8 90 91 92 93 94 95

Imports of goods and non-factor services -7.6 5.2 1.7 3.2 -Expons - Imports
Gross national product -0.7 4.1 4.6 3.7

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 30

Consumer prices 7.8 11,749.6 7.9 10.2 20
Implicit GDP deflator 6.5 112,58.9 6.4 9.5

Government finance lo 
(% of GDP)
Current revenue .. .. 23.9 25.7 0 l
Current budget balance .. .. 2.7 4.0 90 91 92 93 94 95
Overall surplus/deficit .. .. -3.5 -2.1 -GDPdef. ^-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and import levels (mill. US$)
Total exports (fob) .. 628 985 1,033 1.500

Tin 187 91 87
Fuel .. 376 98 140

Manufactures 4 8 72 1.003 r uU
Total imports (cif) of 691 1,279 1,377 l

Fuel and energy 2 -3Capital goods .. 253 551 613
Export price index (1987=100) 9. 93 -8 0
Import price index (1987=100) 3 120 2 2 _ 
Terms of trade (1987=100) .. 78 .. . ExportS illimportS

BALANCE of PAYMENTS

(millions US$) Current account baiance to GDP ratio
Exports of goods and non-factorsservies 486 721 1,183 1,238 90 9 9
Imports of goods and non-factor services 618 807 1,478 1588 
Resource balance -132 -86 -294 -350

Net factor income -41 -423 -188 -210 -5
Net current transfers 3 15 22 22L

Current account balance,
before official transfers -169 -494 -460 -538 -10 -

Financing items (net) 130 523 599 681
Changes in net reserves 40 -29 -139 -143

Memo: l_s

Reserves including gold (mill. US$) 197 523 793 936
Conversion rate (locaLIUS$) 2.8E-05 0.8 4.6 4.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Compos tion of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed 1,013 4,805 4,752 5,067 G A

IBRD 21 207 116 95 G F A B
IDA 50 94 648 770 119 770

Total debt service 87 365 345 361
IBRD 2 27 35 36
IDA 1 2 7 8 0

268
Composition of net resource flows

Official grants 8 71 281 200 E
Official creditors 38 -1 209 272 1803
Private creditors 78 -36 -25 -33
Foreign direct investment 53 10 20 150
Portfolio equity 0 0 0 0 1712

World Bank program
Commitments 40 0 157 116 A-IBRD E -Bilateral
Disbursements 10 12 80 113 B -IDA D -Other multilateral F -Private
Prncipal repayments 1 13 26 28 C - IMF G -Shon-term
Net flows 9 -1 54 85
Interest payments 1 16 14 15
Net transfers 8 -17 40 70

World Bank International Economics Department, September 1996
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Brazil

B razil earned the reputation of being a "miracle above 20 percent, with a maximum of 35 percent, until
economy" in the late 1960s when double-digit 2001. However, Brazil imposed a 70 percent tariff on
annual growth rates were recorded and the struc- automobile imports from outside MERCOSUR in 1995

ture of the economy underwent rapid change. to countera declining trade balance. Some exceptionally
Since 1981, however, Brazil's economic perform- high tariffs have also been adopted against imports of

ance has been poor in comparison to its potential. Bra- shoes and textiles from Asia and toys.
zil's dramatic reduction in output growth-average As part of the deregulation program initiated in 1990,
annual GDP growth was only 1.5 percent over 1980- domestic production and distribution quotas, licensing,
93-reflected its inability to respond to the events of the prior approval of investment plans, and other economic
late 1970s and 1980s: the oil shock, increases in real restrictions were eliminated. The program also simpli-
interest rates, the debt crisis, and the resulting cutoff of fied business and financial transactions. In general, in-
foreign credit and foreign direct investment. dustry entrv is now much easier, and regulations have

These shocks, in combination with poor management been removed on the distribution and pricing of wheat,
of public finances and heavy state intervention, resulted fuels, coal, steel, and transportation.
in large fiscal deficits at state and federal levels. Al-
though the fiscal deficits were reduced after 1990, het- prvatizatin
erodox policies, generalized indexation, and exchange
rate management contributed to keeping inflation high The privatization program, initiated in 1991, has re-
and increasing. Monthly inflation skyrocketed from 3 sulted in sales totaling $9.7 billion. Privatization of the
percent in the late 1970s to 50 percent in mid-1994. steel sector has been completed, as well as a large part
Brazilian income distribution, already poor, worsened of the state fertilizer and petrochemical industry. For-
significantly in the 1980s. Against this background, the eign participation in privatizations has been minimal, in
achievements of the Real Stabilization Plan in effect part because of legal restrictions, many of them now
since mid-1994, which has reduced inflation to an an- modified or removed. and in part because Brazil's most
nualized rate of about 15 percent, stand out markedly. attractive state firms have not yet been auctioned.
Growth rates were satisfactory in 1994 and 1995 at 5.8 Steps have also been taken to sell off state-owned
and 4.2 percent, respectively. equity in private industry and minority shareholdings in

state firms and enable greater private participation in

Structural Reform railways and ports. The ports system has been deregu-
lated by breaking the monopoly of trade unions in pro-

While unable to reduce inflation on a sustained basis. viding services, and bv permitting private concessions
the government that came to power in March 1990 in port services.
introduced significant structural reforms, including
trade liberalization, deregulation and privatization. The Recent Political-Developments
1990 trade reform abolished import prohibitions on
close to 1,800 goods and eliminated most quota restric- The government elected in 1994 passed important leg-
tions and import control through foreign exchange allo- islation through the congress in early 1995. Constitu-
cation. Average nominal tariffs were reduced to an tional amendments ended the monopoly on natural gas,
average of 14 percent in July 1993 from 32 percent in telecommunications, and shipping, and eliminated the
1990. Subsequent progress has been made toward free distinction between foreign and domestic companies.
trade within MERCOSUR. A common external tariff in However, constitutional amendments covering social
the range of 0 to 20 percent went into effect among security, administrative/civil service reform, and taxa-
MERCOSUR countries on January 1, 1995. Each coun- tion are proving more difficult and are still in passage.
try has defined a list of exemptions that can have a tariff Municipal elections are due in late 1996.
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Recent Economic Developments ers. This has resulted in a growing mismatch between
payments and benefits. Efforts at comprehensive re-

Since early 1994 Brazil has implemented a successful form, including a move toward a largely capitalized
stabilization program, the Real Plan, named after the system are unlikelyto succeed politically atpresent. and
new currency introduced in mid-1994. Inflation was the administration's current reform goal is a more mod-
contained at less than 70 percent in 1995. The program estoneofcorrectingthebiastowardearlyretirementand
was based on an initial fiscal adjustment, a nominal removing some of the legislation from constitutional to
exchange rate anchor, and tight monetary policy. An infra-constitutional status to be dealt with later. Admin-
external debt restructuring agreement with commercial istrative reforms would involve allowing layoffs from
creditors was reached prior to the launching of the the civil service and setting limits to salaries plus bene-
stabilization plan. The Real Plan started with the real at fits and retirement benefits. Currently no confirmed
parity with the dollar. There was no law fixing the parity civil servant can be removed from service and many
but the central bank undertook to support the domestic enjoy multiple pensions.
currency at this level. No limit was placed on currency The decline of inflation and the insolvency of several
appreciation, and capital inflows drove the real to appre- major state-owned banks in 1995 removed important
ciate by over 15 percent. explicit and implicit sources of financing from the Bra-

Since March 1995, as a result of trade deficits and zilian states. Their deficits rose to 2.5 percent of GDP
international capital volatility, the exchange rate policy in 1995. They also ran up large floating debts to contrac-
has been modified to a managed crawl within a broad, tors and private banks. To adjust to the new economic
moveable band and the currency has been allowed to environment the states are considering downsizing and
depreciate against the dollar. Monetary policy has been rationalizing their workforces, debt workouts, and pri-
gradually relaxed following a fall in output growth after vatizations and concessions. Federal programs have
the first quarter of 1995. This underscored the policy of been tailored to provide incentives in these directions.
gradual depreciation and signaled clearly that the The extent of the program and the degree of commit-
authorities did not attach any special significance to ment to reform varies across states. Success will depend
dollar parity. not only on their own efforts but also on certain national

The authorities had targeted a positive balance in the parameters, such as the degree of flexibility that
operational account of the consolidated public sector emerges from the civil service reform and the terms of
budget in 1995, but the final result was an estimated the workouts ofstate debts, which will have to be largely
operational deficit of 5 percent of GDP. This was caused refinanced by the federal government.
by a substantial rise in federal and state wage bills and Fiscal reform is intended to integrate the federal and
high interest payments on the public debt. Public debt state tax systems, remove the power of granting fiscal
growth accelerated after mid-1995 due to the need to incentives from the states, and remove the bias against
sterilize short-term capital inflows drawn by high do- exports and capital goods investments present in the
mestic interest rates. This policy together with the need current value added tax system.
to extend central bank credit to the financial sector to At present the social security bill is ready for presen-
help troubled banks has also led to a growing quasi-fis- tation to the Federal Senate where the government hopes
cal deficit. The government recognizes that sustaining to strengthen it further. The timing and content of the
the Real Plan will require greater effort at fiscal tighten- administrative reform bill and the fiscal bill are uncer-
ing in 1996 and beyond. tain since there is likely to be significant opposition in

congress. The state governors are in favor of adminis-

Structural Reforms trative reform as it will help them financially, but are
wary of fiscal reform, which would diminish their power

The government has reinitiated and extended the priva- of independent action.
tization program, slowed and temporarily halted by its
predecessor. A February 1995 law permits private con- Medium-Term Prospects
cessions for electric power distribution and natural gas
transport. Several Brazilian state governments have Brazil's projected GDP growth rates for 1996 and 1997
launched programs to sell state equity in electricity are 3.0 percent and 4.5 percent. While Brazil has
distribution, telecommunications, and banks. achieved much higher rates of growth in the past, the

The government also plans to reform social security, need to keep aggregate demand under control to prevent
the fiscal system and administrative rules. The social a resurgence of inflation suggests that growth will be in
security system is a defined-benefit regime, largely this range or even slightly lower in 1996. Gross domes-
funded by employers and general taxes. It is also biased tic fixed investment is expected to rise steadily, financed
toward early retirement by certain categories of work- largely by growing domestic savings.
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Current account deficits will be contained to below So far, the record of economic management has been
2.5 percent of GDP. Trends in capital flows suggest that good. Inflation continues low, and potential overheating
deficits of this magnitude can be financed relatively of the economy was contained in 1995. The current
easily. According to the government, the consolidated account deficit is less than 3 percent of GDP and reserve
fiscal account (operational basis) will show a deficit of levels are high. The economy appears less indexed than
about 2.5 percent of GDP in 1996. The rate of inflation in the past and inflationary expectations for 1996 are
should gradually decline and the government's aim is to favorable. However, there are risks to the program if
reach single digit inflation by 1998. further fiscal adjustment is not undertaken.
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Brazil at a glance
Latin Upper-

POVERTY and SOCIAL America middle-
Brazil & Carlb. Income Development diamond'

Population mid-1995 (millions) 161.6 480 440 Life expectancy
GNP per capita 1995 (US$) 3,620 3,300 4,300
GNP 1995 (billions US$) 584.6 1,584 1,892 T
Average annual growth, 1990-95

Population (%) 1.7 1.8 1.7 GNP Gross
Labor force (%) 1.9 2.4 2.1 per primary

Most recent estimate (latest year available since 1989) i capita enrollment

Poverty: headcount index (% of population) 17
Urban population (% of total population) 78 74 74
Life expectancy at birth (years) 67 68 69 I
Infant mortality (per 1,000 live births) 55 41 36 1
Child malnutrition (% of children under 5) 18 .. .. Access to safe water
Access to safe water (% of population) 92 81 89
Illiteracy (%of population age 15÷) 17 13 13
Gross primary enrollment (% of school-age population) 111 110 107 -Brazil

Male . -Upper-middle-income group
Female .. .. , .

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 121.7 222.9 554.6 675.0 Openness of economy
Gross domestic investment/GDP 26.8 19.2 20.8 21.9
Exports of goods and non-factor services/GDP 7.5 12.2 8.1 6.8
Gross domestic savings/GDP 22.9 24.4 22.4 21.1
Gross national savings/GDP 21.4 19.0 20.6 19.4

Current account balance/GDP -5.8 -0.2 -0.2 -2.6 Savings Investment
Interest payments/GDP 1.7 3.3 0.9 1.2
Total debUGDP 22.5 47.2 27.2 23.3
Total debt service/exports 43.5 39.1 31.8 40.7
Present value of debt/GDP .. .. 25.2
Present value of debtVexports .. .. 276.3 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Brazil
GDP 3.0 1.5 5.8 4.2
GNP per capita 0.2 -0.1 3.7 3.7 Upper-middle-come group
Exports of goods and non-factor services 10.4 6.2 7.7 -0.4

STRUCTURE of the ECONOMY

197o 1985 1994 1995 Growth rates of output and Investment (%)
(% of GDP) 10
Agriculture 12.1 11.5 12.7 12.8
Industry 40.2 45.3 38.7 38.4 s

Manufacturing 30.3 33.7 25.2 24.8 c- ;_, _

Services 47.7 43.1 48.7 48.8 - 2 53 9r4 95

Private consumption 66.5 65.8 61.1 62.1 .10
General govemment consumption 10.6 9.9 16.5 16.8 -GDI - GDP
Imports of goods and non-factor services 11.5 7.1 6.5 7.6 G

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%/6)
Agriculture 4.2 2.3 7.6 5.9 4T
Industry 3.0 -0.5 7.1 2.0

Manufacturing 2.6 -0.9 5.5 1.6 20

Services 2.9 3.0 4.4 5.7

Private consumption 4.3 1.9 7.2 7.9 90 91 93 94 95
General govemment consumption 0.8 2.3 -1.0 2.4
Gross domestic investment -3.2 0.2 8.5 9.2 -20

Imports of goods and non-factor services -3.7 9.0 15.4 37.3 -Exports -Imports

Gross national product 2.5 1.7 6.2 3.8

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 intlation (%)

Domestic prices 390D
(% change) T
Consumer prices 29.1 226.9 2,668.6 66.0 2,\ _
Implicit GDP deflator 33.9 231.7 2,284.0 67.4

Government finance 1000
(% of GDP) I ! x
Current revenue 30.7 30.8 Jl
Current budget balance 7.4 4.3 90 91 92 93 94 95

Overall surplus/deficit .. .. 4.4 1.8 -GDP def. CPI

TRADE
1975 1985 1994 1995 Export and Import evels (mill. USS)

(mil//ons USS)
Total exports (fob) .. 25,638 43,563 46,506 r,o,ooo

Coffee 2,607 1,942 2,850 _
Other food 2,545 1,851 2,100 40.

Manufactures .. 13,356 26,844 27,081 30,.DD
Total imports (cif) .. 13,153 33,133 49,663 j r,7i

Food . .. 4,740 7,500 20'000
Fuel and energy .. 6,176 4,695 5,103 1.0
Capital goods .. 2,480 11,906 18,200 

Export price index (1987=100) 2,897 116 121 0
Import price index (1987=100) 79 139 148 89 90 91 92 93 94 95

Terms of trade (1987=100) 123 84 82 [ 3Exports Clmporls

BALANCE of PAYMENTS

(mi//ions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 9,418 27,713 44,966 47,846 2
Imports of goods and non-factor services 14,323 16,928 36,187 53,516 {
Resource balance -4,905 10,785 8,779 -5,670 7

Netfactorincome -2,106 -11,213 -12,580 -15,246 0'

Net current transfers 0 0 2,597 3,513 8 93 93 9419

Current account balance, -1
beforeofficialtransfers -7,011 -428 -1,203 -17,404 1-2

Financing items (net) 5,946 1,842 8,203 30,450 LJ
Changes in net reserves 1,065 -1,414 -7,000 -13,046 .31
Memo: __I

Reserves including gold (mill. US$) 4,166 11,618 39,463 53,704
Conversion rate (local/US$) 3.OE-12 2.3E-09 0.6 0.9

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 1 o
(mi/lions US$) Composttlon ot total debt,1995 (mill. USS)
Total debt outstanding and disbursed 27,329 105,187 151,104 157,397 A c

IBRD 1,045 5,274 6,311 6,038 6038 142 0
IDA 0 0 0 0 G 2676

Total debt service 4,319 11,471 16,114 21,199 38596 E
IBRD 98 796 1,883 1,868 20419
IDA 0 0 0 0

Composition of net resource flows
Official grants 9 34 69 65
Official creditors 1,059 935 -2,116 -1,181
Private creditors 4,213 149 3,717 867
Foreign direct investment 1,302 1,348 3,072 3,100 I
Portfolio equity 0 0 5,082 2,976 F

1 ~~~~~89526
World Bank program I

Commitments 538 1,525 1,024 404 A- IBRD E -Bilateral
Disbursements 249 765 640 838 B -IDA D- Other multilateral F -Private
Pnncipal repayments 26 405 1,346 1,377 C - GM G -Short-term

Net flows 224 359 -706 -539
Interest payments 72 391 537 491
Net transfers 152 -32 -1,243 -1,030

World Bank International Economics Department, September 1996
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Bulgaria

T he December 1994 elections gave the Bulgarian were fundamental to the severe downturn and slow
Socialist Party an absolute majority in parlia- recovery.
ment. The new government-Bulgaria's sixth Bulgaria's initial reform program in 1991 was bold

since it began the process of political transition in late and ambitious, including comprehensive price, trade,
1989-declared its intention to continue market reforms and foreign exchange liberalization, restitution of land
while dealing with the considerable unfinished agenda and urban property, initiation of privatization, and de-
on enterprise, banking, and social sector reform. The monopolization of segments of the large enterprise sec-
government, however, represents both reformist and tor. Strong stabilization policies were initially
conservative groups with different attitudes towards the successful in containing budget deficits and inflation.
appropriate content and the pace of reforms. T he newly liberalized environment for private business

Bulgaria is a lower-middle income country with a fostered unprecedented entry by new private firms, pri-
population of about 8.4 million. GNP per capita for 1995 marily in services and trade. A debt reduction agreement
is estimated at $1,340. Until 1989 the state controlled with commercial creditors and three Paris Club
practically all segments of economic activity, with the reschedulings significantly improved Bulgaria's exter-
exception of small family plots in agriculture and most nal debt situation.
private housing. Centralized economic control had been Hlowever, progress has been slow and erratic since
used to promote industrial expansion at the cost of the initial burst of reforms. Periods of tight macroe-
Bulgaria's comparatively competitive agriculture. The conomic policies have been followed by a rapid loosen-
industrial sector heavily relied on CMEA trade, in par- ing of policies, leading to high and variable inflation.
ticular, the Soviet Union. The economy was charac- Erratic macroeconomic policies have also led to dra-
terized by massive price distortions and direct state matic exchange rate depreciation. Both high inflation
control over resource allocation typical of a centrally and large exchange rate movements have undermined
planned economy. International trade played a signifi- credibility in economic management.
cant role in the economy, with total trade (exports plus
imports, approximatelv two-thirds within the CMEA) Recent Economic Developnients
equivalent to 80 percent of GDP in 1989. As a result, the
Bulgarian economy was severely affected by the tumul- After the massive contraction in output and employment
tuous events that took place in Eastern Europe, particu- between 1989 and 1993, the Bulgarian economy began
larly the disruption of trade flowvs with the forner Soviet recovering in 1 994, growing by 1.4 percent as budgetary
Union. performnance improved, the private sector grew rapidly,

Bulgaria's initial recession was deeper and longer and western markets opened through association agree-
than that of most other East European economies and ments with the EU and the European Free Trade Asso-
external trade flows and output went into a severe down- ciation. Performance in 1995 was similar: GDP grew by
turn. Output declined for five years, and growth did not about 2 to 2.5 percent and unemployment declined fur-
resume until 1994. TFhe cumulative decline in output of ther to about II percent. Moreover, inflation fell sharply
over 30 percent was followed by a rapid increase in to 34 percent on a year-eild basis. However, the under-
unemploymenit: it reached about 16 percent, one of the lying causes of the large quasi-fiscal deticits (the losses
highest levels in Eastern Europe. External events-the of large state enterprises and thie banks) were not ad-
Gtilf War. the disintegration of the CMEA. and cinbar- dressed amid iicreasingly jeopardized Bulgaria's short-
goes on neighboring countries and important trading term macroeconomic stability. The persistence of
partner-accounted some of the output decline. But undefined ownership rights distorted incentives in large
political instability', unevenl implementationi of re- parts of the state sector (mainly industry), continued
forms, and stop-go cycles in macroeconomic policies, voluntary and ilvolunitary (through arrears) bank lend-
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ing to non-viable state enterprises, and arrears among Social Indicators
banks, state and private enterprises, and the budget, all
contributed to the rising pressures. These pressures then Bulgarian households have been through wrenching
appeared in the foreign exchange market. As a result, transitions in the past few years. There have been
starting in December 1995. the exchange rate began gains-in political liberties and in theremoval ofration-
depreciating rapidly led by the prior refinancing of ing. Many have experienced iicreases in wealth through
several illiquid banks and an ill-timed central banlk the restitution of property. The boom in services sug-
intervention amidst rising speculation. Within weeks, gests a few hiave exploited the new opportunities of a
the central bank lost more than a quarter of reseives and market economy. But the dominant phenomena have
sharply raised interest rates. been a decline in incomes, and a rise in poverty, inequal-

On the external front, important progress was made ity and insecurity. Crinie has also risen dramatically as
in 1994 when a comprelhenisive debt and debt service law enforcemenit has weakened and the economic situ-
reduction agreement was concluded with Bulgaria's ation worsened.
commercial bank creditors. A reschedulilng of official Bulgarian households hiave generally suffered large
obligations with the Paris Club was completed in April reductions in income welfare. There has been a substan-
1994. The external balance also improved through 1995, tial decline in real wages since 1991 and an even deeper
as the large prior exchange rate adjustment stimulated decline in the pensions upon which a large number of
exports and depressed import demand. Gross official households depend. Some key health indicators have
reserves peaked at about $1.5 billion at end- 1995 bef'ore deteriorated-infant mortality has increased and life
the 1996 financial crisis brought them down to $560 expectancy for men has dropped by two years. Unem-
million in June. The crisis has also placed continuous ployment has remained higil, and the number of house-
pressure on the Bulgarian cuirenlcy which fell from holds registered for social assistance has risen. One
about 70 leva per dollar in December 1995 to 190 in July particular problem is the social safety net, which as a
1996. result of growing numbers of recipieilts and fiscal strin-

In response to the crisis, the authorities closed a large gency, provides very limited support to too large a
state bank and the largest private bank, and fturther segment of the population. While some improvements
raised the central bank interest rate. Biut these measures in living standards and employment occurred during
were not sufficient to stem the crisis as the underlying 1995, they were insufficient to offset the declines of the
cause of the problems in the banking sector-losses of past five years. While some amelioration of these prob-
large state-owned enterprises-has not vet been re- lems can be achieved thl-ougil targeted programs and
solved. In May 1996 government began a stabilization policies, a sustainied improvement in social welfare will
and structural reform program. The program contains be acihieved only thirough long-term growth and a fun-
three broad components: significant marcoeconomic clamental restruIcturing of social protection programs.
stabilization measures; a fundamilenital restructurinlg of
state enterprises including closures of 63 unviable en-
terprises and financial isolation of another 70 of the Medium-Term Prospects
worst performers, and privatization, and reform oftilhe Short-term macroeconomic risks are extremely high.
banking sector. Bulgaria's foreign exchange reserves continue to drop

Until recently. privatization has been Iimited due to and by end-June were estimated at $560 nlillion. For-
the lack of resolve and vested interests in tile state eign debt service payments due in the second half of
enterprises sector. As a result, the 483 concluded trans- 1996 exceed $670 million, with a large portion due to
actions at end-November 1995-of which only 30 were holders of Brady bonds.
enterprises of any significant size-remain negligible MediLim-ter-m prospect depends crucially on success
compared to the number of state enterprises. about in implementing the remaining structural measures in
3,800, and their share in total assets and employment, the bank and state enterprises sector, and macroe-
But, in light of the crisis, the governmenit decided to conlomic stability. The stl-uctural and stabilization imeas-
accelerate privatization, aiming to privatize firm's ac- tires are expected to result in a slow recovery during
counting for 50 percent of all assets within the next year. 1997. andl accelerating growth in the medium term.
It intends to do so by enhancing thc targets of thc mass From a low basc rcachied alter five years ofdecliie, GDP
privatization program by including a major-ity stake of could grow about 1.5 percenit in 1997 and slowly in-
larger enterprises, facilitating cash plrivatization by ex- crease thereafter to more than 3 percent by the end of
tending a deferred payment schemc to all domestic the decade. 'I'lhc benefits that Bulgaria will obtain from
investors, long repayment periods and a reduced interest more peaceful conditionis in the Balkans and re-estab-
rate, and selling enterpr-ises to managers and workerson il ishing normaizl trade and( transport Iinks with Western
concessional terms. Lurope throtigi tlhc I leral Republic ol'Yugoslaviawill
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help economic prospects in the near term. But, the debt-to-GDP ratio dropped from 139 percent in 1992 to
economy will not reap the full potential of this change an estimated 82 percent at end-1995 and the debt-to-ex-
unless adequate progress on structural reforms and as- port ratio declined from 240 percent to 172 percent over
sociated macroeconomic instability is achieved. Infla- the same period. The debt service ratio is estimated at
tion is likely to remain at 30 to 40 percent a year in the 16 percent in 1995. Debt ratios should decline further,
medium term. with the debt service ratio reach 15 percent by the end

of the decade, and the debt-to-GDP ratio around 60

External Debt percent.

Total medium and long-term debt at end- 1995 was $10.2
billion, compared to $12.1 billion at end-1992. The
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Bulgaria at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Bulgaria Asia Income Development diamond*

Population mid-1995 (millions) 8.4 488 1,154 Life expectancy
GNP per capita 1995 (US$) 1,340 2,240 1,700
GNP 1995 (billions US$) 11.3 1,093 1,962

Average annual growth, 1990-95

Population (%) -0.7 0.4 1.4 GNP Gross
Labor force (%) -0.5 0.6 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 71 66 56
Life expectancy at birth (years) 71 68 67
Infant mortality (per 1,000 live births) 15 23 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+)
Gross primary enrollment (% of school-age population) 86 97 104 -Bulgaria

Male 87 97 105 Lower-middle-income group
Female 84 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) .. 17.6 10.2 12.4 Openness of economy
Gross domestic investment/GDP .. 32.2 20.8 20.9
Exports of goods and non-factor services/GDP .. 42.8 53.2 52.8
Gross domestic savings/GDP .. 31.8 20.9 25.8
Gross national savings/GDP .. 31.7 20.6 23.1

Current account balance/GDP .. .. -0.2 2.2 Savings Investment
Interest payments/GDP .. 1.2 1.4 4.1
Total debt/GDP .. 21.9 102.6 83.0
Total debt service/exports .. 9.9 13.8 16.1
Present value of debt/GDP .. .. 98.2
Present value of debt/exports .. .. 181.7 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Bulgaria
GOP .. -3.0 0.5 1.7
GNP per capita -2.4 0.8 4.2 Lower-middle-income group
Exports of goods and non-factor services .. -21.0 7.5 7.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP)
Agriculture .. 11.9 12.7 12.9 20

Industry .. 62.5 34.6 33.9 0
Manufacturing .. .. .. 1 94 95

Services .. 25.6 52.7 53.2 -20

Prvate consumption . 59.8 64.1 59.7 -40

General government consumption .. 8.5 15.0 14.5
Imports of goods and non-factor services .. 43.2 53.1 47.8 GDI -GDP

1975-84 1985-95 1994 1995 Gwrto rani rs _

(average annual growth) Growth rates of exports and imports (%)
Agriculture .. -1.3 4.0 3.0 20

Industry .. -4.9 -4.0 0.0 o -. 5
Manufacturing .. .. .. .. 9 91 92 93

Services .. 0.0 6.8 3.7 -20

-40

Prvate consumption .. -3.8 -1.7 1.1 *30
General govemment consumption .. 7.8 -11.8 -1.4
Gross domestic investment .. -7.8 11.4 2.5 -80
Imports of goods and non-factor services .. -24.9 -9.9 -1.3 -Exports ^lrmports
Gross national product . -3.2 0.3 3.9

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices20
(% change) 250

Consumer prices .. .. 96.0 62.6 200
Implicit GDP deflator .. -1.2 80.8 50.0 150-

100
Government finance
(% of GDP) 0
Current revenue .. 55.2 37.7 36.0 0 ,
Current budget balance .. 9.2 -4.7 -4.6 90 91 92 93 94 95
Overall surplus/deficit .. 0.0 -6.0 -5.7 | -GDP de{. -- CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)
Total exports (fob) .. 10,688 4,159 5,100 10.000 T

Other metals .. 2,125 1,059 1,145
Other agriculture .. 1,791 1,135 1,266 7.500 -
Manufactures

Total imports (cif) .. 11,199 4,008 4,679 0.0o0

FoodC to 545 906 1,057 z iFuel and energy .. 2,217 986 1,151 29500 IrFE FUFiF i A
Capital goods .. 4,532 1,158 1,352

Export price index (1987=100) .. 112 96 I11
Import pnce index (1987=100) .. 66 132 149 og 90 91 92 93 94 95
Terms of trade (1987=100) .. 169 73 74 [lExpots Mllmporns

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%/)

Exporns of goods and non-factor services . 11,761 5,427 6.530 
Imports of goods and non-factor services .. 11,872 5,411 5,915
Resource balance .. -112 16 615 0 I I l l,

Net factor income .. -101 -211 -470 89 90 91 92 93 94 95
Net current transfers .. 74 175 132 -s

Current account balance,
before official transfers .. .. -21 277

-10 Financing items (net) .. .. 227 153
Changes in net reserves .. -423 -206 -430 l

Memo: -15

Reserves including gold (mill. US$) .. .. 1,311 1,476
Conversion rate (locaU/US$) 1.9 53.7 67.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 20 3,852 10,468 10,298

IBRD 0 0 415 444 G A558 444 c
IDA 0 0 0 0 729

Total debt service 2 1,178 760 993 D
IBRD 0 0 15 31 \ 65
IDA 0 0 0 0

Composition of net resource flows
Official grants 0 0 102 65 E
Official creditors 0 74 281 14 1558
Private creditors 1 887 -487 -139
Foreign direct investment 0 0 105 135 F
Portfolio equity 0 0 6 5 6s44

World Bank program
Commitments 0 0 175 193 A -IBRD E -Bilateral
Disbursements 0 0 246 15 B -IDA D -Other multilateral F -Private
Prncipal repayments 0 0 0 0 C -IMF G -Short-term
Net flows 0 0 246 15
Interest payments 0 0 15 31
Net transfers 0 0 231 -16

World Bank International Economics Department, September 1996
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Burkina Faso

B urkina Faso is situated at the heart of the Sahel, gram, is bringing Burkina Faso's political institutions
bordering Benin, Togo, Ghana, and Cote much closer in line with the country's traditional partici-
D'lvoire in the south, Mali in the northwest, and patory social structures. In this context, the recent ap-

Niger in the east. In contrast to its southern neighbors, pointment of a new prime minister, the consolidation of
Burkina is poorly endowed with natural resources, has the president's party, and upcoming parliamentary (May
very limited rainfall-averaging about 350 millimeters 1997) and presidential elections (December 1998), pre-
in the north and 1,000 millimeters in the southwest-and sage an intensified political period. The most significant
no coastal access. Since independence in 1960 Burkina socio-political changes are likely to come as the decen-
Faso has remained one of the poorest countries in the tralization process continues and authority is increas-
world and ranked 169th out of 174 countries in the ingly delegated to the local level. These developments
UNDP's 1995 Human Development Index, barely ahead mean that civil society will become increasingly in-
of its landlocked neighbors Mali and Niger. volved in the conduct of public policy, but they also

The majority of Burkina's population of almost II provide new opportunities to build on existing strengths
million (nearly 90 percent rural), depends mainly on in Burkinabe society.
agriculture, both crops and livestock. Population growth
of almost 3 percent a year is creating severe pressure on Recent Economic Developments
arable land. Social indicators, such as primary school
enrollment, access to health services, and life expec- Burkina Faso's structural adjustment program has made
tancy, are among the lowest in the world. Per capita GNP substantial progress in a number of areas. Burkina was
is estimated at $230 in 1995 following the devaluation able to virtually eliminate its external arrears-which
of the CFA franc in January 1994. stood at $91 million at the end of 1991-by the end of

Most of the labor force is occupied in the primary 1995. Similarly, domestic arrears have been reduced
sector, which accounts for about one-third of GDP. The every year since 1991 with the remaining $30 million
service sector has expanded to account for almost 40 expected to be repaid by the end of 1997. These achieve-
percent of GDP. In the secondary sector, the contribu- ments were in large part made possible by rising external
tion of mining to GDP is relatively small, but has the aid inflows. In contrast, domestic revenues accounted
potential to increase rapidly thanks to the expansion of for 13.3 percent of GDP in 1991, but fell to 11.6 percent
gold mining, after cotton and livestock now the coun- in 1995. The government has made significant progress
try's third biggest source of export earnings. Other min- in reducing the wage bill from 6.9 percent of GDP in
ing activities, such as zinc, also have future potential. 1991 to 5.3 percent in 1995. Less progress was made in
Informal activities permeate Burkina's economy in all the way expenditures are programmed and monitored,
sectors. particularly investment expenditures.

Before the adjustment program the government
lacked clearly established sectoral priorities linked di-
rectly to the budget. As a result, primary education, basic

The current government has been in place since October health care, and maintenance of basic infrastructure
1987, and has since moved Burkina steadily toward a suffered. Excluding foreign-financed investments,
representative democracy. In addition to presidential health and primary education spending fell from 18.8
(December 1991) and parliamentary elections (May percent of domestic spending in 1991 to 15.4 percent
1992), municipal governments were elected in early in 1993. Only after the devaluation in January 1994
1995. This last step is a natural extension of Burkina opened new opportunities to reallocate budgetary ex-
Faso's tradition of communal participation, delibera- penditures did this share increase to 21.3 percent as the
tion, and consensus building and should be seen as an government undertook to increase its focus on health
important milestone. Its ambitious decentralization pro- and education.
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Incentives for the private sector were to be improved accelerating pace of structural reforms. Current expen-
by privatizing state-owned enterprises, restructuring the ditures were balanced in 1995, following a deficit of 1.7
banking sector, liberalizing trade and prices, and updat- percent the previous year, and public investments rose
ing the regulatory environment. By the end of 1995, to 9.8 percent of GDP. The accompanying increase in
however, only 13 of 41 enterprises slated for privatiza- foreign pro ject and program aid also allowed for a rapid
tion had been sold. Restructuring and privatizing the reduction of both domestic and external arrears. Contin-
bankingsector, which began in 1991, wastodisentangle ued structural reforms have worked to stimulate private
the close ties between state-owvned banks and state en- sector activity, particularly exports, and 1995 real GDP
terprises that had led to weak risk management. non-per- growth is estimated at 4 to 5 percent.
forming loans, and in most cases negative net worth. By
end- 1995, the oovernment had made direct capital infu-
sions totaling over $140 million, while recovering only Social Indicators
$17.5 million in non-performing loans. Nevertheless, Burkina Faso's population is growing at close to 3
state participation in the bankinig sector has been re- percent a year. At this rate, the population will increase
duced to no more than 25 percent in each bank, and the from almost II million in 1995 to 14.5 million by 2005.
sector's financial viability restored. Burkina Faso has the highest population density in the

Trade and price reformis substantially liberalized the Sahel at 40 inhabitants per square kilometer, which
environment in which the private sector operates. Sub- contributes to its high incidence of poverty. Dependency
stantial trade reforms began in 1993 with consolidation ratios are high: with close to half the population below
of tariff rates that ranged from 5 to 45 percent to three age 15. Population growth is not likely to diminish over
categories (0,4, and 24 percent). At the same time all the near term, and will strain extremely limited water
paratiscal export duties were eliminated. Following the resources. With most of the rural population having no
devaluation, protective tarilffs of 30 percent were intro- access to clean drinking water, sustainable water man-
duced on a nurnberofcornvnodities, but were abolishied agement vill also emerge as a critical health issue.
as scheduled by end-1995. Export authorizations were Burkina also continies to have primary school enroll-
abolished for all products except cereals, and state nient rates among the lowest in Sub-Saharan Africa-47
monopolies on all exports other thani cotton and gold percent for boys and 30 percent for girls. The health
eliminated. The government also removed price con- status of the population is poor with life expectancy at
trots on locally produced goods, with the exception of birth only 48 years. compared with the regional average
rice, and terminated the role of the Agricultural Prod- of 52 years.
ucts Price Stabilization Fund in price stabilization A recent poverty profile shows that 45 percent ofthe
policy. Regulations on profit margins for imported population (45 percent) canilot afford mniimum nutri-
goods were removed, and domestic price controls are tional intake. Regionally, there is a strong correlation
only in effect for generic drugs, petroleum products, between rainfall patterns, soil degradation, and the inci-
and utilities. dence of poverty. Roughly speaking, the incidence-

Reforming the regulatory and institutional environ- and severity-of poverty increases from the southwest
ment in wh ich the private sector operates was anothier to the niorth. with the exception of the two primary cities
cornerstone of the adjustment program. Substantial pro- Ouagadougou and Bobo-Dioulasso, which have signifi-
gress has been made in revising of 1984 investment code cantly lower poverty indicators.
to provide neutral and transpaenit incentives for domes- Since 1991 Burkina Faso has received about $200
tic and foreign investors, establishing a National l aw million in budgetary' grants annually, equivalent to
Commission with statutory powers to revise, update, about 8 percent of GDP. At the same time, domestic
and consolidate legal texts, and a revising the labor code revenues averaged about 1 2 percent of GDP-not even
to reduce labor market rigidities arid simplify proce- covering current expenditures, which averaged close to
dures for hiring and firing. 13 percent of GDP. As a result, over 90 percent of the

Macroeconomic performance has been satisfactory inlvestimient budget vas financed through external re-
since the 1994 devaluation, although growth reached sources. This puts Burkina's development plans into a
only 1 .2 percent in 1994 as a result of excessive and very tight framework. To beconie less dependent on
untimely rainfalls. Monthlyv inilation fell quickly from variations in external financing flows, domestic reve-
5 percent over January-April 1994 to less than I percent nues will have to rise. Given the small base on which to
in the second half of the year. However, fiscal revenues collect tax revenue-essentially the formal sector and
also fell from 12.4 percent of G DP in 1993 to 11 percent imports-this is not an easy task. While revenues may
in 1994. Building on the stabilization progress made in rise through small increases in the VAT (15 percent at
1994. the government pursued a strong policy agenda in present), most of the improvement has to come from
1995, focusing on continuilng tight fiscal policy and improved compliance and a broadening of the tax base,
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rather than higher tax rates. Revenues from import taxes which includes Ouagadougou, has 5,700 inhabitants per
are unlikely to grow relative to GDP. While revenue physician, the Province of Seno in the northeast has
generation is one constraint, the distribution of expen- 153,000. Equipping and staffing all 53 health districts
ditures, particularly current expenditures, is another. poses enormous financial requirements. While the in-
Even though the overall size of the civil service is not creased use of generic drugs lowers the cost of medical
excessive (39,800 in 1995) the wage bill is equivalent to care, the spreading AIDS epidemic will further increase
5.3 percent of GDP as civil servants average 14 times the burden placed on the health care sy'stem.
the per capita income. Bunching at the upper echelons An Action Plan for Health and Primary Education
of the pay scale is the structural factor underlying the following the devaluation, has raised primary school
high cost of the civil service. The anticipated increase in enrollment from 34 percent in fiscal 1994 to an expected
recruitment in the social sectors requires a careful look 40 percent in fiscal 1997. For the poorest quintile of the
at the hiring, salary, and promotion policy, and a sharper population, however, the ratios are only half the national
definition of the role of the state, to reduce the number average. The situation is the most severe for girls, who
of civil servants in areas where the private sector can are only half as likely to be enrolled in primary school
provide services more efficiently. as boys. The situation is similar for secondary school

Remaining state control of strategic monopolies, enrollment, which reached 9.1 percent in 1994 and is
such as petroleum import, electric power, telecommuni- limited almost exclusively to the urban population. Here
cations, and continued heavy state intervention in the too, girls are only half as likely to attend.
agricultural sector all raise the cost of doing business At the primary level, apart from low enrollment rates,
and lower returns to private investment. Electricity costs the quality of teaching and the effective duration of the
are over twice as high as in C6te D' Ivoire, and regular school year are still very low. Under the action plan, 950
gasoline costs $2.80 per gallon (of which about $0.90 is new teachers are hired every year, but many do not
taxes) compared with a price of $0.60 at the port of participate in the usual two-year training program. In
Abidjan. Cotton producer prices are among the lowest addition, the effective school year has only 108 teaching
in the region. In addition to a price system that is still days, compared with an international norm of 180 days.
distorted, the formal sector faces a judicial system that The government is developing a strategy for increasing
cannot yet provide the reliability and predictability nec- the efficiency of resource use in primary education. An
essary to reassure private investors. Progress is, how- integrated primary and post-primary education strategy
ever, being made through a regional initiative to is also being formulated to increase the participation of
harmonize business and commercial laws. Finally, a the private sector, particularly in secondary education,
slow privatization program, and sporadic policy rever- to free up resources for continued expansion of public
sals, leave lingering doubts about the government's primary education.
commitment to private sector-led growth. Foreign par-
ticipation in the Burkinabe economy-with the excep- Environment
tion of a limited number of joint ventures with other
francophone countries-has been minimal. However, The threat to the environment from desertification and
this situation can change rapidly in the mining and over-exploitation of natural resources as a result of
transport sectors and spread to manufacturing if the cost inappropriate agricultural practices and unsustainable
of doing business can be reduced to internationally harvesting for fuelwood is likely to remain for the fore-
competitive levels. seeable future. The government put in place a national

Low life expectancy (48 years) is to a large extent the environmental action plan in June 1991, and has recently
result of high infant and child mortality, which is caused adopted a new approach to natural resource preservation
by widespread contagious diseases and unfavorable hy- based on community land management that is finding
gienic conditions. In addition, chronic malnutrition and widespread support among beneficiaries. Limited water
micronutrient deficiencies among childbearing women resources have to be shared between the urban and rural
are a significant cause of mortality among children and populations. In rural areas, soil degradation is an in-
women 20 to 49. The most threatening health risk for creasing cause of sinking groundwater levels in some
the future is the rapidly increasing spread of AIDS: an regions.
estimated 7 percent of the adult population has been A new computer-based financial management and
infected with HIV. To combat these developments, the public accounting system began in January 1996, and
government has developed a health strategy that focuses the first results are very encouraging. Furthermore, a
on decentralizing its activities to 53 health districts, each recent civil service census can serve as the basis for
covering a population of about 200,000. Efforts to reach realigning public functions and managing the wage bill
the poor are handicapped by inequality in the delivery more effectively to address the resource constraints fac-
of medical services. While the Province of Kadiogo. ing the social sector agenda.
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Medium-Term Prospects External Debt

The successful post-devaluation stabilization program Burkina Faso's external debt service obligations over
is expected to result in sustained growth rates of about the medium and long term appear to be sustainable
5 percent a year over the medium term. The current relative to projected exports of goods and non-factor
account deficit, excluding official transfers, is projected services. Debt service relative to exports is projected to
to narrow from 14 percent of GDP in 1994 to about 12 decline from 22 percent in 1995 to 18 percent in 1998
percent by 1997 and less than 11 percent by 1998. and continue its downward trend thereafter. The total
Export volume growth is projected to accelerate to about debt stock is estimated at about 65 percent of GDP, of
6 percent and remain slightly above import growth rates. which about 75 percent is owed to multilateral creditors.
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Burkina Faso at a glance
Sub-

POVERTY and SOCIAL Burkina Saharan Low- ___
Faso Africa Income iDevelopment diamond'

Population mid-1995 (millions) 10.4 589 3,188 Life expectancy
GNP per capita 1995 (US$) 230 490 460
GNP 1995 (billions US$) 2.4 289 1,466 T
Average annual growth, 1990-95

Population (%) 2.9 2.8 1.8 GNP Gross
Labor force (%) 2.0 2.8 1.9 per pross

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) .. 31 29
Life expectancy at birth (years) 49 52 63
Infant mortality (per 1,000 live births) 127 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) .. 47 75
Illiteracy (% of population age 15+) 81 43 34
Gross primary enrollment (% of school-age population) 38 71 105 -Burkina Faso

Male 47 77 112 - Low-income group
Female 30 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) 0.8 1.4 1.9 2.4 Openness of economy
Gross domestic investmenVGDP 26.1 24.3 22.1 22.8
Exports of goods and non-factor services/GDP 8.3 10.8 14.3 14.5
Gross domestic savings/GDP 2.5 1.3 6.1 7.0
Gross national savings/GDP 8.8 10.7 19.8 19.4

Current account balance/GDP -18.4 -13.6 -13.7 -13.4 Savings Investment
Interest payments/GDP 0.2 0.7 0.8 0.8
Total debVGDP 7.5 35.8 60.7 52.1
Total debt service/exports 3.7 10.1 .. ..

Present value of debtGDP .. .. 30.3
Present value of debt/exports .. .. .. .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Burkina Faso
GDP 4.0 2.7 1.3 4.5 Low-incomegfoup
GNP per capita 0.9 -0.4 -1.8 1.6 L
Exports of goods and non-factor services 4.7 2.4 -17.2 11.6 1

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP)
Agriculture 34.3 37.9 33.0 32.9 T
Industry 29.2 20.1 26.5 26.4 100l/

Manufacturing 19.8 15.3 20.2 20.1 so
Services 36.5 41.9 40.5 40.6

0

Pnvate consumption 82.9 85.6 78.3 78.5 -so 90 SO 92 95

General govemment consumption 14.5 13.1 15.6 14.5
Imports of goods and non-factor services 31.8 33.8 30.3 30.3 GOI - GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates ot exports and Imports (%)

Agriculture 1.2 3.5 -0.2 4.1 so
Industry 0.8 1.3 2.3 3.9

Manufacturing 2.8 -5.8 1.7 3.9 25

Services 10.3 2.9 1.6 5.2

Private consumption 4.1 3.1 6.1 -4.1 95

General govemment consumption 5.7 1.8 5.9 -3.6
Gross domestic investment -0.1 -1.9 -36.4 118.4 -25

Imports of goods and non-factor services 2.4 0.6 -11.5 17.4 -Exports
Gross national product 4.3 2.7 1.0 4.4

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 3 0

Consumer prices 18.8 6.9 25.2 5.0 20
Implicit GDP deflator 8.4 4.7 27.8 8.0 I

10 -r/ \
Govemment finance J s

(% of GDP) 0o, _ 
Current revenue .. 9.8 11.0 11.6 .so 92 93 94 95

Current budget balance .. 1.8 -1.7 0.0 10
Overall surplus/deficit .. -4.4 -11.0 -9.8 -GDPdef. -'-CPI

TRADE
1975 1985 1994 1995 Export and Import levele (mill. USS)

(mi/lions US$)
Total exports (lob) 136 226 287 750

Cotton .. 30 59 94
Livestock products 14 57 64
Manufactures So.. 10 1

Total imports (cif) .. 353 365 498
Food .. 59 68 86
Fuel and energy .. 32 35 47 290
Capital goods .. 106 80 147

Export price index (1985=100) 0 14 17
Import pnce index (1985=100) .. 100 109 117 8 0 9 2 9 4 9

Terms of trade (1985=100) .. 100 133 145 l DExports moimports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 88 155 266 S) 0
Imports of goods and non-factor services 262 483 563 704 [ I4
Resource balance -174 -328 -297 -367

Net factor income -12 -6 -14 -20 - -
Net current transfers 32 140 56 63

Current account balance,
before official transfers -154 -194 -255 -324 -10

Financing items (net) 147 188 354 451
Changes in net reserves 6 6 -99 -127 j
Memo:

Reserves including gold (mill. USS) 77 143 283 468
Conversion rate (/ocal/US$) 214.3 449.3 555.2 500.3

EXTERNAL DEBT and RESOURCE FLOWS
1975 19B i 1994 1995 

(millions US$) CompoaItIon of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 63 511 1,126 1,259

IBRD 0 0 0 0 F G
IDA 11 149 518 608 E 4 42

Total debt service 5 29 44 54 158
IBRD 0 0 0 0
IDA 0 2 6 8

Composition of net resource flows y
Official grants 41 87 212 224 D /l8
Official creditors 16 50 79 100 372
Private creditors 1 -9 0 -1
Foreign direct investment 0 -1 1 0
Portfolio equity 0 0 0 0

World Bank program 75
Commitments 17 64 200 37 A -IBRD E -Bilateral
Disbursements 5 21 79 85 B -IDA D -Other multilateral F -Private
Principal repayments 0 1 3 4 C -IMF G -Short-term
Net flows 5 21 76 81
Interest payments 0 1 3 4
Net transfers 5 20 73 77

World Bank Intemational Economics Department, September 1996
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Burundi

B urundi is a 27,834 square kilometer landlocked in the economy, redirect public resources to support
country in Central Africa. Bujumbura, the capi- development, or improve the efficiency, transparency,
tal, is 2,100 kilometers from the nearest port, and accountability of public sector management. Non-

Kenya's Mombassa. GDP per capita was among the developmental expenditure for the military, general ad-
lowest in the world at $150 in 1995. With a population ministration and subsidies to inefficient parastatals
of 6.4 million in mid-1995 and an average annual growth remained high. The state did not divest, and the govern-
of 3.0 percent for 1990-95, it has 229 inhabitants per ment failed to strengthen management of public serv-
square kilometer, ten times the Sub-Saharan Africa av- ices, or improve the efficiency of public investment. The
erage. Urbanization is only 8 percent compared to a public sector continues to dominate manufacturing, en-
regional average of 31 percent. Burundi has limited ergy. infrastructure, the financial sector and other mod-
natural resources other than relatively fertile agricul- em sector activities, and contributes over half of formal
tural land and a climate that allows three growing employment.
seasons a year. Mineral resources include cassiterite,
nickel, phosphate, vanadium and some alluvial gold. An R P
exploration agreement for nickel sulfites was concluded
in 1993. Burundi held its first democratic elections in June/July

Agriculture contributes above half of GDP, 90 per- 1993. As expected, the party representing the Hutu
cent of employment, and over 80 percent of export majority (80 percent of population) won an absolute
earnings. The most important export crop in this largely majority in the National Assembly, and its leader be-
subsistence sector is coffee, which provided 80 percent came president. In October 1993, an attempted army
of exports in 1995. Burundi's traditional food self-suf- coup resulted in the assassination of the president, the
ficiency is constrained by rapid population growth and president of the National Assembly, and other elected
declining soil fertility. The average smallholder farm officials. Although the coup faltered in the face of inter-
size has declined toO.7 hectares. Followingthe displace- national opprobrium, it destabilized Burundi's political
ment of 550,000 people, mostly farmers, and an influx situation and rekindled ethnic strife. An attempt to re-
of 400,000 refugees in the aftermath of the political store political legitimacy with the election by the Na-
crisis and ethnic violence that erupted in late 1993 (and tional Assembly of a new president in February 1994
the violence in neighboring Rwanda in 1994) Burundi ended soon after, with his death in April 1994 in the
now has a food deficit of about 10 percent of normal airplane crash that took also the life of his Rwandese
food crop production. counterpart.

New power-sharing arrangements in September 1994
Recent Economic Developments curtailed the powers of the president and the National

Assembly, and granted the opposition and the prime
Between 1986 and 1993, Burundi carried out an adjust- minister representing it additional powers, and 45 per-
ment program supported by IDA, the IMF and other cent of all important public appointments. The agree-
donors; toward end-1993 the program was derailed by ment paved the way for the inauguration of a new
the political crisis. Over the adjustment period, the gov- president and the appointment of a new government.
emnment implemented important regulatory reforms, in- However, hopes for political stability have failed to
cluding a new labor code, banking law, and central bank materialize. Extremist groups on both sides have en-
statutes. It promoted exports through a free trade zone gaged in terrorist acts and human rights violations that
created in 1992, a duty drawback scheme, transport are exacting a heavy toll on the society and economy.
subsidies for exporters, and the legalization of foreign Up to 1,000 people are estimated to be killed every
exchange accounts for exporters. Despite this progress, month. Violence has disrupted economic activities and
the govemnmentwas unableto reducethe roleofthestate has considerably weakened Burundi's capacities and
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institutions. International mediation has so far failed to The public finance situation is deteriorating. Al-
restore social peace, and a political settlement of the though the overall fiscal deficit (excluding grants) is
conflict is not yet in sight. estimated to have declined to 7 percent of GDP in 1994

and 1995 (from 13 percent in 1993), this was largely due
to the appropriation by the government of the surplus of
the Coffee Stabilization Fund and a temporary increase

Poverty is widespread in Burundi and has been rising in coffee tax revenues due to favorable world market
with economic disruption (especially of rural society prices. Domestic bank financing increased and govern-
and agricultural production) due to ethnic strife. About ment arrears reached 2 percent of GDP as foreign
16 percent of the population is displaced, dispersed, or financing declined. Public investment is estimated to
in refugee camps. According to a household consump- have dropped by more than 50 percent in 1995 from the
tion survey in June 1994, the proportion of population year before. Current expenditure remained at about 17
below the poverty threshold (including the 800,000 dis- percent of GDP in 1995, but military and security
placed people) has increased since 1990 from 36 to 57 related expenditure increased and now represents about
percent in rural areas, and from 42 to 59 percent in urban 4.4 percent of GDP, crowding out developmental
areas. The most vulnerable households are likely to be spending.
led by a single woman and/or illiterate person, have an The balance of payments situation improved tempo-
average family size of over six, and no off-farm income. rarily in 1994-95 due to large external transfers, favor-
The poor have high rates of childhood malnutrition, low able export prices for coffee, and a bumper coffee crop.
rates of primary school enrollment, sub-standard hous- Despite sharply lower external disbursements on invest-
ing, unsafe drinking water, and rely on scarce wood for mnent projects, the overall balance of payments recorded
their energy consumption. a surplus of $ 19 million in 1994 and $37 million in 1995.

Burundi's human resources are being rapidly eroded External reserves increased from 4.5 months of imports
by the ethnic and political crisis, and the resulting eco- in 1993-94 to almost six months in 1995.
nomic morass. Social indicators, historically compara-
ble with regional averages, have deteriorated since
1993. Preliminary estimates indicate a decline in immu-
nization rates from 81 to 60 percent, and in primary Burundi's prospects for resuming growth and reducing
school enrollment from 70 to 52 percent. The incidence poverty depend on its ability to restore political and
of acute childhood malnutrition doubled, from 6 to 12 social peace and introduce the reforms needed to bolster
percent. Official statistics indicate that 15 to 20 percent investment and output, and on political stability in the
of the urban population and I to 2 percent of the rural sub-region. The reform agenda includes rapid with-
population tests HIV positive; the spread of AIDS is drawal of the state from activities that can be carried out
likely to accelerate with the concentration of large num- more efficiently by the private sector, overall reduction
bers of refugees in camps. of public spending and its reallocation to human re-

Large-scale humanitarian assistance ($85 million in sources development and maintenance of essential in-
1994) has attempted to arrest this deterioration. The frastructure, and sustained measures to promote private
decline in social standards will require, however, sev- investment and generate employment outside subsis-
eral years to reverse, even if social peace is restored. tence agriculture. The government is continuing the

preparation of these reforms, but immediate action is
unlikely due to the social and political situation. Growth

Recrnt Economic Developments could come from productivity gains in traditional export
In 1995 the already disappointing economic perform- crops (coffee, cotton, tea, tobacco), introduction of new
ance continued to weaken due to the unstable political export crops (flowers, fruits, vegetables, medicinal and
situation and ethnic strife. Real GDP declined by 3.7 ornamental plants), artisanal mining (cassiterite, gold,
percent, for a cumulative 16 percent over three years. colombite-tantalite), light manufacturing, industrial
Food production declined about one-fourth. Secondary mining (if nickel exploration proves conclusive), and
sector output fell sharply, and the financial situation of services for the sub-region.
public enterprises deteriorated. Inflation accelerated to
an annual rate of about 15 percent in 1994 and 19 percent External Debt
in 1995, reflecting food shortages and a rapid expansion
in money supply. The financial sector is experiencing Burundi faces a debt overhang and has difficulty serv-
difficulties, and several banks rely on central bank fi- icing its external obligations. At end-1995, Burundi's
nancing to keep operating. external debt outstanding and disbursed was estimated
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at 110 percent of GDP; the debt-service-to-exports government is exploring debt relief opportunities on a
(goods and non-factor services) ratio stood at about 40 bilateral basis. In 1992, the Belgian and French Govern-
percent. Three-quarters of outstanding debt is owed to ments canceled about $115 million, or 13 percent of
multilateral organizations. With Paris Club creditors Burundi's debt. Burundi has been accumulating external
holding less than II percent of debt outstanding, the arrears (about $9 million at end-1995).
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Burundi at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Burundi Africa Income Development dlamond'

Population mid-1995 (millions) 6.4 589 3,188 Life expectancy
GNP per capita 1995 (US$) 150 490 460
GNP 1995 (billions US$) 1.0 289 1,466

Average annual growth, 1990-95

Population (%) 3.0 2.8 1.8 GNP Gross
Labor force (%) 2.9 2.8 1.9 ,p Gross

per , primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 8 31 29
Life expectancy at birth (years) 49 52 63
Infant mortality (per 1,000 live births) 98 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 58 47 75
Illiteracy (% of population age 15+) 65 43 34
Gross primary enrollment (% of school-age population) 72 71 105 -Burundi

Male 76 77 112 -Low-income group
Female 63 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos-

GDP (billions US$) 0.4 1.1 1.0 1.1 Openness of economy
Gross domestic investment/GDP 7.6 13.9 9.3 11.0
Exports of goods and non-factor services/GDP 8.3 11.0 14.2 12.4
Gross domestic savings/GDP -3.1 4.1 -9.9 -7.1
Gross national savings/GDP -4.8 3.3 -8.8 -5.8

Current account balance/GDP -10.6 -10.5 -17.5 -16.8 Savings Investment
Interest payments/GDP 0.1 0.8 1.3 1.0
Total debt/GDP 4.6 39.6 112.1 109.8
Total debt service/exports 5.8 20.5 27.4
Present value of debt/GDP .. .. 49.1
Present value of debt/exports .. .. 328.2 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -EBurundi
GDP 3.7 2.2 -6.6 -3.7
GNP per capita 0.3 -0.6 -9.2 ..
Exports of goods and non-factor services 6.0 0.4 -5.5 2.1

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 30
Agriculture 65.7 61.5 53.1 55.7
Industry 13.5 13.0 18.2 17.9 0

Manufacturing 9.2 8.1 11.7 .. so 91 92 93 95

Services 20.9 25.5 28.7 26.4 .30

Private consumption 91.6 88.1 98.6 95.2 .-o
General government consumption 11.5 7.8 11.3 12.0 -GD1 - GDP
Imports of goods and non-factor services 19.0 20.8 33.5 30.6

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)

Agriculture 1.8 0.8 -10.6 -5.2 4T
Industry 8.8 1.9 -9.9 -8.2 1

Manufacturing 5.4 1.3 -10.0 20

Services 5.8 3.2 -0.9 -9.0

Private consumption 2.7 2.7 2.9 -11.3 0 91 92993

General govemment consumption 0.4 5.6 8.6 9.2
Gross domestic investment 16.2 1.5 -44.8 20.4 -20
Imports of goods and non-factor services 6.3 4.3 1.7 -8.9 Expors
Gross national product 2.9 2.3 -6.8 -3.5

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

DomesHic prices 2
(% change)
Consumer prices 15.7 3.8 14.7 19.0 1'

Implicit GDP deflator 21.1 5.2 15.2 12.1 10

Government finance
(% of GDP) o _ _ _ l _ _ _ _ _ _ _ _

Current revenue .. 16.8 19.5 22.5 s 9 I 9

Current budget balance .. 6.1 2.4 5.4 g 9 92 93 94 95

Overall surplus/deficit .. -6.1 -4.6 -2.2 -GDP del. -CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(miflions US$)
Total exports (fob) .. 114 124 116 300

Coffee 95 100 94
Tea 5 9 9
Manufactures 6 5 7 20

Total imports (cif). 189 239 246Food 17 55 51 :11I I I
Fuel and energy 32 29 32 1D
Capital goods 63 56 62

Export price index (1987=100) 118 121 114 
Import price index (1987=100) .. 87 114 125 a 9 9 92 93 94 98

Terms of trade (1987=100) .. 136 107 91 LExports Mirmports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 35 127 138 132 | oj 2 +93 4 195
Imports of goods and non-factor services 80 239 325 325 l l

Resource balance -45 -112 -187 -193 -s

Net factor income -2 -18 -12 -11 -10
Net current transfers 2 10 24 25

Current account balance. -1S
before official transfers -45 -121 -175 -179

Financing items (net) 58 147 198 221 -21
Changes in net reserves -13 -27 -23 -42

Memo: _25

Reserves including gold (mil. US$) 31 35 211
Conversion rate (locaVUSS) 78.8 120.7 245.0 249.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions USS) CompositIon of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 19 455 1,123 1,169

IBRD 1 0 0 0 F G
IDA 4 140 556 591 E 29

Total debt service 2 26 41 39 183
IBRD 1 0 0 0
IDA 0 3 6 8

Composition of net resource flows B
Official grants 24 43 243 240 D 591
Official creditors 4 62 32 28 336
Private creditors 6 -3 -1 -1
Foreign direct investment 0 1 0 2
Portfolio equity 0 0 0 0 c

World Bank program 48
Commitments 5 55 0 36 A -IBRD E -Bilateral
Disbursements 0 19 28 27 B- IDA D -Other multilateral F -Private
Prncipal repayments 0 2 2 3 C- IMF G -Short-term
Net flows 0 17 26 24
Interest payments 0 1 4 5
Net transfers 0 16 22 19

Worfd Bank Intemational Economics Department, September 1996
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T he Cambodian economy continues to suffer from rate of about 6 percent over 1991-95. This growth was,
the legacy of decades of war and internal strife. however, unbalanced, its overall economic impact re-
An annual per capita income of around $260 mained shallow, and its benefits were not spread

places it among the poorest in the world and below the throughout society. Much of the growth has been driven
level of the late 1960s. Extremely high proportions of by the services and construction sectors related to the
women and children give the population an unusual operations of the United Nations and other donors, and
structure. Almost half of the population is under the age concentrated in Phnom Penh, which represents less than
of 15, contributing to a very high dependency ratio. Only 10 percent of the population. Growth in agriculture has
half the population has access to even the most rudimen- been slow. Reversing the stagnation in agriculture is
tary health facilities, and a Cambodian's life expectancy critical for Cambodia's growth prospects, as the sector
is around 50 years. There is still a chronic shortage of accounts for about 45 percent of GDP and 80 percent of
doctors, drugs and most other medical services. Tuber- the labor force.
culosis and dysentery continue to be serious Cambodia has achieved some important successes in
life-threatening diseases macroeconomic stabilization. Fiscal restraint has been

In the late 1980s Cambodia embarked on a transition the anchor for macroeconomic stability. Revenues have
to a market economy. Until 1992 it carried out its re- been increased substantially, to 9 percent of GDP in
forms largely on its own in a partial and ad hoc fashion. 1995 from 4.4 percent in 1991, through new tax meas-
With unprecedented support from the United Nations, a ures and strengthened tax administration. Expenditures
democratic coalition government was established in have been effectively controlled, especially with the
1993. This political settlement resulted in the resump- introduction of new budget nomenclature and proce-
tion of official assistance through the International dures in December 1993. As a result, by strictly limiting
Committee on the Reconstruction of Cambodia. In 1994 monetary financing of the budget, inflation-which av-
the World Bank and IMF started assisting the govern- eraged 140 percent over 1990-92-was reduced to 7.8
ment in formulating macroeconomic and structural re- percent in 1995.
form programs. The government has since achieved While restoring financial stability' Cambodia also
some significant successes in stabilizing the economy made significant progress in structural reform: atwo-tier
and structural reform, though a large agenda of further banking system was put in place and new large denomi-
reforms remains. The government now faces the chal- nated banknotes were introduced to promote "de-dol-
lenge of making a transition from a short-term emer- larization:" most non-tariff barriers were elimiiinated; the
gency management mode toward laying a durable tariff structure was streamlined; a liberal foreign invest-
foundation for maintaining macroeconomic stability ment law was adopted, and the spread between the
and the sustainable economic growth. official and parallel market exchange rates has been

The government's primary objective is to secure a narrowed to less than 2 percent. An initial headcount of
lasting peace and place Cambodia on a sound develop- civil servants was conducted in an effort to downsize the
ment path. The government has set out to rebuild the civil service; the number of generals aid divisiois were
economy by attaching priority to human resource develop- drastically reduced with a view to reducing military
ment and the infrastructure rehabilitation. Through this expenditure, and a privatization law and a compr-ehen-
process, Cambodia aims to restore government services sive privatization strategy were adopted.
and embark on the difficult task of economic renewal. The overall macroeconomiiic outcome in 1995 was

broadly favorable. The target of 7 percent GDP growth

Recent Economic Developmnents was met thanks to a good rice harvest. Fiscal discipline
has been maintained and remained the anchor for finan-

The Cambodian economy has grown fairly well given cial stability. Balance of payments developments have
its difficult circumstances; GDP expanded at an annual been marked by continued large external aid disburse-
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ments, significant foreign direct investment inflows, sis on investment and social spending by strictly con-
and consequent increases in imports. The exchange rate taining military expenditure.
has remained largely stable and official reserves have The government envisages the development offinan-
increased to the equivalent of two months of imports. cial programming, more active use of interest rate pol-

This rather remarkable achievement in macroe- icy, development of new instruments of monetary
conomic stabilization notwithstanding, there are funda- policy, and the introduction of broader financial sector
mental disequilibria in the budgetary situation and the reforms. The key element of monetary control will re-
balance of payments, which are currently disguised by main the maintenance of a tight fiscal position to check
a high level of financial support from the international bank financing of the budget.
community. Thus, the macroeconomic situation will not A high degree of dollarization and a lack of effective
be sustainable in the medium term unless strong efforts monetary control instruments, continue to limit the pol-
in domestic resource mobilization are made. In addition, icy options of the National Bank. The introduction of
insufficient transparency arid accountability in eco- larger denominations of banknotes is an effective meas-
nomic management-in awarding concessions of natu- ure to promote the use of domestic currency, and the
ral resources in particular-and delays in implementing attractiveness of the riel and riel deposits should grow
structural reforms pose concern for medium-term sus- in line with the maintenance of macroeconomic stabil-
tainability. ity. Indirect monetary control instruments and financial

programming will need to be further developed, but
Policy Objectives mechanisms for direct credit control will be needed in

the transition period. While the commercial banks will
Cambodia's medium-term development strategy is ar- continue to set their interest rates freely, the National
ticulated in the National Program to Rehabilitate and Bank will seek to influence these rates indirectly-by
Develop Cambodia, which was prepared for the 1994 regulating overall liquidity conditions-to ensure that
International Committee meeting and updated for the rates remain positive in real terms. The governmenit
1995 meeting. The program clearly states the govern- aims to issue riel-denominated treasury bills to assist in
ment's commitment to a market-oriented, private sec- managing riel liquidity and establish a market-deter-
tor-led approach to development: the government's role mined riel interest rate. The government aims to put in
will be that of the manager and strategist for develop- place an effective banking supervision system with the
ment with a view to ensuring political, social and eco- introduction of on-site inspections.
nomic stability, and essential physical and institutional Following the reforms of the import tariff structure
infrastructure. Medium-term macroeconomic and sec- undertaken in the second half of 1993, the government
toral policy objectives are also elaborated in a policy continued to take measures to liberalize trade. Virtually
framework paper for 1995-97. Its main development all quantitative import restrictions have been eliminated
objectives include establishing Cambodia as a state in and very few export restrictions remain. The ban on rice
which the rule of law prevails, financial stabilization and export was lifted in 1995. Although lowering the highest
structural adjustment, and developing its human re- tariff rates is a medium-term objective, this will have to
source base. Other objectives include building physical be carefully coordinated with broadening the non-trade
infrastructure and public facilities, reintegrating Cam- revenue base to ensure adequate budgetary revenues.
bodia into the regional and world economies, and rural With a view toward further integration with the regionial
development and sustainable management of natural and international community, Cambodia aims to becomiie
resources and the environment. a member of ASEAN by 1997, and the WTO later oni.

Over the medium term the government aims to Cambodia's legal environment for business and in-
achieve macroeconomic stability and growth, with 7 vestments remains incomplete. Only a few relevant laws
percent GDP growth, 5 percent inflation, and a signifi- have been passed, including an investment law passed
cant reduction in poverty. Achieving these targets will by the National Assembly in August 1994. Many other
require a substantial increase in national savings-pub- critical areas of commercial and business laws are ab-
lic savings in particular-to avoid monetary financing sent. The government's medium-term program to de-
of the budget and finance the required increase in do- velop a suitable enabling environment for the
mestic investment. The government recognizes that this development of private sector activities includes enact-
will require tax reforn, and is taking steps to ensure its ing econoniic and financial laws arid regulations, includ-
initiation in 1997. Key objectives of the reform will be ing provisions for bankruptcy; streamlining the foreign
to build a modern tax system that has higher built-in investmnent regime and ensuring that the twin objectives
elasticity, encourages saving, is fair, and is administra- of fiscal revenue and external competitiveness are
tively feasible. The government envisages a gradual served; adopting legislation to implement the provisions
reorientation of public spending toward greater empha- of the MIGA and ICSID conventions to increase secu-
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rity for foreign investors, and organization of the Cam- is scheduled to last several years. The government aims
bodian Investment Board as a "one-stop" service agency to reduce the number of civil servants by 20 percent by
to provide information, assistance and administrative end-1997.
services to prospective investors.

Cambodia's public administration suffers from a se-
vere shortage of skills owing to the destruction and External Debt
emigration of the educated and a lack of middle-man- Cambodia received highly concessional terms on the
agement skills resulting from a total lack of formal rescheduling of its debt to Paris Club creditors in early
education during the 1970s. In addition, the administra- 1995. Bilateral agreements with France, Germany, and
tion retains a number of organizational features inher- Japan are near completion and negotiations with the
ited from a command economy's concept of the state United States are planned in 1996. Cambodia aims to
role. The size of the administration is much larger than seek debt relief from other bilateral creditors that did not
public management norms recommend. The govern- participate in the Paris Club, Russia in particular. Debt
ment is preparing a wide-ranging administrative reform owed to Russia, if valued at the historical exchange
program with donor technical support. The government rates, constitutes about three-quarters of Cambodia's
administrative reform is ambitious, broad in scope, and external debt.
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Cambodia at a glance

POVERTY and SOCIAL East Low-
Cambodia Asia Income Development diamond'

Population mid-1995 (millions) 10.2 1,709 3,188 Life expectancy
GNP per capita 1995 (US$) 260 830 460
GNP 1995 (billions US$) 2.7 1,418 1,466 T
Average annual growth, 1990-95

Population (%) 2.9 1.3 1.8X
Labor force (%) 2.6 1.4 1.9 

per primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) ..
Urban population (% of total population) 21 31 29
Life expectancy at birth (years) 53 68 63
Infant mortality (per 1,000 live births) 108 36 58
Child malnutrition (% of children under 5) .. 17 38 Access to safe water
Access to safe water (% of population) 13 77 75
Illiteracy (% of population age 15+) 35 17 34
Gross primary enrollment (% of school-age population) 47 117 105 | Cambodia

Male 48 120 112 -Low-income group
Female 46 116 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) .. .. 2.4 2.7
Gross domestic investmentVGDP .. .. 19.5 19.2 Openness of economy
Exports of goods and non-factor services/GDP .. .. 21.5 32.5
Gross domestic savings/GDP .. .. 5.1 4.0
Gross national savings/GDP .. .. 5.8 4.4

Current account balance/GDP .. .. -13.9 -16.2 Savings I Investment
Interest payments/GDP .. .. 0.0 0.0
Total debtlGDP .. .. 84.8 71.0
Total debt service/exports .. .. 0.4 3.1
Present value of debt/GDP .. .. 19.8 ..
Present value of debt/exports .. .. 91.5 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Cambodia
GOP . .. 4.0 7.6
GNP per capita 4 1.5 4.6 Low-income group
Exports of goods and non-factor services ..

STRUCTURE of the ECONOMY

(% ofGDP 1975 1985 1994 P995 Growth rates of ouatput and investment (%)
Agriculture .. .. 45.2 44.6 10
Industry .. .. 18.3 18.7

Manufacturing .. .. 7.3 7.4 5
Services .. .. 36.5 36.7

Private consumption .. .. 83.7 86.3 90 91 92 93 94 95

General govemment consumption .. .. 11.1 9.7 -GDI GDP
Imports of goods and non-factor services .. .. 35.8 47.7 1

1975-84 1985-95 1994 1995
(average annual growth)
Agriculture .. .. 0.0 6.9
Industry .. .. 7.7 9.4

Manufacturing .. .. 7.8 9.0
Services .. .. 7.4 7.5

Private consumption ..
General government consumption ..
Gross domestic investment .. ..
Imports of goods and non-factor services .. ..
Gross national product .. .. 4.0 7.6

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 200
(% change) A
Consumer prices .. .. 26.1 7.8 150

Implicit GDP deflator .. . 8.9 9.1 100

Government finance s/
(% of GDP)
Current revenue . . 9.6 8.9 0 - I I 9

Current budget balance . .. -1.5 -1.3 91 92 93 94 95

Overall surplus/deficit . .. -7.0 -8.0 -GDP def. 6-CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions UIS$)
Total exports (fob) a/ . .. 463 847 a.500-

Rubber .. 26 38
Logs and sawn timbers . . 198 184
Manufactures . . 11 41 1000-

Total imports (ciF) 737 1,213

Food
Fuel and energy 50) tr ii K

Export price index (1987=100) . .-l
Import price index (1987=100) 90. . . s 91 92 93 94 95

Terms of trade (1987=100) . . .. EDExports Mimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions USS)
Exports of goods and non-factor services .. . 518 949 t
Imports of goods and non-factor services .. . 864 1,394
Resource balance .. . -346 -445 - _
Net factor income . .. 1 -9 L
Net current transfers . .. 15 20 -10
Current account balance,

before official transfers .. -330 -434 -15

Financing items (net) .. 300 348
Changes in net reserves . . 30 86 .20
Memo:
Reserves including gold (mill. US$) .. 100 186
Conversion rate (local/US$) . .. 2,543.0 2,463.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1994 (mill. USS)
Total debt outstanding and disbursed 1 7 2,011 1,900 G 8 C

IBRD 0 0 0 0 1403930IBRD ° ° ° ° ~~~~~~~~~~~~~~~~~~~~140 39 30 D
IDA 0 0 39 577

Total debt service 0 0 9 25
IBRD 0 0 0 0
IDA 0 0 0 0

Composition of net resource flows
Official grants 44 6 235 270
Official creditors 0 0 54 82
Private creditors 0 0 0 0
Foreign direct investment 0 0 10 100
Portfolio equity 0 0 0 0 E

World Bank program 1715
Commitments 0 0 63 37 A -IBRD E -Bilateral
Disbursements 0 0 29 23 B- IDA D -Other multilateral F -Private
Principal repayments 0 0 0 0 C -IMF G- Short-term
Net flows 0 0 29 23
Interest payments 0 0 0 0
Net transfers 0 0 28 23

World Bank International Economics Department, September 1996
a. Total exports include re-exports.
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Cameroon

C ameroon is richly endowed with natural re- prises and banks, liberalize export crops, and deregulate
sources, a diversified production base and a well internal commerce. The government also sought to im-
developed but neglected infrastructure. This im- prove incentives in the petroleum sector, reorient poli-

pressive development potential combined with cies in forestry, health, and education, and establish
appropriate policies and a favorable external environ- special programs to mitigate the cost of adjustment.
ment produced real growth averaging 7 percent a year Little progress was made in structural reforms. More
from independence in 1960 through 1985. Agriculture importantly, the internal adjustment strategy failed. A
was the main source of growth and foreign exchange collapse in the terms of trade and severe appreciation
earnings until 1978, when oil production started and of the real exchange rate had adverse effects on incen-
quickly became the cornerstone ofeconomic growth. As tives and income distribution and were not matched
in many oil-producing countries, however, the oil bo- policy adjustments. Economic policy and manage-
nanza was not wisely invested. It led to higher ment deteriorated after 1989, reflecting a lack ofcom-
expenditures on the civil service, subsidies to inefficient mitment to economic reform and the corrosive effects
public enterprises, and low-return, capital-intensive in- of political instability fueled by the sharp decline in
vestments. incomes.

After 1986 three major shocks exposed the weak-
nesses in economic structure and policies. The external Social Indicators
terms of trade declined by 60 percent through 1993 as
coffee, cocoa and oil prices fell sharply. Oil output While Cameroon still ranks favorably compared to sur-
began a long-term decline with the result that oil ex- rounding Sub-Saharan countries, almost a decade of
ports, at $531 million in 1994, were about one-third the economic crises and a worsening fiscal situation have
1985 level. The real exchange rate also appreciated by taken their toll on the social sectors. Since the mid- 1980s
about 54 percent over 1986-93, greatly reducing structural poverty and land impoverishment have be-
Cameroon's external competitiveness. come critical problems. In the early 1980s poverty was

By 1993 the economy and its external accounts had overwhelmingly a rural phenomenon, but in the last few
deteriorated significantly. Continuous public finance years there has been a marked increase in urban poverty.
deficits were generated as falling revenues were not A 1994 poverty assessment indicates that about 50 per-
matched by expenditure cuts. The burden on public cent of the population lives in poverty, compared to 40
finances was exacerbated by a large and inefficient percent in the mid-1980s. A fourth of the urban popula-
public enterprise sector. Deficits of the consolidated tion is estimated to live below the poverty line, and the
public sector-central government and public enter- situation in rural areas, although less known, is not likely
prises-were partially financed by accumulating do- to be much better.
mestic arrears. Long-term external debt increased to Unemployment is high among the urban population
more than 40 percent of GDP in 1989, while domestic and is particularly acute among women and youth; a
debt accounted for 6 percent of GDP in fiscal 1987. survey carried out in late 1993 estimates unemployment

Economic decline was accompanied by increased in Yaounde, the capital city, at about 25 percent. In the
poverty as poor farmers suffered the brunt of the fall in rural areas, poverty and unemployment have been on the
producer prices and government cut health and educa- rise due to a decline in agriculture. Although health
tion delivery systems. The middle class, which used to indicators are slightly better than those of the lowest
be one of the most developed in Sub-Saharan Africa, income regional countries, malnutrition is widespread
shrank. among rural women and children especially in the arid

In 1988 the government launched an economic re- north. This problem, in addition to widespread adult
form program supported by the IMF and World Bank to female illiteracy and poor health care delivery, is re-
streamline public finances, restructuring public enter- flected in the high rates of maternal (300 per 100,000
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births) and infant (65 per 1,000 live births) mortality. tion and public enterprise restructuring, tax reform, lib-
AIDS has also become a significant health risk. eralization of coffee and cocoa marketing, revising the

While school attendance levels increased in the forestry code, and reforming the petroleum regulatory
1980s, public resources allocated to education since framework. Cameroon has effectively completed the
1990 have been inadequate and school attendance is essential trade and price liberalization agenda. and in
declining. High fertility rates, population growth esti- doing so, is ahead of any other franc zone country.
mated at 3 percent a year, and continued cuts in public Triggered by the 50 percent nominal devaluation
expenditures will put further pressure on already scarce economic recovery is under way in the tradable sectors.
resources allocated to health and education and worsen The volume of non-oil exports increased 12 percent in
conditions for the poor. 1994. Following a sizable decline, imports started to

pick up in late 1994. As in other franc zone countries,

Recent Political Developments Gabon excepted, budgetary performance was poor, with
serious shortfalls in revenue in the first half of 1994.

The economic crisis contributed to destabilizing an al- Disruptions caused by the tariff reform and fraud led to
ready fragile social situation. Cameroon's population is an abnormally low level of customs revenues; the situ-
one of the most ethnically diverse in Africa, with some ation has remarkably improved since a new minister of
200 ethnic groups, each with distinct languages, cus- finance was appointed in July 1994. Total revenues
toms and social structures. Cameroon is one of the few increased by 55 percent in fiscal 1995, and non-interest
regional countries to have suffered a protracted armed expenditure declined from 20 percent of GDP in the
struggle at the time of independence in 1960. It is also earlyv 990s to 9 percent ofGDP. As a result, the primary
the only African country which started its independence balance went from a deficit of 2.3 percent of GDP in
with two parts, the larger under French colonial rule and fiscal 1994 to a surplus of 2.9 percent of GDP the
the smaller under the British. During the first two dec- following year. Cameroon's performance in private sav-
ades following independence, the ethnic and regional ings and investment was stronger that in the rest of the
differences were contained by a strong one-party presi- zone, but revenue mobilization was weaker, resulting in
dential regime. The outbreak of the economic crisis after abnormally low pibl ic investment. In fiscal 1996, reve-
1986 was accompanied by calls for political liberaliza- nues have increased by a further 22 percent to 12.8
tion leading to civil disobedience. The anglophone west percent of GDP, somewhat lower than the target of 14.7
and Moslem north did not entirely accept the results of percent. On the expenditure side, outlays have been
the allegedly fraudulent elections in 1992. globally in line with targets, but only because an overrun

Government is increasingly sensitive to accusations in current expenditure has been offset by an equivalent
of the opposition and the free press, and pressure from compression of capital expenditure which remains at
major donors. In response to these pressures and con- less than I percent of GDP.
vinced that a major improvement in economic manage-
ment would be an essential element in meeting internal Medium-Term Prospects
and external criticism, the president in July 1994 ap-
pointed a strong new economic team under a powerful Following the devaluation, real GDP growth became
minister of finance. Municipal elections were held in positive for the first time in fiscal 1995 reaching an
January 1996 in which the opposition made substantial estimated 3.3 percent and is estimated to reach 4 percent
gains. in fiscal 1996.

Cameroon can return over time to the high levels of

Recent Economic Developments economic growth achieved before 1985. Success in sta-
bilization and reform-financial sector reform and priva-

In January 1994 Cameroon and the other CFA countries tization in particular-could lead to a gradual recovery of
realigned parity with the French franc from 50 to 100 private investment, and sustain a relatively high 6 to 8
CFAF as part of a comprehensive reform program sup- percent growth rate of non-traditional exports. Driven
ported by the IMF and World Bank intended to produce by textile and agro-processing, manufacturing produc-
a primary budgetary surplus, shift spending to produc- tion is expected to grow 8 to 9 percent a year. Growing
tive activities, hold yearly inflation to no more than 5 internal and extermal deniand. including exports of food
percent, and generate annual GDP growth of 5 percent. crops to neighboring countries could lead agriculture to
Cameroon also began a far-reachinig reform of trade, grow 4 to 5 percent a year. On the other hand, despite
tariff and transit policies. The few remaining non-tariff renewed exploration that may follow recent revisions in
barriers were abolished. the incentive system, oil's share in GDP is projected to

Subsequent measures included civil service reform, decline from 6.2 percent of GDP in 1995 to just over I
revision of public procurenient regulations, privatiza- percent in 2005. As a result, overall growth is expected
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to remain at around 3 percent a year before rising to 5 billion amounted to 108 percent of GDP, with an aver-
percent in 1998. age interest rate of slightly over 6 percent. Bilateral debt

On the fiscal front, revenue mobilization efforts are represented 69 percent of the total, multilateral debt 17
expected to offset the impact of the decline of oil-based percent, and debt to commercial banks, 9 percent. Ar-
taxation, and increase the share of revenues in GDP from rears amounted to 16 percent of debt. Cameroon has
12 percent of GDP at present to 13.7 percent in fiscal benefited from four Paris Club agreements, most re-
1997 while non-interest expenditure is expected to rise cently in November 1995. In the latest agreement,
from 8.5 to 9.5 of GDP, on account of an increase in Cameroon obtained the equivalent of Naples terms for
public investment to 2.5 percent of GDP. the first time. This reduced fiscal 1996 debt service from

The current account deficit is expected to remain at 46 to 39 percent of exports and from 90 to 77 percent of
about 2 percent of GDP, partly on account of extremely government revenue. Even after the rescheduling, the
large interest payments. debt overhang ratio-the present value of the ratio of

debt service to exports-exceeds 300 percent and will

External Debt remain above 200 percent until at least the turn of the
century, and will pose difficult management problems

The expansionary policies of the 1980s led the govern- for at least the next decade.
ment to accumulate increasing domestic and foreign Internal debt represents about 35 percent of GDP,
debt, and it became increasingly unable to meet its debt about half of which is owed to financial institutions.
service obligations. Cameroon's debt problem is more Arrears have severely squeezed liquidity, especially for
severe than that faced by Latin American countries in suppliers and banks. The supply of loanable funds from
the 1980s. At end-June 1995, total external debt of $9.2 the banking system has been reduced.
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Cameroon at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Cameroon Africa Income Development dlamond

Population mid-1995 (millions) 13.3 589 3,188 Life expectancy
GNP per capita 1995 (US$) 630 490 460
GNP 1995 (billions USS) 8.4 289 1,466

Average annual growth, 1990-95

Population (%) 2.9 2.8 1.8 GNP Gross
Labor force (%) 2.9 2.8 1.9 pr primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 45 31 29
Life expeclancy al birth (years) 57 52 63
Infant mortality (per 1,000 live births) 56 92 58
Child malnutrition (% of children under 5) 14 .. 38 Access to safe water
Access to safe water (% of population) 41 47 75
Illiteracy (% of population age 15+) 37 43 34
Gross primary enrollment (% of school-age population) 87 71 105 -Cameroon

Male 109 77 112 -Low-income group
Female 93 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos

GDP (billions US$) 2.8 8.3 7.5 9.2 Openness of economy
Gross domestic investment/GDP 20.0 24.8 14.2 15.5
Exports of goods and non-factor services/GDP 22.7 32.7 29.3 31.5
Gross domestic savings/GDP 17.1 33.7 19.5 22.0
Gross national savings/GDP 8.4 26.9 11.1 12.4

Current account balance/GDP -7.2 3.9 -4.3 -3.8 Savings Investment
Interest payments/GDP 0.6 1.6 2.1 1.9
Total debt/GDP 15.3 35.3 110.6 100.0
Total debt service/exports 6.7 22.6 17.0 14.8
Present value of debt/GDP .. .. 78.6
Present value of debtUexports .. .. 259.6 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Cameroon
GDP 9.9 -4.0 -3.8 3.3 Low-income group
GNP per capita 7.3 -6.7 -10.4 0.6
Exports of goods and non-factor services 15.8 0.1 9.0 3.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP) 20

Agriculture 29.1 20.2 31.8 32.2
Industry 18.2 33.6 27.6 27.4 0 Z*

Manufacturing 10.3 10.8 11.7 12.2 95
Services 52.6 46.3 40.6 40.4 20

Prvate consumption 72.0 57.5 72.6 71.6 -40
General govemment consumption 10.9 8.8 7.9 6.5
Imports of goods and non-factor services 25.5 23.8 24.0 25.0 -GDt GOP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (YO)
Agriculture 6.1 1.3 -3.8 4.0 60
Industry 23.2 -2.9 -3.8 1.7

Manufacturing 14.7 -2.8 -3.8 7.7 30
Services 6.2 -8.4 0.7 -0.5

Private consumption 7.9 -2.7 -2.1 6.1 02
General government consumption 6.8 -4.9 -30.7 -12.1 l
Gross domestic investment 14.1 -15.9 -13.6 12.5 .0
Imports of goods and non-factor services 6.5 -3.5 -2.2 10.2 Exports
Gross national product 10.5 -3.9 -5.6 3.0

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change)
Consumer prices 13.6 11.5 12.7 21.0 20
Implicit GDP deflator 3.7 14.6 14.7 28.1

10
Government finance
(% of GDP) o
Current revenue .. 20.6 10.6 12.0 - 94 95

Current budget balance .. 9.3 -6.2 -3.1
Overall surplus/deficit .. -1.5 -9.7 -4.3 -GDP def. CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 2,339 1,868 2,331 3,000

Oil and refined oil .. 1,535 531 454
Cocoa beans, butter and cake .. 226 177 256
Manufactures .. 126 109 137 2.ODO

Total imports (cif) 1,231 1,114 1,428

Food .. 92 195 222 ~ii~ K
Fuel and energy .. 8 1,0
Capital goods .. 382 349 460

Export price index (1987= 100) .. 126 99 121 
Import price index (1987=100) .. 96 80 89 9 9 92 93 94 95
Terms of trade (1987=100) .. 131 124 136 ElExports t imports

BALANCE of PAYMENTS

(millions US$) r1975 1985 19 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 660 2,798 2,186 2,678 89 9 2 91 93 94 5
Imports of goods and non-factor services 790 1,898 1,792 2,128
Resource balance -130 900 394 549 2

Net factor income -46 -539 -707 -803
Net current transfers -22 -33 -7 -92 4

Current account balance,
before official transfers -198 328 -321 -346

Financing items (net) 180 -290 372 322
Changes in net reserves 18 -38 -51 24

.9
Memo:

Reserves including gold (mill. US$) 29 125 25 23
Conversion rate (local/US$) 222.4 471.1 434.3 521.5

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) ComposItlon of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 420 2,942 8,262 9,200

IBRD 50 287 695 639 G A B
IDA 50 227 406 443 891 639 443 C

Total debt service 45 638 385 409 F 51D
IBRD 4 35 140 148 1116 593
IDA 0 3 6 8

Composition of net resource flows
Official grants 31 44 333 355
Official creditors 56 101 308 -48
Private creditors 48 -249 -59 -53
Foreign direct investment 27 316 105 102
Portfolio equity 0 0 0 0 E

World Bank program 5467
Commitments 22 159 209 53 A- IBRD E -Bilateral
Disbursements 37 51 202 41 B IDA D -Other multilateral F- Private
Prncipal repayments 0 16 86 95 C -IMF G -Shon-term
Net flows 37 34 116 -54
Interest payments 4 21 60 59
Net transfers 33 13 56 -113

Wordd Bank International Economics Department, September 1996
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Cape Verde

C ape Verde is a small archipelago of ten islands percent of GDP. The primary sector accounted for about
650 kilometers off the coast of Senegal with a 7 percent of GDP because of the low agricultural poten-
land area of 4,036 square kilometers and an tial and inefficient exploitation of reasonably well en-

exclusive economic zone of 630,000 square kilometers. dowed fishery resources. Agriculture employs about 24
Nine islands are populated, and half of the population of percent of the active population.
less than 400,000 lives on the island of Santiago, mainly Cape Verde's foreign trade produces modest mer-
in Praia, the capital city. About one-tenth of Cape chandise export earnings, with a high share of services
Verde's surface is arable, and prolonged cycles of in exports and high merchandise imports. The merchan-
drought aggravate a serious shortage of fresh water. dise export base is insignificant in the value and diver-
Faced with austere living conditions and limited em- sity of exportables. Merchandise export earnings come
ployment opportunities, Cape Verdeans have predominantly from exports of fish and bananas. Al-
traditionally emigrated; twice as many Cape Verdeans though not yet significant in volume, non-traditional
live abroad as on the islands and their close ties with the merchandise exports are on the rise as a result of private
homeland are shown in significant worker remittances, investment in manufacturing of garments and shoes, in
which averaged about 12 percent of GDP over 1989 and particular, since 1993. Traditionally, Cape Verde's most
1992. During the 1980s the average natural population substantial export earnings come from non-factor serv-
growth was 2.7 percent a year, or 2.2 percent adjusted ices to international maritime transport, and more re-
for emigration. In 1995 GNP per capita was estimated cently from international air traffic services. The
at $970. economy is highly dependent on imports of food-pre-

Economic development is hindered by poor natural dominantly financed by food aid-and capital and inter-
resources, the prolonged drought cycles, and a small mediary goods.
domestic market. The islands are scattered, making
communications costly. After independence in 1975 the Social Indicators
development of a virtually non-existent economy into a
modern one was a fornidable challenge for the govern- Compared with other countries in Sub-Saharan Africa,
ment. which chose to perform the role of entrepreneur social indicators in Cape Verde are impressive. Indica-
in agriculture, industry, and services. Reliance on the tors for 1992 show universal primary school enrollment,
private sector was neglected. an adult literacy rate of 52 percent, a fertility rate of 6.4

Cape Verde's economy performed well over 1980- per 1,000, infant mortality of 40 per 1,000, and a life
88, with real GDP growth averaging 6 percent a year. expectancy of 68 years. These achievements are the
Growth stemmed predominantly from a high level of result of concerted efforts by various national associa-
public investment in infrastructure and the public sec- tions of women, youth, and farmers, non-governmental
tor-dominated service industry. Until 1988 macroe- organizations, and donors, and the allocation ofsubstan-
conomic management was prudent; the overall balance tial public resources to social services. The high natural
of payments was in surplus, and external reserves re- population growth has not yet been mitigated by broadly
mained high-reserves peaked at 9.4 months worth of accepted family planning programs, however, and there
imports in 1988. Monetary policy was cautious and are shortages of trained teachers and health workers, a
resulted in moderate inflation. Jack of some school supplies, and less than adequate

The economy has been traditionally based on serv- primary school curricula.
ices. The service sector accounted for about 70 percent
of GDP and employed about 41 percent of the active Recent Economic Developments
population in the 1980s. Construction and industrial
production, largely light manufacturing, fish process- After a period of slow growth (1.7 percent on average in
ing, and artisanal production, accounted for about 14 real terms) over 1989-91, real GDP has significantly

88



Cape Verde

improved. Real GDP growth was estimated at about 3.8 provements in procuring goods and services are likely
percent in 1994 and 4.7 percent in 1995. While growth to contribute to further savings.
has derived mainly from higher public investment, pri- Credit to the government has been the most important
vate investment has been on the rise in manufacturing factor of monetary growth since 1992. By contrast,
for exports, fisheries, tourism, and related services. Sus- credit to public enterprises dropped slightly in 1992 and
tained growth in 1995 was attributed to above-average 1993, reflecting an improvement in the financial situ-
agriculture yields, a result of good rainfall after a severe ation of a number of these enterprises and a stricter
drought in 1994, and an increase in private sector activi- lending policy for others. Credit to the private sector
ties, in particular the manufacturing for exports. Infla- grew in line with the rate of inflation, with an increasing
tion, which averaged 9.3 percent over 1990-91, dropped share of that credit going to the housing sector.
to 5.9 percent for 1992 and 1993, and subsided to 3.5 Cape Verde's trade balance has deteriorated in recent
percent in 1994. years as imports of investment and consumer goods

Liberalization of domestic prices and trade has been increased. The resulting current account deficits are
a key factor in keeping inflation under control. Although financed primarily by emigrant remittances and foreign
on the rise, mobilization of domestic and external sav- aid. The overall external balance registered a surplus of
ings has been insufficient to support well-sequenced about I percent of GDP in 1994 despite higher imports
reform policies and sustain an enlarged public invest- of capital goods and imports of foodstuffs in the wake
ment program without putting pressure on the banking of the 1994 drought.
system. As a result, restoring internal and external bal-
ances has been delayed. Recent Political Developments

Expansionary public investment policy has led to
slippages in the budget deficit, and eroded the external Cape Verde became the first single-party Sub-Saharan
position since 1992. To reverse the trend of deteriorating African country to hold multiparty legislative and presi-
internal and external balances, the government has been dential elections in early 1991. The Movement for Democ-
curtailing budgetary expenditures since March 1995, in racy. which won the majority in the parliamentary
particular with regard to the development budget. It has elections, again won a decisive majority in December 1995
also reduced borrowing from the banking system. The on a remarkable record of political and economic reforms.
overall fiscal deficit widened to 25 percent GDP in 1993
and 27.2 percent in 1994, compared with about 20 Recent Economic Developments
percent in 1991. Although results in curtailing the
budget deficit in 1995 were encouraging, the risk of Since 1992 Cape Verde has been pursuing policies
macroeconomic instability remains high unless sound aimed at opening its economy and increasing reliance
macroeconomic management is sustained. on the private sector. This shift in strategy followed a

To strengthen financial management the authorities period of declining economic performance and struc-
introduced measures in 1991 to improve government tural deficiencies under central planning and an import
revenue performance and curtail current expenditures. substitution strategy. Policy reforms are sound, ade-
Further efforts were made in 1992 to broaden the tax quately sequenced, and on track.
base, simplifythetax system, and streamlinetaxadmini- Prices of consumer goods have been virtually fully
stration. As a result, government revenue, which stood liberalized. Large-scale liberalization of the trade sys-
at 18.7 percent of GDP in 1991, rose to 24.6 percent in tem started in late 1991 and was pursued through 1993.
1993 and 25.0 percent in 1994. The government is The foreign exchange allocation system has been
committed to continuing with tax reforms and improve- streamlined. Registered importers can freely get foreign
ments in tax administration. Measures to control public exchange for some 97 percent of all customs items
expenditures concentrated initially on a wage freeze. through the only commercial bank, Banco Comercial do
However, changes in civil service assignments and pay Atlantico. The Cape Verde escudo has been pegged to a
scales in 1993 made a large increase in the wage bill basket of currencies ofkev trade partners and sources of
necessary (the share in total recurrent expenditures has emigrant remittances. The exchange rate is determined
increased to about 50 percent). The impact of this meas- daily on the basis of quotations for the dollar and other
ure on the budget, however, is expected to be more than hard currencies in the currencv basket. Progress has
compensated for by downsizing the civil service. A been also made in streamlining export and customs
general recruitment ban at the non-professional levels procedures.
has been in effect since 1993. The government com- Privatization and restructuring of the public enter-
pleted an early retirement program in 1995, and is to prise sector have been a major thrust of the public sector
accelerate a voluntary departure program in 1996. Im- reform. The thoroughness of the preparatory work, in-
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cluding a public awareness campaign and characterized from higher public investment in infrastructure, mod-
by a highly participatory approach and lack of social ernization of telecommunications, and water supply and
unrest, should pay off soon. As of end-1995, 5 public sewage systems in urban areas. Private investment is
enterprises had been liquidated and 17 privatized, of also expected to accelerate in light manufacturing, tour-
which 8 were sold through sale of shares, and 6 were ism, fisheries, and housing, while commerce and serv-
privatized through management-employee buyouts. In ices to international air and maritime transport should
December 1995 the government sold 40 percent of the be other growth areas. In response to policy changes,
assets of Cabo Verde Telecom, the largest public enter- improvements in the economic infrastructure, and de-
prise, to a foreign investor, and 25 percent is being offered velopment of human resources, it is expected that the
for sale to the general public, emigrants, and employees. private sector will broaden and diversify the limited
By 1996 some 26 public enterprises are to be privatized, 8 export base. Foreign and domestic private investment is
liquidated, and 5 restructured, leaving only 6 for which on the rise in response to reforms, a fast-changing ena-
there is not yet a strategy for restructuring. bling environment, development of the trainable labor

To modernize and downsize, the government has force, and political stability.
initiated reforms aimed at improving the efficiency of The external position will continue to reflect a sig-
the civil service, building local government capacity, nificant investment savings gap, given the current nega-
strengthening economic management, modernizing the tive level of gross domestic savings. Although it is
legal and judicial systems, and reducing delays in pre- expected that domestic savings will increase, reliance on
paring and implementing public investment projects foreign savings will continue. Achieving external bal-
through better procurement practices. To reduce the ance will depend on containing import demand through
large civil service-I 1,000 employees-the govern- better management of public expenditures, increasing
ment's civil service reform program includes early re- service export earnings, maintaining the high level of
tirement and voluntary departure and retraining for private transfers, mobilizing development assistance
retrenched civil servants. By the end of 1995 the early for public investment in infrastructure and social serv-
retirement program was successfully completed for ices; attracting direct foreign investment in productive
some 400 civil servants, and voluntary departure is activities and services, and managing external debt
expected to accelerate in 1996, following the legislative prudently.
elections in December 1995.

The government embarked upon financial sector re-
form in late 1993, separating the commercial and invest- External Debt
ment banking activities of the Bank of Cape Verde and Development projects in Cape Verde have been fi-
reorganizing it as an independent central bank, and nanced mostly by official development assistance, and
creating the Banco Comercial do AtlAntico to handle the current high share of grants in these flows is ex-
commercial and investment banking activities. pected to be sustained. The stock of external debt was

about $170 million in 1994. This is projected to grow

Medium-Term Prospects because of an expected increase in borrowing on con-
cessional terms. The external debt service ratio is ex-

Over 1996-98 economic growth is projected to average pected to rise above 10 percent of export earnings and
5.5 percent in real terms. Growth is expected to come private transfers because of still-limited export earnings.
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Cape Verde at a glance
Sub- Lower-

POVERTY and SOCIAL Cape Saharan middle-
Verde Africa Income Development diamond

Population mid-1995 (millions) 0.38 589 1,154 Life expectancy
GNP per capita 1995 (US$) 970 490 1,700
GNP 1995 (billions US$) 0.37 289 1,962 T

Average annual growth, 1990-95

Population (%) 2.1 2.8 1.4 GNP Gross
Labor force (%) 3.7 2.8 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 44
Urban population (% of total population) 54 31 56
Life expectancy at birth (years) 65 52 67
Infant mortality (per 1,000 live birfhs) 46 92 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) 52 47 78
Illiteracy (% of population age 15+) 28 43
Gross pnmary enrollment (% ofschool-age population) 114 71 104 -Cape Verde

Male .. 77 105 -Lower-middle-income group
Female .. 64 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (millions US$) 72.1 106.8 347.3 420.0
Gross domestic investmenVGDP 21.3 54.2 41.5 359 Openness of economy
Exports of goods and non-factor services/GDP 14.5 29.0 17.5 19.8
Gross domestic savings/GDP -16.5 -5.8 -6.4 -12.3
Gross national savings/GDP .. 11.2 27.4 21.7

Current account balance/GDP .. -32.8 -25.7 -25.6 Savings Investment
Interest payments/GDP 0.0 2.4 0.6 0.7
Total debt/GDP 0.7 91.2 48.9 47.9
Total debt service/exports .. 16.0
Present value of debt/GDP .. .. 28.8
Present value of debt/exports ,. .. .. .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Cape Verde
GDP 11.2 4.2 3.8 4.7
GNP per capita 11.5 2.0 2.3 2.1 - Lower-middle-income group
Exports of goods and non-factor services 16.5 -4.2 28.3 28.1

STRUCTURE of the ECONOMY
(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (%)

Agriculture 8.5 11.6 7.7 7.4 A

Industry 18.2 17.3 15.8 13.9 40

Manufacturing .. .. 20

Services 73.3 71.1 76.5 78.7

9!~ ;1 92 9 94 95
Private consumption 107.8 96.9 82.2 83.5 220
General government consumption 8.6 9.0 24.2 28.8
Imports of goods and non-factor services 52.2 89.0 65.4 67.8 GDI - GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture 11.1 4.6 4.6 5.1 40

Industry 8.9 1.2 4.7 5.2
Manufacturing .. .. 20

Services 11.9 4.9 3.1 3.4

Private consumption 9.3 4.1 5.8 6.4 20

General govemment consumption 7.4 -0.2 -5.7 -7.0
Gross domestic investment 15.1 0.8 41.1 45.3 40

Imports of goods and non-factor services 11.9 -1.7 9.1 10.0 -Exports -&impors
Gross national product 12.7 4.1 4.5 5.0

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 30
Consumer prices .. 5.4 3.5 8.4
Implicit GDP deflator 7.6 4.2 2.9 8.1

Government finance 10
(% of GDP)
Current revenue 21.5 25.0 26.1 o
Current budget balance .. -0.5 0.7 -2.7 90 91 92 93 94 95
Overall surplus/deficit .. -46.2 -27.2 . -GDPdet. CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) . 4 5 8 30 -

Shellfish . 2 1
Fish ... 1 1
Manufactures 24 62 2eo-0

Total imports (cif) . 91 208 252
Food - 18 65 85
Fuel and energy .. 8 15 t
Capital goods 88 152

Export price index (1987=100) 84 85 0
Import price index (1987=100) . .. 119 122 a9 90 91 92 93 94 95
Terms of trade (1987=100) . .- 70 70 DExports IsImports

BALANCE of PAYMENTS

(millions US$) 1985 1994 1995 Current account balance to GDP ratio
Exports of goods and non-factor services .. 36 61 83 o 9 j T j
Imports of goods and non-factor services .. 95 235 294 9 2 9 94 95
Resource balance .. -59 -174 -211

Net factor income .. 2 -4 -5 -10
Net current transfers .. 22 89 108

Current account balance,
before official transfers .. -35 -89 -108 -20

Financing items (net) . 49 72 123 L L
Changes in net reserves .. -14 17 -15

Mermo:

Reserves including gold (mill. US$) . 55 43 60
Conversion rate (local/US$) 25.5 91.6 81.9 76.9

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 1 97 170 201

IBRD 0 0 0 0 F G
IDA 0 3 27 33 6 12 33

Total debt service 0 5 6 8
IBRD 0 0 0 0 E
IDA 0 0 0 0 37

Composition of net resource flows
Official grants 8 37 63 64
Official creditors 1 17 15 26
Private creditors 0 1 0 4
Foreign direct investment 0 0 0 0
Portfolio equity 0 0 0 0 D

World Bank program 113
Commitments 0 4 70 12 A- IBRD E -Bilateral
Disbursements 0 2 5 6 B -IDA D -Other multilateral F -Private
Principal repayments 0 0 0 0 C- IMF G -Short-term
Net flows 0 2 5 6
Interest payments 0 0 0 0
Net transfers 0 2 5 6

World Bank International Economics Department, September 1996
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Central African Republic

L andlocked in the heart of Africa, the Central needed for their diet. There is also an abundance of
African Republic covers 623,000 square kilome- animal protein in the rural areas in the form of large
ters, much of it uninhabited; population density livestock herds, and hunting and fishing is widespread.

is only 5 inhabitants per kilometer. With a per capita The quality of the diet is nevertheless low and varies
GNP of only $330 in 1995, The Republic belongs to the significantly between regions.
group of least developed countries. Social indicators are
lower than the Sub-Saharan average. Annual population Recent Political Developments
growth is 2.5 percent. About one-third of its 3.2 million
inhabitants have become urbanized; about 600,000 live In September 1993, following three years of social and
in Bangui, the capital. The other two-thirds are primarily political unrest, free democratic elections ended 25
subsistence farmers. In spite its diversity-4here are years of two authoritarian military dictatorships. The
close to 60 ethnic groups-the Central African Republic new president formed a coalition government with
has in its language, Sangho-the water language-a broad political support, and affirmed its commitment to
unifying force. The country has rich, but mostly unex- economic and social reform. The regime, however, was
ploited, natural resources: only one-tenth of arable land not able to deliver on its promises and by early 1996 five
is under cultivation and largely untapped forests are months of salary arrears had been accumulated. In June
plentiful. Economic development, however, is severely 1996 social and political unrest erupted again triggered
handicapped by long and difficult transport routes to and by a mutiny of low-ranking soldiers who demanded the
from the ocean, which render agricultural exports less resignation of the president. The military unrest was
competitive and significantly increase import costs. Up accompanied by widespread looting and destruction of
to60percentofthecountry'sexporteamingscomefrom private businesses in Bangui. The military rebels were
artisanal diamond mining. Diamonds are exported to defeated with the support of the French army, but the
Europe by air but other exports-timber, coffee, cotton administration remains discredited. A new prime minis-
and livestock-and imports have to travel by surface. ter has been named and assigned the task of rebuilding
Over 75 percent of this traffic now takes the Cameroon the country's social and economic infrastructure.
route over 1,650 kilometers of poorly-maintained roads,
rendering it costly and uncertain. Recent Economic Developments

Social Indic atorsI In January 1994 the Central African Republic and other
CFA countries realigned parity with the French franc

Poverty is pervasive in the Central African Republic. from 50 to 100 CFAF. The devaluation and accompany-
The 1995 UNDP Human Development Report ranks it ing policy reforms were supported by the IMF and IDA,
160th out of 173 countries. Women are particularly and the Paris Club and other official bilateral creditors
disadvantaged, as they shoulder more of the workload, provided debt service relief on concessional terms. Eco-
are less educated, and have less access to paid work. The nomic activity recovered strongly) boosted by improved
incidence of malaria, diarrhea, parasitism and malnutri- competitiveness resulting from the change in parity of
tion is high and AIDS has reached alarming proportions. the CFA franc, together with an upswing in world com-
At 47 years, life expectancy is one of the lowest in modity prices. GDP growth was over 7 nercent in 1994,
Africa. Three out of four households have no access to and close to 4.8 percent in 1995. Cotton and timber
safe drinking water. Eighteen percent of children suffer production grew rapidly, neglected coffee plantations
from malnutrition. Only 35 percent of the population were rehabilitated, and livestock exports to neighboring
over 5 years of age can read and write. countries rose sharply. The economy also benefited

There appears to be no famine in the Central African from the return to work of public employees, and from
Republic, as most people can grow the staple food the regular payment of salaries, which boosted domestic
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demand and output. The consumer price index increased substantial domestic and external arrears. An increase in
by 25 percent on average in 1994, compared with a public revenue and its allocation to education, health
target of 35 percent. The sharp increase in the value of and infrastructure would demonstrate the country's
exports, coupled with restrained export growth due to commitment to these priorities proportionate to its
the change in relative prices, contributed to a modest means.
decline in the external current account deficit in 1994, Education services are operating again after being
to an estimated 10.8 percent of GDP. closed down for three years, but they are in disarray and

Fiscal performance improved in 1994, but fell short unable to cope with the backlog of children who re-
of the ambitious objectives set for the year. with the ceived no schooling at all for three years. The country
primary deficit turning out to be 3.5 percent of GDP, has anet deficit ofabout 1,300 primary education teach-
rather than being eliminated. A revenue shortfall ersandtheproblemofovercrowdingmayworsenbefore
equivalent to 2.5 percent of GDP was due to insufficient it improves, given the time needed to train teachers.
improvement in tax administration, delays in imple- Moreover, curricula are poorly adapted to real needs.
menting the customs and indirect tax reform, and an The situation in the health sector is the same: the pro-
increase in tax exemptions. In addition, little headway longed crisis reduced already inadequate services to a
was made in settling domestic arrears, which increased bare minimum and many have no access to health care.
to about CFAF 80 billion (16 percent of GDP) at end- Where hospitals and health centers do exist, they are
1994. The situation improved somewhat in 1995, as the badly equipped, poorly maintained, and lack supplies.
government continued to eliminate exemptions and Even before the crisis, public expenditure on health was
broaden its tax collection efforts. Revenues increased by highly skewed in favor of urban areas and this situation
40 percent in 1995, while overall expenditure declined has not yet been reversed: Bangui, with 15 percent of
slightly, from 22.3 percent of GDP in 1994, to 21.7 the population, absorbs 90 percent of the health sector's
percent in 1995. As a result, the overall deficit was operating budget and accounts for 70 percent of the
reduced from 14 percent of GDP in 1994 to 12 percent country's doctors. Health indicators are well below Sub-
in 1995. Saharan Africa averages, especially in the rural areas.

Nevertheless, by end-1995 the fiscal situation started To make room for priority development-related ex-
to deteriorate. Cash revenue of the treasury amounted to penditures, the government is reformning the public sec-
less than CFAF 14 billion in the first half of 1996, tor. Disengagementofthegovernmentfromcommercial
compared with CFAF 18 billion programmed for the activities, including the revenue-earning parastatal pe-
period. There are two main reasons for this shortfall. troleum distribution company and the loss-making pub-
First, fiscal measures adopted with the 1996 Finance lic enterprise power company, should result in savings
Law were implemented only in May. Second, the state that could be applied to priority activities. Moreover, the
oil company, Petroca, paid almost no tax in the first half new civil service policy, if implemented, should result
of 1996, accumulating CFAF 4 billion in arrears to the in a reduced wage bill and thus create additional room
treasury. Petroca dissipated its ample cash flow through for non-wage expenditures.
uncontrolled "operating outlays" (which rose by 60
percent in 1995 and are believed to have included ex- Medium-Term Prospects
trabudgetary fiscal expenditure), and an excessive
buildup of oil product inventories. The shortfall in reve- The Central African Republic's economy would have to
nue, aggravated by poor control over spending, resulted grow by at least 4 to 5 percent a year to re-establish a
in an increase in salary arrears equivalent to three minimum level of welfare and security. Even with this
months of salaries during the first quarter of 1996. rate of growth, it will take at least ten years to reach the

For the year as a whole, GDP is likely to decline by per capita income levels of the late 1970s in real terms.
at least 2 percent in real terrns. Prices barely increased Significant improvement in per capita incomes and liv-
during the crisis, and inflation is expected to fall to about ing standards over the longer term would require higher
3 percent by end-December 1996. The external current rates of growth.
account is likely to improve somewhat, compared to The 4 to 5 percent growth target is feasible. Cur-
1995, since import demand would not begin to recover rently, only one-tenth of the country's 20 million hec-
before the fourth quarter of 1996. tares of arable land is under cultivation. The potential

for crop diversification is good, given the variety of the
Key Development Issues Republic's ecological zones, as is the potential for live-

stock expansion: about half the national territory is
The government faces the challenge of strengthening suitable for grazing, but at present only 15 percent is
public administration, revitalizing health and education used. The mining sector could be an even more signifi-
services, rehabilitating infrastructure, and funding its cant contributor to the economy than it is today. Much
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ofthe country covers pre-Cambrian rock formations that 1996 and 1998, the shares of domestic savings and
in other African countries host valuable mineral depos- investment in GDP are expected to increase from 6.3
its, including gold. In addition, there are indications of percent to 8.7 percent, and from 14.4 percent to 17
deposits of uranium, iron ore, manganese, copper and percent, respectively. Overtime, an increasing contribu-
other minerals but so far these have not been systemati- tion from the private sector to investment can be ex-
cally exploited or evaluated. pected. Private sector investment represents only 4.5

Over the longer term, the manufacturing and service percent of GDP at present. The availability of donor
sectors have the potential to expand at a rate of 7 or 8 financing will be particularly critical in rehabilitating
percent a year and could make an increasing contribu- physical and social infrastructure. Several donors, how-
tion to economic growth if policies that foster private ever, remain hesitant to resume their assistance pro-
enterprise are pursued. Wood and agro-processing in- grams in the absence of an IMF-supported program. The
dustries as well as tourism are possible sources of future scale of future foreign financing will likely be influ-
growth. enced by the government's commitment to economic

A steep increase in domestic savings and investment reform measures, and the increased transparency of
is needed to sustain growth of 4 to 5 percent. Between budgetary allocations.
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Central African Republic at a glance
Central Sub-

POVERTY and SOCIAL African Saharan Low-
Republic Africa Income Development dlamond

Population mid-1995 (millions) 3.3 589 3,188 Life expectancy
GNP per capita 1995 (US$) 330 490 460
GNP 1995 (billions US$) 1.1 289 1,466

Average annual growth, 1990-95

Population (%) 2.5 2.8 1.8 GNP Gross
Labor force (%) 2.1 2.8 1.9 per primary

Most recent estimate (latestyear available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 39 31 29
Life expectancy at birth (years) 48 52 63
Infant mortality (per 1,000 live births) 99 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) .. 47 75
Illiteracy (I% of population age 15+) 40 43 34
Gross primary enrollment (I% of school-age population) 71 71 105 Central Afncan Republic

Male 92 77 112 -Low-income group
Female 55 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 F Economic ratios'

GDP (billions US$) 0.4 0.7 0.9 1.1Opnesoecom
Gross domestic investment/GDP 13.9 14.5 12.5 14.3 Openness of economy
Exports of goods and non-factor services/GDP 22.8 25.2 22.0 21.6
Gross domestic savings/GDP -5.7 -0.3 6.0 6.8
Gross national savings/GDP -9.1 -3.5 6.0 5.9

Current account balance/GDP -22.7 -16.7 -10.9 -11.8 Savings | Investment
Interest payments/GDP 0.6 1.0 1.0 0.4
Total debt/GDP 21.1 49.4 101.3 85.1
Total debt service/exports 7.3 14.3 12.4
Present value of debtGDP .. .. 51.2
Present value of debt/exports .. .. 241.0 . Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) I Central Arfncan Republic
GDP 0.2 0.6 7.4 4.8 L
GNP per capita -2.1 -2.8 7.4 -Low-ncome group
Exports of goods and non-factor services -0.7 -0.1 19.8 17.1 1

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Gwth rates ofoutput and investment(%)
Agriculture 37.7 39.9 43.7 |
Industry 22.9 13.7 13.4 .. 20.

Manufacturing 7.5 7.3 .. .. __
Services 39.3 46.4 42.9 - 020 9 93 94 95

Private consumption 88.5 86.5 85.4 87.7 -40 .

General government consumption 17.2 13.8 8.6 5.5
Imports of goods and non-factor services 42.4 39.9 28.5 29.1 -GOI X GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture 0.3 1.4 5.0 3.5 40

Industry 1.4 2.3 .

Manufacturing .20
Services 0.2 -1.4

93 94 95

Prvate consumption 1.3 0.0 4.5 .. 20

General government consumption -2.1 -1.6 -14.6
Gross domestic investment 4.0 -5.3 26.7 22.9 -4

Imports of goods and non-factor services 2.0 -5.4 2.0 10.8 -Expons Irmports
Gross national product 0.2 -0.3 10.1 ..

Note: 1995 data are preliminary estimates Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 3
(% change) 3

Consumer prices .. 10.4 24.5 19.2 20

Implicit GDP deflator 11.6 9.2 29.5 15.3
10

Government finance
(% of GDP) 0
Current revenue .. 7.9 7.3 9.1 92 94 95

Current budget balance .. 7.9 -3.8 -0.7
Overall surplus/deficit .. -7.7 -13.9 -11.2 -GDPdet. CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 131 .. 400

Diamonds 34
Coffee 41 3
Manufactures

Total imports (cif) 222 200

Food 22Fuel and energy 23 .. .. oo
Capital goods 80

Export price index (1987=100) .
Import price index (1987=100) .. 9. 91 92 9lxprt 94l pr5
Terms of trade (1987=100) .Exports .imports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 80 178 182 237 0 - - . F - 92 9

Imports of goods and non-factor services 151 276 249 297
Resource balance -71 -98 -68 -60 -s -.

Net factor income -2 -7 -27 -12
Net current transfers -12 -12 0 -59 -.0

Current account balance,
before official transfers -85 -117 -95 -131

Financing items (net) 85 97 179 207
Changes in net reserves 0 20 -84 -76

Memo:

Reserves including gold (mill. US$) 4 53 214
Conversion rate (local/US$) 214.3 449.3 555.2

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Cornposlton of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 79 348 884 944

IBRD 0 0 0 0 F G

IDA 10 63 377 414 1 7

Total debt service 6 26 23 16
IBRD 0 0 0 0 E
IDA 0 1 4 4 201 |

Composition of net resource flows 414
Official grants 35 33 98 98
Official creditors 8 44 36 30
Private creditors -1 -1 0 0
Foreign direct investment 6 3 4 3 D
Portfolio equity 0 0 0 0 220 c

World Bank program 35

Commitments 0 9 0 17 A -IBRD E -Bilateral
Disbursements 1 11 40 30 B -IDA D -Other multilateral F -Private
Principal repayments 0 0 1 1 C - IMF G -Short-term
Net flows 1 11 39 29
Interest payments 0 1 3 3
Net transfers 1 10 36 26

World Bank International Economics Department, September 1996
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C had, a landlocked country, with a population of drafted a new constitution which was approved by ref-
6.5 million composed of many different ethnic erendum in March 1996. Presidential elections were
groups, is endowed with valuable natural re- held in July 1996, and the current head of state was

sources that have not been properly exploited because elected president. Legislative elections will follow by
of the country's turbulent history. Brief growth periods year-end.
have been interrupted by steep declines caused by po-
litical instability and civil strife. Per capita GNP, Social Indicators
estimated at $180 in 1995, is lower than it was at the
time of independence. The level of primary health and education is lower than

Agriculture generates 40 percent of GDP and pro- in most other Sahelian countries. The female adult liter-
vides a livelihood for over 80 percent of the population. acy is only 18 percent, compared with an average of 38
Compared with other Sahelian countries, Chad has a percent for Sub-Saharan Africa. Infant mortality is esti-
good agricultural potential, especially in the south, mated at 122 per 1,000 live births, compared with 93 for
where most of the population is concentrated. Food Sub-Saharan Africa, and life expectancy at birth is 48
production potential is large and sufficient to meet do- years compared to a regional average of 52 years. Low
mestic demand, but growth has been hindered by a lack health indicators are due to malnutrition, lack of clean
of security and illegal taxation by paramilitary units. water, and poor sanitation and hygiene. Since less than
Food is produced mainly by smallholders for family 2 percent of the population has access to electricity,
subsistence, and the level of production fluctuates households have to rely almost exclusively on wood to
widely with rainfalls. Food security raises concern par- satisfy their energy needs, leading to a deterioration the
ticularly in the northern area. Livestock, cotton, and environment around urban centers.
gum arabic are the main sources of cash income for the
rural population, which is very dependent on the fluc- Economic Adjustment
tuations of world commodity prices. The industrial sec-
tor, representing about 17 percent ofGDP, is dominated In 1987 the government launched an adjustment pro-
by the cotton largest parastatal, which processes and gram supported by the IMF and IDA. Due partly to a
exports cotton. The rest of the industrial sector consists new round of civil war, the program went off track was
of several medium-scale enterprises and a large number suspended in June 1991. The political disturbances and
of micro-enterprises. They produce consumer goods for the reduction in external assistance, combined with a
the domestic market. The country has also important oil decline in cotton prices and a poor crop in 1993, resulted
resources. Their exploitation, scheduled within the next in a deterioration in the economic and public finance
decade, would radically change the Chad's economic situations. The situation changed drastically in 1994 as
outlook. a result of the CFA franc devaluation, favorable cotton

prices and a good rainy season. In January 1994 Chad
Recent Political Developments launched a new adjustment program-again with IMF

and IDA support-to contain inflationary pressures re-
Chad has had a troubled history. In the 35 years since sultingfromthedevaluationwhileprotectingvulnerable
independence it experienced repeated episodes of civil population groups. After a slow start in the first half of
war interspersed with periods of military rule and efforts 1994, positive results were achieved between June and
toward political stability since 1990. A national confer- December 1994. Real GDP growth for 1994 was above
ence in early 1993 brought representatives of 40 politi- 5 percent, and inflation (41.3 percent) was in line with
cal parties together with the civilian and military the program. On the fiscal side, lower revenues (7.4
authorities. The interim legislature, the High Council for percent of GDP) than targeted meant a continuation of
the Transition representing about 50 political parties, budgetary difficulties.
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Recent Economic Developments Chadian economy is highly dependent on what happens
in these two countries, which have both experienced

In 1995 Chad intensified its reform efforts by adopting economic instability. Another aspect of the country's
a new program for 1995-98. A stronger commitment on high vulnerability to the external environment is its
the part of the authorities helped achieve a turnaround over-dependence on cotton. These difficulties are exac-
in performance since mid-1994. Improved revenue col- erbated by a low resource mobilization capability. Ex-
lection reversed the deterioration in the primary deficit, ternal financing plays a crucial role in Chad. The public
which decreased from 8 percent of GDP in 1994 to 4 investment program, 14 percent of GDP, is almost en-
percent in 1995. The increase in revenues also allowed tirely donor-financed.
the resumption of critical government spending and
permitted the partial settlement of payments arrears to
suppliers and civil servants. Similarly, full implementa-
tion of structural measures advanced fiscal reform, sup- The medium-term objectives of the reform process in-
ported competitiveness and reduced the need for clude sustaining the improved GDP growth perform-
subsidies to certain public enterprises. In recognition of ance initiated in 1994 and extending it through 1998 and
the progress made, Chad's Paris Club creditors granted beyond. The program will be assisted by the increased
in February 1995 a rescheduling of the eligible stock of overall competitiveness of the economy, improved de-
debt service arrears at end-March 1994 and debt service livery of public services and the reinforcement of the
payments forthe period April 1994-March 1995 equiva- environment for private initiative. The primary sector is
lent to $30 million. expected to grow at an average of some 4.7 percent over

Chad continues to benefit from the impact of the 1995-98; industry would attain an average growth of 4.9
devaluation. In 1995 the economy grew about 5 percent percent; and the tertiary sector growth would average
in real terms, and inflation fell to around 7 percent. Real 5.1 percent. Growth will be supported by investment
1995 export growth is estimated at well above 20 per- averaging 17percentofGDP. Most ofthe financing will
cent, fueled essentially by the recovery of the cotton be from external sources, as domestic savings will likely
subsector. Real imports, which are recovering from four remain negative through 1998. Nevertheless, with tax
years of negative growth, grew more than 30 percent. policy reform and improved fiscal administration, the
The current account deficit (including official trans- current fiscal deficit is expected to decline from 7.8
fers) is estimated to have fallen from 19 percent of GDP percent of GDP in 1994 to less than I percent in 1998,
in 1994 to 17 percent in 1995. The net external assets beyond which local contribution to investment will start
of the banking system turned from a small negative to grow. Prudent monetary policies, in collaboration
amount at the end of 1994 to a large positive amount with the regional monetary authorities will minimize
equivalent to about 7 percent of GDP at the end of 1995. inflationary pressures. and the inflation rate is expected
which greatly improved the liquidity position of the to stabilize at about 3 percent after 1996. The current
system. account deficit should decline from 18.8 percent ofGDP

Chad is in line with the general Central African in 1994 to 16 percent in 1998.
Economic and Monetary Community reforms. Export
taxes on agricultural goods and livestock have been External Debt
eliminated, as have export and import licensing. All
prices are liberalizedexcept forelectricity, gasoline, and At end-1994, the ratio of external debt to GDP stood at
some medicines. In addition the government liquidated 105 percent. Most of the debt is on concessional terms.
seven public enterprises; and privatized five others. At end-1994, Chad's solvency ratio-the net present

Chad has the disadvantages of being landlocked- value of future debt service obligations relative to aver-
1,800 kilometers from the nearest port-with a vast and age exports over the last three years-was 149 percent,
seasonally flooded territory, both of which make for well below the threshold of 200 percent suggested by
high transport costs. Most of external trade is conducted cross-country experiences as the level above which debt
through Cameroon and Nigeria. The prosperity of the becomes unsustainable.
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Chad at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Chad Africa Income Development dlamond*

Population mid-1995 (millions) 6.4 589 3,188 Life expectancy
GNP percapita 1995 (US$) 180 490 460
GNP 1995 (billions US$) 1.1 289 1,466

Average annual growth, 1990-95

Population (i%) 2.5 2.8 1.8 GNP Gross
Labor force (%) 2.7 2.8 1.9 Gpe Gross

per primary
Most recent estimate (latest year available since 1989) capita N enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 21 31 29
Life expectancy at birth (years) 48 52 63
Infant mortality (per 1,000 live births) 117 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 33 47 75
Illiteracy (% of population age 15+) 52 43 34
Gross primary enrollment (% ofschool-age population) 59 71 105 -Chad

Male 80 77 112 -Low-income group
Female 38 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (millions US$) 608.6 727.1 761.2 938.8 Openness of economy
Gross domestic investment/GDP 23.0 8.2 15.1 15.4
Exports of goods and non-factor services/GDP 20.5 16.9 24.3 27.7
Gross domestic savings/GDP 6.8 -19.4 -5.5 -3.4
Gross national savings/GDP 4.9 -18.7 -7.6 -5.7

Current account balance/GDP -22.0 -30.4 -21.6 -22.1 Savings Investment
Interest payments/GDP 0.2 0.3 0.6 1.7
Total debt/GDP 15.2 26.4 104.7 93.2
Total debt service/exports 6.4 17.6 6.8 10.1
Present value of debt/GDP .. .. 53.0 47.4
Present value of debt/exports .. .. 210.0 169.7 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Chad
GOP -1.8 3.2 5.2 5.5
GNP per capita -3.7 0.6 2.5 2.9 Low-income group
Exports of goods and non-factor services -1.6 0.8 -13.5 26.2

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 2
Agriculture 45.5 45.2 40.4 40.3 20

Industry 20.8 17.6 16.7 16.6 10

Manufacturing 19.2 15.9 15.0 14.9
Services 33.7 37.3 42.9 43.1 0

90 992 94 95

Prvate consumption 67.9 102.7 90.3 93.3 no -
General govemment consumption 25.3 16.7 15.2 10.1 -GDl - GDP
Imports of goods and non-factor services 36.7 44.5 44.8 46.4

1975-84 1985-95 1994 1995
(average annual growth) Growth rates ot exports and imports
Agriculture -1.5 4.9 13.3 5.7 30

Industry -2.2 1.6 -4.6 5.0 {
Manufacturing .. 1.9 -5.2 5.0 101

Services -1.2 1.9 0.8 3.3
0

90 \91 > , 9/ 95
Private consumption .. 2.7 3.0 8.1 s-\
General govemment consumption .. 1.6 -35.1 -10.2
Gross domestic investment .. 2.5 7.1 17.3 30

Imports of goods and non-factor services -4.5 -0.1 -28.6 25.5 -Exports - rImports
Gross national product -1.6 3.2 5.4 5.1

Note. 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.

100



Chad

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inilation (%)

Domestic prices
(% change) 60
Consumer prices .. .. 41.3 6.5 40
Implicit GDP deflator 8.6 -4.2 38.2 6.6

Government finance 2 b .
(% of GDP)
Current revenue . 6.5 74 9.0 so 91 92 94 9s
Current budget balance .. -1.1 7.8 4.1 -20

Overall surplus/deficit .. -8.9 -21.8 -18.1 -GDP def. -6- CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)
Total exports (fob) .. 88 148 205 40

Cotton .. 44 52 103
Meat .. 26 41 39 300
Manufactures .. 5 0 1

Total imports (cit) .. 185 245 228 200
Food . .. 5 4 F F F
Fuel and energy .. 19 8 8 100
Capital goods .. 54 83 85

Export price index (1987=100) .. . 113 124 0
Import price index (1987=100) . .. 133 92 99 90 91 92 93 94 90
Terms of trade (1987=100) .. . 85 135 [Exports Elimports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 102 94 185 260 0 1 9 92 3194 0
Imports of goods and non-factor services 227 320 342 436 eg go 91 92 93 95

Resource balance -125 -226 -157 -176

Net factor income -1 -2 -8 -13 - .
Net current transfers -8 7 -8 -9

Current account balance,
before official transfers -134 -221 -173 -199 -20

Financing items (net) 121 199 245 181
Changes in net reserves 12 22 -72 19 -30

Memo: _

Reserves including gold (mill. US$) 3 37 89 103
Conversion rate (local/US$) 214.3 449.3 555.2 506.5

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1994 (mill. USS)
Total debt outstanding and disbursed 93 192 797 875

IBRD 0 0 0 0 F G
IDA 11 40 320 324 7 30

Total debt service 7 18 26 32 E
IBRD 0 0 0 0 147
IDA 0 5 3 3 B

320
Composition of net resource flows

Official grants 27 126 109 129
Official creditors 18 5 45 70
Private creditors 0 -6 -1 -1
Foreign direct investment 20 54 7 1 D
Portfolio equity 0 0 0 0 250 c

World Bank program 43
Commitments 5 0 56 67 A -IBRD E -Bilateral
Disbursements 5 4 19 23 B -IDA D -Other multilateral F -Private
Prncipal repayments 0 4 1 1 C -IMF G -Short-term
Net flows 5 0 18 22
Interest payments 0 1 2 2
Net transfers 5 -1 16 20

World Bank International Economics Department, September 1996
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C hile has undergone profound economic, politi- gress was maintained in 1995 when inflation dropped to
cal, and social change overthe past two decades. 8.2 percent. The overall public sector continued to pre-
Today it is widely recognized as having the most sent a surplus, helped by increasing copper prices.

stable and liberalized economy in Latin America, with Reflecting continued dynamism of the economy, in-
a market-based economic system in which the private vestment (fixed capital formation) continued to grow
sector is the engine of growth and the public sector plays more quickly than GDP. Construction also expanded
only a guiding and supportive function. Since the mid- faster than GDP, as did capital imports, especially in the
1980s the Chilean government has accelerated its second half of the year. Although expenditures have also
medium-term structural adjustment program to increase grown faster than GDP, helped by improved terms of
real economic growth, improve savings and investment trade (and therefore a higher national income), national
performance, and strengthen the financial system. The savings have also expanded quickly, reaching a record
government has promoted a stable macroeconomic pol- 27.6 percent of GDP, 2 percentage points higher than in
icy environment through conservative fiscal and 1994.
monetary policies, a relatively open economy, and Economic growth also benefited the labor market. In
strong external debt management. The success of priva- 1995 real wages and employment increased 4 percent
tization efforts during this period was helped by the and 1.1 percent respectively, for a rise in the wage bill
deepening of capital markets by expanding pension of slightly over 5 percent. At the national level, unem-
funds and insurance companies, better bank legislation ployment dropped to 4.9 percent of the labor force at end
and supervision, and providing incentives to workers to 1 995, 1.6 percentage points less than the previous year.
participate in the acquisition of firms. Improvement has been fastest in Metropolitan Santiago.

New political and economic authorities took office in Spurred by double digit growth in exports and favor-
March 1994, after Chile's first democratically elected able terms of trade, the current account showed a small
government in more than 16 years ended its four-year $160 million surplus in 1995, an improvement over
term. Over the period, Chile successfully sustained eco- 1994's $630 million deficit. Foreign reserve accumula-
nomic growth with equity and stability, maintained ex- tion fell from $3,194 in 1994 to $1,061 million in 1995.
ternal and internal balances, further liberalized the Most of the increase in reserves in 1995 was the result
economy, renewed voluntary access to international of net capital inflows of$1 billion, below the $4 billion
capital markets, and fostered the role of the private level in 1994, reflecting lower direct foreign investment,
sector as an engine of growth. The new president has the slower short-term flows that affected Latin America
continued the economic policies ofthe previous admini- as a whole after the Mexican crisis in late 1994, and
stration, with an emphasis on social issues, especially prepayment of external debt. Long-term public sector
education. Other economic issues on the government's debt declined $1.6 billion in 1995.
priority list include further inflation reduction and trade Despite lower capital inflows, the peso kept appreci-
integration. ating in real terms. In November 1994 the central bank

appreciated the band within which the peso fluctuated

Recent Economic Developments by 10 percent; the nominal effective exchange rate then
appreciated 24 percent. Over 1995, the real effective

Helped by favorable terms of trade and a moderately exchange rate appreciated about 2 percent.
expansive monetary policy, gross domestic product grew
by 8.5 percent in 1995. This was substantially higherthan
Chile's 4.2 percent growth in 1994, and higher than the
1989-93 average of 6.4 percent. Annual inflation fell Chile has made significant strides in reducing external
from 12.2 percent in 1993 to 8.9 percent in 1994 as a indebtedness. Debt reduction operations-debt equity
consequence of restrictive monetary policy, and this pro- conversions and rescheduling agreements with creditor
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commercial banks-reduced Chile's public external gent fell from 17 percent to 9 percent from 1987 to 1992,
debt by $8.9 billion between 1987 and 1995. At end- and the proportion oftotal poordropped from 45 percent
1995, public debt outstanding was $7.5 billion, down to 33 percent and is now below 30 percent.
from $16.4 billion in 1987. However, because private
debt has been increasing, Chile's total external debt rose Medium-Term Prospects
slightly between 1987 and 1995, from $19.2 billion to
$20.8 billion. The ratio of debt to GDP declined sharply In 1996 economic growth is expected to decline to a
from about the size of GDP to less than a third of it. Chile more sustainable 7.0 to 7.5 percent due to the tightening
became the first lIatin American country to regain an of monetary policy by the central bank and lower world
investment grade rating in mid-1992 as Standard and copper prices. Copper prices declined from 1994's
Poor's issued a full investment grade BBB rating to $1.33 a pound to $1.15 in mid-February 1996. The June
Chile's senior long-term foreign currency debt; this was shock on copper markets forced copper prices below $ 1;
upgraded in December 1993, to BBB+ and long-term however, these prices are expected to recover later in the
debt in pesos was rated AA. year.

The current account deficit for 1996 is projected to
Social Indicators be about 3.0 percent of GDP due to the deterioration in

the terms of trade and a high economic growth rate. In
Social developments in Chile have been impressive. 1996, exports and imports of goods are expected to
Indeed its classification among the lower end of the balance with net service payments estimated at about
scale for middle-income economies, with a GNP per $1.9 billion. In June, Chile signed an association agree-
capita in 1995 of $3,960, belies its significant progress ment with MERCOSUR, assuring lower trade barriers
over the past several decades in improving social wel- between Chile and its MERCOSUR neighbors in the
fare. Key social indicators, including average life expec- near future.
tancy at birth, infant mortality rate, prevalence of Having already successfully completed major struc-
malnutrition, educational attainment and overall adult tural reforms for over a decade, Chile's medium-term
literacy, are more similar to those of higher income economic prospects are excellent. In the medium term
economies than to the developing world. The UNDP Chile should attains its goals of reducing further its
Human Development Index ranked Chile 36th among dependence on natural resource based exports, exploit-
173 developing countries. Underlying Chile's solid so- ing the benefits of regional trade agreements, dealing
cial development performance is a long history of sus- with environmental problems such as resource depletion
tained, substantive investments in the social sectors by and air pollution, and attacking the structural and re-
successive governments. gional aspects of poverty.

The new government has taken decisive action to To attain, over the near future, the government's
accelerate social development. It has increased public objective of a sustained annual average GDP growth rate
social spending, financed from revenues generated by of over 5 percent, Chilean exports will have to grow at
the recent tax reform, and instituted a series of measures an annual real rate of approximately 8 percent; and
to improve the quality of social service delivery, national investment will have to average over26 percent
strengthen the decentralization process, increase col- ofnominal GDP. This scenario, which is consistent with
laboration between public and private health care current expectations for the Chilean economy and the
providers, and revise social subsidies to enhance educa- external sector, would require annual private capital
tional opportunities for low income children. inflows (anticipated primarily in the form of financing

Since the early 1980s Chile has made substantial foreign investment projects) equivalent to approxi-
progress in reducing poverty. Recent estimates show mately I to 2 percent of GDP. Current capital flows
that the percentage of the population classified as indi- exceed this Figure.

103



Chile at a glance
Latin Upper-

POVERTY and SOCIAL America middle-
Chile & Carib. income Development diamond'

Population mid-1995 (millions) 14.3 480 440 Life expectancy
GNP per capita 1995 (US$) 3,960 3,300 4,300
GNP 1995 (billions US$) 56.6 1,584 1,892

Average annual growth, 1990-95

Population (%) 1.6 1.8 1.7
Labor force ~~~~~~~~~~~GNP GrossLabor force (%/0) 2.2 2.4 2.1 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 86 74 74
Life expectancy at birth (years) 72 68 69
Infant mortality (per 1,000 live births) 12 41 36
Child malnutrition (% of children under 5) 1 .. .. Access to safe water
Access to safe water (% of population) 87 81 89
Illiteracy (% of population age 15+) 5 13 13
Gross primary enrollment (% of school-age population) 98 110 107 -Chile

Male 99 .. .. Upper-middle-income group
Female 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (billions US$) 7.2 16.5 52.2 67.3 Openness of economy
Gross domestic investment/GDP 13.1 13.7 26.8 27.4
Exports of goods and non-factor services/GDP 25.5 29.1 28.2 29.3
Gross domestic savings/GDP 11.1 16.5 28.2 29.3
Gross national savings/GDP 7.9 9.4 25.4 27.6

Current account balance/GDP -6.8 -8.6 -1.2 0.2 Savings Investment
Interest payments/GDP 2.7 9.9 1.8 1.7 e l
Total debt/GDP 76.4 123.8 44.7 35.1
Total debt service/exports .. .. 19.2 29.7
Present value of debt/GDP .. .. 39.7
Present value of debt/exports .. .. 137.0 Indebtedness

1975-84 1985-95 1994 1995
(average annual growlh) -Chile
GDP 3.1 7.0 4.2 8.5
GNP per capita 0.6 6.2 1.9 8.5 Upper-middle-icome group
Exports of goods and non-factor services 8.3 10.2 8.2 11.4

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)
Agriculture 6.6 7.3 8.3 8.1
Industry 38.1 36.4 33.5 32.9 20

Manufacturing 20.3 15.7 17.1 16.8
Services 55.3 56.2 58.2 59.0 10

0
Prvate consumption 73.2 69.3 62.5 62.0 90 91 92 93 94 9s

General govemment consumption 15.7 14.3 9.3 8.8 -GDI - GDP
Imports of goods and non-factor services 27.4 26.3 26.8 27.4

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)

Agriculture 2.4 6.5 8.5 5.6 30

Industry 3.6 6.7 2.8 6.9
Manufacturing 2.5 7.0 2.9 6.5 20

Services 4.0 7.6 4.5 9.9
10

Private consumption 3.0 7.4 4.4 11.7
General govemment consumption 0.4 2.4 2.3 2.3 o
Gross domestic investment 3.4 12.8 1.0 14.0 90 91 92 93 94 95

Imports of goods and non-factor services 4.1 13.6 5.1 22.2 -Exports -Imports

Gross national product 2.1 7.9 3.5 10.1

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 30

Consumer prices 340.7 26.4 8.9 8.2 20
Implicit GDP deflator 342.5 30.8 13.9 12.2

Government finance 10
(% of GDP)
Current revenue 24.8 26.2 20.2 21.2 o
Current budget balance .. .. 5.8 7.3 9 91 92 93 94 95

Overall surplus/deficit -2.6 -6.3 2.2 3.4 -GDPddel. -- CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) 1,590 3,804 11,604 16,039 20.000
Copper 868 1,789 4,242 6,487
Meat 16 515 .. .. s.
Manufactures 395 1,168 5,115 6,709

Total imports (cif) 1,708 3,229 11,825 15,914 10,00_

Food 361 222 153 211 4mK r' ' u
Fuel and energy 252 564 1,141 1,447 5000 FM F
Capital goods 328 642 3,243 4,177

Export price index (1987=100) .. 85 125 161
Import price index (1987=100) .. 99 113 122 as 90 91 92 93 94 95
Terms of trade (1987= 100) .. 86 111 132 o Exports M Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions USS)
Exports of goods and non-factor services 1,832 4,497 14,451 19,194 2
Imports of goods and non-factor services 2,049 4,013 13,704 17,959
Resource balance -217 484 747 1,235 | _o_|_____m_____|

Net factor income -284 -2,043 -1,735 -1,430 99s 90 91 92 93
Net current transfers 10 147 358 355 |2

Current account balance, I]
before official transfers -491 -1,413 -630 160

Financing items (net) 206 1,314 3,824 901
Changes in net reserves 285 99 -3,194 -1,061

Memo: ____

Reserves including gold (mill. US$) 238 1,887 13,467 14,805
Conversion rate (local/US$) 4.9 161.1 420.2 396.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) ComposHlon of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 5,520 20,384 23,313 23,636 A A

IBRD 129 487 1,919 1,372 1372 B
IDA 22 18 11 11 G

Total debt service 637 2,271 2,901 5,142 E5029 1487
IBRD 20 37 332 841 713
IDA 0 1 1 1

Composition of net resource flows
Official grants 15 32 67 70
Official creditors 2 436 -195 -1,802
Private creditors 43 684 1,629 2,261
Foreign direct investment 50 114 1,795 2,300
Portfolio equity 0 0 867 197 F

World Bank program 15024
Commitments 20 541 10 155 A- IBRD E -Bilateral
Disbursements 16 231 80 83 B- IDA D-Other multilateral F- Private
Pnncipal repayments 11 20 193 705 C - IMF G -Short-term
Net flows 6 211 -113 -622
Interest payments 10 18 140 137
Net transfers -4 193 -253 -759

World Bank International Economics Department, September 1996
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S ince China's market-oriented reforms began in Although the most recent cycle (1994-95) marks a
1978, real GDP growth has averaged 9.3 percent, departure from past experience in that the authorities,
and inflation 6.9 percent, a year. Average con- through a skillful use of administrative measures and a

sumption more than doubled, and over 170 million of greater reliance on non-inflationary finance, were able
the 270 million Chinese living in absolute poverty in to rein in aggregate demand without stalling growth, the
1978 were raised above theminimum poverty threshold. fundamental causes of instability remain. Public fi-
A number of key policies made these remarkable nances, already weakened by difficulties in revenue
achievements possible. The household responsibility collection, will continue to face pressures from the need
system and partial liberalization of agricultural prices to support state enterprises and a long-term need for
raised agricultural production and rural incomes, espe- substantial expenditure increases in key areas such as
cially in the early years of reforms. Liberal policies infrastructure, health, and education. Broad money
toward non-state enterprises and a gradual introduction growth remains strong, fueled in part by rapid capital
of market forces into the state-owned enterprise sector inflows. Indirect instruments of macroeconomic policy
provided a powerful catalyst for rapid growth in indus- remain underdeveloped. Growth is further hampered by
trial output, exports and employment. The "open-door" bottlenecks in infrastructure and energy. In addition,
policy toward trade and foreign investment supported development activities increasingly strain the environ-
brisk export growth averaging 13.7 percent over 1979- ment, and some of China's cities are now among the
94, as did large foreign direct investment inflows, which most polluted in Asia.
rose to $37 billion in 1995. The monobanking system
was broken up to create a central bank separate from po t
specialized banks, and gradually new banks and non- overty
bank financial institutions have been established. Despite extraordinary growth over the reform period,

Despite China's achievements since 1978, the gov- according to official statistics an estimated 80 million
emnment faces significant challenges over the medium people remained in absolute poverty in 1993, mostly in
term, which can be broadly divided into two sets: remote rural areas, and increasingly in urban areas.
achieving sustainable growth within a stable macroe- However, China's relatively flat income distribution
conomic environment, and reducing poverty and main- implies that these estimates are very sensitive to the
taining a relatively egalitarian distribution of income choice of poverty lines, and a large proportion of the
and wealth. population can be considered "near-poor" by interna-

China's economy has experienced a strongly cyclical tional standards. The government's response to poverty,
pattern of growth, with periodic episodes of overheating launched in 1994, has been an ambitious one, that sought
and inflation followed by contractionary policies lead- to lift these 80 million poor out of poverty over the seven
ing to sharp declines in growth. Large aggregate public years from 1994 to 2000 and raise per capita income in
sector deficits-estimated at 11.5 percent of GDP over 600 poor counties at least to Y500 per year (in constant
1987-93--developed, driven by weak tax collections, 1990 prices) through a targeted intervention program.
state enterprise investment demand, and the political The program undertakes to create the basic conditions
commitment to support loss-making state enterprises- for subsistence, improve basic infrastructure, and ex-
initially through the budget but increasingly through the pand primary education and vocational education op-
banking system-which were financed to a significant portunities, as well as access to family planning and
extent by reserve money creation. This fueled inflation- health services. Progress has been made since the
ary pressures which, in the absence of indirect macroe- launching of the program, and today, in mid 1996, there
conomic policy instruments, could only be held in check are an estimated 65 million persons who remain in
by applying blunt administrative measures. absolute poverty. Although urban-rural income dispari-
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ties declined somewhat in 1995, due in part to signifi- erential lending rates in an effort to rationalize the
cant increases in agricultural procurement prices in mid- structure of interest rates, and adjusted interest rates
1994, these disparities remain substantial. Together more frequently. It has increased the autonomy of the
with regional income growth differentials, these income state commercial banks in making lending decisions,
disparities feed migration pressures. The "floating" introduced asset-liability ratios for nationwide commer-
population of unregistered rural migrants living in urban cial banks as a complementary indirect instrument of
areas is estimated at 80 to 120 million people. monetary policy, and begun divesting non-bank finan-

cial institutions from banks.

Reform Agenda Continued state enterprise reforms are a central pri-
ority, as those enterprises continue to absorb a dispro-

China has continued to make progress in implementing portionate share of investment resources, and their
the decisions of the November 1993 Third Plenum of lacklusterperformancerelativeto othersectorshasham-
the Central Committee of the 14th Party Congress, pered growth and employment creation. Following the
which represented a comprehensive response to the key adoption by the Third Plenum of a 50-point program to
challenges facing China. It was also China's first real establish a modern enterprise system, the enactment of
attempt at formulating a clear, coherent, and compre- a company law marked the beginning of a process to
hensive blueprint for making the transition to a market- enforce market discipline on state enterprises and im-
based economy with Chinese characteristics. prove incentives within them, while maintaining the

The Third Plenum introduced several fiscal reforrns, central role of public ownership as the backbone of the
including simplifying the structure and rate of indirect socialist market economy. In 1995 the government an-
taxes, with a greatly-expanded VAT as the centerpiece, nounced that it would retain the I .000 largest enter-
uniform application of domestic enterprise income taxes prises, and "throw the rest out to sea," meaning
in place of the enterprise-specific contracts of the past, ownership diversification, divestiture, mergers, leasing,
a move to tax-sharing between the central government joint ventures, conversion to collectives, and exit. An
and the provinces that will gradually increase the central essential and difficult element of state enterprise reform
share of revenues, and centralization of the administra- is to relieve the firms of their responsibility for provid-
tion of central and shared taxes through a National Tax ing subsidized housing, social security, health care and
Service. In 1995, in an effort to improve tax revenue other social benefits for their employees.
collections, the government moved toward reducing and China intends to expand the scope for foreign direct
eliminating a variety of tax exemptions. Temporary tax investment in infrastructure to remove bottlenecks. The
relief in the wake of the 1994 tax reforms was elimi- State Development Bank will take a leading role in
nated, and the authorities are contemplating eliminating making directed loans for strategic infrastructure pro-
import duty exemptions, tax holidays, and the non-na- jects. Further price reforms in infrastructure services
tional treatment of foreign investors. VAT rebates for will make investment more attractive.
exporters were reduced from 14 percent in 1995 to 9
percent in early 1996. Environment

The primary objective of financial sector reforms is
to phase out direct controls over the allocation of invest- To curb the spread of environmental problems, the gov-
ment resources and move toward greater reliance on ernment will continue to rely on the network of local and
commercial criteria. These reforms will set the stage for provincial environmental protection bureaus which, un-
the introduction of indirect instruments of macroe- der the leadership of the National Environmental Pro-
conomic policy, and ultimately lead to a more efficient tection Agency, enforce environmental laws,
allocation of investment resources. Specific reforms regulations, and standards. The government is exploring
introduced at the Third Plenum called for strengthening the use of environmental taxes on polluting inputs to
the central bank, separating policy from commercial complement the economic incentives from effluent fees
lending through the creation of three policy banks, and and fines already in place. China's national environ-
commercializing the specialized banks. The Plenum mental action plan and Agenda 21 program provide
also called for separating commercial banking from direction for these and other environmental improve-
securities trading, developing domestic capital markets ment efforts.
and non-bank financial institutions, and modernizing
the infrastructure of the financial sector, including pru- Recent Economic Developments
dential regulation and payments systems. Since the
Third Plenum, the government has approved several For the first time since the beginning of the reforms in
laws governing the People's Bank of China and the 1978, the authorities have been able to cool an over-
banking and insurance sectors, eliminated certain pref- heated economy without jeopardizing growth. GDP
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growth subsided from a frenetic 13.5 percent in 1993 to mulation and rapid growth in domestic credit (driven by
1 1.8 percent in 1 994. before descending further to 10.2 substantial leakages from the credit plan). Contributing
percent in 1995. Inflation declined steadily from a peak to the decline in inflation were a combination of weaker
of 25.2 percent in October 1994 (on an 1 2-month basis) growth in narrow money and enhanced use of adminis-
to 8.3 percent in December, 1995. These successes were trative measures to control prices, as well as favorable
largely due to government policies, which included ad- agricultural conditions and higher retail-level subsidies.
ministrative restrictions on investment, careful control which moderated increases in the prices of essential
of central bank credit and enhanced price controls. Im- commodities. The authorities have repeated their com-
proved conditions in agriculture also helped, relieving mitment to containing the growth of monetary aggre-
upward pressures on food prices. gates in 1996.

An easing in investment growth in real terms from its The pressure on monetary policy was eased substan-
feverish pace of 24.8 percent in 1993 to about 9 percent tially by a significant reduction in the aggregate public
during the first three quarters of 1995 was primarily sector deficit. In 1994 this deficit fell to 9.5 percent of
responsible for the cooling of GDP growth. This reduc- GDP from its average over the previous seven years of
tion was achieved by tight administrative controls on about 11.5 percent of GDP, and fell further in 1995.
new investment projects of state-owned units and sharp Although complete data for 1995 are not yet available,
reductions in net lending by the People's Bank of China. a decline in the state enterprise deficit (in part due to
Although investment decliined sharply, attempts were tighter restrictions on state enterprise investment) con-
made to weed out less viable projects and consolidate tributed significantly to this decline. The budgetary
investments in priority sectors, especially in "pillar" deficit also declined slightly in 1994, but preliminary
industries (automobiles and automotive parts, petro- indicators for 1995 show that little progress has been
chemical, electronics and machinery, and construction1). made in stemming the decline in government revenues
Importantly, in contrast to past cycles, growth in invest- as a share of GDP. Importantly, there has been a sub-
ment by non-state firms surpassed that of state-owned stantial shift to non-inflationary sources of finance, as
units. domestic and foreign debt issues rose to 4.1 percent of

On the supply side, favorable weather boosted agri- GDP in 1994, as against and average of 3 percent over
cultural production, with agricultural value added rising the past seven years. Borrowing from the banking sys-
by 5 percent during the first three quarters of 1995 as tem registered a corresponding decline, and central
against 3.5 percent in the same period in 1994. lowever, bank financing actually fell to negative 3 percent of
governnleint policies to improve the flow of resources GDP.
into agriculture fell short of expectations, and the insti-
tution of a "provincial governor responsibilitv svstem"
has raised the specter of imicreased obstacles to inter-re-
gional grain trade. The government has restated its com- China is in a good position to keep inflation below the
mitment to mainitain its nionopsonv power in the grain target rate of 10 percent a year in 1996 while maintain-
market. The relative decline of the state sector in indus- ing GDP growth in the 8 to 9 percenit range. A combina-
trial production continlued, with growth in non-state tion of skilled macroeconomic management and
industry significantly exceeding that of the state sector. continued progress on key structural reforms will be
The state enterprise share of gross industrial output required to sustain growtil over the medium term.
value fell from 43 percent 1993 to 34 percent in 1994,
largely due to rapid growth of a dvnamic "third wave"

t, . .'' External Debt
of non-state, non-collective enterprises.

Strong export pertformance led growth in 1995, with China's debt indicators showed further improvements in
export growth rising from 7.8 percent (in nominal dol- 1995, reinforcing its strong credit standing in interna-
lars) in 1993, to 29 perceint in 1994 and further to 34.7 tional markets. The debt-GDP ratio fell from 19.3 per-
percent during the first thiee quarters of 1995. The trade cent in 1994 to an estinated 16.7 percent in 1995, and
surplus rose to $20 billion, and the current account debt service and interest-export ratios remained stable
deficit reversed sharply fromii a deficit two years ago to at an estimated 9.0 percemit and 3.5 percent respectively
a surplus of2 percent of GDP. H ig,h reserves at year-end in 1995. However, the credit ratings of some of China's
of $70 billion (equivalent to six monthis of imports) and largest non-sovereign borrowers fell in 1995. If China's
continued strength in exports cased the need to boriow savings rates persist at their high levels (42 percent of
abroad. Chinia is continuing in ils eflorts to join the GDP in 1994), China will not have to significantly
WTO. increase its reliance on foreign finance to nieet its

Inilation continued to fall in 1995. despite rapid growthi target of 8 percent as proposed for the 9th five-
growth in broad money driven by strong reserve accu- year plan.
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China at a glance

POVERTY and SOCIAL East Low-
China Asia Income Development dlamond'

Population mid-1995 (millions) 1,201.4 1,709 3,188 Life expectancy
GNP per capita 1995 (US$) 620 830 460
GNP 1995 (billions US$) 744.9 1,418 1,466

Average annual growth, 1990-95

Population (%) 1.1 1.3 1.8 GNP Gross
Labor force (%) 1.1 1.4 1.9 P pdmaryper i > prnmary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 11
Urban population (% of total population) 30 31 29
Life expectancy at birth (years) 69 68 63
Infant mortality (per 1,000 live births) 29 36 58
Child malnutrition (% of children under 5) 17 17 38 Access to safe water
Access to safe water (% of population) 83 77 75
Iliteracy (% of population age 15+) 19 17 34
Gross primary enrollment (% of school-age population) 118 117 105 | -China

Male 120 120 112 Low-income group
Female 116 116 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos

GDP (billions US$) 160.3 304.9 522.2 663.3 Openness of economy
Gross domestic investment/GDP 30.3 37.8 42.1 40.5
Exports of goods and non-factor services/GDP 5.2 9.2 24.0 22.2
Gross domestic savings/GDP 30.6 33.1 44.0 43.2
Gross national savings/GDP 30.6 33.5 44.0 42.9

Current account balance/GDP -0.2 -3.9 1.4 2.2 Savings Investment
Interest payments/GDP .. 0.2 0.7 0.8
Total debt/GDP .. 5.5 19.3 16.7
Total debt service/exports .. 8.3 8.9 9.2
Present value of debt/GDP .. .. 17.1
Present value of debt/exports 71.2 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -China
GDP 7.7 9.5 11.8 10.2
GNP per capita 7.0 8.0 10.4 8.9 -- Low-income group
Exports of goods and non-factor services 20.2 13.7 28.6 18.2

STRUCTURE of the ECONOMY

(% of GDP) 1975 1965 1994 1995 Growth rates of output end investment (%)
Agriculture 32.0 28.4 21.0 20.5
Industry 42.8 43.1 47.2 48.0 20

Manutacturing 31.6 35.4 37.0 37.6
Services 25.2 28.5 31.8 31.5 10

0
Private consumption 61.9 53.7 42.7 47.6 90 91 92 93 94 95

General government consumption 7.6 13.2 13.2 9.2
Imports of goods and non-factor services 5.0 13.9 22.0 19.5 -GDI GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture 5.1 4.1 4.0 4.0 40
Industry 10.0 12.7 17.4 13.0

Manufacturing 13.1 12.3 17.2 13.0 20

Services 8.7 9.4 8.2 10.1

Private consumption 7.5 8.5 5.7 18.9 o < g 2 93 94 95
General government consumption 8.5 7.7 6.6
Gross domestic investment 8.9 9.4 12.8 8.4 -20
Imports of goods and non-factor services 24.1 9.2 8.9 10.8
Gross national product 8.5 9.5 11.6 9.9 Expots - Impors

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflatilon (%)

Domestic prices 30

(% change)
Consumer prices 0.2 9.3 24.1 13.2 20

Implicit GDP deflator -0.9 10.1 16.6 11.0

Government finance li

(% of GDP)
Current revenue .. 25.5 12.4 12.3 0 s
Current budget balance .. 6.7 0.4 0.3 92 93 94 95
Overall surplus/deficit .. -0.5 -1.6 -1.7 -GDP det. -6-Ci

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 27,350 121,038 148,750 150.000

Food .. 3,803 10,017 12,828
Petroleum .. 7,132 4,061 4,152
Manufactures .. 13,522 101,331 127,638 100,oll

Total imports (cif) .. 42,252 115,693 132,308
Food .. 1,881 4,996 6,562 .0
Fuel and energy .. 172 4,034 5,244 6
Capital goods .. 18,694 55,720 55,882

Export price index (1987=100) . 92 124 130
Import price index (1987=100) .. 78 122 128 89 90 91 92 93 94 95
Terms of trade (1987=100) .. 117 102 102 OExports limports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratlo (%)

Exports of goods and non-factor services 7,828 28,163 118,811 147,155 4
Imports of goods and non-factor services 8,097 41,149 111,472 129,279
Resource balance -269 -12,986 7,339 17,876 2

Net factor income 0 932 -1,018 -3,866
Net current transfers 0 171 836 724 o
Current account balance, 9 9 91 92 I93 94 9

before official transfers -269 -11,883 7,157 14,734 .2

Financing items (net) .. 9,443 23,370 8,266
Changes in net reserves .. 2,440 -30,527 -23,000

Memo:

Reserves including gold (mill. US$) .. 16,881 57,794 76,592
Conversion rate (local/US$) 1.9 2.9 8.6 8.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. 16,696 100,536 110,788 A

IBRD .. 498 5,933 7,209 G 7209 8
IDA 431 6,097 7,038 17333 7038

D
Total debt service .. 2,478 11,135 15,506 2455

IBRD .. 26 679 810
IDA 4 50 63 E

Composition of net resource flows 15082
Official grants .. 117 332 296
Official creditors .. 1,117 3,117 2,789
Private creditors .. 2,867 8,853 5,394
Foreign direct investment .. 1,659 33,787 38,000
Portfolioequity 0 3,915 1,297 F

World Bank program l1I
Commitments .. 1,092 4,077 2,942 A - lRD E -Bilateral
Disbursements .. 565 2,060 2,269 B -IDA D -Other multilateral F -Private
Pnncipal repayments .. 0 323 364 c -IMF G -Short-term
Net flows .. 565 1,736 1,905
Interest payments .. 29 406 509
Net transfers .. 536 1,331 1,396

World Bank Intemational Economics Department, September 1996
Note: The dollar estimates for China's GNP per capita and GNP are taken from the World Development Indicators and are preliminary figures
based on an on-going World Bank study of China's GDP. They were calculated to facilitate inter-country comparisons. Official statistics are
used as the basis for all other economic analysis contained in this document.
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Colombia

C olombia's population, estimated at 37 million, approach to macroeconomic management yielded posi-
occupies an area of just over I million square tive GDP per capita growth at a time of decline for most
kilometers. About one-quarter of the population countries in the region. Productivity in most sectors,

lives in rural areas. Natural resources are plentiful. however, remained stagnant. Recognizing that macroe-
These include agricultural land, water for irrigation, conomic measures alone would not be sufficient to raise
energy resources (oil, natural gas, and coal), and mineral productivity in the long term, the government launched
resources such as nickel, gold, and emeralds. Colombia in 1990 an economic modernization program of struc-
has a significant locational advantage; it is close to tural reforms to improve resource allocation and use.
North America with coasts on both the Pacific and The centerpiece of the program was a trade reform
Atlantic Oceans. Mountainous terrain, however, makes program, which envisaged the gradual elimination of
internal transportation costly and slows physical and quantitative restrictions on manufactured imports and
social integration. Rich physical resources, a literate and reduction in the levels and dispersion of tariffs to reach
dependable work force, a robust private sector, compe- an average tariff rate of 1 5 percent in 1994.
tent macroeconomic management, and political stability The successor government that took office in 1990
are major factors explaining Colombia's good record of accelerated the program and widened the scope of struc-
economic development and social improvements over tural reform. Taking advantage of a strong balance of
the last 30 years. payments, the government advanced the trade reform

The growth of the illegal drug industry in Colombia timetable and completed it in August 1991. The average
over the past two decades has had serious economic, tariff decreased from 44 percent at the end of 1989 to
political, and social effects. Colombia has become the less than 12 percent at end-1993. To enhance resource
world's major cocaine processing and distribution cen- mobility and facilitate the supply response to trade lib-
ter, accounting, by some estimates, for about 75 percent eralization, reforms in the financial sector allowed own-
of the world's supply of cocaine. The economic impact ership of financial institutions by foreign investors and
of the illegal drug industry in Colombia cannot be ne- free entry into all segments of the market subject only
glected: it is estimated that it produces an amount to prudential requirements. Access to foreign exchange
equivalent to 7 percent of GDP. H{owever, the costs to was improved, and the government liberalized regula-
society have clearly outweighed any possible benefits. tions on foreign direct investment. Congress approved a
The highly organized criminal groups that dominate the new central bank law that provides greater autonomy to
industry have accumulated enormous wealth and gained the monetary authorities. The labor regime was modi-
access to political and business spheres, enhancing their fied to reduce labor rigidities and facilitate industrial
influence and having a detrimental effect on the social restructuring. Public monopolies were eliminated in sec-
fabric. On March 1, 1996 the United States government tors critical to trade flows, including railways, ports
dropped Colombia from the list of countries that coop- shipping, and agricultural marketing. Most of the gov-
erate with its anti-drug efforts. This decertification re- ernment's non-oil industrial and banking holdings were
quires the United States to immediately end most divested. Congress passed in June 1993 legislation re-
assistance to Colombia, to withhold support for loans distributing functional and fiscal responsibilities for the
from international lending institutions, and allows the delivery of social services among different levels of
United States to reduce or eliminate certain trade pref- government and set the framework for the ongoing
erences. decentralization effort in Colombia.

During the 1980s Colombia achieved one of the The government that entered office in August 1994
highest and most stable growth paths in Latin America; put forward its policy agenda in the 1994-98 national
it maintained an average annual growth rate of 3.5 development plan-known as the Salto Social (the So-
percent while adjusting to a worldwide recession and cial Leap)-which focuses on four critical areas of ac-
coffee and oil price swings. Its prudent and gradual tion: social development; competitiveness of the
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economy; environment, and decentralization, and insti- dren under age 5 are malnourished, 19 percent of the
tutional strengthening. Its key objectives include creat- population has no access to health services and about 17
ing 1.6 million new jobs, attaining an annual average percent lacks access to safe water. Sharp regional dis-
economic growth rate of 5.3 percent, redistributing I parities in the quality of life contribute to social disinte-
million hectares of land, expanding coverage of the gration in large areas of the country. During the past few
basic health system to about 15 million people, and decades Colombia has made substantial progress in im-
increasing water and sewerage coverage to 90 percent. proving the living standards of its population with pov-

The most important policy initiatives launched dur- erty declining steadily from an estimated 50 percent in
ing the first 18 months of the administration include a 1964 to 19 percent in 1992. But the challenge of poverty
social pact signed in December 1994 with labor unions remains significant.
and the business sector aimed at reducing inflation, a Improving the standard of living of the Colombians,
series of measures to support agriculture, including in- particularly of the poor, is a government priority. Its
creased protection through the introduction of domestic strategy is based on creating productive employment
procurement agreements for key crops, an oil stabiliza- and increasing the educational level of the population
tion fund to smooth the spending of oil revenues, and a while guaranteeing universal access to basic social serv-
tax reform approved in December 1995 that includes a ices. Under Salto Social programs the administration
temporary increase in the VAT rate from 14 to 16 expects to generate 1.6 million productivejobs-mostly
percent, a reduction in the maximum income tax rate through 350,000 new microenterprises-raise the aver-
from 37.5 to 35 percent, a new presumptive tax on gross age educational level from 5.5 years to 6.9 years, extend
assets, and other measures to close loopholes and reduce coverage under the subsidized health regime to approxi-
evasion. mately 12 million poor people, expand water service

coverage to 90 percent and benefit 70,000 poor rural
Recent Political Developments families by redistributing I million hectares. through a

land reform program. Although these targets may be too
Accusations that drug money from the Cali cartel help ambitious, Colombia is expected to continue its gains in
financed the presidential election campaign emerged poverty reduction.
after the elections in May 1994 but led to no major
immediate findings. In July 1995, however, a political
crisis exploded when the attorney general ordered the Recent Economic Development
arrest of the former presidential campaign treasurer, the Preliminary data indicate that output expanded by 5.2
crisis has since escalated, leading to the arrest of the percent in 1995 led by a strong performance in agricul-
former general manager of the campaign, the resigna- ture and mining. This economic growth was accompa-
tion of several ministers and officials. Important politi- nied by an increase in the unemployment rate-from 7.6
cal and business groups have withdrawn support for the percent in the third quarter of 1994 to 8.7 in the same
president. A new investigation by congress, the only quarter of 1995-and a reduction in consumer price
body enabled by the 1991 constitution to prosecute the inflation from 22.6 in 1994 to 19.5 percent in 1995, the
president, has started. Increasing political and economic lowest rate in more than a decade. The reduction in
uncertainty is slowing economic activity, and the ad- inflation was mainly due to a slower increase in food
ministration's capacity to implement its social and eco- prices linked to favorable weather, and the agreement
nomic agenda is diminishing. under the social pact to keep increases in gasoline prices

and public tariffs in line with the original inflation target

Social Indicators of 18 percent.
The position of the nonfinancial public sector is

Solid growth of about 4.5 percent a year for the past estimated to have shifted from a surplus of 0.5 percent
four decades, combined with a drop in the population of GDP in 1994 to a deficit of 0.6 percent of GDP in
growth rate to 1.8 percent per year, have facilitated 1995. The weakening in the fiscal position resulted from
substantial improvements in social conditions. Life ex- a drop in coffee prices and lower than expected tax
pectancy at birth now stands at 70 years, compared with revenues, combined with a further strong increase in
59 years in 1965. Primary school enrollment was close public spending under the development plan. The cen-
to 90 percent in 1990, as was the literacy rate. Nonethe- tral bank maintained a relatively tight monetary policy
less, poverty remains a critical problem. It is estimated stance during the first half of 1995. Bank deposit and
that in 1992 more than6million Colombians, 19 percent lending rates fluctuated within a fairly narrow range,
of the population, had incomes below a commonly ac- averaging 34 percent and 45 percent, respectively,
cepted subsistence level, with three out of four of these which implied high positive real interest rates of the
poor living in rural areas. Some 10 percent of the chil- order of 10 and 19 percent. As part of an agreement with
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the government-and in exchange for some fiscal ad- fiscal position. The longer these issues remained unre-
justment-in late June the central bank took several solvedthe higherthecosts fortheeconomy. Atthisstage
measures to lower interest rates. As a result lending and the damage could be contained to 1996.
deposit rates declined by 5 to 6 percentage points. Colombia is starting to face an oil boom recent oil

With a 10 percent depreciation of the real exchange discoveries put the economy on a faster growth path:
rate during 1995, brought about by the weakening of sustained GDP growth of more than 5 percent a year is
policies combined with the political crisis, the value of within reach in the medium term. Three years ago
exports increased at a faster rate than that of imports for Colombia's proven reserves more than doubled with
the first time since the trade liberalization process the discoveries of the Cusiana and Cupiagua fields; by
started in 1990. Also for the first time since 1990, oil mid-1996 on-going seismic studies confirm the size of
exports surpassed coffee exports while imports of con- crude reserves in the Coporo block which, are estimated
sumer goods grew more slowly than other imports. at up to 3.9 billion barrels, approximately the current
Despite a 18.8 percent increase in export value, reflect- volume of proven oil reserves. Even without these new
ing a 65 percent surge in oil exports, the external current discoveries, and only based on Cusiana and Cupiagua,
account deficit widened from 4.4 percent of GDP in overall oil production is expected to increase from
1994 to 5.4 percent in 1995. This $4 billion current approximately 580,000 barrels a day in 1995 to 900,000
account deficit was financed mostly by $2.2 billion in barrels a day in 1998. The present value of the net
direct foreign investment-the highest level ever-and income flows to be generated by these oil fields be-
more than $1 billion in long-term private debt. Overall, tween 1993 and 2005 amounts to approximately 28
there was a small increase in net international reserves percent of GDP. Although Colombia is not unfamiliar
bringing gross reserves to over $8 billion, or about 5 with external shocks, as it encountered in 1975-80 a
months of imports of goods and services. Importantly, coffee bonanza that increased international coffee
this reserve position was attained in the aftermath ofthe prices more than fourfold in a period of two years, the
Mexican crisis and with the increased uncertainties as- risks involved in managing the expected boom should
sociated with the political crisis. Although the central not be minimized.
bank intervened selectively in the market to maintain the Once the political crisis subdues, Colombia should
exchange rate within the existing band limits, particu- be able to consolidate the gains of the structural reforms
larly in the last two months of the year, it was able to do of the past five years and re-accelerate econom ic
so with moderate use of foreign reserves. growth. Private investment in non-oil infrastructure pro-

jects can be expected to jump from an average $ I billion
in fiscal 1996 to about $2 billion in 1997 and 1998. In
response to the consolidation effort, an appropriate

The government program for 1996 seeks to reduce in- regulatory framework, and foreign exchange revenues
flation to 17 percent by year-end and envisages an from higher oil exports, productivity is expected to
increase in net international reserves of about $300 improve, and per capita GDP growth to rise above 3
million, with real GDP expected to grow about 4.5 to 5 percent a year.
percent. The fiscal deficit is programmed to increase to
1.5 percent of GDP in 1996 due in part to a continued External Debt
weakening of the National Coffee Fund and continued
growth in public spending, including larger interest pay- As a result of its prudent economic and debt manage-
ments. Revenues generated from privatizations are ex- ment, Colombia's external debt levels are low by Latin
pected to amount to about I percentage point of GDP. American standards. Between 1991 and 1994 the
Monetary policy will target the growth of MI to 18 authorities made special efforts to identify and structure
percent and credit to private sector to no more than 29 financiallv attractive operations for debt prepayment.
percent in 1996. The uncertainties associated with the The strategy' aimed only at sovereign debt, had as its
current political crisis (including decertification by the main objective reducing the cost of outstanding debt
United States), combined with an overextended fiscal and, when possible, extending maturities. During this
position, may prove to be significant obstacles to attain- time, the government prepaid about $2 billion in exter-
ing these targets. A more probable scenario for 1996 nal debt, with approximately $7 million in prepayment
may be one with a GDP growth rate of about 3.5 to 4 penalties. The sources of funds for prepayments were
percent, and an inflation rate similar to the one attained the placement of foreign-currency denominated bonds
in 1995. abroad, as well as fiscal resources. The current govem-

Colombia's medium-term economic prospects are ment debt strategy envisages external borrowing in the
clearly linked to the resolution of the ongoing political order of $6.9 billion for the next four years. It expects
crisis and reversing the continued deterioration of the to obtain $3.2 billion from multilaterals and $3 billion
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from financial markets with the balance financed with spread of 150 basis points above comparable United
suppliers and bilateral credit. States Treasury bonds. And in February 1996, in the

With the launch of its first Eurobond issue in April midst of its political crisis, it successfully placed two
1993, the Republic of Colombia retumed to the interna- bond issues for $200 million each, with a 7-year and
tional capital markets, and since then has maintained an 20-year maturities, and at spread of 187 and 260 basis
active presence in the markets. In addition to the Euro- points above comparable United States treasuries. This
bond, in 1993 the government placed dollar bonds with compares favorably to other major Latin-American
maturities of three and ten years amounting to almost S I countries whose spreads for similar 7 to 10-year bonds
billion-including both Samurai bonds in Japan and were trading at about 450 to 500 basis points. Moreover,
Yankee bonds in the United States. In February 1995, this has been the only time in recent history that a
two months after the Mexican crisis, Colombia placed a Latin-American government was able to place a 20-year
$250 million bond issue with a 10-year maturity at a bond in the international markets.
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Colombia at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Colombia & Carlb. Income Development dlamond'

Population mid-1995 (millions) 36.9 480 1,154 Life expectancy
GNP per capita 1995 (US$) 1,900 3,300 1,700
GNP 1995 (billions US$) 70.3 1,584 1,962

Average annual growth, 1990-95

Population (%) 1.8 1.8 1.4 GNP Gross
Labor force (%) 2.6 2.4 1.8 per primary

Most recent estimate (latest yearavailable since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 73 74 56
Life expectancy at birth (years) 70 68 67
Infant mortality (per 1,000 live births) 19 41 36
Child malnutrition (% of children under 5) 10 .. .. Access to safe water
Access to safe water (% of population) 90 81 78
Illiteracy (%of population age 15+) 9 13
Gross primary enrollment (% of school-age population) 119 110 104 -Colombia

Male 118 .. 105 -Lower-middle-income group
Female 120 .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1 995 Economic ratios'

GDP (billions UJS$) 13.1 34.9 67.3 79.3Opnesoecom
Gross domestic investment/GOP 17.0 19.0 22.4 22.6 Openness of economy
Exports of goods and non-factor services/GDP 15.8 13.8 15.7 16.7
Gross domestic savings/GDP 18.8 20.3 18.1 19.1
Gross national savings/GDP 16.4 16.9 15.5 16.1

Current account balance/GDP -1.7 -4.6 -4.5 -5.4 Savings Investment
Interest payments/GDP 1.0 2.5 1.5 1.4
Total debt/GDP 28.7 40.8 28.8 24.9
Total debt service/exports 14.3 40.0 29.2 23.7
Present value of debt/GDP .. .. 27.0
Present value of debt/exports .. . 143.9 .. | Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) 4 Colombia
GOP 3.9 4.2 5.5 5.2Loemidenc egru
GNP per capita 1.6 2.5 5.2 2.8 -Lower-middle-income group
Exports of goods and non-factor services 2.6 8.3 6.6 8.2

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (%)
Agriculture 23.9 17.0 17.9 18.6
Industry 29.2 34.6 29.7 28.4 25 -

Manufacturing 23.2 21.7 19.6 18.7
Services 46.9 48.4 52.4 53.0 o

90 92 93 94 95

Prvate consumption 72.3 69.0 69.2 68.3 -25
General govemment consumption 8.9 10.7 12.7 12.6
Imports of goods and non-factor services 14.0 12.5 20.0 20.2 -GDI -6GDP

1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%)
(average annual growth)
Agriculture 3.1 3.9 1.0 11.1 60

Industry 3.1 3.9 2.8 5.9
Manufacturing 2.5 3.8 1.6 1.0 40

Services 4.7 4.1 9.1 2.3 20

Pnvate consumption 3.7 3.6 6.5 6.0 o
General govemment consumption 6.8 7.8 17.6 5.5 l 0 91 92 93 94 95

Gross domestic investment 6.4 8.0 18.7 9.8 20
Imports of goods and non-factor services 7.4 13.1 25.9 13.0 -Exports - Impors
Gross national product 3.8 4.4 7.2 4.4

Note: 1995 data are preliminary estimates.
- The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change)
Consumer prices 22.9 24.0 22.6 19.5 30

Implicit GDP deflator 23.1 24.7 23.6 20.9 20-

Government finance 10
(% of GDP)
Curreni revenue .. 20.3 29.4 30.3 0 so 91 92 93 94 95
Current budget balance 4.3 7.9 7.1
Overall surplus/deficit . -4.6 0.4 -0.5 -GDP det. -CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mlll. USS)

(millions US$)
Total exports (fob) .. .. 8,754 10,397 15,000

Coffee .. 1,702 1,990 1,978
Gold .. 365 305 266
Manufactures . .. 2,752 3,185 10,000

Total imports (cif) . .. 11,040 12,922
Food . .. 2,048 2,366 f 1 71Fuel and energy 466 273 246

Capital goods .. 1,165 4,509 4,777
Export price index (1987=100) ..
Imporl price index (1987=100) 8. 39 90 91 92 93 94 95
Terms of trade (1987=100) - - -- Exports 1 Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)
Exports of goods and non-factor services 2,105 4,642 11,966 13,775 6
Imports of goods and non-factor services 2,007 4,989 14,170 16,365
Resource balance 98 -347 -2,204 -2,591 3

Net factor income -318 -1,710 -1,707 -2,350
Net current transfers 0 455 862 694

Current account balance, 9 91 92
before official transfers -220 -1,602 -3,048 -4,247 -3

Financing items (net) 282 1,867 3,181 4,569
Changes in net reserves -62 -265 -133 -322

Memo:

Reserves including gold (mill. US$) 633 2,197 8,114 8,463
Conversion rate (loca11US$) 30.9 142.3 844.8 912.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1993 1994
(millions US$) Compoettion of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 3,758 14,245 19,416 19,784

IBRD 633 2,399 2,629 2,548 A
IDA 23 18 12 11 G 2549 B

Total debt service 314 1,980 3,686 3,431 5332 11
IBRD 78 318 1,054 604
IDA I I 1 I D

2651
Composition of net resource flows

Official grants 18 20 45 50
Official creditors 111 938 -387 -157 E
Private creditors 216 392 590 -97 1959

Foreign direct investment 37 1,023 950 1,200
Portfolio equity 0 0 320 131 F

World Bank program 7283
Commitments 88 489 159 207 A -IBRD E -Bilateral
Disbursements 106 590 310 238 8- IDA D -Other multilateral F -Private
Principal repayments 34 165 837 415 C -IMF G -Short-term
Net flows 71 424 -527 -177
Interest payments 45 153 218 190
Net transfers 27 271 -745 -367

World Bank International Economics Department, September 1996
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T he Islamic Federal Republic of the Comoros be- tions should provide a basis for improved implementa-
came independent in 1975. It is an archipelago tion of economic reforms to enhance the country's eco-
of three islands, inhabited by a largely homoge- nomic prospects.

neous Islamic population of about 498,000 with a 1995
GNP per capita of $490. The Comoros is predominantly Recent Economic Performance
rural and highly dependent on external assistance. Ag-
riculture and services account for 89 percent of GDP, Following a decade-long growth bubble generated by
and construction and manufacturing represent around 1l externally financed infrastructure projects, real GDP
percent. The industrial sector is limited to processing slowed significantly from an annual average of 6 percent
export crops, and a few consumer goods supplying the in the early 1980s to 1.2 percent over 1987-91. Financial
domestic market. Tourism has started to develop, and problems emerged and public finance deficits (before
shows promising growth potential. The Comoros' social grants) averaged 22 percent of GDP, while external debt
standards compare favorably with the average for Sub- arrears accumulated to $44 million at end-1990. This
Saharan Africa. Life expectancy at birth is 54 years, poor economic performance underscored the severity of
infant mortality rate is 95 per 1,000 and primary school the Comoros' development constraints: a narrow export
enrollmentrepresents75percentoftheschool-agegroup. base concentrated on vanilla, cloves, and perfume es-

sence facing volatile world demand, underdeveloped
human resources, weak economic management, and an
unfavorable private sector environment. Over 1991-94

Following political reform in 1990, a government was the government launched an adjustment program sup-
voted into office under a multi-party system after over ported by IDA and the IMF.
a decade of one-party rule. A new constitution was The first adjustment program was carried out satis-
approved by referendum in 1992 and legislative elec- factorily despite initial delays caused primarily by the
tions took place at end 1993. However, mercenaries unsettled political climate. The government undertook a
mounted a coup to take over the government in Septem- far-reaching series of actions to reduce public outlays
ber 1995. Although peace was restored shortly after the and cut aggregate demand. This included reducing the
coup, the political situation remained confused until size of the civil service by 35 percent and the military
early 1996, with the existence of two governments: a by one-third, resulting in a 17 percent cut in the wage
coalition government formed in agreement with all ma- bill, and decreasing civil servant allowances for hous-
jor political parties, with the main mandate to organize ing, transportation, and utilities. The government also
transparent presidential elections in March 1996, and a reduced the fiscal burden arising from the parastatal
parallel government formed by supporters of the former sector by privatizing three hotels, two gas stations, a gas
president, who tled to a nearby island following the bottling plant and a boat, and closing a hotel and a
coup. This situation led all parties to organize a political meat-importing monopoly. To stimulate private sector
convention in January 1996, during which it was de- development, the government liberalized imports of ce-
cided that the president should return, reassume his ment, tobacco, higher grade rice, and meat, and lowered
position, and maintain the coalition government until the minimum required quantity to be allowed to export
the end of his term in March 1996. The March elections vanilla from 15 to 5 tons. It simplified tariffs, removed
took place in a democratic manner under the supervision price controls on all but a dozen essential commodities,
of representatives from the United Nations. The new created a center to provide technical support to small
government has recognized the need for the country to entrepreneurs, and streamlined administrative proce-
improve its economic management and performance. dures for business creation.
This attitude combined with the anticipated period of As a result of the adjustment efforts, the economy
relative political stability resulting from the recent elec- recovered moderately, posting real GDP growth averag-
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ing 1.9 percent over 1991-93, less than estimated annual the efficiency of public enterprises. A pre-shipment
population growth of 2.7 percent. Agriculture accounted inspection and verification company was enlisted in
for most of the recovery. The budgetary deficit (before October 1995 to strengthen customs administration, and
grants) fell from 19.2 percent to 11.8 percent of GDP privatization of four key public enterprises is underway.
over 1991-93 and the external current account deficit
(excluding grants) was reduced from 17.2 percent of Medium-Term Prospects
GDP in 1991 to 12.2 percent in 1993, as imports de-
clined in response to reduced aggregate demand pres- The Comoros has unrealized economic potential in
sure, exports began to recover, and tourism receipts tropical agriculture, fishing, tourism, and labor-inten-
increased. sive light manufactures. Agriculture will remain the

In January 1994 the authorities devalued the Co- main source of growth, and a 1993 agriculture strategy
morian franc by 33 percent, in foreign currency terms. study identified opportunities to increase production
The impact of the devaluation on the economy has been and diversify export crops (fruits and flowers, herbs and
mixed. Although real GDP declined by an average of 2.3 spices, and quality perfume essence) by rationalizing
percent a year in 1994-95, due mainly to slow economic farming systems to increase productivity, improving
activities in trade and agriculture, tourism showed agricultural marketing, and preserving the fragile eco-
strong promise. Tourist arrivals rose by over 20 percent system. The government has started to review land use
in 1994 but slowed in 1995 following the coup in Sep- rights and will soon initiate a pilot consultation process
tember 1995. Growing tourist traffic spurred two addi- with the population to determine legislative and admin-
tional airlines to introduce service between Moroni and istrative structures to resolve land tenure issues. At the
the Middle East in mid-1995. Exports performance for same time, actions have been initiated to control soil
traditional commodities has been poor because of the erosion and discourage consumption of the dwindling
depressed world market for vanilla and cloves, but new fuelwood supply through cross-subsidizing the price of
export products have started to develop, such as new kerosene. A national environment action plan adopted
varieties of perfume essence and extracts. The external in 1994 contains integrated conservation measures to
current account deficit deteriorated to about 21 percent protect the ecosystem and develop local capacity to
of GDP in 1994 and 1995 despite the emergence of manage environment issues.
non-traditional exports. With major shortfalls in reve- The Comoros has good tourism potential. The rapid
nues and an increase in current expenditures, fiscal increase in touristarrivals (12 percentayearover 1991-
performance was weak. The overall budgetary deficit 94) attests to the growth potential of this sector. The
(before grants) widened to 22 percent of GDP in 1994 authorities are preparing a tourism strategy and master
before improving modestly to 18 percent in 1995. By plan that includes a promotional campaign to attract
end-1995, salary arrears for civil servants accumulated targeted tourist groups, linking with established tour
up to six months, and external arrears again reached $40 operators in the region to encourage investments and
million. The inflation rate rose by some 20 percent in inclusion of the Comoros in tour packages, and estab-
1994 but stabilized at about 7 percent in 1995 as meas- lishing an in-service training scheme to upgrade skills.
ures were taken to contain the inflationary impact of the The development of the manufacturing sector is con-
devaluation, including restraining monetary growth and strained by the small domestic market, high production
raising interest rates. costs, and a shortage of skilled labor. The government

For 1996 the economy is expected to recover mildly is taking measures to improve the prospects for import
by about 2 percent as the private sector starts to regain substitution and export-oriented manufacturing by re-
confidence after the March elections. New private in- ducing production costs through improved enterprise
vestments are forthcoming in hotel expansion, fishing, efficiency, improving telecommunications, and provid-
and small manufacturing activities. The authorities are ing training for the labor force.
undertaking a second round ofeconomic reforms aiming The 1994 devaluation of the Comorian franc com-
at improving the Comoros' economic prospects, accel- bined with policy measures to protect competitiveness
erating GDP growth, and alleviating poverty. The pro- gains, stimulate private sector development, and en-
gram focuses on achieving macroeconomic stability and hance labor skills, should help the Comoros accelerate
enhancing supply response through improved public economic growth. The Comoros is also opening its
sector management, enhanced private sector activity by economy more to the outside world, relying in part on
relying partially on the Cross-Border Initiative, and its participation in the Cross Border Initiative, adopted
selected measures in key sectors to diversify the econ- by the countries of eastern and southern Africa and the
omy and create employment opportunities. Measures Indian Ocean to stimulate trade and investment among
are being taken to increase budget revenues and improve themselves and with the outside world. The liberal trade
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and investment policies to be undertaken in the context finance. This is predicated on enhanced revenue per-
ofthis initiative should provide increased growth oppor- formance, as a result of more efficient tax administra-
tunities for the Comoros. tion, and greater discipline in current expenditure. The

The potential for accelerating long-term economic consequent restraint in aggregate demand would result
growth in the Comoros is burdened by the rapid rise in in the external current account deficit (before grants)
population. Unless population growth can be signifi- improving from about 19 percent of GDP in 1996 to 14
cantly reduced, the scope for increased domestic income percent by 1998.
and savings will be limited. The government has taken Monetary policy aims to focus on providing private
steps to encourage birth spacing. sector credit to support accelerated economic growth.

The government's medium-term objectives are to Interest rates are to be kept positive in real terms to aid
increase GDP growth from an estimated 2 percent in in mobilizing savings and allocating bank credit effi-
1996 to 4 to 5 percent in 1998, supported by investment ciently. Under such conditions, inflation could be re-
averaging about 20 percent of GDP. External sources duced to around 4 percent by 1998, in line with the
will still provide the bulk of financing for investment, inflation rate during the period before the devaluation.
although domestic sources are expected to contribute an This is essential to enable the Comoros to retain its
increasing share because of improvements in public competitiveness gains from the devaluation.
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Comoros at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Comoros Africa Income Development dlamond

Population mid-1995 (millions) 0.50 589 3,188 Life expectancy
GNP per capita 1995 (US$) 490 490 460
GNP 1995 (billions US$) 0.25 289 1,466

Average annual growth, 1990-95

Population (%) 2.9 2.8 1.8 GNP Gross
Labor force (%/.) 3.5 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 28 31 29
Life expectancy at birth (years) 56 52 63
Infant mortality (per 1,000 live births) 87 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 48 47 75
Illiteracy (% of population age 15+) 43 43 34
Gross primary enrollment (% of school-age population) 81 71 105 -Comoros

Male 96 77 112 -Low-income group
Female 81 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos

GDP (millions US$) .. 114.5 200.5 234.7 Openness of economy
Gross domestic investment/GDP .. 32.8 16.9 17.1
Exports of goods and non-factor services/GDP .. 17.0 18.8 19.3
Gross domestic savings/GDP .. -0.3 -8.0 -7.9
Gross national savings/GDP .. -2.1 5.2 3.7

Current account balance/GDP .. -40.4 -21.2 -21.1 Savings - Investment
Interest payments/GDP .. 1.3 0.5 0.9
Total debt/GDP .. 117.2 94.2 78.4
Total debt service/exports .. 8.9 5.1 14.1
Present value of debt/GDP .. .. 48.4
Present value of debt/exports .. .. 163.9 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Comorms
GDP .. 0.6 -2.3 -2.3
GNP per capita .. -2.1 -5.4 -4.9 -Low-inome group
Exports of goods and non-factor services .. 4.0 12.0 11.2

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)
Agriculture .. 36.1 37.6 38.7
Industry .. 14.1 13.6 12.8 30

Manufacturing .. 3.7 6.0 5.3 I .
Services .. 49.8 48.8 48.4 930 o9 92 \3 S

5 -30

Private consumption .. 72.7 86.4 86.7 sl
General govemment consumption .. 27.5 21.6 21.2
Imports of goods and non-factor services .. 50.1 43.8 44.4 -G i -- GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%)
Agriculture 2.0 1.3 1.5 sTo
Industry .. 1.3 0.1 1.0

Manufacturing .. 4.2 1.0 1.0 40
Services .. 0.6 -5.6 -6.3

Private consumption 2.1 -8.6 0.3
General government consumption .. -3.4 0.5 -4.2
Gross domestic investment .. -4.9 -23.2 -3.4 .20

Imports of goods and non-factor services .. -1.8 -16.5 8.6 -Exports -- Impoas
Gross national product 6.0 0.7 -2.8 -2.3

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE

Domestic prices 1975 1985 1994 1995 Inflation (%)

(% change) B

Consumer prices .. 6
Implicit GDP deflator .. 7.1 7.9 7.0 4

Government finance 2

(% of GDP) 0 l -4l- l

Current revenue a/ .. 12.6 13.3 12.7 90 91 92 93 94 95

Current budget balance a/ .. -5.3 -10.8 -11.1
Overall surplus/deficit .. -19.7 -22.4 -17.8 -GDPdet. - CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(millions US$)
Total exports (lob) 15 11 11 r-

Vanilla .. 11 7 6
Girofle 3 1 0 6
Manufactures .. .. 0 0

Total imports (cif)40 5 68 0
Food .. 6 9 18
Fuel and energy 4 6 8 2
Capital goods ..

Export price index (1987=100) . .. 74 38 
Import price index (198 7=100).. . 115 86 89 90 9 92 93 94 99

Terms of trade (198 7=100) . .. 64 44 ElExports Otlimports

BALANCE of PAYMENTS

1975 1985 1994 1995 CurrentaccountbalancetoGDPratio(%)

(millions US$)
Exports of goods and non-factor services .. 20 38 45 0 89 90 91 92 9 94
Imports of goods and non-factor services .. 64 88 104 . l

Resource balance .. -44 -50 -59 .s

Net factor income .. -1 0 1 -l.

Net current transfers excl. curr. grants .. -1 7 9 L
Current account balance, 15-

belore official transfers .. -46 -42 -49

Financing items (net) .. 52 32 44 -20I

Changes in net reserves .. -6 10 6 25

Memo:

Reserves including gold (mill. US$) .. 12 42 38

Conversion rate (locaV/US$) 214.3 449.3 416.4 372.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed 5 134 189 184

IBRD 0 0 0 0 G

IDA 0 20 54 64 10

Total debt service 1 2 3 9 E B

IBRD 0 0 0 0 64

IDA 0 0 1 1

Composition of net resource flows

Official grants 14 14 17 31

Official creditors 1 22 6 1

Private creditors 0 0 0 0

Foreign direct investment 0 0 2 2 C

Portiolio equity 0 0 0 0

World Bank program

Commitments 0 0 18 0 A- IBRD E -Bilateral

Disbursements 0 6 8 10 B - IDA D -Other multilateral F -Private

Prncipal repayments 0 0 0 0 C-IMF G -Short-term

Net flows 0 6 8 10

Interest payments 0 0 0 0

Net transfers 0 5 8 10

World Bank International Economics Department, September 1996

a. Excludes grants.
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O il has been Congo's blessing and curse since the management, excessive staffing, and artificially low
early 1970s, dominating the economy, fi- tariffs.
nances, and the behavior of policy makers. Oil Petroleum led the authorities to neglect other sectors

wealth accelerated Congo's annual economic growth in Congo. By the late 1980s the volume of timber ex-
from 2.8 percent over 1970-72, to 7.8 percent over ports had declined to 50 percent of 1970 levels as a result
1977-79, and to 8.4 percent over 1982-85. Oil wealth of transport bottlenecks and excessive handling costs.
also pushed Congo's per capita income to one of the Sea, air, and road links declined, and the Congo lost its
highest levels in Sub-Saharan Africa, about $1,200 in position as transit center for neighboring countries. Ag-
1984. Since then, softening oil prices and an over-valued ricultural development, vital to diversifying the econ-
CFA franc combined with the accumulated errors of past omy, was handicapped by reliance on poorly managed
economic policies, trapped Congo in a protracted eco- state enterprises, the rundown rural road network and an
nomic and financial crisis. Per capita income declined absence of private transport. As one of Africa's most
from $1,050 in 1992 to $650 in 1995. urbanized societies, Congo has been unable to cope with

Congo failed to reduce its expenditures as oil reve- rapid urban migration, which placed unbearable pres-
nues collapsed. The government assumed that the fall in sures on its highly subsidized social services and public
oil prices was transitory and continued to live beyond its utilities.
means. As the fiscal deficit rose-from 8.2 percent of
GDP in 1986 to 21.5 percent in 1993-the government Recent Political Developments
opted to finance it through increased domestic and ex-
ternal indebtedness, and accumulating arrears. Occa- The economic crisis led to the demise of the Marxist-
sionally it resorted to mortgaging future oil royalties, oriented regime; a 1991 national conference led to presi-
aggravating Congo's debt management. The economy dential and legislative elections in July 1992 and the
remained generally stationary over 1986-92, then de- establishment of Congo's first democratically elected
clined 1.5 percent in 1993, and 4.6 percent in 1994. government in August. The situation remained unset-

In the 1970s and 1980s, the state became the domi- tled, however, and by mid-1993 militias from several
nant producer of goods and services and the main em- political factions were fighting in the streets of the
ployer in Congo, and the public workforce climbed to capital, Brazzaville, leading to a reported 2,000 deaths
80,000. One in 36 Congolese is a civil servant, one of and the flight of several thousands. Political calm was
the highest ratios in Africa. The civil service wage bill re-established in early 1994 through international arbi-
has become the chief burden on the budget, absorbing tration. A government reform program, prepared to take
86 percent of annual revenues during 1992 and 1993. advantage of the CFAF devaluation, was approved by
With the decline in revenues, government slipped be- the National Assembly early in 1994, and municipal
hind in paying salaries: four months in 1992, three in elections later in the year opened the way to power
1993, and another three in 1994, for a total of ten sharing. Opposition mayors were voted into power in
months. the two main cities, which represent 60 percent of the

The state dominates productive and commercial ac- population. In January 1995 a new government of na-
tivities through a network of public enterprises, whose tional unity assigned portfolios to opposition ministers
management has been primarily concerned with rent- for the first time.
seeking, patronage, and satisfying social objectives. At
the heart of the public enterprise network are six large Recent Economic Developments
petroleum, transport, and utility companies whose inef-
ficiency both drains the budget and severely constrains As oil prices collapsed and salaries consumed an ever
economic growth, particularly private sector growth. larger share of the budget, the welfare state created in
These enterprises are close to bankruptcy due to poor the 1960s and 1970s faced a financing crisis and social
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indicators began to decline toward those of the Sahelian pering conversion of public sector employees to private
countries. While overall public sector employment and sector skill requirements. The existing small pool of
related wages and benefits have remained high, a halt in skilled workers and technicians is being quickly eroded
recruitment and a stagnant private sector have led to by attrition.
increasing unemployment, estimated at 35 percent
among urban youth. Retirees are hit hard: the state Key Development Issues
pension plan has accumulated 14 months' arrears.
Against this backdrop of declining employment, prices Congo is entering a new period of oil wealth. Production
of imported goods rose 30 percent between devaluation is expected to increase from 60 million barrels per year
and June 1995. In most countries this would have trig- in 1995 to about 103 million by 2000, as the new
geredexpenditureswitchingbyhouseholdstowardlocal Nkossa, Kitina, and Tchibeli fields enter production.
goods, but the largely urbanized Congo imports almost Beyond 2000, production is likely to remain stable for
90 percent of its food supply, so devaluation has had a several years as yet other new fields come on stream.
more severe impact than in many other CFA countries. The major challenge is to avert a new bout of Dutch

The agricultural sector has been unable to respond to disease by stabilizing public finances, and investing an
the opportunities created by the devaluation because of increasing percentage of oil revenues to finance sustain-
poor market access. Pockets of rural poverty undoubt- able development. On the public finance side, reducing
edly exist, as the hinterland is populated mainly by the public sector payroll through civil service reform
women, children and the old, the men having left for the and privatization/liquidation of state enterprises is the
towns. For the urban population, the continuing mal- primary goal. Overall job losses in the civil service and
functioning of the railroad, the only supply link between the state enterprises have not yet been reliably esti-
the port and the capital, leads to frequent shortages of mated, but risk imposing considerable short-term costs
imported goods and fuel, creating sporadic and unpre- unless government can negotiate a social pact with the
dictable price increases. unions that respects both worker rights and Congo's

financial capacity.

Social Indicators

Health conditions are alarming: female mortality related Medium-Term Prospects
to child birth is high at 600 to 900 per 100,000 live Congo's growth depends on its developing a favorable
births. Child mortality is also high at 114 per 1,000 live climate that frees the private sector to tap its potential in
births and 96 per 1,000 for children under five. Malnu- oil, oil-related services and the increasing export and
trition affects 20 percent of children- 40 percent in domestic consumption of gas, plantation softwoods, and
some isolated areas. Malaria, tuberculosis and parasitic tropical hardwoods; adding value and creating jobs
infections are common, and AIDS has had a major through local processing; developing mining; agricul-
impact. The health sector work force is rarely paid, ture that emphasizes small holdings in peri-urban areas,
poorly motivated, often unqualified, and badly de- and transport as improved rail and port services re-es-
ployed. Almost 80 percent of the annual recurrent tablish links with neighboring countries. Congo's po-
budget is spent in operating the over-staffed and ineffi- tential should permit real GDP growth of about 5 percent
cient central hospital. Donor efforts focus on primary a year beginning in 1997. In response to reforms of the
health care-mostly building and equipping neighbor- trade regime and regulatory framework, and substantial
hood clinics-but are unlikely to be sustainable until new investments in oil, total private investments in the
staffing and expenditure policy issues are resolved. oil and non-oil sectors are expected to rise from 17

Education issues mirror those of health in terms of percent of GDP in 1993 to 27 percent in 1996. Public
budget, personnel management, equipment and sup- sector investments are projected to recover from less
plies, and the dilapidation of physical plant. Internal than I percent of GDP (1991-93). as public finance
efficiency is low. In primary school between 30-40 strengthens. These investments are expected to be con-
percent of every class are students repeating or "tri- centrated in the priority sectors of health, education,
pling" the school year. Only 75 percent of entering rural roads, and transport, though financing this invest-
students reach the last grade of the six-year primary ment level will require that domestic savings increase
cycle, taking on average II years to do so. Secondary substantially. Private savings should be stimulated by
education is equally inefficient, as only 20 percent of the recovery of economic growth, the improvement in
entering students obtain baccalaureates. Instruction is the external trade position, and by the increased incomes
sacrificed to meet high social costs, notably student of domestic food producers. As a result of public enter-
stipends. The lack of a viable vocational training system prise reform and other fiscal measures, public sector
is a major handicap to the privatization program, ham- savings are projected to turn around from a negative
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level in 1993 to about 5 percent of GDP in 1997. Gov- were reached with the other members of the Club and
emmnent's options are constrained, however, by aggres- other creditors. However, no progress was made with
sive labor unions, rigidities in spending, and large debt regard to London Club debt. Congo remains one of the
service obligations. Despite the erosion in their position most indebted nations in the world with a ratio of debt-
over the last few years, labor unions still wield enough to-GDP of 278 percent at end- 1995. Paris Club creditors
power to destabilize Congo's politics. account for 53 percent of the debt and other bilateral

creditors for another 10 percent. Private creditors hold
External Debt 24 percent of debt and multilateral creditors 13 percent.

Scheduled debt service in 1995 was 121 percent of
Congo cleared its arrears with the World Bank and the government receipts, 47 percent of export earnings, and
African Development Bank and met its obligations to 31 percent of GDP. Despite increased oil revenues,
the Paris Club at the end of 1994. Bilateral agreements Congo faces significant financing gaps through 1999.
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Congo at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Congo Africa Income Development diamond'

Population mid-1995 (millions) 2.7 589 3,188 Life expectancy
GNP per capita 1995 (US$) 650 490 460
GNP 1995 (billions US$) 1.7 289 1,466 T

Average annual growth, 1990-95

Population (%) 3.1 2.8 1.8 GNP Gross
Labor force (%) 2.7 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 59 31 29
Life expectancy at birth (years) 51 52 63
Infant mortality (per 1,000 live births) 110 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 60 47 75
Illiteracy (% of population age 15+) 25 43 34
Gross primary enrollment (% of school-age population) .. 71 105 -Congo

Male .. 77 112 -Low-income group
Female .. 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 FEconomic ratlos'

GDP (billions US$) 0.8 2.2 1.7 2.0 Openness of economy
Gross domestic investment/GDP 39.1 30.3 49.8 29.2
Exports of goods and non-factor services/GDP 35.9 56.6 59.0 66.5
Gross domestic savings/GDP 11.3 31.1 21.3 25.0
Gross national savings/GDP 3.0 18.7 4.1 5.7

Current account balance/GDP -37.2 -9.3 -46.7 -24.6 Savings - Investment
Interest payments/GDP 1.2 6.2 13.4 3.1
Total debt/GDP 46.6 141.2 312.1 288.2
Total debt service/exports 10.5 34.4 51.7
Present value of debt/GDP .. .. 255.4
Present value of debt/exports .. .. 411.4 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) I -Congo
GDP 10.5 0.3 -5.5 0.9
GNP per capita 6.4 -3.8 -27.4 -5.8 Low-icome group
Exports of goods and non-factor services 11.0 4.3 -2.1 19.8

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP) 4
Agriculture 14.5 7.4 10.4 11.1 4 T

Industry 32.4 53.9 46.6 41.2 1 20 +
Manufacturing .. 5.6 6.4 6.9 L

Services 53.1 38.6 43.0 47.7 920- / 9o 9

Pnvate consumption 70.7 52.5 62.3 61.7 i40 
General government consumption 18.0 16.5 16.4 13.3
Imports of goods and non-factor services 63.7 56.0 87.5 70.7 -GDt - GDP

1975-84 1985-95 1994 1995 r
(average annual growth) Growth rates of exports and Imports (%)
Agriculture 3.7 1.0 3.9 2.3 20
Industry 11.9 3.5 -3.0 2.3

Manufacturing 14.4 0.4 -16.3 2.3 ,\
Services 11.3 -1.5 -16.3 -8.6 o

. 90 -< 92 93 / ~~~~~94 95
Private consumption 8.7 -0.2 12.9 -0.5 -to
General govemment consumption 9.4 -1.5 -28.2 -34.7
Gross domestic investment 11.6 -11.6 -11.6 -27.6 20 -
Imports of goods and non-factor services 9.4 -4.8 10.9 -1.1 -Exports -Impons
Gross national product 9.6 -0.6 -11.0 -2.1 r

Note: 1995 data are preliminary estimates.
' The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 4

(% change)
Consumer prices 17.4 5.6 20.0 15.0 30

Implicit GDP deflator 5.8 2.5 30.3 2.6 20

Government finance 10
(% of GDP)
Current revenue .. 33.7 23.9 25.9 -1 a 94 95
Current budget balance .. 12.2 -10.7 -5.5
Overall surplus/deficit .. -4.4 -13.5 -8.6 -GDPdet. CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. .. 959 1,250 1,500

Fuel . 952 818 1,069
Timber . 60 117 109
Manufactures .. 47 1.000

Total imports (cif) .. 746 658 716
Food .. 30 15 16 AHj
Fuel and energy .. 18 367 187 So
Capital goods .. 202 113 3,36 0 1

Export price index (1978=100) 91 99 s
Import price index (1978=100) .. .. 115 126 ag oo D1 92 9Q3 94 95
Terms of trade (1978=100) .. .. 79 78 E-Exports alimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(mi/llions US$)
Exports of goods and non-factor services 274 1,219 1,024 1,338 o - 9 l 9l
Imports of goods and non-factor services 497 1,156 1,519 1,423 94 95
Resource balance -223 64 -495 -85 10_

Net factor income -29 -228 -281 -376 -20
Net current transfers -33 -38 -36 -33

Current account balance, o+0
before oflicial transfers -285 -202 -812 -495

Financing items (net) 275 200 859 502 .40

Changes in net reserves 10 2 -47 -7 | l

Memo:
Reserves including gold (mill. US$) 14 8 55 35
Conversion rate (local/US$) 214.3 449.3 555.2 499.1

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 357 3,051 5,422 5,796 A

IBRD 21 58 116 105 105 C 
IDA 14 67 172 174 B22 174 19

Total debt service 29 423 557 163 424
IBRD 4 7 110 27
IDA 0 1 6 3 F

Composition of net resource flows 920
Official grants 18 24 181 180
Official creditors 79 111 186 -17
Private creditors 34 97 -156 -50
Foreign direct investment 15 13 0 1 E
Portfolio equity 0 0 0 0 3332

World Bank program
Commitments 0 0 100 9 A - IBRD E -Bilateral
Disbursements 4 15 101 1 B -IDA 0- Other multilateral F -Private
Principal repayments 2 2 61 19 C -IMF G -Short-term
Net flows 2 14 40 -18
Interest payments 2 6 55 11
Net transfers 0 8 -15 -29

Worfd Bank International Economics Department, September 1996

126



Costa Rica

C osta Rica is one of the most stable and robust 1990 the government moved to reduce the fiscal deficit
democracies in the region. Its per capita income and stem the loss in official international reserves
of $2,590 in 1995 places it at the higher end of through measures that reduced the consolidated public

lower-middle income countries. Its population is esti- sector deficit (including central bank losses) from 5.4
mated at 3.4 million, growing at 2.3 percent a year. Its percent of GDP to 2 percent in 1991 while building up
extensive social programs have placed Costa Rica's the level of international reserves.
social indicators among the best in Latin America. In In 1991 GDP growth slowed to 3 percent, largely
1995 agriculture represented 18 percent of GDP while reflecting a sizable fiscal adjustment, while corrective
industry and services represented 24 percent and 58 price adjustments contributed to an increase in inflation
percent respectively. The agriculture sector has ac- to 29 percent. By 1992, however, the macroeconomic
counted for more than 63 percent of merchandise outlook improved considerably. GDP grew by 7.7 per-
exports in the last five years, while non-traditional ex- cent fueled by a strong increase in private investment
ports have grown at an average of about II percent in and exports while inflation declined to 22 percent.
the last four years. Recently, Costa Rica has also seen a Higher indirect tax revenue collections and lower total
sharp increase in earnings from tourism, which for three interest payments contributed to the decline of the con-
consecutive years surpassed coffee as the largest source solidated public sector deficit to 1.1 percent of GDP.
of foreign exchange earnings after banana exports. The Although exports showed strong growth in 1992 (13.3
services sector has been gradually expanding its share percent), imports grew even faster at 24.4 percent. As a
of GDP, and now employs the largest portion of the result. the current account deficit increased from 4.1 to
labor force. 8 percent of GDP and was financed mostly by large

In the early 1980s Costa Rica's economy was weak- private capital inflows.
ened by expansionary domestic policies and an overval-
ued exchange rate while terms of trade deteriorated and Recent Economic Developments
international interest rates increased. The economy
plunged into the worst recession in 30 years: real GDP The economy continued to show a strong performance
dropped by over 7 percent in 1982; open unemployment in 1993. GDP grew at 6.1 percent with private invest-
increased to 9.4 percent; and inflation reachied 90 per- ment and exports as the main determinants of growth.
cent. Since the 1982 crisis successive governments have Fiscal accounts continued to improve and the consoli-
launched a series of stabilization and adjustment efforts, dated fiscal deficit declined to 0.9 percent of GDP-the
supported by the IMF and the World Bank, that reduced lowest level in 10 years. Average inflation fell to 10
major macroeconomic imbalances and renewed growth, percent, stemming from improved public sector finances
while minimizing the costs of adjustment and maintain- and tighter monetary policy. The current account deficit.
ing progress in poverty alleviation. Over 1983-88 real however, remained large at 7.5 percent of GDP. Rela-
GDP grew at an annual average rate of 4.8 percent (then tively large capital inflows continued in 1993. In 1994
one of the highest rates in Latin America), inflation macroeconomic conditions deteriorated sharply. The
came down to 15 to 20 percent, and unemployment consolidated public sector deficit (including central
declined to under 5 percent. Costa Rica's external debt, bank losses) reached 8.5 percent of GDP (1.6 percent of
however, increased rapidly throughout the 1980s from which due to the closing of Banco Anglo, one of the four
$1 .7 billion in 1980 to $4.3 billion by 1988. state banks) and inflation increased to 13.5 percent. The

In fiscal 1990 the economy faced renewed macroe- deterioration of public finances was mostly due to rapid
conomic difficulties, largely as a result of a deterioration increases in public expenditures-particularly the pub-
in the fiscal accounts, which contributed to a worsening lic sector payroll, public transfer programs, service of
of the external position and higher inflation. In June public domestic debt, and pension funds of public em-
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Costa Rica

ployees-and delays in tariff adjustment of some public Medium-Term Prospects
utilities. GDP growth declined to 4 percent as private
investment and exports slowed. The current account Costa Rica's 1996 program targets include GDP growth
deficit, however, declinedto4percentofGDP asaresult of 3 percent, inflation of 10 percent, and a combined
of the slowdown in the economy and a temporary im- public sector deficit of 0.5 percent of GDP. The current
provement in the terms of trade. account deficit is expected to widen to 4.1 percent in

With tight fiscal and monetary policies in place, GDP 1996, largely due to worsening terms of trade (coffee
growth slowed from 4.5 percent in 1994 to 2.5 percent and bananas), and weaker performance by nontradi-
in 1995. End-year inflation increased to 22.6 percent tional exports.
from 19.9 percent in 1994. The overall deficit of the Although growth is only expected to increase to 3
combined public sector in 1995 fell to 3.8 percent, in percent in 1996, provided the stabilization effort is
line with the stabilization program. The current account maintained and the government continues to make pro-
deficit is estimated to have fallen to 2.3 percent of GDP gress in its structural adjustment program, Costa Rica
and international reserves increased by $229 million, to could sustain GDP growth rates of 5 to 6 percent over
1.3 months of imports. the longer term.

After a difficult first year-and-a-half in office, during
the last six months the government has made important External Debt
progress in structural reforms. Public sector reform-to
increase its efficiency, strengthen the fiscal base, and In May 1990 Costa Rica agreed with its commercial
open new opportunities for the private sector-is a key creditors on a debt reduction plan under which its large
element of the government's structural adjustment pro- outstanding arrears were regularized, 62 percent of com-
gram. The government is implementing reforms to mercial bank debt was bought back at an 80 percent
strengthen tax administration, control public sector discount and the remainder was restructured with 20
wages, downsize and restructure the public sector, in- years maturity. This Brady-style agreement reduced
crease the participation of the private sector in public Costa Rica's external debt by about 20 percent and
infrastructure works and the power sector, and enforce lowered the share of debt at floating interest to about 30
strict monthly expenditure budgets in the nonfinancial percent of the total, thereby greatly reducing its vulner-
public sector. In the financial sector, the recent approval ability to interest rate volatility. Another agreement was
of a financial system reform package constitutes an signed with the Paris Club in June 1992, rescheduling
important step in the effort to modernize the financial principal and interest due as of June 30, 1993 with
sector by abolishing the state banks' monopoly on de- participating creditor countries. External arrears were
mand deposits, providing private bank access to central reduced to $45 million in December 1995, and were
bank rediscount facilities, and reducing reserve require- eliminated in January 1996. Costa Rica's remaining
ments to 15 percent over a four-year period. The new debt, however, at $3.3 billion at end-1994, is still rela-
regulatory framework also strengthens prudential and tively high and inflexible. The bulk of debt service is to
supervision institutions and the independence of the multilateral lenders, and is expected to fluctuate around
central bank. The government is also reforming pension 50 to 60 percent of public debt service throughout the
funds to ensure an equitable and financially sustainable 1990s. This would limit severely the scope for maneuver
social security system. in the event of future payments difficulties.
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Costa Rica at a glance
Latin Lower-

POVERTY and SOCIAL Costa America middle-
Rica & Carib. income Development diamond*

Population mid-1995 (millions) 3.4 480 1,154 Life expectancy
GNP per capita 1995 (US$) 2,590 3,300 1,700
GNP 1995 (billions US$) 8.8 1,584 1,962

Average annual growth, 1990-95

Population (%) 2.3 1.8 1.4 GNP Gross
Labor force (%) 2.8 2.4 1.8 per primary

Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 50 74 56
Life expectancy at birth (years) 77 68 67
Infant mortality (per 1,000 live births) 13 41 36
Child malnutrition (% of children under 5) 2 . Access to safe water
Access to safe water (% of population) - 81 78
Illiteracy (% of population age 15+) 5 13
Gross primary enrollment (% of school-age population) 105 110 104 Costa Rica

Male 106 105 Lower-middle-income group
Female 105 . 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions USS) 2.0 3.9 8.3 9.2 Openness of economy
Gross domestic investment/GDP 21.6 25.9 26.8 24.8
Exports of goods and non-factor services/GDP 30.1 30.7 39.4 40.9 T
Gross domestic savings/GDP 13.2 24.1 23.0 23.5
Gross national savings/GDP 10.5 18.1 21.2 23.3

Current account balance/GDP -11.1 -7.8 -3.9 -2.3 Savings A Investment
Interest payments/GDP 1.9 8.7 2.3 2.3
Total debVGDP 40.8 112.2 46.4 39.9
Total debt service/exports 23.6 41.3 14.7 18.2
Present value of debt/GDP .. . 40.9
Present value of debt/exports .. 99.9 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Costa Rica
GDP 2.1 4.7 4.5 2.5 Lower-middle-income group
GNP per capita -1.4 3.2 2.3 -0.3
Exports of goods and non-factor services 3.4 11.0 7.2 6.9

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (a)

(% of GDP) 4
Agriculture 20.3 18.9 16.6 18.0
Industry 27.4 28.9 24.9 24.3 20

Manufacturing 20.4 22.1 18.6 18.6
Services 52.3 52.3 58.5 57.7 o

90 J9 92 93 94
Private consumption 71.6 60.1 59.7 59.7 -20

General govemment consumption 15.2 15.8 17.3 16.8 -GD1 GDP
Imports of goods and non-factor services 38.5 32.5 43.6 42.1

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture 2.1 4.3 3.0 3.3 30

Industry 1.9 4.5 4.3 1.1
Manufacturing 0.7 4.6 7.2 4.0 20

Services 2.3 4.9 5.2 3.1 o 

Private consumption 1.5 4.9 4.0 2.0 o -
General govemment consumption 1.7 2.1 3.0 0.0 90 92 93 94 95

Gross domestic investment -1.7 5.7 -4.2 -8.5 n0
Imports of goods and non-factor services -1.2 10.5 2.2 2.5 -Exports
Gross national product 1.3 5.4 4.6 4.7

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE

Domestic prices 1975 1985 1994 1995 InflatIon %)

(% change) 30
Consumer prices 17.4 15.1 13.5 23.2 20
Implicit GDP deflator 24.7 20.4 16.9 23.9

Government finance 10
(% of GDP))
Current revenue .. 24.5 .. ..

Current budget balance .. 3.7 90 91 92 93 94 95
Overall surplus/deficit .. -1.7 -4.8 -2.0 -GDP del. -^CPI

TRADE

(millions USS) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. 939 2,094 2,480 4,0D0
Coffee .. 316 300 414
Bananas *- 208 561 640 3,000

Manuiactures 263 770 890
Total imports (cif) .. 1,111 3,040 3,286 2,000

Food .. 149 567 F0 9 1 9 39

Fuel and energy .. 178 236 00 7
Capital goods .. 229 621

Export price index (1987=100) 70 . 10 1 9 _ 91
Import price index (1987=100) 78 .Exporls Ml9mports
Terms of trade (1987=100) .. 89

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GOP ratio (%)

(millions UIS$)
Exports of goods and non-factor services 596 1,225 3,275 3,796 0 o 1 r i
Imports of goods and non-factor services 758 1,292 3,594 3,926 1 90 92 9 9 9|

Resource balance -161 -66 -319 -130 -2

Net factor income -66 -282 -116 -177 |4 |
Net current transfers 9 43 112 97

Current account balance, | |
before official transfers -218 -306 -322 -210

Financing items (net) 220 420 328 439 
Changes in net reserves -2 -114 -6 -229 .

Memo: ,_I
Reserves including gold (mill. US$) 57 525 759 968
Conversion rate (local/US$) 8.6 50.5 157.1 179.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millons US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 800 4,400 3,843 3,672

IBRD 85 308 323 300 G A B
IDA 5 4 3 3 407 300 3 C

Total debt service 142 527 497 694 72
IBRD 9 38 83 81
IDA 0 0 0 0

Composition of net resource flows | 792 970
Official grants -3 165 35 30
Official creditors 61 134 -36 -159
Private creditors 97 42 -62 -58 \
Foreign direct investment 69 70 87 265
Portfolio equity 0 0 4 3

World Bank program 1128
Commitments 41 84 0 0 A- 6RD E -Bilateral
Disbursements 13 84 11 16 | -IDA D-Othermultilateral F- Private
Principal repayments 3 21 56 55 C -IMF G -Short-term 
Net flows 10 63 -45 -39 -

Interest payments 6 17 27 27
Net transfers 4 46 -72 -66

Wodd Bank Intemational Economics Department, September 1996
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T he Republic of C6te d'lvoire is a lower middle prices on international commodity markets, the govern-
income country, with a 1995 GDP of about $9 ment delayed commensurate adjustments in producer
billion. The economy is predominantly agricul- prices. As a result, the fiscal deficit again increased to

tural, with about two-thirds of its active population unsustainable levels, reaching 17 percent of GDP in
engaged in farming, forestry, and fishing. The agricul- 1989. This sharp increase in the fiscal imbalance re-
tural sector, including forestry and agro-industries, flected more fundamental problems. including the
accounts for about 35 percent of GDP and generated 70 downward rigidity of expenditure, especially of salaries
percent of export revenues in 1994. Exports continue to and wages, high debt service obligations, and the real
be dominated by cocoa, coffee, and timber. appreciation of the CFA franc as the French franc apprc-

Since the mid-1970s C6te d'lvoire's population has ciated against other major currencies.
been growing 3.8 percent a year, to reach about 13.5 The country's renewed fiscal and balance of payment
million by end-1994. High population growth coupled crisis at the end of the 1980s revealed not only inade-
with economic decline has resulted in steadily falling quate macroeconomic policies but also persisting distor-
living standards. GNP per capita in 1995 was estimated tions in the economy, including relatively high tariffs
at about $610 compared to well over $1 ,000 in the early and dispersion levels and a plethora of noni-tariff barri-
1980s. Social indicators have also been deteriorating, ers, declining domestic savings, and solvency and li-
reflecting the effects of the economic crisis and neglect quidity problems in the banking system. Continued
of basic social services. public intervention in agricultural prices and marketing

C6te d'lvoire is emerging from more than a decade policies were combined with a lack of incentives to
of unsuccessful internal adjustment that failed to reverse diversify and reduce dependence on a few primary com-
economic decline or reduce growing social and poverty modities. A large and generally inefficient public sector
problems. The economic and social crisis started at the had limited capacity to provide services.
beginning of the 1980s, after macroeconomic imbal-
ances had grown to unsustainable levels, with a budget Recent Political Developments
deficit of about 10 percent of GDP and a current account
deficit of about 17 percent of GDP. C6te d'lvoire also Elections in October 1995 returned the sitting president
started to encounter serious debt servicing problems as after a two-year period marked by considerable political
a result of a rapid buildup of external debt during the uncertainty that culminated in serious civil disturbances
second half of the 1970s. Trade barriers and price inter- that resulted in the main opposition parties boycotting
ventions increasingly distorted domestic markets, con- the elections. Parliamentary elections in November
tributing to an inefficient resource allocation. There was 1995 were conducted with full representation of all
a serious deterioration in public sector management, parties and resulted in the president's party winning a
especially among public enterprises. These problems landslide victory. The municipal elections held in Feb-
were in essence an outgrowth of surge in spending which ruary were uneventful except for low voter turnout.
followed the cocoa and coffee price booms of 1975-77.

Adjustment policies before 1987 were partially suc- Recent Economic Developments
cessful in reducing the main internal and external imbal-
ances. The government pursued contradictory fiscal and In the early 1990s, the government undertook a last
monetary policies, thereby sharply reducing the budget effort to restore international competitiveness and
deficit and inflation. Moreover, the adjustment effort growth by exclusively relying on internal adjustment
benefited from the depreciation of the French franc and, measures. Its strategy was reflected in the medium-term
hence, the CFA franc, against the dollar, and from a economic framework and supported by the Bank and
short-lived recovery of cocoa and coffee prices in the IMF. Although the government made initial progress in
mid- 1980s. However, with the renewed decline of those cutting the primary deficit in the early 1990s, its failure
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to effect a real depreciation of the CFA franc with its foster competition and create new investment opportu-
internal adjustment measures and continued high out- nities. The government simplified and reduced import
lays for public salaries, averaging 11.0 percent of GDP tariffs and eliminated most and plans to remove the rest,
(or 80 percent of primary expenditure) over 1990-93, except those justified for environmental and health rea-
resulted in the program falling short of expectations. sons by January 1, 1997. The government has completed
With the deepening of the recession in 1993 the primary most of the liberalization process in rice and stepped-up
deficit again increased, reaching 3.2 percent of GDP. reforms in the cocoa and coffee sectors. Although pro-
Given the inability of the government to generate the gress has been slow in introducing a new cocoa export
necessary primary surpluses, its efforts to settle all do- marketing system, internal marketing has been liberal-
mestic and external arrears faltered; external arrears ized. By January 1, 1997, all maritime traffic will be
accumulated rapidly and reached the equivalent of 60 liberalized.
percent of GDP by end- 1993. Other areas of progress included the adoption of a

Economic results have been encouraging during the new labor code, which introduced flexibility into the
last two years. Inflation was brought under control functioning of the labor market, a new investment code,
within months following the January 1994 parity which is based on the principles of simplicity and neu-
change, yielding an average inflation of about 26 per- trality, and the acceleration ofthe privatization program.
cent in 1994. The downward trend continued in 1995, Following the adoption of the privatization law in June
with an average inflation of about II percent. The re- 1994, six enterprises were sold in 1994, and another 13
duction was largely accomplished through a restrictive enterprises were privatized in 1995. This trend is ex-
wage policy. As a result, the government wage bill fell pected to continue, with about 30 additional enterprises
from about 10.7 percent of G DP in 1993 to 7.9 percent slated for sale in 1996-97, including several large enter-
in 1994 and to 6.9 percent in 1995. A sim i lar, although prises with major state participation such as the telecom-
less restrictive, policy stance was adopted by the private munications. the palm oil, and national sugar
sector. companies.

Fiscal policy remains key to the stabilization pro- These structural reforms, in combination with the
gram. The government met its revenue and expenditure stable macroeconomic situation and the recovery of
targets in 1994 and 1995, generating primary balance international cocoa and coffee prices, have stimulated
surpluses in the order of 1.4 and 3.1 percent of GDP. private sector activity. Over the last two years private
While the 1994 tax reform helped dampen inflationary investment has increased in real terms and foreign direct
pressures, it reduced revenue as a share of GDP and investment has surged.
required compensatory measures through the reintro-
duction of export taxes on coffee and cocoa. The gov- Social Indicators
ernment has since reduced these rates, allowing a higher
pass-through of the international price to farmers. It is The economic decline after 1987 caused a steady decline
expected that their importance within overall govern- of real per capita GDP on the order of 30 percent, and a
inent revenue will fall from about 27 percent in 1994-95 deterioration of social indicators to levels that pose a
to less than 20 percent in 1996. serious challenge to the country's medium- and long-

The external debt situation also eased. Bilateral and term development. Recent estimates indicate that more
multilateral arrears were cleared during the first half of than 60 percent of the population fall below the poverty
1994. C6te d'lvoire received enhanced Toronto terms line, compared to about 30 percent in the mid-1980s.
from the Paris Club which translates into annual debt Although basic needs services have been protected
reliefof about $500 million. Additional debt relief in the more in urban areas, the incidence of poverty increased
form of debt forgiveness was accorded by various coun- much more rapidly in urban areas than in rural areas.
tries, notably by France which canceled about $ 1 billion The share of the urban poor in the total number of poor
in debt in 1994. However, the large commercial bank increased from about 20 percent in 1985 to about 30
debt problem still needs to be resolved. London Club percent in 1992. This is due in part to the high urbani-
external arrears reached about $6.1 billion (about 60 zation rate, rising levels of unemployment, and a reduc-
percentofGDP)asofend-1995. SinceOctober 1995the tion in real wages. Rural areas nonetheless still account
government has been negotiating with the London Club for about 70 percent of the poor in C6te d'lvoire. The
to restructure this debt in line with its debt servicing extent and trends in rural poverty differ markedly ac-
capacity. cording to regions. The situation deteriorated most in

Apart from the devaluation, which gave the most the West Forest due to falling cocoa and coffee reve-
significant boost to restoring the competitive position of nues, especially after 1989 when producer prices of
the Ivorian economy, policy changes during 1994 and these crops were cut in half. The Savannah, however, is
1995 in trade, agriculture, and transport have helped still the poorest region, with about one-third of all poor.
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The budgetary problems encountered by the govern- elimination of non-tariff barriers, further price liberali-
ment before the devaluation seriously constrained its zation, measures to stimulate private sector develop-
human resources development program. While the share ment and international competitiveness, a broadening of
of the budget going to education and health was main- social measures, and implementation of the national
tained, the government was less successful in reorient- environmental action plan.
ing intrasectoral allocation toward primary education The government is exerting strict budgetary disci-
and primary health care, or reducing the pro-urban bias pline to generate sustained primary surpluses to cover
in social infrastructure. Before the parity change the an increasing portion of the public debt; it introduced a
rising share of salaries in the overall budget left insuffi- series of tax measures in January 1994, including a VAT
cient resources for other inputs such as textbooks and reform, revision of petroleum taxation, and the reduc-
pharmaceuticals, aggravating internal inefficiencies. As tion of import tariffs. A restrictive wage policy reduced
a result ofthe strained fiscal situation and the difficulties the wage bill by 4 percentage points in fiscal 1995. After
encountered by the government in implementing its the initial pass-through of the devaluation, a restrictive
social program, the health and education systems have monetary and fiscal policy reduced inflation to tradition-
deteriorated in recent years. ally low levels and restored positive real interest rates.

Health care coverage now reaches about 30 percent The government is committed to continue this monetary
ofthe population and is clearly unsatisfactory in the face policy. The financial sector liquidity situation will be
of high population pressures and new epidemiological strengthened by the government efforts to clear its inter-
challenges such as the rapid spread of AIDS. Infant nal arrears to banks and suppliers by end-1996.
mortality has only slowly fallen over time, affecting 95 Deepening public sector reform is central to fiscal
out of 1,000 live births in the early 1990s. Immunization reform, and includes reducing the civil service, public
levels also compare unfavorably with other countries in enterprise sector restructuring, and institutional capacity
the region or with similar per capita income. building. The government intends to increase public

The education system continues to suffer from low sector efficiency and promote private sector develop-
enrollment, low completion rates, high repetition, and ment through a privatization program that would bring
inefficient resource allocation. Primary education cov- 40 enterprises slated for privatization to the point of sale
ers only an estimated 50 percent of the school-aged by 1998-20 of them this year. It is also implementing
children. The precarious situation of the education sys- programs to strengthen the finance, health, and educa-
tem is also reflected in high drop-out rates and repeti- tion ministries. Further public efficiency gains are ex-
tion. The large majority of children who go to primary pected to be made through decentralization and an urban
school will either drop out in the course of the primary investment strategy.
cycle or end all formal schooling after primary educa- Trade liberalization will build on the progress
tion, and risk joining the already large number of func- achieved during the last four years. The average
tionally illiterates. Moreover, the absence of any weighted tariff on taxable imports declined from 32
educational alternative for those who can not continue percent in 1989 to about 24 percent in 1993. Concomi-
beyond primary education, and growing unemployment, tantly with the devaluation, the government announced
has led many children to repeat several times their final a new tariff reform that cut import tariffs an estimated
years in primary school. A lack of programs to maintain average of 20 percent and created a structure in the range
school facilities and provide affordable textbooks has of Oto 35 percent. Most non-tariff barriers were by early
also adversely affected the education system. Almost 1996, with the exception of those identified in a restric-
halfthe population above the age of 15 remains illiterate, tive list, and the number of products subject to price
while female illiteracy hovers around 60 percent. regulation will be reduced.

After the January 1994 CFAF devaluation the gov- Cote d'lvoire plans to place greater reliance on the
emnment reformulated its economic program and spelled private sector for resource mobilization and investment.
out a new stabilization and structural adjustment pro- It plans supportive macroeconomic policies to ensure
gram that aims to increase real GDP growth to annual thestabilityandcredibilityneededforincreasingprivate
rates of 6.5 percent and higher beginning in 1995, gen- investment, and will continue structural reforms in ag-
erate sustained and increasing primary budget surpluses, riculture, industry, transport, and labor markets to dis-
strengthen external competitiveness through trade, mantle the remaining regulatory barriers and market
price, and regulatory reforms, intensify human resource interventions that hamper competition and private initia-
development and increase efforts to alleviate poverty, tive.
and protect the natural resource base. The government's agricultural policy aims to expand

These objectives have been translated into a broad- and diversify production by creating an enabling environ-
based stabilization and adjustment program that in- ment through flexible producer prices, improvements in
cludes comprehensive fiscal reform, tariff reform and the incentive system, and less public intervention. The
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government plans to deregulate domestic and maritime has triggered a promising start to redress these impedi-
transport, privatize the rail system, and increase private ments to growth. The government's reform agenda aims
sector participation in road maintenance. at growth rates of 6.5 percent and higher over 1996-

The government is reorganizing and strengthening its 2000. Progress will likely be more gradual, slower, and
family planning program to reduce the growth rate of uneven despite the government's commitment to enact
the population, which is among the highest in Africa. It structural change after the parity change; with gradual
aims to raise literacy levels by increasing enrollment in but steady structural reform C6te d'lvoire should be able
basic education. The government has to operate within to accelerate growth to about 5 percent.
the confines of a tight budget, and it intends to increase Continued fiscal reform will be critical to the adjust-
expenditures for these programs mainly through the ment effort. While government revenue will be main-
reallocation of resources. tained at about 21 percent of GDP, the government plans

Reducing poverty will remain a severe challenge to to reduce its reliance on export taxation of cocoa and
the government. In the short-term, the devaluation will coffee to stimulate growth in the agricultural sector. Its
have a more favorable effect on the rural than the urban share of total revenue is targeted to steadily fall over the
poor. This has prompted a differentiated government next few years. The government hopes to benefit from
response. While farmers suffered greatly from declining additional revenue coming from new oil and gas produc-
incomes prior to January 1994, the devaluation provided tion and a broader tax base, and aims to control primary
them with a much needed boost in their incomes through expenditures, particularly the public wage bill.
increased producer prices--the most efficient and direct The implementation of sound macroeconomic poli-
means to alleviate rural poverty. As real wage declines cies and structural reforms should lead to a better re-
were more pronounced and unemployment has been source utilization and productivity gains. The impact of
increasing in urban areas, the government has been these reforms would be manifested in increases of value
increasing resources to municipalities to start labor-in- added and income in agriculture and manufacturing,
tensive public works and rehabilitation programs that especially agro-industries, growing 5 to 6 percent on
will stimulate employment. average. The economic recovery will be led by agricul-

ture and is expected to stimulate the demand for labor

Environment and help reduce poverty, especially in rural areas. Non-
traditional agricultural exports would provide a source

Protecting the environment and managing the resource of dynamism, growing by about 12 percent annually
base has become a major objective for sustainable de- during the second half of the 1990s.
velopment in C6te d'lvoire. The government is con-
fronted with serious environmental problems such as External Debt
deforestation, loss of biodiversity, soil degradation,
water pollution, and management of industrial and do- C6te d'lvoire's financing requirements will remain sub-
mestic waste. The government adopted a national envi- stantial over the next few years. Debt service will be
ronment action plan in June 1995 that follows the reduced by 50 percent through the enhanced Toronto
recommendations of the UN Conference on Environ- terms on Paris Club debt service and through additional
ment and Development in 1992. debt relief in the form of debt forgiveness by France,

Canada, Switzerland, and Germany. Moreover, the gov-

Medium-Term Prospects ernment is seeking an agreement with its commercial
bank creditors, whose debt has not been serviced since

C6te d']voire's economic growth potential has not yet May 1987, so as to reduce future debt service to levels
been realized due to an unsustainable macroeconomic consistent with the country's debt servicing capacity.
situation emanating from large fiscal deficits in the past, On the basis of actual and anticipated debt relief, C6te
an external debt overhang depressing national savings, d'lvoire's debt profile is expected to improve over the
distortions in trade and price policies resulting in inef- next few years. The country will, however, need to
ficient resource allocation, and a human resources de- continue relying heavily on balance of payments sup-
velopment program that has paid insufficient attention port from bilateral and multilateral sources in order to
to the delivery of basic social services. The devaluation close the financing gap.
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C8te d'Ivoire at a glance
Sub-

POVERTY and SOCIAL CWte Saharan Low-
d'lvoire Africa Income Development dlamond*

Population mid-1995 (millions) 14.2 589 3,188 Life expectancy
GNP per capita 1995 (US$) 610 490 460
GNP 1995 (billions US$) 8.7 289 1,466

Average annual growth, 1990-95

Population (%) 3.4 2.8 1.8 Gross
Labor force (%) 2.9 2.8 1.9 p Gross

per primary
Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 44 31 29
Life expectancy at birth (years) 55 52 63
Infant mortality (per 1,000 live births) 89 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 82 47 75
Illiteracy (% of population age 15+) 60 43 34
Gross primary enrollment (% of school-age population) 69 71 105 -Cote d7voire

Male 80 77 112 -Low-income group
Female 58 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 3.9 7.0 7.4 9.8
Gross domestic investment/GDP 22.4 12.6 11.0 12.5 Openness of economy
Exports of goods and non-factor services/GDP 36.7 45.6 45.2 44.5
Gross domestic savings/GDP 22.6 25.8 23.5 23.1
Gross national savings/GDP 14.2 12.9 6.8 8.1

Current account balance/GDP -10.8 0.6 -4.4 -4.5 Savings Investment
Interest payments/GDP 1.5 9.2 5.9 4.1
Total debt/GDP 37.5 138.3 233.5 194.5
Total debt service/exports 9.5 34.8 39.2 24.3
Present value of debt/GDP .. .. 206.0
Present value of debt/exports .. .. 483.2 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Cote d'lvoire
GDP 1.4 -0.5 1.7 7.0
GNP per capita -1.0 -4.4 -2.0 3.2 -Low-income group
Exports of goods and non-factor services 9.4 0.7 -3.1 12.2

STRUCTURE of the ECONOMY

1975 1985 1994 1995 F Growth rates of output and investment (%)(% of GDP) 960

Agriculture 34.4 29.8 36.0 35.0 iT
Industry 20.8 23.4 23.0 25.0 30

Manufacturing 11.5 15.2 15.0 16.0
Services 44.8 46.8 41.0 40.0 90 91 92 94 95

-30

Private consumption 60.4 60.3 61.5 63.3 -60

General govemment consumption 17.0 13.9 15.1 13.7
Imports of goods and non-factor services 36.6 32.5 32.7 34.0 -GDI -GDP

1975-84 1985-95 1994419955
(average annual growth) Growth rates of exports and imports (%)

Agriculture 2.2 1.9 2.1 5.5 40

Industry 5.3 -0.3 6.7 8.5
Manufacturing .. .. 64.2 7.0 20

Services 2.5 -2.1 -1.7 6.0

Private consumplion 0.3 -1.1 1.3 12.4 2 9 95

General govemment consumption 0.8 -3.0 -10.1 -0.6 9

Gross domestic investment -8.7 -6.1 19.3 32.8 -20
Imports of goods and non-factor services 1.9 -3.8 -10.2 29.5 -Exports Impons
Gross national product 2.9 -0.8 -3.3 14.5 |

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (Y)

Domestic prices 4
(% change) A
Consumer prices 11.4 1.8 25.9 11.0
Implicit GDP deflator 3.9 4.1 38.1 14.0 20

Government finance 0
(% of GDP) 91 92 93 94 95

Current revenue .. 32.9 20.5 21.7
Current budget balance . 8.9 -5.6 -0.3 20
Overall surplus/deficit .. 3.2 -9.5 -5.1 -GDP def. - CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mitl. USS)

Total exports (fob) 1,239 2,761 2,867 3,890 4.000

Cocoa .. 887 951 1,320
Fuel .. 618 325 400 3000.

Manufactures .. 728 645 900 _
Total imports (cif) 1,160 1,721 1,903 2,808 200

Food .. 273 317 514 I
Fuel and energy .. 379 396 492 000

Capital goods 446 423 614

Export price index (1987=100) 42 145 80 96 
Importpnceindex(1987=100) 42 116 112 122 8 90 91 92 93 94 90
Terms of trade (1987=100) 102 125 71 78 [:Exports IlDImports

101.687 125.455 71.0337 78.2022
BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 1,465 3,160 3,366 4,483 0 - s i
Imports of goods and non-factor services 1,561 2,173 2,438 3,424 8 92 93 9

Resource balance -96 987 929 1,059 s5

Net factor income -141 -666 -1,022 -1,094
Net current transfers -184 -279 -238 -408 | 0

Current account balance,
before official transfers -421 42 -330 -444

Financing items (net) 328 -8 760 826
Changes in net reserves 92 -34 -430 -383

.20

Memo:

Reserves including gold (mill. US$) 103 19 221 695
Conversion rate (local/US$) 214.3 449.3 557.4 499.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 r
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 1,460 9,654 17,394 19,010

IBRD 73 965 1,691 1,573 A
IDA 1 7 576 813 G 1573

3966 B13 c
Total debt service 142 1,114 1,244 1,046 427

IBRD 6 126 340 334 D
IDA 0 0 2 5 1569

Composition of net resource flows
Official grants 17 16 683 730
Official creditors 78 92 563 247
Private creditors 231 -1 -39 15 E
Foreign direct investment 69 29 17 45 F 5317

Portfolio equity 0 0 7 4 534

World Bank program
Commitments 134 215 554 369 A -IBRD E -Bilateral
Disbursements 26 70 469 245 B -IDA 0 -Other multilateral F -Private
Pdncipal repayments 1 44 196 199 C -IMF G -Short-term
Net flows 25 26 273 46
Interest payments 5 82 146 140
Net transfers 20 -57 127 -94

World Bank International Economics Department, September 1996
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C roatia's per capita income dropped by 16 percent the remainder. The current government includes most
in real terms between 1990 and 1995, mainly members of its predecessor, which engineered Croatia's
due to the loss of most former domestic markets, successful stabilization program.

and the effects of the war on activities such as tourism.
The population is about 4.8 million, with a well educated
labor force of about 1.5 million. The structure of output P
is similar to that of an industrial market economy, with Croatia was born, economically, out of the meltdown of
manufacturing accounting for about 30 percent of GDP, the former Socialist Federal Republic of Yugoslavia,
agriculture for about 12 percent, and services for 60 whose economic system collapsed into hyperinflation at
percent. Imports and exports of goods and services total the end of the 1980s despite attempts at stabilization.
about 80 percent of GDP, making Croatia one of the Even though the previous system imposed fewer distor-
most open economies in Central Europe. tions-compared to planned economies-in prices, ex-

Croatia declared independence from the Socialist ternal trade, and microeconomic decisions, it relied on
Federal Republic of Yugoslavia in June 1991, at the a fundamentally flawed incentive system. "Social" own-
same time as Slovenia. The government was immedi- ership of enterprises-effectively ownership by manag-
ately confronted with the de facto secession of the Croa- ers and employees-and enterprise ownership of banks,
tian Serb minority (11 percent of pre-independence resulted in chronic wage pressures, poor investment
population), in areas close to the border with Bosnia and decisions, and soft budget constraints. While these prob-
Herzegovina (Western Slavonia, and the Krajina) and to lems were masked as long as external financing was
the Federal Republic of Yugoslavia (Eastern Slavonia). available to support high investment levels, the 1980s
Control over these areas, about 25 percent of Croatia's debt crisis caused investment to fall and growth to stall.
territory, was of strategic importance to maintain key Continuing wage pressures led to widespread losses in
east-west and north-west communication routes within the enterprise sector, that were accommodated by the
Croatia. Although these territories were designated as banking system and resulted in loss of monetary control
United Nations Protected Areas in January 1992, they and inflation.
remained the theater of sporadic hostilities until the Independence, war, and the dissolution of the Social-
Washington Agreements of March 1994, which pro- ist Federal Republic worsened the economic decline that
vided for a cease fire with the Croat Serb leaders. But had begun in the 1980s. War inflicted considerable
the protected areas remained de facto outside the gov- damage, estimated at several billions of dollars, on
ernment control, and only limited progress was made Croatia's infrastructure; particularly hard hit were roads
toward a political settlement that would have allowed and railways, telecommunications, energy, housing, and
peaceful reintegration within Croatia. The issue was agriculture. The dissolution of the Socialist Federal Re-
finally settled in 1995, mostly through military means. public also disrupted trade among former republics,
In May and August, the Croatian army retook Western resulting in a loss of markets and the interruption of key
Slavonia and Krajina. An agreement, concluded during supply flows. And the war caused tourism revenues, a
the Dayton negotiations on Bosnia, calls for the return major source of foreign exchange for Croatia before
of Eastern Slavonia to Croatian rule after a transitional independence, to fall to 10 percent of their 1990 levels.
period-with international administration-of up to two As a result of these supply and demand shocks, GDP
years. declined by 30 percent over 1991-93, and industrial

Early legislative elections for the lower house of output fell even more dramatically, mainly as a result of
parliament were held in October 1995 and the presi- the disappearance of most of the former domestic mar-
dent's Croatian Democratic Party won 45 percent of the kets, and despite the positive effect due to the discon-
votes and 75 of the lower house's 127 seats. The second tinuation of transfers to the poorer former republics. The
strongest party holds 12 seats, and ten other parties hold first economic priority was to deal with accelerating
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inflation. Outright hyperinflation was avoided through inflows of "errors and omissions," part of which re-
major cuts in real wages (60 percent over 1991-93), flected current account receipts, and the overall balance
which helped reduce quasi-fiscal losses of enterprises, of payment recorded a surplus.
while leaving room for tax increases that allowed the Balance of payments financing has not been an issue.
government to eliminate fiscal deficits. But inflation Indeed, Croatia has consistently recorded sizable sur-
kept running at monthly rates of 20 to 30 percent, fueled pluses since 1991, allowing the banking system to build
by expectations and pervasive indexation mechanisms up reserves to about four months of imports. Surpluses,
in the economy. One of the key factors in the persistence however, reflect large inflows of remittances, and the
of inflation was the fact that most prices were set in suspension of debt servicing pending the resolution of
German marks, and the central bank depreciated the the former Socialist Federal Yugoslav Republic debt
nominal exchange rate in line with inflation. issue, rather than strong export performance. Croatia

It was not until late 1993 that an exchange rate-based reached an agreement in March 1995 with the Paris Club
stabilization package gained sufficient credibility to sta- on its share of the "unallocated" debt of former Yugo-
bilize the currency rate and drastically reduce inflation. slavia, but has yet to finalize bilateral negotiations with
The consumer price index declined by 3 percent during individual creditors. Negotiations with the London
1994, and recorded a modest 2 percent increase in 1995. Club, still underway, will be concluded in 1996.
Return of confidence led to a rapid remonetization ofthe A courageous adjustment effort was carried out as
economy, and monetary aggregates increased by more part of the 1993 stabilization program. In spite of large
than 100 percent during the year that followed the an- exceptional claims on the budget on account of military
nouncement of the program. expenditures, reconstruction, and refugees, Croatia

The price paid to eradicate inflation, however, was managed to eliminate its fiscal deficit (over 5 percent of
high, partly because of the limited progress made with GDP in 1991) and move to a small surplus in 1994 (I
structural reforms. Continued credit demands from loss- percent of GDP). Some deterioration occurred in 1995
making enterprises, combined with a tight monetary (a 2 percent of GDP deficit), but was mostly the result
stance, have driven real interest rates to 20 percent or of the exceptional military spending during the summer.
more. High interest rates have contributed, in turn, to Notwithstanding the broad fiscal balance achieved
capital inflows, complicating monetary policy, and add- during the past three years, important structural issues
ing pressure toward further appreciation of the real remain to be addressed to ensure the long-term viability
exchange rate. The latter, in turn, has compounded the of public finance. On the expenditure side, unsustain-
situation of loss-makers and contributed to depress eco- ably high levels have been reached. General government
nomic activity. expenditures rose from 36 percent to about 50 percent

Despite these initial successes on the stabilization of GDP between 1991 and 1995. More than half of the
front, a number of developments indicate that the central budget outlays (30 percent of GDP) are war-re-
macroeconomic situation remains unsettled. Growth lated, non-productive ones, that are crowding out other
performance has been disappointing: GDP rose by less programs essential for medium-term growth. Officially-
than I percent in 1994, and is estimated to have done recorded spending on defense reached 12 percent of
only slightly better in 1995. Domestic demand, particu- GDP in 1995. Whereas fiscal revenues have kept up with
larly consumption, has been the main driving factor of expenditures, this was at the cost of imposing a heavy
growth. Consumption growth, in turn, has been fueled tax burden, and severe distortions, on the economy.
by a substantial rebound in real wages, which have Although the government introduced modern corporate
grown by some 40 percent since the beginning of 1994. and income taxes in 1994, these taxes only yield a
The public sector has also contributed to the domestic modest 3 to 4 percent of GDP. Over two-thirds of fiscal
demand increase, as the overall balance of the consoli- revenues are still derived from cascading indirect taxes
dated central government deteriorated from a surplus of (20 percent of GDP) and high payroll taxes (16 to 17
about 2 percent of GDP in 1994 to an estimated negative percent of GDP) that distort output choices and labor
I percent of GDP in 1995. incentives.

In the face of increasing demand and inadequate More worrisome, there is a clear potential for further
domestic supply response, the current account has dete- increases in expenditures beyond their current levels,
riorated, swinging from moderate surpluses in 1993 and particularly on account of social programs, reconstruc-
1994 to an officially reported deficit of 9.5 percent of tion and restructuring. Pension expenditure increased
GDP in 1995. This dramatic figure, however, is likely from 7 to about 9 percent of GDP between 1993 and
to be largely overestimated due to flaws in official data. 1995, reflecting the resumption of wage and pension
The current account deficit was, indeed, offset by large increases, and the lagged effect of a sharp deterioration

138



(roalia

in the system dependency ratio, mostly on account of pendence, and was completed for some 2,000 of 2,700
early retirements generously allowed over 1991-93. A previously socially owned enterprises. Because of the
similar development is taking place in the health sector emphasis placed on employee and management partici-
where, despite new cost control mechanisms introduced pation, however, privatization involved mostly smaller
in 1994, expenditures increased to 9 percent of GDP in enterprises. The largest enterprises, accounting for some
1995, from 7 percent in 1993, one of the highest level in two-thirds of total assets and employment, remain in
Central Europe. While recent trends in health and pen- state hands, and their privatization has virtually stalled.
sion expenditure can and should be contained through Publicly owned enterprises are key contributors to the
structural reforms, there are additional claims on the gross losses recorded by the enterprise sector (7 to 8
budget that will have to be accommodated. Enterprise percent of GDP in 1995).
and bank restructuring will entail up front costs esti- The structure ofthe banking system is partly to blame
mated at 1.5 to 2 percent of GDP annually for two to for the continued existence of a soft budget constraint
three years. Reconstruction in previously occupied ter- for a portion of the enterprise sector. Even though the
ritories, demobilization, and the resettlement of refu- banking system was opened to new private entrants after
gees, will involve large outlays, a minimum of 10 1991, it remains dominated by a small number of large
percent of GDP, in aggregate, spread over the next three institutions dating back to pre-independence times.
years. In view of the above, structural adjustment in the Typically, such banks fail to enforce financial disci-
fiscal sector will clearly be key not only to the resump- pline, as they are owned by enterprises, a legacy of the
tion of sustainable growth in Croatia, but to continued peculiar former federal system, and have engaged in
stabilization. widespread related-party lending. There is a close cor-

relation between large troubled public enterprises, prob-
Social Indicators lem bank loan portfolios, and bank owners. The problem

is concentrated in five banks accounting for about half
The recession and the war are thought to have increased the banking system's assets, including the largest Croa-
the incidence of poverty in Croatia. although there are tian bank. The government has been developing a re-
few social indicators available at this time (household structuring program to put an end to bank-enterprise
surveys conducted at the federal level under the former links, initiate bank privatization, and tackle the restruc-
Socialist Federal Republic will resume in Croatia as of turing and privatization of the large problem public
end- 1996). The unemployment rate has reached 13 to 14 enterprises. Following the establishment of the legisla-
percent of the labor force, and only a minority of the tive and institutional framework, including a Bank Re-
unemployed (some 10 to 15 percent) receive cash bene- habilitation Agency, the swift implementation of the
fits. This partly explains the establishment of the Croa- proposed restructuring should now be carried out as a
tian Social Protection Fund, which channels safety net matter of priority.
expenditures, and deals with 240,000 individuals or
about 5 percent of the population. In addition to this, the Medium-Term Prospects
Office of Refugees and Displaced Persons has registered
400,000 people, about one-third of whom (2 to 3 percent Croatia needs to achieve, and sustain, much higher
of the population) receive subsistence allowances. Al- yearly growth rates of 5 percent or more to recover its
though public outlays are, overall, well-targeted through pre-independence GDP level and accommodate grow-
means testing, they entail a significant fiscal burden of rig demands from the society. This prospect is not
some 2 to 3 percent of GDP. unrealistic, if regional tensions continue to subside, and

the much-needed increase in investment levels is made
Structural reforms possible by a swift implementation of structural reforms

on the fiscal and the supply side. Over time, Croatia
Croatia's disappointing recent growth performance could increasingly rely on external savings to finance
points to issues on the supply side, particularly the and increase further its investment effort. External debt
insufficient progress made in structural reforn. On the levels are relatively modest by international standards,
enterprise side, privatization started early after inde- at about 22 percent of GDP.
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Croatia at a glance
Europe & Upper-

POVERTY and SOCIAL Central middle-
Croatia Asia income Development diamond

Population mid-1995 (millions) 4.8 488 440 Life expectancy
GNP per capita 1995 (US$) 3,280 2,240 4,300
GNP 1995 (billions US$) 15.7 1,093 1,892

Average annual growth, 1990-95

Population (%) 0.0 0.4 1.7 GNP Gross
Labor force (i%) -0.1 0.6 2.1 x\

per - primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 64 66 74
Life expectancy at birth (years) 74 68 69
Infant mortality (per 1,000 live births) 11 23 36
Child malnutrition (% of children under 5) . .. .. Access to safe water
Access to safe water (% of population) 96 .. 89
Illiteracy (% of population age 15+) .. .. 13
Gross primary enrollment (% of school-age population) 73 97 107 -Croatia

Male 97 Upper-middle-income group
Female 97

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos

GDP (billions US$) .. .. 14.2 18.1 Openness of economy
Gross domestic investment/GDP .. .. 13.8 Oo
Exports of goods and non-factor services/GDP .. .. 46.1 39.8
Gross domestic savings/GDP .. .. 12.2
Gross national savings/GDP .. .. 13.9

Current account balance/GDP .. .. 0.7 -9.5 Savings Investment
Interest payments/GDP .. .. 1.0 0.9
Total debVGDP .. .. 21.6 19.7
Total debt service/exports .. .. 4.6 6.0
Present value of debt/GDP
Present value of debt/exports .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Croatia
GDP .. .. 0.8 1.5
GNP per capita .. .. 1.2 1.8 Upper-middle-income group
Exports of goods and non-factor services .. .. -3.6

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(%/ of GDP) [2
Agriculture .. .. 13.2 12.4 20

Industry .. .. 25.7 23.8 10
Manufacturing .. .. 19.6 19.3 0

Services .. .. 61.1 63.8 90 91 92 94 95
.10

Private consumption .. .. 59.8 .. 20

General government consumption .. .. 27.7 29.9 -GDl * GDP
Imports of goods and non-factor services .. .. 47.7 52.4

1975-84 1985-95 1994 1995
(a verage annual growth) Growth rates of exports and imports (%)
Agriculture .. .. -2.1 1.0 o l 
Industry .. .. -2.5 0.3 10 90 91 92 93 95

Manulacturing .. .. -2.5 
Services .. .. 2.1 3.7 20

-30

Private consumption .. .. -8.8 .. -40
General government consumption .. .. 23 2 17.8
Gross domestic investment .. 15.5 -so
Imports of goods and non-factor services .. -2.4 -Exports 6-imports
Gross national product .. 0.9 1.8-

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE

Domestic prices 1975 1985 1994 1995 tInflation (%)

(% change) 2.000

Consumer prices .. .. 97.5 2.0 nso 0
Implicit GDP deflator .. .. 99.4 7.1 1,00*

Government finance 5oo-.

(% of GDP) ,I
Current revenue .. .. 45.9 47.8
Current budget balance .. .. 5.2 2.5 90 91 92 93 94 96

Overall surplus/deficit .. .. 1.7 -0.9 -GDPdbt. -&CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(mi/lions USS)
Total exports (fob) .. .. 4,260 4,633 s.000

Capital goods .. .. 732 778
Chemicals .. .. 543 814 6,000

Manufactures .. .. 3,189 3,497
Total imports (cif) 5,229 7,510 4oo0-

Food . .. 573 872

Fuel and energy . .. 589 871 2.000

Capital goods . .. 1,367 2,009
Export price index (1987=100) .. - - .
Terms of trade (1987=100) . ]Exports mInimports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services .. .. 6,553 7,202 10
Imports of goods and non-factor services .. . 6,784 9,466
Resource balance .. .. -231 -2,264 s

Net factor income .. . -125 -93
Net current transfers . .. 459 646

Current account balance, 89 90 91 92 04t 9S

before official transfers .. .. 103 -1,712

Financing items (net) .. .. 685 2,202
Changes in net reserves .. .. -789 -490

Memo:
Reserves including gold (mill. US$) '1,405 1,895
Conversion rate (locaf/US$) -- - 6.0 5.2

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 -

(millions US$) ComposItion of total debt, 1994 (mill. USS)
Total debt outstanding and disbursed .. .. 3,067 3,571

IBRD .. .. 84 117 G A C
IDA . .. 0 0 242 127

Total debt service .. .. 304 441
IBRD .. . 37 27
IDA . .. 0 0

Composition of net resource flows
Oificial grants -- 0 0 F D
Official creditors .. .. 61 69 1151 1208
Private creditors ,. , 79 253
Foreign direct investment .. .. 98 81
Portfolio equity .. 0 0 E

World Bank program 255
Commitments .. .. 128 120 A -IBRD E -Bilateral
Disbursements .. .. 1 50 B - IDA D -Other multilateral F -Private
Principal repayments .. .. 29 20 C - GM G -Short-term
Net flows .. . -28 29
Interest payments .. . 8 7
Net transfers .. .. -36 22

World Bank International Economics Department, September 1996
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T he Dominican Republic, with 7.6 million people An attempt to reform economic policies in the mid-
crowding a mountainous area of only 49,000 1980s was abandoned in the aftermath of disturbances
square kilometers, is one of the more densely that accompanied a large devaluation and reduction of

populated countries in the Caribbean. Although about subsidies. The government reverted to expansionary
45 percent of the population still resides in the country- fiscal and monetary policies, repression of the foreign
side, rural to urban migration is very rapid. The country exchange market, accumulation of arrears, and money
suffers from widespread poverty and a highly unequal creation in an attempt to engineer a recovery.
distribution of wealth, in large part the result of perva- This approach continued with stops and starts until it
sive state interventions in the price and property systems culminated in a severe crisis. In 1990 capital flight
that have sharply segmented the Dominican economy reached 6.5 percent of GDP, inflation skyrocketed to
and prevented it from adjusting efficiently to external 100 percent, arrears rose to $1.4 billion, and foreign
developments. Persistent efforts to insulate the country creditors suspended disbursements. Scarcities of petro-
from external shocks through counter-cyclical fiscal and leum and foodstuffs reached alarming proportions, elec-
monetary policies, intervention in the foreign exchange tricity production teetered on the brink of collapse, and
market, and excessive foreign borrowing have further six commercial banks and hundreds of informal finan-
exacerbated the costs of the adjustment process. During cial institutions failed. GDP contracted over 5 percent
the past 15 years growth scarcely reached 2 percent a and unemployment approached 25 percent.
year.

Despite a successful stabilization program over the Social Indicators
past several years, the macroeconomic framework is still
fragile due to a weak tax base and severe mnicroeconomic The protracted stagnation of economic activity, coupled
distortions. Average effective protection is very high, with a reduction in real social spending and a pro-
while price controls and quotas still affect key com- nounced deterioration in basic services, exacerbated
modities. The state remains heavily involved in the poverty and arrested a long-term trend of improving
economy: it maintains extensive holdings in manufac- social conditions. It also led to a marked acceleration of
turing and banking, and owns close to halfthe country's emigration. Over 1980-90 real income per capita de-
arable. The state power company is one of the most clined 19 percent, while the average real minimum wage
inefficient in the world, and problems in water supply dropped 38.5 percent. In 1989 about one-quarter of
and sewerage have led to a disturbing rise in waterborne Dominicans were living in poverty, compared to about
disease. 19 percent only three years earlier. Infant and child

Nevertheless, substantial progress has been made in mortality are high, and from 30 to 40 percent of children
several areas. Tourism and free trade zones have been under 6 years of age suffer from moderate or severe
insulated from the distortions that affect the rest of the malnutrition. Maternal mortality is among the highest in
economy and have flourished, while the non-enclave the region, and during the past decade, the prevalence of
sectors have stagnated. In banking, the government has waterborne disease increased markedly.
strengthened prudential norms and is moving to increase
central bank autonomy. The government is committed,
moreover, to restructuring the power sector through
significant privatization. Over the past 18 months the In August 1990 the government undertook a New Eco-
authorities have redoubled their stabilization efforts fol- nomic Program that combined stringent stabilization
lowing some slippage during the electoral period in measures and unification of the foreign exchange mar-
1994. Although these advances suggest the direction in ket with financial system, trade, pricing and tax reforms.
which future development efforts should move, the out- The government designed and initiated the program
look is not without challenges. without external financial support. The program was a
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spectacular success: following annualized inflation of somewhat to 4.3 percent, due to a mini-boom in import
240 percent in the last quarter of 1990, the price level substitutes and non-tradeables broughton by expansion-
stabilized in January 1991 and actually fell during the ary policies.
second quarter. Price rationalization promptly elimi- During 1995, however, the government's stringent
nated shortages, and eased the electricity crisis. This stabilization program largely redressed the macroe-
measure, together with a reduction in state investment conomic imbalances spawned in connection with the
and higher tax collections, turned the large deficit into 1994 elections, although further progress in policy re-
a cash surplus, eliminating the excess supply of net forms was slight except for passage of liberalized for-
domestic assets and stabilizing the exchange rate. Inter- eign investment legislation. The overall position of the
est rate controls were removed, legal reserve require- consolidated public sector (after grants and including
ments unified, and administrative credit allocation central bank losses) is estimated to have improved to a
discontinued. These measures reversed capital flight surplus of 0.5 percent ofGDP in 1995 as capital outlays
and the economy expanded 8 percent in 1992. In 1991 were reduced by 3 percentage points of GDP. This
the Dominican Republic eliminated its arrears to the strong performance enabled the central bank to imple-
international financial institutions, and in 1992 it rene- ment a tight monetary policy without unduly restricting
gotiated its Paris Club debt and repurchased about 10 private sector activity. Interest rates fell and the gap
percent of its foreign debt. between the official exchange rate and the market rate-

which widened to more than 10 percent during the last

Recent Economic Developments quarter of 1994-stabilized below 3 percent at the end
of 1995.

In 1993 inflation was less than 3 percent, growth pro- Theaveragetaxon importswasreducedastheimport
ceeded at a more moderate pace (3.5 percent), and the surcharge was allowed to lapse. Public sector savings
current account deficit declined sharply. In the run-up deteriorated slightly due to the impact of a 30 percent
to the 1994 general elections and during the transition, increase in the public sector minimum wage in May
however, structural reforms stalled, and the government 1995, and a decline in oil tax revenues because the
accelerated investment spending and adopted an accom- devaluation in 1995 was not passed through to the
modating monetary policy. Public sector operations, domestic prices of petroleum products. Central bank
which registered a surplus of 1.3 percent of GDP in losses are estimated to have reached I percent of GDP
1992, generated a deficit of 2.9 percent in 1994, while in 1995. While the expansionary impact of these losses
net external financing to the public sector became nega- was neutralized through the placement of central bank
tive. The government intervened heavily in the foreign bonds in the financial system, this further increased the
exchange market in a failed attempt to absorb excess costs associated with such losses.
liquidity and defend the exchange rate. Foreign reserves Inflation increased to 12.5 percent, while growth
plunged, inflation accelerated to 15 percent, and a gap picked up to 4.8 percent, the current account deficit
of 10 percent emerged between the market and official narrowed to about 0.5 percent of GDP, and international
exchange rates. The govermilent, however, executed a reserves recovered by $120 million, to 1.6 months of
debt and debt service reduction operation with commer- imports.
cial banks, which lowered external debt by $588 mil- At the end of 1995 public and publicly-guaranteed
lion. The $189 million upfront cost of the package, external debt amounted to about $3.7 billion, or about
which was financed withoutexternal support, accounted 30 percent of GDP. Tourism and the free trade zones
for part of the depletion of reserves. continued to register dynamic growth despite a further

In September 1994 the government moved again to appreciation of the peso (7 percent since September
stabilize the economy through a 3 percent devaluation, 1994), while mining continued to recover from a severe
tighter monetary policy, and lower public investment. slump. The economy also benefited from a 14 percent
These measures resulted in a sharp rise in interest rates improvement in the commodity terms of trade. Manu-
and reduced excess liquidity' checking the loss of re- facturing, however, was adversely affected by the wors-
serves and stabilizing the exchange rate. The measures ening financial and technical crisis of the state
are imposing a large cost on the private sector, however, electricity corporation, as energy disruptions became
and will need to be complemented by' measures to curb more and more severe.
government spending. expand the tax base, and unify the
exchange rate. The expansionary fiscal and monetary Medium-Term Prospects
policies, coupled with the sharp contraction in private
investment and loss of confidence, lowered the current The Dominican Republic stands at an economic cross-
account deficit to less than 2 percent of GDP while roads. The performance of the economy during the past
accelerating inflation to 8.3 percent. GDP growth rose 15 years clearly demonstrates both its ability to compete
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effectively in the international market and the inability recent depletion of international reserves, combined
of tourism and the free trade zones alone to revive with restrictive monetary and fiscal policies, has cur-
sustainable growth. Indeed, a renewal of growth in line tailed the scope for expansion of import substitutes and
with the economy's potential hinges on increasing out- non-tradeables. The outlook for sugar remains unfavor-
ward orientation and improving the business climate. able, although coffee and cacao will benefit from higher
During the transition to a more open and private-sec- external prices. Mining is the only traditional activity
tor driven economy, however, the country's me- witharelativelyfavorableoutlook. Itcontractedsharply
dium-term growth prospects will continue to depend over the past decade (from 4.5 to less than 2 percent of
heavily on the dynamism of tourism and the free GDP), due to highly unfavorable nickel prices and de-
trade zones. Tourism is poised to experience further pletion of high grade gold and silver ore. In 1994,
high growth with the opening of the pristine South- however, nickel production jumped 89 percent thanks to
west Coast as a result of the completion of the a turnaround in international prices and is projected to
Barahona International Airport. continue to grow over the medium term. In addition,

The economy has recovered from the 1990-91 reces- newly-installed technology should enable the produc-
sion; as a result, capacity utilization is high, and the tion of gold and silver to reach previous peak levels.
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Dominican Republic at a glance
Latin Lower-

POVERTY and SOCIAL Dominican America middle-
Republic & Carib. income Development diamond*

Population mid-1995 (millions) 7.8 480 1,154 Life expectancy
GNP per capita 1995 (US$) 1,460 3,300 1,700
GNP 1995 (billions US$) 11.4 1,584 1,962

Average annual growth, 1990-95

Population (%) 1.9 1.8 1.4 G /r\
Labor force (%) 2.7 2.4 1.8 per Gross

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 21
Urban population (% of total population) 65 74 56
Life expectancy at birth (years) 71 68 67
Infant mortality (per 1,000 live births) 36 41 36
Child malnutrition (% of children under 5) 10 .. .. Access to safe water
Access to safe water (% of population) 61 81 78
Illiteracy (% of population age 15+) 18 13
Gross primary enrollment (% of school-age population) 97 110 104 -Dominican Republic

Male 95 .. 105 Lower-middle-income group
Female 99 .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 3.6 4.5 10.8 11 6 Openness of economy
Gross domestic investment/GDP 24.5 20.4 24.2 23.0
Exports of goods and non-factor services/GDP 27.7 29.5 25.4 26.0
Gross domestic savings/GDP 22.2 15.1 19.2 20.2
Gross national savings/GDP 20.0 13.4 22.9 23.1

Current account balance/GDP -2.2 -7.0 -2.0 -0.5 Savings - - - Investment
Interest payments/GDP 0.9 3.1 1.8 1.8
Total debt/GDP 18.7 78.0 39.9 36.1
Total debt service/exports 10.4 22.5 19.6 19.8
Present value of debUGDP .. .. 35.1
Present value of debt/exports .. .. 146.9 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Dominican Republic
GOP 3.9 3.5 4.3 4.8Loemdlenc egru
GNP per capita 0.9 2.2 1.9 1.3 Lower-middle-income group
Exports of goods and non-factor services 8.0 8.6 1.8 3.3

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment f%)

(% of GDP) 40

Agriculture 21.5 19.7 14.9 14.7
Industry 31.6 25.8 21.9 21.7 20

Manufacturing 20.9 13.6 14.7 14.6
Services 46.9 54.5 63.2 63.6 0 .

Private consumption 71.6 76.9 74.7 73.3 20
General government consumption 6.2 8.0 6.1 6.5
Imports of goods and non-factor services 30.0 34.8 30.4 28.8 -GDI -- GDP

1975-84 1985-95 1994 1995 Growth r of ei
(average annual growth) Growth rates of exports and imports
Agriculture 3.7 0.6 7.1 6.6 75

Industry 2.9 1.6 4.1 1.1
Manufacturing 3.1 1.9 2.9 -0.7 s-

Services 4.6 5.4 3.8 6.2 25

Private consumption 3.6 1.7 16.2 3.2 o ' 7
General government consumption 12.0 -0.2 -24.9 -1.5 91 92 93 94 95
Gross domestic investment 0.0 3.6 -8.4 0.0 -25 
Imports of goods and non-factor services 5.3 3.9 10.9 2.2 -Exports -Imports
Gross national product 3.3 4.2 4.2 2.4

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average, If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 75

(% change) .
Consumer prices 14.5 37.5 8.3 12.5153
Implicit GDP deflator 17.4 38.8 8.3 12.0

Government finance 25

(% of GDP)
Current revenue .. .. 15.9 16.4 o
Current budget balance 7.5 7.3 90 91 92 93 94 95
Overall surplus/deficit .. .. -3.6 -0.2 -GDP def. 6-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. 738 644 754 3000

Sugar .. 159 148 175
Gold . 104 4 6
Manufactures . .. 0 0 2.990

Total imports (cif) .. 1,286 2,593 2,800
Food .. 48 16 19
Fuel and energy .. 507 466 489 1 0001

Capital goods .. 217 514 532 1

Export price index (1987=100) .. .. ..
Terms of trade (1987=100) .. .. .LEx ns mimporis

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factorservices 1,010 1,323 2,752 3,244 ° 90 |9 

Imports of goods and non-factor services 1,009 1,560 3,285 3,623 l l 2
Resource balance 1 -238 -533 -379 -

Net factor income -113 -319 -149 -163
Net current transfers 34 242 469 485 J4

Current account balance,
( before official transfers) -78 -315 -213 -58

Financing items (net) 71 405 -256 177 -6

Changes in net reserves 7 -90 470 9119
Memo: I

Reserves including gold (mill. US$) 125 346 813 702
Conversion rate (local/US$) 1.0 3.1 12.7 13.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composhtlon of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed 673 3,502 4,293 4,171

IBRD 20 152 276 282 G A B
IDA 8 21 18 17 404 282 17 C

Total debt service 108 302 504 54054 61
tBRD 4 22 56 60 8
IDA 0 0 1 1 FD

Composition of net resource flows l 652
Official grants 9 97 39 42
Official creditors 34 150 -53 -85
Private creditors 61 17 -107 -40
Foreign direct investment 64 36 220 157
Portfolio equity 0 0 0 0 E

World Bank program 1828
Commitments 8 42 332 28 A -IBRD E -Bilateral
Disbursements 3 17 33 36 B- IDA D -Other multilateral F -Private
Principal repayments 2 10 37 41 C -IMF G -Short-term

Net flows 0 7 -4 -5
Interest payments 2 12 20 21
Net transfers -1 -5 -24 -26

World Bank International Economics Department, September 1996
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E cuador is characterized by great geographical, agencies were targeted for restructuring or elimination.
economic and ethnic diversity. The Andean The sucre was devalued over 30 percent to restore export
highlands and with the capital city of Quito have competitiveness and replenish foreign exchange re-

large populations of mestizos and Indians, and economic serves.
activity is dominated by small-scale farming and serv- The government has taken several further steps to
ices. The coastal area, and its major port city of reform and modernize the economy and has obtained
Guayaquil, have thrived on commerce and exports. Fi- congressional approval for important new laws. The
nally, the sparsely populated Amazon region contains cornerstone of the legal program is the Modernization
most of the country's main natural resource, petroleum. of the State Law, which provides the legal framework
Ecuador's population of I I million is essentially divided for fundamental public sector reforms, including per-
among the coastal and highland regions. sonnel reductions, decentralization of public sector ac-

Ecuador has long democratic traditions, with the tivities, and private participation (through concessions
government dominated alternately by powerful groups or privatization) in sectors previously reserved for the
from the country's two main regions. After abriefperiod public sector. Other reforms included a comprehensive
of military rule, democracy was restored in 1979, under budget law, which established important instruments to
a constitution that severely limits the terms of elected control expenditures, improve economic management,
officials. Considerable political fragmentation and di- reduce earmarking, and restructure public sector ac-
visiveness make the pursuit of long-term policies diffi- counting and control. The Capital Markets Law and
cult. Financial Institutions Law should improve financial

Ecuador's economic performance has been disap- intermediation, and the Hydrocarbons Law promotes
pointing since the onset of the debt crisis in 1982 when private participation in the sector and liberalizes the
the economy suffered a series of adverse shocks, includ- trade and domestic prices of derivatives, while the Tax
ing periods of declining world oil prices. Despite several Reform Law and Customs Law simplified procedures
attempts at stabilization and structural reform in the and improved enforcement.
1980s inflation rose to 85 percent in 1985, saving and The government also has reduced the public sector
investment rates declined to less than 20 percent of payroll by 35,000-more than 10 percent-and has be-
GDP, real per capita income fell, and Ecuador stopped gun contracting previously public services to the private
fully servicing its external debt to commercial bank sector. and has embarked on a program of public enter-
creditors. Failure to re-establish sustainable economic prise divestiture and deregulation.
growth and the government's inability to meet the basic Ecuador for several years has been steadily opening
needs of the population has led to stagnant living stand- its economy to external competition. Tariffs range from
ards and to a deterioration in public services. 5 to 20 percent (with the exception of a 37 percent tariff

The government that took office in July 1992 ran on for automobiles), with an average of I I percent. Ecua-
a platform of reducing inflation, modernizing the econ- dor recently joined the World Trade Organization and
omy, promoting private sector expansion, and renegoti- established a free trade agreement with Colombia,
ating Ecuador's external debt. It took office in the midst Venezuela, and Bolivia. The rules for foreign invest-
of rising inflation and interest rates, declining foreign ment (including profit repatriation) were greatly simpli-
exchange reserves, and worsening fiscal and external fied and foreign investors now enjoy equal tax treatment
imbalances. Shortly thereafter, the government intro- with domestic investors.
duced a package of stabilization measures that included Ecuador has introduced programs to alleviate the
sharp increases in the domestic prices of petroleum impact of its stabilization and reform measures on the
derivatives to bring them roughly to international levels poor. It has maintained subsidies for small users of
and in electricity tariffs. Public expenditures were also electricity, expanded nutrition programs, approved sal-
cut, public employment was frozen, and several public ary adjustments, and accelerated basic infrastructure
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projects. The government established a Social Emer- external private capital flows. These developments con-
gency Investment Fund to finance community initia- tinued to place pressure on the exchange rate, even after
tives through a decentralized and participatory process. the authorities made a small adjustment to the exchange

rate band in late 1995. Nevertheless, monetary policy in
Recent Economic Developments 1995 has to led a continued reduction of inflation to 22

percent. In the presence of continued pressures, the
The stabilization and reform programs initially yielded government in early 1996 announced a program of loan
important results. The public sector deficit (including rescheduling for the private sector and began to provide
the quasi-fiscal deficit) was reduced to 0.4 percent in more liquidity to the financial system.
1994, after having reached a 7 percent by GDP in 1992 Ecuador's economy has been affected since 1994 by
prior to the introduction of the stabilization measures. declines in the price of oil and adverse developments in
Foreign exchange reserves recovered sharply. Inflation Ecuador's other two most important exports, bananas
decreased from 60 percent in 1992 to 27 percent in 1994. and shrimp. The current account deficit widened and is
Interest rates, which are fully liberalized, declined with now about 4.9 percent of GDP, partly also due to in-
inflation. The government also lowered reserve require- creased imports. Deficits in the current account have
ments and began using open market operations to man- been compensated by more than enough financing,
age the money supply, which increased by which allowed Ecuador to continue accumulating for-
approximately 40 percent in 1994. The authorities lib- eign exchange reserves. Despite the adverse shocks to
eralized the official exchange rate by linking it to the exports and the magnitude of recent adjustment policies,
market-determined financial rate within a pre-an- the investment rate has remained at its recent historical
nounced crawling peg band consistent with the govern- level of near 20 percent of GDP, and the growth of
ment's inflation targets. non-traditional exports has remained strong, averaging

In 1995. however, macroeconomic policy in Ecuador in excess of 20 percent a year over the last four years.
came under considerable pressure. The border conflict The government has achieved modest results from its
with Peru early in the year led to increases in fiscal privatization program. In 1994 it sold full control in a
expenditures. A drought-induced electricity crisis had a number of medium public enterprises and awarded the
sharp negative effect on economic activity. A political winning bids for the development of new petroleum
crisis that eventually led to the resignation of the vice- exploration areas. It also granted private concessions for
president-who led the economic team-weakened several public services, particularly in transport. In 1995
confidence and increased pressures on the exchange and the government privatized the national airline, and con-
interest rates. While the authorities responded promptly gress passed legislation to enable the privatization ofthe
and managed well the impact of the border conflict by state telephone company.
curtailing non-essential expenditures and preserving Accomplishments in improving conditions of the
relative exchange rate stability, the cumulative effects poorest have fallen short of expectations. Per capita
of the other developments led to a deterioration in GDP growth has been very low, especially as a result of
macroeconomic conditions over the year. Economic ac- continued high population growth. While real expendi-
tivity slowed, with preliminary data indicating that eco- tures in social programs have not experienced the reduc-
nomic growth for 1995 was close to 2.5 percent. Prudent tions that took place in the 1980s, efficiency gains in the
fiscal management became more difficult, and the pro- use of resources have suffered from a lack of sector
jected budget deficit for the year rose to 2.4 percent of reform. As a result, generally underfunded government
GDP. programs continue to be mostly untargeted, fail to reach

The difficulties in 1995 put pressure on several sec- the poorest, and there is some preliminary evidence that
tors of the economy, particularly the financial sector. income distribution during the 1990s has worsened.
The sharp rise in nominal interest rates during the border
conflict placed considerable strain on borrowers and Medium-Term Prospects
financial institutions. Although nominal interest rates
have returned to more normal levels, real interest rates Ecuador's most important challenge to achieve sus-
remain high and a number of enterprises are having tained non-inflationary economic growth that will en-
difficulties servicing their bank debts, especially after a sure rising living standards for its growing population
slowdown inthegrowthofcreditlimitedtherefinancing (2.1 percent per year). Achieving sustained economic
of bank loans. Credit growth, which had been partly growth of around 5 percent a year will require sound
responsible for the improvement in economic activity macroeconomic policies, concerted structural reforms,
during the first two years of the administration, slowed a favorable international environment, and support from
in late 1995, in part because uncertainty over Ecuador's the international financial community. Possible factors
political and economic situation led to a decline in that might is constrain future growth are the availability
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of domestic and foreign savings for productive invest- mercial creditors. The agreement, which was signed in
ment, the lack of policy continuity, factor market rigidi- September 1994 and completed in February 1995,
ties, and failure to address deep seated social problems. should help establish the basis for greater foreign invest-

The most promising sectors of the economy in the ment and higher economic growth. The agreement cov-
near future are still those linked to oil production, agri- ered all eligible existing commercial bank debts ($4.5
culture, and natural resources. Increased oil production billion) and past due interest of about $2.5 billion.
and higher levels of foreign investment, associated with Fifty-two percent of the existing principal was ex-
the planned expansion of the petroleum sector, should changed for discount bonds (45 percent discount) pay-
contribute significantly to economic growth. However, ing full interest, and the remainder for par bonds paying
the requirement for imported capital during this expan- below-market interest. Both types of bonds have bullet
sion will lead to a rise in the current account deficit for principal payments due in 30 years and are backed by
the next few years. In agriculture, there is still substan- zero coupon United States Treasury bonds. Past due
tial room for agricultural expansion, particularly in non- interest was exchanged at par for non-collateralized
traditional products and processed foods. Ecuador has 20-year bonds with a 10-year grace period, paying inter-
begun to tap its potentially vast mineral resources and est of LIBOR plus 13/16th.
to develop its forestry sector. Tourism could grow, given However, even with the reduction of its commercial
Ecuador's natural attractions, but this will require care- bank debt stock, Ecuador still has one of the largest per
ful management of the areas potentially attractive to capita external debt levels in Latin America. At the end
tourists to avoid environmental degradation. of 1995 its medium- and long- term debt, including

arrears, stood at $13.8 billion. Under current projec-

External Debt tions, interest payments on all long-term debt over the
next few years will claim less than 4.0 percent of GDP

One of the government's most important accomplish- or 16 percent of exports. In June 1994 there was a Paris
ments has been the successful conclusion of a debt and Club rescheduling of the country's precut-off debts fall-
debt service reduction agreement with its external com- ing due in 1993-94.
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Ecuador at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Ecuador & Carib. income Development dlamond'

Population mid-1 995 (millions) 11.5 480 1,154 Life expectancy
GNP per capita 1995 (US$) 1,390 3,300 1,700
GNP 1995 (billions US$) 16.0 1,584 1,962 T
Average annual growth, 1990-95

Population (%) 2.2 1.8 1.4 GNP Gross
Labor force (%) 3.1 2.4 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 35
Urban population (% of total population) 58 74 56
Life expectancy at birth (years) 69 68 67 1
Infant mortality (per 1,000 live births) 36 41 36
Child malnutrition (% of children under 5) 45 .. .. Access to safe water
Access to safe water (% of population) 64 81 78
Illiteracy (% of population age 15+) 10 13
Gross primary enrollment (% of school-age population) 123 110 104 Ecuador

Male 124 .. 105 -Lower-middle-income group
Female 122 .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (billions US$) 4.3 12.1 16.9 18.0 Openness of economy
Gross domestic investment/GDP 26.7 18.2 19.0 18.7 O
Exports of goods and non-factor services/GDP 26.2 26.8 26.7 28.8
Gross domestic savings/GDP 20.3 24.1 22.0 20.7
Gross national savings/GDP 18.3 16.7 15.1 14.5

Current account balance/GDP -5.5 0.0 -4.0 -4.6 Savings Investment
Interest payments/GDP 0.7 6.1 2.4 3.6
Total debt/GDP 21.0 71.7 88.5 79.8
Total debt service/exports 8.5 33.0 21.8 23.7
Present value of debt/GDP .. .. 77.5
Present value of debt/exports .. .. 289.7 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Ecuador
GDP 4.2 3.0 4.3 2.3 -midde-income group
GNP per capita 0.6 1.2 0.9 0.6
Exports of goods and non-factor services 1.6 6.9 8.7 5.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 | Growth rates of output and investment (%)

(% of GDP) 3

Agriculture 17.9 13.3 12.6 12.6 3T
Industry 33.9 40.7 39.2 38.4 15

Manufacturing 16.0 18.9 22.9 22.2 o
Services 48.2 46.0 48.2 49.0 91 92 93 94 95

-is
Private consumption 65.2 64.5 68.6 66.7 30

General government consumption 14.5 11.5 9.4 12.6 -GD1 -GDP
Imports of goods and non-factor services 32.7 20.9 23.7 26.8

1975-84 1985-95 1994 1995 Growth rates of exports and imports %)
(average annual growth) F,.hrtso xot n mot
Agriculture 1.4 4.0 3.9 3.2 20 -

Industry 5.0 2.2 7.0 2.4
Manufacturing 6.0 1.5 4.4 2.2 la

Services 4.5 3.2 2.6 1.9

Private consumption 5.1 2.3 3.1 2.2 ° '( 9', 9,2 93 94 95

General govemment consumption 4.0 -0.8 0.0 1.9
Gross domestic investment -0.4 1.7 6.9 6.5 .10
Imports of goods and non-factor services -0.2 3.3 6.0 9.8 -Exports - Imports
Gross national product 3.4 3.6 3.7 2.8

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 90
(% change)
Consumer prices 15.4 28.0 27.3 22.9 60
Implicit GDP deflator 10.3 31.0 27.8 23.2 40

Government finance 20
(% of GDP)
Current revenue .. 26.8 21.2 22.7 o
Current budget balance .. 6.6 3.1 1.4 90 91 92 93 94 95

Overall surplus/deficit .. 1.6 -0.2 -2.4 -GDP def. CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and import levels (miil. USS)

Total exports (fob) . 2,905 3,844 4,362 s.00o
Fuel .. 1,927 1,305 1,530
Bananas .. 220 708 845 4.000

Manufactures 158 566 688 3000_
Total imports (fob) .. 1,766 3,209 3,777

Food .. 94 326 394 2,060
Fuel and energy .. 198 67 202
Capital goods .. 526 1,233 1,306 I 060

Exportpriceindex (1987=100) 113 110 115
lmportpriceindex(1987=100) .. 89 117 122 89 90 91 92 93 94
Terms of trade (1987=100) . 128 94 94 EExports [limports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio

(millions US$)
Exports of goods and non-factor services 1,110 3,302 4,641 5,298 0 I F 2 1 I I9I
Imports of goods and non-factor services 1,295 2,247 4,594 5,525 8 99 90 91 93 2 95

Resource balance -185 1,055 47 -227 .2

Net factor income -67 -1,059 -872 -826
Net current transfers 13 0 145 231 -4+ L | |L 

Current account balance, L
before official transfers -239 -4 -680 -822

Financing items (net) 175 104 1,138 667 I V-'
Changes in net reserves 64 -100 -458 155 1

Memo:

Reserves including gold (mil. US$) 307 854 1,712 1,557
Conversion rate (local/US$) 25.0 69.6 2,196.7 2,564.5

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Compositlon of total debt, 1995 (mill. USS$
Total debt outstanding and disbursed 907 8,703 14,954 14,366 A

IBRD 43 269 830 1,082 G 10B2 26 C

IDA 28 35 28 26 2015 2 179 C

Total debt service 96 1,098 986 1,234 D
IBRD 6 47 153 167 1652
IDA 0 1 1 1

Composition of net resource flows
Oificial grants 3 25 46 40 E
Official creditors 45 184 71 431 2503

Private creditors 196 201 170 -28
Foreign direct investment 95 62 531 400
Portfolio equity 0 0 4 3 6909

World Bank program
Commitments 4 0 2,095 312 A- IBRD E -Bilateral
Disbursements 17 40 112 321 B-IDA D- Other multilateral F -Private
Principal repayments 4 25 95 99 c -IMF G -Short-term

Net flows 13 15 17 222
Interest payments 3 22 59 69
Net transfers 10 -8 -42 153

World Bank International Economics Department, September 1996
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Arab Republic of Egypt

E gypt has the largest population and the second triggering a substantial reduction in capital inflows and
largest economy in the Arab Middle East. Its an accumulation of arrears, and making apparent a
population of 60 million is crowded into the Nile heavy external debt overhang. While growth was im-

Delta and valley and growing about 2 percent a year. pressive at around 8.5 percent a year during most of the
About 46 percent of the population lives in cities, with 1970s and the first half of the 1980s, it slowed consid-
one of the highest densities in the developing world. erably thereafter to about 2.5 percent. Inflation acceler-
Since 1960 life expectancy at birth has increased from ated to over 20 percent a year. Furthermore the open
41 to 61 years, reflecting a dramatic decline in child unemployment rate rose rapidly from about 5 percent in
death rates from 34 to II per 1,000 and an increase in the mid-1970s, and is now above 10 percent.
average daily caloric intakes from 88 to nearly 130
percent of minimum requirements. Services, including Economic Reform and Structural Adjustment
public administration, remains Egypt's most important
economic sector; its share in GDP in fiscal 1995 is Egypt's short-term development agenda derives from its
estimated at 54 percent. Next in importance is industry, immediate need to accelerate growth and reduce unem-
including petroleum and gas, which accounts for 29 ployment, while its medium-term objectives seek to
percent of GDP; the share of agriculture is about 16 achieve the maximum sustainable long-term growth and
percent. While less than 3 percent of Egypt's land is employment creation, improve living standards, and
arable, it is exceptionally productive and has the poten- reduce poverty.
tial for three crops a year. Per capita GNP, which The government undertook a comprehensive eco-
doubled between 1974 and 1985, declined from an av- nomic reform and structural adjustment program from
erage of $750 in 1985 to $630 in 1993 and an estimated 1990 to mid-1993. The program entails a shift from a
$790 in 1995. centrally planned economy with a relatively small pri-

Egypt long pursued a public-sector-led and inward- vate sector to a decentralized, market-based and out-
lookingdevelopmentstrategy basedoncentralizedown- ward-oriented economy, in which the private sector
ership and a command economy. As a result, public would play the leading role. The initial phase involved
enterprises and economic entities have played a domi- removing many ofthe distortions in the price system and
nant role and account for one of the largest shares of some key impediments to trade and investment, and was
gross output and employment among the developing supported by the IMF and World Bank, and agreements
countries. Almost half of total GDP and two-thirds of with Paris Club creditors.
nonagricultural GDP are still produced by the public A second phase of program began in 1993 and fo-
sector; in industry and mining (including petroleum and cuses on macroeconomic stability and real and financial
electricity), the public sector's share of GDP is more sector reforms. The main aims of the government are to
than 60 percent. The public enterprise sector alone em- consolidate the gains made during the first phase and
ploys some 8 percent of the labor force. While Egypt's deepen the structural reforms to induce a strong and
Open Door Policy, initiated in 1974, partially liberalized sustainable supply-side response from the private sec-
the economy, its development strategy continued to be tor.
based on import substitution, while exports of manufac- Although the stabilization program has been success-
tures (excluding textiles and clothing) remained virtu- ful in achieving its immediate goals, inconsistency re-
ally stagnant. mains on monetary, interest rate, and exchange rate

During the 1980s the economy did not adjust to the policies, and further fiscal adjustment is needed to con-
external shocks of declining oil prices and rising interest solidate the program. Despite these reforms and substan-
rates, which led to massive fiscal and current account tial external debt relief, private sector investment-as in
deficits and unsustainable debt accumulation. By the a number of other reforming developing countries-re-
mid-1980s Egypt was no longer able to service its debts, mained weak in the early part of the reform program,
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and growth has been slow. Hesitancy in implementing ity, which was held to 11 percent in fiscal 1995. The
major structural reforms aggravated this problem by performance criterion on net domestic assets of the
undermining the program's credibility. Central Bank of Egypt was met with a substantial mar-

A major front-loaded fiscal adjustment has been at gin at end-December 1995, and the growth of domestic
the center of Egypt's economic reform program. The liquidity was on track. The government's reduced re-
large correction includes an increase in central govern- course to domestic borrowing, coupled with the decline
menttax and non-tax revenues, lowertransfers to public in inflationary pressures, has contributed to a fall in
authorities and enterprises, and reducing government interest rates to 10.2 percent on 3-month treasury bills.
investment levels from very high initial levels. How- The government's investment levels and their sec-
ever,currentnon-interestexpendituresremainveryhigh toral allocations for fiscal 1994 and 1995-about 7
at 20 percent of GDP, as wages, salaries and pensions percent of GDP-are consistent with both the macroe-
have increased over the last five years. conomic framework and the main objectives of the

Tax reforms aim to lower dependence on interna- public investment reform program. Investments priority
tional trade while increasing revenues from domestic is being given to basic education, preventive health care,
taxes and improving transparency in the tax system. In and infrastructure.
December 1993 the parliament enacted a Global Income The government has freed the prices of almost all
Tax law that replaced four schedular taxes and a com- industrial products and has presented legislation to par-
plementary general income tax by reducing the top liament to completely deregulate the cotton subsector.
marginal tax rate from 65 percent to 48 percent and All subsidies for fertilizers and pesticides were elimi-
applying a single rate structure to most sources of in- nated in the fiscal 1994 budget. However, these impor-
come. The law specifies important exemptions, includ- tant adjustment measures, including the liberalization of
ing corporate dividends (to avoid double taxation), and cotton prices and trade, have been reversed recently, and
higher personal exemptions that will benefit low-in- government procurement provisions and subsidies to
come groups. The renewal of tax holidays was discon- sugar mills remain in place. The recent adoption of a
tinued in July 1993, and the government is reviewing new housing law is expected to partially remove rent
the corporate income tax and investment incentives. A controls. In addition, railway fares, and electricity, pe-
draft Unified Corporate Law would provide significant troleum-based products, and natural gas prices have
investment incentives to the private sector. In July 1993 been raised, although they remain still considerably
the government announced a program to introduce a full below economic costs.
retail level value-added tax by July 1995; while this is The government has removed almost all non-tariff
yet to be effectively adopted, the government has under- barriers. It has reduced the range of import tariffs to 5
taken improvements in the present general sales tax. to 70 percent, while tariff preferences and exceptions to

The fiscal adjustment was accompanied by financial the maximum tariff have largely been eliminated. While
liberalization. The government removed the nominal it intended to cut the maximum tariff rate to 60 percent
ceilings on interest rates, began phasing out the system by end-1994 and to 50 percent by end-1995, there has
of administrative credit allocation, using treasury bill been a lag in achieving these targets because of domestic
auctions to manage liquidity-indirectly providing a opposition and other problems. Tariffs on nearly all
reference interest rate to the financial markets- and capital goods have been eliminated. The remaining few
dismantled foreign exchange controls and unified the restrictions on exports have practically been abolished.
foreign exchange system, thereby allowing unrestricted Administrative procedures for exports are being stream-
international capital mobility. This initially resulted in lined, which is expected to produce savings of about 10
a 35 percent devaluation of the Egyptian pound against percent of export prices. User surcharges at 2 to 5
the dollar. The exchange rate, however, quickly stabi- percent of imports still exist, even though the govern-
lized. Financial liberalization was supported by a series ment agreed to remove these by June 1994.
of other reforms to strengthen the solvency and effi- Removing bureaucratic obstacles, which impede the
ciency of the banking and securities markets, including entry and operation of private entrepreneurs, leads the
the recapitalization of public banks. government's reform agenda. All investment licensing

The government has limited the growth of total ex- approvals for industry and non-industrial companies
penditure by curtailing subsidies and transfers and hold- have become automatic except for a rcgative list re-
ing investment outlays to the targeted level of about 7 quired for security, health and environmental considera-
percent of GDP; it has increased resources for operation tions. Approval requirements for business expansions,
and maintenance across sectors within the overall budg- changes in product mix, and new products have been
etary targets. removed, and bans on private placement services and

The government continued to pursue a monetary job advertising discontinued. The government has
policy designed to limit the growth of domestic liquid- streamlined overlapping regulatory jurisdictions, and
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private sector participation in the distribution of certain The government is also reforming Egypt's social
products is now allowed. Decrees issued by governo- security and private pension systems, with an aim to
rates for investment approvals and related procedures ensure the proper funding of the system. By investing
were streamlined in May 1994. The legal requirements the reserves through financial intermediaries, the returns
for establishing companies and provisions governing on assets will be safeguarded and increased, and by
changing plant locations and exit simplified. improving the linkages between benefits and contribu-

The public enterprise sector has been reorganized tions, labor market distortions will be reduced.
into 17 diversified, financially autonomous, holding
companies that were then cut off from the fiscal budget Social Sector Reforms
in terms of investment financing and public credit guar-
antees. The objective is to subject the enterprises to free Reforms in human resources development, poverty al-
market conditions, and privatizea large numberofthem. leviation and the social safety net aim to overhaul the
To improve efficiency, the government and the holding tools with which poverty can be reduced and raise the
companies agree each year on profit and return targets. level of human development in Egypt. To achieve these
Restructuring/exit programs for nonviable public enter- objectives by the year 2000 the government has set itself
prises are in the early stages of implementation. three broad goals for social sector development: univer-

In February 1996 the government announced an am- sal basic human services in education and health (includ-
bitious privatization program. So far, efforts have re- ing strong family planning programs); an education
sulted in the privatization of seven or eight companies. system providing students with market relevant skills,
However, the government still controls two-thirds ofthe and measures to improve the operation of the labor
manufacturing sector, and the expected gains in produc- markets and strengthen the social safety net.
tivity, that commercial competition and new manage- The education system is not supplying the labor mar-
ment could foster have not yet materialized. ket with people who have a good basic education, and

Egypt is replacing regulations that served to control half the labor force is illiterate. A new element during
the activities of financial institutions with a regime this period may be an increase in labor movement within
based on international standards of prudential regula- the public enterprises and from the public to the private
tion. Regulations that discriminate against private banks sector under the enterprise reform and privatization pro-
or insurance companies have been removed, and bank grams.
fees and charges liberalized. To strengthen the solvency Improvements in social indicators require public ex-
and efficiency of banking, the government has recapi- penditure reallocations in favor of primary level serv-
talized the four public sector banks and increased mini- ices, notably in under-served rural areas, and more
mum capital requirements along the lines of the Basle effective expenditures overall. In fiscal 1995 education
guidelines. It has limited foreign exchange exposure and and health were 15 percent of the government's recur-
the ratio between assets and liabilities denominated in rent budget and had not kept pace with population
foreign currency; restricted single customer exposure to growth. The Third Five Year Plan through 1996 in-
30 percent ofcapital. The government has issued stricter creases investments in education and health from 5.5
loan classification and provisioning criteria, allowed percent under the previous plan to 13.2 percent. 15
foreign bank branches to operate in domestic currency, percent recurrent budget, 13.2 percent capital (invest-
and approved the legal basis for a deposit insurance ment) budget.
scheme. A new Securities Market Law, and executive To minimize the negative impact of the reform meas-
regulations, enacted by parliament provides the basis for ures on the poor, a Social Fund for Development was
a more transparent and efficient stock exchanges; par- established in March 1991. The $600 million fund sup-
liament is considering reforming the Insurance law to ports a set ofcore programs, comprising numerous small
improve competition and prudential regulation. subprojects that address the pressing needs of selected

Privatization of banks and insurance companies has target population groups-such as displaced public en-
also begun, although it is behind schedule. Alljoint-ven- terprise workers, households headed by females, and
ture banks and insurance companies are targeted to be unskilled and semi-skilled unemployed workers. In the
privatized through the sale of publicly held shares; in medium term the program aims to strengthen the gov-
addition, a major public sector bank and a public sector ernment's capacity to design and monitor poverty alle-
insurance company are targeted to be privatized, with a viation and social safety net programs. Core programs
second publicly owned insurance company brought to include providing essential municipal services, improv-
the point of sale by the end of the program. Wholly ing public transport for the poor, community, institu-
owned private insurance companies were authorized for tional, and enterprise development activities, and labor
the first time. mobility enhancement. An estimated 6 million people

have benefited directly from social fund subprojects,
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and the program has created about 100,000 permanent Sluggish growth output is due in part to the fiscal and
and 23,000 temporary job opportunities. Women have monetary contraction needed to stabilize the economy;
benefited significantly either as direct or indirect bene- adjustment programs often lead to an initial downturn
ficiaries. The one program that is delayed is labor mo- in economic activity, reversed later by the expansion of
bility, whose progress is tightly linked to the public private investment and exports in response to the struc-
enterprise reform and privatization program. The gov- tural reforms. However, the persistently weak perform-
emnment has also strengthened its two employment-gen- ance of investment and exports in Egypt reflects less
erating and income-support programs. than optimal progress of structural reforms in the tax,

As it removes universal consumer subsidies, the gov- trade, public enterprise, and regulatory areas, which
emnment intends to strengthen the social safety net for continues to provide a poor incentive framework and
the poor not able to work. In each of the last three years, undermines the credibility of the reform effort. Growth
the government has raised benefit levels under two cash is projected to increase to about 3 percent in fiscal 1997,
transfer programs. However, benefits have continued to due to the current boom in world trade.
decline in real terms and remain inadequate. In spite of Large fiscal adjustment has taken place in the last few
this, there are long waiting lists of eligible beneficiaries. years, reflected in a decline of the deficit of the general
In response, the government is rationalizing its small government from 20 percent of GDP in fiscal 1991 to
assistance schemes and is planning to introduce a new 1.6 percent of GDP in fiscal 1995. The primary (or
assistance program targeted to the poor as part of a non-interest) balance has been corrected even more
comprehensive reform of its social safety net. strongly, from a deficit of 12.8 percent in 1991 to an

estimated surplus of 8.4 percent of GDP in fiscal 1995.

Environment Interest payments on domestic debt decreased from 11.3
percent in fiscal 1994 to 7 percent in fiscal 1995 as a

The government has prepared an environmental action result of declining domestic rates and domestic debt
plan and enacted a Comprehensive Environmental Law. stocks.
The plan formulated an action-oriented program empha- Following the introduction of free capital mobility
sizing the need to strengthen the institutional framework large inflows have increased international reserves to
at the central government and governorate levels. It $18 billion or 12 months of imports of goods and serv-
recommends that extensive technical assistance and ices. To control credit expansion, the government in-
training programs be launched to build adequate capac- itially sterilized money expansion through issuance of
ity within the Egyptian Environmental Affairs Agency, treasury bills. This, together with a shift to domestic
and the new law requires the building of institutional financing of budget deficits, led to an increase in treas-
capabilities at the line ministries and in the governo- ury bill debt from 4 percent of GDP in 1991 to a peak
rates. The government has embarked on a program to of 24 percent in June 1994 (18 percent in June 1995), all
strengthen its institutional framework to improve its of it short-term. The central bank has halted the sterili-
natural resource management and combat environ- zation policy, instead relying on direct policy instru-
mental degradation. ments such as asking banks to hold higher levels of

The environmental plan calls for policy reforms to excess reserves. These bank excess reserves are partly
create a milieu within which market forces can generate held as deposits at the central bank and remunerated at
appropriate incentives for efficient utilization of natural below-market interest rates. The reluctance to let mar-
resources and protection of the environment. ket-based interest rates equilibrate the market reflects

central bank concern that lower interest rate differentials

Recent Economic Developments could lead to a prompt portfolio shift from domestic to
foreign currency and a possible attack on the pound.

Since the beginning ofthe business stabilization in 1990 The stabilization effort succeeded in reducing the
Egypt has witnessed very weak output growth, high and inflation rate from an average 20 percent over 1989-92
rising unemployment-currently estimated at above 10 to 8.3 percent in fiscal 1995. In June 1995 inflation was
percent-and sluggish exports and private investment estimated at 9.9 percent. and seemed under control as
performance. While real GDP growth rose to an esti- monthly annualized rates fell to 6 percent, but since then
mated 2.4 percent in fiscal 1995 (up from 0.5 and 2.0 inflation has steadily decreased, and by December 1995
percent in the two previous years), it remains signifi- the monthly annualized rate was 4.9 percent. The decel-
cantly below the level necessary to allow a reduction in eration of inflation and a stable nominal exchange rate
unemployment: at least 5 percent. Employment, by undoubtedly have encouraged the holding of domestic-
some estimates, has risen at an average annual rate of currency assets.
2.4 percent since fiscal 1991, below the 3 percent esti- The nominal exchange rate was depreciated by 25
mated growth rate of the labor force. percent between June 1990 and March 1991, at the start
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of the stabilization and reforn program. Although for- order of I to 1.5 percent of GDP. In the short term this
mally a floating exchange rate regime is in place, since deficit, would be is covered by aid flows. In the medium
early 1991 the nominal exchange rate has been roughly term, the overall balance of payments is expected to
constant as a result of heavy intervention by the central incur deficits in the range of I to 2 percent of GDP as
bank. At the same time the central bank has attempted exchange rate movements lead to a stock adjustment of
to target monetary aggregates and interest rates, leading international reserves. However, if the government does
to policy conflicts. not accelerate and broaden structural reforms, there is a

The slow decline in inflation combined with the fixed substantial risk that GDP per capita will stagnate, as the
nominal exchange rate against the dollar has led to a lack of international competitiveness may lead to import
mounting real appreciation since the beginning of the constraints, and the inability of the current policy re-
stabilization effort in early 1991. Alternative measures gime to attract foreign and domestic investment could
of the real exchange rate all suggest a deterioration in retard growth prospects.
the price competitiveness of Egypt's exports.

External Debt
Medium-Term Prospects Egypt's external debt to GDP ratio is projected to con-

If the government continues and deepens the second tinue its downward trend, which began in 1991, and
phase of its reform program, growth in real output could decline from 106.7 percent of GDP in fiscal 1993 to 66
rise to between 5 and 6 percent, with the ratio of gross percent by the end of the decade as the level of debt
domestic investment to GDP rising from about 18 per- remains relatively constant at $42 billion. The ratio of
cent in recent years to above 25 percent, primarily due debt service to exports of goods and services (including
to increases in private investment. The current account worker remittances) is projected to decline from 17 per-
(excluding transfers) is expected to show a deficit in the cent in fiscal 1993 to 15 percent over the medium term.
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Arab Republic of Egypt at a glance
M. East Lower-

POVERTY and SOCIAL & North middle-
Egypt Africa Income Development diamond'

Population mid-1995 (millions) 57.7 273 1,154 Life expectancy
GNP per capita 1995 (US$) 790 1,780 1,700
GNP 1995 (billions US$) 45.5 486 1,962

Average annual growth, 1990-95

Population (%) 1.9 2.7 1.4
Labor force (%) 2.9 3.3 1.8 GNP Gross

per primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 45 56 56
Life expectancy at birth (years) 63 66 67
Infant mortality (per 1,000 live births) 50 49 36
Child malnutrition (% of children under 5) 9 .. ,. Access to safe water
Access to safe water (% of population) 84 82 78
Illiteracy (% of population age 15+) 49 39
Gross primary enrollment (% of school-age population) 97 97 104 -Egypt, Arab Rep.

Male 105 104 105 Lower-middle-income group
Female 89 90 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 11.4 34.7 42.9 46.4 Openness of economy
Gross domestic investment/GDP 33.4 26.7 17.5 16.9
Exports of goods and non-factor services/GDP 20.2 19.9 21.7 21.3
Gross domestic savings/GDP 12.3 14.5 5.9 6.0
Gross national savings/GDP 14.1 12.5 16.3 42.7

Current account balance/GDP -21.2 -9.3 -1.2 -2.1 Savings Investment
Interest payments/GDP 0.7 2.6 2.7 2.9
Total debt/GDP 42.3 104.1 77.7 71.7
Total debt service/exports 10.3 25.8 14.6 17.0
Present value of debt/GDP .. .. 51.0
Present value of debt/exports .. .. 140.6 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Egypt, Arab Rep.
GDP 8.8 2.1 2.0 2.4 - e rabdRep.
GNP per capita 5.6 1.2 0.7 0.5 Lower-middle-income group
Exports of goods and non-factor services 3.9 5.6 -7.6 4.2

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP)
Agriculture 29.0 20.0 16.5 16.2 s
Industry 26.9 28.6 33.7 33.8 0

Manufacturing 17.4 13.5 16.7 17.2 99 92 93 94 95

Services 44.1 51.5 49.7 49.9 -5

Prvate consumption 62.9 68.2 80.5 80.6 -o-
General government consumption 24.9 17.2 13.5 13.4
Imports of goods and non-factor services 41.3 32.0 33.3 32.3 GDI -GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%)

Agriculture 2.8 1.0 2.9 3.0 20-

Industry 10.2 -0.7 -0.3 3.0
Manufacturing .. 1.5 -0.6 3.5 10

Services 13.2 4.3 3.1 1.5 o
90 91 <2 \93 3 95

Private consumption 8.5 1.5 2.0 2.3 -10
General govemment consumption 4.0 0.7 3.3 1.3
Gross domestic investment 7.7 -0.7 4.5 1.0 -20

Imports of goods and non-factor services 3.9 0.5 -3.2 2.2 -Exports °Imporls
Gross national product 8.2 3.4 2.5 2.3

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
' The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 30

(% change)
Consumer prices 9.7 12.1 8.2 8.3 1S

Implicit GDP deflator 9.2 9.0 8.2 8.3
0

Government finance \so/ 92 93 94 95
(% of GDP) 159

Current revenue .. 22.2 33.8 33.2
Current budget balance .. -13.7 2.6 3.5
Overall surplus/deficit .. -21.6 -2.5 -1.6 -GDPdef. 0-CPI

TRADE
(millions US$) 1975 1995 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. 3,928 3,065 3,316 15,000

Petroleum .. 2,634 1,499 1,559
Cotton .. 414 45 50
Manufactures .. 446 832 922 10000O

Total imports (cif) .. 10,516 10,716 11,514

Food .. 2,711 2,351 2,561 0

Fuel and energy .. 469 623 685 |U lfilCapital goods .. 2,398 2,804 3,031
Export price index (198 7=100) .. 127 97 100 0 i
Import price index (1987=100) .. 145 103 107 8 90 91 92 93 94 95

Terms oF trade (1987=100) .. 87 94 93 [Exports laImports

BALANCE of PAYMENTS

(millions UtS$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 2,503 6,866 9,319 10,083 10

Imports of goods and non-factor services 5,141 12,606 14,303 15,275
Resource balance -2,638 -5,740 -4,985 -5,192

Net tactor income -244 -991 -625 -824 s

Net current transfers 456 3,522 5,073 5,060

Current account balance,
before official transfers -2,426 -3,209 -536 -956 o 92

Financing items (net) 2,000 3,599 2,508 2,132
Changes in net reserves 426 -390 -1,972 -1,175

Memo:
Reserves including gold (mill. US$) 535 1,587 25,577 26,752
Conversion rate (local/US$) 0.5 1.0 3.4 3.4

EXTERNAL DEBT and RESOURCE FLOWS

(millions US$) 1975 1985 1994 1 Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 4,835 36,102 33,358 33,293

IBRD 14 1,048 1,411 1,320 G A C
IDA 84 802 961 1,035 F 2325 116

Total debt service 305 2,817 2,280 2,791 2082 5
IBRD 1 147 307 313
IDA 1 8 19 21

Composition of net resource flows
Official grants 1,123 734 1,192 1,000
Official creditors 2,169 1,634 426 237
Private creditors 49 560 -260 -263
Foreign direct investment 8 1,178 1,256 525
Portfolio equity 0 0 10 4 E

World Bank program 24364
Commitments 132 59 644 80 A - IBRD E -Bilateral
Disbursements 62 269 199 134 B- IDA D -Other multilateral F -Private

Principal repayments 0 70 203 212 C - IMF G Short-term

Net tlows 62 198 -4 -78
Interest payments 1 84 123 122
Net transfers 61 114 -127 -200

World Bank International Economics Department, September 1996

158



El Salvador

W ith an estimated population of 5.8 million in climate of insecurity that discouraged private invest-
1995 and a land surface of 21,040 square ment. The inward-oriented interventionist policies of
kilometers, El Salvador is one of the most past administrations, including the nationalization ofthe

densely populated countries in the Western Hemisphere. financial and export marketing systems at the beginning
Agriculture is the main source of employment and ex- of the decade, also contributed to the economy's stagna-
ports, with coffee alone accounting for over 40 percent tion.
of merchandise exports in 1995. Per capita GNP for In June 1989 a new administration introduced a far-
1995 is estimated at $1,580. reaching economic stabilization and adjustment pro-

In 1979 El Salvador's social and political tensions gram. Just as the new economic program was being
erupted into civil war between the armed forces and a introduced, the economy was beset by two adverse de-
group of insurgents united under the Farabundo Marti velopments: a sharp drop in coffee prices following the
National Liberation Front. This political and military breakdown of the International Coffee Agreement in
conflict lasted more than 12 years and caused the loss of June 1989, and a major guerrilla offensive in November
approximately 75,000 lives, the displacement of 1989. Despite these shocks, El Salvador's policy makers
500,000 people and spurred the migration of another I persevered with their economic reform program, which
million. Over 1980-90 the damage caused to physical, was supported by the World Bank and IMF.
productive and social infrastructure exceeded $1.5 bil- In January 1992 a peace accord was signed between
lion. At the same time, the external economic environ- the government and the rebel front, bringing the conflict
ment deteriorated sharply with the second oil price to an end. The accord laid the groundwork for strength-
shock, a steep decline in world coffee prices, higher ening democratic processes and institutions and estab-
international interest rates, and a contraction of regional lished a series of actions to be taken on land tenure and
markets. These events led to severe macroeconomic agricultural credit. It called for creation of an Economic
imbalances and a 32 percent decline in real per-capita and Social Forum, and the implementation of a 1992-96
GDP between 1978 and 1985. In October 1986 a strong National Reconstruction Plan to be implemented in two
earthquake struck San Salvador, greatly damaging urban phases: a completed short-term contingency phase de-
infrastructure and adding a further burden on public signed to meet immediate post-war needs in health,
finances. education, the environment, and democratic initiatives,

A massive outflow of emigrants since 1980 helped to and a medium-term phase, still underway. Despite pro-
relieve domestic population pressures, and their remit- gress, much remains to be done to reintegrate ex-com-
tances have become a major item in El Salvador's bal- batants into productive life and the strengthen of
ance of payments. Private transfers, which represented democratic institutions. Effective implementation of the
less than I percentofGDPin 1980, have remained above reconstruction plan is critical to the achievement of
the 4.4 percent level since 1987. Official grants also national reconciliation and greater social cohesion.
increased significantly, from less than I percent of GDP In March 1994 presidential, legislative, municipal,
in 1980-81, to over 5 percent in 1987-89. These inflows and central american congressional elections were held
made up for the decline in merchandise exports during followed by a presidential runoff election in April be-
the 1980s, and helped contain El Salvador's external tween the candidates of the Nationalist Republican Al-
debt burden, which remains low compared to most Latin liance (ARENA) and the Democratic Convergence, a
American countries. Despite these massive infusions of coalition including the rebel front, as neither candidate
foreign aid, however, real GDP growth averaged less had won a majority in the first round. The ARENA
than 2 percent during 1985-89. The continuing civil candidate was the winner in the second round and was
strife was largely responsible for this stagnation, draw- sworn in as president in June 1994. The government is
ing away public resources from investment and the continuing efforts to consolidate peace, maintain the
social sectors to cover military costs, and creating a macroeconomic stabilization program on track, and
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deepen the structural reform process initiated by the The flscal deficit (excluding grants) fell from 0.9
previous administration. percent of GDP in 1994 to 1.6 percent of GDP in 1995.

Public savings more than doubled to 3.1 percent of GDP,
compared to 1994, reflecting improved tax administra-
tion and windfall proceeds from the coffee sector. These

In June 1989 the government began a comprehensive higher level of public savings allowed for much needed
economic stabilization and adjustment program. As the increases in peace-related expenditures intended for
adjustment program took hold-focused on financial health and education programs and the re-incorporation
sector reforms, foreign trade liberalization, major im- of ex-combatants to civilian life under the Peace Ac-
provements in tax policy and tax administration, and cords.
agricultural sector reforms-and peace prospects im-
proved, the economy began to recover. GDP grew by Medium-Term Prospects
4.2 percent per year over 1990-91 and by 7 percent a
year over 1992-94, while total investment grew by an The principal macroeconomic objectives for 1996 are to
average of over 15.7 percent a year over 1991-94. The achieve economic growth of close to 5 percent, while
current account deficit, which reached over 9 percent of maintaining a strong balance of payments, reducing
GDP in 1989, was reduced to a more manageable level inflation to 7 percent, and allowing for increased peace-
of 4.7 percent of GDP over 1991-94. After reaching 4.2 related expenditures. To achieve these objectives, the
percent of GDP in 1989, the overall deficit of the non- government envisages public savings of 3.6 percent of
financial public sector (after grants) improved to 0.6 GDP and further reductions in the stock of domestic
percent of GDP (1.9 percent before grants) in 1994. debt. The government's package of economic reforms,
End-year inflation, which had reached 24 percent in outlined in its 1994-99 development plan, includes fur-
1989, declined to almost 11 percent in 1994. ther trade liberalization, accelerated privatization ef-

In 1995 the overall macroeconomic situation re- forts, and financial policies aimed at preserving
mained on track and economic activity continued to exchange rate stability and export competitiveness.
expand strongly. Real GDP growth was 6.3 percent, led
by public utilities, construction, and manufacturin.

' ,, , D~~~~c, External Debt
The current account deficit (excluding official

grants) registered around 3 percent of GDP, from 3.7 El Salvador has a relatively low external debt burden
percent of GDP in 1994. This reflects a growing slightly with the bulk of external development financing pro-
lower merchandise trade deficit (19.0 percent of GDP) vided by official sources on concessional terms. During
and the strong import expansion associated with in- the 1980s, as a result of the war, little commercial debt
creased private demand stemming from higher coffee was incurred and the United States was the only signifi-
prices. Exports increased by 22.4 percent in dollar cant bilateral donor. In December 1992, the United
terms, reflecting higher coffee prices and increased States forgave $463 million (59 percent) of its bilateral
competitiveness of nontraditional exports following the debt, bringing El Salvador's external debt down from
lowering of import tariffs on capital goods to I percent. 34.4 percent of GDP in 1992 to 25.7 percent in 1994.
Private remittances declined to 11.3 percent of GDP The external debt fell from 44.7 percent ofGDP in 1990
(from 12.3 percent in 1994), while official transfers fell to 23.6 percent of GDP in 1995. Total debt service is
by 0.7 percentage points of GDP to 2.8 percent of GDP, expected to remain below 10 percent of exports over the
mainly due to reduced bilateral aid. medium term.
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El Salvador at a glance
Latin Lower-

POVERTY and SOCIAL El America middle-
Salvador & Carib. Income Development diamond'

Population mid-1995 (millions) 5.8 480 1,154 Life expectancy
GNP per capita 1995 (US$) 1,580 3,300 1,700
GNP 1995 (billions US$) 9.1 1,584 1,962

Average annual growth, 1990-95

Population (%) 2.2 1.8 1.4
Labor force (%) 3.3 2.4 1.8 GNP Gross

per --- primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 38
Urban population (% of total population) 45 74 56
Life expectancy at birth (years) 67 68 67
Infant mortality (per 1,000 live births) 40 41 36
Child malnutrition (% of children under 5) 22 .. .. Access to safe water
Access to safe water (% of population) 55 81 78
Illiteracy (% of population age 15+) 29 13
Gross primary enrollment (% of school-age population) 79 110 104 -El Salvador

Male 79 .. 105 Lower-middle-income group
Female 80 .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) 1.9 3.8 8.1 9.5 Openness of economy
Gross domestic investmentVGDP 22.1 10.8 18.7 19.1
Exports of goods and non-factor services/GDP 33.0 22.3 20.1 21.0 T
Gross domestic savings/GDP 17.0 3.3 3.8 6.2
Gross national savings/GDP 16.1 2.3 15.0 13.6

Current account balance/GDP -5.1 -6.9 -3.8 -2.9 Savings - Investment
Interest payments/GDP 1.0 2.1 1.1 1.1
Total debt/GDP 21.9 48.8 27.0 23.8
Total debt service/exports 16.7 24.7 14.6 9.5
Present value of debt/GDP .. .. 20.1
Present value of debt/exports .. .. 69.7 Indebtedness

1975-84 1985-95 1994 1995
('average annual growth) -El Salvador
GDP -2.8 4.1 6.0 6.3
GNP per capita -4.5Lower-middle-income group
Exports of goods and non-factor services -1.9 5.1 11.1 7.6

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment f%f

(%Of GDP) [4
Agriculture 35.3 26.9 13.8 13.5 .
Industry 26.5 23.4 23.9 21.6 20

Manufacturing 20.0 17.8
Services 38.2 49.7 62.3 64.9 0 X

90s i 91 92 93 94 9g
Private consumption 71.9 81.2 87.9 85.9 .20 -
General government consumption 11.2 15.5 8.2 7.9 -GDI 6-GDP
Imports of goods and non-factor services 38.2 29.9 35.0 34.2

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%)

Agriculture -1.5 1.3 -2.4 5.1 60

Industry -5.8 2.8 -0.5 -3.1
Manufacturing -6.1 .. .. 40

Services -1.6 5.6 10.9 11.3 20

Private consumption -3.5 6.9 7.8 7.0 o - - - _ _--
General govemment consumption 1.6 -4.8 3.0 4.5 so 91 92 93 94 95
Gross domestic investment -8.8 11.0 7.9 13.0 -20
Imports of goods and non-factor services -5.7 12.3 13.2 9.6 -Exports ^ mports
Gross national product -3.1 4.5 6.5 7.4

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflatlon (%)

Domestic prices 3
(% change)
Consumer prices 19.1 22.3 10.6 10.1100
Implicit GDP deflator 9.3 20.3 10.8 12.4

Government finance 10
(% of GDP)
Current revenue .. 17.2 15.2 16.0 0 9
Current budget balance .. 0.9 2.0 3.2 9 9 92 93 94 95
Overall surplus/deficit .. -4.3 -1.9 -0.9 -GDPdel. -0CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 695 821 1,005 3,000.

Coffee . 464 271 362
Cotton .. 29 0 0 "I'

Manufactures .. 340 406 2.000 . lll
Total imports (cif) 961 2,252 2,853 l 1 III II

Food .. 211 504 534 ~ ~ l 11111111 illi itI
Fuel and energy .. 133 ill 13 100 I,D WIDV IDI IDD ....ID -iII
Capital goods .. 158 669 783 ~ ~ iDDIiFDIIVVI

Export price index (1987=100) 1 1 1 04 113 137 0
Import price index (1987=100) .. 97 108 1 -4 89 9o 91 92 93 94 95
Terms of trade (1987=100) .. 108 104 121 oExports mimporis

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$) 
Exports of goods and non-factor services 593 930 1,198 1,482 8 °
Imports of goods and non-factorservices 673 1,189 2,519 2,868
Resource balance -80 -260 -1,321 -1,386

Net faclor income -40 -117 8 43 t|
Net current transfers 25 113 1,001 1,071

Current account balance,
before official transfers -95 -263 -312 -272 -10

Financing items (net) 125 221 455 452
Changes in net reserves -30 42 -143 -180

Memo:

Reserves including gold (milt. US$) 175 333 788 968
Conversion rate (local/US$) 2.5 3.5 8.8 8.8

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 412 1,854 2,188 2,264

IBRD 41 119 290 307 G A
IDA 17 26 21 20 F 199 307 B

Total debt service 100 259 341 260 105 20
IBRD 4 16 36 43
IDA 0 0 1 1

Composition of net resource flows
Official grants 5 203 87 105 E
Official creditors 41 119 111 80 619
Private creditors 11 -50 -60 -31
Foreign direct investment 13 12 20 19 D
Portfolio equity 0 0 0 0 1014

World Bank program
Commitments 0 0 0 34 A -IBRD E -Bilateral
Disbursements 14 14 70 26 B- IDA D -Other multilateral F -Private
Pnncipal repayments 2 8 20 22 C -IMF G -Short-term
Net flows 13 6 50 4
Interest payments 3 8 17 22
Net transfers 10 -2 33 -18

World Bank International Economics Department, September 1996
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Equatorial Guinea

E quatorial Guinea's area is 28,000 square kilome- require significant strengthening of economic manage-
ters and its population about 400,000. It ment. Improving macroeconomic management is cru-
comprises Rio Muni on mainland Africa, with cial to ensure that oil revenues finance priority

about 80 percent of the population, the island of Bioko, investments in human resources and infrastructure on a
with the national capital, Malabo, and other small is- sustainable basis.
lands in the Gulf of Guinea. Communications and
administration are difficult. Equatorial Guinea's first Social Indicators
decade after independence in 1968 was one of misman-
agement and repression; health and education services The education system faces enormous problems: stu-
closed down and physical infrastructure deteriorated dent/class ratios are above 100 in primary schools that
badly. By 1979 almost all economic activity, other than were already operating on double shifts. There are few
subsistence cropping, had come to a halt. In 1985 Equa- school books or materials. An estimated 35 percent of
torial Guinea joined the Franc Zone, adopted the CFA students repeat grades in primary school or drop out. The
franc as its currency, and took significant stabilization quality of secondary education has fallen well below the
measures. It became a member of the Bank of Central standards prevailing at independence.
African States and joined the Central African States Health indicators are very poor, attributable to lim-
Customs Union. The results were short-lived, how- ited access to clean water and to malaria. AIDS is fully
ever, as deteriorating terms of trade for exports of in evidence, with labor migration to mainland countries
timber and cocoa widened fiscal and external imbal- serving as the vector of transmission.
ances and two commercial banks failed, causing a
liquidity crisis.MeimTrPosct

Forestry and agriculture account for more than 50 Medium-Term Prospects
percent of GDP, with the former accounting for 60 Despite its poor economic performance, Equatorial
percent of the value of exports. In 1996 oil's share will Guinea has considerable potential. Oil, gas, and timber
greatly outstrip timber for the first time. Cash crops on resources are significant; gold and other minerals offer
the Island of Bioko are making a modest comeback: the promise: and the country is well endowed with arable
production of high quality cocoa increased from negli- land. Bioko (about 7 percent of its area), has fertile
gible levels to an estimated 5,000 tons in 1995, however volcanic soils and a climate suitable for most tropical
this is well below the peak of production of about 40,000 crops. There is an excellent market in Europe for Equa-
tons at the end of the colonial period. Construction, torial Guinea's cocoa and spices-vanilla, pepper, and
industry, and manufacturing account for about 30 per- coriander-which are being grown for the first time.
cent of GDP, services for 20 percent. The offshore Alba Export of vegetables to Gabon also has potential, given
oil field came on line in January 1992 and exports began low production costs, if the logistics can be mastered.
in April 1992. Production of 5,000 barrels a day is The increased share of oil in exports gives potential
expected to rise to 45,000 barrels when the Mobil field breathing space for establishing safeguards for the for-
comes on stream in August 1996. Gas is flared, but est. This is a priority, as current exploitation may not be
offers potential for power generation and domestic use, sustainable.
which could reduce pressure on forest resources. The constraints to economic growth are an over-sized

and inefficient public sector and the poor quality of

Recent Economic Developments human resources. The civil service accounts for 40,000
in a country of 450.000. Eventual retrenchment in the

Equatorial Guinea continues to face severe capacity civil service and public enterprises will likely severely
constraints and the stabilization of public finances will strain social security. There is little training capacity to
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assist job conversion. The private sector is very small External Debt
and handicapped by government controls, a lack of
financial services, and a poor legal system. Apart from The stock of external debt was 140 percent of GDP at
logging, small construction companies, cocoa planta- the end of 1995. Debt service due in 1995, after debt
tions and a brewery, the sector consists of small traders. relief, reached 60 percent of government revenues.
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Equatorial Guinea at a glance
Sub-

POVERTY and SOCIAL Equatorial Saharan Low-
Guinea Africa income Development dlamond^

Population mid-1995 (millions) 0.40 589 3,188 Life expectancy
GNP per capita 1995 (US$) 380 490 460
GNP 1995 (billions US$) 0.15 289 1,466 T
Average annual growth, 1990-95

Population (%) 2.6 2.8 1.8 GNP Gross
Labor force (%) 2.1 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 42 31 29
Life expectancy at birth (years) 49 52 63
Infant mortality (per 1,000 live births) 110 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) .. 47 75
Illiteracy (% of population age 15+) 50 43 34
Gross pnmary enrollment (% of school-age population) .. 71 105 -Equatorial Guinea

Male .. 77 112 -Low-income group
Female .. 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (millions US$) 104.3 79.6 128.8 168.5 Openness of econom
Gross domestic investmenVGDP 15.0 6.2 25.4 50.3 P Y
Exports of goods and non-factor services/GDP 43.0 30.2 55.1
Gross domestic savings/GDP 7.2 -3.2 17.1
Gross national savings/GDP .. -7.5 9.4 27.2

Current account balance/GDP .. -13.9 -14.1 -20.3 Savings Investment
Interest payments/GDP 0.0 0.6 0.8 0.6
Total debt/GDP 24.2 166.2 226.0 177.4
Total debt service/exports .. 42.5 3.0
Present value of debtlGDP .. .. 162.3
Present value of debt/exports .. .. 316.2 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Equatorial Guinea
GDP .. 4.0 6.8 11.2
GNP per capita .. 1.9 -0.9 . Low-icome group
Exports of goods and non-factor services .. .. 15.4

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (%)

Agriculture .. 68.9 50.4 .. T
Industry .. 8.7 32.7 .. 40

Manufacturing .. 8.7 14.1
Services .. 22.5 16.9 .

90 91 2g 93 o4 95

Prvate consumption 65.6 75.5 72.6 .. 40 -

General govemment consumption 27.3 27.7 10.3
Imports of goods and non-factor services 50.8 39.6 63.4 .GI -a-GDP

1975-84 1985-95 1994 1995 Growth rates of exports and Imports I%)
(average annual growth)GrwhrtsoeprsanImos(%
Agriculture .. -1.1 5.3 .. 60

Industry .. 9.6 21.1
Manufacturing .. 9.6 21.1 30 -

Services . 7.6 18.1

Pnvate consumption .. .. 4.0 9 91 N2 9 94 95

General govemment oonsumption .. -22.9 ..
Gross domestic investment -19.9 . 30
Imports of goods and non-factor services .. .. -19.0 -Exports - Imports
Gross national product .. 3.9 2.3 ..

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (Y.)

Domestic prices
(% change) so
Consumer prices .. .. 38.9 6.3 40

Implicit GOP deflator .. .. 45.0

Government finance/ 
(% of GDP) o 0 
Current revenue .. 21.6 16.9 15.5 20 90 DI 92 93 94 ss
Current budget balance .. 3.5 4.5 2.9 -
Overall surplus/deficit .. -2.5 -2.5 -2.4 -GDP de1. -CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import level. (mill. USS)

Total exports (fob) .. .. 65 89 10.
Cocoa .. 15
Timber .. 6 24 37 75
Manufactures .. .. 29 38

Total imports (cif) me 31 34 49 E0
Food .. 4
Fuel and energy 42 l
Capital goods 12 I12

Export price index (1987=100) .. 76 .. . 0
Import price index (2987=100) .. 76 e9 90 91 92 93 94 95

Terms of trade (1987= 100) . .Exports I Imports

BALANCE of PAYMENTS

(mifllons US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services .. 24 66 0
Imports of goods and non-factor services .. 32 74 89 90 91 92 93 94 95
Resource balance .. -8 -8 .. -20

Net factor income .. -4 -9 -481
Net current transfers .. 1 -1 -9 40

Current account balance.
before official transfers .. -11 -18 -34

-60
Financing items (net) .. 7 19
Changes in net reserves .. 4 -1 .90

Memo:
Reserves including gold (mill. US$) .. 3 0
Conversion rate (local/US$) 57.4 449.3 555.2 499.1

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composttion of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 26 132 291 299

IBRD 0 0 0 0
IDA 0 3 50 53 G2 53

Total debt service 0 10 2 4
IBRD 0 0 0 0
IDA 0 0 1 1 F c

Composition of net resource flows 1 6 22
Official grants 1 7 11 16
Official creditors 1 7 4 2
Private creditors 0 1 0 0 D
Foreign direct investment 0 0 26 1 48
Portfolio equity 0 0 0 0 E

108
World Bank program

Commitments 0 9 0 0 A -IBRD E -Bilateral
Disbursements 0 3 2 2 B -IDA D -Other multilateral F -Private
Pnncipal repayments 0 0 0 0 C -IMF G -Short-term
Net flows 0 3 2 2
Interest payments 0 0 0 0
Net transfers 0 3 2 2

World Bank International Economics Department, September 1996
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Eritrea

E ritrea's struggle for independence began in ear- of GDP. and services the remainder. The rehabilitation
nest in 1961 after its annexation by Ethiopia, and and expansion of these sectors will increase growth in
intensified after the military coup in Ethiopia in the medium term. In the long run, growth will be boosted

1974. The Eritrean People's Liberation Front (EPLF), by ongoing private investments in mining, fishery and
which took control of parts of the country in the mid- tourism, which have attracted direct foreign investment.
1970s, fully liberated Eritrea in May 1991 after the Livestock and crops are important sources of growth,
Ethiopian People's Revolutionary Democratic Front's with each accounting for 6 to 9 percent of GDP, and
victory over the military regime in Ethiopia. After an preliminary evidence suggests that, during a year with
internationally supervised referendum Eritrea formally good rainfall coupled with the right technology, Eritrea
gained its independence in May 1993. Ethiopia was could substantially increase food crop production. Pro-
among the first nations to recognize Eritrea's inde- ducing to substitute for food imports may be the easiest
pendence, and the two countries have established a close market for farmers to tap if effective demand is not
relationship. distorted by food assistance. Nonetheless, inadequate

Eritrea is strategically located in the northeastern part and highly variable patterns of rainfall remain a signifi-
of Africa. Massawa and Asseb on the Red Sea are the cant constraint: cereals production in recent years has
two major ports. For centuries, Massawa has been a varied from 89,000 to 291,000 metric tons. In addition
center of trade between Africa and the Middle East. to finding effective means of addressing constraints
Eritrea is a land of varied topography, climate and rain- associated with the lack of water, the significant chal-
fall, and it lies in the Sahelian rainfall zone. There is lenges in smallholder farming include Finding ways of
good potential to extract petroleum from the Red Sea, maintaining and increasing soil fertilitv and reducing
and its coastal waters are believed to be among the most soil loss. An ambitious program of terrace construction
potentially productive fishing grounds in the Red Sea. is attempting to meet this challenge.
Eritrea's population is estimated at 3 and 3.6 million, Livestock account fora large share ofrural household
including nearly 500,000 Eritrean refugees in Sudan. incomes and make a significant contribution to the

Eritrean economy and exports. There is significant

Recent Economic Developments scope for improving the productivity of livestock and
livestock byproducts such as milk and hides through

After three decades of war to gain independence, Eritrea improvements in animal husbandry, forage production,
is starting almost from scratch: it inherited a shattered nutrition and breeding, and easing supply constraints.
economy, damaged infrastructure, neglected social sec- Another important source of growth will be fisheries.
tors, a large number ofrefugees, and limited institutional Eritrea has a coastline of more than 1,000 kilometers,
capacity. Nevertheless. Eritrea has begun to make sig- and recent studies indicate maximium sustainable annual
nificant progress toward nation building, jump-starting fish production of 55.000 tons of demersal species and
the economy, demobilizing the army, and reintegrating 18,000 tons of pelagic Fish. The present catch is esti-
people in to the development process, particularly the mated around 5,000 tons. Significant improvements in
internally displaced people and Eritrean refugees infrastructure and services will be required to make this
abroad. The task ahead is daunting. Eritrea, in many possible. and this will take a number of years.
ways, is still operating in the post-conflict reconstruc- Eritrea has a long history of industrial enterprises,
tion phase, and is eager to move ahead to the next phase dating to the early I 930s and the Italian colonial period.
of development. Its industrial sector consists of a large oil refinery, wvhich

Eritrea has a relatively diverse productive base. In accounts for a sizable share of manufacturing GDP, and
comparison to other African countries, agriculture ac- light manufacturing industries producing food, bever-
counts for a lower share of GDP-15 to 25 percent ages, textiles, leather goods, chemilical products, glass,
depending on rainfall. Industry accounts for 20 percent and construction materials. There are about 1,000 indus-
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trial enterprises, of which 42 are large public enter- age increased. The Inland Revenue and Customs De-
prises; private enterprises are small and fragmented. At partments have been restructured, and the principle of
independence most public enterprises were non-opera- self-declaration in filing tax forms introduced. Eritrea
tional, with outdated technology, weak management increased tax revenues from 12.4 percent of GNP in
capacity, poor knowledge of markets, and lack of access 1992 to 15.3 percent in 1995, while increasing the total
to foreign exchange. government revenue to GNP ratio from 20.4 to 28.7

The government has adopted a four-pronged strategy percent. The total government expenditure to GNP ratio
for private-sector-led export/enterprise development. increased from 30.6 percent to 56.8 percent in 1995. A
The enabling environment has been strengthened key reason for the increase in the level of expenditure
through a liberal investment code, which has opened all was the need to pay salaries to the civil servants who
sectors for private domestic and foreign investment. were not paid in the first two years after independence.
Physical infrastructure is being rehabilitated and ex- The civil service reform will moderate increases in
panded. A hard budget constraint has been imposed on public expenditure on wages and salaries. Demobiliza-
all public enterprises, while commercial procedures and tion and reintegration of refugees also imposed severe
practices are being rapidly introduced, and external and strains on the budget.
domestic competition are being increased with the lib- The budget deficit, after grants, deteriorated from 2.7
eralization of the economy. The banking system has percent ofGNP in 1992 to 17.5 percent in 1995. Foreign
been liberalized and private foreign and domestic banks financing of the deficit amounted to around I percent of
are permitted to operate. GNP in 1995, and more than 14 percent was financed

The services sector, which accounts for 60 percent of by borrowing from the domestic banking system. Given
GDP, will play a critical role in Eritrea's development. that Eritrea is not in a position to print money, and that
Subsectors expected to expand rapidly include whole- this deficit was not monetized, the inflation rate is esti-
sale and retail trade, transport, communication, con- mated to have remained at around II percent in 1995.
struction, and financial and tourism services. To a large The low inflation rate has been maintained at a time
degree, the demand for these services has been driven when most prices have been liberalized, except for flour,
by remittances from expatriate Eritreans. The govern- bread, petroleum products, pharmaceuticals, and gov-
ment has given priority to facilitating the inflow of emient-owned houses.
remittances and converting them into long-term invest- Eritrea has adopted competitive exchange rate poli-
ments, and the leadership in Asmara maintains close cies. In tandem with the stabilization program in Ethio-
contact with the diaspora to identify potential con- pia, the birr was devalued from Br2.07 to Br6.35 to the
straints to the inflow of remittances. dollar. In addition, Eritrea allows a more depreciated

While the government does not have a great deal of exchange rate of Br7.2 to the dollar for remittances and
experience with modern macroeconomic management other transactions. Foreign exchange reserves rose from
practices, and considerable institutional development is 0.3 months of imports in 1992 to about 5 months of
required, government has consistently taken the lead in imports in 1995. The medium-term projections on the
economic reform. Eritrea uses the Ethiopian birr as its balance of payments show that Eritrea will continue to
legal tender-although it plans to issue its own national face significant financing gaps.
currency. Thus, some key components of Eritrea's The trade regime is being liberalized. All quantitative
macroeconomic policy, including monetary and ex- restrictions on imports have been eliminated. Although
change rate policy, are influenced by macroeconomic average tariff rates have been reduced, a few items such
policies in Ethiopia. as tobacco and beverages still face duties of 200 percent.

The government has made significant progress in Import duties on most consumer goods are 50 to 80
improving the fiscal system, although this task was percent, capital goods and spare parts enter duty free,
complicated by a radical restructuring of ministries and while intermediate inputs face a 2 percent duty. Duty
a major civil service reform. Eritrea is in the process of exemptions have been eliminated. Public sector import
adopting a formal budget; it currently operates in the agencies have been dismantled to permit the private
context of a rudimentary budget, allocating funds to sector to import directly. Restrictions on exports and all
ministries as needs arise and the priorities of national export taxes have been eliminated. A duty drawback
development programs. system for imported inputs used for exports is being

Significant tax reforms have been implemented, and introduced. Exporters are allowed 100 percent retention
the tax base strengthened. Maximum income tax rates of their foreign exchange earnings. Export license fees
have been lowered from 85 to 38 percent. corporate tax have been drastically reduced, and licenses are automat-
rates have also been lowered to 35 percent, and the ically given throughaone-window operation. All public
maximum sales tax reduced to 12 percent and its cover- sector export marketing agencies have been eliminated
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to permit the private sector to export directly. It is diversification in foreign trade. Exports have recovered
government policy to pursue market-determined interest significantly, starting from an extremely low base, and
rates. have increased by almost 50 percent a year in dollar

A new investment law has opened all sectors to terms in the last two years. Preliminary data show that
private investment; it allows 100 percent foreign own- exports to the non-birr area rose from $ I million in 1992
ership; investments are guaranteed against nationaliza- to $24 million in 1995 while those to Ethiopia rose from
tion, confiscation, or other non-commercial risks. Many $14 million to $56 million. Merchandise imports also
special tax holidays under the code have been either increased substantially and it is estimated that in 1995
eliminated orsimplified and made more transparent, and they amounted to $54 million from Ethiopia and $350
approval time has been reduced to a maximum of 10 million from the non-birr area. Salt is the most important
days from 90 days. The former labor code, which pro- export item, followed by beverages and tobacco.
hibited hiring of labor by the private sector, is being
revised and private hiring permitted. Progress has also Social Indicators
been made in addressing Eritrea's complex land tenure
systems through a policy that vests land ownership in Eritrea has begun to make progress in the social sectors,
the government and guarantees farmers life-time use with public expenditure allocated to the social sectors
rights; women have equal access to land, and farmers rising from 2 percent of GNP in 1992 to more than 7
can rent or mortgage their land or enter into sharecrop- percent in 1994-including some 4 percent of GDP used
ping arrangements. The government recognizes that to demobilize soldiers. Preliminary estimates show that
user rights to inherit will be critical for sustaining incen- public expenditure on education rose from 1.5 percent
tives to invest in land, and mechanisms are being iden- of GNP in 1992 to 2.0 percent of GNP in 1994. The share
tified to facilitate inheritance of improvements in land of public expenditure channeled to health doubled from
productivity. Private property rights are recognized, and 0.6 percent of GNP in 1992 to 1I.1 percent in 1994. The
the government has been returning properties that were government intends to further increase public expendi-
nationalized under the Ethiopian Derg regime. ture on primary health and education, once the pressing

The government recently established the National tasks of demobilization and reintegration of refugees
Agency for the Supervision and Privatization of Public have been addressed.
Enterprises, and some 2,500 employees have been re- The outcome indicators on human resources have
trenched from public enterprises. New enterprises have shown more rapid improvement. Gross enrollment rates
been established, some of which are joint ventures be- in pre-school, primary, middle and secondary education
tween the domestic and foreign private sectors. increased since 1992 by almost 10, 12, 15 and 4 percent-

The civil service has been reduced by 34 percent, age points respectively. Literacy training was provided
from 28,000 to 18,500, and a number of ministries to 4,000 adults, and evening programs enrolled more
merged or rationalized. The ten provincial governments than 12,500 adults.
have been being rationalized into six zonal administra-
tions. Medium-Term Prospects

After contracting by more than 1 percent a year over
1985-93, real GDP grew by almost 7 percent on average Eritrea's principal macroeconomic objectives over the
in 1994 and 1995. Industrial production and service medium term include a growth rate of real GDP of 6
activities have continued to expand due primarily to a percent a year; steadily reducing inflation to 5 percent
growing private micro-enterprise sector, the partial re- in 2000, and attaining fiscal sustainability. Agriculture
habilitation of a few large-scale industrial enterprises, a is projected to grow at 4 percent a year, industry at 8 to
strong pick-up of construction activity, and a good har- 10 percent, and services at 6 to 8 percent. The current
vest. account deficit is expected to widen both in the short and

One of the initial successes of the government's medium terms to support strong growth in industry and
reform and recovery program has been growth and some services.
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Eritrea at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Eritrea Af rIca Income Development dlamond^

Population mid-1995 (millions) 3.6 589 3,188 Life expectancy
GNP per capita 1995 (US$) 490 460
GNP 1995 (billions US$) - 289 1,466

Average annual growth, 1990-95

Population (%) 2.6 2.8 1.8 GNP Gross
Labor force (%) 2.6 2.8 1.9 per Gprimar

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 17 31 29
Life expectancy at birth (years) 48 52 63
Infant mortality (per 1,000 live births) 131 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) .. 47 75
Illiteracy (% of population age 15+) .. 43 34
Gross primary enrollment (% of school-age population) 47 71 105 -Eitrea

Male 52 77 112 - Low-income group
Female 41 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (millions US$) .. .. 509.9 578.5 Openness of economy
Gross domestic investment/GDP ..
Exports of goods and non-factor services/GDP .. .. 28.3 29.6
Gross domestic savings/GDP ..
Gross national savings/GDP ..

Current account balance/GDP .. .. 3.5 -10.7 Savings Investment
Interest payments/GDP ..
Total debtVGDP .. .. 4.3 4.3
Total debt service/exports ..
Present value of debt/GDP ..
Present value of debtexports Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Eritrea
GDP .. .. 9.8 3.9
GNP per capita .. .. 7.2 1.3 -Low-ncome group
Exports of goods and non-factor services ..

STRUCTURE of the ECONOMY

1975 1985 1994 1995 Growth rates of output and inveatment (%)
(% of GDP) to..
Agriculture .. .. 16.1 11.1
Industry .. .. 19.1 24.6 s

Manufacturing .. .. 8.4 11.1
Services .. .. 64.9 64.3 o

90 91 92 94 99

Private consumption .. .. .. .. .5

General govemment consumption .. .. I GDP
Imports of goods and non-factor services .. .. 79.0 77.4

1975-84 1985-95 1994 1995
(average annuaJ growth)
Agnculture
Industry

Manufacturing ..
Services

Pnvate consumption ..

General govemment consumption ..
Gross domestic investment
Imports of goods and non-factor services .. ..
Gross national product .. ..

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 rlnflation(%)

Domestic prices
(% change) 30

Consumer prices .. .. 6.8 11.0 20

Implicit GDP deflator ..

Government finance 10 _
(% of GDP)
Current revenue .. .. 30.4 34.4 
Current budget balance .. .. -15.5 -20.2 90 91 92 93 94 95
Overall surplus/deficit .. .. -29.0 -33.6 -GDP dei. - CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(millions US$)
Total exports (fob) .. .. 65 80 500

n.a.
n.a. .00
Manufactures .. .. 300

Total imports (cif) 396 404
Food . .. . 200In
Fuel and energy .. .. . . 0

Capital goods .. .. .. .

Export price index (1987=100) c I - I. 0
Import price index (1987=100) .. .. . .. 9 9 92 93 94 95

Terms of trade (1987=100) .. .. .. .. lExports D limports

BALANCE of PAYMENTS
1975 1985 1994 1995 i Current account balance to GDP ratio (%)

(mEillons US$) l
Exports of goods and non-factor services .. .. 144 1471 1

Imports of goods and non-factor services .. .. 403 448_I
Resource balance .. -259 -277 s

Net factor income .. .. 0 0 o
Net current transfers .. .. 276 215 89 90 91 92 93 94 95

Current account balance,
before official transfers .. .. 18 -62

Financing items (net) .. .. 61 -3 lt
Changes in net reserves .. .. -79 65

Memo: I__

Reserves including gold (mil. US$) .. .. 171 155
Conversion rate (local/US$) 6. . .6 6.8

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$)
Total debt outstanding and disbursed .. .. 22 25

IBRD
IDA

Total debt service
1BRD
IDA

Composition of net resource flows
Official grants ..
Official creditors ..
Private creditors ..
Foreign direct investment ..
Portfolio equity ..

World Bank program
Commitments ..
Disbursements . .
Prncipal repayments .. ..
Net flows .. ..
Interest payments .. ..

Net transfers .. ..

World Bank International Economics Department, September 1996
Note: Estimates for Eritrea are subject to more than the usual range of uncertainty and should be regarded as very preliminary.
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Estonia

E stonia is a middle-income country with a 1995 have increased three-fold in dollar terms from the very
GNP per capita of $2,920. It has a territory of low levels of 1992, while imports have doubled.
45 215 square kilometers and a population of

about 1.5 million; 70 percent of the population lives in . .
urban areas and 32 percent in the capital city of Tallinn.
Forests cover about 40 percent of the territory; the most Estonia has a successful program of economic stabiliza-
iniportant mineral resources are oil shale, phosphorate, tion and structural adjustment. The kroon's stability has
and limestone, been facilitated by fiscal and monetary policies consis-

Since re-establishing its independence in August tent with the operation ofthe currency board. Aside from
1991. Estonia's achievements in transtorminig its econ- Imnited housing, heating and transport subsidies at the
omy into a mar;ket-based system have been outstanding. local level, there are no significant explicit or implicit
Afterdeclining in 1992 and 1993. real output in Estonia subsidies in Estonia. Furthermore, under the currency
began to recover in 1994 and grew by about 2.9 percent board arrangement. the government cannot borrow from
in 1995. The official unemploymilent rate, ad justed for the central bank.
recorded job seekers, has fallen from between 8 to 9 Estonia's monthly rate of inflation has proceeded on
percent in mid-1993 to around 4.5 percent in the second an overall downward trend, despite continued increases
quarter of 1996. Real wages, after a 40 percent decline in administered prices for key services. While inflation
in 1992. have recovered to about 80 percent of 1991 has been higher than in Western Europe, the initial
levels, undervaluation of the kroon and productivity growth in

Estonia's ongoing strong econoniic recovery can be the tradeable sector has allowed Estonia to maintain its
attributed to two related factors. First, it has made re- competitiveness on world markets while not deviating
markable progress in macroeconomic stabilization and from the Fixed exchange rate of the kroon. Although the
structural adjustment since early 1992. Estonia began current account slipped into a deficit beginning in 1994,
price liberalization and related economic reforms in this has been largely financed by inflows of private
1989, somewhat earlier than the other former Soviet foreign direct investment. Long-term capital flows have
countries, and the pace ofreform was stepped up signifi- also helped finance the growth in gross international
cantly during the last five years. The government has reserves, which by mid-1996 accounted for roughly 3
kept fiscal policy tight. registering surpluses in the gen- months of imports.
eral governnenlt's budgetary operations throughout
1992-95. Fiscal discipline has helped assure the success of Structural Adjustment
the currency board schemile under which the kroon was
introduced, arid contributed to a reduction in average Estonia has been highly successful in eliminating both
monithly intlation from more thanl 20 percent in 1992 to tariff and non-tariff barriers, and today enjoys one of the
around 2 percent in the tirst six months of 1996. most liberal external trade regimes in the world. With

Second. Estonia has been quite successful in gaining these policies and a competitive exchange rate, Esto-
increased access to Western markets, as indicated by a nia's exports to the West have increased sharply. How-
more than four-fold ilcr-ease in exports to these markets ever, large increases in imports, especially ofinvestment
between 1991 and 1992. 'IThis increase continiued goods, have led the initial balance of payments surpluses
through ii id- 1996 with a tive-t'old increase in dollar to give way to deficits. The current account, after official
terims over 1992 levels. Exports to the West now consti- transfers. moved from a surplus of $23.3 million in 1993
tute almost two-thirds of Estonia's expor-ts. compared to to a deficit of about $185 million in 1995. The govern-
less than 5 percent at independence. In addition. the nient has continuedto resist protectionistpressures (par-
sharp declhie in trade with Russia and thle eastern bloc ticularly from the agricultural sector), while actively
has been partially reversed. Exports to the eastern bloc supporting export development with actions to improve
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shipping infrastructure, financial services, export mar- Estonia has established an affordable social safety
ket information services, domestic supplier information, net to protect vulnerable groups from undue hardship
trading and shipping services, and customs facilities, during the transition period, and taken steps to maintain
operations and legislation. basic health and education services despite budget con-

Estonia has pursued a prudent fiscal policy under- straints. Spending on the social safety net represents
pinned by the formal adoption of the concept of bal- almost 30 percent of the government's general expendi-
anced budgets at the central government level. While the ture, and provides benefits to over 50 percent of the
tax system underwent major reforms with the aim of population. Although Estonia's social safety net is rea-
improving its efficiency and bolstering revenue, the sonably effective, the government is still looking to
authorities limited expenditure to available revenue and resolve a few remaining issues. The pension system is
abstained from domestic financing of fiscal operations. moving toward establishing a closer link between bene-
The government has recorded financial surpluses fits and contribution, so not to discourage participation
throughout the transition period. However, under a cur- from those currently employed. Social assistance pro-
rency board arrangement, fiscal policy assumes greater grams could be better targeted to reach families with
responsibility for containing domestic demand. The many children and those long-term unemployed, while
government faces strong pressures to increase expendi- remaining fiscally affordable.
tures for a wide variety of purposes, including salaries Much of the reform program's success is due to the
of civil servants, grants and subsidies for agricultural high caliber of Estonia's civil service. However, to
producers, social safety net outlays, and maintenance reflect ongoing changes in the economy, the Estonian
expenditures to prevent the deterioration of infrastruc- authorities are considering options to enhance the exper-
ture. In addition, since the expenditure responsibilities tise of the civil service, particularly in areas such as
of local governments are becoming increasingly impor- economic management and regulatory functions. The
tant, the government has continuously reassessed reve- government is expanding its capacity to administer the
nue and expenditure assignments, closely monitoring regulatory framework covering areas such as competi-
local government borrowing. tion, contracts, and financial institutions. Finally, spe-

Enterprise and housing privatization have progressed cial efforts are being pursued to cut down on criminal
swiftly. Industrial enterprise privatization was virtually activity through more effective enforcement of laws.
completed by late 1995, with the sale of almost all small
businesses and three-quarters of all medium and large Medium-Term Prospects
enterprises. Housing privatization has accelerated over
the last year, with 70 percent of all of the dwellings The most likely scenario in Estonia is the continuation
designated for privatization having received full title by of present policy performance, with continued progress
April 1996. However, land privatization, including in- in economic stabilization and structural adjustment. Un-
dustrial land, has lagged behind, and to date only 3 der this scenario, GDP would rise by 5 percent a year
percent of land under state ownership has been privat- through the remainder of the decade. An initial surge of
ized. More rapid progress has been hampered by the lack imported investment goods is needed to modernize Es-
of clearly defined institutional responsibility and a re- tonia's extensive but aging industrial infrastructure.
quirement to survey before transferring titles. This has This would result in an annual current account deficit of
deterred potential domestic and foreign investment and about $150 to 200 million until 1997, which would be
delayed output recovery in agriculture. To allow private difficult to sustain for an extended period, despite the
sector-led economic recovery in rural areas, the govem- fact that foreign direct investment has accounted for
ment is considering ways to resolve these constraints to most of the country's external financing. Estonia's debt
land privatization. The next stage of enterprise privatiza- service ratio is about I percent today, and is likely to
tion includes private sector participation in large infra- remain well below 5 percent over the next three years.
structure enterprises (such as railroads, energy); this Investment efficiency is expected to improve rapidly
should increase efficiency and attract financing for new because of imported equipment, access to foreign tech-
capacity. The government is preparing legislation to pro- nology and markets, and improved capacity utilization.
vide the regulatory framework for these sectors. Stronger Combined with an open trade policy and conservative
enforcement of banking regulations will be introduced fiscal and monetary policies, export growth should pick
over time, and deposit insurance is being considered. up, thus reducing the current account deficit.
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Estonia at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Estonia Asia Income | Development dlamond'

Population mid-1995 (millions) 1.5 488 1,154 Life expectancy
GNP per capita 1995 (US$) 2,920 2,240 1,700
GNP 1995 (billions US$) 4.3 1,093 1,962

Average annual growth, 1990-95

Population (%) -1.1 0.4 1.4 GNP Gross
Labor force (%) -0.4 0.6 1.8 Npe Gross

per - ( primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 73 66 56
Life expectancy at birth (years) 70 68 67
Infant mortality (per 1,000 live births) 14 23 36
Child malnutrition (% of children under 5) Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+)
Gross primary enrollment (% of school-age population) 83 97 104 -Estonia

Male 84 97 105 -Lower-middle-income group
Female 83 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 3.9 4.3Opnesoecom
Gross domestic investment/GDP 32.9 28.9 26.2 Openness of economy
Exports of goods and non-factor services/GDP 80.0 77.9
Gross domestic savings/GDP 20.1 17.8 17.3
Gross national savings/GDP 16.8 18.1

Current account balance/GDP -7.1 -6.6 Savings Investment
Interest payments/GDP 0.3 0.3
Total debt/GDP 4.8 6.6
Total debt service/exports
Present value of debt/GOP 4.3
Present value of debUexports .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Estonia

GNP per capita -t 1. 25.9 Lower-middle-income group
Exports of goods and non-factor services 14.9 5.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (°)

(% Of GDP) F25
Agriculture 20.7 8.8 7.1 T
Industry 47.0 26.8 24.9 0 -- - -

Manufacturing 39.0 16.7 15.0 -25
Services 32.4 64.4 68.0

.50

Prvate consumption 63.7 58.9 57.4 75

General government consumption 16.2 23.3 25.4 4
Imports of goods and non-factor services 91.1 86.9 -GDI GDP

1975-84 1985-95 1994 1995 Growth rates of expons and Impors (°/)
(average annual growlh) G
Agriculture -10.5 -0.3 60

Industry -3.7 2.7
Manufacturng -3.5 3.7 40

Services -1.0 3.5
20

Private consumption 0 5 K
General government consumption 12 4 o 12.4 0
Gross domestic investment -2.4 go 91 02 93 94 95

Imports of goods and non-factor services 27 -Exports 
Gross national product 0.2 4.9

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 1,00

(% change) jj
Consumer prices .. .. 39.8 28.8 750

Implicit GDP deflator -2.5 4.6 35.9 31.2 soo

Government finance 250

(% of GDP)
Current revenue .. .. 41.9 41.0 0
Current budget balance a/ .. .. 3.0 0.0 90 91 92 93 94 95
Overall surplus/deficit .. .. 1.3 -0.8 -GDPdef. aCPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. .. 1304 1,847 3,000

n.a.
n.a.
Manufactures . .. 653 1,208 2r000

Total imports (cif) 21,658 2,539
Food . .. 289 301
Fuel and energy . .. 106 150 ,0
Capital goods 112 188

Export price index (1987=100) .. .. .. .. r
Import price index (1987=100) .9 90 91 92 93 94 9
Terms of trade (1987=100) .. .. . Exports llimports

BALANCE of PAYMENTS

(millions UJS$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services .. .. 1,844 2,735 8 89 90 91 92 93 94 95
Imports of goods and non-factor services .. .. 2,097 3,050 I
Resource balance .. .. -253 -315 -2-

Net factor income .. .. -29 3
Net current transfers .. .. 6 26 

Current account balance,
before official transfers .. .. -276 -287

Financing items (net) .. .. 307 393
Changes in net reserves .. .. -31 -106

Memo:

Reserves including gold (mill. US$) .. .. 447 583
Conversion rate (local/US$) .. .. 7.8 9.4

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. .. 186 288

IBRD .. .. 31 50 F G A
9 A

IDA .. .. 0 0 25 50

Total debt service .. .. 26 21
IBRD .. .. 2 3 E
IDA .. .. 0 0 

Composition of net resource flows
Official grants .. .. 14 15
Official creditors .. .. 28 67
Private creditors .. .. -13 -1 c
Foreign direct investment .. .. 214 188 92
Portfolio equity .. .. 10 7 

World Bank program
Commitments .. .. 60 20 A - BRD E -Bilateral
Disbursements .. .. 10 18 B-IDA D- Other multilateral F -Private
Prncipal repayments .. .. 0 0 CC-IMF G -Short-term
Net flows .. .. 10 18
Interest payments .. .. 2 3
Net transfers .. .. 8 15

World Bank Intemational Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
a. Current expenditure component derived from total expenditure minus net lending, due to lack of govemment capital expenditure data.
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T he main economic objectives of the transitional introduced in the past year at the center and in some
government that came to power in 1991 were to regions. Domestic private participation in freight for-
reduce macroeconomic imbalances, eliminate warding and clearing has been allowed, and the domes-

structural distortions, improve human capital, and re- tic private sector is engaged in banking and insurance
duce poverty. Most economic indicators suggest that activities. The availability of foreign exchange for busi-
Ethiopia has begun to make progress. Although recov- ness, education and medical travel has been widened.
ery and rehabilitation needs were immense at the start The parastatal monopoly in coffee marketing has
of the reform program, the government managed to been abolished by allowing the private sector into coffee
prevent further serious deterioration in the fiscal bal- trading, marketing, and exports. A new land-leasing
ance. The fiscal deficit after grants was reduced from an policy has started, with an urban land auction conducted
average of9.6 percent ofGDPover fiscal 1990-92 to 5.5 in January 1995. Real interest rates, which were nega-
percent over fiscal 1993-96. This reduced internal im- tive throughout the 1980s, became positive during the
balances and lowered inflationary pressures at a time reform period. Overall, the government's reform pro-
when price controls were being eliminated and food gram has made substantial progress.
output fell because of a drought; average annual infla- Ethiopia has launched an important move toward re-
tion was reduced from more than 20 to 6.5 percent in the gionalization by transferring significant autonomy and
same period. The authorities have also begun to reduce responsibility to regional administrations. This is a major
external imbalances. Ethiopia adopted a market-based departure from the highly centralist regimes that ruled
exchange rate system that saw the birr depreciate from Ethiopia for generations, and is designed to respond to
Br2.07 to the dollar during the 1980s to an average of the aspirations of ethnic groups for a larger degree of
Br6.3 in fiscal 1996. As a result the balance of payments control over their own affairs. Efforts are being made to
has improved and foreign exchange reserves increased. ensure that this transfer does not damage macroeconomic

Ethiopia has made substantial progress in reforming stabilization, in particular fiscal control.
public expenditure. Defense expenditure has been re- The improved policy environment, a start in rehabili-
duced from 31 percent of the budget before the reform tating infrastructure, and increased emphasis on the so-
period to 7 percent in fiscal 1995; this represented about cial sectors have begun to have a visible beneficial
2 percent of GDP, compared with a Sub-Saharan Afri- impact on the living conditions of ordinary Ethiopians.
can average of 4.5 percent. Real GDP grew on average 6.6 percent a year over fiscal

The government has also increased resources for years 1993-96, compared to 1.2 percent during the pre-
basic social services from around 16 percent of the reform period, and exports have increased almost 35
budget (4 percent of GDP) during the pre-reform period percent a year in real terms, although this partly reflects
to around 23 percent (nearly 7 percent of GDP) in fiscal the rechanneling of coffee exports from the parallel to
1995. Within the social sectors, expenditure on educa- the main markets. The underlying conditions for eco-
tion increased from 7 percent ofthe budget in fiscal 1989 nomic growth have begun to show signs of improve-
to 13 percent in fiscal 1995. while allocations for health ment. It is estimated that the investment to GDP ratio
increased from 2.8 percent to 5.8 percent. increased from a low of 11 percent prior to reform to

A significant start has been made toward liberalizing more than 19 percent in fiscal 1996.
the economy. All retail prices, except petroleum, fertil- A key force driving the investment ratio is the expan-
izer and pharmaceuticals, have been decontrolled. Ex- sion of private sector activities. It is estimated that the
port taxes, except for coffee, have been eliminated and share of private investment in total investment has risen
license fees substantially reduced for coffee exporters. from 17 percent before the reform period to around 60
Maximum import duties have been lowered from 230 percent. Despite this increase, the ratio is still low com-
percent to 60 percent, and while still high, are much less pared to the figures for the mid-1970s. In stark contrast
onerous than before. One-stop investment offices were to earlier years, timely action by the government
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avoided widespread famine in 1994, a year of substan- With the end of the civil war in 1991, investments in
tial food production shortfall. human resource development have consistently im-

proved. There is a marked shift away from military
Social Indicators expenditures. The real value of government allocations

on education decreased over fiscal 1989-92 and has
A recent estimate that GDP per capita is $100 places since risen more. The share of government expenditures
Ethiopia amongst the poorest countries in Africa. Nearly devoted to education almost doubled to 13 percent in
two decades of instability marked by civil war, recurrent fiscal 1995; half this budget consistently went to basic
drought, and high population growth rates, have left education. Similarly health expenditures have roughly
Ethiopia with very high rates of poverty. About 52 tripled since the end of the civil war. Most of the capital
percent of the country's population live below the pov- budget had been allocated to rehabilitating damaged
erty line. Two crushing famines, one in mid-1980s and clinics. This, however, did little to improve overall
another in early 1990s, sapped agricultural production health, as these expenditures were mostly hospital
capability, accelerated food imports, and magnified re- based, and half went to the capital region. About 35
liance on external food aid. In some regions in drought- percent of all hospital beds are located in Addis Ababa
prone pastoralist areas, as much as 85 percent of where only 6 percent of the population reside. Only
households are in the extremely poor category. In the about one-fifth was spent on preventive care.
rural areas (where an estimated 87 percent of the popu- In 1985 about 38 percent of children were enrolled in
lation lives) the problems are acute-there is severe lack primary schools; this declined to 22 percent in 1992 just
of basic social services, acute lack of safe water, and after the war, and has recovered to about 30 percent.
primary enrollment is low at 7 percent compared to the The government recently adopted national policies
national average of about 30 percent. on health, population and women designed to improve

New data indicate that the situation improved in the human resource base. These cover basic health and
some rural areas in the 1990s. A recent survey of rural nutrition services for the mother and child and increase
households shows that the number of people moving in coverage of immunizable and preventable disease
above the poverty line is gradually increasing; this is control.
happening faster in areas such as Harar, where farmers
(especially those planting coffee) have benefited from Recent Economic Developments
liberalized agricultural prices.

Nearly 12 percent of infants die before reaching their Ethiopia's trade regime is being further liberalized, with
first birthdays, and 20 percent of all children die before lower tariff rates and fewer ilport dutyexemptions, and
the age of 5-mostly of preventable infectious diseases the governimienit is reviewing the legal and regulatory
such as measles, diarrhea, and acute respiratorv infec- framework to remove impediments to private activities
tion. Of those children who survive until the age of 5 and has established a privatizationl agency to develop a
years, 47 percent are malnourished or weigh less than timetable for public enterprises to be divested. The gov-
acceptable standards for their age. Of'those who survive ernment has stated its intentioni to stay the course of'
beyond 5, only 30 percent enter primary school; female structural refomis to encourage factor mobility and f'urther
enrollment is only 21 percent. Life expectancy is 49 strengthen the supply response to the reform program.
years-the African average is 52 years. Household sur- Although Ethiopia has improved export diversity
vey data shows that on average, close to 80 days out of since 1989, it still relies heavily on coffee exports,
ayear are lost due to poor health and illness. The burden which amounted to more than one-half ot commodity
of disease disproportionately affects women and small exports in fiscal 1996. On the services accouLnt. E.thio-
children. The maternal mortality rate of 1,528 per pian Airlines continues to be an importanlt source of
100,000 live births is extremely high. Only 45 percent of foreign exchange. Merchandise exports have recovered
the population have access to primary health care coni- substantially in response to devaluation and liberalized
paredto60percentforAfricaasawhole.Only 18percent incentives. Exports will be f'uLther enhanced by export
of the rural population has access to safe water supply. diversitication in horticultural produCts, sesame. and

Efforts to improve the country's social well-being are haricot beans. Although coffee and Ethiopiani Airlines
hampered by high population growth-3.1 percent per will continue to be important sources of foreign ex-
year; the average woman has 7.5 births. This high repro- change, there is potential to diversify by increasing
ductive burden is one of the main contributors to poor exports of leather prodticts, textiles, other li-ht manu-
health and nutrition of mothers and offspring, to low facturing goods, gold, iand agricultural exports such as
female secondary schooling at secondary levels (they pulses and oilseeds.
dropout because they marry young), and low female Education expenditure is about $3 per capita. While
participation in the labor force. the government inteinds to increase resource mobiliza-
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tion to meet the demand for school facilities expansion committees are expected to be the main vehicles for
and improved inputs by community participation, cost ensuring overall coordination, policy direction, and
recovery at higher secondary and tertiary levels, and monitoring. The government is also preparing a biodi-
encouragement of private sector participation, the re- versity strategy.
source needs far exceed the scope of local resource
mobilization.

The national health policy instituted in 1993 empha- Medium-Term Prospects
sizes primary health care, increased reallocation toward Agriculture, which accounts for about 55 percent of
the regions, and strengthening the financial base for GDP at factor cost, 60 percent of merchandise exports,
health provision. The Ministry of Health has embarked and 80 percent of employment, will remain the major
on a 10-year financing initiative that emphasizes self-re- contributor to economic growth in the medium term.
liance through mobilizing both government and private The potential for expanding output is large through
resources. The proposed health care financing methods expanded irrigation, improved inputs supply, correct
aim to improve government sector efficiency, generate price incentives, strengthened research and extension
new sources of revenue through increased allocations to systems, and rehabilitated infrastructure. Higher output
health, an expanded user fee program, revolving drug would reduce chronic food deficits, boost exports, and
funds, encouraging private participation, increased do- stimulate growth in agro-processing and related serv-
nor funding for health services, and development of ices. Agriculture stagnated in the 1970s and 1980s be-
private health insurance. cause of devastating droughts and pest infestations,

Population growth is over 3 percent a year, which significant land loss due to environmental degradation,
absorbs most gains in economic growth, seriously im- poor infrastructure, a legacy of disrupted agricultural
pairing prospects for improving nutrition, education, production caused by civil conflict and inappropriate
and health care, and coming to grips with Ethiopia's policies. It has responded positively to reforms, includ-
ecological degradation. The government has completed ing the freedom to hire farm labor and decontrol of
a national population policy outlining a strategy and agricultural marketing. Ethiopia has also adopted meas-
policy measures to reduce the rate of population growth. ures to strengthen and expand the use of fertilizer and
The government has also completedanational policy for seeds by farmers. Given agriculture's critical role, the
women, emphasizing important linkages between re- government's long-term development strategy predi-
ducing the population growth and improving women's cates using agriculture as a primary stimulus to generate
health, education, and access to economic and social employment and income for the poor, and as a spring-
opportunities. board for development in other sectors. Production is to

be increased by improving productivity of small farms

Environ ment and encouraging large-scale private commercial farms,
especially in the lowlands.

Land degradation caused by inappropriate forest clear-
ance, soil surface exposure, and overgrazing is the most
severe environmental problem in Ethiopia. It is esti-
mated that nutrient loss and soil erosion result in fore- Ethiopia's stock of external debt more than tripled be-
gone agricultural production of close to 600,000 tons of tween end-1982 and end- 1992. A rapidly widening cur-
grain a year, equivalent to 90 percent of Ethiopia's rent account deficit during this period was financed
structural food deficit in 1993. Degradation and lack of largely through official transfers (mostly from relief
adequate water have also severely affected crop and assistance) and external loans (mostly multilateral and
livestock production, health, and industrial and com- former Eastern Bloc countries). By June 1992, arrears
mercial processes. Urban degradation in the form of to creditors reached $716 million-excluding official
poorsanitation, inadequate solid waste management and defense credits by the former Soviet Union. Ethiopia
drainage, and to a lesser extent industrial pollution, is made significant progress in improving its external debt
also becoming an increasing problem. situation at the Paris Club in December 1992, and its

Ethiopia has completed a forestry plan and a national debt service ratio was reduced from 82 percent in fiscal
conservation strategy, which comprise a national envi- 1992 to around 30 percent last year. The government is
ronmental action plan setting out a comprehensive trying to secure comparable debt relief from other bilat-
framework for addressing environmental problems eral official creditors, and has completed a debt buyback
across every sector. The new National Environmental operationthatretiredalargeportionofeligiblecommer-
Protection Agency will have primary responsibility for cial debt at a 92 percent discount. Public external bor-
setting standards and enforcing environmental legisla- rowing on non-concessional terms is now limited to
tion, while national and regional program coordination trade-related credits of less than a year.
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Ethiopia at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Ethiopia Africa income Development diamond

Population mid-1995 (millions) 56.5 589 3,188 Life expectancy
GNPpercapita 1995 (US$) 100 490 460
GNP 1995 (billions US$) 5.7 289 1,466

Average annual growth, 1990-95

Population (%) 2.8 2.8 1.8 GNP Gross
Labor force (%) 2.8 2.8 1.9 pNP Gaross

per , ) p |prnmary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (%oftotalpopulation) 13 31 29
Life expectancy at birth (years) 49 52 63
Infant mortality (per 1,000 irve births) 118 92 58
Child malnutrition (% of children under 5) 47 .. 38 Access to safe water
Access to safe water (% of population) 27 47 75
Illiteracy (% of population age 15+) 65 43 34
Gross primary enrollment (% of school-age population) 23 71 105 -Ethiopia

Male 27 77 112 -Low-income group
Female 19 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) .. 6.7 4.7 5.7 Openness of economy
Gross domestic investment/GDP .. 9.0 15.4 15.6
Exports of goods and non-factor services/GDP .. 8.2 12.4 14.3
Gross domestic savings/GDP .. 1.0 2.9 6.1
Gross national savings/GDP .. 3.4 7.8

Current account balance/GDP . -5.6 -6.8 -2.3 Savings Investment
Interest payments/GDP .. 0.6 0.8 0.9
Total debt/GDP .. 30.1 107.9 92.0
Total debt servicelexports 6.8 22.5 11.4 9.9
Present value of debt/GDP .. . 67.2
Present value of debt/exports .. . 389.0 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Ethiopia
GOP .. 2.9 1.7 4.9 Lwicm ru
GNP per capita -0.3 -1.3 1.9 -Low-income group
Exports of goods and non-factor services .. .. .. _..

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Invctment(%)
Agriculture .. 53.3 57.3 .. .
Industry .. 12.8 10.2 .. 10

Manufacturing .. 4.9 3.3 s 5
Services .. 33.9 32.5

Pnvate consumption .. 84.6 85.5 81.6 .* 90 93 94 95

General govemment consumption .. 14.4 11.6 12.3
Imports of goods and non-factor services .. 16.2 24.9 23.8 -ODI GDP

1975-84 1985-95 1994 1995
(average annual growth)
Agriculture - 3.1 -4.7 4.1
Industry .. -3.5 7.1 8.5

Manufacturing .. -1.5 12.7 9.8
Services .. 5.0 9.9 5.7

Pnvate consumption . .
General govemment consumption ..
Gross domestic investment .. ..
Imports of goods and non-factor services .. ..
Gross national product .. 2.4 1.8 5.0

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 30
(% change)
Consumer prices 6.6 19.1 1.2 13.462
Implicit GDP deflator .. 28.1 2.1 16.7

Government finance 10
(% of GDP)
Current revenue .. 16.8 14.1 18.4 0
Current budget balance .. -2.7 -4.9 1.2 r0 91 92 93 94 95

Overall surplus/deficit .. -11.3 -17.5 -8.0 -GODPdef. -'-CPI

TRADE

1975 1985 1994 1995 Export and Import levels (mill. USS)
(millions US$)
Total exports (fob) .. 359 280 474 1,500 -

Coffee .. 225 158 301
Leather and leather products .. 46 35 65
Manufactures 1. . 000

Total imports (cif) .. 975 915 1,106 II
Food .. 283 127 194 So

Fuel and energy .. 186 222 201 I
Capital goods .. 249 239 296

Export price index (1987=100) 96 36 54 E
Import price index (1987=100) .. 101 59 61 9 9 92 93 94 95
Terms of trade (1987=100) .. 95 60 87 []Exports r1sImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%/6)

Exports of goods and non-factor services 330 549 558 804 0 _ 8 92 + 9330 549 556 804 91 1129993 94 9
Imports of goods and non-factor services 409 1,082 1,101 1,316
Resource balance -79 -533 -545 -512 -2

Net factor income -17 -33 -81 -60
Net current transfers 45 193 308 441 4

Current account balance,
before official transfers -52 -373 -317 -131

Financing items (net) 45 420 547 189
Changes in net reserves 7 -48 -229 -57

.8
Memo:

Reserves including gold (mill. US$) 315 216 538 593
Conversion rate (loca11US$) .. 2.1 5.8 6.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of totai debt, 1995 (mill. USS)
Total debt outstanding and disbursed 344 2,013 5,058 5,257

IBRD 69 49 4 0 F G
F 206

IDA 73 436 1,391 1,494 424

Total debt service 25 158 92 113 1494
IBRD 9 7 4 4
IDA 1 6 19 23

Composition of net resource flows
Official grants 35 514 634 700 C
Official creditors 65 274 219 162 74

Private creditors -3 59 -20 -12
Foreign direct investment 19 0 7 7 |7E D
Portfolio equity 0 0 0 0 782

World Bank program
Commitments 71 32 75 142 A -IBRD E -Bilateral
Disbursements 26 50 166 90 B-IDA D- Other multilateral F -Private
Principal repayments 4 7 14 16 C -IMF G -Short-term
Net flows 22 43 152 74
Interest payments 6 7 10 11
Net transfers 16 36 142 63

World Bank International Economics Department, September 1996
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Fiji

W ith a population of 775,000 and a 1995 GNP to pick up in 1996 reflecting a recovery in sugar produc-
per capita of $2,400 Fiji is the largest and tion and continued strong growth in earnings in from theik, [most developed of the Pacific Island coun- tourism sector.

tries. Fertile soils and an abundant stock of forestry, Over 1991-95 formal sector employment growth av-
minerals, and fishery resources provides a natural eraged close to 2 percent a year, indicative ofthe modest
wealth to support economic development. While Fiji is pace of economic activity. Manufacturing employment
constrained by external remoteness, small domestic has been erratic, with a sharp drop in 1992, and an
markets and vulnerability to adverse weather, these con- equally sharp increase in 1993 as new investment (par-
straints are not as severe as those experienced by the ticularly in garments) took place. As of June 1995 paid
smaller Pacific island nations. Due to its central location employment had increased by 2 percent over June 1994,
and its relatively well developed social and economic in line with real GDP growth. But the loss of profes-
infrastructure, particularly in transport, education and sional and technical skills due to emigration has contin-
communications, it serves as a regional center for the ued to hamper economic growth.
smaller Pacific economies. A number of important re- Investment activity has remained depressed since the
gional organizations such as the South Pacific Forum 1987 disturbances. Private investment fell from a level
and University of the South Pacific are located in the of around 12 percent of GDP over 1980-86 to 6 percent
capital, Suva. in 1989 and remained stagnant at under 5 percent over

1992-95, reflecting primarily a loss of confidence

Recent Economic Performance aimong Indo-Fijian investors in an uncertain political
and labor relations environment.

The economic recession that followed the political tur- Investment rates in Fiji are low by Asian, and espe-
moil in 1987 quickly eroded the limited gains in income cially Pacific island, standards. At 13 to 15 percent of
that had been achieved over the previous decade, and GDP over 1991-95, total fixed investment in Fiji is
much of Fiji's growth since 1987 has served primarily among the lowest in the Pacific island economies. Pri-
to recover the ground lost. The government confronted vate fixed investment fell from an average of 12 percent
the economic crisis with a reform program aimed at of GDP in 1980-86 to 6 percent in 1989 and averaged
restoring stability through prudent fiscal, monetary and only 4 percent during the period 1992-to 95. The reasons
exchange rate policies. While the initial economic re- for the low level of private investment include continu-
sponse to the program was favorable the recovery was ing political uncertainty, lack of confidence regarding
short-lived. the direction and continuity of public policy, and con-

Real GDP growth averaged only 2.5 percent over cerns over loss of competitiveness. In recent years,
1991-95, marginally higher than the rate of population public investment has also been low, at 6 to 8 percent of
growth. In 1995 economic performance deteriorated. GDP. Lack of financing has historically not been the
reflecting a decline in sugar production, weak private major constraint on investment since the level of na-
investment, and an increase in emigration. Real GDP tional savings has been sufficiently high for Fiji to
growth fell to 1.4 percent in 1995 but the external finance current investments from its own resources. The
position improved. Also, the government budget gross national savings rate has, however, fluctuated and
reached balance, as a result of wage restraint, delays in declined from 18 percent in 1993 to 10.5 percent in
capital expenditure and increased tax receipts. Agricul- 1995.
tural output declined, with a 13 percent drop in sugar The fiscal deficit was reduced substantially from 3.5
production to 450,000 tons. However, these losses were percent of in 1993 to 1.5 percent of GDP in 1994,
compensated by growth in tourism from 319,000 arri- mainly due to a reduction in current expenditures. Tax
vals in 1994 to an estimated 325,000 in 1995, and performance also improved owing to better collection
moderate growth in other sectors. Growth is projected of the value added tax. For 1995 the fiscal accounts
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were brought into virtual balance as a result of public In 1995 a financial crises at the National Bank of Fiji,
sector wage restraint, delay in some capital expenditure the largest bank in the country, dominated events in the
and strong growth in income tax receipts. During the banking sector. Recent estimates indicate that nearly
past several years the deficit has been financed from two-thirds of the loan portfolio is non-performing
domestic sources, leading to a rise in outstanding do- amounting to F$220 million or 7.5 percent of the GDP
mestic public debt. At the end of 1995, outstanding in 1995. The cost to the budget is likely to exceed F$200
public debt stood at the equivalent of 43 percent of million, and will require substantial cuts in non-interest
GDP, marginally higher than in 1994 when it was 42 expenditure to maintain fiscal balances. The govern-
percent of GDP. ment has separated the operations of the National Bank

The external position improved in 1995. Buoyed by into two areas, one focusing on its good loans and the
strong earnings in the tourism sector, the current account other on retail and commercial banking GDP operations.
deficit narrowed from 3.8 percent of GDP in 1994 to 0.7 Non-performing loans have been placed within a special
percent of GDP in 1995, and was accompanied by a asset management unit responsible for working out
commensurate improvement in the overall balance from problem loans and maximizing collections. The govern-
a small deficit in 1994 to a surplus equivalent of 4 ment is considering measures to ensure a return to prof-
percent of GDP in 1995. External debt declined further itability through tight cost control and strengthened
to 14 percent of GDP at the end of 1995 with the debt managementandamajorrestructuring program overthe
service ratio declining to 4.7 percent. Official reserves medium term.
increased to $350 million at the end of December 1995
(equivalent to five months of imports), up from $275 . .
million in December 1994. The exchange rate of the Fiji 
dollar, which is pegged to a basket of currencies com- In the early 1990s, real per capita income in Fiji was
prising Fiji's five largest trading partners, was broadly virtually at the same level as it had been ten years earlier.
unchanged in real effective terms during 1994 and de- The elected government that took office in May 1992
preciated by 2 percent in 1995. expressed a commitment to continue with the reform

Inflation has been moderate. Consumer inflation fell program started in 1987. The document, "Opportunities
from 8 percent in 1990 to around 5 percent over 1992- for Growth," tabled in the House of Representatives in
93, reflecting in part low imported inflation from major April 1993 underlined the government's wish to con-
trading partners. In 1994 inflation stood at a low of 0.6 tinue the broad direction of economic policy set out by
percent, then increased to 2.2 percent in 1995. the previous government aiming at accelerated eco-

Monetary policy in recent years has focused on price nomic growth through private sector initiative and em-
stability and managing the high buildup of liquidity the phasis on exporting. This orientation has been
banking system, brought on in part by the low private maintained by successive governments.
sector demand for credit. During 1995, broad money Since 1992 various measures have targeted the need
(M2) is estimated to have grown by about 4.3 percent to maintain macroeconomic stability, enhance Fiji's
compared to 2.7 percent the previous year. Domestic competitiveness, and redefine the role of the govern-
credit expansion has decelerated slowly since the rapid ment and promote private sector development. These
growth in 1990-91. dropping to only 1.4 percent for include: the gradual replacement of import licensing
1995. Credit to the government sector continued to with tariffs; steady reduction of the maximum general
decline in 1995, but this was offset by moderate in- tariff: abolition of four separate indirect taxes and im-
creases in domestic credit to other public entities and the plementation of a uniform value added tax set at 10
private sector. percent; attempts to improve competition in the labor

Interest rates have generally been on a declining market; and, intentions to reduce the military.
trend in recent years despite a reduction in excess liquid- Government policy has attempted to diversify the
ity. At the euid of March 1996 the weighted average of economy away from the high dependency on sugar and
the interbank money market overnight lending rate tourism and to increase earnings from mining, manufac-
stood at I I percent compared to above 12 percent in the turing, forestry and fishery sectors. However, it has had
period 1990-92. The weighted average deposit rate on limited success.
outstanding savings deposits stood at 4.5 percent at the
end of March 1996 and has fluctuated between 4 and 5
percent over 1990-96, leavinig the initermediation spread Medium-Term Prospects
virtually unchanged. Low inflationary pressures and tie Fiji's relatively favorable resource endowment, with
low minimum lending rate of the Reserve Bank have strong potential in a wide range of sectors (agriculture,
also contributed to declining interest rates. fisheries, manufacturing, tourism, mining) points to the
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scope for higher economic growth than what has been investments and employment creation have com-
achieved to date. pounded the problem of unemployment and underem-

Economic growth prospects continue to be con- ployment both in urban and rural areas.
strained by a number of factors such as political insta- If Fiji moves forward with its agenda of structural
bility exacerbated by racial divisions and uncertainties reform and public sector restructuring, real GDP growth
over land tenure, and by a weak commitment to imple- for the period 1996-2000 is projected at about 3 percent
ment stable and credible economic policies. Critical compared to the average of 2.5 percent over 1990-95.
among these is the need for concerted measures to alle- '[his scenario assumes an increase in public investment
viate deficiencies in public sector management, particu- in social and physical infrastructure and a restoration of
larly in key areas such tax collection, the management investment confidence that would result in an increase in
of enterprises and to improve efficiency and cost-effec- the private investment rate. Agricultural restructuring
tiveness of public expenditure programs. The economy would raise agricultural growth and non-sugar exports,
suffers from sharp rural and urban imbalances, inade- while progress on trade deregulation would permit Fiji to
quate infrastructure, and continued loss of skilled and expand its manufacturing export markets. While the ex-
experienced manpower to emigration. One priority issue temal current account deficit rises modestly and the
is the need to reduce income disparities and alleviate overall debt picture would remain favorable as faster
poverty. An estimated 25 percent of households have export and GDP growth results in a decline in the debt
incomes that place them below the poverty line. Urban service and debt-to-GDP ratios. If little progress is made
poverty has increased over the past two decades as there in ensuring political stability and economic reform, how-
has been a shift in population away from the rural areas ever, expectations are that investment levels will remain
to an increasingly urban based economy. Low levels of low, resulting in continued poor economic performance.
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Fiji at a glance
Lower-

POVERTY and SOCIAL East middle-
Fiji Asia Income Development diamond*

Population mid-1995 (millions) 0.78 1,709 1,154 Life expectancy
GNP per capita 1995 (US$) 2,400 830 1,700
GNP 1995 (billions US$) 1.9 1,418 1,962

Average annual growth, 1990-95

Population (%) 1.1 1.3 1.4 GNP Gross
Labor force (%) 3.1 1.4 1.8 per Gross

per -i ~~~~~~primary
Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) .. ..
Urban population (% of total population) 41 31 56
Life expectancy at birth (years) 72 68 67
Infant mortality (per 7,000 live birlhs) 21 36 36
Child malnutrition (% of children under 5) .. 17 .. Access to safe water
Access to safe water (% of population) 56 77 78
Illiteracy (% ofpopulation age 15+) 8 17
Gross primary enrollment (% ofschool-age population) 128 117 104 -Fiji

Male 128 120 105 -Lower-middle-income group
Female 127 116 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 0.7 1.1 1.7 1.9 Openness of economy
Gross domestic investment/GDP 20.6 19.1 12.2 13.0
Exports ot goods and non-factor services/GDP 43.0 44.4 58.7 57.0
Grossdomesticsavings/GDP 20.0 18.7 11.6 11.0
Gross national savings/GDP 18.6 14.0 11.0 10.5

Current account balance/GDP -4.1 -2.1 -8.1 -5.2 Savings Investment
Interest payments/GDP 0.6 2.2 1.1 0.9
Total debt/GDP 8.7 38.9 17.3 15.0
Total debt service/exports 4.0 11.7 7.1
Present value of debt/GDP .. .. 14.8
Present value of debt/exports .. .. 22.4 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Fiji
GDP 2.5 3.4 4.5 1.4 Lower-middle-income group
GNP per capita 0.3 2.4 2.1 L-
Exports of goods and non-factor services 3.7 .. .. 5.4

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP)
Agriculture 25.6 18.3 22.1 21.3
Industry 22.3 19.5 17.5 17.5 10

Manufacturing 11.6 9.5 12.5 12.4 s
Services 52.1 62.2 60.4 61.2

Prvate consumption 68.0 62.2 71.6 72.3 5 90 91 92 93 94 95

General govemment consumption 12.0 19.1 16.8 16.7
Imports of goods and non-factor services 43.6 44.8 59.2 59.0 -GD - GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports I%)
Agriculture 4.2 2.0 8.6 -1.7 40

Industry 3.1 3.2 8.0 2.6
Manufacturing 4.3 3.8 8.0 1.5 20

Services 2.7 6.2 2.3 3.6

Private consumption 0.5 .. 1.5 9 20 93 94 95

General govemment consumption 6.1 .. .. 3.0
Gross domestic investment 1.4 .. .. -0.2 -20 L

Imports of goods and non-factor services 1.6 .. .. 3.7 -Exports -Imports
Gross national product 2.3 3.4 3.2 ..

Note: 1995 data are preliminary estimates.
' The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices ,
(% change) 10

Consumer prices 13.1 4.4 0.6 2.2 8

Implicit GDP deflator 24.3 7.5 0.1 1.2 6

Government finance
(% of GDP) 2

Current revenue .. 26.3 25.8 26.8 0 I 9

Current budget balance .. 1.5 2.6 3.3 90 91 92 93 94 95
Overall surplus/deficit .. -2.8 1.5 0.1 -GDPdet. CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions USS)
Total exports (fob) .. 237 485 490 1.000

Sugar .. 97 179 189
Gold . 1 9 44 47 75
Manufactures .

Total imports (cif) 441 763 705 E 

Food .. 73 118 122 lE i i i i i

Fuel and energy .. 100 97 100 25
Capital goods .. 80 272 201

Export price index (1987=100) . 116 
Import price index (1987=100) .. 90 91 92 93 94 95
Terms of trade (1987=100) . .. Exports IM Imports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 284 509 1,0$65 1,111
Imports of goods and non-factor services 293 514 1,095 1,116
Resource balance -10 -4 -30 -5

Net factor income -16 -10 -86 -71 94
Net current transfers -2 -9 -24 -24 89 92

Current account balance,
before official transfers -28 -24 -140 -100 s 

Financing items (net) 78 19 149 52
Changes in net reserves -50 5 -9 48

Memo:

Reserves including gold (mill. US$) 149 134 275 350
Conversion rate (local/US$) 0.8 1.2 1.4 1.4

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 59 444 299 290

IBRD 15 63 40 35 G A
IDA 0 0 0 0 16 35

Total debt service 12 64 81 67
IBRD 1 11 16 14
IDA 0 0 0 0 F

Composition of net resource flows 92
Official grants 6 17 11 15
Official creditors 11 -8 -20 -12
Private creditors -2 11 3 3 D
Foreign direct investment 14 22 35 35 123
Portfolio equity 0 0 0 0 E

World Bank program
Commitments 5 7 0 0 A -IBRD E -Bilateral
Disbursements 4 0 6 6 B -IDA D -Other multilateral F -Private
Prncipal repayments 0 6 13 11 C-IMF G -Short-term
Net flows 4 -6 -7 -5
Interest payments 1 5 3 3
Net transfers 3 -11 -10 -8

World Bank International Economics Department, September 1996
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Gabon

G abon is rich in oil, manganese, uranium and dominated by inefficient public enterprises and the pri-
forests, enjoys one of the highest per capita vate sector has yet to foster the emergence of a strong
incomes in Sub-Saharan Africa (GDP per cap- Gabonese entrepreneurial class. The development of

ita for 1995 is estimated at $3,800) and yet in terms of agriculture and small and medium enterprises, which
social indicators has achieved far less than comparable ought to provide employment and income opportunities
countries: there is a 72-place gap between Gabon's for the bulk of the labor force, has been hindered by a
ranking on the UN Human Development Index, at 114 loss of competitiveness. Underdevelopment, lack of an
out of 173, and its ranking based on GDP per capita, at adequate regulatory framework, and inadequate mainte-
42 out of 173. Recent estimates put overall adult illiter- nance of the transport sector imply a significant bottle-
acy at around 30 percent of the population, infant neck to the development of other sectors, particularly
mortality at 99 per 1,000 live births, and life expectancy agriculture and forestry.
at birth at 54 years. Since 1986, when the price of crude oil fell by 50

With just over I million inhabitants and an area of percent, Gabon's economy has been in decline. Public
268,000 square kilometers, Gabon is sparsely popu- investment fell as government revenues declined; real
lated, but its population is growing 2.5 percent a year. It non-oil GDP shrank on average by 1.8 percent a year
is one of the most urbanized countries in Africa (73 from 1985 to 1994. The crisis significantly curtailed
percent), with almost half of the population (just under employment in the formal sector: the modern sector,
436,000) concentrated in the capital, Libreville. There including public and parastatal, contracted by 25 percent
is also a significant foreign presence, with 18 percent of from 1985 to 1992; the number of jobs in the modern
the adult population non-Gabonese who are substituting private sector fell by over 50 percent; and oil employ-
for Gabonese labor at all levels. The basic infrastructure ment declined by 18 percent during that period. The
exists in telecommunications, transportation, and en- non-oil private sector accounted in 1992 for only 28
ergy, but requires maintenance and upgrading. Finally, percent of employment.
Gabon offers one of the largest remaining pristine eco- The government resorted to accumulating arrears to
systems in the world. Two-thirds of its forests are either finance its budget deficits, and by December 1994,
untouched or relatively undisturbed; it is estimated that external arrears had swollen to over $1 billion, about
they harbor over 8,000 plant and 600 bird species, con- one-third of external public debt. The current account of
tain Africa's largest population of forest elephants, and the balance of payments was in deficit because of the
provide sanctuary for at least 20 primate species. disequilibrium of public finances. The government's

Gabon's economy is characterized by the distortions financial difficulties also threatened to paralyze the do-
that affect many resource-rich countries, in which exces- mestic financial system.
sive demand for non-tradable goods raises factor costs, The loss-making parastatal sector is a significant
impeding diversification into less resource-intensive burden on public finances and the economy. In recent
tradable products. As a result, the basis for diversified years, subsidies to public enterprises have been equiva-
growth in Gabon has yet to be built. The economy is lent to 2 percent of GDP. while their value added is less
dominated by the oil sector; it accounts for over one- than 8 percent of GDP. However, it represents a signifi-
third of GDP, close to half of government revenue, 50 cant source of employment, providing about 20 percent
to 60 percent of gross investment, and over three-quar- ofjobs in the formal sector.
ters of merchandise exports.

Gabon relied in the past on spending oil revenue on . .
public investment projects with poor rates of return and
on a scale that exceeded the absorptive capacity of the Gabon is a fledgling democracy with significant vested
economy, which undermined competitiveness and exac- interests; the first multi-party presidential elections,
erbated its dependence on oil. The modern sector is held in 1993, were an important stage in the transition
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toward multiparty democracy, which began with a na- than anticipated. Consumer price inflation was lower
tional conference in March 1990 that was followed by than projected, with the annual rate for 1995 now esti-
multi-party legislative elections in September 1990. The mated to have been lower than 3.5 percent (end of
1993 elections were contested by the opposition and period). Import volume picked up by 3.6 percent, while
followed by civil unrest. The 1994 Accords of Paris export volume grew by 6.4 percent.
brokered by France resolved the situation peacefully by Preliminary estimates indicate overall GDP growth
bringing six opposition members into the cabinet and of about 3.2 percent in 1995, with the non-oil sector
defining an election calendar. In July 1995 the accords growing at 1.5 percent. Services also performed better,
were ratified by referendum, modifying the constitution growing at about II percent, while agriculture and in-
and defining an election calendar. The electoral code dustry (including manufacturing) each grew by 2.3 per-
was approved by the National Assembly in February cent. A 7.2 percent rise in investment expenditures and
1996, setting the stage for municipal, legislative, and a 9.2 percent increase in government spending comple-
senatorial elections to be held later in the year. Presiden- mented a modest pickup in private consumption. Gross
tial elections are expected to be held in 1998. domestic savings stabilized at 45 percent of GDP. With

a better than anticipated yield from the value added tax,

Recent Economic Developments the primary surplus is estimated to have more than
doubled to 11.6 percent of GDP. The current account of

Gabon's record of economic management was mixed the balance of payments (including transfers) was in
before 1994, but strongly improved thereafter, with surplus at end-1995, standing at about 3.1 percent of
inflation brought under control rapidly after the devalu- GDP. Government revenue significantly exceeded ex-
ation and fiscal performance turned around. Gabon, with penditures, corresponding to a surplus of 8.7 percent of
support from the World Bank and IMF, focused on trade GDP. In spite of recent debt relief, overall government
and fiscal policies and successfully implemented the indebtedness remains a serious problem.
Central African Customs Union trade and tariff reforms.
It reduced averaoe customs duties, simplified its tariff

D , Development Priorities
structure to a four-rate system ranging from 5 to 30
percent, lifted quantitative restrictions on all imports but The government is laying the foundation of a strategy
sugar and bottled water and replaced them with a three- based on a redefinition of the roles of the state and the
year surtax to be progressively reduced from 30 percent private sector in the economy. The strategy rests on the
to zero. In April 1995 Gabon introduced a value added disengagement of the state from direct involvement in
tax with a single rate of 1 8 percent. Wage restraint and productive and commercial sectors and its reinforce-
regulatory measures to dampen price increases held ment in the provision of priority services to the popula-
1994 consumer price inflation to 36 percent. tion, including protecting the environment and

The government has pledged its commitment to fur- biodiversity, ensuring adequate and efficient services in
ther reforms, including structural measures to increase health and education, and adequately providing and
the efficiency and transparency of the public sector, maintaining infrastructure. Successfully shifting will
including increasing revenue mobilization, containing entail the reinforcement of Gabon's institutional frame-
the wage bill and improving the quality of public expen- work to be move conducive to the development of
diture. After having cleared all arrears on outstanding efficient markets, and a greater role for competition and
external debt in December 1995 Gabon concluded a marketmechanismsasthemainregulatorsoftheprivate
rescheduling agreement with the Paris Club, under more sector. To that end, several institutional reforms are
generous terms than expected. Discussions with bilat- envisaged. Business laws are being harmonized at the
eral creditors were initiated. regional level. The government is currently drafting an

A first review of the program supported by the IM F's investment code that does not introduce additional fiscal
Extended Financing Facility was initiated in February distortions and is seeking to renegotiate existing special
1996. Indications on both the structural and macroe- enterprise regimes. Civil service reform is under discus-
conomic fronts are positive, following some initial slip- sion. Finally, the labor code is to be revised.
pages on public resource management and a Thegovernmenthascommitteditselftorestructuring
slower-than-expected passage of the privatization law. the state sector. A privatization law adopted by the
The government has implemented a broad range of government in August 1995 was promulgated in Febru-
measures to improve financial management and expen- ary 1996, after discussion with major stakeholders, in-
diture control. Non-oil economic activity has reportedly cluding unions and the private sector. The law defines
improved, while oil production itself was greater than the institutional framework and modalities for a trans-
expected (18.1 million tons instead of 17.4 million tons parent and professional privatization process. A new
in 1995). Oil and non-oil revenues were both stronger competition law has been passed by the government. A
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schedule has been drawn up for the concessioning of leum (which is expected to stagnate) and are thus fore-
operations or outright privatization of key public enter- cast to grow at less than 5 percent per year.
prises. Gabon has made progress on several key enter- Consumption is projected to increase by some 5
prises, including the electricity and water firm, the percent, propelled by private sector increases of roughly
railway, the airline, and the post and telecommunica- 10 percent each year after 2001. Over the period under
tions company. consideration, investment is expected to strengthen,

with growth of almost 6 percent in private investment
Medium-Term Prospects fostered by the important changes in the institutional

environment. Thus, Gabon's high saving may be even-
The government's program of economic reforms is fore- tually translated into more diversified and faster growth.
cast to generate non-oil GDP growth of 4.8 percent a
year over the medium term. In the longer run, as struc- External Debt
tural reforms bear fruit and increase the aggregate pro-
ductivity of investment, non-oil GDP growth is Most of Gabon's external debt is bilateral and is not on
predicted to accelerate to about 6 percent. The incre- concessional terms. In December 1995 Gabon sought
mental capital/output ratio is expected to decline mod- and received debt relief from its Paris Club creditors on
estly from a historical level in excess of 10 to about 7 more favorable terms than anticipated. With no further
within the next decade. Non-traditional exports are pro- rescheduling and relatively little new borrowing as-
jected to increase at about 10 percent a year, in contrast sumed, debt service is expected to decline from over 17
to total exports, which will remain dominated by petro- percent of GDP in 1995 to under 10 percent by 2000.
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Gabon at a glance
Sub- Upper-

POVERTY and SOCIAL Saharan middle- r
Gabon Africa income Development diamond

Population mid-1995 (millions) 1.1 589 440 Life expectancy
GNP per capita 1995 (US$) 3,800 490 4,300
GNP 1995 (billions US$) 4.2 289 1,892

Average annual growth, 1990-95

Population (%) 2.5 2.8 1.7
Labor force (%) 1.9 2.8 2.1 GNP Gross

per p -r pimary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) .. .. .. /
Urban population (% of total population) 50 31 74
Life expectancy at birth (years) 55 52 69
Infant mortality (per 1, 000 live births) 90 92 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) 67 47 89
Illiteracy (% of population age 15+) 37 43 13
Gross primary enrollment (% of school-age population) 134 71 107 -Gabon

Male 132 77 .. -Upper-middle-income group
Female 136 64

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) 2.2 3.7 3.9 4.8
Gross domestic investment/GDP 62.7 38.3 21.5 21.4 Openness of economy
Exports of goods and non-factor services/GDP 49.5 56.9 64.9 57.9
Gross domestic savings/GDP 64.3 51.9 47.2 45.2
Gross national savings/GDP 55.3 42.3 29.2 24.5

Current account balance/GDP -2.4 -4.8 7.3 3.1 Savings Investment
Interest payments/GDP 0.7 1.5 2.7 4.4
Total debUGDP 40.8 32.9 101.8 94.3
Total debt service/exports 5.2 11.6 11.1 17.7
Present value of debt/GDP .. .. 91.0
Present value of debt/exports .. .. 147.3 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Gabon
GOP -1.8 0.6 1.7 3.2
GNP per capita -7.3 -8.1 -3.6 -0.7 Upper-middle-income group
Exports of goods and non-factor services -0.6 6.7 8.6 -1.7

STRUCTURE of the ECONOMY
1975 1985 1994 1995 [ -_ ___

(% of GDP) Growth rates of output and Investment (%)
(% of GDP) L ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~10 -

Agriculture 6.4 6.2 7.5 7.7 .
Industry 62.3 59.5 52.0 52.7 05. 520 .

Manufacturing 4.3 5.2 10.7 11.0 o 90 91 93 94 95

Services 31.3 34.3 40.5 39.6
-20)

Private consumption 23.5 29.5 35.9 41.4 .30

General government consumption 12.2 18.6 16.9 13.4
Imports of goods and non-factor services 47.9 43.2 39.2 34.1 GDI -GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
Agriculture .. 0.3 2.8 2.3 40

Industry .. 4.2 6.3 2.3
Manufacturing .. 6.8 -10.1 2.3 20

Services .. -3.6 -3.3 11.1

Private consumption 5.2 -6.0 -14.6 2.6 o 9

General govemment consumption 7.2 -1.4 -4.6 9.2
Gross domestic investment -4.7 -5.1 -0.8 7.2 -20

Imports of goods and non-factor services 3.3 -3.3 -17.2 5.0 -Exports ^ mports
Gross national product -3.1 -5.2 -1.2 1.8

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 40-

Consumer prices 28.5 -12.9 36.1 10.0
Implicit GDP deflator 4.4 8.4 39.9 5.9 20

Government finance o
(% of GDP) 01 90 93 94 95

Current revenue .. 38.4 25.1 30.5 .
Current budget balance .. 22.5 3.9 8.7 20
Overall surplus/deficit .. -5.0 -1.8 3.0 -GDPdef. -^CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(mil/ions US$)
Total exports (fob) .. .. 2,350 2,685 3.000

Petroleum .. 1,629 1,836 2,096
Timber .. 122 161 189
Manufactures .. .. 2,000 H rn n

Total imports (cif) .. 977 756 812

Food .. 161 166 181 .0
Fuel and energy .. 50 161 173 10
Capital goods .. 215 320 339

Export prce index (1987=100) - _t
Import price index (1987=100) 89 90 91 92 93 94 95
Terms of trade (1987=100) .. .Exports Inhimports

BALANCE ot PAYMENTS

(millions UIS$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 1,235 2,090 2,538 2,756 10 T
Imports of goods and non-factor services 1,092 1,913 1,532 1,623
Resource balance 143 177 1,006 1,132

Net factor income -153 -244 -573 -792 s
Net current transfers -41 -109 -146 -194

Current account balance,
before official transfers -51 -176 287 146 R0L 9 4 9

(i9 90 91 2- 93 94 95
Financing items (net) 94 115 -135 -188
Changes in net reserves -43 61 -151 42 go _

Memo: L
Reserves including gold (mill. US$) 146 197 180 130
Conversion rate (local/US$) 214.3 449.3 555.2 499.1

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 883 1,206 3,986 4,525

IBRD 19 11 114 110 G A C
IDA 0 0 0 0 F 329 110 97 l

Total debt service 64 246 268 465 199 553

IBRD 2 2 18 20
IDA 0 0 0 0

Composition of net resource flows
Official grants 25 16 147 167
Official creditors 75 38 60 208
Private creditors 253 95 -31 -75
Foreign direct investment 167 15 -103 135
Portfolio equity 0 0 0 0 E

World Bank program 3237
Commitments 5 0 35 0 A- IBRD E -Bilateral
Disbursements 3 0 33 4 B -IDA D -Other multilateral F -Private
Prncipal repayments 1 1 10 12 C -IMF G -Short-term
Net flows 2 -1 23 -8
Interest payments 1 1 8 8
Net transfers 1 -2 15 -16

World Bank International Economics Department, September 1996
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The Gambia

T he Republic of The Gambia is a narrow strip of the international community, which generated generous
10,700 square kilometers on the west coast of aid and technical assistance. However, in July 1994, the
Africa and surrounded on three sides by Senegal. government was overthrown in a bloodless coup by

Limited natural resources and an underdeveloped hu- junior officers charging the previous government of
man capital base have constrained economic widespread corruption and abuse of power. The new
diversification and growth. High population density on government of the Armed Forces Provisional Ruling
agricultural land (207 inhabitants per square kilometer Council expressed its intention to persevere with the
in 1991) together with very high rates of urban popula- economic policies of the past and honor all external
tion growth are generating mounting concern about obligations. After foiled coup attempts in November
environmental issues. The Gambia's open undiversified 1994 and January 1995 and under continuous internal
economy is highly vulnerable to changes in the external and external pressure, the provisional ruling council
environment: adverse weather conditions, fluctuations accepted in February 1995 the recommendations of a
in the world price of the main export commodity civilian National Consultative Committee to return the
(groundnuts), a changing aid climate, economic condi- country to constitutional rule in July 1996.
tions in neighboring countries, and shifting demand in The military takeover led to an almost complete halt
Western Europe for tourist services. in external support forThe Gambia; except for humani-

The Gambia is one of the least developed countries tarian aid, key donors have suspended all program aid.
in Sub-Saharan Africa, with a 1994 per capita GNP of While the timetable for return to constitutional rule has
$330. The mainstay of its economy has traditionally slipped, there appears to be progress toward this end.
been rainfed cultivation of cereals, groundnuts, and The international community is waiting to see specific
other agricultural products, which in the past decade steps leading to the transfer of power to a civilian
have been adversely affected by irregular and inade- government. Meanwhile, the withdrawal of develop-
quate rainfall. Groundnuts constitute about 70 percent ment assistance and the subsequent decline in private
of export earnings, and past economic policies did little sector confidence have had an adverse effect on the
to broaden export earning capacity. Potential sources for economy.
diversifying growth in The Gambia's economy lie with
agriculture, mainly horticultural and livestock products, Recent Economic Developments
processing agricultural and livestock products, and light
manufacturing, fisheries, tourism, and other services. In 1985 The Gambia adopted a comprehensive macroe-
About one-third of food requirements, all fuel, interme- conomic stabilization and adjustment program with
diary and capital goods requirements, and most manu- measures aimed at liberalizing trade and price policies,
factured goods are imported. Although recent efforts to establishing a flexible exchange rate and liberalizing
diversify exports through tourism and re-exports have interest rate policies, streamlining credit and fiscal poli-
somewhat improved earnings and broadened the export cies, and privatizing public enterprises. Reform -sup-
base, it has not been sufficient to sustain expanding ported by a large influx of external aid-was generally
import requirements. satisfactory and macroeconomic targets were mostly

met. Building on the reform program's success, the

Recent Political Developments government launched a Program for Sustained Devel-
opment in 1990 aimed at consolidating past policy

From independence in 1965 until July 1994 The Gambia reforms and promoting private sector-led growth.
enjoyed adeniocratic multi-party parliamentary system. This program virtually came to a halt following the
The last presidential election was held in April 1992. July 1994 coup.
Political stability and its good record on issues such as The Gambia's vulnerable economic base has been
respect for human rights won The Gambia prestige in affected by three ma jor shocks: reinforcement of border
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surveillance by Senegal in August 1993; developments conomic stability and eliminate its interference with
in the CFA zone in August 1993 and January 1994, and market forces and public enterprises.
political uncertainty and security concerns in the after-
math of the 1994 coup. The slowdown in economic Social Indicators
activity adversely affected employment, investment and
income levels, government revenues, and the external The Gambia's poverty is reflected in the low level of
position. human resource development, with social indicators

During the fiscal 1994 before the coup, overall among the lowest even by Sub-Saharan African norms.
macroeconomic performance was satisfactory and the Illiteracy is estimated at 55 percent, much higher than
reform program was on track. Although there was a the norm for Sub-Saharan Africa. Official figures put
reduction in re-export trade of about 30 percent, it was primary school enrollment at about 76 percent, although
estimated that GDP grew by about 1 .3 percent in real recent household survey data suggest a level of 40 to 45
terms as a result of above average performance in agri- percent. Secondary-school enrollment is very low. In-
culture, tourism, construction, and communications. fant and child mortality rates are very high (the under-
Emergency policy measures put in place in September five mortality rate is some 161 per 1,000) and there is a
1993, and strengthened in March 1994. were a key to high incidence of chronic infectious diseases and sea-
preserving fiscal and monetary balances. Government sonal malnutrition. Recent census data suggest a popu-
revenue collection was broadly on target, reflecting lation growth rate of about 4 percent, although heavy
improvements in customs and income tax administra- in-migration may account for 0.5 to 0.6 percent of this.
tion. Inflation was kept in check at 5 percent on an The development implications of the fast growing
annual basis. External reserves remained at a comfort- population and the gap in human resource development
able five month's of imports. were recognized by the previous government and the

Economic and financial performance has deterio- current military government. This awareness has
rated since the July 1994 coup: the reform-induced changed The Gambia's stated policy goals to raising the
supply response and investor confidence in service-re- long-term productive potential of the economy and im-
lated activities have been significantly reduced, and as proving the welfare of the population through better
in the pre-reform years, the thin economic base has allocation and efficiency in the use of public resources,
become once again virtually dependent on agricultural especially in education, health, in particular reproduc-
production. The economy declined by an estimated 4.8 tive health, and poverty alleviation. Access to primary
percent, with a sharp downturn in tourism, re-export education and health services has been considerably
trade, and construction. This decline was attributed to a expanded in recent years with donor assistance. The
deterioration of private sector confidence and a caution- government adopted a national population policy in
ary travel advisory issued by the several EU govern- June 1992, and reproductive health services, including
ments in the wake ofthe attempted November 1994 and family planning services, and HIV/AIDS prevention
January 1995 counter-coups. This led to a decline in programs are being extended to health centers through-
government revenues, which, despite efforts to curtail out the country. The government's objectives are to
public expenditure, resulted in widening the overall reduce maternal and infant deaths, increase the contra-
budget deficit to4.4 percent ofGDP. Moderate 7 percent ceptive prevalence rate (currently estimated at 10 per-
growth in money supply, mostly on account of higher cent) and encourage safe sex behavior to mitigate the
government borrowing from the banking system, was increase spread of HIV/AIDS. Progress has, however,
reflected in manageable inflation of about 5 percent. stalled in the wake of the July 1994 events, and addi-
However, the recent upward trend in inflation is a source tional donor support has been deferred due to the politi-
of concern in the context of the growing budget deficit. cal uncertainties.
With the suspension of program aid, an overall balance
of payments deficit reappeared for the first time in five
years, and reserves declined by 9 percent to about $94 The Environment
million. Business confidence further deteriorated as a In rural areas, natural resources are threatened by in-
result of growing government interference with liberal- creasing population pressures. overgrazing, salinity in-
ized rice imports and the pricing system, and with the trusion along the Gambia River, and inadequate
operation of public enterprises. The economic outlook groundwater management. There is also a potential
for 1996 remains difFicult and uncertain. The re-estab- threat to clean groundwater supply in the Greater Banjul
lishment of business confidence will be a critical factor area as a result of its proximity to the ocean, and a
for economic recovery. A serious test will be also the shallow water table. The government has initiated a
government's commitment to re-establish macroe- comprehensive effort to arrest the deterioration of the
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environment through more careful use of existing re- The action plan underlines government's commitment
sources based on improved resource management prac- to arrest the deterioration of the environment through
tices. The government prepared The Gambia actions in population control and human settlement,
Environmental Action Plan and presented it at the UN land management, institutional strengthening, and natu-
Environment Conference in Rio de Janeiro in June 1992. ral resource management.
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The Gambia at a glance
Sub-

POVERTY and SOCIAL The Saharan Low-
Gambia Africa Income Development diamond*

Population mid-1995 (millions) 1.1 589 3,188 Life expectancy
GNP per capita 1995 (US$) 490 460
GNP 1995 (billions US$) 289 1,466

Average annual growth, 1990-95

Population (%) 3.7 2.8 1.8 GNP Gross
Labor force (%) 3.4 2.8 1.9 Gpe Gross

per < -) primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 64
Urban population (% of total population) 26 31 29
Life expectancy at birth (years) 46 52 63
Infant mortality (per 1,000 live births) 125 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to sate water
Access to safe water (% of population) 86 47 75
Illiteracy (% of population age 15+) 61 43 34
Gross primary enrollment (% of school-age population) 76 71 105 -Gambia, The

Male 87 77 112 -Low-income group
Female 65 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (millions US$) 109.8 217.6 362.7 364.1 Openness of economy
Gross domestic investment/GDP 12.2 12.5 21.0 Oo
Exports of goods and non-factor services/GDP 47.1 40.8 43.8 53.4
Gross domestic savings/GDP 15.2 5.1 5.2
Gross national savings/GDP 15.2 -4.0 7.9

Current account balance/GDP 6.1 -16.1 -13.2 -15.0 Savings Investment
Interest payments/GDP 0.0 0.2 1.7 1.4
Total debt/GDP 12.2 112.6 115.5 112.9
Total debt service/exports 2.6 10.4 19.0
Present value of debt/GDP .. .. 58.4
Present value of debt/exports .. .. 130.0 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Gambia, The
GOP 3.5 2.4 -4.8 3.2 Lwicm ru
GNP per capita -0.6 1.0 8.0 Low-income group
Exports of goods and non-factor services 4.3 7.6 -22.7 26.6

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 30

Agriculture 34.6 29.7 27.5
Industry 10.2 11.4 14.6 .. 20

Manufacturing 3.2 6.3 7.3 ..
Services 55.1 58.9 57.8

Prvate consumption 71.1 81.9 76.3 .. -93
General govemment consumption 13.7 13.0 18.5 16.3 -GDI GDP
Imports of goods and non-factor servioes 44.1 48.3 59.7 72.3

1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
(average annual growth)Grwhrtsoexrsanim rs %
Agriculture 3.5 1.2 -1.1 2.6 40

Industry 1.6 2.7 -11.9 4.9
Manufacturing 8.5 2.8 -2.8 -1.9 20

Services 4.3 1.5 -6.8 3.6
90 91 92 9 94/ 95

Private consumption -4.7 3.5 6.8 .. 20-

General govemment consumption 14.8 -2.6 -2.4 ..
Gross domestic investment 8.5 7.8 -4.0 .. 40

Imports of goods and non-factor services -2.1 8.6 -18.4 -Exports - rImports
Gross national product 2.5 5.3 -4.0 ..

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 20
(% change)
Consumer prces 25.9 18.3 5.0 6.0 15
Implicit GDP deflator 15.7 54.9 8.5 4.8 'a

Government finance 5
(% of GDP)
Current revenue .. 19.3 19.4 17.9 o
Current budget balance .. 1.4 2.8 3.2 90 91 92 93 94 95
Overall surplus/deficit .. -6.9 -4.4 -2.8 -GDP dei. **CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(millions US$)
Total exports (fob) .. ,. 123 127 250

Groundnuts .. 10 ..

Manufactures .. 200

Total imports (cif) 96 163 201
Food .. 34 . . 190-0

Fuel and energy t8 12
Capital goods .. 18 ..

Export price index (1987=100) .. . . .. 1

Import price index (1987=100) .9 90 91 92 93 94 95
Terms of trade (1987= 100) .. El Exports Ir Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 r Current account balance to GDP ratio (%)

(millions UJS$)
Exports of goods and non-factor services 66 88 159 195 o _ r, | + F | F |
Imports of goods and non-factor services 60 104 217 263
Resource balance 7 -16 -58 -69 |.

Net factor income 0 -24 -5 -6
Net current transfers 0 5 15 20 |10

Current account balance,
before official transfers 7 -35 -48 -55

Financing items (net) 7 45 32 55
Changes in net reserves -14 -10 16 ° -

Memo: I

Reserves including gold (mill. US$) 29 2 94 106
Conversion rate (local/US$) 2.0 5.0 9.5 10.2

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 13 245 419 411

IBRD 0 0 0 0 G
IDA 5 35 148 162 E 24

Total debt service 2 9 31 30 53
IBRD 0 0 0 0
IDA 0 1 2 2 162

Composition of net resource flows
Official grants 2 20 38 54
Official creditors 2 13 6 -4
Private creditors 0 0 -4 0 D
Foreign direct investment 0 0 10 10 144
Portfolio equity 0 0 0 0 c

World Bank program 28
Commitments 0 0 74 0 A -IBRD E -Bilateral
Disbursements 1 4 9 12 B -IDA D -Other multilateral F -Private
Prncipal repayments 0 0 1 1 c -IMF G - Short-term
Net flows 1 4 8 11

Interest payments 0 0 1 1
Net transfers 1 4 7 10

World Bank International Economics Department, September 1996
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Georgia

G eorgia is a country of 5.4 million people Trade, largely with the Soviet bloc, was central to the
bounded by the Black Sea, Russia, Azerbaijan, economy. External trade amounted to almost 43 percent
Armenia, and Turkey. In April 1991 it was of GDP over 1988-90. with inter-republican trade ac-

among the first Soviet republics to declare inde- counting for 85 percent of that total. Georgia relied
pendence. Following independence Georgia suffered heavily on imports of energy, most notably from Russia
from intense civil conflict. Throughout 1992 and 1993 (electricity, crude oil) and Turkmenistan (natural gas).
government forces fought in Ossetia, in Abkhazia, and Imported energy amounted to about 80 percent of total
against supporters of the former president. Toward the energy supply in 1990. By far the largest trading partner
end of 1993 a cease-fire was established in Abkhazia and for all products was Russia.
an agreement involving Russia and the UN was signed
to work out a peaceful resolution of the conflict. This
allowed the government to achieve greater political con-
trol and focus its attention on economic issues. Since Despite its favorable initial conditions, the Georgian
then there has been significant progress toward restoring economy went into a tailspin during the period follow-
law and order. A new constitution, which establishes a ing independence and the breakup of the Soviet Union.
strong executive presidency, was approved by parlia- Partly this was due to factors that were common to the
ment in July 1995. Presidential and parliamentary newly independent states, including the disruption of
elections were held in November; the sitting president traditional payments and trade links, and a large terms
was re-elected with 75 percent of the vote, and his party of trade shock for energy imports. However, these dif-
obtained a majority in parliament. ficulties were compounded by the civil conflicts, first in

Georgia's production structure is highly dependent South Ossetia, then with the Gamsakhurdian faction and
on agriculture, a sector in which it has significant eco- in Abkhazia. As a result, Georgia has suffered from one
nomic potential. Over 1989-91, agricultural production of the sharpest economic declines in Eastern Europe.
accounted for about 33 percent of NMP. Industry, of Between 1990 and 1994 recorded output is estimated to
which agro-industry is an important part, accounted for have fallen by 70 percent. Although the informal econ-
37 percent. The remaining value added was distributed omy may have cushioned the impact of this decline on
among transport (5 percent), construction (II percent), the population, living standards have fallen precipi-
trade and catering (6 percent) and others (8 percent). tously. and by 1995 GNP per capita (estimated at $440)
Georgia produced almost the entire citrus and tea crop had shrunk to the second lowest among former Soviet
of the former Soviet Union, and was responsible for a countries.
large share of the grape crop. In addition, with its access The civil conflicts severely eroded the government's
to the Black Sea and semi-tropical weather along the authority and ability to conduct sound economic policy.
coast, Georgia was a major tourist destination for Soviet Tax revenues collapsed, falling to around 2 to 3 percent
vacationers. Its location also made it a primary transit of GDP in fiscal 1994. The resulting huge budget defi-
conduit for goods shipped elsewhere in the Caucasus. cits led to hyperinflation and a sharp depreciation of the
Private sector activities were emerging in Georgia even domestic currency. By end- 1993 annual inflation had
before independence: almost one-third of agriculture reached 8,400 percent and the coupon had fallen to less
labor was working on private plots; about 95 percent of than I percent of its January value. Substantial currency
rural housing was private and privatization of residen- substitution resulted. To maintain huge subsidies for
tial housing had begun in urban areas. Georgia has a energy and bread, the government let its external debt
long history of non-official market transactions, and grow to unsustainable levels and increased its reliance
there is substantial evidence of a significant informal on humanitarian aid. By the end of 1994 external debt
economy. (including arrears) represented anlost 80 percent of
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GDP and grants amounted to about 45 percent of gov- tural reforms in the two years following independence
emnment revenues. including liberalization of most prices, open import

Shrinking resources led to the government's loss of regime, unified exchange rate, some privatization and
control of essential functions, most importantly provid- incipient land reform. Further progress was achieved in
ing basic social services and a reliable safety net for the 1995 and early 1996, within the framework of the gov-
poor. Expenditures on health and education declined emient's overall reform program. During 1995 the
from 12 percent of GDP in 1991 to less than 2 percent economy opened considerably with the elimination of
in 1994, and in early 1995 expenditures on pensions and the export tax, a reduction in the number of goods
the social safety net did not exceed 2.65 percent of GDP, subject to licensing requirements, and the elimination of
compared with 4.6 percent in Armenia and II percent the state order system. The few prices that remained
in Azerbaijan. Physical infrastructure was neglected and regulated (bread, electricity, gas and transport) were
deteriorated rapidly. raised to near cost-recovery levels. At the same time,

A marked change in the political and economic situ- substantial progress was made in fostering ownership
ation occurred in 1994 after the cease-fire in Abkhazia. change. As of December 1995 nearly 90 percent of small
With the benefit of an improved political situation, the enterprises had been privatized and privatization of me-
government began in September 1994 a program to dium and large enterprises was started.
stabilize and reform the economy, with support from the The government took some initial steps to improve
IMF and World Bank, in September 1994. Since then, the efficiency of public spending. It significantly im-
implementation has been strong and sustained. proved the targeting of social benefits, by removing

The cornerstone of the stabilization program was a working pensioners from the pension rolls and better
dramatic fiscal adjustment, which reduced the budget targeting child allowances. It also began a radical reform
deficit from 26 percent of GDP in 1993 to about 6 of the health sector and is in the process of transferring
percent in 1995 (on an accrual basis)and aims at a deficit many responsibilities for health provision and financing
of less than 4 percent for 1996. Results have been to the private sector. As of mid-1996 further progress
impressive: the average monthly rate of inflation fell was achieved with the completion of small-scale priva-
from 64 percent in the first three quarters of 1994 to an tization and the privatization of about 40 percent of
average of 3 percent since early in 1995. Successful medium and large enterprises; the adoption of a law
stabilization laid the groundwork for the introduction of granting rights to sell, buy and lease agricultural land;
a new national currency, the lari, in September 1995. the liberalization of the price of bread and initial steps
The population converted about $50 million of foreign toward breaking up and privatizing the state Bread Cor-
currency within a month, leading to a four-fold increase poration; health sector reform that shifted many respon-
of the domestic currency in circulation and growth in the sibilities to the private sector; an increase in the
international reserves of the central bank. The lari ap- retirement age, and further trade liberalization meas-
pears to have supplanted the ruble as the principal me- ures.
dium of exchange and unit of account. Introduced with In spite of this progress, the economic situation re-
a conversion factor of I million coupons per lari, the mains fragile. Tax performance remains extremely
new currency has since become the sole legal tender. It weak: notwithstanding the removal of tax exemptions
has appreciated slightly, moving from Ll.30 to the increase in tax rates, revenues in the first half of 1996
dollar in when first issued to L1.25 in January 1996. rose only to 4.2 percent of GDP. With government

There are signs that Georgia's economic growth re- expenditures already sharply reduced (13 percent of
sumed in 1995. Official data indicate that real GDP rose GDP), the sustainability of the fiscal adjustment de-
by 2.4 percent. Growth has been led by agriculture and pends largely on the success of efforts to increase tax
the service sector, particularly transport and retail trade. collections. Many key reforms are, moreover, still at an
Industrial output, however, is reported only to have early stage. Privatization of medium and large enter-
stabilized. The area of cultivated land in 1995 was about prises has to be pursued just begun and firms have yet
14 percent higher than the previous year. Industrial to make the critical adjustment to market signals. The
output is reported to have stabilized. In addition, the development of agriculture remains constrained by the
sharp reduction of the labor force in enterprises of the lack of well defined property rights and incomplete land
state sector (over 35 percent since 1991) is indicative reform. With most banks either insolvent or inactive, the
that restructuring has begun. banking sector fails to intermediate savings efficiently.

And the incentive framework to foster export growth is

The Reform Program not fully in place. Most urgently, the shortage of energy
remains a critical constraint to output recovery.

Despite the civil conflicts and the deteriorating macroe- The government has put in place an ambitious reform
conomic situation, Georgia introduced important struc- program for 1996. The program comprises several inter-
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related objectives. It aims to improve and consolidate an appropriate legal framework in place, it is expected
Georgia's fiscal situation through measures to expand that investment will start to recover as early as 1996.
the tax base and improve tax administration. The pro- Also anticipated is significant foreign direct investment
gram includes actions to rationalize public employment, to rehabilitate the oil pipeline, which should provide an
reform the provision and financing of basic social serv- upward pull for other activities. Investment should thus
ices in health and education, and reform social insurance gradually rise to 5.1 percent of GDP in 1996, and reach
and social assistance. A second objective is to foster II percent by 1998. Public investment will be directed
further adjustment in the productive sector; this is to be mostly at rehabilitating and rebuilding the physical in-
achieved by accelerating medium and large scale priva- frastructure needed to support private sector develop-
tization, restructuring the financial sector, and removing ment.
remaining barriers to a completely open trade regime. Given the size of the economy, the recovery of ex-
Finally, the program seeks to reform the energy sector ports is critical to resumed of economic growth. Fos-
to ensure payment discipline, remove all implicit subsi- tered by economic recovery in neighboring countries,
dies, and initiate privatization and restructuring of en- the removal of export restrictions, improvements in in-
ergy utilities. frastructure, and increased availability of raw materials,

exports are expected to grow at an annual rate of about

Medium-Term Prospects I I percent during the next four years. Agriculture and
food processing are expected to lead this export drive.

The government's reform agenda should consolidate The sustainability of the external financial balance
stabilization and lead to sustained recovery. Growth is will require demand management to allow imports to
expected to continue in 1996, building on the recovery recover more slowly than exports. Imports, mostly of
of the agriculture and service sectors observed during raw materials, equipment and capital goods, would grow
1995. It will be bolstered by a greatly improved eco- at an average annual rate of about 7 percent. Helped by
nomic environment, increasing public confidence and a higher rates of growth for exports than imports, the
more stable political climate. Further growth of the current account deficit is expected to decrease from 15
service sector will be fostered by progress in privatiza- percent of GDP in 1995 to about 4 percent by 1998.
tion and by increasing trade, particularly with recover-
ing neighboring countries. Progress in land reform and External Debt
removal of the remaining barriers to export should con-
tribute to rapid growth in agriculture. In the industrial Georgia accumulated substantial external obligations in
sector, initial recovery of output will be driven by in- the three years following independence. At the end of
creased utilization of available efficient capacity; sub- 1994 the total stock of debt amounted to about $1.0
sequent growth will be led by new investment in billion (including $409 million of arrears). The bulk of
response to emerging opportunities. The fairly high Georgia's obligations to former Soviet countries arose
labor mobility that characterizes the Georgian labor from non-payment for natural gas imports from Turk-
market is expected to facilitate enterprise restructuring. menistan after a more than five-fold increase in the price

Given the present low level of recorded output, fairly of gas in 1993. In late 1994, unable to meet these
high rates of growth (8 to 10 percent) are expected to obligations, the government developed a strategy to
prevail during the early years, followed by a gradual normalize its relations with its creditors. First, it re-
return to a more modest growth path. High growth rates quested and obtained from its creditors (except Turk-
will also result from progress in measuring output, in menistan) a standstill on debt service obligations falling
particular following the expected integration of the in- due, and remained current on its cash payments for gas
formal sector into the formal economy. Improvements supplied during 1995. Second, starting in 1995, it depos-
in living standards will be gradual and only by the turn ited $8 million per quarter in a special account in the
of the century will private consumption return to 1993 Netherlands Bank to build up a reserve for debt service
levels. payments. At the same time, a debt commission was

Recent years have witnessed a virtual collapse of established to lead negotiations with creditors on debt
investment. Public capital expenditures, even for basic rescheduling. Agreements to reschedule external debt
maintenance have come to a halt. However with recent have been reached with Turkmenistan, Armenia, Uzbek-
progress toward stabilization and political stability and istan and Kazakstan.
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Georgia at a glance
Europe &

POVERTY and SOCIAL Central Low-
Georgia Asia Income Development dlamond'

Population mid-1995 (millions) 5.4 488 3,188 Life expectancy
GNP per capita 1995 (US$) 440 2,240 460
GNP 1995 (billions US$) 2.4 1,093 1,466

Average annual growth, 1990-95

Population (%o) -0.3 0.4 1.8 GNP Gross
Labor force (%) 0.2 0.6 1.9 /p Gross

per > prnmary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 30
Urban population (% of total population) 59 66 29
Life expectancy at birth (years) 73 68 63
Infant mortality (per 1,000 live births) 18 23 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) .. .. 75
Illiteracy (% of population age 15+) 1 .. 34
Gross primary enrollment (% of school-age population) . 97 105 -Georgia

Male 97 112 Low-income group
Female .. 97 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 1.2 3.0 Openness of economy
Gross domestic investmentlGDP .. 34.3 0.3 4.0
Exports of goods and non-factor services/GDP .. .. 38.0 15.6
Gross domestic savings/GDP .. 31.1 -33.4 -7.3
Gross national savingslGDP .. .. -35.7 -10.1

Current account balance/GDP .. .. -36.0 -13.7 Savings Investment
Interest payments/GDP .. .. 0.4 0.7
Total debVGDP .. .. 113.3 55.1
Total debt service/exports .. ..

Present value of debt/GDP .. .. 93.8
Present value of debt/exports .. .. .. .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Georgia
GDP 5.5 -17.4 -11.4 2.4
GNP per capita .. -18.6 -13.1 0.5 Low-income group
Exports of goods and non-factor services .. .. .. -11.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 | Growth rates of output and investment (°e

(% of GDP) iso
Agriculture .. 25.5 27.4 29.3
Industry .. 39.6 19.8 16.4 75

Manufacturing .. 30.2 14.9 12.9
Services . 34.8 52.8 54.3 _ o_ = _

/~~~~~~9 ss
Private consumption .. 55.8 128.6 102.1 75
General government consumption .. 13.0 4.8 5.2 G
Imports of goods and non-factor services .. .. 71.7 26.9 -GDI - GDP

1975-84 1985-95 1994 1995
(average annual growth)
Agriculture .. -12.4 -58.3 1.3
Industry .. -22.0 2.7 0.1

Manufacturing .. -21.3 -20.5 -3.2
Services .. -20.5 31.8 5.3

Private consumption .. -12.2 -7.1 -15.0
General govemment consumption .. -26.1 -35.0 16.5
Gross domestic investment .. -24.8 -65.2 123.0
Imports of goods and non-factor services .. .. .. -14.2
Gross national product 5.5 -18.5 -13.0 1.8

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 2
(% change) 20,000
Consumer prices 17,271.5 162.7 15,000
Implicit GDP deflator 0.7 -4.5 17,271.5 162.7 ¶0,000 -

Government finance v/ -5 - /
(% of GDP) . _ _ __ _ J _ E__ _ _

Current revenue 4.2 5.1 o
Current budget balance -19.7 -6.2 90 91 92 93 94 95
Overall surplus/deficit . . -20.0 -7.3 -GDP det. -e-cPI

TRADE

(milions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) . . 381 347 8.000
Coffee
Tea 6. . . * .000
Manufactures 300 276

Total imports (cif) .. . 746 687 4.ooo
Food 271 206 . 1
Fuel and energy 191 217 2,000
Capital goods .. 88 249 . l_l

Export price index (1987=100) ._ .. i l M
Import price index (1987=100) 89 g0 91 92 93 94 95
Terms of trade (1987=100) . oExports lImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 473 447 ° 9 l 91 92 9 95
Imports of goods and non-factor services 693 769 l r
Resource balance . . -420 -323 1 Hi
Net factor income .. -28 -85 20
Net current transfers . . 0 0

Current account balance, -3o
before official transfers . -448 -407 L L

Financing items (net) . . 450 448 -40 -J
Changes in net reserves . -2 -40

Memo: l__

Reserves including gold (mill. US$) . 43 157
Conversion rate (local/US$) .. 5.6E+05 1.4E+06

EXTERNAL DEBT and RESOURCE FLOWS

1975 1993 1994 1995 r- -
(mi/lions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed . .. 1,411 1,645

IBRD . 0 0 B
IDA . . 1 84 84 C

116
Total debt service .. .. 6 20 G542 D

IBRD .. .. 0 0 149
IDA . .. 0 0

Composition of net resource flows
Oificial grants -- .- 101 120
Official creditors 94 85
Private creditors .. -. 6 0
Foreign direct investment . .. 0 0 F E
Portiolio equity -. .- 0 0 108 646

World Bank program
Commitments .. . 28 75 A -lBRD E -Bilateral
Disbursements . .- 1 85 B -IDA D -Other multilateral F -Private
Pnncipal repayments .. . 0 0 C -IMF G -Short-term
Net flows .. .. 1 85

Interest payments . . 0 0
Net transfers .. .. 1 85

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
a. Govemment finance data exclude grants.
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G hana has a broad range of natural resources, nificantly in the initial years of the recovery program,
including arable land, forests, sizable deposits and most social indicators and living standards im-
of gold, diamonds, bauxite, and manganese, proved. Value added in mining rose significantly, re-

and considerable potential for hydroelectric power. Its flecting investment rehabilitate mines, in new joint
economy has traditionally depended on primary produc- ventures, and in increased small-scale mining activity.
tion and exports of cocoa and gold. Most of the Gross national savings, after rising consistently to reach
Ghanaian labor force is employed in agriculture. Agri- 9.3 percent of GDP in 1991, fell to a low of 1.4 percert
cultural production-primarily small scale-is in 1993, but rose to 7.5 and 12.2 percent in 1994 and
concentrated in staple food crops and cocoa; Ghana 1995. Gross investment, after peaking at 15.9 percent of
ranks amongthe world's largestproducers and exporters GDP in 1991, fell to 12.8 percent in 1992 but began to
of cocoa. The service sector is the second largest em- recover in 1993, and preliminary data show it reaching
ployer with over 25 percent of the labor force, 18.6 percent in 1995, largely due to a sudden jump in
accountingfor over40 percent ofreal GDP, largelytrade public investment in the road sector.
and public sector services. The industrial sector ac- Exchange rate and trade reforms were the centerpiece
counts for about 16 percent of GDP and employment; it of Ghana's recovery program. As a result, import pro-
is relatively diverse and well developed by Sub-Saharan tection is low and relatively less dispersed, and based on
African standards. two tax instruments: the import duty and the uniform

Although Ghana once enjoyed a relatively high living special tax. The government abolished the import licens-
standard compared with most other West African na- ing system in January 1989, and since then importers
tions, poor economic policies and deterioration in the submit only import declaration forms. Price and distri-
external terms of trade in the 1970s led to substantial bution controls were also dismantled.
declines in income through the early 1980s. Import The cocoa sector is central to Ghana's economy both
volumes fell by a third, real export earnings by 52 for its contribution to export performance and tax reve-
percent, and domestic savings and investment from 12 nues, and for its generation of rural income and employ-
percent of GDP to almost insignificant levels. The return ment. The recovery program increased competition,
of over I million Ghanaians from Nigeria in 1982-83 reduced transaction costs, and increased the share of the
and a prolonged drought severely strained the food and world price going to farmers. Overall progress was slow
employment situation. but steady. Farmer shares of the f.o.b. price increased

The government introduced an economic recovery from 25 percent in the 1984-85 crop year to around 60
program-supportedbythe WorldBank, IMF,andother percent in 1994-95. The Cocoa Board trimmed its op-
agencies-in 1983 to restore macroeconomic stability, erational expenses by retrenching about 30,000 workers.
maintain an incentive framework to enhance efficiency, In 1992 the government introduced a new cocoa policy
encourage savings and investment, provide an enabling by allowing private traders to compete with the Cocoa
environment for the private sector, and improve public Board in domestic cocoa trading. Six companies have
sector resource management. been licensed to trade. The government has now com-

Real GDP growth averaged 5 percent-2 percent on missioned a study to identify options for liberalizing
a per capita basis- in the decade following the intro- cocoa exports.
duction of the recovery program, and the benefits ofthat The fiscal situation improved substantially through
growth have been widely distributed. Farmers and rural better mobilization of revenue, tax reform, improved tax
workers have gained from improved producer prices for collection, and rationalization of consumption taxes and
cocoa and liberalization in trading other cash crops. Real user charges. Revenue collection rose from around 5
food prices for cereals and roots have fallen gradually. percent of GDP in 1983 to around 20 percent in 1995.
Government expenditures on social programs rose sig- Wage-related expenditures and interest payments took
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the bulk of the revenue over 1993-95. Recurrent expen- under the control of the central bank, is expected to be
ditures were given priority in budget formulation in an turned into an independent regulatory body.
effort to restore the efficiency of the health and educa-
tion services. Public investment grew from negligible Recent Economic Developments
levels at the beginning of the program to a high of 12.9
percent of GDP in 1995, supporting rehabilitation of After a decade of sustained adjustment, concerns about
Ghana's dilapidated economic and social infrastructure. maintaining macroeconomic stability remain. Fiscal im-
The 1995-97 public investment program continues this balances re-emerged in late 1992 when tax collections
emphasis. The efficiency of public resource manage- slipped and civil servants obtained very large wage
ment has improved since 1983, but more remains to be increases during the run-up to the elections. Strong
done to ensure efficient expenditure management and corrective measures were adopted in the 1993 and 1994
expeditious project implementation. Since 1993 the budgets and the narrow budget moved from a deficit of
government has undertaken public expenditure reviews 4.8 percent of GDP in 1992 to a deficit of 2.5 percent in
that have increased its focus on expenditure manage- 1993 and I .1 percent in 1994; including excess divesti-
ment. To improve public financial management, the ture receipts, the fiscal balance in 1994 was in surplus
government has recently developed an integrated public by 2.2 percent of GDP. However, money supply growth
financial management reform program. could not be restrained adequately: it grew by 52,27 and

The government has undertaken wide-ranging finan- 46 percent in 1992, 1993 and 1994. Annual inflation
cial reforms. It has abolished interest rate controls and averaged 25 percent in both 1993 and 1994 and real
sectoral credit ceilings. A 1989 banking law introduced GDP growth averaged 4.4 percent a year.
an improved legal framework for banking activities, In 1995 Ghana began a three-year structural adjust-
including uniform accounting and auditing standards for ment program with IMF support, but missed several
all banks, and better supervision by the Bank of Ghana. targets in the first year of the program. The narrow
A program to restructure the finances and management budget balance was in deficit of 0.4 percent of GDP (a
of distressed banks has been completed. The second surplus of 0.7 percent of GDP on a cash basis with
stage of the financial adjustment program was to reduce domestic arrears of 1.1 percent). Strong export per-
government ownership in all the state-controlled banks formance and lower imports resulted in a stronger
to a minority position of 40 percent. This has proved external current account performance than targeted.
more difficult than anticipated. Government shares in GDP grew by 4.5 percent. Money supply growth of
the three largest banks-Ghana Commercial Bank, So- 37 percent was higher than programmed, in part due
cial Security Bank and National Investment Bank-are to stronger performance in the external sector, which
being divested. The divestiture of the Social Security resulted in a rapid monetization of foreign exchange
Bank was started in September 1995 with 30 percent of receipts during the last quarter of the year. As a result,
the shares in being offered at the stock exchange and inflation in 1995 averaged about 60 percent. GDP
30 percent through private placement. The same was grew by 4.5 percent.
done for the Ghana Commercial Bank in February The 1996 budget and the macroeconomic program
1996. Bank divestitures are expected to be finalized by seek stronger fiscal and monetary adjustment to make
the end of 1996. The depth of the financial sector is still up for the slippage in 1995. They aims at generating a
very low. Competition should improve intermediation narrow fiscal surplus of 2.2 percent of GDP (or 1.6
and encourage more vigorous pursuit of deposit mobi- percent of GDP on a cash basis with arrears payment of
lization. 0.6 percent) and money supply growth of 5 percent.

The non-bank financial sector in Ghana is small but Expenditures in the road sector are expected to be moni-
diverse, contributing only about 24 percent of the finan- tored and controlled more strictly in 1996. Only half of
cial assets in the country, with 11 percent in the govern- the domestic arrears to private road contractors is budg-
ment-owned Social Security and National Insurance eted to be paid in 1996 and the rest will be rescheduled.
Trust and 4 percent on the stock exchange. The Ghana Notwithstanding the tightening of expenditure manage-
Stock Exchange has listings of some 18 companies. As ment policies, it will take time for inflationary expecta-
the divestiture program becomes more active, the stock tions to dampen and for the liquidity overhang to work
exchange is being used to float shares, broadening the its way through the system. Inflation is projected to slow
ownership of companies among the Ghanaian public. to an average of 40 percent in 1996, and even this is
The government's sale of shares in Ashanti Goldfields contingent on a fall in inflationary expectations. Growth
and seven other companies in which the government had is projected at 5 percent.
minority shares has benefited the stock exchange Privatization progressed slowly until 1993 with only
greatly. The Securities and Exchange Commission, now 64 state-owned enterprises privatized or liquidated,
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leaving 196 majority-owned parastatals. A significant Development Issues
step forward in the divestiture program took place in
April 1994 with the sale of government shares in Economic recovery was primarily led by public sector
Ashanti Goldfields and seven minority-held companies. investment. In the past, a number of constraints have
and the outright sale of another 10 small and medium prevented strong private sector involvement. These in-
enterprises. Actual divestiture slowed somewhat in clude a fragile macroeconomic framework, inadequate
1995 (only seven completed but another five at an ad- private sector investment, weak institutional capacity.
vanced stage). The Divestiture Implementation Com- Since the 1992 election-related fiscal shock, Ghana's
mittee has pre-qualified a register of private firms to macroeconomic performance has been an issue. Though
which the sale of enterprises may be contracted out, but the government has made considerable progress in re-
actual subcontracting has been slower than expected. storing fiscal balance and reducing the external deficit,
Satisfactory selection procedures have been put in place it has not been adequate. Inflation remains high. Correc-
and detailed operating procedures have recently been tive measures introduced in the 1996 budget and contin-
drafted. ued fiscal and monetary restraint are likely to restore

macroeconomic balance in 1997. Given the size of the

Social Indicators wage bill and the number of public service workers,
restructuring and downsizing the public service is criti-

Economic growth in Ghana under the economic recov- cal to sustained macroeconomic stability. Accelerated
ery program has produced solid improvements in pov- growth can only be achieved once macroeconomic sta-
erty trends. A poverty study carried out last year bility becomes a reality, and domestic savings and in-
showed the incidence of poverty fell from 37 percent to vestment begin to rise.
32 percent between 1988 and 1992. Almost all of the Recent developments in the government's approach
improvement came from economic growth and the re- to the private sector have been positive. The government
sultant increase in average incomes and expenditures. has repealed most of the old controls and regulations,
Income distribution remained relatively stable over the and a new more liberal investment act is in place. After
period. Other indicators (such as the depth of poverty, exhibiting an upward trend over 1983-91, private invest-
the food expenditure ratio and school enrollments) also ment fell in 1992 due to macroeconomic uncertainty.
show marked improvement. The gains appeared to have Private investment has since grown slowly to reach
benefited most regions, especially rural areas. In rural about 5.3 percent of GDP in 1995. An ambitious dives-
Savannah, for example, the incidence of poverty fell titure program is getting off the ground, and the outlook
from 50 percent in 1988 to 39 percent in 1992. Even for private investment is improving. Given the govern-
urban areas other than the greater Accra region benefited ment's recent efforts to improve its image through a
from economic growth. The reduction in poverty that number of initiatives including the president's foreign
occurred in rural areas is mainly due to increased growth trips to promote investment in Ghana, there continues to
in off-farm income. The gender incidence of poverty be a sea change towards private sector and the latter's
also seems to have improved. perception of government attitude toward it. However,

Rural areas account for more than 70 percent of transaction costs for the private sector are still high.
national poverty. The northern rural Savannah is signifi- Over the last year Ghana has taken on a more outward
cantly poorer than the national average. The Northern, economic orientation that emphasizes regional coopera-
Upper East and Upper West regions are the poorest tion, export growth, and removal of trade barriers. The
regions, followed by the Volta region. Despite increas- government and the private sector have agreed to de-
ing poverty, the Greater Accra region is the least poor velop an outward looking initiative to promote Ghana
in the country. The majority of the poor are food crop as the trade and investment gateway to West Africa. The
and export crop farmers with average per capita incomes "gateway" concept acknowledges that Ghana's domes-
below 128,404 cedis-one-third the national average. tic and export markets are relatively limited and there-
Informal sector wage employees have gained most from fore Ghana must consciously seek to utilize external.
the economic recovery, but export crop and food crop This approach seeks to attract manufacturers, entrepre-
farmers in spite of their relative poverty have also seen neurs, and traders to establish value-added job creating
an improvement in welfare in recent years. A parallel facilities in Ghana through free trade zones, freeports,
poverty assessment suggested that living standards an open skies policy, an entrep6t, industrial parks, and
among Ghana's poorest groups remain seriously low, teleports. It represents a multi-sectoral initiative focus-
and that government social spending distribution is bi- ing private sector activities in all sectors toward a coIml-
ased against the poorest 20 percent. Targeting of public mon goal. The 1995 Free Zones Act aims to provide a
social spending has not improved. strong impetus to the program. A medium-term program
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is under preparation, including an international promo- Environment
tion campaign, and a domestic education program to
build consensus. The major environmental issues in Ghana are soil deg-

Low human and institutional capacity and inefficient radation, deforestation, and the impact on health from
utilization of existing capacity are major bottlenecks to mining activities, water contamination, and inadequate
Ghana's development efforts. Although the government sanitation. In the 1980s, 25,000 hectares of forest were
responded to these capacity constraints over the first lost each year, and indications are that the rate is accel-
decade of reforms, the country continues to face serious erating. In rural areas, less than 40 percent of the popu-
human resource problems. Being keenly aware of the lation has access to safe drinking water and only 15
capacity gap, the government has begun an ambitious percent have adequate sanitation. Discharges of heavy
National Institutional Renewal Program. The program, metals and cyanide in mineral producing areas are pol-
which includes a diagnostic study, has made reasonable luting water with a potentially serious impact on human
progress in the past year. Most civil service institutions health.
and over 100 subvented agencies have completed self
appraisal exercises, and a few have moved to the next External Debt
stage of developing performance improvement plans.
Beneficiary assessments have been launched in 16 min- Since the start of the economic recovery program Ghana
istries and 13 were completed by July 1996. These are has not rescheduled its debt service obligations. Its total
providing an effective learning experience for staff and debt outstanding and disbursed as at December 31,
planting the seeds of stronger client orientation. By the 1994, amounted to $5.4 billion, around 99 percent of
end of 1996, the government is expected to finalize a GDP. The debt service ratio was 27 percent in 1994,
set of measures to improve institutional capacity, ra- compared to 52 percent in 1989. The ratio is expected
tionalize size, and enhance productivity of the public to decline further to 24 percent in 1997 and 20 percent
service. by 1998.
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Ghana at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Ghana Alrica Income Development dlamond'

Population mid-1995 (millions) 17.1 589 3,188 Life expectancy
GNP per capita 1995 (US$) 390 490 460
GNP 1995 (billions US$) 6.7 289 1,466

Average annual growth, 1990-95

Population (%) 2.8 2.8 1.8 GNP Gross
Labor force (%) 3.0 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) 3.0 2 1. enrollment

Poverty: headcount index (% of population) 31
Urban population (% of total population) 36 31 29
Life expectancy at birth (years) 59 52 63
Infant mortality (per 1,000 live births) 73 92 58
Child malnutrition (% of children under 5) 27 .. 38 Access to safe water
Access to safe water (% of population) 57 47 75
Illiteracy (% of population age 15+) 40 43 34
Gross primary enrollment (% of school-age population) 76 71 105 -Ghana

Male 83 77 112 -Low-income group
Female 70 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (billions US$) 2.8 6.3 5.4 6.3 Openness of economy
Gross domestic investment/GDP 12.7 9.6 15.9 18.6
Exports of goods and non-factor services/GDP 19.4 10.7 25.5 25.0
Gross domestic savings/GDP 13.7 6.6 4.5 10.1
Gross national savings/GDP 12.9 5.3 7.5 12.2

Current account balance/GDP -0.1 -4.2 -8.4 -6.4 Savings Investment
Interest payments/GDP 0.7 0.5 1.5 1.6
Total debt/GDP 25.6 35.6 99.4 89.1
Total debt service/exports 6.4 23.6 24.4 23.3
Present value of debt/GDP .. .. 61.7
Present value of debt/exports .. .. 238.2 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Ghana

GDP -0.3 4.4 3.8 4.5
GNP per capita -2.6 1.1 0.5 1.4 -Low-icome group
Exports of goods and non-factor services -10.0 8.0 0.4 3.4

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP) 30

Agriculture 47.7 44.9 46.4 46.3
Industry 21.0 16.7 16.0 15.8 15

Manufacturing 13.9 11.5 8.5 8.3 o T
Services 31.3 38.4 37.7 37.9 n 90 91 92 93 94 95

Prvate consumption 73.3 84.0 83.8 77.5 30

General govemment consumption 13.0 9.4 11.6 12.4 -GD1 -GDP
Imports of goods and non-factor services 18.4 13.6 36.9 33.5

1975-84 1985-95 t1994 1995 Growth rates of exports and Imports(%
(average annual growth)
Agriculture 1.2 1.9 2.6 4.2 zo
Industry -8.2 5.4 4.3 3.3

Manufacturing -9.3 3.6 4.0 1.8 10
Services 2.8 7.5 4.5 5.0

Prvate consumption -0.3 3.7 4.2 1.0 o 90 91 92 93 95

General govemmenl consumption 3.2 6.6 -6.4 11.6
Gross domestic investment -7.3 5.6 -2.6 27.8 ,0
Imports of goods and non-factor services -10.3 6.5 -8.2 1.3 -Expons - Imports
Gross national product -0.3 4.2 3.5 4.4

Note: 1995 data are preliminary estimates.
* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic pricesI
(%/. change) o0
Consumer prices 29.8 10.4 24.9 59.5 40
Implicit GDP deflator 30.8 20.6 26.6 39.8

Government finance 20
(% of GDP)
Current revenue .. 11.3 23.7 22.3 0 - l l
Current budget balance .. 0.1 4.8 4.9 9 92 93 94 95

Overall surplus/deficit .. -4.1 -6.8 -8.3 GDP del. -6CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)

Total exports (fob) .. 633 1,236 1,431 2,00 T
Cocoa .. 412 320 390
Gold .. 28 549 647 iaos0
Manufactures F-

Total imports (cif) .. 729 1,724 1,8542 1.940
Food .. 40 45 56
Fuel and energy .. 199 175 197 0
Capital goods .. 187 348 398

Export price index (198 7=100) .. 93 90 100L
Import price index (l987=O00) .. 103 121 127 0 9 92 92 94 95
Terms of trade (1987=100) .. 90 74 79 Exports r Imports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 891 672 1,384 1,582 o - l l l l 94
Imports of goods and non-factor services 882 857 2,000 2,118 a s 92 93 94 9s

Resource balance 9 -185 -616 -536

Net factor income -36 -111 -111 -130 s
Net current transfers 24 33 271 263
Current account balance,

before official transfers -3 -263 -456 -402 10 -

Financing items (net) 0 148 620 686
Changes in net reserves 3 116 -163 -284 .15

Memo:

Reserves including gold (mill. US$) 147 552 593 780
Conversion rate (local/US$) 1.9 54.4 956.7 1,199.8

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) ComposItion of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 721 2,243 5,389 5,629 A

IBRD 40 118 70 59 G A
IDA 44 259 2,094 2,375 627 l

Total debt service 57 159 343 382 3F4
IBRD 5 18 20 21
IDA 1 3 21 25 B

Composition of net resource flows 2375
Official grants 8 75 218 235 E
Official creditors 13 93 230 259 1168
Private creditors -17 35 48 -38
Foreign direct investment 71 6 233 230
Portfolio equity 0 0 557 102 D C

World Bank program | 613
Commitments 89 191 88 299 A -IBRD E -Bilateral
Disbursements 10 70 178 242 B-IDA D- Other multilateral F- Private
Prncipal repayments 2 10 19 23 C -IMF G -Short-term

Net flows 8 60 159 219
Interest payments 3 11 20 23
Net transfers 5 49 139 196

World Bank International Economics Department, September 1996
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G uatemala, with a per capita GNP of $1,340 in performance and implemented a tax reform and expen-
1995, is the largest economy in Central Amer- diture reduction programs, which led to a fiscal surplus
ica, accounting for about one-third of regional equivalent to I percent of GDP during 1992. Monetary

GDP. Its population is estimated at 10.6 million in 1995, and credit policies were tightened, helping to restore
growing at 2.9 percent annually. The economy is pre- international reserves and reduce inflation from 60 per-
dominantly agricultural, with more than half the cent in 1990 to 10 percent in 1992. Economic recovery
country's working population engaged in farming, for- followed, as GDP growth reached 4.8 percent in 1992.
estry and fishing. Society is sharply segmented, with The government also regularized relations with interna-
income and land distribution highly skewed against tional creditors by clearing arrears to multilateral insti-
rural indigenous populations. About two-thirds of the tutions and reaching an agreement with the Paris Club
population are thought to be of Mayan origin, mostly in March 1993.
living in poverty and at the margins of modern society. In mid-1993, prompted by loose credit policies, slip-
Poverty is widespread and social indicators are low by pages in fiscal policy and difficult political events, the
regional standards. These factors help to explain over economic situation started to deteriorate. After an at-
three decades of warfare between successive govern- tempt to suspend the constitution and dissolve the con-
ments and guerrilla movements based in the indigenous gress, the president was forced from office and a new
highland regions of the country. Peace negotiations, interim government was appointed by congress. Volatile
mediated by the UN, have been ongoing for the past two capital inflows, reduced tourism revenues, and high
years, and 5 of II accords have been signed. There are political uncertainty led to surging inflation and declin-
good prospects for a final peace agreement in late 1996 ing international reserves. Public finances also deterio-
or early 1997. rated, as the nonfinancial public sector deficit reached

During the 1960s and the 1970s, Guatemala's econ- 1.5 percent of GDP.
omy enjoyed steady growth averaging 6 percent a year. The new government sought to stabilize the economy
Fiscal deficits averaged 1.3 percent of GDP, and mone- and restart the structural reform program initiated by the
tary policies were consistent with low inflation rates. previous government. Results in 1994, however, were
However, the economy stalled in the early 1980s due to disappointing. Inflation reached 12.6 percent and GDP
external economic factors, civil and regional conflicts, grew at 4 percent. Despite a coffee boom, fiscal imbal-
and increased distortions from an import-substitution ances continued-the tax revenue ratio fell to a record
strategy. Concomitant loose Fiscal and monetary poli- low of 6.8 percent of GDP and the fiscal deficit in-
cies led to sharp increases in fiscal and current account creased somewhat to 1.5 percent of GDP. The current
deficits. The need for fiscal restraint and alleviation of account deficit was high at 5.4 percent of GDP and
pressures on the balance of payments required sharp private capital inflows fell significantly from $775 mil-
cutbacks in economic activity, especially in public in- lion in 1993 to $301 million in 1994.
vestment. Per capita GDP fell by about 20 percent be-
tween 1980 and 1985. Early attempts to restore
macroeconomic stability and initiate structural reforms Recent Economic and Political Developments
in the second half of the 1980s were unsuccessful, and In 1995 the political situation stabilized, and the econ-
by end-1990 the country again faced fiscal and balance omy begun to show signs of recovery. In late 1994 the
of payments crises coupled with substantial external government won congressional ratification of a critical
debt arrears. tax reform package designed to rebuild Guatemala's

It was not until 1991 that the first really comprehen- eroded tax base. Inflation fell to single digits, the econ-
sive stabilization and structural adjustment program was omy grew at almost 5 percent, and the fiscal situation
attempted. The government moved to strengthen fiscal improved. Tax collections increased by about I percent-
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age point of GDP and the overall nonfinancial public the high current account deficit, especially as the coffee
sector deficit was expected to come under control (-0. I boom winds down.
percent of GDP).

Current account deficit lower at 3.9 percent of GDP External Debt
due mainly to coffee windfall.

Guatemala has a manageable external debt. In March

Medium-Term Prospects 1993 the Paris Club creditors agreed to reschedule Gua-
temala's public debt service obligations on about $450

Guatemala's economic growth and poverty alleviation million in medium- and long-term bilateral debt that had
efforts depend critically on the new administration's fallen into arrears. At the end of 1994 the government
ability to continue implementing crucial macroe- concluded bilateral agreements with five of the six par-
conomic reforms and peace prospects. Although GDP is ticipants in the rescheduling. The final agreement is still
projected to increase at 5 percent and inflation to remain under negotiation. Guatemala's external debt totals
in single digits, ensuringa stable macroeconomic frame- about $3 billion (23 percent of GDP), and the ratio of
work will require addressing two key economic weak- external debt service to exports of goods and services
nesses: the fragility of the fiscal position, that leaves declined to 13.6 percent in 1994, and is expected to fall
little scope for needed social and peace investments, and further to about 10 percent by 1997.
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Guatemala at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Guatemala & Carlb. Income Developmeont dlamond'

Population mid-1995 (millions) 10.6 480 1,154 Life expectancy
GNP per capita 1995 (US$) 1,340 3,300 1,700
GNP 1995 (billions US$) 14.3 1,584 1,962

Average annual growth, 1990-95

Population (%) 2.9 1.8 1.4 GNP Gross
Labor force (%.) 3.5 2.4 1.8 per Gprimay

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% o1 population)
Urban population (% of total population) 42 74 56
Life expectancy at birth (years) 66 68 67
Infant mortality (per 1,000 live births) 43 41 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) 64 81 78
Illiteracy (% of population age 15+) 44 13
Gross primary enrollment (% of school-age population) 84 110 104 -Guatemala

Male 89 .. 105 -Lower-middle-income group
Female 78 .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (billions US$) 3.6 9.7 12.9 14.7 Openness of economy
Gross domestic investment/GDP 16.1 11.5 15.5 15.4
Exports of goods and non-factor services/GDP 21.7 11.9 17.7 19.8
Gross domestic savings/GDP 14.3 10.5 8.3 9.6
Gross national savings/GDP 14.6 8.9 10.1 11.5

Current account balance/GDP -1.8 -2.5 -5.3 -3.9 Savings Investment
Interest payments/GDP 0.3 1.2 0.7 0.6
Total debVGDP 8.8 27.3 23.4 21.0
Total debt service/exports 4.4 27.9 10.9
Present value of debt/GDP .. .. 18.9
Present value of debt/exports .. .. 94.1 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Guatemala
GDP .. 3.6 4.0 4.9
GNP per capita .. 0.9 1.0 1.9 Lower-middle-income group
Exports of goods and non-factor services -1.6 4.7 4.8 8.1

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 | Growth rates of output and Investment(%)
Agriculture .. .. 24.7 24.6 T
Industry .. .. 19.2 19.3 1s}

Manufacturing.. . .. , I /\
Services .. .. 56.1 56.1 o 'H

90 91 92 9 94 95
Prvate consumption 78.9 82.6 85.7 84.5 -.s -.
General govemment consumption 6.9 7.0 6.0 5.9 GEt -GOP
Imports of goods and non-factor services 23.5 13.0 24.9 25.7

(average annual growth) 1975-84 1985-95 1994 1996 Growth rates of exports and Imports (%)
Agriculture .. 2.6 2.4 3.3 40
Industry .. 3.0 2.4 4.3

Manufacturing .. 2.1 2.8 3.3 20
Services .. 3.5 5.3 6.0

Private consumption .. 3.4 4.8 5.2 90 0 92 93 94 9
General govemment consumption 5.3 4.2 3.9 4.5 i 1
Gross domestic investment -2.5 5.8 -0.3 6.0 -20
Imports ot goods and non-factor services -4.9 8.6 5.9 11.0 I-Expons - Impons
Gross national product .. 3.8 4.4 6.5

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflatlon (% )

Domestic prices
(% change) 60 -

Consumer prices 13.2 18.7 12.6 8.6 40
Implicit GDP deflator .. 18.8 11.6 9.9

Government finance 20

(% of GDP)
Current revenue .. .. 10.1 10.9 0 s -, 9 9S
Current budget balance .. .. 1.3 2.0 9 92 93 94 95

Overall surplus/deficit .. .. -1.5 -0.1 -GDPdeI. -*-CPI

TRADE
1 975 1985 1994 1995 Export and import levels (mill. USS)

(millions US$)
Total exports (fob) .. 1,060 1,687 2,156 4.000

Coffee .. 452 346 576
Sugar .. 44 172 246 3,000

Manufactures .

Total imports cit) 1,175 2,781 3,293 2.00Dr

Food .. 85 557 607 ~l u
Fuel and energy .. 262 307 413 .0Capital goods .. 197 702 832

Export price index (1987=100) .. 115 103 133 
Import price index (1987=IOO) .. 87 99 101 | 90 91 92 93 94 90
Terms of trade (1987=100) .. 132 103 131 fliExports Uhimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (/)

(millions US$)
Exports of goods and non-factor services 783 1,161 2,287 2,821 8 0 91 92 7931 9'
Imports of goods and non-factor services 860 1,257 3,224 3,727
Resource balance -77 -96 -937 -906 -2| || I 

Net factor income -66 -170 -138 -169
Net current transfers 78 19 386 495 4

Current account balance,
before official transfers -65 -247 -689 -580

Financing items (net) 169 354 749 423
Changes in net reserves -104 -107 -60 157 L
Memo:

Reserves including gold (mill. US$) 353 472 943 793
Conversion rate (local/US$) 1.0 1.1 5.8 5.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 F
(millions US$) Composttlon of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 322 2,656 3,017 3,083 A

IBRD 39 225 177 158 G 158
IDA 0 0 0 0 519

Total debt service 35 335 283 282 D
IBRD 4 24 60 54 670
IDA 0 0 0 0

Composition of net resource flows
Official grants 3 27 89 9 56\
Official creditors 23 139 66 10
Private creditors 27 2 46 12
Foreign direct investment 80 62 38 160
Portfolio equity 0 0 0 0 E

1150
World Bank programr

Commitments 26 45 0 0 A - lBRD E -Bilateral
Disbursements 7 49 29 13 B -IDA D -Other multilateral F -Private
Principal repayments 1 13 44 40 C- IMF G -Short-term
Net flows 6 36 -15 -27
Interest payments 3 11 16 14
Net transfers 3 24 -31 -41

World Bank fnternational Economics Department, September 1996
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A lthough richly endowed with agricultural and The financial position of the government deteriorated
mineral resources, Guinea remains a poor coun- severely mainly because of declin ing performance of the
try. Even though 1995 per capita income was state enterprise sector. Tax receipts and transfers from

far from the lowest in Africa, at about $540, one-quarter state-owned enterprises declined as parallel markets
of the children born die before the age of five and grew to dominate consumer trade, while budget subsi-
average life expectancy barely reaches 44 years. Pri- dies to public companies expanded. As a result, the
mary school enrollment is 42 percent, and 76 percent of government was increasingly unable to provide services
the adult population is illiterate. An estimated 48 percent in health and education, and infrastructure deteriorated.
of Conakry's population lives below the poverty line. External imbalances became unsustainable, chiefly as a

The roots of this situation can be found in the policy result of poorly conceived investments that failed to
choices made immediately after independence. After generate adequate returns to service the associated ex-
voting to become the first independent nation of former ternal debt. Mounting debt service obligations and pri-
French West Africa in September 1958 and rejecting a vate capital flight resulted in a continuing rise in foreign
formal association with France, Guinea engaged in a liabilities of the central bank and an accumulation of
policy of state-led development with the objective of external payments arrears, amounting to over $300 mil-
modernizing and industrializing. Private sector activi- lion at end-1985.
ties were increasingly forced underground as an over-
staffed public administration absorbed most of the Economic and Financial Reform
surplus generated by the mining companies and impeded
the development of private initiatives. The once dy- In April 1984aMilitary Committee forNational Recov-
namic agricultural sector returned to subsistence pro- ery took power and initiated a dramatic change in
duction and Guinea transformed itself from a major Guinea's political and economic policies. In an effort to
exporter of agricultural products into a major bauxite reverse the long-standing deterioration of the economy
exporter and a net food importer. and redress financial imbalances, the new leaders em-

The state-led development approach failed and the barked in late 1985 on a series of ambitious economic
desired modernization and industrialization were never and financial reforms supported by the IMF and World
achieved. Economic growth remained on average below Bank and several bilateral donors.
the 2.9 percent yearly demographic growth rate. The The overriding objective of the government's pro-
economy became increasingly dualistic: the official sec- gram was to put in place a market-oriented economic
tor depended on bauxite exports for its income and system. Measures to meet this broad objective were
functioned through an extensive system of administered designed to correct the serious overvaluation of the
prices linked to a highly overvalued currency, while the currency through large devaluations, decontrol prices,
gradually expanding informal sectorobtained its foreign and liberalize internal and external trade. Institutional
exchange through clandestine exports and private trans- reforms were introduced to promote private savings and
fers from abroad. By the early 1980s, the informal sector investment, reorient public investments toward infra-
was estimated to meet about 80 percent of urban con- structure, and liquidate or privatize public enterprises in
sumer demand and virtually all demand for marketed commercial and industrial activities. Defunct state
consumer goods outside Conakry. Urbanization accel- banks were to be replaced by privately owned banks, and
erated as productive activities and incomes were in- the civil service reduced.
creasingly shifted from the rural to the urban sector. An These reform measures yielded encouraging results.
additional detrimental factor of this period was the mas- The economy grew at 4.5 percent a year in real terms
sive emigration of the elite, which has weakened between 1986 and 1989, or 1.6 percentage points ayear
Guinean institutions and is still being felt today. onapercapitabasis. Furthermore,theeconomyadjusted
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quickly to the positive effects of the devaluations, and budgetary revenue decreased steadily after 1990 to 10.4
inflation was brought down from 72 percent in 1986 to percent of GDP in 1994; in 1995 it is estimated at I1
28 percent in 1989. However, the response from the percent of GDP. Under these conditions, the mainte-
modem sector was disappointing, and growth remained nance of a fiscal balance could only be achieved through
concentrated in small-scale farming, small enterprises, drastic cuts in expenditures and accumulation of arrears.
and in the services sector. Current expenditure fell from 13.5 percent of GDP in

The pace of the first wave of reforms was not main- 1988 to 9.0 percent in 1995, while capital expenditure
tained in the second phase ofadjustment, begun in 1988. decreased from a high of 12.4 percent of GDP in 1990
Progress was slower, partly because the government to an estimated 8.6 percent in 1995. The fiscal difficul-
needed to do more than simply dismantle old policies ties have been straining the capacity of the government
and practices. New policies and institutions capable of to increase the domestic financing of public invest-
sustaining a market-oriented economy were required ments, which has declined from 17.5 percent of pro-
and their design and implementation were problematic. grammed amounts in 1993 to 15.9 percent in 1995.
Resistance was encountered in further restructuring During the second phase of the reform program,
public enterprises and the pace of privatization slowed. periods of high political uncertainty, notably in 1991
Civil service reform proved to be difficult, particularly and 1992 mitigated economic growth. Nevertheless, in
theestablishment ofamechanism to monritorandcontrol 1993-94 growth averaged 4.4 percent and was an esti-
personnel rolls and the wage bill. mated 4.5 percent in 1995. The control over yearly

budgetary deficits and improved monetary policy imple-
mentation helped reduce inflation from 19.4 percent in

Recent Political Developments 1990 to 4.1 percent in 1994. In 1995 temporary higher
The second phase of the economic reform program was prices on some key imported commodities, particularly
accompanied by political reforms and progress was rice, resulted in an increase in inflation to an estimated
made toward opening the political system and greater 5.3 percent.
democracy. After the promulgation of constitution in As could be expected. lower export revenue and a
1991, the press was freed and political parties allowed. high import requirement made the narrowing of the
Strikes and demonstrations were no longer prohibited. external gap difficult. The current account deficit (ex-
In December 1993, the incumbent president was re- cluding official transfers) initially decreased from 9.1
elected in the first multi-party presidential elections; the percent of GDP in 1990 to 8.3 percent in 1991, but then
vote indicated the existence of an active opposition, rose to 12.3 by 1992 before falling steadily to 8.6 per-
albeit along ethnic lines. Legislative and municipal elec- cent by 1995. The lowering of domestic inflation helped
tions were conducted in June 1995 and the first freely stabilize the exchange rate in 1994-95 to about GNF990
elected legislative assembly started its deliberations in to the dollar.
August 1995.

During 1995 the public monopoly for petroleum . . .
products imports and commercialization was eliminated
and private distributors are now operating. A number of One of the major constraints to economic growth in
public agencies were changed into autonomous public Guinea has been a weak human resource base. Policy
enterprises as a first step toward privatization. In the key changes during the first phase of the adjustment process
water and electricity sector, production, distribution, helped somewhat by shifting the terms of trade in favor
and fee collection were granted to private operators of rural producers where the poorest segment of the
under performance-based contracts. Agreement was population lives. However, poverty persists, and there
reached to sell half the shares of the publicly owned is a lack of access to basic social services and educa-
telephone company to a Malaysian telecommunications tional opportunities. These issues are particularly acute
consortium. A new investment code was adopted and for women and children. Government policies under the
the revised mining code significantly reduced require- current reform program aim at adjustment with social
ments for government participation in mining ventures. equity and progress in reallocating resources to educa-

Non-mining revenue grew from 4.6 percent of GDP tion increased the primary education enrollment rate
in 1988 to an estimated 8 percent in 1995. Improvements from 27 percent to 42 percent in the four years ended in
in collecting non-mining revenue contributed to the 1994. But the persisting financial crisis is a serious
increase in budgetary revenue from 9.7 percent of GDP constraint, and the authorities are having difficulty in
in 1986 to 15.8 percent in 1990 but was insufficient after meeting non-compressible expenditures, such as civil
1990 to compensate for the drop in m ining revenue as a service wages and interest payments on public debt, and
result of the large fall in the price of bauxite. Total concurrently in increasing spending in the social areas.
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Medium-Term Prospects ties. In addition, it is endowed with sizable mineral
resources, some ofwhichhaveyettobeexploited. Given

Sustained economic growth will require a viable fiscal the need to diversify the production base of the econ-
situation, which is becoming more important in the face omy, sustained economic growth over the medium term
of diminishing external concessional assistance. Spend- can only originate in agriculture, agro-based industries,
ing on civil service salaries has taken an increasingly and light manufacturing. While the mining sector must
larger share of revenue even though cost of living in- continue to play a crucial role given its untapped poten-
creases have, by and large, not been granted. In Decem- tial, it is also important for other sectors such construc-
ber 1995, however, the government decided to raise tion and transport to develop into vehicles of growth.
non-military wages by 10 percent for January-June 1996, Within mining, bauxite and alumina should become less
and by an additional 8 percent beginning on July 1. The important, while other mining products such as gold,
exclusion of the military from the increase precipitated a diamonds, and iron ore should become proportionally
protest by the armed forces. With rapidly escalating more important.
demands, the movement turned into a mutiny and an
attempted coup occurred in February 1996, accompanied External Debt
by widespread looting of public buildings and private
businesses before the president agreed to the demands of External debt at end-1995 was equivalent to about 85
the rebellious forces. The effects of the raises in wages percent of GDP and consisted almost entirely of public
and of the cost of destruction are unclear at this time, but debt. Interest payments before rescheduling amounted
will undoubtedly be a substantial strain on the already to 12.3 percent of export earnings in 1994 while amor-
precarious position ofthe treasury. These events will also tization payments represented 29. 4 percent. In January
have a detrimental effect on foreign investment. 1995 Guinea reached an agreement with the Paris Club

Notwithstanding these developments, Guinea could for a rescheduling of $253 million of debt service and
embark on a path of self-sustained growth provided arrears. Relations with most creditors are generally con-
there is government commitment to adjustment. The sidered good: an unresolved problem remains with Rus-
country's tropical climate with heavy rainfall and large sia about the valuation of the debt denominated in rubles
areas of arable land gives it vast agricultural possibili- contracted under the First Republic.
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Guinea at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Guinea Africa income Development diamond'

Population mid-1995 (millions) 6.6 589 3,188 Life expectancy
GNP per capita 1995 (US$) 540 490 460
GNP 1995 (billions US$) 3.6 289 1,466

Average annual growth, 1990-95

Population (%) 2.7 2.8 1.8 GNP Gross
Labor force (%) 2.7 2.8 1.9 Gpe Grosrper <3A primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of totalpopulation) 30 31 29
Life expectancy at birth (years) 44 52 63
Infant mortality (per 1,000 live births) 130 92 58
Child malnutrition (% of children under 5) 18 38 Access to safe water
Access to safe water (% of population) 55 47 75
Illiteracy (% of population age 15+) 76 43 34
Gross primary enrollment (% of school-age population) 44 71 105 -Guinea

Male 59 77 112 -Low-income group
Female 29 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) .. 3.4 3.7 Openness of economy
Gross domestic investment/GDP .. .. 13.6 14.8
Exports of goods and non-factor services/GDP .. .. 19.8 21.1
Gross domestic savings/GDP .. .. 9.0 10.7
Gross national savings/GDP .. .. 4.3 5.5

Current account balance/GDP .. .. -9.3 -5.9 Savings Investment
Interest payments/GDP .. .. 1.2 1.1
Total debt/GDP .. .. 91.4 86.1
Total debt service/exports .. .. 14.0 14.1
Present value of debt/GDP .. .. 57.8
Present value of debt/exports .. .. 285.3 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Guinea
GDP .. 3.7 4.0 4.6 Lwicm ru
GNP per capita 3 1.4 1.6 1.8 -Low-income group
Exports of goods and non-factor services .. 3.1 -6.4 7.8

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of Output and investment (%)

(% of GDP) 20

Agricultu re .. .. 24.1 24.1
Industry .. .. 30.8 30.5 10

Manufacturing .. .. 4.6 4.7
Services .. .. 45.1 45.4 o-

90 \9 92 93 94/ 95

Private consumption .. .. 82.3 80.8 is
General government consumption .. .. 8.7 8.5 -GDl - GDP
Imports of goods and non-factor services .. .. 24.4 25.1

1975-84 1985-95 1994 1995 G
(average annual growth) Growth rates of exports and imports
Agriculture 4.2 5.1 5.0 20
Industry .. 2.5 3.2 3.8

Manufacturing .. .. 10

Services 4.3 4.0 4.9

Prvate consumption .. 3.4 6.5 2.3 .10

General govemment consumption .. 5.2 -2.2 4.8
Gross domestic investment .. 1.6 -9.0 14.0 20

Imports of goods and non-factor services .. 2.0 -10.7 0.8 -Exp orts
Gross national product .. 4.3 4.4 4.6

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
' The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflatlon (%)

Domestic prices
(% change) 30

Consumer prices .. .. 4.1 5.3 20
Implicit GDP deflator .. .. 5.0 5.3

Government finance 10
(% of GDP)
Current revenue .. 10.4 11.0 0 o _-

Current budget balance .. 4.5 6.1 9o 91 92 93 94 95

Overall surplus/deficit .. .. -3.6 -2.5 -GDP def ^-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)
Total exports (fob) .. .. 626 725 1000

Bauxite .. .. 272 299

Alumina . .. 103 110 750T
Manufactures .

Total imports (cif) . 687 690 590}

Food . .. 74 73 I 7L rfm
Fuel and energy . .. 68 82 290
Capital goods .. .. 153 182

Export price index (1987=100) .. .. 0
Import price index (1987=100) .. .. 245 260 89 90 91 92 93 94 95

Terms of trade (1987=100) ., .. ,. .. | EExports IMImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 672 774 o * 9 95
Imports of goods and non-factor services 828 823 8 go 91 92 93 91

Resource balance .. .. -156 -49 l

Net factor income .. .. -118 -133 -s
Net current transfers .. .. -41 -35

Current account balance, L
before official transfers .. .. -315 -217 -10-

Financing items (netl) .. .. 280 248
Changes in net reserves -3 -2 34 -31 .15 l

Memo:
Reserves including gold (mill. US$) .. .. 164 209
Conversion rate (local/US$) 20.3 24.3 976.7 990.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 760 1,455 3,104 3,179 G

IBRD 68 55 0 0 F 136
IDA 0 117 773 847 79 l

Total debt service 38 72 96 111 847
IBRD 8 8 0 0
IDA 0 1 8 8

Composition of net resource flows
Official grants 3 45 162 175 c
Official creditors 54 48 131 109 E 96
Private creditors 4 18 -9 -15 143\
Foreign direct investment 0 1 30 35
Portfolio equity 0 0 0 0 583

World Bank program
Commitments 21 33 150 42 A- IBRD E -Bilateral
Disbursements 0 22 63 59 |B-lIA 0- Other multilateral F -Private
Principal repayments 2 5 2 2 C-IMF G -Short-term
Net flows -2 17 61 57
Interest payments 6 4 6 6
Net transfers -8 12 55 51

World Bank International Economics Department, September 1996
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Guinea-Bissau

G uinea-Bissau is a small country on the West Over 1987-93 market forces significantly increased
African coast with about I million inhabitants. their role in determining economic outcomes. Price and
With an estimated 1995 per capita income of trade distortions have been virtually eliminated. Export

about $250. the country is among the poorest in the taxes have been lowered. The civil service and public
world. Population growth is about 2. I percent and the enterprises have been reduced. GDP growth has aver-
economy is characterized by a large traditional rural aged 3.8 percent annually, with agriculture being the
sector, producing primarilv forsubsistence. Agriculture, most responsive to reforms. From 1987 to 1993, how-
fisheries, and forestry account for about 90 percent of ever, progress in restoring macroeconomic equilibria
employment and 44.6 percent of GDP. Marketed output fell short of expectations. Over the same period, exclud-
is largely confined to export crops, primarily cashews, ing official transfers, the fiscal and the current account
groundnuts, palm kernels and wood; in 1995 cashews, deficits declined from about 34 percent to 28 percent of
groundnuts and fish accounted for about 94 percent of GDP. Broad money expansion has decelerated from an
exports of goods. Rice is the main food crop. In late 1994 average annual growth of 138 percent to 41 percent.
Guinea-Bissau elected its first democratic government Inflation has been reduced from 87 percent to 48 per-
since independence in 1974. cent. The spread between the official and parallel for-

After independence Guinea-Bissau faced the task of eign exchange market rates has been narrowed to 3.7
rebuilding its economy. A protracted liberation war had percent while the debt service ratio remained extremely
dislocated a fifth of the population, destroyed an impor- high at almost 195 percent at the end of 1993.
tant part of the economic infrastructure, and reduced During 1994 there was a further moderation in the
output ofthe main crops byoverone-third. An ambitious annual average rate of inflation to about 15 percent
public investment program financed mainly by extemal against a programmed target of 17 percent. The primary
borrowing focused on the manufacturing sector and fiscal surplus, although lower than the programmed 5.5
neglected agriculture. Inappropriate pricing policies, an percent of GDP, increased from 2.0 percent in the pre-
increasingly overvalued exchange rate, and an ineffi- vious year to 3.1 percent in 1994. Lower than projected
cient marketing system prevented recovery of agricul- capital expenditures helped to reduce the overall fiscal
tural production, depressed official exports, and deficit (excluding grants) to about 22.7 percent ofGDP,
stimulated the parallel market. Severe fiscal imbalances, about 1.3 percentage points lower than programmed.
resulting from a rapid rise in government expenditures However, broad money rose 48.5 percent, sharply
and limited growth in revenues, were increasingly fi- higher than programmed (21.5 percent) the increase
nanced by central bank credit, thereby fueling inflation. being associated with a large rise in credit late in the

year. Despite this, in the external sector, the current
Structural Adjustment Program account deficit (excluding grants and interest payments)

was reduced to an historically low 13 percent of GDP
In 1983 the government broke with the policies of the due to much higher than expected exports of cashews
post-independence decade and initiated an economic nuts. Real GDP is estimated to have expanded by about
recovery program supported by IDA and the IMF. De- 5.0 percent due to the better than projected performance
spite some initial success, the program lost momentum in the agriculture sector.
in 1985 largely because of the government's inability to The minimum shipment requirements for agriculture
control the fiscal deficit and credit expansion. In 1987 exports were terminated, and all administered farmgate
the government renewed efforts to revitalize the deterio- prices for primary commodities eliminated. Earlier in
rating economy and launched a far-reaching structural 1994 the government decided to liberalize imports of
adjustment program, again supported by the Bretton petroleum products. During 1994 the civil service was
Woods institutions. retrenched by 664 through a voluntary departure pro-

216



Guinea-Bissau

gram. Taxes on rice imports were raised from 10 to 20 to specify selection criteria and establish guidelines and
percent while those on exports of cashews were lowered approval rules for all public investments.
from 18 to 13 percent. In 1995 studies on civil service issues were initiated

and a civil service census was launched in September.
Recent Economic Developments A voluntary departure program led to a net retrenchment

of 386 non-military civil servants, and the military has
During 1995, due to an unforeseen surge in credit to the been reduced significantly.
private sector in late 1994 associated with the removal The banking system has been overhauled with the
of bank-to-bank credit ceilings plus a surge in world separation of the commercial, development, and central
prices of rice, inflation rose to about 45 percent. Real banking functions of the former National Bank. A cen-
GDP growth is estimated at 4.2 percent. On the fiscal tral bank was established as the monetary authority in
front, restrictive fiscal policies helped contain public 1990, and two competing privately owned banks have
sector demand, which helped to lower the overall fiscal started to operate. During most of the 1987-92 period a
deficit, on a commitment basis and excluding grants, combination of lax credit policies with negative real
from an estimated 22.7 percent of GDP in 1994 to about interest rates resulted in a credit explosion to the private
20.4 percent in 1995, compared to 23 percent initially sector and public enterprises. Interest rate differentials
programmed. according to end-use have been eliminated and in view

The current account, excluding official transfers and of the deceleration in inflation during 1995, the nominal
interest payments, represented 26 percent of GDP, al- interest rate structure was adjusted downward, but still
most 3 percentage points below the programmed target. kept positive in real terms.
On three occasions legal reserve requirements and inter- The adjustment program has led to profound changes
est rates were increased. This helped reduce domestic in the economy and has had a strong positive impact.
credit by almost 34 percent during 1995 as the govern- GDP grew steadily in real terms at an annual average
ment continued to strengthen its creditor position rate of about 4.5 percent over 1987-93. In 1994 real
against the banking system and credit expanded by a economic growth rose to about 5.0 percent but fell
mere 1.5 percent. Additionally, exchange rate policy sharply to about 4.2 percent in 1995. Private sector
continued to be firm during 1994-95. In spite of a sharp investment has been growing under the reform program,
depreciation of 42 percent against dollar, the official albeit from a very small base. Domestic savings are
exchange rate stayed unified throughout. estimated to represent about 1.0 percent of GDP in 1995.

In 1995 the government adopted several measures to
strengthen revenue mobilization. Customs duty exemp- Medium-Term Prospects
tions were streamlined, taxpayer identification numbers
instituted, a 3 percent surcharge on imports was intro- The reform program for 1996-98 emphasizes the need
duced, and collection of taxes on international trade was to pursue restrictive fiscal and monetary policies, cou-
strengthened. However, domestic resource mobiliza- pled with bold structural measures so that Guinea-Bis-
tion, excluding fishing licenses and grants, was still at sau can achieve, over the medium and long term,
only 7.4 percent of GDP. sustained, broad-based and private sector led growth

At the beginning of the adjustment program in 1987, while reducing poverty. For the three-year period
the public enterprise sector comprised 40 enterprises, through 1998, the authorities' specific macroeconomic
generating about 9 percent of GDP. During 1995 signifi- objectives are to: maintain annual real GDP growth of
cant progress was made in reforming the public enter- about 4 percent, lower inflation from an estimated 45
prise sector. Four companies were liquidated and laws percent in 1995 to about 7.5 percent in 1998, and reduce
were adopted to authorize the liquidation of three others. the external current account deficit (excluding grants
Two divestiture operations have been successfully com- and interest payments) by some 3.5 percentage points of
pleted, and tenders have been launched for six additional GDP to 15.5 percent in 1998.
public enterprises. Agriculture will continue to be the main engine of

Since 1993 the government has increased the selec- growth, given the potential for increasing production,
tivity of the public investment program, downsizing it processing and marketing of rice and other cereal grains,
almost 12 percent in 1994 and 1995. Together with cashews, fruits, vegetables and forestry resources. Bar-
improved management, this helped increase the imple- ring unexpected exogenous shocks, this sector is ex-
mentation rate from 64 percent in 1994 to about 73 pected to grow at about 6 percent a year over the next
percent in 1995. The ratio of public investment to GDP five years. Fisheries, commerce and services represent
declined from 24 percent in 1993, to about 15 percent in additional potential sources of growth.
1995. A three-year rolling investment program has also The program calls for strengthening domestic re-
been adopted. In December 1995 a decree was approved source mobilization and stepping up public enterprise
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reforms. It also calls for increased efficiency in public External Debt
expenditures and reorienting them toward human capital
and infrastructure development. Expanding rural exten- Guinea-Bissau's debt is extremely high. At the end-
sion services and applied research, providing better pri- 1993, its debt service ratio was about 194 percent, while
mary education and health care services, improving medium- and long- term external public debt remained
infrastructure, ensuring reliable energy supplies and es- in excess of 340 percent of GDP. A donor's meeting in
tablishing an enabling environment for private sector May 1989 agreed that all future public sector borrowing
development will be the priorities. Private investments be on IDA-equivalent terns or better. The government
are expected to play an increasingly larger role in the obtained debt relief from Paris Club members in 1987
development process. The government plans to address and 1989. However, as post-rescheduling debt service
the needs of the most vulnerable groups by giving pri- remained high, new arrears have accumulated, and in
ority to employment creation, improving social services, 1995 the Paris Club granted Guinea-Bissau debt relief
and providing some direct safety cushions. on Naples terms.
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Guinea-Bissau at a glance
Sub-

POVERTY and SOCIAL Guinea- Saharan Low-
Bissau Africa Income Development diamond

Population mid- 1995 (millions) 1.1 589 3,188 Life expectancy
GNP per capita 1995 (US$) 250 490 460
GNP 1995 (billions US$) 0.27 289 1,466

Average annual growth, 1990-95

Population (%) 2.0 2.8 1.8 GNP /r\
Labor force (%) 1.9 2.8 1.9 per primary

Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) 49
Urban population (% of total population) 22 31 29
Life expectancy at birth (years) 38 52 63
Infant mortality (per 1,000 live births) 138 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 27 47 75
Illiteracy (% of population age 15+) 45 43 34
Gross primary enrollment (% of school-age population) .. 71 105 -Guinea-Bissau

Male .. 77 112 - Low-income group
Female .. 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (millions US$) 109.0 157.7 239.8 255.3
Gross domestic investment/GDP 15.4 40.8 21.4 24.9 Openness of economy
Exports of goods and non-factor services/GDP 5.2 8.9 18.9 14.3
Gross domestic savings/GDP -5.4 -2.9 3.3 1.0
Gross national savings/GDP -3.1 -4.7 3.3 -1.2

Current account balance/GDP .. -48.2 -18.8 -25.9 Savings - Investment
Interest payments/GDP 0.0 1.4 1.3 2.4
Total debt/GDP 7.2 197.2 340.3 331.4
Total debt service/exports .. 46.3 12.7 24.9
Present value of debt/GDP .. .. 222.3
Present value of debt/exports .. .. 963.8 .I Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Guinea-Bissau
GDP 1.2 3.8 5.0 4.2
GNP per capita -1.3 1.6 4.2 0.5 -Low-income group
Exports of goods and non-factor services -4.1 3.3 101.7 -15.4

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (%)
Agriculture 47.8 42.4 44.6 47.3
Industry 25.4 14.3 18.7 18.2 20

Manufacturing .. .. 7.3 6.5 o d 92

Services 26.9 43.3 36.7 34.5 s 91 92 93 94 5
.20

Prvate consumption 82.5 86.6 87.8 90.3 0o

General government consumption 22.9 16.4 8.9 8.6
Imports of goods and non-factor services 25.9 52.6 37.0 38.1 GOt - GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and Imports (%)
Agriculture -2.9 5.4 5.5 7.4 150

Industry 3.7 -1.3 1.8 3.1 00
Manufacturing .. -1.5 1.5 2.0

Services 7.2 3.0 10.3 2.5 50

Private consumption 1.5 2.9 8.5 -0.3 o 50 91 92 04 9

General government consumption 4.2 3.4 0.3 -3.1
Gross domestic investment 3.8 4.7 -28.6 39.1 . -.
Imports of goods and non-factor services 2.3 -0.2 -4.2 -1.8 -Exports -Impons

Gross national product 2.2 3.7 5.5 3.0

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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Guinea-Bissau

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 10-
Consumer prices .. .. 15.2 45.4 75

Implicit GDP deflator 7.2 45.1 23.8 43.34so

Government finance 25

(% of GDP) Y
Current revenue .. 27.5 12.1 12.5 o
Current budget balance .. 5.1 12.4 16.6 90 91 92 93 94 95

Overall surplus/deficit .. -54.1 -22.7 -20.4 -GDP del. ^ CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) . 12 33 24 ao T
Groundnuts .. 5 31 21
Other food 3 1 1 L
Manufactures . 0 0

Total imports (cif) .. 69 64 72 4

Food .. 17 17 26 IM
Fuel and energy 9..8 2
Capital goods .. 13 19 15

Export price index (1967= 100) . .. 79 82 A

Import price index (1987=100) .. .. 120 134 9 9 9

Terms of trade (1987=100) .. .. 65 61 flExports IlDlmports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratlo (%)

Exports of goods and non-factor services .. 14 45 36 0
Imports of goods and non-factor services .. 82 89 97 rs so 91 92 s3 94 95

Resource balance .. -68 -44 -61 -10

Net factor income .. -5 1 -3 -20
Net current transfers .. -3 -1 -3 L
Current account balance, .30

before official transfers .. -76 -45 -66 _

Financing items (net) .. 93 52 61
Changes in net reserves .. -17 -7 5

-50

Memo:
Reserves including gold (mill. US$) .. .. 18 22
Conversion rate (local/US$) 41.4 160.0 12,892.1 18,073.0

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 8 311 816 846

IBRD 0 0 0 0 F G
IDA 0 44 197 210 22 45 B

Total debt service 0 9 7 11 210
IBRD 0 0 0 0
IDA 0 0 2 3

Composition of net resource flows C
Official grants 13 30 49 36 4
Official creditors 8 38 20 19
Private creditors 0 20 0 0 E D
Foreign direct investment 0 1 1 1 393 172
Portfolio equity 0 0 0 0

World Bank program
Commitments 0 0 0 22 A -IBRD E -Bilateral
Disbursements 0 15 11 9 B -IDA 0 -Other multilateral F -Private
Principal repayments 0 0 1 1 C -IMF G -Short-term

Net flows 0 15 10 8
tnterest payments 0 0 1 2
Net transfers 0 14 9 6

World Bank International Economics Department, September 1996
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Guyana

G uyana's economy is mainly based on exporting IMF, of broad macroeconomic measures and structural
bauxite, sugar, rice, and, more recently, gold reforms to realign relative prices, dismantle state con-
and forestry products. Agricultural activity is trols, and establish a market-oriented economy. The

concentrated along the coastal belt where most of the government improved fiscal performance through ex-
population resides. Extensive timber resources in the penditure restraint and tax reforms, abolished price
tropical hinterland remain largely unexploited. Guy- controls and liberalized interest rates, established a
ana's population, estimated at about 800,000, has grown market-determined exchange rate regime, and re-
only marginally over the past decade as a result of a low duced tariffs and eliminated most import prohibitions.
birth rate and continuous emigration. GNP per capita in Its privatization program divested 14 of the over 40
1995 is estimated at $590, one of the lowest in the public enterprises and introduced private manage-
Western Hemisphere. ment in the sugar and bauxite industries. The govern-

After independence in 1966 Guyana pursued a policy ment also eliminated its arrears to the official lending
of "cooperative socialism," with increasing state inter- agencies.
vention in the economy. The results were dismal. Real In October 1992 a new government took office after
GDP grew only at 0.4 percent a year over 1966-88-less the first truly democratic election in more than two
than population growth. The sugar and bauxite indus- decades. It has continued implementation of economic
tries, the two pillars of the economy, collapsed after they reforms along the lines of its predecessor.
were nationalized. Production of sugar fell from
350,000 tons to 130,000, and that of calcined bauxite Recent Economic Developments
from over 800,000 tons to less than 200,000 tons.

The key determinants constraining growth were eco- The economic recovery program has improved Guy-
nomic mismanagement and the over-extended role of ana's economic performance considerably. Economic
the state. In the 1970s Guyana squandered the bonanza activity began to recover in 1991 and real GDP increased
in sugar prices and failed to adjust to the two petroleum by 6.0 percent as the program drew a strong supply
shocks. In the 1980s economic performance deteriorated response and weather conditions were favorable. Price
further. Demand policies were expansionary, the real and exchange rate liberalization and improved incen-
exchange rate appreciated, and the government relied tives for private sector development had a significant
increasingly on price controls and quantitative restric- impact on increasing production in all sectors and inte-
tions on trade. These policies resulted in a decline in grating the parallel economy into the official economy.
GDP by 2.8 percent a year over 1980-88, a dramatic Economic recovery continued over 1992-95, with real
increase in debt to about $1.9 billion or about six times GDP growth averaging about 7 percent. At the same
GDP, and a large parallel economy. Data from a recent time, inflation declined significantly, from 83 percent in
household incomes and expenditures survey indicate 1991 to near 8 percent in 1995, and the nominal ex-
that the parallel economy could be as large as the econ- change rate, which initially had depreciated consider-
omy recorded in the official statistics, so the GNP per ably, remained fairly stable during the past 18 months.
capita and other economic ratios should be interpreted Guyana's external financial position, however, re-
with caution. mains precarious on account of the heavy debt service

In the wake of this decline, the economic and social for the large public debt of over $2 billion. The accrued
infrastructure fell into disrepair, Guyana's education current account ofthe balance of payments continued to
and health indicators fell from the highest to among the record large deficits, amounting to 22 percent and 13
lowest in the Caribbean, and poverty became pervasive. percent of GDP in 1994 and 1995, respectively. Debt

With the economy in perilous straits, the government relief and balance of payments support from bilateral
fully reversed course in mid- 1988, and embarked on an and multilateral donors, together with the resumption of
economic recovery program, supported by IDA and the capital inflows, more than adequately financed these
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Gzuana

large deficits. As a result, the Bank of Guyana was able less, poverty remains pervasive, with about 40 percent
to accumulate gross foreign reserves to about eight of the population below the poverty line according to
months of imports-equivalent by end-1995. In May recent estimates. The incidence of poverty does not
1996, the Paris Club granted Guyana a debt stock reduc- differ significantly between men and women, nor be-
tion at Naples terms. When negotiations with donors are tween the Indo- and Afro-Guyanese population. How-
complete, Guyana's external debt stock is expected to ever, there is a higher incidence of poverty among the
be reduced to about $ I.5 billion; this will enable Guyana rural population, in particular among Amerindians.
to sustain its debt service.

Control of non-interest expenditures and increases in Medium-Term Prospects
revenues in the course of the adjustment process led to
a substantial surplus in the primary account balance The development agenda in Guyana is challenging. Pov-
(excluding interest on debt), from 17 percent of GDP in erty is prevalent, the infrastructure inadequate, the pub-
1990toanestimated20percentofGDPin 1995. During lic service inefficient, and the debt overhang onerous.
the same period, the overall public sector deficit de- Moreover, Guyana is a recent democracy, with a tenu-
clined from 65 percent to 11 percent of GDP. As a result ous ethnic balance. While adjustment has been success-
of continued aid flows, there was no need for domestic ful, it is still fragile and needs to be consolidated and
financing in 1995 compared to 17 percent of GDP in strengthened. The private sector has responded favor-
1993. ably, but is small and nascent, and most economic re-

sources are still under state control. Achieving the

Social Indicators objectives of sustained growth to improve living stand-
ards and poverty alleviation will be an arduous task.

Social conditions deteriorated in the initial phase of the The government's major challenge is to complete the
recovery program. The reorientation of incentives ongoing preparation of a long-term development strat-
caused dislocations, and was especially harsh on such egy as a framework to guide development policies for
groups as civil servants, who experienced a 40 percent the coming one or two decades. The government's ex-
decline in real wages that were already low. The adjust- pressed intentions-to adhere to the recovery program's
ment also involved considerable cuts in recurrent social principles, further reduce its role in economic activities,
sector expenditures, which decreased from 10 percent and to direct its resources toward basic infrastructure
of GDP in 1988 to 5 percent in 1991. These cuts were and social sector development-are an appropriate start-
partially compensated for by a Social Impact Ameliora- ing point for such a development strategy.
tion Program. In spite of the many development issues facing Guy-

Recent progress under the recovery program has ana, the country's medium- and long-term growth po-
benefited all segments of society. In particular, it has tential is promising. Guyana has vast resources and a
succeeded in reversing the past disincentives to agricul- competitive labor force. Real GDP growth could aver-
ture, which employs most of the population. Neverthe- age 4 to 5 percent per year until the end of the decade.
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Guyana at a glance
Latin

POVERTY and SOCIAL America Low-
Guyana & Carib. income Development diamond'

Population mid-1995 (millions) 0.84 480 3,188 Life expectancy
GNP per capita 1995 (US$) 590 3,300 460
GNP 1995 (billions US$) 0.49 1,584 1,466

Average annual growth, 1990-95

Population (%) 1.1 1.8 1.8 GNP Gross
Labor force (%) 2.1 2.4 1.9 per primary

Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) 43
Urban population (% of total population) 36 74 29
Life expectancy at birth (years) 66 68 63 I
Infant mortality (per 1,000 live births) 43 41 58
Child malnutrition (% of children under 5) 3 . 38 Access to safe water
Access to safe water (% of population) 83 81 75
Illiteracy (% of population age 15+) 2 13 34
Gross primary enrollment (% of school-age population) 98 110 105 -Guyana

Male 98 .. 112 Low-income group
Female 98 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (millions US$) 504.2 458.6 524.0 647.0 Openness of economy
Gross domestic investment/GDP 33.1 35.8 27.0 27.0
Exports of goods and non-factor services/GDP 74.9 48.1 76.9 70.0
Gross domestic savings/GDP 33.0 22.0 22.3 22.0
Gross national savings/GDP 29.4 9.3 1.5 13.0

Current account balance/GDP -4.6 -28.4 -9.5 -13.3 Savings Investment
Interest payments/GDP 2.0 2.9 6.1 2.9
Total debt/GDP 61.0 326.2 389.1 325.7
Total debt service/exports 6.3 29.6
Present value of debt/GDP . 271.0
Present value of debt/exports . - -- Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Guyana
GDP -2.9 2.2 8.5 4.5
GNP per capita -4.7 0.4 5.6 -0.4 Low-ncome group
Exports of goods and non-factor services -6.0 3.4 5.1 6.9

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment f%)

(% of GDP) 10
Agriculture 31.1 26.8 36.4 39.0
Industry 34.3 24.6 36.7 23.0 s

Manufacturing 14.7 13.9 11.4 8.0
Services 34.6 48.5 26.9 38.0 o

91 92 93 94 95

Prvate consumption 47.4 59.9 62.8 66.0 .5

General government consumption 19.6 18.1 14.9 12.0 -GDI GDP
Imports of goods and non-factor services 74.9 61.9 81.6 75.0

1975-84 1985-95 1994 1995
(average annual growth) Groh iates of exports and imports (%)
Agriculture -0.1 4.2 10.6 7.2 30

Industry -6.3 -0.8 4.6 0.3
Manufacturing -1.7 -6.7 5.9 -8.9 20

Services -1.7 0.9 5.0 4.8 ,/

Private consumption 11.4 .. .. ..
General government consumption -10.6 .. 92 93 94 95
Gross domestic investment -13.3 2.1 6.9 -0.8 -10
Imports of goods and non-factor services -9.2 0.3 5.3 18.2 -Exports Impoas
Gross national product -4.0 0.8 7.0 1.5

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.

223



Guyana

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 200
(% change)
Consumer prices 7.9 15.0 13.6 12.3 150
Implicit GDP deflator 14.5 14.6 16.4 17.4 100

Government finance so
(% of GDP)
Current revenue .. 40.0 27.7 28.8 o91 2 9 9 9
Current budget balance .. -36.6 -3.2 -0.3 s 9 92 93 94 99
Overall surplus/deficit .. -54.4 -11.8 -12.9 -GDP det. -^CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions UJS$)I
Total exports (fob) .. 214 369 391 400

Other metals .. 73 . {

Sugar .. 66 11'6 1 27" 1
Manufactures 6621 1 2. 8

Total imports (cif) .. .. 350 398 200 
Food .. S . 23 {~
Fuel and energy . .. 62 68 100
Capital goods .. 66 51 142

Export priceindex(1987=100) 2 82 116 130 
Import pnce index (1987=100) .. .. 123 127 | 90 9 9 92 93 94 95

Terms of trade (1987=f00 .. .. 94 103 E Exports tuimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio ( /.)

(millions US$) 0

Exports of goods and non-factor services 370 245 369 456 1 95 9119 <g}J92119 4Ig 

Imports of goods and non-factor services 370 315 350 468
Resource balance 0 -70 19 -32 -ot I I

Net factor income -19 -71 -92 -81 .201 L
Net current transfers -4 11 23 27

Current account balance, -301
before official transfers -23 -130 -50 -86 4

Financing items (net) 73 -59 27 68 t L
Changes in net reserves -50 189 23 16 .50
Memo:

Reserves including gold (mill. US$) 100 6 247 269
Conversion rate (local/US$) 2.4 4.3 138.2 142.6

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995 '

(millions US$) Composation of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed 307 1,496 2,039 2,107 G A

IBRD 15 65 39 35 F 1273 B
IDA 5 27 182 203 69 203

Total debt service 24 73 97 69 C
IBRD 1 6 9 9 186
IDA 0 0 2 2

Composition of net resource flows
Official grants 0 9 32 39 D
Official creditors 57 52 -1 23 394
Private creditors 41 -5 -4 -2
Foreign direct investment 1 2 3 3 E
Portfolio equity 0 0 0 0 1093

World Bank program
Commitments 12 9 20 22 A -18RD E -Bilateral
Disbursements 6 3 12 18 B -IDA D -Other multilateral F -Private
Pnncipal repayments 0 2 6 7 C -IMF G -Short-term
Net flows 6 1 6 11
Interest payments 1 4 4 4
Net transfers 5 -4 2 7

World Bank International Economics Department, September 1996
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Haiti

H aiti is a small, densely populated, predomi- Recent Economic Developments
nately rural, and open economy. Its 7 million
inhabitants occupy 28,000 square kilometers, During fiscal years 1992-94, economic performance

on the western end of the island of Hispaniola. With an deteriorated at an accelerated pace. Real GDP is esti-
estimated GNP per capita of $250 in 1995, Haiti is the mated to have fallen by almost 20 percent over 1992-93,
poorest nation in the Western Hemisphere. Social indi- and by a further 10.6 percent in 1994. All sectors were
cators are alarming. In 1994, an estimated 50 percent of affected, and the situation was further aggravated by
the population had a caloric intake below 75 percent of tropical storm Gordon in November 1994. Agricultural
requirements, and over 25 percent of children suffered production and exports decreased considerably, with the
from malnutrition. Infant mortality is estimated at 86 per latter severely affected by the embargo. Value added in
1,000 live births. Close to one-half of adults are illiter- the services sector decreased in line with GDP, and
ate. Net of emigration of 0.5 percent, population growth construction activities came to a virtual standstill.
is estimated at 1.9 percent. Fiscal performance deteriorated, mainly due to a

Over 1980-1991, Haiti's population suffered a con- sharp fall in tax revenues. Government revenues de-
tinuing decline in living standards, with real GNP per clined from some 8 percent of GDP in 1992 to about 3
capita falling by about 2 percent a year. Over decades, percent in 1994. The overall deficit of the central gov-
population pressure and inappropriate policies forced emient expanded rapidly, financed by credit from the
cultivation of increasingly marginal lands and acceler- central bank and accumulation of arrears. By end-Sep-
ated deforestation and soil erosion. As a result, agricul- tember 1994, the public sector had domestic arrears of
tural production, the main source of income for the 70 about $11 million equivalent and external arrears of
percent of the population who live in rural areas, has $126 million. The deterioration in public finances was
fallen steadily on a per capita basis since the 1970s. In reflected in a rapid increase in inflation, from 7 percent
the second half of the 1970s a major export expansion at end-September 1991 to 52 percent at end-September
together with increasing public investment allowed 1994. Against this background, the nominal exchange
Haiti to grow at a rate of about 3 percent per capita. rate depreciated by about 50 percent over 1991-94.
However, political instability during most of the 1980s International trade was also severely affected by the
put a stop to industrial expansion, external assistance, embargo. The current account deficit decreased from 13
and consequently, to growth. percent of GDP in 1991 to about 7 percent in 1994.

Merchandise exports fell from an estimated $202 mil-

Recent Political Developments lion in 1991 to $57 million in 1994, and imports from
$528 million to $183 million during the same period.

After the democratic elections in 1990 the government Imports were mainly humanitarian assistance, which
took steps to improve fiscal revenues, liberalize trade amounted to about $113 million in 1994.
and improve infrastructure, and initiated discussion with In 1995 real GDP, supported by significant inflows
the IMF. The September 1991 coup, however, led to of external aid, grew by about 4.5 percent, inflation
three years of economic mismanagement and an inter- declined to 30 percent, and the gourde recovered to
national embargo that caused a dramatic decline in liv- G14.5 to the dollar by end-September. Although the
ing standards. Haiti stopped servicing its external debt. central government deficit (before external grants)
In October 1994 the president returned and a new gov- reached 6.5 percent of GDP-exceeding the 4.5 percent
ernment was appointed. In December arrears to the program target-overall public finances remained
multilateral agencies were cleared. The new government broadly on target, on account of transfers from the
pursued a program of fiscal stabilization and structural telecommunications company and the port authority. As
reforms supported by the IMF. Parliamentary and presi- a result of the government's fiscal performance and a
dential elections were held in 1995. tight credit policy stance, the net domestic assets of the
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Haiti

central bank remained well within the program. Gross from the G15 that had been in effect since the mid-
international reserves reached about $200 million, ex- 1980s. The new level falls well short of the real and
ceeding the initially programmed level of about $70 dollar equivalent minimum wage of ten years ago.
million, and all external arrears were cleared following In the last quarter of calendar 1995 implementation
a Paris Club Meeting in May 1995. of the economic reform program slowed considerably.

The government also undertook a number of struc- Fiscal pressures increased as revenues fell short and
tural reforms. Petroleum subsidies were eliminated and expenditures exceeded programmed levels. To cover the
the first phase of a trade reform program was put into ensuing deficit, the government resorted to increased
effect: the 40 percent export surrender requirement and central bank financing. As a result, inflation increased
the remaining import restrictions were eliminated: the to about 25 percent of end-December 1995, and the
import valuation basis was changed to the market ex- gourde depreciated to over G 16.5 to the dollar. Follow-
change rate; and most import tariffs were reduced to 0 ing the election discussions with the World Bank and
to 15 percent. Reserve requirements on commercial IMF were resumed, and a renewed stabilization and
banks were unified, and the statutory ceilings on interest structural reform program agreed. In spite of govern-
rates were eliminated by presidential decree. The elec- ment resuming the reform effort, their real GDP is
tricity company reduced staffing and raised tariffs. The estimated to grow by about 2 percent in 1995-96 and
minimum wage was raised to G36 a day in June 1995 inflation to fall to 15 percent by end of the period.
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Haiti at a glance
Latin

POVERTY and SOCIAL America Low-
Haiti & Carib. Income Development diamond'

Population mid-1995 (millions) 7.2 480 3,188 Life expectancy
GNP per capita 1995 (US$) 250 3,300 460
GNP 1995 (billions US$) 1.8 1,584 1,466

Average annual growth, 1990-95

Population (%) 2.0 1.8 1.8 GNP Gross
Labor force (I%) 1.9 2.4 1.9 p primary

perprmy
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 32 74 29
Life expectancy at birth (years) 57 68 63
Infant mortality (per 1,000 live births) 86 41 58
Child malnutrition (% of children under 5) 27 .. 38 Access to safe water
Access to safe water (% ot population) 40 81 75
Illiteracy (% of population age 15+) 55 13 34
Gross primary enrollment (% of school-age population) 56 110 105 -Haiti

Male 58 .. 112 -Low-income group
Female 54 .. 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (billions US$) 0.7 2.0 1.6 262 Openness of economy
Gross domestic investment/GDP 14.7 16.7 1.7 8.6Opnesoecom
Exports of goods and non-factor services/GDP 14.6 15.9 4.1 5.9
Gross domestic savings/GDP 6.5 3.2 -7.2 -16.0
Gross national savings/GDP 8.6 4.6 1.9 2.4

Current account balance/GDP -5.3 -9.5 -6.7 -20.4 Savings Investment
Interest payments/GDP 0.2 0.3 0.0 0.1
Total debt/GDP 9.7 35.7 43.9 35.8
Total debt service/exports 5.0 10.1 1.6
Present value of debtGDP .. .. 24.8
Present value of debt/exports .. .. 626.2 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Haiti

GDP 2.5 -3.1 -10.6 4.5
GNP per capita 0.7 -5.0 -12.6 2.5 -Low-icome group
Exports of goods and non-factor services 5.1 -5.2 -34.8 87.2

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

Agriculture .. .. 43.7 42.2 T
Industry .. .. 12.2 12.8 400

Manufacturing .. .. 9.3 9.5 20
Services .. .. 44.0 45.0

01 9 * * 94 9Private consumption 84.5 85.3 100.8 107.4 200 90 91 92 93 94 95
General govemment consumption 9.0 11.5 6.4 8.6 -GDI -- GDP
Imports of goods and non-factor services 22.9 29.4 13.0 30.5

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and Imports
Agnculture 0.0 0.2 -1.7 1.0 200

Industry 3.5 -9.1 -31.5 9.3
Manufacturing 4.4 -7.6 -33.3 0.6 100

Services 4.0 -3.3 -11.0 4.8

Private consumption 1.6 1.8 -13.3 11.6 o / 9 3 \ v ss
General govemment consumption 5.1 -8.8 -22.8 39.3
Gross domestic investment 5.2 -23.1 -56.7 532.0 roo
Imports of goods and non-tactor services 4.2 1.5 -31.8 172.1 -Expors -&Impors
Gross national product 2.5 -3.1 -10.6 4.4

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.

227
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 5
Consumer prices 16.8 10.6 42.6 30.2 25
Implicit GDP deflator 5.8 10.4 37.4 37.6

0
Government finance 91 92 93 94 95

(% of GDP) -25

Current revenue .. .. 3.3 6.6
Current budget balance .. .. -3.8 -2.2 so
Overall surplus/deticit .. .. -4.2 -8.1 -GDPdet. 6 CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(millions US$)
Total exports (fob) .. 217 57 86 soo

Coffee .. 49 8 14
Other agriculture .. 7 4 14 400
Manufactures .. 127 44 46 30

Total imports (cif) .. 334 183 481
Food .. 86 99 218 200
Fuel and energy .. 64 46 71
Capital goods . 83 8 95 100

Export price index (1987=100) .. 112 125 ..
Import price index (1987=100) .. 85 Bo DO 91 92 93 94 95
Terms of trade (1987=100) .. 132 .. . ElExports OiImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (I%)

Exports of goods and non-factor services 106 337 64 128 0 w
tmports of goods and non-factor services 159 557 205 662 l 1 9 l 93 l 9
Resource balance -54 -220 -141 -535 s

Net factor income -7 -20 -11 -17 -10
Net current transfers 22 49 43 108
Current account balance, -15

before official transfers -38 -191 -109 -444 l20

Financing items (net) 26 194 132 557 -20

Changes in net reserves 13 -3 -23 -114 -25 

Memo:

Reserves including gold (mill. US$) 13 12 38
Conversion rate (local/US$) 5.0 5.0 14.6 15.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 1 
(mi/lions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 70 717 712 778 I

GIBRD 0 0 0 0 F 35
IDA 6 174 346 389 45

Total debt service 8 44 1 13 E
IBRD 0 0 0 0 78
IDA 0 2 0 20

Composition of net resource flows B
Official grants 21 61 598 575 389
Official creditors 12 59 0 77
Private creditors -2 -4 0 0 D
Foreign direct investment 3 5 2 2 200
Portfolio equity 0 0 0 0 c

World Bank program 31
Commitments 20 32 0 140 A - IBRD E -Bilateral
Disbursements 6 20 0 49 B -IDA D- Other multilateral F - Private
Pnncipal repayments 0 0 0 10 C -IMF G -Short-term
Net flows 6 20 0 39
Interest payments 0 1 0 10
Net transfers 6 18 0 29

World Bank International Economics Department, September 1996
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Honduras

H onduras ranks among the least developed coun- the run-up to the presidential elections of November
tries in the Western Hemisphere. Although 1993. As the elections approached, the administration's
economic progress has been made over the last economic policy first faltered and then collapsed. Public

two decades, per capita GNP in 1995 remained low at sector savings declined as transfers and subsidies to the
an estimated $600. Twenty-seven percent of the adult private sector, increased sharply and public sector tariffs
population is illiterate, almost 19 percent of children declined in real terms. Capital expenditures rose to 14
under 5 suffer from moderate to severe undernutrition, percent of GDP while the fiscal deficit reached 11 per-
and an estimated 60 percent of the population is inade- cent. Buoyed by strong import demand and sluggish
quately housed. export growth, the current account deficit reached 14.4

Honduras experienced a severe decline in economic percent ofGDP; over $100 million of reserves were lost.
activity during the early 1980s, followed by stagnation The large fiscal deficit led to unsustainable GDP growth
in the latter part of the decade. Fiscal policy during the of 6 percent and accelerated inflation to 13 percent in
early 1980s was particularly expansive, due mainly to 1993.
high levels of public investment. Large current account
deficits, which trebled between the mid-1970s and the Recent Economic Developments
mid-1980s, were the mirror image of large fiscal gaps
that reached over 10 percent of GDP in the early 1980s. The government that came into office in January 1994
Access to abundant bilateral and multilateral credit al- took important fiscal measures that brought down the
lowed the government to stave off a major balance of 1994 deficit to 6.9 percent of GDP. Economic activity
payments crisis, and to hold off for several years the in 1994 was affected adversely by the need to reduce
painful adjustment measures needed to address the econ- aggregate demand and by major electricity shortages.
omy's structural problems. As a consequence, external Real GDP declined by 1.5 percent. At the same time,
debt grew sharply during the 1980s, almost tripling to inflation accelerated to 22 percent as prices and public
over $3.6 billion by 1990. utility tariffs reacted to the stabilization measures and

Since much of the assistance was linked to the war depreciation of the currency. Gross international re-
along the Honduras-Nicaragua border and did not ad- serves of the central bank fell further to less than one
dress the country's structural constraints, and did little month of imports by end 1994.
to expand productive capacity. When political circum- During 1995 economic growth resumed, with real
stances in the region changed in the late 1980s transfers GDP growing at 3.6 percent, based on a rapid increase
and concessional external finance became scarce, but of exports and the elimination of electricity rationing.
the government did not recognize the need to cut its The fiscal deficit declined drastically to 2.8 percent of
fiscal deficit, resorting instead to external arrears and GDP, reflecting mainly lower capital expenditures (par-
inflation to finance the deficit. In 1989 Honduras went ticularly in road maintenance) and somewhat higher tax
into arrears with the multilateral institutions and was revenues. This improvement took place despite unan-
isolated from the international financial community. ticipated increases in the wage bill and transfers to the

state power company. The external current account defi-
The Reform Program cit (before official transfers) fell to 7.3 percent of GDP

in response to increased coffee revenues, rapidly grow-
It was not until 1990 that a comprehensive reform pro- ing nontraditional exports and slightly lower import
gram was adopted. Over 1990-92 the government initi- growth. Net international reserves increased by $120
ated an ambitious program of stabilization, structural million.
adjustment, and a social safety net. Much of the progress Despite the fiscal improvement, inflation remained
achieved in this period was lost as the government high at 29.5 percent, reflecting in part a rapid expansion
dramatically reversed the course of economic policy in of money and credit to the private sector due to the
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failure of the central bank to mop up liquidity by placing bring gross international reserves to 3 to 3.5 months of
sterilization bonds to offset a reduction in legal reserve imports by 1997, and reduce the external public debt to
requirements. Faced with high inflation and a slow depre- around 100 per cent of GDP by 1997.
ciation of the nominal exchange rate dictated by the man-
agement of the central bank's foreign exchange auction, External Debt
the real exchange rate appreciated by 5.8 percent.

The vast majority of multilateral arrears created in 1989
were paid off in mid-1990, and the bulk of bilateral
arrears were handled in the context of a Paris Club

Fiscal policy remains the main element of the govern- rescheduling agreement in September 1990. After ap-
ment's plan to stabilize the economy and increase do- proval of a 1992-95 IMF program in July 1992 the Paris
mestic savings. Fiscal policy is expected to continue to Club rescheduled debt service falling due during the
improve as higher electricity and water tariffs became program on enhanced Trinidad terms. The government
effective in January 1996 and anew tax code is expected is seeking to reschedule its Paris Club debt service for
to be approved by congress in 1996. In the structural 1996 on Naples terms. During 1992-95, the government
area, the government has begun implementation of a also retired most of its external commercial debt via debt
program to increase the efficiency of the public sector conversions.
and is taking steps for the privatization of telecommu- At end- 1994 the stock of official debt amounted to
nications, the distribution of electricity and the manage- $4.4 billion, or about 122 of GDP. The scheduled exter-
ment of international airports. The approval of a nal debt service in 1994 amounted to $487 million and
financial reform law at end-1995 will facilitate control- was equivalent to 30 percent of exports of goods and
ling credit expansion: the central bank already raised services, 15 percent of GDP, and about 82 percent of
penalty interest rates on reserve deficiencies and im- central government revenue. In present value terms, the
posed reserve requirements on the deposits of invest- debt amounted to an estimated $3.4 billion or 101 per-
ment banks. The foreign exchange auction is expected cent of GDP and 240 percent of exports of goods and
to be replaced by a market-based system in 1996. It is services. About 56 percent ($2.3 billion) of the external
envisaged that the successful implementation of the debt was owed to multilateral creditors, the remainder
program will help to achieve export oriented economic was owed almost entirely to official bilateral creditors
growth of around 4.5 percent a year during 1996-99, ($1.6 billion), of which the bulk was to Paris Club
reduce inflation close to international levels by 1998, creditors ($1.3 billion).
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Honduras at a glance
Latin

POVERTY and SOCIAL America Low-
Honduras & Carib. Income Development dlamond'

Population mid-1995 (millions) 5.9 480 3,188 Life expectancy
GNP per capita 1995 (US$) 600 3,300 460
GNP 1995 (billions US$) 3.6 1,584 1,466

Average annual growth, 1990-95

Population (%) 3.0 1.8 1.8 GNP Gross
Labor force (%) 3.7 2.4 1.9 per primary

Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) 53
Urban population (% of total population) 48 74 29
Life expectancy at birth (years) 67 68 63
Infant mortality (per 1,000 live births) 46 41 58
Child malnutrition (% of children under 5) 19 .. 38 Access to safe water
Access to safe water (% of population) 69 81 75
Illiteracy (% of population age 15+) 27 13 34
Gross primary enrollment (% of school-age population) 112 110 105 -Honduras

Male 111 . 112 -Low-income group
Female 112 .. 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 1.1 3.6 3.4 3.9 Openness of economy
Gross domestic investment/GDP 19.0 17.3 33.9 31.5Opnesoecom
Exports of goods and non-factor services/GDP 30.7 24.3 38.9 40.1
Gross domestic savingslGDP 10.0 11.7 24.9 25.7
Gross national savings/GDP 7.8 7.6 18.3 22.1

Current account balancelGDP -11.5 -9.7 -12.4 -7.3 Savings Investment
Interest payments/GDP 1.4 2.8 4.9 4.3
Total debt/GDP 33.9 75.0 131.8 113.6
Total debt service/exports 13.2 24.7 29.7
Present value of debt/GDP .. .. 100.8
Present value of debt/exports .. .. 231.3 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Honduras
GDP 3.9 3.4 -1.5 3.6
GNP per capita 0.1 0.6 -4.0 3.5 -Low-income group
Exports of goods and non-factor services 2.9 2.0 -10.1 11.0 1

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (°)

Agriculture 27.3 21.9 22.4 22.2 20

Industry 24.9 24.0 22.7 23.1 10
Manufacturing 15.7 14.5 15.1 15.2

Services 47.8 54.2 54.9 54.7 o
90 91 92 93 94 95

Private consumption 77.7 75.2 65.2 65.5 .10
General govemment consumption 12.4 13.1 9.9 8.8
Imports of goods and non-factor services 39.7 29.9 47.9 45.8 -GDI 6 GDP

(average annual growth) 1975-84 1985-95 1994 1995 rowtth rates of exports and imports (%)
Agriculture 3.3 3.7 -1.5 1.1 20
Industry 4.2 4.4 -7.1 1.6

Manufacturing 3.1 3.5 -2.0 1.5 10
Services 4.5 2.2 0.1 4.9 os

Pivate consumption 4.2 2.4 1.0 5.3 -is
General government consumption 3.6 1.5 -2.7 -10.8
Gross domestic investment -1.2 9.7 5.4 7.4 -20

Imports of goods and non-factor services 0.2 3.7 1.1 12.0 -Exports - Imports
Gross national product 3.7 3.7 -1.3 3.6

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1 975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 40

Consumer prices 8.4 3.4 21.7 29.5 30

Implicit GDP deflator 6.0 4.9 28.1 26.5 20

Government finance 10
(% of GDP)
Current revenue .. 22.0 28.0 29.9 0
Current budget balance 1.3 4.9 6.1 ag 90 9 92 93 94 95

Overall surplus/deficit .. -6.9 -6.9 -2.8 -GDPdef. ^-cPI

TRADE

(mil/ions US$) 1975 1985 1994 1995 Export and Import level (mill. USS)
Total exports (fob) .. 796 959 1,193 2.0C

Bananas . 274 155 202
Coffee .. 185 200 349 1.I00
Manufactures .

Total imports (cif) .. 976 1,419 1,594 100 5-

Food .. 141 197 214 Fuel and energy .. 159 192 215 FrJ~ifI r l I
Capital goods .. 182 343 3714

Export price index (1987=100) 293 110 114 0S
Importpriceindex(1987=100) . 114 117 124 9 91 9 93 94 95

Terms of trade (1987=00) .. 81 94 92 [lExports B Imports

BALANCE of PAYMENTS

(mulions US$) 1975 1985 1994 1995 Current account balance to GDP ratio I(%)
Exports of goods and non-factor services 344 909 1,303 1,582 0 9 9 9l 9|'
Imports of goods and non-factor services 446 1,085 1,605 1,808 as 90 91 92 93 94 95

Resource balance -101 -175 -302 -226

Net factor income -29 -190 -207 -196 -5
Net current transfers 0 12 93 133

Current account balance,
before official transfers -130 -353 -416 -289 -10

Financing items (net) 184 336 443 405
Changes in net reserves -54 17 -27 -116 -

Memo:
Reserves including gold (mill. US$) 97 111 259 302
Conversion rate (local/US$) 2.0 2.0 8.6 9.5

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 381 2,729 4,418 4,480

IBRD 57 369 469 443 G A
IDA 29 81 307 386 8 342

Total debt service 46 228 433 438 412 386
IBRD 6 34 90 96 c
IDA 0 1 3 4 90

Composition of net resource flows
Official grants 16 126 83 85
Official creditors 87 230 105 26
Private creditors 12 36 -4 -16
Foreign direct investment 7 28 70 77 IE D
Portfolio equity 0 0 0 0 156 1239

World Bank program
Commitments 38 7 28 97 A - IBRD E -Bilateral
Disbursements 15 45 69 84 B -IDA D -Other multilateral F -Private
Principal repayments 2 13 53 60 C - IMF G -Short-term
Net flows 13 32 16 24
Interest payments 4 23 40 41
Net transfers 9 10 -24 -17

World Bank International Economics Department, September 1996
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Hungary

H ungary experimented with market type reforms 1996. The government has announced that it will con-
much earlier than the other socialist countries. tinue with the reform course it embarked upon a year
The "new economic mechanism," introduced in ago.

the late 1960s and accelerated during the 1980s, led to
remarkable progress in establishing a basic legal and Recent Economic Developments
institutional framework for a market economy, in price
and trade liberalization, and in reforming the tax system. Exogenous shocks, in particular the drastic reorientaticn
Following the installation of a democratically elected oftrade in the wake of the demise of the Soviet bloc, and
government in 1990, the reform process was acceler- delayed policy adjustments resulted in disappointing
ated. A rapid expansion of private enterprises and economic growth in the first half of the 1990s. After
creation of joint ventures have pushed the private sec- declining about 18 percent between 1990 and 1993, the
tor's share in GDP to nearly 70 percent in 1996, economy began to grow in 1994, but with fiscal deficits
employing more than half the labor force. of almost 8 percent of GDP over 1992-94 that translated

However, in the early 1990s the reforms stalled in into current account deficits close to 10 and 6 percent of
many areas and the remaining structural impediments GDP in 1994 and 1995. The deficits were particularly
have inhibited growth and contributed to the re-emer- worrisome because they occurred against a backdrop of
gence of macroeconomic imbalances. Large transfers already high debt and debt service ratios.
and subsidies to households and enterprises, and heavy In March 1995 the Socialist-Liberal coalition govern-
foreign borrowing were not accompanied by GDP ment began to address these imbalances with a strong
growth rates that could validate high levels of reliance emergency stabilization program. The package, aimed
on foreign savings. Privatization and restructuring was at putting the economy on a sustainable path of low-in-
postponed, and crucial reform measures in the financial flation growth, contained three mutually reinforcing
sector were delayed or adopted in a rather formalistic components: a tightening of wage policy in the public
way allowing enterprises and banks to shift the burden sector; a 8.25 percent devaluation of the forint followed
of adjustment to the budget. by a switch to a pre-announced crawling peg; and budg-

In mid-1994 the Socialist Party won a strong victory etary measures (including an 8 percent import surcharge
in the national elections. With athird ofthe popularvote to be lifted by mid-1997) to reverse the deterioration in
and more than half of the seats in parliament, the prime the fiscal accounts.
minister could have formed a single party government. The package has had positive results. The general
He opted instead for a coalition government with the government deficit (excluding privatization revenues)
Liberals, the second strongest contender in the elections, fell from 8.3 percent of GDP in 1994 to about 7 percent
becauseherealizedthatthepainfulmedicinethatwould in 1995. GDP rose by some 1.5 percent in 1995, more
have to be administered during the next phase of reform than I percentage point slower than in 1994-despite
would have a reasonable chance of success only if car- the contraction in aggregate demand due to fiscal tight-
ried by a large parliamentary majority (more than 70 ening. Substantial progress was also achieved on the
percent of seats). external front: Exports rose nearly 10 percent in real

After initial delays, the government took the first terms reaching an all time high of almost $ 13 billion (30
important steps toward reforming Hungary's public fi- percent of GDP) in 1995, while imports, after having
nances. The process of consensus building regarding the continued to grow strongly in early 1995 in anticipation
precise nature of the social policy reforms has, however, of a devaluation of the forint, slowed significantly in the
been difficult. Several ministers have resigned and the second half of 1995. Consequently, the current account
minister of finance, the main protagonist of Hungary's deficit fell to 5.7 percent of GDP in 1995, comfortably
public finance reforms, left the government in early covered by direct foreign investment. International re-
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serves, boosted also by enterprise borrowing and priva- the absence of robust restructuring and privatization
tization receipts, rose to the equivalent of eight months plans for banks and enterprises, additional capital had to
of imports at the end of 1995. be injected into the state banks.

Developments have been less favorable in other ar- The new government decided that privatization of
eas. Inflation rose sharply to over 28 percent in 1995, state-owned banks was the only viable solution to mak-
after it had fallen from 31 percent in 1991 to 19 percent ing lasting progress toward improving the performance
in 1994. This was partly due to the devaluation of the of Hungary's banking sector. It intends to privatize all
currency and the introduction of the temporary import state-owned banks by the end of 1997. In a first step,
surcharge, and partly to energy price adjustments in two large banks were privatized in 1995, with the result
early 1995. Registered unemployment has remained at that almost two-thirds of Hungary's banking sector as-
about 10 percent of the labor force. sets are now privately controlled. Two other large banks,

In 1995 Hungary made good progress in its economic comprising together roughly one-fifth of total bank as-
transformation in three key areas: privatization and re- sets, are expected to be privatized under the govern-
structuring of enterprises; financial sector reforms, and ment's 1995-97 bank privatization program. Detailed
public finances. pre-privatization programs for these banks are under

After a period of relative inactivity, Hungary made a preparation. The authorities also hope to privatize or
new privatization push in 1995 both by establishing new liquidate the smaller banks in the near future. New
rules and clarifying the framework for divesting enter- legislation, including a new banking law, soon to be
prises and by actually selling equity. A new Privatiza- submitted to parliament, is expected to improve bank
tion Law, effective since mid-1995, enables the newly governance and strengthen bank supervision by concen-
established Privatization Agency-which consolidates trating supervisory power in one agency reporting di-
the functions of two previous agencies-to privatize rectly to the government.
some HUFI.3 trillion (about $9 billion), or roughly Budgetary revenues fell from 54 percent of GDP to
four-fifths of the total equity in state enterprises in its an estimated 49 percent in 1995, and substantial expen-
portfolio. New gas supply and electricity laws were diture cuts and a higher GDP have led to a decline in the
adopted in early 1994, and electricity and gas prices expenditure/GDP ratio from 62 percent in 1994 to 56
were raised significantly in 1995. Further price adjust- percent in 1995. To avoid triggering a wage-price spiral
ments were agreed upon for 1996-2000 as part of the and diluting the initial impact of the devaluation, the
government's decrees governing gas and electricity government applied a restrictive wage policy in the
prices. public sector, including state enterprises. Real gross and

Hungary then broke new ground in privatization in net wages fell by 9 and 12 percent in 1995.
Central Europe by selling substantial equity stakes in the Realizing that past stabilization programs tended to
gas, electricity, and oil industries at the end of 1995 to relax fiscal policies too soon, the government is com-
foreign strategic investors. It also sold important shares mitted to staying the course of fiscal adjustment. It also
in pharmaceutical companies, two large banks, 37 small realizes that the success of the adjustment program so
and medium enterprises and further deepened privatiza- far has relied primarily on wage compression, and that
tion of the telecom company by raising its private own- to be sustainable it will have to be complemented by
ership to 67 percent. Revenues from 1995 privatizations accelerated structural fiscal measures: the burden of
amounted to about $3.2 billion, almost twice as much as taxation remains excessive and is unevenly distributed;
the total Hungary had received in cash from all previous tax evasion has been growing; the pension and health
privatizations. The privatization agency is committed to insurance systems are not viable in the long term and
selling most of the remaining small and medium enter- need to be reformed so that they can deliver better
prises in two rounds, while it will use tenders for large services at affordable costs, and financial intermediation
enterprises in which it has majority holdings. needs to become more efficient.

To strengthen enterprise governance, the govern-
ment has adopted a variety of measures, such as vot- Medium-Term Prospects
ing with majority shareholders in enterprises in which
it holds a minority interest, or limiting its own voting The successful implementation of the March 1995 pack-
rights in enterprises in which it has a minority share- age has put Hungary in a good position to complete the
holding. task of restoring internal and external balances. Hun-

In 1993 the government recapitalized of the state gary's economy needs to grow at average annual rates
banks in an attempt to prevent further deterioration of of 4 to 5 percent in the closing years of this century and
their precarious financial situation. The program failed, the beginning of the next to satisfy the demands of its
however, to bring about the needed fundamental im- society as it moves toward integration with the European
provement in bank governance with the result that, in Union. Moving to such a growth path will require higher
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rates of domestic savings and investment, as well as 1994 to 38 percent in 1995). and the government's
significant improvements in overall productivity. At this program targets a further decline to about 35 percent by
stage of Hungary's transition, it is essential to achieve a 1997. Debt service fell from 49 percent to about 44
decisive turnaround in public finances, quickly enough percent of exports of goods and services, and is pro-
to produce a positive impact on debt and growth dynam- jected to decline to below 40 percent by 1997.
ics by the year 2000. Further reductions in the deficit Hungary has maintained good access to international
and tax pressure via additional expenditure cuts will be capital markets, thanks to both an impeccable debt serv-
needed. The objective is to reduce the public deficit to icing record and to its political stability. The central
a long-term trend level that allows for the progressive bank has successfully tapped international bond mar-
decline in debt to GDP ratios and a corresponding de- kets, issuing 14 bonds since January 1995 in different
cline in interest payments. currencies with increasingly longer maturities. Due to

the overall success of the March package and the im-

External Debt proved international capital markets, Hungary has been
able to borrow at significantly better terms last year.

Given Hungary's high debt and debt service ratios and Overthe past few years, thecomposition ofexternal debt
reliance on international capital markets for its financing shifted from syndicated loans toward bonds, with the
needs, the authorities consider avoiding a further build latter accounting for over 77 percent of public and
up in net external debt as a central macroeconomic publicly guaranteed medium- and long-term debt to
objective. The March 1995 stabilization package and the private creditors at the end of 1995. Short-term debt
large privatization revenues resulted in a sharp drop in remains relatively low, at around $ 3.2 billion at the end
net external debt (from almost 46 percent of GDP in of 1995 (about 10 percent of total external debt).

235



Hungary at a glance
Europe & Upper-

POVERTY and SOCIAL Central middle-
Hungary Asia Income Development dlamond'

Population mid-1995 (millions) 10.2 488 440 Life expectancy
GNP per capita 1995 (US$) 4,130 2,240 4,300
GNP 1995 (billions US$) 42.3 1,093 1,892

Average annual growth, 1990-95

Population (%) -0.3 0.4 1.7 GNP Gross
Labor force (%) -0.1 0.6 2.1 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 25
Urban population (% of total population) 65 66 74
Life expectancy at birth (years) 70 68 69
Infant mortality (per 1,000 live births) 11 23 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) .. .. 89
Illiteracy (% of population age 15+) .. .. 13
Gross primary enrollment (% of school-age population) 95 97 107 -Hungary

Male 95 97 -Upper-middle-income group
Female 95 97

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos^

GDP (billions US$) 11.0 20.6 41.5 43.8 Openness of economy
Gross domestic investment/GDP 37.8 25.0 22.2 22.4O
Exports of goods and non-factor services/GDP 41.5 42.2 28.9 34.9
Gross domestic savings/GDP 30.3 27.1 15.7 20.3
Gross national savings/GDP .. 23.2 14.5 18.8

Current account balance/GDP .. -2.2 -9.4 -5.7 Savings Investment
Interest payments/GDP .. 4.0 3.8 4.4
Total debt/GDP .. 67.7 67.7 71.4
Total debt service/exports .. 36.8 51.7 42.8
Present value of debt/GDP .. .. 63.6
Present value of debt/exports .. .. 242.0 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Hungary
GDP 3.0 -0.9 2.9 1.5 Ugaid
GNP per capita . -0.7 3.3 1.9 Upper-middle-ncome group
Exports of goods and non-factor services 6.3 0.8 13.7 15.4

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (h/)

(% of GDP at basic prices) 4
Agriculture 17.2 17.9 7.0 7.1 .
Industry 50.3 47.0 32.1 34.6 20

Manufacturing 41.6 39.0 26.7 27.3 o
Services 32.5 35.2 60.8 58.3 93 94 9s

(% of GDP at market prices) -20
Private consumption 59.2 62.8 72.2 68.3 o-
General government consumption 10.4 10.1 12.1 11.5 -GDl GDP
Imports of goods and non-factor services 48.9 40.1 35.4 37.0

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%)

Agriculture 3.6 -3.0 -0.4 2.0 30

Industry 3.5 -2.3 5.8 3.4
Manufacturing 3.9 -2.2 6.0 4.0 isj

Services 3.0 0.5 1.4 0.6

Private consumption 2.1 -0.4 -0.2 -5.7 92 93 94 95

General govemment consumption 3.4 2.0 -12.7 -6.5
Gross domestic investment -0.8 0.7 19.8 3.1 -15 I
Imports of goods and non-factor services 2.3 2.7 8.8 -0.7 -Exports
Gross national product .. .. 2.6 0.8

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 40

Consumer prices 3.8 7.0 18.8 28.2 30

Implicit GDP deflator 1.0 5.9 19.5 24.2 20

Government finance lo
(% of GDP)
Current revenue .. 59.8 53.6 48.7 o l
Current budget balance . 6.5 -1.7 -2.2 90 91 92 93 94 99

Overall surplus/deficit .. -1.1 -7.5 -4.1 -GDPdei. -.- CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. US$)

(millions US$)
Total exports (fob) .. 8,267 10,701 12,867 20,000

Capital goods . 2,443 1,286 1,549
Agriculture and processed food .. 1,804 2,190 2,803 15.000 -
Manufactures .

Total imports (cif) .. 7,846 14,554 15,466 1000
Food .. 583 992 917
Fuel and energy SE31,707 1,600 1,663 j
Capital goods .. 1,365 3,388 3,110

Export price index (1987=100) .. 102 113 
Importprceindex(1987=100) .. 101 116 .. 9 2 9

Terms of trade (1987=100) .. 101 98 , [Exports r Imports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (/)

Exports of goods and non-factor services . 9,807 10,251 15,984 s -
Imports of goods and non-factor services . 9,460 13,668 17,798
Resource balance . 347 -3,417 -1,814

Net factor income .. -867 -1,403 -1,793 o
Net current transfers .. 65 909 1,127 l l

Current account balance,
before official transfers .. -455 -3,911 -2,480 -s

Financing items (net) .. 971 3,418 7,805
Changes in net reserves .. -516 493 -5,325 c _

Memo:
Reserves including gold (mill. US$) .. 2,914 6,769 12,010
Conversion rate (local/US$) 44.0 50.1 105.2 125.7

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) CompoIttIon of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed .. 13,957 28,083 31,248

IBRD 372 2,208 2,218 G A
IDA . 0 0 0 3203 2219 c3B5

Total debt service 3,689 5,646 6,989 1064
IBRD 25 353 380 E
IDA 0 0 0 0 900

Composition of net resource flows
Official grants . 0 138 145
Official creditors 225 57 -207
Private creditors .. 1,707 1,279 2,840
Foreign direct investment .. 0 1,144 4,200
Portfolio equity .. 0 340 444 F

World Bank program 23478
Commitments .. 279 100 38 A -IBRD E -Bilateral
Disbursements .. 162 168 188 B-IDA D -Othermultilateral F -Private
Prncipal repayments . 0 196 220 C -IMF G -Short-term
Net flows .. 162 -28 -32
Interest payments .. 25 157 160
Net transfers .. 137 -185 -192

World Bank International Economics Department, September 1996
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India

I ndia's population in mid-1995 was 929 million, the ing were lifted, but the investment licensing regime
world's second largest. Its per capita income was made firms' investment decisions conditional on cum-
$350, one ofthe world's lowest. From independence bersome government approvals. publicly-owned banks

until recently, India pursued a planned approach to de- continued to dominate the banking system and to serve
velopment. This combined prudent macroeconomic mainly as instruments for financing economic activities
management; an active role for the state in key sectors selected by the government. Meanwhile, with few ex-
such as banking, basic industries, utilities, and infra- ceptions, public enterprises (which generate 17 percent
structure; and extensive regulation of the economy. of GDP) continued to operate very inefficiently.
Although highly regulated, the private sector was impor- In the late 1980s these problems were compounded
tant and was present in most sectors of the economy. by political uncertainty. There were two general elec-

The results of this development strategy were mixed. tions and four changes of government between end-
The economy expanded persistently-GDP per capita 1989 and June 1991. The August 1990 developments in
growth averaged 1.4 percent through the 1970s-fam- the Persian Gulf put additional pressure on the balance
ines were eradicated, and the incidence of poverty fell of payments and eroded the confidence of foreign lend-
from over 50 percent in the 1960s to less than 30 percent ers. Capital outflows accelerated and commercial banks
in the late 1980s. India also developed a diversified reduced their exposure in India. In response, the Indian
industrial base, and a relatively large and sophisticated government compressed imports drastically and mobi-
financial sector. Conservative macroeconomic manage- lized a part of India's gold stock. Multilateral and bilat-
ment kept inflation low, and fiscal and balance of pay- eral agencies, particularly Japan, provided significant
ments imbalances seldom persisted. India also never assistance in the first half of 1991. Notwithstanding,
defaulted on its external debt. These successes were foreign exchange reserves declined to about $1 billion
achievedinaverycomplexsocietydividedalongethnic, (barely two weeks of imports) in June 1991, putting
linguistic, and religious lines, and always with demo- India on the verge of defaulting on its external debt.
cratically elected governments.

But this development strategy also had serious short- Stabilization and Strctua Ref
comings. Growth rates were much lower than expected
in a country saving and investing over one-fifth of its In June 1991 the new government launched a compre-
GDP. At over 2 percent, annual population growth re- hensive economic stabilization program and a major
mained high. Health and education indicators, while transformation of India's development strategy. A new
showing some progress, also remained among the industrial policy was announced that July 1996, together
world's lowest-particularly for women. India also con- with the revised budget. Of particular importance were
tinued to have one of the highest incidences of poverty the decisions to eliminate discriminatory treatment of
in the developing world, accounting for about one- enterprises with more than 40 percent foreign equity and
fourth of the world's absolute poor. open power (March 1992), mining (March 1993), coal

During the 1980s the authorities started to liberalize (March 1994), telecommunications (May 1994), and
trade, industrial and financial policies. Concurrently, pharmaceuticals (September 1994) to domestic and for-
subsidies, tax concessions and the depreciation of the eign private investors. The reforms also eliminated the
currency improved export incentives. These measures need for prior government approval of decisions con-
helped GDP growth to accelerate to over 5 percent a year cerning expansion. diversification, merger, and acquisi-
during the 1980s and reduced poverty more rapidly. tion.
However, India's most fundamental structural problems Trade reforms over July-December 1991 eliminated
were addressed only very partially. Tariffs continued to a costly subsidy scheme for exports, devalued the rupee
be extremely high and quantitative restrictions remained 22 percent in dollar terms, and reduced import licensing
pervasive. Controls on capacity utilization and borrow- restrictions. Sweeping measures were taken in March-
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April 1992 to eliminate virtually all licensing restric- ble a value-added tax. The government has extended the
tions on imports of capital goods and intermediates, and coverage of MODVAT (a version of a value added tax)
introduce a dual exchange rate system, establishing a to include manufacturing sectors and, for the first time,
foreign exchange market. In February 1993 the govern- some services. Other important decisions shifted most
ment reunified the exchange rate. Reflecting large capi- excise rates from specific to ad-valorem to increase
tal inflows until late 1994, the central bank intervened buoyancy, reduced the number of rates, and simplified
often to prevent an appreciation of the rupee. In March the system by relying on invoices for value determina-
1994 near full current account convertibility was estab- tion. These reforms have considerably simplified and
lished, followed by full current account convertibility in modernized India's tax system and make it possible for
August 1994. The maximum import tariff has been the central government to focus its efforts on improving
reduced from 300 percent in 1990 to 50 percent in March tax administration.
1995, with significant declines for tariffs below the The fiscal 1996 budget further reduced excise peak
maximum. These changes have lowered the import- rates. It did not reduce corporate tax rates further, but
weighted average tariff from 87 percent in fiscal 1991 continued the emphasis on simplification, lower rates,
to 27 percent in March 1995. They have also signifi- and greater buoyancy.
cantly reduced the dispersion of tariff rates. However, Public enterprise reform has been guided by a three-
import tariffs continue to be among the highest in the pronged strategy. Reducing budgetary support, elimi-
world and some consumer goods imports are still re- nating barriers to entry and monopoly privileges, and
stricted. tariff reductions have created a competitive environ-

Reforms since 1991 have significantly liberalized ment for public enterprises producing tradeables.
capital and money markets, introduced prudential regu- Mechanisms have been created to facilitate the exit of
lations that meet international standards, and scaled enterprises that cannot withstand domestic or external
back controls on the expansion of domestic banks. The competition. Legislative amendments now allow the
government has reduced the share of deposits required government, in principle, to restructure or close down
to be invested in the Reserve Bank of India or govern- chronically loss-making enterprises and a National Re-
ment debt instruments, removed barriers to private sec- newal Fund has been established to mitigate the social
tor entry into the banking system, and partially costs of retrenchment. Disinvestment up to 49 percent
deregulated interest rates on deposits (subject to a ceil- of profit-making public enterprises has been allowed.
ing) and loans (subject to a minimum). The government However, this leaves control in the hands of the public
has also taken steps over the last two years to recapital- sector and helps to explain why performance has not
ize banks to enable them to meet the more stringent improved substantially. Further, there is no clear policy
capital adequacy standards set by the new prudential to liquidate or restructure loss-making public enter-
regulations. In September 1994 an agreement was prises.
reached between the treasury and the central bank to
phase out over three years, automatic Reserve Bank
financing of the budgetary deficit. In October 1994 the Poverty Alleviation
minimum lending rate was removed for all loans larger Improving the living standards of the poor, and acceler-
than Rs200,000 and non-priority sectoral loans of any ating the development of human resources, are among
amount. Initiatives in rural finance lowered directed India's most important policy priorities. Initiatives over
lending from 100 percent to 40 percent and gave greater the last three years have included substantially increas-
freedom to rationalize branches, deregulated interest ing expenditure for primary education, endemic disease
rates of rural cooperative banks (subject to a minimum control, and maternal and child health programs in fiscal
lending rate of 12 percent), and relaxed "service area" years 1994-95, expanding the public distribution system
restrictions to encourage competition. in high-poverty areas, and raising spending on rural

The Reserve Bank of India is undertaking a program employment and related programs by over 50 percent.
under which 49 regional rural banks are being recapital- The fiscal 1996 budget introduced new anti-poverty
ized and their management strengthened; another group programs that direct commercial banks to provide credit
of rural were identified in December 1995 for inclusion to small scale units, scheduled castes and tribes, enter-
in the program. prises in backward regions, and state governments to

Tax reforms have been seeking to transform India's complete ongoing rural infrastructure projects. Other
tax system from one with high (and highly differenti- schemes target the urban poor with subsidized housing,
ated) tax rates falling on a narrow base, into one with old age pensions, maternity benefits, subsidized life
tax rates at moderate levels falling on a broad base. The insurance, lump-sum survivor benefits on the death of
fiscal 1995 budget reduced taxes on corporate income the primary breadwinner, and school lunches. Future
reformed excise taxes to make them more closely resem- reforms in the social sectors are expected to focus on
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restructuring poverty alleviation programs to increase however, was lost in fiscal 1994 when the fiscal deficit
their cost-effectiveness and enable existing programs to escalated to 7.5 percent of GDP, against a target of 4.7
meet the special challenges created by the adjustment percent of GDP, as a result of revenue shortfalls and
program now underway. expenditures overruns. The deficit in fiscal 1995 was 6.1

percent compared to a target of 6.0 percent. Revenues
Environment ~were buoyant but expenditure exceeded planned levels.

The fiscal 1996 budget aims to reduce the fiscal deficit
The Ministry of Environment and Forests concentrates to 5.5 percent of GDP, but there are very preliminary
mainly on the conservation of forests, wildlife, and indications that the outcome could be closerto6 percent
biodiversity (which account for about 70 percent of its of GDP.
spending) and on environmental pollution control India's external accounts have continued to be man-
(which account for most of the rest). India has made ageable. Merchandise exports grew at 18.0 percent in
solid progress in dealing with a broad range of difficult dollar terms in fiscal 1995, while imports, driven by the
environmental problems. It has developed a legal frame- demands of the expanding industrial sector, grew 30
work and institutions and programs to deal with many percent. The resulting current account deficit was 0.9
of the problems it confronts. These efforts are yielding percent of GDP. As the industrial recovery continued in
results. However,the resources available fall short ofthe fiscal 1996, preliminary data for April-March show that
needs. merchandise imports grew by 29 percent compared with

export growth of 21.4 percent in dollar terms. The invis-

Recent Economic Developments ibles account improved marginally as tourism receipts
recovered, with the result that the current account is

The economy has responded favorably to the stabiliza- expected to widen to 1.6 percent for the year, a level the
tion and reform measures since July 1991. GDP (at capital account could finance comfortably. At $4.6 bil-
factor cost) growth recovered from 2 percent in fiscal lion (April-March), foreign investment compared favor-
1992 to 6.3 percent a year over 1994-95. After declining ably with levels during the same period in fiscal 1995.
to negative 2 percent in fiscal 1992 manufacturing The widening of the current account deficit contributed
growth recovered to 12.2 percent in fiscal 1995. Early to a fall in foreign currency reserves to $17 billion at
estimates place GDP growth at around 6.0 percent for end-March 1996 from $20.8 billion ayearearlier. Mean-
fiscal 1996. Duringthe first six months of the fiscal year while, monetary policy has been tightened-which has
(April-September 1995), the industrial sector expanded helped bring inflation down to 5 percent. After two years
by 12.0 percent. Growth was 10.0 percent in the manu- of stability at Rs3 1.4 to the dollar, the rupee is estimated
facturing subsector and 14.3 percent in capital goods to have depreciated in nominal terms by more than 23
industries. percent against the dollar since August 1995. The depre-

The government reduced its fiscal deficit in the first ciation is due to a combination of factors, including a
two years of the program, from 8.3 percent of GDP in thin and highly regulated foreign exchange market, vig-
fiscal 1991 to 5.9 percent ofGDP the next year, and 5.7 orous industrial expansion driving higher demand for
percent of GDP in fiscal 1993. Much of this progress, imports of capital goods, and speculative motives.
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India at a glance

POVERTY and SOCIAL South Low-
India Asia Income Development dlamond'

Population mid-1995 (millions) 929.4 1,243 3,188 Life expectancy
GNP per capita 1995 (USS) 350 350 460
GNP 1995 (billions US$) 327.0 435 1,466

Average annual growth, 1990-95

Population (9%.) 1.8 1.9 1.8 GNP Gross
Labor force (%) 2.1 2.4 1.9 Xper ,- primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 27 26 29
Life expectancy at birth (years) 62 61 63
Intant mortality (per 1,000 live births) 68 73 58
Child malnutrition (% of children under 5) 63 62 38 Access to safe water
Access to safe water (% of population) 85 81 75
Illiteracy (% of population age 15+) 48 50 34
Gross primary enrollment (% ofschool-age population) 102 98 105 -India

Male 113 110 112 -Low-income group
Female 91 87 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos*

GDP (billions US$) 91.0 214.3 301.2 329.9 Openness of economy
Gross domestic investment/GDP 20.8 23.9 23.2 24.2
Exports of goods and non-factor services/GDP 6.2 6.0 11.3 12.4
Gross domestic savings/GDP 20.4 20.8 21.5 22.3
Gross national savings/GDP 20.8 21.1 22.3 22.6

Current account balance/GDP -0.1 -2.8 -0.9 -1.6 Savings Investment
Interest payments/GDP 0.3 0.6 1.3 1.3
Total debt/GDP 15.1 19.1 32.9 31.0
Total debt service/exports 13.1 22.7 26.3 25.6
Present value of debt/GDP .. .. 23.5
Present value of debt/exports .. .. 176.7 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -India
GDP 4.0 5.1 6.3 6.0
GNP per capita 1.7 3.1 6.1 4.6 Low-irome group
Exports of goods and non-factor services 4.0 10.7 4.1 17.6

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates ot output and Investment (N)

Agriculture 40.5 33.0 31.1 30.3 20
Industry 23.7 28.1 28.0 28.9 10

Manufacturing 16.7 17.9 17.4 18.4
Services 35.8 38.8 40.9 40.9 90 91 92 93 94 95

Private consumption 70.2 68.1 68.2 67.3 20

General govemment consumption 9.4 11.1 10.3 10.3 -GDI -,GOP
Imports of goods and non-factor services 6.6 9.1 13.0 14.3

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%)

Agriculture 2.4 3.6 4.9 3.0 30
Industry 5.2 5.9 8.3 10.0

Manufacturing 5.4 5.8 9.0 12.2 15
Services 4.7 5.7 6.0 5.3

Private consumption 4.4 4.7 5.0 4.6 90 92 93 94 95
General govemment consumption 6.2 4.2 3.0 6.5 V
Gross domestic investment 3.7 5.1 19.8 11.2 -15
Imports of goods and non-tactor services 9.3 4.7 19.8 13.7 Expons
Gross national product 4.0 5.2 6.5 6.4

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE

1975 1985 1994 1995 inflation (%)
Domestic prices
(% change) 15 T

Consumer prices 5.7 5.5 10.2 10.2 10
Implicit GDP deflator -1.5 7.6 11.1 8.5 1

Government finance s
(% of GDP)
Current revenue .. 23.5 21.2 21.3 0 I -
Current budget balance .. 2.2 0.2 -1.2 90 91 92 93 94 95

Overall surplus/deficit .. -10.4 -9.0 -10.3 -GDPdet. ^-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. 9,463 26,763 32,502 40.000
Tea 511 311 292 I
Iron .. 473 413 463 30,000

Manufactures .. 5,639 21,088 25,770
Total imports (cif) 17,298 31,269 38,256 20.0004

Food .. 1,321 1,464 2,354 1
Fuel and energy .. 4,054 5,928 6,685 10,000
Capital goods .. 3,503 6,366 7,152

Exportprice index (1987=100) 80 118 121 | 1
Import prce index (1987=100) .. 96 121 128 R9 90 91 92 93 94 95

Terms of trade (1987=100) .. 83 98 94 EjExports OImports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (°/6)

(millions US$)
Exports of goods and non-factor services 5,650 12,773 34,047 40,971 0 T 
Imports of goods and non-factor services 5,990 19,422 39,047 47,207 6 9 9 9

Resource balance -340 -6,649 -5,000 -6,236 -1

Net factor income -191 -1,553 -3,905 -4,677 _
Net current transfers 470 2,207 6,200 5,499 |2

Current account balance,
before ohicial transfers -61 -5,995 -2,705 -5,414

Financing items (net) 636 6,807 9,563 3,120
Changes in net reserves -575 -812 -6,858 2,293

Memo:
Reserves including gold (mill. US$) 2,064 9,730 24,079 21,930
Conversion rate (local/US$) 8.7 12.2 31.4 32.4

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 13,708 40,971 98,990 102,318

IBRD 436 2,396 11,120 9,849 G A
IDA 2,809 9,750 17,666 17,499 5685 9849

Total debt service 822 3,534 10,516 11,910 |
IBRD 89 313 1,598 1,716 17499
IDA 24 124 315 357 F

29120
Composition of net resource flows C

Official grants 511 450 612 650 2719
Official creditors 1,260 1,424 976 1,732
Private creditors 83 2,276 148 1,863 1
Foreign direct investment 85 106 620 1,300 4843
Portfolio equity 0 0 4,729 1,273 E

World Bank program 32603
Commitments 917 2,882 2,066 1,427 A -IBRD E -Bilateral
Disbursements 531 1,375 1,707 1,318 B -IA D- Other multilateral F -Private
Principal repayments 63 157 1,021 1,169 C- MF G -Short-term
Net flows 467 1,218 686 149
Interest payments 50 280 891 903
Net transfers 417 938 -205 -754

World Bank International Economics Department, September 1996
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T he Republic of Indonesia is an archipelago of ployment and eamings of Indonesian workers, espe-
more than 13,000 islands, with a land area of cially women.
about 2 million square kilometers. With a popu- Most regions have shared in the benefits of growth.

lation of about 190 million-growing at around 1.6 Almost all provinces have grown at rates higher than the
percent a year-Indonesia is the world's fourth most norm for low income countries in the last two decades.
populous nation. Indonesia has a diversified resource However, sources of growth have varied considerably
base, with plentiful primary energy resources and sig- across different regions. In Java/Bali, initially rice-
nificant mineral deposits and timber potential. GNP per based agriculture and subsequently manufacturing and
capita is estimated $980. tourism have been the engine of growth, compared to

Indonesia's economy grew at an average rate of 6.7 resource rich provinces such as Kalimantan and Suma-
percent over 1965-95. Indonesia has become more di- tra, for which natural resources (forestry, oil, gas, min-
versified, less dependent on oil, more industrialized, ing) have been critical to growth. Some resource-poor
more open, more urbanized and increasingly driven by outer islands have benefited greatly from fiscal trans-
private initiative. Economic diversification has been fers, and may suffer in the future ifbudgetary constraints
remarkable: non-oil exports now account for almost 80 limit such transfers.
percent of exports, up from only 25 percent a decade
ago; manufacturing now accounts for around 24 percent Recent Economic Developments
of GDP, up from 12 percent in the early 1980s, and the
budgetary reliance on oil has declined sharply, with oil The economy continued to grow rapidly in 1995, with
revenues now comprising less than 20 percent of total real GDP growth of 8.1 percent and non-oil GDP growth
revenue. With these changes have also come new chal- of 9 percent. However, there were signs of overheating,
lenges requiring greater attention to human resource including inflation of 9 percent and a widening current
development, environmental concerns, regional issues, account deficit estimated at $6.9 billion (3.4 percent of
and institutional performance. A growing middle class GDP) in fiscal 1996 from $3.5 billion in fiscal 1995.
wants better health and education, better municipal serv- Rapid private consumption growth spilled over into
ices, higher quality products, and more responsive gov- sharp increases in non-oil imports, shifting the trade
emnment institutions. balance into deficit for the first time in many years.

Non-oil imports grew 27 percent, up from 13 percent

Social Indicators in 1994. Estimated non-oil export growth, on the other
hand, at 15 percent, was below the national develop-

Indonesia's poor have benefited substantially from a ment plan target of 16.7 percent. This was largely due
growing economy. Poverty incidence has declined from to weakness in the two main non-oil export sectors,
around 60 percent (70 million persons) at the beginning garments and plywood. Oil exports were relatively
of the 1970s to around 14 percent (26 million persons) flat.
today. Universal primary education has been achieved, Strong private sector demand was also reflected in
secondary and tertiary enrollment has risen sharply and rising fixed investment. Investment increased signifi-
the adult illiteracy rate has fallen by almost two-thirds. cantly in 1995, at a rate of 13 percent, partly as a result
Nevertheless, a large fraction of the population still lives of a dramatic surge in foreign investment approvals in
just above poverty levels and remains vulnerable to the last two years. Direct foreign investment inflows
shifts in overall economic performance. Moreover, amounted to about $5.7 billion, up from $2.5 billion in
some social indicators, such as infant and maternal mor- 1994; approvals of new investment in 1995 surged to
tality, have not improved proportionately to real income $40 billion. Foreign direct investment and other capital
gains. Deregulation since the mid-1980s has led to a inflows easily financed the current account deficit and
manufacturing boom and to rapid growth of wage em- helped build up international reserves.
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The fiscal stance was tight. The government ran a percent to 20 percent over 1985-90 in response to the
surplus of 0.8 percent of GDP, tighter than the 0.3 burstoftradeandinvestmentderegulationmeasuresthat
percent surplus in 1994. This was impressive given large occurred then.
direct tax cuts, including reductions of corporate and The government also plans to enhance competitive-
personal income tax rates and the re-introduction of tax ness by widening deregulation, reducing the cost of
incentives for special purposes. Revenue buoyancy was finance, and improving infrastructure services. Indone-
due to higher international oil prices, better tax collec- sia remains committed to further deregulation: it under-
tions and some new taxes-such as the increase in took a major liberalization of its foreign investment
forestry fees and a new tax on the sale of luxury homes. regime in June 1994, guided the 1994 APEC meeting
Off-budget spending was also kept under control. (which it chaired) toward adopting the goal of region-

Capital account developments featured rising direct wide free trade by the year 2020, and announced a
foreign investment and volatility in short term flows. In rules-based, pre-programmed trade liberalization sched-
response to international and domestic developments- ule in June 1995. Trade deregulation was maintained in
rising international interest rates, the Mexican currency 1996. Further financial reforms and prudential regula-
crisis, and signs of overheating of the economy. Interest tion aimed at reducing the cost of intermediation should
rates increased relative to offshore rates. Reserve money help cut the relatively high cost of capital in Indonesia,
growth was reduced substantially. Greater exchange encourage effective resource allocation and allow busi-
rate flexibility was introduced by widening the interven- ness to tap more directly into domestic savings, while
tion band on the exchange rate. This helped absorb some providing security for savers. The government is also
of the volatility exhibited by short-term capital flows committed to reducing infrastructure bottlenecks, rely-
during the year. ing on both private and public investment. The Repelita

The privatization program was continued with the VI development plan targets large increases in road
partial sale of shares of the telecommunications and tin transport and energy investments.
mining companies. About $760 million of the proceeds Indonesia is also working to further reduce poverty
were used to prepay high-interest rate public external by increasing the poor's access to basic urban, education
debt. Indonesia has prepaid $1.5 billion of high-cost and health services, targeting programs forthe hard-core
debt in the past two years, reducing the amount of poor, raising agricultural productivity in the eastern
outstanding public debt by more than 2 percent. Paiton, islands, and increasing the involvement of the poor in
the first private power generation project, reached finan- program design and implementation. Indonesia's im-
cial closure and began constructionl. The government pressive record on poverty reduction is attributable to
also expressed interest in partially divesting Krakatau sustained employment-intensive growth in agriculture
Steel, the state electricity company, Garuda Indonesia and industry and expansion of basic infrastructure, and
Airways, and Bank Negara Indonesia. health and education services. Repelita VI has intro-

duced a special program, the INPRES Desa Tertinggal,

Development Strategy which aims to channel $600 million in grants to high
poverty communities. Notable features include the par-

Indonesia's development strategy is based on maintain- ticipation by beneficiaries in decisions on how to use
ing growth with macroeconomic stability through ap- grant funds, and the use of streamlined mechanisms to
propriate fiscal and monetary policy, careful debt channel funds directly to targeted communities without
management and a stronger domestic savings effort. going through traditional government layers and budget
Expected 1996-99 real GDP growth of around 8 percent processes.
is predicated on continued strong growth in the non-oil, The government plans to enhance human resource
non-agricultural sectors, led by rising domestic and for- development by improving the delivery, efficiency, and
eign private investment. Optimism on private invest- quality' of health and education services. Repelita VI
ment is justified by several indicators, including a calls for real per capita increases in expenditures for
continuing government emphasis on trade and invest- education, health, and poverty reduction programs. It
ment deregulation, a receptive official attitude toward supports an increase in compulsory education from six
private investment in infrastructure, especially in tele- to nine years over 15 years, enhanced quality at all levels
communications and power, and the tremendous in- and expansion of education to poorer groups and remote
crease in foreign investment approvals in 1995 to almost regions. An important dimension of Indonesia's human
four times the 1993 level. In the past, private investment resource development strategy is recognition ofthe need
has responded well to incentives created by deregula- to upgrade labor quality and provide the skilled labor
tion: the private investment rate rose from about 16 needed by a more complex economy.
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Environment agricultural sectors. The merchandise trade deficit is
projected to continue to widen through 1998, then begin

Environmental quality and sustainability are an integral to moderate as non-oil import growth moderates and
part of the Indonesian government's stated development non-oil export growth picks up.
concerns. The government is developing more effective Indonesia's need for development assistance contin-
policies for managing land, water and forest resources, ues to be high. It is estimated that rising financing needs
strengthening environmental institutions, and attempt- would be met by foreign direct investment, private me-
ing to reducing urban and industrial pollution. The dium- and long-term loans, and private short-term capi-
growing attention to these issues in the government's tal flows. Foreign direct investment is projected to
development strategy reflects an increased awareness of continue to increase rapidly, though by less than the
the costs and risks of the worsening environmental con- exceptional pace of 1995. Net public borrowing should
ditions due to past growth, and the potential for contin- continue its downward trend. The required levels of
ued environmental degradation in the future. concessional and commercial finance are likely to be

available, provided sound economic policies are main-

Medium-Term Prospects tained. Despite substantial external finance require-
ments over the coming years, Indonesia's

Growth is expected to remain around 8 percent over the creditworthiness is likely to improve as growth outpaces
next few years in spite of a declining contribution from debt accumulation and the debt burden declines. The
the oil sector. This level is consistent with external and debt service ratio for medium- and long-term debt is
internal balance. Ongoing trade and industrial sector expected to decline from about 29 percent in the current
reforms should continue to open profitable areas for year to about 22.6 percent by 1998. Similar declines are
relatively labor-intensive export industries. The main projected in the ratio of debt-to-exports and debt-to-
source of growth will continue to be the non-oil, non- GNP.
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Indonesia at a glance
Lower-

POVERTY and SOCIAL East middle-
Indonesia Asia income Development dlamond'

Population mid-1995 (millions) 193.3 1,709 1,154 Life expectancy
GNP per capita 1995 (US$) 980 830 1,700
GNP 1995 (billions US$) 190.1 1,418 1,962

Average annual growth, 1990-95

Population (%) 1.6 1.3 1.4
Labor force (%) 2.5 1.4 1.8 GNP Gross

per < - i pnmary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 34 31 56
Life expectancy at birth (years) 64 68 67
Infant mortality (per 1,000 live births) 51 36 36
Child malnutrition (% of children under 5) 39 17 .. Access to safe water
Access to safe water (% of population) 65 77 78
Illiteracy (% of population age 15+) 16 17
Gross primary enrollment (% of school-age population) 114 117 104 -Indonesia

Male 116 120 105 Lower-middle-income group
Female 112 116 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 32.1 87.2 175.5 198.1 Openness of economy
Gross domestic investment/GDP 23.7 26.2 30.1 31.5
Exports of goods and non-factor services/GDP 23.2 22.6 25.8 25.5
Gross domestic savings/GDP 25.9 29.1 31.5 31.8
Gross national savings/GDP .. 24.2 27.6 28.2

Current account balance/GDP -3.5 -2.2 -2.0 -3.5 Savings Investment
Interest paymentslGDP 1.0 2.3 2.5 2.4
Total debt/GDP 35.8 42.1 55.0 53.5
Total debt service/exports 15.1 28.8 30.0 31.1
Present value of debt/GDP .. .. 48.0 ..
Present value of debt/exports .. .. 170.8 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Indonesia
GOP 7.2 7.1 7.5 8.1
GNP per capita 4.5 5 5.4 6.4 Lower-middle-income group
Exports of goods and non-factor services -0.6 7.8 7.7 7.2

STRUCTURE of the ECONOMY
1975 1986 1994 1995 Growth rates of output and investment (%)

(% ofGDP) 2

Agriculture 30.2 23.2 17.4 17.2 20

Industry 33.5 35.9 40.7 41.5
Manufacturing 9.8 16.0 23.5 24.3 lo;

Services 36.3 40.9 41.9 41.3

Pnvate consumption 65.1 59.1 60.2 59.8 89 90 91 92 93 94 95

General govemment consumption 9.0 11.8 8.2 8.2
Imports of goods and non-factor services 21.0 19.8 24.3 24.8 -GDI - GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)

Agriculture 4.3 3.4 0.5 4.0 30

Industry 7.1 9.4 11.2 10.3
Manufacturing 14.4 10.9 12.5 11.1 201'

Services 9.5 8.1 7.1 7.4

Private consumption 9.1 6.5 7.7 9.9
General govemment consumption 11.4 4.8 2.3 3.4 o -
Gross domestic investment 14.5 9.6 12.2 12.5 99 90 91 92 93 94 95

Imports of goods and non-factor services 9.9 7.6 12.7 15.3 -Exports ^rImporls
Gross national product 6.7 8.0 7.3 8.1

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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Indonesia

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 
(% change)
Consumer prices 19.1 4.4 9.6 9.0 10
Implicit GDP deflator 11.5 4.3 6.0 6.0

Government finance al s
(% of GDP) o_I

Current revenue .. 19.2 15.9 15.5 s 9
Current budget balance .. 6.0 6.6 6.0 90 91 92 93 94 95
Overall surplus/deficit .. -3.2 0.3 0.8 -GDPdef. - CPI

TRADE al
1975 1985 1994 1995 Export and Import levels (mill. US$)

(millions US$)
Total exports (fob) .. 18,823 42,050 46,019 50.oO-

Fuel .. 12,804 10,344 9,749 40,000
Rubber .. 714 1,316 1,554
Manufactures .. 2,287 20,272 23,636 30.000

Total imports (cif) .. 14,056 37,736 44,477

Food .. 812 782 942 2000 K i iF F
Fuel and energy .. 2,870 3,988 3,8545
Capital goods .. 5,394 15,062 18,135 100

Export price index (1987=100) .. 120 135 140 
Import price index (1987=100) .. 85 89 90 8 90 91 92 93 94 95
Terms of trade (1987=100) .. 141 153 155 TiExpors Ctimporis

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 6,981 19,371 46,899 51,644 o 91 92 93 94
Imports of goods and non-factor services 6,775 17,840 43,392 51,052
Resource balance 206 1,531 3,507 592 ,1 . _1

Net factor income -1,342 -3,542 -6,994 -7,535
Net current transfers 0 88 0 0 |2 L

Current account balance,
before official transfers -1,135 -1,923 -3,488 -6,943 |3

Financing items (net) 284 962 4,743 3,827 {
Changes in net reserves 851 961 -1,255 3,116

Memo:

Reserves including gold (mill. US$) 592 5,794 12,290 13,869
Conversion rate (local/US$) 415.0 1,110.6 2,160.8 2,248.6

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 11,507 36,709 96,500 106,080

IBRD 57 3,590 12,008 12,503 A
IDA 318 844 776 756 1860 12503 B

Total debt service 1,060 5,824 14,792 17,069 D
IBRD 2 384 2,156 1,875 6550
IDA 2 12 26 26

Composition of net resource flows
Official grants 69 136 218 220
Official creditors 515 1,003 1,468 3,839 E
Private creditors 1,749 154 1,627 3,535 F 33941
Foreign direct investment 476 310 2,109 4,500 33470
Portfolio equity 0 0 3,672 3,327

World Bank program
Commitments 311 1,068 1,538 1,312 A -IBRD E -Bilateral
Disbursements 164 777 1,184 1,045 B- IDA D-Other multilateral F- Private
Prncipal repayments 0 133 1,260 975 C -IMF G -Short-term
Net flows 164 644 -76 70
Interest payments 3 262 922 927
Net transfers 160 382 -998 -857

Word Bank International Economics Department, September 1996
a. Government finance and trade fiscal year (April to March).
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Jamaica

J amaica. a Caribbean island country, has an area of Inflation declined to I percent per month. The foreign
1] thousand square kilometers, 45 percent under exchange regime was liberalized. Import tariffs are now
agriculture. Its population, growing at about I per- in the range of 5 to 35 percent, and most quantitative

cent per year, is 2.5 million, 55 percent living in urban restrictions and trade monopolies have been eliminated.
areas. Its 1995 GNP per capita was $1,510. Jamaica is The largest sugar company, the national airline, and the
well endowed with natural resources and has a relatively telecommunications company have been sold to private
well educated and skilled labor force. The economy is investors. The railways and the petroleum refining com-
sensitive to international price and demand changes. Its pany have been prepared for divestment. Three privately
principal economic activities are tourism, bauxite/alu- financed power generation projects are moving forward.
mina mining and processing, and agriculture. Jamaica's external current account moved from a

From independence in 1962 to 1973 Jamaica enjoyed deficit of 5 percent of GDP at end-March 1992 to near
strong growth, with GDP growth averaging 5 percent a balance by end- 1994. Private transfers and capital in-
year. From 1973 through 1980 the economy experienced flows (now amounting to over 10 percent of GDP) more
a severe contraction due to negative external shocks and than tripled during the last two years. While external
inappropriate domestic policies. In the first half of the debt remains high at about 81 percent of GDP, debt
1980s reforms began slowly and were delayed by exces- reschedulings have reduced debt service to more man-
sive opportunities for external borrowing. Reform ef- ageable levels.
forts were inadequate to restore sustained growth. The Despite these positive achievements, Jamaica's sta-
overall public sector deficit remained excessively high bilization has not been completed. High inflation has
at 16 percent of GDP, inflation ran at 15 percent, and the returned, international reserves have been drawn down
external current deficit also remained high at 14 percent to stabilize the depreciating domestic currency, large
of GDP. Total external debt rose from $1,904 million in wage awards and support to the troubled financial firms
1980 to $4.724 million in 1987. have caused the budget surplus to dwindle, and external

In the late 1980s aided by improved economic man- imbalances have wvidened due to a jump in consumer
agement and terms of trade, the economy began to turn imports, high interest rates, and a fragile financial sec-
around. Over 1987-90 economic growth averaged 4 tor.
percent, but the overall public sector deficit equaled Two causes underlie Jamaica's recurring inflation
about 7 percent of GDP, inflation averaged 17 percent, and macroeconomic instability during the past five
and the external current account deficit (excluding years-money supply growth of over 40 percent per
grants) equaled 8 percent of GDP. year, and spurts in public spending, including large

wage increases to government employees every two

Recent Economic Developments years. Accumulation of unprecedented levels of interna-
tional reserves in 1992 and 1994 through a policy of

A comprehensive reform program initiated in late 1989 sterilization doubled the stock of domestic debt, in par-
accelerated the pace of reforms. Its main objectives were ticular short-term debt. The near substitutability of the
to lower inflation, enhance international competitive- short-term government and central bank debt with
ness, improve public finances, maintain an adequate money showed up in an increase in money supply during
level of international reserves, and increase per capita these years. Similarly, wage awards in early 1993 and in
incomes. This reform program was supported by the the later half of 1995 and the government's intervention
multilateral institutions and a 1992 Paris Club debt in 1995 in support of troubled financial institutions
rescheduling arrangement. By mid-1995, the govern- increased public expenditures.
ment had achieved most of its economic objectives. The High reserve requirements for commercial banks (47
government budget has been in surplus during the last percent on liquid assets and 25 percent on cash reserves)
four years and Bank of Jamaica losses were reduced. and differential, but more favorable, treatment of finan-
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Jamaica

cial institutions and building societies encouraged dis- Among the employed poor, education tends to stop at
intermediation from commercial banks to merchant the primary level. Urban poverty and unemployment
banks in the early 1990s and more recently from mer- seem more severe than their numbers would indicate and
chant banks to building societies. High inflationary ex- contribute to the country's serious crime problem. The
pectations, and uncertainty in the exchange rate are high levels of violence make it very difficult for public
eroding private sector confidence and dampening in- sector services, in particular public transport, to reach
vestment and growth. the poor, restricting their mobility and opportunities.

After 15 years of discontinuous and incomplete re- Unemployment is high, at 16 percent of the labor
form efforts, Jamaica saw low GDP growth of about I force. Despite low growth, unemployment in the 1990s
percent per year over 1991-95, a high incidence of has been gradually decreasing because of emigration
poverty (32 percent of the population lives in poverty) and creation of new jobs, mostly low skilled, in the
and violence (777 murders in 1995 alone), frequent informal sector. Declines in the quality of education, the
industrial strikes (averaging one per day and resulting shrinking of public sector employment, the reasonably
in work stoppages leading to an estimated loss of GDP adequate public safety nets, the high level of remittances
of I percent per year) and deeper structural problems in from abroad, labor market restrictions and transport
the financial sector and the labor market, and crises in bottlenecks are other factors in explaining unemploy-
the water sector and the public transport system. ment. Employment growth averaged 2 percent a year

Despite an average investment level of 25 percent of over the past decade. Employment in tourism. related
GDP per year, GDP growth has remained low because construction and services has been the main source of
a significant portion of investment goes toward security this growth. The public sector now accounts for only 8
systems, such as fences around agricultural land and percent of all employment, down from 14 percent of the
alarm systems around businesses to prevent theft and 1980s, while the informal sector employment is esti-
burglary, and investment in housing stock and land mated to be about 30 percent. The wage-setting mecha-
development has been rapidly increasing. Key sectors nism under which the employers and trade unions
of the economy, including manufacturing and mining, negotiate wage adjustments once every two years, has
have declined in output. not been a good framework. Wage negotiations are

protracted and the cumulative large wage increases on

Social Indicators account of two years' back pay have fed inflation. While
unionization is not a factor in employment rigidity, poor

The government's strong commitment to social devel- work habits, poor management, and the dismal condi-
opment is reflected in its Social and Economic Support tion of public transport contribute to low productivity.
Program and the 1987 Human Resources Development In addition, the high frequency and the harshness of
Program. These programs have restored budgetary allo- labor conflicts. and coexistence of several trade unions
cations, redirected investments toward social services leads to coordination failure and a disruptive labor mar-
most likely to reach the poor, and increased cost recov- ket.
ery. Overall, while the social indicators appear favor-
able, they mask underlying problems. While primary Environment
and lower secondary education enrollment is almost
universal, about 24 percent of the population over 15 Jamaica was once known as the land of wood and water
years old is illiterate. Similarly, while the coverage of and is still famous for its green mountain landscapes,
social services is fairly good, quality varies greatly beaches and coral reefs, and unusual biological diver-
resulting in inequitable access by the poor. sity. However, population pressures on the land, rapid

The government allocates about 3 to 5 percent of its expansion of mining, tourism, and farming (27 percent
budget to social programs, such as food stamps, school of the work force are farmers) have caused significant
feeding, and other welfare programs, including low-in- degradation of watersheds, the pollution of ground and
come housing and labor-intensive job creation. The surface water, and urban sprawl and blight. The broad-
1995 Survey of Living Conditions estimated that 32 leaved tropical forests have largely disappeared and less
percent of the population lives below the poverty line. than 25 percent of Jamaica's land area is now under
About 60 percent of the poor live in rural areas, 21 forest cover. The rural poor (60 percent of all poor)
percent in Kingston Metropolitan Area. and the remain- mostly undertake hillside farming which is contributing
ing 19 percent in other towns. Most of the poor are to soil erosion. The scarcity of land for low-income
children and young women and men. About 13 percent settlements has led to overcrowded squatter settlements
are elderly. About 80 percent of the poor are working with inadequate basic amenities. Concerned with these
and the majority of them are farmers, agricultural labor- trends, the government established a National Resource
ers, domestic servants, street vendors, and craftsmen. Conservation Authority in 1991. In 1995, the govern-
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ment finalized a national environmental action plan that ing the money supply growth, and letting the exchange
identified as priorities that needed attention land use and rate be market determined. To this end, the mix of
watershed management, including hillside erosion and economic policies is to be changed by a further tighten-
pollution of coastal and underground waters from un- ing of the fiscal policies, by maintaining a lower level
treated or inadequately treated sewerage, pollution from of intemational reserves while letting the exchange rate
the bauxite industry, lack of a human settlement policy, be market determined and by gradually lowering interest
and weak legal frameworks and enforcement capacities. rates through lower reserve requirements on financial
Although the conservation authority remains poorly institutions. Over the medium term the government in-
staffed, Jamaica benefits from a strong environmentally tends to focus on stepping up the implementation of
oriented non-governmental organization community structural reforms.
and environment specialists at the University of West The government has set up three task forces and an
Indies. advisory committee to deal with financial sector prob-

lems. In the medium terrn it plans to improve financial

External Environment sector prudential norms, such as a ceiling on equity'
ownership for individuals and corporations, minimum

Because of its small size and extreme openness-ex- capital requirements for institutions, lending restric-
ports and imports each equal over 60 percent of GDP- tions, limiting exposure, and standardizing asset/loan
Jamaica's economic fortunes have been highly quality. The supervisory system is to be strengthened by
dependent on changes in the intemational economy. increasing staffing adequacy at the supervisory agen-
Fluctuations in the prices of alumina, sugar, bananas, cies, upgrading the information systems used as input
and coffee exports and oil imports have a large impact for off-site analysis, improving auditing standards for
on the Jamaican economy. With increased competition financial institutions and providing sufficient powers to
from the cheaper banana producers of Latin America, the supervisors to be able to enforce the norms.
and declining sugar prices as world supply exceeds In March 1995 the government established a high-
demand preferential trade arrangements with the EU are level labor commission of academics, civil servants, and
gradually eroding. The advent of NAFTA and the defer- representatives of unions and private sector employers
ral of Caribbean Basin Initiative parity creates some to review labor market functioning and recommend
problems, such as competition for Jamaican firms from changes to improve the flexibility of the labor market.
Mexican textile and clothing firms. Jamaica would like Jamaica's prospects in the short to medium term
to join NAFTA and integrate into a larger merchandise depend upon several factors. The hotel sector now has
trade market. A competitive domestic currency has a excess capacity and there are signs that despite crime
positive influence on changes in stayover tourist arrivals and violence, the trend in stopover tourists from all
and merchandise exports,but the economy is sensitive to sources. especially from northeast America, the United
increased competition in the tourism market particularly Kingdom and Canada continue to be positive at 5 per-
from Mexico and Cuba. As the share of exports in- cent per year in the 1 990s. However, tourism is a highly
creased from 48 percent of GDP in early 1980s to over competitive industry and the depreciation of Mexican
60 percent of GDP, export revenues have more than peso, rapidly expanding hotel capacity in the Dominican
doubled. Jamaica is a diversified economy with services Republic, and the gradual opening of Cuba are likely to
constituting over 50 percent of GDP. divert tourists away from Jamaica. Alumina and bauxite

production in Jamaica has considerable untapped poten-

Medium-Term Prospects tial, but industry analysts expect export prices to decline
Medium-Term Prospects ~~~~~after 1995.

The government is under increasing pressure from its Real GDP growth is projected to increase gradually
citizens to show tangible results in terms of maintaining from this year's estimated growth of 0.5 percent to 2 to
macroeconomic stability, generating employment, and 3 percent per year. Growth is expected to come from
increasing real incomes. This has been difficult to increase in tourist arrivals to a large extent, and to a
achieve because of rigidities in the factor markets and lesser extent from tourism-related activities in construc-
deeper structural problems. The government has pre- tion and transport and from merchandise exports, such
pared a Medium-Term Policy Framework for 1996- as garments, bananas, sugar, coffee, papayas, and cut
2000, and prepared sectoral plans covering energy, land flowers. External debt would decline from about 81
use, the environment, and industrial policy. percent of GDP by end 1995 to about 76 percent of GDP

Within the next few months, the government's priori- by end 1998. External debt service will be more man-
ties are to improve the macroeconomic framework by ageable as it declines from the current 24 percent to 16
lowering inflation, bringing down interest rates, lower- percent by end 1998.
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External Debt economy. The government intends to continue to de-
crease its outstanding external debt by a combination of

Jamaica is at a turning point in its external debt manage- decreased borrowing, borrowing mostly on conces-
ment after having decided not to seek further reschedul- sional terms, and seeking debt forgiveness, conversion
ing from the Paris Club (the seventh arrangement in and swaps.
1993 being an exit mechanism) after the end of the Debt forgiveness by bilateral agencies during the
current consolidation period (end-September 1995). Ex- past five years amounted to about $465 million. In all,
ternal debt stands at about $3.6 billion. It has been Jamaica has lowered its debt service payment by
declining in the 1990s. While the external debt service about $612 million since 1990 and reduced its debt
paymentsaremanageableatabout24percentofexports, service ratio by 5 percent on average during the same
the stock of external debt remains a heavy burden on the period.
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Jamaica at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Jamaica & Carib. income Development diamond

Population mid-1995 (millions) 2.5 480 1,154 Life expectancy
GNP per capita 1995 (US$) 1,510 3,300 1,700
GNP 1995 (billions US$) 3.8 1,584 1,962 T
Average annual growth, 1990-95 1

Population (%) 1.0 1.8 1.4 GNP Gross
Labor force (%) 1.6 2.4 1.8 per Gpnmary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 32
Urban population (% of total population) 55 74 56
Life expectancy at birth (years) 74 68 67
Infant mortality (per 1,000 live births) 13 41 36
Child malnutrition (% of children under 5) 10 .. .. Access to safe water
Access to safe water (% of population) 70 81 78
Illiteracy (% of population age 15+) 15 13
Gross primary enrollment (% of school-age population) 109 110 104 . Jamaica

Male 109 .. 105 Lower-middle-income group
Female 108 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 2.9 2.0 3.9 4.5 Openness of economy
Gross domestic investmenV/GDP 25.8 25.3 22.0 25.0
Exports of goods and non-factor services/GDP 35.3 58.2 64.8 65.8
Gross domestic savings/GDP 15.4 14.4 17.6 13.5
Gross national savings/GDP 13.5 7.3 21.8 18.3

Current account balance/GDP -10.1 -18.0 -0.2 -6.9 Savings Investment
Interest payments/GDP 3.8 10.4 4.7 4.3
Total debt/GDP 56.4 203.3 109.8 94.0
Total debt service/exports 28.6 40.4 23.1 -
Present value of debt/GDP .. .. 93.8
Present value of debt/exports .. .. 143.2 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Jamaica
GDP -0.8 4.1 0.8 0.5
GNP per capita -3.2 3.9 -0.9 -0.6 Lower-middle-income group
Exports of goods and non-factor services 0.6 3.2 .. ..

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth nates of output and Investment (%)

(% of GDP) 40
Agriculture 7.4 6.0 8.0 8.1 .
Industry 36.8 37.3 41.2 40.9400

Manufacturing 17.1 20.0 18.5 18.2
Services 55.9 56.7 50.8 51.0 0

90 / 9 92 93 94 95

Private consumption 66.2 70.1 67.4 67.9 .20
General government consumption 18.3 15.5 15.0 18.6
Imports of goods and non-factor services 45.6 69.1 69.2 77.3 GDI GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and Imports I%)
Agriculture -0.3 3.1 7.5 2.2 40

Industry -3.4 4.3 -0.2 0.0
Manufacturing -3.1 1.8 -0.5 -1.0 20

Services 1.5 4.6 0.5 0.6
90X 91/ 92 93 94 95

Private consumption 1.0 7.4 .. .. 20-

General government consumption 0.8 6.2 .. ..
Gross domestic investment -5.2 3.3 .4.
Imports of goods and non-factor services -1.7 5.9 -Expots
Gross national product -1.9 4.8 0.1 0.5

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation I%)

Domestic prices(%
(% change) 8.

Consumer prices 17.4 25.7 26.7 25.5 o0
Implicit GDP deflator 20.5 25.7 32.3 40

Government finance 20

(% of GDP)
Current revenue .. .. 33.2 34.8 0 --- -- -
Current budget balance 6.6 4.7 so 91 92 93 94 95

Overall surplus/deficit 3.8 1.1 -GDPdef - CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and import levels (mill. US$)
Total exports (fob) .. 569 1,220 1,430 3 0009

Aluminum .. 212 537 632
Other metals 78 72 72
Manufactures . . 316 359 2.000

Total imports (cif) . 1,144 2,177 2,773

Food .. 82 126 197a
Fuel and energy . 368 329 352 10
Capital goods 283 361 539

Export price index (1987=100) B 9 0 i
Import price index (1987=100) . 101 89 90 91 92 93 94 99
Terms of trade (1987=100) .. .. wExports olmports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 1,051 1,175 2,548 3,024 0
Imports of goods and non-factor services 1,285 1,395 2,721 3,552 as 90 91 92 94 99

Resource balance -234 -221 -173 -528

Net factor income -76 -296 -284 -307 s -
Net current transfers 23 153 447 522

Current account balance, L
before oflicial transfers -288 -364 -10 -313 -10

Financing items (net) 213 291 395 336
Changes in net reserves 74 73 -385 -23 s

Memo:

Reserves including gold (mill US$) 126 161 735 982
Conversion rate (local/US$) 0.9 5.6 33.1 35.1

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(mi/lions US$) Composition of total debt 1995 (mill. USS)
Total debt outstanding and disbursed 1,614 4,103 4,318 4,229

IBRD 44 468 595 595 G A
IDA 0 0 0 0 509 595

Total debt service 335 511 595 642 F c
IBRD 5 52 124 132 351 261
IDA 0 0 0 0

Composition of net resource flows
Official grants 1 55 91 100 D
Official creditors 41 251 -139 -43 601

Private creditors 152 41 7 -71
Foreign direct investment -2 -9 117 154
Portfolio equity 0 0 0 0 E

World Bank program 1912
Commitments 15 9 48 21 A IBRD E -Bilateral
Disbursements 8 75 22 61 B - IDA D -Other multilateral F -Private

Principal repayments 2 18 76 85 C -IMF G -Short-term
Net flows 6 57 -54 -24
Interest payments 3 34 49 47
Net transfers 3 23 -103 -71

Word Bank International Economics Department, September 1996
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Jordan

J ordan approaches the next century facing a radi- ees. real GDP rebounded in 1992 with growth of 16
cally different world from that of the early decades percent, to a large extent due to a real estate boom.
following its independence in 1946. With few natu- Growth wvas about 6 percent in 1993 and 1994, while

ral resources-potash. phosphate, and agriculture in the inflation declined to less than 4 percent. In 1995 growth
Jordan Valley-the country invested heavily in its hu- is estimated to have accelerated to 6.4 percent; while
man resources during the 1970s and 1980s, and the construction-led in 1992-94, growth in 1995 was based
remittances of skilled Jordanian workers in the Gulf and on a recovery in agriculture, increased tourism and
elsewhere became Jordan's largest single source of for- trade-related activities (9 percent), and an expansion of
eign exchange. The Cold War, the Arab-Israeli conflict, traditional mining activities (18 percent). Inflation in
and the oil boom all contributed to high levels of official 1 995 declined to less than 3 percent, despite indirect tax
grants anid concessionial loan assistance to Jordan froni increases. reflecting an increased supply of agricultural
1973 until 1982. products and prudent demand management. The re-

The economic boom ended in 1983 after fall in oil bound in domestic economic activity helped reduce the
prices and subsequent declines in remittances and ex- unemployment rate from its peak of 25 percent in 1991,
ports, while foreign grants were halved. Average annual but it remains high at 13 to 15 percent.
growth over 1983-89 was under I percent. To maintain After a small increase in the fiscal deficit in 1994,
consumption levels, the government ran increasing mainly due to a sharp decline in customs duties and
budget deficits and took on new commercial debt lead- non-tax revenues, in 1995 both the overall fiscal bal-
ing to unsustainable internal and external deficits. By ance, excluding foreign grants, and the primary balance
1989 Jordan's inability to meet its external obligations are estimated to have improved by 1.5 percentage point
precipitated a crisis that led to an IMF-supported stabi- of GD)P. owing to increased revenue collection-in-
lization program and a major Paris Club rescheduling. creased revenue from the new general sales tax and
The adjustment and econlomliic recession reduced real per higiler- non-tax revenue more than offset a decline in
capita income to about half its 1987 peak of $2,100. custoims duties. The primary balance (before interest
With the advent of the GulfC(risis in 1990 Jordan faced costs) iilproved from a 0.7 percent deficit in 1994 to a
a new challenge of disruptionis in aid and trade. and the 0.7 percent surplus in 1995, while the fiscal deficit
return of 300,000 Jordanians from the Gulf area, which excluding grants improved from 6.2 percent to about 5
pushed unemployment up to 25 percent. Nevertheless. percent.
stabilization policies were successful: the fiscal deficit The current account deficit improved from 12 percent
and inflation fell, and most prices and interest rates, arid of GDP in 1993 to about 9 percent in 1994 and 1995,
the exchange rate became market determined. However, mainly reflecting strong performance in exports. Mer-
serious structural constrainits to growth remainied. chandise exports increased by 14 percent in 1994 and

19.4 percent in 1995. The latter reflected an expansion

Recent Economic Developmllents in fertilizer and potash exports, a recovery of their
interniationial prices, and strong perfomiance by nontra-

Since 1989 the governnienit hKas puirsued an ambitious ditional exports, which expanded by 24 percent. Imports
reform agenda to stabilize the economy, improve effi- actually declined in nominial terms in 1994, but showed
ciency. and broaden the role of the private sector. The a marked shift in favor of raw materials and capital
reform program inicludes moves to reduce the fiscal equipment, which allowed for sustained economic ex-
deficit, maintain a tlexible and competitive exchange panision. TFhis shift continued in 1995, with imports
rate, and restructure thc tarift and trade regimes. Fueled increasing I I percent, but those of raw materials in-
by external debt reliel', new concessional aid, and. most creasing by 35 percent. Service receipts registered a
importantly, a ma jor inflow ofsavings From Gulfreturn- significaint iilprovement in 1995, with tourism revenue
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rising about 24 percent and remittances 13 percent. The ated with a possible redemption of Jordanian dinars
capital account improved during 1994 and showed a currently circulating in the West Bank and Gaza.
surplus in 1995 due to increased lending by official Jordan has approached stabilization by resolving its
creditors. Private foreign investment inflows remained external debt problem and mobilizing doniestic re-
modest, while other private capital inflows are on a sources to restore balance in external and internal ac-
declining trend. counts. Major tariff and tax reforms and expenditure

The external debt-to-GDP ratio, which stood at above controls have reduced the budget deficit. A flexible
200 percent in 1990, was brought down to 105 percent exchange rate policy was adopted with the 1989 devalu-
in 1995 through discipline, well-executed debt buy- ation of`50 percent. and conibined with restrictive mone-
backs, debt swaps, commercial debt restructuring tarv policy to maintain foreigin exchange stability.
through the London Club and, in 1994. forgiveness of It has also achieved efficiency improvements
over $800 million of official debt. The net present value through a more open trade regime, improved financial
of the remaining external debt is at about 85 percent of intermediation, and a lighter and less discretionary regu-
GDP, just above the cut-off limit characterizing moder- latory framework. The government has reduced tariff
ately indebted countries. The debt-service/exports ratio protection and improved the trade incentive reginie. and
has improved remarkably from 50 percent in 1993 to 28 decontrolled nearly all prices, including interest rates.
percent in 1995. Historically Jordan has maintained TI'he economiy's market orientation has been in-
reserves at a level of about three months of' imports, but creased by gradually reducin6g the role of the public
in 1994 uncertainty over monetary arrangements in the sector in comiimercial activities to create a competitive
West Bank and Gaza led to a decline of reserves to about playing field for the private sector. These issues have
one month's imports. Reserves have improved since been approached on several fronts. including structural
then, but further build-up is needed. Monetary policy in reforms and steps toward privatization in the energy and
1994-95 was geared toward maintaining the attractive- aoriculture sectors, allowing liniited private competi-
ness ofdinar-denominated financial assets, in support of tion with public companies in power and telecommuni-
a stable exchange rate policy with the dinar pegged to cations. taking steps toward eventual privatization of
the dollar. Following pressure on official foreign ex- Royal lordanian Airline, and strengthening institutional
change reserves, the Central Bank of Jordan raised do- support for export development.
mestic interest rates starting in July 1994 arid Inmid-1994thiegovernimienitbeganpreparing arange
maintained subsequent interest differentials of about of newlegislation, muchlofwhich wasenactediin 1995.
300 basis points in favor of dinar-denominated financial to improve the business environment and attract private
assets relative to foreign. Increases in interest rates foreign investment capital. The agenda for creating this
extended this spread to 400 basis point by Janiary 1996. enabling environment for private sector-based and out-

ward-oriented growth was outlined broadly in the gov-
Economic Stabilization and.Adjustment ernment's Economic and Social Development Plan

1993-1997. In a September 1995 medium-term frame-
The government's medium-terml adjustment and struc- work paper, the government further articulated its vision
tural reform prograni has been supported by the IMF and ot' thc path to an open. competitive, and business-
World Bank. and debt rescheduling-in March 1992 friendly environment by tie end of tie I 990s. The paper
and July 1994-through the Paris Club, and a debt and calls for deepening and extending macroeconomic sta-
debt service reduction operation with the London Club. hilization, trade liberalization, financial sector reform.
Official bilateral debt reduction in the order of $800 and changing the role of the state to promote a better
million was granted by several creditor countries. Sub- climate for competitive investments.
stantial donor assistance was mobilized through con- Maintaining macroeconomic stability' would provide
sultative group meetings in Janiuary 1993 arid lay' 1994. the basis for structural arid sectoral reformis to reduce

While the 1994 trade and financial agreements be- reliance on external financing,. redress long-terim struc-
tween Jordan and the West Bank arid Gaza Strip coni- tural iilbalances. and enilance prospects tor sustainable
mitted each side to a sound transition toward the creation long-run growth. The govenmient plans to gradually
of a Palestinian national currency. the niacroeconomiic convert the sales tax adopted in 1994 into a full value-
uncertainty arising from regional developmiienits reniains added tax, strengthening the incentive to save. A newk
large. The objective of the intensified reform program income tax lawv rationalizes the tax structure anid encour-
is to encourage externally oriented private sector-led ages corporate arid personal savings. Continued adop-
growth, take advantage of the new environment and tion ot' strong Fiscal adjustment measures, including
developments in the region, arid to meet the associated contaiinmeilt of niiilitarN expenditures arid reforms of
risks arid challenges, inCluding the uncertainties associ- public enterprises. wNould boost public sector savings.
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The government will also continue to adopt and improve Medium-Term Prospects
indirect monetary control mechanisms, such as open
market operations, to reduce the costs of financial inter- The peace treaty signed with Israel in October 1994
mediation and improve incentives for financial savings. presents unprecedented opportunities for Jordan in

Extending trade liberalization and greater integration fields such as banking, tourism, transport, exports. and
into world markets would create incentives for firms to resolution of the Palestinian refugee camp problem, as
improve their efficiency and technical standards. The well as in regional cooperation in water management,
government plans to assure potential investors of its power interconnections, and environmental protection.
medium-term trade liberalization objectives, negotiate Trade barriers between the two countries are being re-
accession to the World Trade Organization, and a part- duced. Relatively open borders with Israel may force out
nership agreement with the European Union. It plans to some protected and noncompetitive Jordanian firms.
eliminate quantitative import restrictions and most im- Moreover, the EU's Mediterranean Basin Initiative will
port licensing, further reduce the level and dispersion of provide new and expanded opportunities for Jordan with
tariffs and eliminate most tariff exemptions, and stream- the gradual creation of the Euro-Mediterranean Eco-
line customs procedures. nomic Area based on free trade and policies conducive

Financial sector deepening to provide a variety of to private sector-led growth supported by financial as-
financial services for investors and savers is intended to sistance. Nevertheless, peace also carries risks: in unre-
mobilize savings for real sector growth, channel them to alistic expectations for a peace dividend ofrapidly rising
the best investments, and enable the financial sector to living standards, better public service delivery and sig-
become a growth center serving regional economies. nificant additional external concessional aid or debt
The government plans reforms to improve competition reduction; in potential losses of seignorage-once the
and increase efficiency in this sector, and foster devel- West Bank and Gaza introduces its own currency-and
opment of long-term financing instruments, both equity investment capital and skilled labor to the new entity,
and debt, which are not yet widely available. The gov- and in a major drawdown of foreign exchange reserves
ernment is formulating plans to enhance banking corn- as dinar holders in the West Bank and Gaza shift into
petition, reduce credit subsidies, strengthen bank other currencies. These risks are manageable through
supervision, and establish a sound deposit insurance effective ad justment policies and improvement in public
scheme. It plans to facilitate firni access to corporate service delivery if supported by special assistance in
bond financing, and develop secondary markets for rebuilding international reserves, the Achilles heel of
long-term paper and non-bank financial institutions. the Jordanian reform program.

The government is convinced that the long-run The government has formulated an adjustment and
growth of the Jordanian economiiy rests on a growing reform program for 1996-98 that aims at sustaining past
private sector role and redefining the role of the state in GDP growth rates of at least 6 percent, consistent with
the economy. To this end, government policy actions the objectives of improving living standards and ex-
will focus first onl liberalizing the regulatory framework panding employment opportunities, holding inflation
affecting business entry, operation (including pricing rates in line with those of industrial countries, and nar-
policy), and exit, and separating policy, regulatorv, and rowing the external current account deficit to below 3
business operation functions. In August 1995 parlia- percentofGDP,whichwouldcontributetoloweringthe
merit passed a telecommunications law creating a sepa- debt and debt-service burdens over the medium term.
rate iidependent regulatory body aid opening the sector The government also plans to build up international
to domestic and foreign private investors. Parliament reserxes to the equivalent of three months of imports.
has also amended the income and sales tax laws, and These growth and stabilization objectives would be
enacted an investment law that makes approval of in- achieved by steadily reducing the fiscal deficit by con-
vestments more automatic, removes the ceiling on for- taiming recurrent expenditures, improving the financial
eign investment, grants national treatment to foreign position of public enterprises, and improving revenue
investors, adopts internationial practice in dispute settle- performance. The government also plans to improve
ment, and creates more efficient tax incentives for inves- management of domestic credit, and maintain a moder-
tors. The governmenit is revising the company law and ate pace of credit expansion in line with GDP growth,
the custor-ns law. In a second, overlapping phase, the mainltain stable and conisistent ilterest and exchange rate
government intends to privatize public enterprises and policies, and accelerate structural reforms to spur pri-
divest government holdings in public shareholding com- vate-sector-based growth and investment.
panies. It is selling its shares in hotels, and has an- Projected GDP growth requires keeping investment
nounced its intenitioni to privatize the Jordan high relative to GDP (at about 34 percent) with private
Telecomimiunications Companyi arid thie Jordani Electric- iivestnient playing an increased role (at about 28 per-
ity Authority. cent). Together with the envisaged external current ac-
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count adjustment to below 3 percent of GDP, this invest- External Debt
ment target would call for improvements in the domestic
savings rate. While the fiscal deficit is targeted at 2.5 Jordan has managed its external debt with a view to
percent in 1998, domestic private savings will need to restoring its access to world financial markets. By lim-
sustain a level of at least 14 percent. This assumes that iting new borrowing, and pursuing debt buy-backs at
workerremittanceswillstayatabout20percentofGDP, substantial discounts, the government reduced the
a prospect that is not unlikely given the recently inten- debt/GDP ratio from 180 percent in 1991 to 105 percent
sified efforts to normalize the relationship with Saudi in 1995. Successive rescheduling by the Paris Club have
Arabia and other Gulf states. lowered debt services as shares of exports of goods and

Receipts from exports of goods and non-factor serv- services. However, even after incorporating the debt
ices are projected to increase by about 11 percent annu- reductions of $800 million extended to date, the
ally given regional prospects, while imports are debt/GDP ratio will remain high; at over 90 percent
estimated to growth in line with GDP. This strategy through 1998, even though the macroeconomic frame-
would allow for an increase in per capita real consump- work is predicated on the outcomes that exports will
tion of about 2.5 percent during the medium term, com- grow rapidly, private sector (and foreign) investment
pared with a decline of 4 percent during 1994. Such an will accelerate, and remittance income will be main-
increase, together with expanding employment opportu- tained at above $1 billion a year.
nities, should make the reforn program politically more
acceptable and socially sustainable.
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Jordan at a glance
M. East Lower-

POVERTY and SOCIAL & North middle- _ ____

Jordan Africa income Development diamond'

Population mid-1995 (millions) 4.2 273 1,154 Life expectancy
GNP per capita 1995 (US$) 1,500 1,780 1,700
GNP 1995 (billions US$) 6.4 486 1,962

Average annual growth, 1990-95

Population (%) 5.7 2.7 1.4 GNP Gross
Labor force (%) 5.2 3.3 1.8 p Groms

per -+ primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 15
Urban population (% of total population) 72 56 56
Life expectancy at birth (years) 70 66 67
Infant mortality (per 1,000 live births) 31 49 36
Child malnutrition (% of children under 5) 17 .. .. Access to safe water
Access to safe water (% of population) 97 82 78
Illiteracy (% of population age 15+) 13 39 .. I
Gross primary enrollment (% of school-age population) 94 97 104 -Jordan

Male 94 104 105 Lower-middle-income group
Female 95 90 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) .. 5.0 6.0 6.6 Openness of economy
Gross domestic investment/GDP .. 21.7 36.2 35.8
Exports of goods and non-factor services/GDP .. 37.2 49.8 53.0
Gross domestic savings/GDP .. -17.4 12.7 14.3
Gross national savings/GDP .. -2.4 27.0 26.7

Current account balance/GDP .. -19.9 -9.2 -9.1 Savings Investment
Interest payments/GDP .. 3.8 3.3 4.2
Total debt/GDP .. 80.6 117.6 109.3
Total debt service/exports 3.7 17.2 12.2
Present value of debt/GDP .. .. 83.8
Present value of debt/exports .. .. 121.1 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Jordan
GOP .. -0. 1 5.8 6.4
GNP per capita -5.6 5.5 0.5 Lower-middle-income group
Exports of goods and non-factor services 8.7 1.2 11.0

STRUCTURE of the ECONOMY

(% of GOP) 751975 1985 1994 1995 Growth rates of output and investment (%)
Agriculture 7.9 4.9 5.8 5.7
Industry 23.7 26.9 28.1 28.2 50

Manufacturing 8.9 11.9 14.0 13.6 25
Services 68.4 68.2 66.2 66.1

Pnvate consumption .. 90.6 64.6 62.5 25 ' ; o 92 93 95

General govemment consumption .. 26.8 22.7 23.1
Imports of goods and non-factor services .. 76.3 73.3 74.4 -GOI - GDP

1975-84 1985-95 1994 1995___
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. 11.9 1.0 4.0 30

Industry .. 2.0 6.5 5.8
Manufacturing 5.3 9.3 3.0 20

Services .. -3.3 6.0 5.0 l\

Prvate consumption -3.0 5.2 2.2
General government consumption .. -0.9 8.5 7.7 . so a9 95

Gross domestic investment .. 9.9 -9.9 4.9 10
Imports of goods and non-factor services .. 5.8 -5.5 5.6 -Expors ^ mpors
Gross national product .. -0.8 9.4 4.0

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 4 T
Consumer prices 11.9 3.0 3.5 2.4 30

Implicit GDP deflator .. -0.3 3.9 3.6 20

Government finance 10

(% of GDP)
Current revenue 18.9 22.4 29.7 31.4 0
Current budget balance -9.9 -11.6 -0.1 1.7 so 91 92 93 94 95

Overall surplus/deficit -28.1 -21.6 -6.2 -5.1 -GDP def. ^CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(millions US$)
Total exports (fob) 125 789 1,425 1,771 4.000-

Phosphorus 168 117 151
Other metals 79 166 174 3.00D

Manufactures .. 282 607 704
Total imports (cif) 732 2,720 3,374 3,696 2,00

Food .. 386 582 598 iII
Fuel and energy .. 490 427 480 seaD
Capital goods .. 661 858 906

Export price index (1990=100) 49 4107 114 '
Import price index (1990=100) 102 109 9 s 91 92 93 94 95

Terms of trade (1990= 1 00) 104 105 g [Exports M Imports

BALANCE of PAYMENTS
1 975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions UJS$)I
Exports of goods and non-factor services 379 1,976 2,986 3,490 9 9

Imports of goods and non-factor services 942 3,723 4,395 4,905
Resource balance -562 -1,747 -1,409 -1,415

Net factor income 26 -89 -144 -304 I|I

Net current transfers 172 845 1,002 1,118

Current account balance,
before official transfers -365 -991 -551 -601 -20

Financing items (net) 538 1,145 850 963
Changes in net reserves -173 -154 -298 -362

Memo: __I
Reserves including gold (mill. US$) 571 770 1,977 2,257
Conversion rate (local/US$) 0.3 0.4 0.7 0.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 345 4,022 7,051 7,200 G A

IBRD 0 168 635 736 55 736 8

IDA 33 82 71 69 69

Total debt service 21 531 505 641 141 D

IBRD 0 21 102 125 291
IDA 0 2 2 3

F
Composition of net resource flows 3090

Official grants 357 453 306 320
Official creditors 71 210 109 205
Private creditors 19 190 -162 -106 E
Foreign direct investment 26 25 3 43 2818
Portfolio equity 0 0 0 0

World Bank program
Commitments 12 97 1,276 190 A -IBRD E -Bilateral
Disbursements 10 64 58 158 B B -IDA D -Other multilateral F -Private
Principal repayments 0 10 59 79 C -tMF G -Short-term
Net flows 10 54 -1 79
Interest payments 0 12 47 49
Net transfers 10 42 -48 30

World Bank International Economics Department, September 1996
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Kazakstan

K azakstan is the second largest country in the compares well with OECD country averages (97.3 per-
former Soviet Union It borders Turkmenistan, cent).
Uzbekistan. and the Kyrgyz Republic in the

south, the Volga river, the Ural mountains and the west
Siberian regions of Russia in the north, China's Xinjiang Recent Economic Developments
province in the east, and the Caspian Sea in the west. Its In 1993 Kazakstan began a comprehensive structural
population of 17 million, or 6.2 per square kilometer, reform program aimed at moving toward a market econ-
makes it one of the most sparsely populated regions in omy. supported by the IMF and World Bank.
the world. More than 100 nationalities live in Kazakstan. Inflation declined sharply from an annual rate of
Kazaks and Slavs (about 40 percent of the population 1,160 percent in 1994 to 60 percent in 1995 in response
each) constitute the two most important ethnic groups. to the macroeconomic policies starting in mid-1994.
Significant German and Korean communities are settled Output, however has continued to decline. While indus-
in the republic as well. trial production appears to be stabilizing. Kazakstan's

Kazakstan had an estimated per capita income of worst grain harvest in 30 years and a virtual halt in
$1,040 in 1995, though there is great uncertainty in these public investment contributed to a 9 percent drop in
numbers given data problems and the large fluctuations overall GDP in 1995, following even steeper declines in
in GDP. exchange rate and inflation that have taken the two previous years. As a result, recorded employ-
place. It is richly endowed with oil, gas. and mineral ment dropped by 13 percent, (more than 500,000 peo-
resources such as gold, iron ore, and coal copper, ple) between September 1994 and September 1995. Due
chrome, wolfram, and zinc. It also has significant arable to massive net emigration, however, registered unem-
land. Industry, which accounts for around 40 percent of ployment increased more moderately, to about 2 percent
GDP, is dominated by mining and processing activities, ofthe labor force in late 1995. Using a broader definition
largely geared to exploit the rich natural resource base. of unemployment including involuntary leaves, and
Agriculture production, which includes primarily part-time furloughs. however, this rate would stand at
wheat, maize for fodder, livestock products, cotton, and about 12 percent.
wool, constitutes about 34 percent of GDP. The econ- Fiscal policy has come under considerable stress
omy is closely linked with those of the other former since 1994. Consolidated fiscal revenues dropped
Soviet countries, especially Russia. In the late 1980s abruptly from 37 percent of GDP in 1993 to 23 per-
exports to Russia represented about 60 percent of ex- cent of GDP in 1995. At the same time, the financing
ports, while imports from Russia accounted for a of the quasi-fiscal deficit (about 7 percent of GDP
slightly larger share of imports. Trade is rapidly being in 1994), previously assumed by the banking sys-
redirected toward markets outside the former Soviet tem, was transferred to the budget. The authorities
Union. China has been the largest external trading part- nevertheless succeeded in bringing the overall fiscal
ner, followed by Germany. deficit down from 6.5 percent of GDP in 1994 to 1.3

percent of GDP in 1995. The brunt of the fiscal

Social Indicators adjustment fell on consolidated fiscal expenditures
(including social security transfers). These expendi-

Social indicators are high by both western and Central tures contracted from 35 percent of GDP in 1993 to
Asian standards. Infant mortality is 30 per 1,000, sig- 24.5 percent of GDP in 1995.
nificantly lower that the average for middle-income Measures to tighten monetary management were put
countries. Life expectancy is 68 years, which is similar in place with the introduction of the national currency,
to the average in upper middle-income countries. Adult the tenge, in November 1993. These were, however,
literacy at 97.5 percent is significantly higher than the initially eclipsed by the monetary effects of the rapid
middle-income country average (80.4 percent), and build up of foreign reserves and arrears refinancing in
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early 1994. As a result, broad money continued to grow least 50 further mid-size and large subsidiaries of seven
at an annual rate of about 500 percent through the second holding companies, and more than 340 subsidiaries of
quarter of 1994. the grain holding company were offered in privatization

Major developments have taken place since mid- auctions during the first months of 1996. The residual
1994. First, the National Bank of Kazakstan's refinance minority shares of the state in most further holding
rate turned, and has remained, positive in real termis. companies subsidiaries are slated for cash-based auc-
Second, the final elimination of directed credit in Feb- tions in 1996.
ruary 1995 further helped to keep domestic credit in After a tfirst phase of largely spontaneous privatiza-
tenge to the economy flat in nominal terms during 1995. tion. the government started an ambitious but well-
Consequently, the percentage of bank credit backed by structured second privatization phase in late 1993.
central bank resources declined by more than half in the About 1,700 medium-size enterprises have already been
last two years. The resulting reduction in inflation offered to private investment funds in coupon-based
helped stabilize the exchange rate and establish confi- mass privatization; the residual minority shares of most
dence in the tenge, which in turn reinforced the effec- mass privatized firms are earmarked for cash-based
tiveness of stabilization policies. auction prior to mid- 1996. Also under the second priva-

Economic stabilization coupled with fundamental tization phase, some 8.000 small enterprises and an even
structural reforms in the trade regime brought about an larger number of trucks have been auctioned, most state
improvement in Kazakstan 's external situation. The cur- armis have been privatized, and many oil, gas, and
rent account balance registered a $750 million deficit in mnieral reserves were awarded to foreign investors.
1994. equivalent to 4.2 percent of G[)P. In 1995, how- Only the case-by-case privatization of very large enter-
ever, exports recovered strongly causing the current prises has fallen far short ofexpectations, with only five
account deficit to shlrink to S520 million (2.9 percent of irmis sold. Faced with a rapidly worsening distress of
GDP). This improvement was reflected in an increase of its largest firms, the government resorted in 1495 to
foreign reserves to $1.7 billion in December 1995. long-term managemiient contracts with foreign and local

Price and trade controls have largely been removed. private parties for over 30 mining and metalltirgical
In October 1994 the authorities virtually completed the enterprises. The recent sale of the country's flagship
elimination of direct administrative pricing and related enterprise. Karaganda Steel, is expected to give this
consumer subsidies. Only the tariffs charged by public program new impetus.
utilities are still fixed wlhile other prices are subject In 1995 the government accelerated enterprise re-
merely to anti-monopoly regulations. Under these re- structuring. New bankruptcy legislation has introduced
forms, the price of domestic crude oil, for instance, has out-of-court procedures for dealing wvith insolvent debt-
been brought broadly in line with export parity. ors and resulted in the country's hirst bankruptcy cases.

The ofticial exchange rate has been unified withi the Several special state institutions have been established
currency market rate. In 1995 export quotas were abol- to force and oversee the restructuring and liquidation of
ished, as were export licenses (other than for special distressed state enterprises. A special financial institu-
products). During 1995 also, the governiment concluded tion called the Rehabilitation Bank has started dealing
a customlis union arrangemenit witlh Russia and Belarus, with more than 20 ofthe most heavily indebted insolvent
under whichi the countries established a free trade area firm-1s. The Enterprise Restructuring Agency is dealing
among themselves and a comnmon external tarift; aver- with mid-size insolvent firms, notably those whose pri-
aging 4.1 percent for exports and 7.5 percent for imports vatization failed for lack of investor interest. An Agri-

Government control of domnestic trade was relaxed in cultural Support Fund has a mandate to force ad'justment
1994. Small retail and service enterprises have been on insolvent farnis whose loans it has taken over from
privatized since early 1994 at a rate of 300 to 500 per banks, althougL1 it has achieved little to date.
month. Government purchiases of grainl have been Ihn- The main driving force for enterprise adjustment.
ited to the consumption requirements of government however. will be the new private owners and lenders.
bodies. By 1995 non-competitive situations prevailed The more dynamic among the investnient funds that
mainly in the realm of state-owned holding companies. acquired the mass privatized enterprises have started
In early 1995. 81 such structures controlled the state consolidating their shareholdings, exercising govemn-
shares in over ) 400 subsidiaries and severely under- ance, and preparing restructurinig strategies with enter-
minied competition. In late 1994 the government began prise managers. At the same time, a number of banks
to dismantle the holding companies. and 62 of them have built internal capacity to reorganize insolvent bor-
were made subject to reorganization. By end-1995 the rowers or force thenm into bankruptcy.
majority shares of some 800 holding company subsidi- The Soviet monio-hanking system was initially bro-
aries had been offered in mass privatizations and many ken up into the National Bank and five large state-owned
smaller subsidiaries auctionied off on the local level. At banks. Of these five banks, Turan Bank (for industry)
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and Kredsoz Bank (for service and construction sectors) often into farms comprising members of former bri-
have been fully privatized, and Agroprom Bank is more gades or along family lines. The government gave fur-
than 70 percent private. Only Alem Bank (for foreign ther legal impetus to the process at the end of 1995 by
trade) and Narodnyi Bank (the savings bank) are fully passing a new land code that clarifies land-use rights and
under state control since their gradual privatization was sets the stage for the emergence of land market based on
reversed after they engaged in irregularities. Together. tradable lease rights for agricultural land. A land and real
the five old banks account today for about 45 percent of estate registration law was approved that defines respon-
total assets (before loan loss provisioning) in the com- sibility and procedures for registering land rights. The
mercial banking sector. Their share in new lending is challenge for the future in agriculture is to encourage
lower, however, especially since Agroprom Bank's further restructuring of farms and support the provision
funding has virtually dried up and Narodnyi Bank has of agricultural services and develop rural financial mar-
virtually halted commercial lending. Dealing with the kets to meet the financing requirements of the emerging
old banks presents major policy challenges. They ac- private farm sector.
count fora large part of the non-performing credit in the High inflation during 1994 and early 1995, falling
sector; Alem and Turan Bank are still very large banks output, and price adjustments to market cost recovery
in the local context, whose failure could trigger a wider levels have strained the already fragile social situation.
crisis; and the five banks account still for almost 90 Social security benefits-including pensions, family al-
percent of all bank branches and outlets. lowances, and benefits for families with dependent chil-

The state also recently created some new state banks dren-have fallen far behind the cost of living. Average
to provide specialized services: a Housing Construction wages also fell by 15 percent annually in real terms over
Bank, the Rehabilitation Bank, an Export-Import Bank 1991-95. In addition to declining cash income, the devo-
and a Development Bank. The Exim and Development lution of many enterprise social assets has significantly
Bank subsequently merged. Since both had inherited reduced non-cash compensations to workers. The gov-
very large non-performing loan portfolios, the com- ernment has installed a program to target subsidies to
bined Exim/Development Bank can be regarded as a the most vulnerable groups such as the unemployed, the
major problem bank and needs priority attention under disabled, pensioners and children, but further work is
the sector reform program. required to improve the mechanism for delivery.

More than 200 new banks were licensed over 1991-
93. Most of these were initially owned by state-owned Development Strategy
enterprises, but with the privatization of these enter-
prises, the share majority of these banks also became The government is now entering the second phase of its
private. In addition to these local banks, the central bank reform program. As outlined in a December 1995 me-
has licensed more than a dozen foreign andjoint venture dium-terni strategy paper, the strategy focuses on me-
banks. A consolidation process started in late 1993. The dium-term investments and reforms at the sectoral level
withdrawal of niore than 100 bank licenses has left only to reverse the production decline, ensure revival of eco-
some 110 ofthe new banks in business, and the consoli- nomic growth and real wage increases, and raise living
dation continues. While the largest of these banks are standards. Key elements of the strategy are maintaining
striving toward meeting international banking standards macroeconomic stability, completing privatization and
in two to four years. The sector environment has to be financial sector reform, improving the incentive frame-
substantially improved, and the banks' problem loans work, rehabilitating physical infrastructure, reforming
resolved and capital replenished from private sources, and privatizing social services, strengthening the capac-
to allow them to meet this objective. itv of the state for policy formulation, implementation,

Considerable progress was made in 1995 in privatiz- regulation, and legal reform.
ing and restructuring agricultural enterprises, despite a The government's sectoral policies focus on acceler-
background of continued production and income de- ating restructuring and reforms in the agro-industrial
clines and financial distress in the sector. Over 80 per- complex, electric power sector, oil and gas complex, and
cent of the state farms were privatized by the end of 1995 coal to promote a rapid supply response and generate
in a process that passed ownership of land and non-land critical export earnings during the growth stage of the
assets to management and workers. While initially it transition.
appeared that the transfer of farm ownership accom-
plished little in terms of restructuring unit management, Medium-Term Prospects
recent events suggest the process is taking hold. The new
farm owners are increasingly holding management ac- Kazakstan's medium- and long-term economic pros-
countable, new ownership patterns are emerging, and pects continue to be promising, given its vast hydrocar-
large farms are beginning to break into smaller units, bon and mineral resources, low external debt
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obligations, and well trained work force. New legisla- rights to develop the Karachanganak field with 20 tril-
tion on foreign investment, taxation, oil and mineral lion cubic feet of gas and 2 billion barrels of oil and
rights are expected to improve the climate for foreign condensate. If negotiations are successfully concluded,
investment in the next few years. The decline in output this deal will involve investment of the same order of
decelerated to -9 percent in 1995. Modest recovery is magnitude as the Chevron deal. Other foreign investors
expected in 1996-97. are exploring the potential development of oil export

Kazakstan has been in the forefront in pursuing for- pipelines to connect Kazakstan with international mar-
eign investment opportunities among former Soviet kets.
countries. In May 1992 an agreement was reached for By the end of the century, Kazakstan is expected to
Chevron to develop Kazakstan's Tengiz oil field, with be able to finance its balance of payments mainly
total investments estimated at around $1.5 billion and through foreign investment, private capital, and regular
recoverable reserves at between 6 to 9 billion barrels of project finance, eliminating the need for exceptional
oil. In June 1993 British Gas and Agip won exclusive balance of payment support from official sources.
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Kazakstan at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Kazakstan Asia Income Development diamond*

Population mid-1995 (millions) 16.6 488 1,154 Life expectancy
GNP per capita 1995 (US$) 1,040 2,240 1,700
GNP 1995 (billions US$) 17.4 1,093 1,962

Average annual growth, 1990-95

Population (%) -0.1 0.4 1.4 GNP Gross
Labor force (%) 0.9 0.6 1.8 per primary

Most recent estimate (latest year available since 1989) capita *. enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 60 66 56
Life expectancy at birth (years) 69 68 67
Infant mortality (per 1,000 live births) 27 23 36
Child malnutntion (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+) 3
Gross primary enrollment (% of school-age population) 86 97 104 -Kazakstan

Male 86 97 105 Lower-middle-income group
Female 86 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 EonnomIc ratios'

GDP (billions US$) .. .. 18.2 17.6 Openness of economy
Gross domestic investment/GDP .. 47.5 22.0 22.0
Exports of goods and non-factor services/GDP .. .. 25.7 29.7
Gross domestic savings/GDP .. 21.0 15.8 19.6
Gross national savings/GDP .. .. 16.1 19.1

Current account balance/GDP .. .. -4.2 -2.9 Savings Investment
Interest payments/GDP .. .. 0.2 0.7
Total debt/GDP .. .. 14.5 20.3
Total debl service/exports .. .. 1.8 6.9
Present value of debt/GDP .. .. 13.5
Present value of debt/exports .. .. 79.0 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Kazakstan

GDP 2.8 -7.2 -25.0 -8.9
GNP per capita .. -6.4 -25.8 -8.5 Lower-middle-icome group
Exports of goods and non-factor services .. .. -16.1 -13.7

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 15
Agriculture
Industry .. .. .,

Manufacturing .. .. .. .. 93 93 94
Services .. .. .-15

Private consumption .. 57.6 72.0 65.9 -30
General govemment consumption .. 21.4 12.2 14.5
Imports of goods and non-factor services .. . 31.9 32.2 GOt - GDP

(average annual growth) 1199 Growth rates of exports and imports (%)
Agriculture 40
Industry .. .. .. .. I

Manufacturing .. .. .. .. 20

Services

Prvate consumption .. .. -14.4 0.1 9o 91 92 9s

General govemment consumption .. .. -49.2 30.1
Gross domestic investment .. .. -21.2 -12.6 -20

Imports of goods and non-factor services .. .. -3.2 35.1 -Expons - imports
Gross national product .. -5.8 -25.2 -9.3

Note: 1995 data are preliminary estimates.
- The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 35D

(% change)
Consumer prices a/ ..,0. 1,160.0 60.0 2.000

Implicit GDP deflator -1.2 -5.7 2,209.5 156.7 .

Government finance 1.000
(% of GDP) I
Current revenue 23.8 23.6 0 

Current budget balance 0.3 0.1 so 91 92 93 94 90

Overall surplus/deficit .. . -6.5 -1.3 -GDPdet. - CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. .. 3,285 5,197 6000,-

n.a.
n.a.
Manufactures 4.0.0

Total imports (cif) 4,110 5.692

Food .O

Fuel and energy . .20
Capital goods .

Export price index (1987=100) .. .. ..

Terms of trade (1987= 100) .. .. .. . EExporls rolmports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)
Exports of goods and non-factor services .. .. 3,308 5,261 o - 0 91 0;93 + 4
Imports of goods and non-factor services .. .. 4,110 5,692
Resource balance .. .. -803 -431

Net factor income .. .. -51 -147 -2

Net current transfers .. .. 97 59

Current account balance, -3
before official transfers .. .. -757 -518

Financing items (net) . .. 968 644 -4. 

Changes in net reserves .. .. -211 -126 l

Memo:
Reserves including gold (mill. US$) .. .. 1,287 1,698
Conversion rate (locaM/US$) .. .. 36.0 61.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt,1995 (mill. USS)
Total debt outstanding and disbursed .. .. 2,629 3,572

IBRD .. .. 187 295 G A
IDA 0 0 306 295

c
Total debt service .. .. 57 229 F 432

IBRD .. .. 7 14 545

IDA .. .. 0 0 D

Composition of net resource flows \7
Official grants .. .. 24 30
Official creditors .. 332 489
Private creditors . .. 127 192
Foreign direct investment .. .. 185 284
Portfolio equity .. .. 0 0 E

World Bank program 1897
Commitments . 56 283 A -IBRD E -Bilateral
Disbursements .. .. 182 107 B -IDA D -Other multilateral F -Privale
Principal repayments 0 0 C -IMF G -Short-term

Net flows .. .. 182 107
Interest payments .. . 7 14
Net transfers .. . 175 93

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
a. End of period.
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K enya's per capita income in 1995 is estimated GDP growth slowed to 3 percent over 1980-85 as
at $260. Kenya's economy is heavily dependent stabilization problems continued, political uncertainty

n agriculture, which employs about 70 percent increased after an attempted coup in 1982, and a severe
of the labor force and contributes about 25 percent of drought struck in 1984. By the mid-1980s, stabilization
GDP. The service sector, including tourism, accounts began to take hold, and economic growth recovered.
for about 45 percent of GDP and is an important source Growth over 1986-90 was impressive, averaging 5.6
of employment. The industrial sector is relatively devel- percent.
oped and diversified, contributes about 15 percent of The improvement was short-lived, however, as fiscal
GDP and employs close to 8 percent of the labor force. discipline again weakened in the wake of a modest 1986
Government services account for the residual 15 percent coffee boom, and Kenya began to face renewed macroe-
of GDP. Tourism is Kenya's leading foreign exchange conomic imbalances. Increases in public sector employ-
earner, providing 22 percent of export earnings, while ment pushed up the budget deficit, and monetary
coffee and tea together account for an additional 24 expansion fueled inflation. Largely because of this ex-
percent. pansion, adverse terms of trade, and slow growth in

Kenya's first decade after independence in 1963 was non-traditional exports, the current account deficit re-
one of remarkable growth and structural change, with mained high.
real GDP growth averaging more than 8 percent a year.
Agricultural expansion was stimulated by convertino Recent Economic Performance
high-potential land to extensive smallholder cultivation,
introducing high-value production activities, and adopt- The 1991-93 period was marked by a sharp decline in
ing high-yielding maize varieties. Manufacturing all major macroeconomic performance indicators. Real
growth was largely due to the expansion of domestic GDP growth (at factor cost) amounted to only 2.1 per-
demand supported by rising agricultural incomes, the cent in 1991, 0.5 percent in 1992 and 0.2 percent in
encouragement of investment in the protected regional 1993. Agricultural production was affected by unfavor-
market provided by the East African Community, a lib- able weather. Investment, which averaged 24 percent of
eral attitude toward foreign investment, and an active GDP over 1986-90, dropped to 21.3 percent in 1991 and
government role in industrial promotion and investment. to less than 19 percent in 1992 and 1993. External

GDP growth decelerated after the 1973 oil crisis, imbalances worsened as a consequence of the 1990-91
averaging 5.4 percent over 1973-80. In addition to the Gulf crisis, and arrears on external debt accumulated.
effects of rising oil prices, this slowdown reflected the At the November 1991 Consultative Group meeting
emergence of structural constraints. Agricultural growth bilateral donors decided to postpone aid pledges, citing
slowed as the margin of untapped potential narrowed a variety of concerns, including poor macroeconomic
and the government adopted inappropriate policies, and structural policy performance, and issues of govern-
such as extensive and inefficient public sector involve- ance, human rights, and corruption. A decision by the
ment in marketing. Industrial growth slowed because the multilateral donors to withhold balance of payments
incentive structure favored the domestic market over support, however, was largely driven by concerns about
exports and led to an increasingly inward-looking sector economic policy failure. These concerns were con-
with declining opportunities for efficient import substi- firmed when the IMF was unable to complete the mid-
tution. These factors were exacerbated by the collapse term review of its program in December 1991.
of the East African Community. There were also nega- The government concluded a new program with the
tive developments on the stabilization front, with the IMF in April 1992, but this program quickly went off
erosion of fiscal discipline after the coffee boom of the track as monetary targets were exceeded due to abuse of
late 1970s and subsequent deterioration in the external the pre-shipment export financing scheme, and the cen-
terms of trade due to the second oil shock. tral bank's provision of large overdrafts and rediscounts
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to some banks. Excessive growth in monetary aggre- in 1994, and initiation of a program to reduce the num-
gates fueled inflation, which accelerated sharply from ber of civil servants. Based on these policy reforms,
about 20 percent in 1991 to around 100 percent (on an donors at the consultative group meeting in late Novem-
annualized basis) in the second quarter of 1993. On the ber 1993 indicated new commitments for 1994 totaling
fiscal side, election-related expenses and large export $850 million. In January 1994 the government resched-
compensation payments related to fraudulent exports of uled payment of its arrears on external debt with the
gold jewelry caused the a sharp increase in the fiscal Paris Club group of creditors.
deficit. The deficit, measured exclusive of grants, in- Unider this program, the government made signifi-
creased to 11.4 of GDP in 1992/93, up from a level of cant progress in stabilizing the economy. The 1993-94
4.9 percent of GDP in 1991/92. These imbalances un- deficit was brought down to 8 percent of GDP, some-
dermined the external reforms and the spread between what above the original target due to debt service pay-
the official rate and the interbank market rate widened. ments on behalf of parastatals, and unauthorized
With the macroeconomic program off-track, IDA was expenditures. but still a significant reduction relative to
forced to cancel a structural adjustment loan in Decem- the previous year. Real GDP growth, at over 3 percent
ber 1992 after the government reimposed a ban on maize in 1994. showed a modest recovery from the 1991-93
movement. stagnationi, and inflation was sharply contained, with

After a period of policy flux, the government agreed end-1994 inflation lower than projected under the IMF
to a new IMF-monitored program covering April-De- program. The most notable improvement was in
cember 1993. On the external front, several devaluations Kenya's external accounts with official reserves reach-
of the Kenyan shilling in the spring of 1993 raised the ing 3.7 months of imports in 1994--almost twice the
official noniinal exchange rate from Ksh36 to Ksh64 to program target of 1.9 months. There was further pro-
the dollar, narrowing the interbank premium to about 10 gress in fiscal and monetary adjustment in 1995. The
percent. Export retention at a flat rate of 50 percent was fiscai deficit was sharply reduced to 2.6 percent of GDP
reintroduced for all exporters and all import controls, in 1994-95, and annual inflation at end-1995 was 6.9
other than a short negative list, were lifted. percent. Real GDP growth strengthened further in 1995,

Central bank efforts to mop up excess liquidity bolstered by good agricultural harvests, to an estimated
through issue of treasury bills at high nominal rates and 5 percent.
raising statutory cash ratios were compronmised, how- Structural reform performance was somewhat more
ever, by continued irregularities in interbank and for- mixed in the 1994-95 period. Progress was most striking
eign exchange transactions that added to liquidity even in the area of trade and foreign exchange market liber-
as open market operations attempted to mop it up. The alization. The government removed all exchange con-
failure to enforce monetary policy was addressed in July trols and Kenya opened its current account. The
1993 by a change in the central bank management, the petroleunm market was liberalized in October 1994. Price
closure of four commercial banks and a number of and movemenit controls on maize. the staple crop, were
non-bank financial institutions. and a tightening of lifted, theoretically liberalizing the maize market. How-
monetary policy. As a result, the economy began to ever. the full impact of this was mitigated by periodic
stabilize. Annualized inflation fell to 55 percent in the government intervention in the market, through imposi-
third quarter of 1993 from the 100 percent level in the tion of periodic trade restrictions and maize purchases
previous quarter and nominal treasury bill rates de- by the government parastatal, the National Cereals and
clined. The market-determined interbank exchange rate Produce Board. The Board's activities were particularly
appreciated from around KSh82 to the dollar at end-June disruptive in the 1994/95 crop season when it intervened
1993 to about Ksh7O per dollar in late September 1993. heavily in the maize market in an attempt to support
This paved the way for the unification of the official and maize prices and incurred a large budgetary cost while
market exchange rates in October 1993. underminiing private trade in maize. Progress in restruc-

These policy improvements led to a one-year ar- turing or putting performance contract into effect for
rangement with the IMF in November 1993 and an other major parastatals-telecommnunications, the port
ambitious reform agenda for 1994-96. The reform authority, and railways-was disappointing. Perform-
agenda included a target fiscal deficit of 6.1 percent of ance in privatization was somewhat more positive as the
GDP (excluding grants) in 1993-94 and, on the struc- eovernment was able to divest its holdings completely
tural side, liberalization of the maize market, deregula- in 43 enterprises in 1994 and 1995. In addition, the
tion of the petroleum sector, elimination of the government diluted its shareholdings in the National
remaining price controls, reduction in import tariffs and Bankl of Kenya and, in December 1995, sold a 26 percent
elimination of export taxes, introduction of performance shareholding in Kenya Airways. However, the privati-
contracts with key parastatals. divestiture of 25 non- zation process in some cases was not fully transparent
strategic parastatals including some specific enterprises and many of the transactions consisted of ceding gov-
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emnment holdings to joint venture partners. Public ex- ment issue confronting Kenya. A recent poverty assess-
penditure management also caused concern, with certain ment concluded that the incidence of poverty did not
large unbudgeted "extraordinary expenditures" in lessen in the 1980s and early 1990s: 45 percent of the
1 994-95 requiring the government to find offsetting cuts rural population-and about 30 percent in urban areas-
or revenue increases to stay in line with the agreed was estimated to live in poverty. The period also saw an
budgetary target. increase in the depth of poverty, measured as the differ-

With improved economic management, donors ence between the consumption of the poor and the mini-
pledged in December 1994, new commitments of $800 mum requirement of 2,250 calories per adult equivalent
million. and some essential non-food expenditures.

Early in 1996 Kenya was able to reach agreement Kenya has experienced a dramatic drop in the fertility
with the IMF and the World Bank on a new set of policy rate-from 7.7 in 1984 to 6.7 in 1989, and 5.4 in 1992-
reforms aimed at accelerating the reform progress suggesting that the demographic transition is underway.
achieved since 1993. The envisioned reforms will con- Underlying the decline in fertility is an increase in rates
tinue the pace of fiscal and monetary adjustment and of contraceptive usage from 7 percent in 1977 to 33
speed up reforms in key structural areas. Specific com- percent in 1993. In spite ofthis fertility decline, Kenya's
mitments include: strengthening public expenditure population will continue to grow rapidly, as there are
management; establishing the Cereals Board as a com- still large numbers of women entering their childbearing
mercially viable entity; setting up the National Social years.
Security Fund as an autonomous pension fund; restruc- Poverty and population pressures on land resources
turing and partial privatization of the telecommunica- are the main contributors to environmental degradation
tions company to be created from the current post and in Kenya. Environmental problems are particularly se-
telecommunications corporation, and contracting for vere in arid and semi-arid regions more susceptible to
external management of the container terminal at Mom- damage from population pressures. The government
basa Port. adopted a national environmental action plan in June

In support of this new program donors indicated in 1994 and is expected to focus on implementation mo-
March 1996, that disbursements from new and existing dalities over the coming year.
commitments of $720 million could be envisioned, The sustainability of the current stabilization meas-
broadly sufficient to cover the external financing re- ures will depend on fundamental reforms to improve
quirements of the new program. In line with this, the public sector efficiency. A key challenge lies in chang-
IMF approved in April 1996 a new three-year arrange- ing the composition of public expenditure to support
ment and the World Bank approved in June a structural basic government such as maintaining law and order and
adjustment credit. administering justice; financing broad-based basic edu-

cation and health services; providing economic infra-

Political Developments structure; protecting the environment, and using
targeted interventions to reduce poverty.

Kenya began a transition to a multi-party democracy in In August 1993 the government adopted a compre-
December 1991, when opposition parties were legalized hensive civil service reform program and established
and the electoral process reformed. Multi-party elec- a secretariat to manage the program. The major objec-
tions in December 1992 returned the ruling Kenya Afri- tive is to enhance the efficiency and improve the client
can National Union party returned to power. In the focus of a streamlined civil service. Natural attrition
post-election period, the opposition has had some suc- and early retirement are expected to reduce the civil
cess in holding the government to parliamentary ac- service from 268,000 in fiscal 1994 to about 212,000
countability, but accuses the government of harassment by fiscal 1997 while corresponding efforts are directed
and intimidation. Press reporting has been relatively to strengthening the policy making and implementation
unrestricted. Clashes between Kenya's tribal groups capacity of key ministries and the central bank. Six of
over 1991-94, which caused the loss of lives, destruction the 23 ministries have been selected for restructuring
of property and the internal displacement of an esti- during 1995-96 in the first phase of the reform with a
mated 250,000 people, have reduced in frequency in the further six to be identified by mid-1996 for similar
past two years. The next parliamentary and presidential restructuring.
elections are scheduled for 1997. Years of maintenance neglect have exacted a toll on

Kenya's public infrastructure. Sections of the highway

Key Development Issues system and urban and peri-urban roads need complete
reconstruction, and much of the rural road network

The prospect of rising unemployment and increasing requires major rehabilitation. Water supply schemes,
poverty, is the crucial medium- and long-term develop- which have deteriorated in the past decade, need to be
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rehabilitated and expanded, especially in the coastal Regional Economic Integration
region. Adequate funding of maintenance, particularly
road maintenance, is a priority area for claim on govern- In the past three years, Kenya has been engaged in active
ment expenditure. Inefficiencies in the infrastructure discussions with Uganda and Tanzania aimed at reviv-
parastatals have also contributed to declining quality of ing East African cooperation in trade, transport and
services. The movement capacity of Kenya Railways communications, finance and investment, and regional
has declined significantly and this has contributed to a immigration and security. In November 1994 the three
decreasing level of service at Mombasa Port. In energy, heads of state issued a communique indicating the in-
the problem is also one of inadequate investment which tention of all three governments to take steps to harmo-
is likely to become a severe constraint to national devel- nize tariff rates and simplify customs procedures and to
opment if not undertaken quickly. The government has consider the possibility of forming a customs union. In
liberalized the petroleum market and intends to restruc- support of this initiative, a secretariat to oversee imple-
ture the power subsector, encourage private sector par- mentation of this program has been set up in Arusha.
ticipation and ensure appropriate pricing. A road
maintenance fund has been created through the imposi- External Debt
tion of a fuel levy in 1994 and the government has
committed to providing supplementary budget alloca- Over 1996-98 Kenya's current account balance (exclud-
tions to ensure adequate maintenance. ing official transfers) is projected to decline slightly, to

under I percent of GDP. At end- 1994, the external debt
of Kenya's public sector amounted to about $7 billion.
The ratio of the present value of this debt stock to

Achieving the growth scenario envisaged for 1996-98 exports of goods and services was less than 200 percent
will depend on effective implementation of structural while the debt service ratio was on the order of 30
adjustment measures to address the key development percent of exports of goods and services. It is expected
issues identified above. If macroeconomic stability is that repayment of non-concessional debt and new fi-
maintained and reforms are pursued vigorously, GDP nancing on concessional terms will lead to sharp reduc-
growth could reach 5 to 6 percent over 1996-98, allow- tions over the medium term in both the present value of
ing per capita income growth of over 2 percent per year. debt to export ratio and the debt service ratio.
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Kenya at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Kenya Africa Income Development diamond

Population mid-1995 (millions) 26.7 589 3,188 Life expectancy
GNP per capita 1995 (US$) 260 490 460
GNP 1995 (billions US$) 7.0 289 1,466

Average annual growth, 1990-95

Population (%) 2.7 2.8 1.8 GNP Gross
Labor force (%) 3.4 2.8 1.9 per Gpimary

Most recent estimate (/atestyear available since 1989) capita enrollment

Poverty: headcount index (% of population) 37
Urban population (% of total population) 28 31 29
Life expectancy at birth (years) 58 52 63 1
Infant mortality (per 1,000 live births) 58 92 58
Child malnutrition (% of children under 5) 23 38 Access to safe water
Access to safe water (% of population) 49 47 75
Illiteracy (% of population age 15+) 22 43 34
Gross primary enrollment (% of school-age population) 91 71 105 Kenya

Male 92 77 112 -Low-income group
Female 91 64 98 |

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 I Economic ratios

GDP (billions US$) 3.3 6.1 6.9 7.3 Openness of economy
Gross domestic investmenVGDP 18.1 26.0 20.9 22.9
Exports of goods and non-factor services/GDP 29.8 25.3 38.6 37.0
Gross domestic savings/GDP 13.5 24.9 23.7 21.7
Gross national savings/GDP 9.2 22.6 20.4 18.7

Current account balance/GDP -8.6 -7.0 -0.4 -4.6 Savings - - - Investment
Interest payments/GDP 1.4 2.7 4.3 3.6
Total debt/GDP 39.6 68.1 106.0 101.5
Total debt service/exports 14.9 39.2 33.3 29.4
Present value of debt/GDP .. .. 75.1
Present value of debt/exports . 193.3 indebtedness

1975-84 1985-95 1994 1995
(average annual growth)
GOP 4.6 3.3 3.9 5. -Kenya
GNP per capita 1.1 0.1 3.1 3.7 - Low-income group
Exports of goods and non-factor services 0.3 5.1 -1.3 7.5

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%/6)

Agriculture 34.2 32.5 29.1 20T

Industry 20.2 19.1 17.4 .. 10
Manufacturing 12.0 11.7 10.5 0

Services 45.6 48.4 535 9210 91 9 93 54 95

Private consumption 68.2 57.6 61.5 61.6 -20
General government consumption 18.3 17.5 14.7 16.8 GDI GDP
Imports of goods and non-factor services 34.5 26.4 35.7 38.2

(average annual growth) F1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
Agriculture 3.8 1.7 3.1 .. 40
Industry 4.8 3.5 2.0

Manufacturing 6.3 4.3 1.9 20
Services 6.0 4.3 3.3

Private consumption 3.3 3.6 10.3 0.7 9 9 94 95
General govemment consumption 4.3 5.5 8.6 10.3
Gross domestic investment 1.8 0.4 18.7 10.9 20

Imports of goods and non-factor services -3.7 4.7 30.3 5.3 -Exports -Irmports
Gross national product 5.0 3.0 5.8 6.4

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. It data are missing, the diamond will
be incomplete.

270



Kenya

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic pricesr,
(% change) .0
Consumer prices 19.1 10.7 28.8 1.7 40
Implicit GDP deflator 11.3 8.2 15.7 0.9

Government finance a/ 1975 1985 1994 1995 20

(% of GDP)
Current revenue .. 21.6 29.2 31.7 s
Current budget balance .. -0.8 -1.0 5.2 9 9 92 93 94 95

Overall surplus/deficit .. -7.5 -8.0 -2.6 -GDP def. CPI

TRADE
1975 1985 1994 1995 E and import levels (mill. USS)

(millions US$)
Total exports (fob) .. 940 1,482 1,783 3,000 

Fuel .. 118 65 73I
Coffee .. 281 233 302
Manufactures .. 117 159 184 2.000{

Total imports (cif) 1,486 2,044 2,608
Food .. 112 180 205
Fuel and energy .. 461 332 329 100

Capital goods . 3.40 503 578
Export price index (198 7=100) .. 90 122 .. rImport price index (1987=100) .. 81 77 .. 91 9 93 94 9

Terms of trade(1987=100) 111 157 .. fExpons hlimpons

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 955 1,552 2,645 2,954
Imports of goods and non-factor services 1,131 1,850 2,448 3,053
Resource balance -176 -297 197 -99 o

Net factor income -93 -213 -374 -365 8 90 91 92 93 94 95

Net current transfers -13 81 148 128 s_

Current account balance,
before official transfers -281 -429 -30 -336 10

Financing items (net) 244 397 134 203
Changes in net reserves 38 33 -104 133 15

Memo:

Reserves including gold (milL US$) 173 417 625 453
Conversion rate (local/US$) 7.3 16.4 56.1 51.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 1,290 4,178 7,273 7,413

IBRD 106 751 501 435 G A

IDA 81 408 1,789 1,977 625 435

Total debt service 151 621 888 836 F

IBRD 6 85 155 144 1026 8
IDA 1 5 21 24 1977

Composition of net resource flows
Official grants 31 195 311 330
Official creditors 87 135 66 398
Prvate creditors 33 8 -276 -233 c
Foreign direct investment 17 18 4 22 379

Portfolio equity 0 0 0 0 E 0
2571 400

World Bank program
Commitments 219 6 64 65 A-IBRD E -Bilateral
Disbursements 51 113 97 159 B- IDA D- Other muitilateral F -Private
Prncipal repayments 1 35 114 109 C -IMF G -Shon-term
Net flows 50 77 -17 50
Interest payments 6 55 62 58
Net transfers 44 22 -79 -8

World Bank International Economics Department, September 1996
a Government finance fiscal year (July to June): overall surplus/deficit on commitment basis, excluding grants.
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Kyrgyz Republic

T he Kyrgyz Republic, a small, mountainous, Recent Economic Developments
landlocked Central Asian country of 200,000
square kilometers, is among the fastest reform- Following three years of sharply declining production-

ers among the countries of the former Soviet Union. output is 45 percent below its level in 1991-the Kyrgyz
Bounded by two mountain ranges, the country has economy showed the first signs of recovery in 1995, led
limited natural resources, largely gold and some base by modest growth in crop production and the estab-
minerals. There is also considerable hydroelectric po- lishment of a growing private service sector. Prelimi-
tential, which has permitted it in recent times, to nary data suggest that GDP grew by I percent in 1995
become a net exporter of electrical energy. The de- and at an annual rate of 2 percent in the first quarter of
spite its almost complete dependence on imported 1996. Indications are good for growth of 2 to 3 percent
petroleum. Roughly 7 percent of its land is arable, and for 1996 as a whole. This reflects the wide range of
40 percent of the mountainous terrain is used as pas- stabilization and adjustment measures the government
ture for sheep and cattle ranches, the primary has pursued. including introducing a new currency, sta-
traditional economic activity. Agricultural produc- bilizing inflation at low monthly rates, nearly complete
tion, primarily grain and wool, accounts for 40 liberalization of the trade regime, removing controls on
percent of GDP. The industrial sector comprises current and capital account transactions, privatizing
roughly 23 percent of GDP. dominated by machine most industrial and trade enterprises, dismantling state
building, metallurgy, construction materials, forestry, and collective farms, and distributing land use rights.
and paper products. While the industrial sector has A tight monetary stance in 1994 brought inflation
declined slightly in recent years, the services sector down to an annual rate of 87 percent by year-end. The
has grown by over 5 percent. The country retains annual rate fell further to 32 percent in 1995, with
strong trading links with neighboring former Soviet monthly inflation in the I to 2 percent range during most
countries, accounting for 65 percent of Kyrgyz Re- of the year. Inflation was higher than anticipated during
public exports. the first four months of 1996, at 3 to 4 percent a month,

Following independence the government focused due to a sharp rise in imported grain prices and a large
on eliminating the distortions of the command econ- increase in electricity and heating tariffs. The growth in
omy and reducing the role of the state. Policy makers money supply and in net credit to government has re-
have been forced to contend with highly adverse cir- mained within IMF targets, however, and inflation for
cumstances, including termination of fiscal transfers the rest of this year is expected to trend back down to a
from Moscow, and disruption of the inter-republican monthly rate of I to 2 percent. Interest rates have fol-
system of trade, and a large deterioration in terms of lowed a similar path. with the central bank discount rate
trade, primarily owing to large increases in import declining from over 100 percent in January 1995 to 46
prices of oil and natural gas. By 1995 GNP had de- percent in May 1996. All prices, including bread, have
clined to $690 per capita and living standards had been liberalized, except utility tariffs which are being
worsened, putting the government under heightened increased in a phased manner to attain cost recovery
pressure. In September 1994 the parliament was dis- levels.
solved, and the cabinet resigned. The government Both imports and exports expanded rapidly in 1995,
functioned in a caretaker capacity until the February with a sharp increase in exports to the CIS and a large
1995 elections, following which a new bicameral par- inflow of imports associated with a major gold mining
liament was elected. The political transition to democ- investment in the Kyrgyz Republic. The current account
racy continued with the president's election to a deficit, excluding official transfers, rose from 20 to 24
second term in December 1995. A February 1996 percent ofGDP in 1995. Including official transfers, the
national referendum sanctioned constitutional deficit rose from 12 to 18 percent ofGDP in 1995, but
changes and expanded presidential powers. when imports of goods and services related to the gold
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project are excluded, the deficit actually fell from 10 to The government has been increasingly concerned
8 percent of GDP. The exchange rate has remained about the impact of the economic transition on the poor.
stable against the dollar during the past two years. Gross At the outset of the reform program, approximately 35
reserves currently stand at about two months of imports. percent of the population lived below the government's

Government expenditure has undergone severe com- official poverty line. Data suggest that the situation has
pression during the past three years, with total expendi- worsened, with poverty in rural areas particularly prob-
ture declining from 37 percent of GDP in 1993 to 28 lematic. government strategy centers on accelerating the
percent in 1995. This was accomplished by eliminating process of growth and facilitating market reforms. Nev-
consumer subsidies, reducing transfers and phasing out ertheless, given that resumption of growth will be grad-
direct lending to state enterprises. At the same time, ual, it is critical that adequate protective policies be in
however, the receipt of budgetary support grants-pre- place. In January 1995 universal family allowances and
viously provided by the Soviet Union-fell by 8 percent special cash benefits were consolidated into a single
of GDP. As a result, the budget deficit has remained high common monthly subsidy scheme based on the princi-
throughout the period at about 13 percent of GDP. ples of income testing and self-selection. The scheme

In 1992 the government began a comprehensive re- aims to raise the per capita income of the non-working
form program aimed at creating a market economy. The poor to the minimum wage level. The government has
privatization program began with the transfer of the also rationalized and simplified unemployment benefits
housing stock to occupants over 1991-93. In December and has allocated adequate budget funds to provide
1993 a privatization law was adopted that aims at divest- social protection for workers affected by industrial re-
ing all productive and social assets. Initially the majority structuring. Reforms are under consideration for the
of shares in some enterprises were transferred free of divestiture of social services from enterprises to local
charge to the worker collectives. Since May 1994, the governments and the government is reviewing options
government has proceeded under a mass privatization for improving its social insurance system. Periodic pov-
scheme that aims to ensure wider distribution of share erty assessments are being undertaken.
ownership. The new procedures have significantly im-
proved the transparency and equity of the privatization The Government's Development Strategy
process. By early 1996, the mass privatization program
had divested about 80 percent of enterprises in the The Kyrgyz Republic is now at a critical juncture: the
commercial and productive sectors, at least through the government has made a bold start in implementing a
coupon stage. Remaining enterprises are included in the far-reaching reform program and has put in place the
privatization program for 1996-97. central elements of the basic policy framework required

Within the framework of the overall privatization for a market-based economic system. Significant pro-
effort, the government established a special program to gress has been made, but the supply response has been
divest 29 of the most seriously indebted enterprises. slow. The key medium-term goals of the government
These companies were cut off from access to bank credit are, thus, to consolidate and deepen the stabilization
and put under the control of the Enterprise Reform and program and structural reform program, establish an
Resolution Agency. Following diagnosis of their pros- appropriate legal, regulatory and institutional frame-
pects, five of the enterprises are being fully liquidated, work for private sector development. and protect those
while the others have undergone massive downsizing most vulnerable by providing a social safety net. The
and financial restructuring. Sales of the restructured government's program emphasizes the completion of
companies are getting under way, with the proceeds the enterprise restructuring and privatization program,
targeted for paying off the creditors of the former enter- consolidation of the agrarian reform process-insur-
prises. ance of property rights, dismantling of public processing

The government has begun steps to ensure that the and marketing monopolies, and deepening the farm
right to use land is legally safeguarded and transformed restructuring effort-financial sector reform, including
into a property right that can be freely transferred, in- the establishment of a viable rural credit system. It also
herited and used as collateral. A presidential decree plans to overhaul the tax system and fiscal relations
provided 99-year land use rights, and a new land code among the national and sub-national governments.
confirming these rights was recently submitted to par-
liament. Land use shares in agricultural land are being
issued throughout the republic and have led to the break-
ing up of most state farms and collectives. A new land The economic framework for 1996-98 envisages real
registration law covering both urban and rural land was GDP growth of 3 to 4 percent a year and annual inflation
recently submitted to parliament. at single digit levels.
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The medium-term outlook is characterized by the siderable export growth can be expected following lib-
need to reduce the still considerable fiscal deficit (13 eralization of agricultural prices, the removal of export
percent of GDP in 1995) during a period when net taxes, and the stabilization of demand in regional mar-
external resources will continue to shrink. The stabiliza- kets. The volume of imports is projected to grow by 16
tion program aims to reduce the fiscal deficit to 6 percent percent in 1996, reflecting a recovery from the substan-
of GDP in 1996, mainly through reductions in expendi- tial decline in 1994 and the import content of large
ture. The total amount of external financing (new loans investment projects. More moderate import growth of 3
plus grants) has been falling rapidly, from 15 percent of to 4 percent a year is expected thereafter, reflecting the
GDP in 1993 to 7 percent in 1994 and 1995. For 1996, rationalization of domestic energy use and increased
gross external financing is estimated at only 5.1 percent domestic production of wheat.
of GDP. Net flows are declining rapidly as donors scale The current account deficit (including official trans-
back initial levels of support available at the outset of fers) is expected to decline from 16 percent of GDP in
the transition period and as donors shift external assis- 1996 to 7 percent in 1997, mainly reflecting the coming
tance from balance of payments support to investment on-stream of gold exports and the reduction in imports
projects. The country must also deal with amortization of related investment. The narrowing of the current
of debt that originated from the settlement of correspon- account deficit would continue gradually thereafter, as-
dent accounts with other former Soviet countries. suming further improvement in the financial position of

The Kyrgyz economy will continue to face structural the government over time.
balance of payments deficits for some time, although the
situation will considerably ease starting in 1997 with the External Debt
commencement of gold exports from the Kumtor pro-
ject. The balance of payments projections for 1996-98 External debt service is currently about 16 percent of
assume export growth of around 7 to 8 percent a year in exports, but is expected to decline to under 15 percent
real terms, following 15 percent growth in 1995. The by the end of the century. as debt to former Soviet
relative price structure in the Kyrgyz Republic contilues countries is paid off and the remaining debt stock be-
to be competitive with neighborinig countries, and con- comes increasingly concessional.
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Kyrgyz Republic at a glance
Europe &

POVERTY and SOCIAL Kyrgyz Central Low-
Republic Asia Income Development dlamond^

Population mid-1995 (millions) 4.5 488 3,188 Life expectancy
GNP per capita 1995 (US$) 690 2,240 460
GNP 1995 (billions US$) 3.1 1,093 1,466 T

Average annual growth, 1990-95

Population (%) 0.4 0.4 1.8 GNP Gross
Labor force (%) 2.0 0.6 1.9 per primary

Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) 40
Urban population (% of total population) 39 66 29
Liie expectancy at birth (years) 68 68 63
Infant mortality (per 1,000 live births) 30 23 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to sate water (% of population) 75 .. 75
Illiteracy (% of population age 15+) 3 .. 34
Gross primary enrollment (% of school-age population) .. 97 105 Kyrgyz Republic

Male .. 97 112 -Low-income group
Female .. 97 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Econ.mic ratlos^

GDP (billions US$) .. .. 2.8 3.1
Gross domestic investment/GDP .. 30.5 20.1 15.7 Openness of economy
Exports of goods and non-factor services/GDP .. .. 33.4 26.3 T
Grossdomesticsavings/GDP .. 13.8 14.1 10.1
Gross national savings/GDP .. .. 12.5 8.9

Current account balance/GDP .. .. -7.1 -12.6 Savings Investment
Interest payments/GDP .. .. 0.5 0.6
Total debt/GDP .. .. 15.5 18.5
Total debt service/exports .. .. 4.7
Present value of debtGDP .. .. 12.3 ..
Present value of debt/exports .. .. 103.0 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Kyrgyz Republic
GDP 3.9 -3.7 -26.5 1.3 -KrgzRpbc

GNP per capita 3' -4.9 -26.8 Low-income group
Exports of goods and non-factor services ..

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 1J
Agriculture 30.7 40.0 40.4 A

Industry .. .. 23.9 22.1 s/
Manufacturing ..

Services .. .. 36.1 37.5

Private consumption .. 64.1 65.7 67.3 -so
General government consumption .. 22.1 20.2 22.6 -GDI GDP
Imports of goods and non-factor services .. .. 39.4 31.9

1975-84 1985-95 1994 1995
(average annual growth)
Agriculture
Industry

Manufacturing ..

Services

Prvate consumption .. 0.3
General government consumption .. -1.1
Gross domestic investment .. 8.1
Imports of goods and non-factor services .. ..

Gross national product .. -3.7 -26.5

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 150
Consumer prices .. .. 87.2 31.5 1
Implicit GDP deflator -2.3 -10.3 155.5 47.6

Government finance s,-.
(% of GDP) _

Current revenue .. .. 17.9 15.0 o
Current budget balance .. 91 92 93 94 95
Overall surplus/deficit .. .. -7.7 -12.5 -GDPdet. - CP!

TRADE

(millions US$) 1975 1985 1994 1995 Export and import levels (mill. US$)
Total exports (tob) .. .. 340 409 750

n. a.
n.a.
Manufactures so .. !.

Total imports (cif) 459 672
Food
Fuel and energy . .. 183 201 250
Capital goods .

Export price index (1987=100) .. .. .. 0
Import price index (1987=100) 99 90 91 92 93 94 95
Terms ot trade (1987=100) J.Exports Oi3mports

BALANCE of PAYMENTS
1975 1985 1994 1995

(millions US$) Current account balance to GDP ratio (
Exports of goods and non-factor services .. .. 352 409 0 9 95
Imports of goods and non-factor services .. .. 459 713 3 9 9 92 93 94 95

Resource balance .. .. -107 -304

Net factor income .. .. -47 -67
Net current transfers .. .. -46 -20

Current account balance,
before official transfers .. .. -201 -391 -10 

Financing items (net) .. .. 219 408
Changes in net reserves .. .. -18 -17

-is L

Memo:

Reserves including gold (mill. US$) .. .. 94 111
Conversion rate (local/US$) .. .. 3.9 10.5

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) , Composition of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed .. .. 441 575
IBRD .. .. 0 0 G

IDA 60 141

Total debt service 16 23 141
IBRD . . 0 0
IDA 0 1

Composition of net resource flows
Official grants ., .. 54 60
Official creditors .. .. 97 85 E
Private creditors .. .. 0 0 309C
Foreign direct investment .. .. 10 15 119
Portfolio equity .. .. 0 0

World Bank program
Commitments 95 60 A - IBRD E -Bilateral
Disbursements 36 81 8 -IDA D -Other multilateral F -Private

Principal repayments .0 0 C -IMF G -Short-term

Net flows .. 36 81
Interest payments ., .. 0 1
Net transfers .. 36 80

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
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Lao People's Democratic Republic

S ince the New Economic Mechanism was initiated Despite the gains in the economy, per capita income
in 1986, the government of the Lao PDR has remains low ($320 in 1995) and the distribution of social
achieved remarkable success in turning the econ- services is further limited by weak domestic infrastruc-

omy away from central planning toward a ture. Over half of the population lives in small and
market-oriented economy. The initial actions of the gov- scattered villages without regular road transport, elec-
emnment were to free virtually all prices, eliminate tricity, or health facilities.
subsidies and protection of the state-owned sector, unify
the exchange rate in close alignment with the market Economic Performance
rate. and encourage private domestic and foreign com-
mercial activities in most spheres of the economy. Since 1989, Lao PDR has been grown robustly with

Smooth transformation of the economy has been remarkable macroeconomic stability. Although national
made difficult by the structural constraints imposed by income remains vulnerable to external shocks, real an-
the nature of the Lao economy. Lao PDR is a landlocked nual growth of the Lao economy between 1990 and 1995
country whose economy is characterized by subsistence has averaged 6.5 percent. In 1995 real output growth was
agriculture, a weak human resource base, and a small estimated at about 7.1 percent, led by continued buoy-
exporting sector consisting mainly of natural products. ancy in manufacturing, construction, and services, de-
The economy is still predominantly rural and agrarian, spite severe floods around midyear. Strengthening
with over half of production and four-fifths of employ- public and private investment and improved economic
ment in agriculture, much of it at subsistence levels. incentives contributed to sustained GDP growth.
Agricultural production remains vulnerable to adverse During the adjustment following price liberalization
weather conditions. in 1987, inflation peaked at 82 percent in 1989, fell to

The industrial sector in Lao PDR is characterized by 10.3 percent in 1991 and gradually stabilized at 8.9
small scale manufacturing, processing, construction and percent in 1993 and 6.7 percent in 1994. This success is
assembly plants, producing mainlv for local consump- due largely to better monetary control and exchange rate
tion. Heavy industry is virtually non-existent. The in- policies that have helped restore confidence in the cur-
dustrial sector contributed an estimated 16 percent of rency and the banking system. However, inflation
GDP in 1995, a significant increase from 1988 when climbed to 22 percent in 1995 due to a buildup of excess
industry accounted for 11 .2 percent. The manufacturing liquidity and lax credit policy early the year. The estab-
subsector remains small and not well diversified. Manu- lishment of a two-tier banking system and high real
facturing accounted for 12.5 percent of GDP in 1995. interest rates attracted savings and fostered a rapidly
With an output of around 919 million kilowatt-hours in expanding market for banking services. Reserve re-
1993, hydropower contributed 8 percent of Lao exports. quirements were introduced in September 1990, foreign
This share is likely to increase substantially as planned reserves were transferred to the central bank, and the
power generating facilities come on line over the next Bank of Lao began issuing interest-bearing securities for
few years. open market operations. Minimum-12 percent-and

The services sector in Lao PDR has undergone a maximum-24 percent-interest rates are prescribed
significant transformation. Although its share of output for all sectors except agriculture, and banks are free to
in GDP has been fairly constant, the composition of set interest rates within these bands. Interest rates on
services has shifted away from public services toward foreign currency deposits and loans are completely lib-
commercial services, largely privately provided. Value eralized. Entry of private banks has been allowed; eight
added in financial services has increased six-fold since banks (mostly Thai and joint venture) have set up
1988, and income generated in the hotel and restaurant branches in Vientiane and are competing freely with
sector has increased 23 times state-owned commercial banks. In 1994 the Bank of Lao
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commenced treasury bill auctions on a regular basis and Since a liberal foreign investment law was adopted
introduced a discount facility that should contribute to in 1989 the government has issued around 600 invest-
liquidity management through open market operations ment licenses, representing potential investments over
and the development of an interbank money market. S I billion, excluding mining and hydropower. The econ-

Since the unification of the system of multiple ex- omy has become more open as growth of exports and
change rates in 1988 the authorities have adjusted the imports have outstripped that of GDP. Exports have
official rate to move closely in line with the officially been growing vigorously, resulting in a reduction in the
tolerated parallel market. Over this period. the nominal external current account deficit from 17 percent of GDP
exchange rate of the kip against the dollar has depreci- in 1988 to 8.8 percent in 1993. Since then, the balance
ated by about 90 percent, but has been remarkably stable of payments has shown some weakening, with a widen-
over 1990-94. However, pressure on the exchange rate ing of the current account deficit to about II percent of
mounted in early 1995 due to strong demand for foreign GDP in 1995 due to rapid import expansion, financed
exchange, resulting in an decrease in official reserves. by official financing and foreign direct investment.
By mid-May 1995 the parallel market rate had depreci-
ated by 15 percent, despite tightening monetary policy, Development Policy
successive devaluations, and exchange restrictions. In
September 1995 the government abandoned the official The gradual transfer of state-owned enterprises to the
rate, lifting all outstanding exchange restrictions, and private sector has been one of the cornerstones of eco-
introducing a floating exchange rate system. Since then, nomic reform. Since 1990 the authorities have divested
the commercial bank rate has remained relatively stable a substantial share of state-owned enterprises, mostly
around KN920-930 to the dollar. through leasing, but increasingly through outright sales,

Prudent fiscal policies have also been critical to the joint ventures and liquidation, although 32 strategic
stabilization program. While the government remains enterprises will be retained under public control.
dependent on foreign assistance to finance the fiscal The reorientation from a command toward a market
deficit, the tax base has been broadened and deepened economy places severe strains on public sector manage-
and non-essential government expenditures pared ment, and a scarcity of trained personnel is a major
down. Between 1990 and fiscal 1995 the overall fiscal bottleneck inhibiting the capacity coherent policy plan-
deficit (excluding foreign grants) was reduced from 13.4 ning and efficient government services. A recurrent
percent to 9.7 percent of GDP, with revenue enhance- shortage of counterpart funds for donor projects and an
ment accounting for about one-third of this improve- incomplete picture of the implied recurrent outlays and
ment. In 1993 the government began a program of tariff commitments underlines the importance of strengthen-
rationalization, restructured timber royalties, imple- ing investment planninig capacity and prioritizing gov-
mented a minimum corporate income tax, and passed ernment expenditures.
property and land tax legislation. These measures, com-
bined with tight current expenditure control, resulted in
the fiscal current balance moving from a deficit of 1.4 Social Indicators
percent of GDP in 1990 to a surplus of 0.9 percent of Social indicators and poverty incidence show that Lao
GDP by 1993 and 1.0 percent of GDP in 1995. None- PDR faces conditions that in many ways prevailed in
theless. the overall fiscal deficit increased to 1I1.4 per- some of its East Asian neighbors 30 years ago. Poverty
cent in fiscal 1995. is widespread and chronic, particularly in rural areas.

Developments in the external sector reflect an in- Literacy rates are still low and life expectancy is about
creasing integration of the Lao economy with world 50 years; the availability of social and economic infra-
markets, encouraged by a trade reghime that is more open structure is thin. A recent social assessment found the
and outward-oriented than those of most neighboring distribution of per capita income in Lao PDR is rela-
countries. The government has shown its commitment tively equal. However, 46 percent of the population
to trade liberalization by reducing maximum tariff rates lives below the poverty line-53 percent in rural areas
from 80 percent to 40 percent and the number of tariff and 24 percent in urban areas. Overall, the transition
bands from 12 to 6. By 1995 the government had elimi- experience of Lao PDR has been less painful than that
nated virtually all quantitative restrictions on imports, of formercommand economies in Eastern Europe. Since
with the exception of motor vehicles, and terminated the most Lao households depend on agriculture for their
practice of special duty payment conventions between livelihood, they benefited from the initial price reforms.
the government and private importers. Customs admini- Although an estimated 20 percent of civil servants and
stration has been improved and the GATT valuation 10 percent of state enterprise employees were re-
system is being implemented. Exporters now have ac- trenched, those laid off received adequate compensation
cess to imported inputs at duty-free prices. and many were absorbed into the growing private sector.
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The urban unemployment rate is still quite low, around reform measures introduced in 1995 and a comprehen-
3 percent. sive tax reform in 1996 that will enlarge the tax base and

reduce over-reliance on trade taxes.
On the expenditure side, priority will be given toEnvirnet 

containing the wage bill through a further reduction in
There is mounting government concern over environ- civil service personnel, with a net retrenchment of 500
mental issues in Lao PDR. Deforestation and the conse- in 1996. With adequate funding for operations and main-
quences it has for soil erosion, rainfall patterns and tenance, improved project implementation and reduced
agricultural productivity, represent a daunting challenge outlays in less essential areas, capital expenditure is
facing the government. Clearing of forest lands is expected to rebound to around 12 percent of GDP in
mainly for timber export, although shifting cultivation fiscal 1997, compared to 6.9 percent in 1993. Transpor-
practices contribute to the problem. Since the mid- I 980s tation accouLIts for the bulk of capital expenditure (45
the rate of deforestation has become unsustainable as percent compared to 37 percent in 1989), butthe sectoral
local governments relied on timber sales to raise reve- distribution in fiscal 1997 will see a stronger emphasis
nues and the ban on logging in Thailand created more on education (9 percent compared to 4 percent in 1989)
lucrative export opportunities for timber. A program for and health (7 percent, up from zero in 1989).
forestry conservation and management, which stresses TI'he governmient seeks to Iimit consumer price infla-
local community rights, was launched in 1994 to address tion to around 5 percent a year in line with inflation in
these concerns. Ecological problems are further com- its major trading partners. Given the recent increase in
pounded by the absence of an adequate, or enforced, domestic inflation to over 20 percent in 1 995, the reduc-
land use policy, and the growing population pressure tion of intlation to 10 percent by the end of 1996 and a
driving expansion of cultivated land. The government return to single-digit figures thereafter will require firm
adopted a national environmental action plan in 1994. control of fiscal and monetary aggregates. Removing the

interest rate guidelines on savings deposits and loans
and adopting prudential regulations will further enhanceMedium-Term Prospects
confidence in the domestic banking system. The Bank

Lao economic policy over the medium term aims at of Lao will pursue strict control of domestic credit
building the foundations of broad-based and sustainable through indirect policy instruments. Cautious demand
economic growth, while promoting human resource de- management and increasing use of market instruments,
velopment. The government's objectives are to position such as extending treasury bill auctions to the noilbank
the private sector to be a stronger driving force in the public, wsill also help maintain a stable nominal ex-
economy, promote exports vigorously, strengthen do- change rate.
mestic resource mobilization eftforts throulgh tax and The government intends to deepen its external trade
financial reforms, improve macroeconomic manage- reforimi by moving toward a low uniformi tariff structure,
ment and strengthen policy planning and iiplementa- further improving customs administration and fully ini-
tion capacity, and coordinate arid improve the efficiency plenienting the GATT valuation system. Within the next
of foreign aid inflows. year the number of tariff bands will be further reduced

The government's target growth rate is 7 percent for from six to four. The government has also agreed to
1995-97. Maintaining price stability and reducing the remove reniaining non-tariffbarriers on motor vehicles.
fiscal deficit, prinarily through resource mobilization and to reduce the number of duty exemptions.
efforts, are the two key components of the government's Exports are expected to grow by an average of over
macroeconomic policy. Its goal is to increase the budg- 9 percenit for the rest of the decade. Sales of electricity
etary current surplus to 2.9 percent of GDP and contain will be an increasingly important source of export earn-
the overall deficit (excluding grants) to about 9 percent ings after 1998. Lao hydropower exports to Thailand are
of GDP in 1997. Revenue is targeted to exceed 13 about $24.8 million, or over 8 percent of export reve-
percent of GDP by fiscal 1997 as a result of the tax nues.
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POVERTY and SOCIAL Lao East Low-
PDR Asia income Development dlamond'

Population mid-1995 (millions) 4.9 1,709 3,188 Life expectancy
GNP per capita 1995 (US$) 350 830 460
GNP 1995 (billions US$) 1.7 1,418 1,466 T

Average annual growth, 1990-95

Population (%) 3.0 1.3 1.8 GNP Gross
Labor force (%) 2.6 1.4 1.9 GN G

per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 46
Urban population (% of total population) 22 31 29
Life expectancy at birth (years) 52 68 63
Infant mortality (per 1,000 live births) 90 36 58
Child malnutrition (% of children under 5) 40 17 38 Access to safe water
Access to safe water (% of population) 36 77 75
Illiteracy (% of population age 15+) 43 17 34
Gross primary enrollment (% of school-age population) 107 117 105 -Lao PDR

Male 123 120 112 -Low-income group
Female 92 116 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) .. 2.4 1.5 1.7
Gross domestic investment/GDP .. 7.0 14.8 13.0 Openness of economy
Exports of goods and non-factor services/GDP .. 4.1 22.7 23.0
Gross domestic savings/GDP . 1.3 3.2 1.5
Gross national savings/GDP .. 0.6 4 0 2.0

Current account balance/GDP .. -4.1 -15.0 -11.7 Savings -^ Investment
Interest payments/GDP .. 0.0 0.0 0.0
Total debt/GDP .. 26.1 128.2 121.0
Total debt service/exports .. 12.2 7.7 8.9
Present value of debt/GDP .. .. 44.3
Present value of debt/exports .. .. 262.5 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Lao PDR
GDP .. 5.6 8.3 7.0
GNP per capita .. 2.5 5.0 4.6 Low-income group
Exports of goods and non-factor services .. 9.8 -19.3 6.7

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)
Agriculture .. .. 56.4 54.3 15i
Industry .. .. 17.8 18.8 10

Manufacturing .. .. 12.7 12.5 1
Services .. .. 25.8 26.9

Private consumption .. 89.9 86.0 88.6 90 91 92 93 94 95

General government consumption .. 8.8 10.8 9.9
Imports of goods and non-factor services .. 9.7 34.2 34.4 -GDI GDP

1975-84 1985-95 1994 1995 1
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. 3.5 8.3 4.9 so
Industry .. 108 10.7 11.4

Manufacturing .. 13.3 7.0 11.7 25

Services 5.5 5.5 8.5

Private consumption .. 6.6 9. 92 9 9 95

General government consumption .. -7.2 .. -

Gross domestic investment .. -0.2 .25
Imports of goods and non-factor services .. 5.8 11.7 10.5 -Exports ~Irports
Gross national product .. 5.8 8.3

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PFICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestlc prlces O

(% change)
Consumer prices 6.8 19.4 40

Implicit GDP deflator \

Government finance 20

(% of GDP)
Current revenue 9.7 12.5 12.6 0
Current budget balance -0.2 1.7 2.3 90 91 92 93 94 95

Overall surplus/deficit -6.7 -9.7 -9.2 -GDP det. -^CPt

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions VS$)
Total exports (fob) 300 348 7500

Timber 96 88
Electricity . 25 24

Manufactures 95 155 so 
Total imports (cif) 564 587

Food . . 105 116

Fuel and energy . . 21 31 2500I1I
Capital goods . . 146 189

Export price index (1987=100) 10 11 25 .. r
Import price index (1987=100) .. .. 9 a 0 91 92 93 94 95

Terms of trade (1987=100) .. .. .. .. oExports ltmports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (/)
Exports of goods and non-factor services 58 386 445 0 _ +
Imports of goods and non-factor services 138 625 661 99 90 91 92 93 94 950

Resource balance -80 -239 -217 s|

Net factor income -18 -2 -6
Net current transfers 0 10 22 ao L
Current account balance,

before official transfers -98 -231 -200
*15 

Financing items (net) 118 219 215
Changes in net reserves 7 -21 13 -14

-20 
Memo:
Reserves including gold (mill. US$) .. 25 158 191
Conversion rate (local/US$) 0.4 45.0 728.5 821.1

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) ComposItlon of total debt, 1994 (mill. USS)
Total debt outstanding and disbursed 44 619 1,970 2,069

IBRD 0 0 0 0 F G B
IDA 0 27 251 267 |4 " 251 C

Total debt service 6 7 13 16 47
IBRD 0 0 0 0 

IDA 0 0 2 2 168

Composition of net resource flows
Official grants 16 15 125 109
Official creditors 5 37 56 91
Private creditors I 0 0 0
Foreign direct investment 0 0 42 77
Portfolio equity 0 0 0 0 E

World Bank program
Commitments 0 0 84 84 A -IBRD E -Bilateral
Disbursements 0 6 45 31 B -IDA 0 -Other multilateral F -Private
Principal repayments o 0 1 1 C - IMF G -Short-term
Net flows 0 6 44 31
Interest payments 0 0 1 2
Net transfers 0 6 43 29

World Bank International Economics Department, September 1996
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T he Republic of Latvia lies on the eastern coast of The economy faced major strains in 1995 with the
the Baltic Sea. It has a 500-kilometer coastline, simultaneous emergence of a banking crisis and slip-
along which lie the ice-free seaports of Vent- page in fiscal policy.

spils, Liepaja, and Riga. Latvia has an area of about The banking crisis began with the failure of the
64,600 square kilometers. A little less than half the largest bank in the system and some smaller banks
country is arable. Woodlands cover almost 40 percent covering about 40 percent of the banking system's total
of the territory and are an important source of timber. assets. The main causes of the problem were poor man-
The country has very few other natural resources and agement, imprudent loans, and inadequate supervision.
imports all of its natural gas and oil, and half of its The government responded by enacting a more robust
electricity needs. Latvia has a population of 2.5 million legal regulatory and supervisory framework. The num-
people, with nearly one third living in Riga. Per capita ber of banks licensed for full bank operation was re-
GNP was $2,420 in 1995. duced and, with the interventions of the central bank to

Latvia's aspiration to reintegrate into Europe has restore stability in the foreign exchange market, confi-
driven its economic reform program. It has been the dence in the banking system improved.
foundation for a large degree of consensus and has Factors contributing to the fiscal deficit included
allowed the country to move ahead on stabilization and growing public sector wage payments, declining tax
transition to a market economy. Inflation has declined revenues, and rising tax arrears reinforced by the bank-
steadily since independence and there have been signifi- ing crisis, and the overall slowdown in the economy.
cant achievements in the key areas of structural adjust- Severe cuts in expenditures, mainly in investment and
ment. The fall in real GDP in 1992 and 1993 was maintenance expenditures, were forced by cash ration-
reversed with an increase of 2.2 percent in 1994. Real ing but could not keep pace with the fall in revenues. As
GDP remained stagnant in 1995, but is expected to a result, the fiscal deficit amounted to about 3.3 percent
experience a modest growth in 1996. of GDP compared with a planned deficit of 2.2 percent.

Efforts to strengthen fiscal performance in 1996 are

The Stabilization Program expected to improve the fiscal balance considerably.

Latvia launched a stabilization program in 1992, with Structural Adjustment
support from the IMF, and introduced its new currency,
the lat, in 1993. This allowed Latvia to pursue an inde- The pension system has been reformed and the govern-
pendent monetary policy and reap the benefits of pru- ment has made social benefits more effective for lower
dent fiscal policy complemented by incomes policy until income groups through better means testing. The pace
mid-1993. Average annual inflation dropped from 1,000 of privatization accelerated considerably with the estab-
percent in 1992 to around 25 percent in 1995. lishment of the Latvian Privatization Agency in 1994.

Exports continued to grow strongly in 1995. How- However, the slow progress in enterprise restructuring
ever, as a result of a surge in imports, the current account contributed to the persistence of high credit risk and low
(excluding official transfers) registered a deficit equiva- financial intermediation. The accumulation of arrears in
lent to about 4.3 percent of GDP. Given a sharp decline the energy sector slowed, due to a increases in tariffs and
in the capital account surplus, reflecting capital outflows more vigorous collection enforcement.
in the wake of the banking crisis, the overall balance of In 1996 the government accelerated the pace of pri-
payments swung into deficit, and official reserves de- vatization by transferring all enterprises to the Latvian
clined from 4.5 months of imports of goods and nonfac- Privatization Agency, including the shipping company
tor services at the beginning of the year to about 3 and the energy utilities. One of the most dramatic
months by the end of 1995. changes in the privatization program has been the deci-
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sion to allow foreign participation with the same access The new law on pensions, which introduces a multi-tier
as that accorded to domestic investors. The government pension system, allows for rationalizing pension contri-
has also substantially revised the laws on privatization butions and linking benefits to contributions.
and foreign investment, with a view to stimulating for-
eign direct investment. Foreign investors will be able to
participate in the privatization and development of for- P
merly closed industries such as mineral extraction, port The most likely scenario is a continuation of present
services, hunting, and fishing in Latvian waters. A new policy performance, with a commitment to economic
bankruptcy law has been submitted to parliament pro- stabilization, and a coherent structural reform program
tects the rights of secured creditors. Price and tariff with visible progress in privatization. Under this sce-
boards have been created to regulate tariffs for natural nario, GDP growth could approach 5 percent a year for
monopolies, particularly in the energy and telecommu- the remainder of the decade. In the short run, largely due
nications areas. With the regulatory framework in place, to the tightening of fiscal policy, the current account
private sector involvement in the economy is expected deficit is projected to narrow, and foreign direct invest-
to increase substantially. ment inflows are projected to remain strong. Strength-

The Bank of Latvia has established a record of inde- ening of fiscal policy reduces pressure on monetary
pendence. In parallel, privatization of the banking sys- policy. Further rationalization of public sector expendi-
tem has progressed rapidly. With the assistance of the ture would allow more effective spending on social
international community, the government enacted a services, basic maintenance, and investment. Competi-
more robust legal, regulatory and supervisory frame- tiveness in the traded goods sector appears to have been
work encompassing tighter regulations in areas such as maintained despite the pronounced real appreciation in
auditing, capital adequacy, and lending policies. By the exchange rate.
rigorously implementing this framework, the number of
banks licensed for full operations was reduced to 13 in External Debt
early 1996. from 57 in 1994.

Latvia has a comprehensive set of transfer mecha- External debt is projected to remain around the current
nisms to protect the most vulnerable groups. The main level of 9 percent of GDP. Debt service payments are
challenge facing Latvia is to design these benefits so projected to increase from 3 percent of total exports in
they are fiscally sustainable and do not reduce work 1996 to about 7 percent by the year 2000. Given the
incentives. As part of the continued reform of the pen- relatively low level of external indebtedness and the
sion system, the parliament adopted laws in 1995 cov- expectation of the pursuit of appropriate economic poli-
ering social tax, work injuries, sickness and maternity cies, Latvia's capacity to repay this external debt is
benefits, social assistance, and unemployment benefits, expected to remain strong.
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Latvia at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Latvla Asia Income Development diamond

Population mid-1995 (milions) 2.5 488 1,154 Life expectancy
GNP per capita 1995 (US$) 2,420 2,240 1,700
GNP 1995 (billions US$) 6.1 1,093 1,962

Average annual growth, 1990-95

Population (I%) -1.2 0.4 1.4 GNP Gross
Labor force (%) -0.8 0.6 1.8 p Grims

per ~-- primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban populatioro (% of total population) 73 66 56
Life expectancy at birth (years) 69 68 67
Infant mortality (per 1,000 live births) 16 23 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+)
Gross primary enrollment (% of school-age population) 83 97 104 i Latvia

Male 83 97 105 Lower-middle-income group
Female 82 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) .. .. 5.8 6.1 Openness of economy
Gross domestic investment/GDP .. .. 19.1 20.8
Exports of goods and non-factor services/GDP .. .. 46.5 38.9
Gross domestic savings/GDP .. .. 21.2 15.9
Gross national savings/GDP .. .. 15.7 16.5

Current account balance/GDP .. .. -2.1 -3.3 . Savings - Investment
Interest payments/GDP .. .. 0.3 0.4
Total debt/GDP .. .. 6.5 7.2
Total debt service/exports .. .. 2.1
Present value of debUGDP .. .. 5.6 ..

Present value of debt/exports .. .. 25.8 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Latvia
GDP .. 2.2 0.0
GNP per capita .. .. 2.1 1.2 Lower-middle-income group
Exports of goods and non-factor services .. .. 1.0 16.0

STRUCTURE of the ECONOMY

(% of GDP) 975 1985 1994 1995 Gro wth rates of output and investment (%)

Agriculture .. .. 9.4 9.8
Industry .. .. 31.4 33.1 

Manufacturing .. .. 20.0 19.2 so 91 9 94 95

Services .. .. 59.2 57.1 -40

Prvate consumption .. .. 58 7 64.0 -80 -

General government consumption .. .. 20.1 20.1 -GD1 GDP
Imports of goods and non-factor services .. .. 44.4 43.8

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. .. -15.6 0.0 30

Industry .. .. -4.6 -0.6 / {

Manufacturing .. .. -10.5 -5.8 o
Services .. .. 8.6 1.1 90 92 9 94 95

Private consumption .. .. 1.0 
General govemment consumption .. .. 1.0
Gross domestic investment .. .. 1.5 0
Imports of goods and non-factor services .. .. 30.0 13.0 -Exports - Imports
Gross national product .. .. 0.6 0.0

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1 975 1985 1994 1995 Inflation (%)

Domestic prices 1.000
(% change) 1 A
Consumer prices .. .. 36.0 25.0 75 -

Implicit GDP deflator .. .. -19.4 -15.1 500 /

Government finance 250

(% of GDP) 0-
Current revenue . .. 36.5 35.5 90 91 92 93 94 95

Current budget balance .. .. -0.6 -1.4 250

Overall surplus/deficit .. .. -4.0 -3.3 -GDP def -CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. .. 988 1,304 2,000
Food 96 139
n.a. . . . 1,900 

Manufactures .. .. 892 1,165
Total imports (cif) . .. 1,240 1,749 1ose--
Food . .. 45 66
Fuel and energy . .. 358 330 5 0*0i
Capital goods . .. 284 417

Export price index (1987=100) j p 0
Import price index (1987=100) .. .. .. 0 91 92 93 95

Terms of trade (1987= 100) F.Exports i Imports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services a/ .. .. 1,267 1,520 2
Imports of goods and non-factor services b/ .. .. 1,375 1,751
Resource balance .. .. -108 -231

Net factor income .. .. -56 -8 o 90 91 93 95
Net current transfers .. .. 39 36

Current account balance,
before official transfers .. .. -125 -203 .2

Financing items (net) .. .. 264 105
Changes in net reserves .. .. -139 98

Memo:

Reserves including gold (mill. US$) .. . 620 581
Conversion rate (local/US$) .. .. 0.3 0.4

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed .. .. 379 437
IBRD .. .. 45 55 G A

IDA .. .. 0 0 F 7 55

Total debt service .. .. 26 33 69
IBROD °2 3
IDA . .. 0 0

E
Composition of net resource flows 61

Official grants .. .. 19 18 c
Official creditors -- 60 23 c
Private creditors .. .. 14 44 160
Foreign direct investment .. .. 214 35
Portfolio equity .. .. 0 0 rD

World Bank program
Commitments .. .. 60 18 A -IBRD E -Bilateral
Disbursements .. .. 22 9 B- IDA D -Other multilateral F -Private
Pnncipal repayments .. .. 0 0 C-IMF G -Short-term
Net flows . .. 22 9
Interest payments . .. 2 3
Net transfers . .. 20 6

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
a. Exports of goods and net non-factor services. b. Imports of goods only.
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L ebanon, a prosperous upper-middle-income in major shortages of skilled workers, unemployment
country in the mid-I 970s. has been devastated by nevertheless is believed to be high, particularly among
15 years of turmoil as a result of violent civil urban youth. Nearly one-quarter of the population of 4

strife and military occupation. With the destruction of million has been displaced and now lives in unhealthy
nuch of the nation's infrastructure and productive assets shanty towns, or semi-destroyed and vacated buildings,
and dislocation of human capital atter an extended war, with severe overcrowding and inadequate housing
the reconstruction of the Lebanese economy is a daunt- quality. Urban poverty problems are especially press-
ing task, and is expected to take massive resource ing in Beirut. Public and social services are either
mobilization, capital investment, development of hu- non-existent or of poor quality, with only about one-
man resources, and rebuilding of institutions over a third of power capacity operating, water treatment and
protracted period oftime. sewage virtually nonexistent, and most schools and

Endowed with an enterprising population and a geo- hospitals damaged.
graphical location on the trade route between Europe
and the Middle East, but withi no mineral resource base Recent Economic Developments
and land that is difficult to cultivate, the Lebanese econ-
omy has long been oriented to services and light indus- Since the cessation of violent conflict in 1990, the gov-
try. Between 1950 and 1975 Lebanon's free market ernment has attempted to normalize economic condi-
economy expanded by about 6 percent a year, largely tions and begin economic recovery by arresting the
driven by the service sectors, which attracted business vicious circle of high inflation and rapid currency depre-
from surroundingoil-based economies. Traditionally'an ciation. Government policies geared toward this goal
open economy characterized by a large external sector met varying degrees of success over 1990-92: since a
and unrestricted capital mobility, Lebanon had achieved new govermiient took office in late 1992 the exchange
an export-oriented and privatc sector-led growth mainly rate has been stabilized and inflation reduced on a sus-
by developing international bankinig, transit trade, and taimed basis under an exchange rate-based stabilization
tourism and, to a lesser extent, through the export of policy.
manufactured and agricultural products. Following the end of hostilities after the 1989 Ta' if

The civil war had a severe impact on the socio-eco- Accord for National Reconciliation, the economy began
nomic conditions in the counitry. Damage to physical to recover. During 1991, activity took off in virtually
assets during the war period uwas estimated by the United ever' sector, spurred by large inflows of private capital,
Nations at $25 billion. All principal sectors ofthe Leba- and real G[)P rebounded by about 35 percent. following
nese econominy-phvsical and social itfrastructure, of- sharp declines over 1989-90. Inflation moderated and
fice and factory buildings, and hoLusilg -were affected. exchange rate stability was reestablished. However,
Damage is both a direct result of the war and the accu- these conditions were not sustainable beyond the short
mulated effects of a near total disruption in capital tern. Fconomic recovery and a real appreciation of the
investment and maintenance. Lebanon's per capita l.ebanese pound resulting from large inflows of private
GNP. about S820 in 1990, vas onlx about one-third of capital led to a sharp surge in imports, which left the
the 1975 level in real terms, and incoie iiequalities current account deficit at an unsustainably high level.
have been accentuated. The economic situation worsened in early 1992 as the

The impact of the civil war on social conditions has fiscal deticit widened significantly after the government
been equally grave. The loss in luiman resources has awarded a large retroactive increase in public sector
been considerable; apart from the tragic loss of lite and salarieh. This triggered a large outflow of capital, includ-
the disabling of hundreds of thousands of people. about inL a switch from pound to dollar denominated assets,
210,000 professionial and skilled Lebanese have sought and put pressures on the pound. Despite the attempt by
employment in other couLntries. While this has resulted the Banque du Liban to defend the value of the pound,

286



Lekbnon

the exchange rate depreciated, inflation accelerated, and ditures. All in all, the adverse impact is considered
GDP growth decelerated. temporary.

In October 1992 the appointment of a new govern- Exchange rate and price stability will be difficult to
ment inspired confidence, and triggered a significant sustain if fIundamental disequilibria. such as the external
inflow of capital. which reversed the depreciation ofthe and fiscal deficits persist. Beside the pressure on public
pound and substantially reduced inflation. In addition, finance due to the postwar needs for expenditures and
it enabled the central bank to replenish its reserves, and diminished revenue base, monetary and exchange rate
the government to switch from central bank credit to policies, geared towards stabilizing the exchange rate
treasury bills to finance its large deficit. Investor confi- through sterilized foreign exchange market interven-
dence continued to over 1993-94 as evidenced by large tion, have significant fiscal costs. The authorities con-
capital inflows and appreciation of the exchange rate. sider this fiscal cost an unavoidable price for exchange
The dollarization ratio, the ratio of foreign currency rate stability, which is a prine policy objective. Interest
deposits to total deposits, declined significantly as did payments on domestic debt, which stood at about 65
interest rates in 1994. Official reserves rose sharply in percent of GDP at the end of 1995, absorbed about
1994, reaching the equivalent of about 9 months of tw o-thirds oftotal revenues in that year.
imports in October. Inflation was stable at about 10 L.ebanon's external current account deficit is very
percent during much of 1993 and 1994 after declining highl. estinated at over 40 percent of' GDP in recent
from triple digit levels in 1992. years, financed in large part with capital inilows heavily

In 1995, however, investor confidence vas shakeni by concenitrated in short-terimi domestic and foreign-cur-
political uncertainties surrounding the presidenitial elec- rency liabilities. Given a low private saving rate, a large
tion. During the first three quarters of the year, the fiscal delicit due to expansion of current, as well as
Lebanese pound came under pressure and official re- capital, expenditures, and a continuing real exchange
serves declined sharply, reaching a level of about four rate appreciation resulting from the governmient's ex-
months imports at end-September. Although the resolu- change rate based stabilization policy, and a monetary
tion of the presidential term issue in October largely policy which is turning expansionary. Lebanon is very
dispelled political uncertainties in the near term and vulnerable to the possibility of' a sudden reversal of
Lebanon quickly recouped a large part of the reserve capital intlows. In addition, Lebanon's political situ-
loss, investor confidence continued to be susceptible to ation remains fragile. and any fiscal ad justment efforts
shifting expectations. Notwithstandinlg the loss of inves- this year needs to be made withlini the constraints set by
tor confidence, the exchange rate appreciated a little due an upcoming parliamentary election. All these condi-
to active central bank foreign exchange market iiterven- tions indicate that unless Lebanon quickly and deci-
tion. Monetary policy was expansionary as deficit fi- sivelv reverses the fiscal trend, and sends clear signals
nancing turned to money creation, exerling pressure on to the markets ol' its firimi commitment to fiscal adjust-
prices and balance of payments. The rate of' inflation ment, Lebanon will be susceptible to instability. The
accelerated somewhat to about I I percent. and the bal- government made considerable progress in fiscal adjust-
ance of payments turned to near equilibrium after a ment through 1993, but the deficit widened again in the
substantial surplus the year before. The recovery is still last two years.
patchy, with a growth rate of about 7 percent spurred '[he overall tiscal deficit declined from an average of
mainly by construction activity 17 percent over 1990-92 to 8 percent in 1993, reflecting

In 1996, the government's efforts for stabilization annumber of revenue measures taken in that year, includ-
and reconstruction have been impeded by the hostiii- inc a new valuation method for real estate taxes and a
ties in the South that lasted about f'ortnight in April doubling of power tarilfs and strict expenditure con-
and did some damage to infrastructure, disrupted eco- trols. However, in 1994, the overall fiscal deficit rose
nomic activity, and shook investor confidence. None- sharplN to 20 percent of GDP. Although revenues rose
theless, financial markets weathered the impact as t'ees and charges were raised substantially and tax
relatively well: domestic interest rates rose somewhat administration improved, with the revenues to GDP
but subsequently stabilized. and reserve losses were ratio rising from 10 percent in 1992 toan estimiiated 15
modest and were mostly recouped. The government percent in 1994, expenditures rose faster with the startup
issued a four-year Eurobond in May with a spread of 285 of'reconstruction activity and higher as wages and inter-
basis points above the US Treasury bond, a lower spread est payments, reaching an estimated 34 percent of'GDP.
than earlier eurobond issues. The growth is expected to In 1995, the delicit remained little chan,ged in relation
decelerate somewhat, and the government deficitwill be to GDI'. There was a general wage adjustment of 20
larger than earlier anticipated. But the exceptional ex- peicent and interest costs continued to rise. Gasoliie
ternal financing from Fl-ance, the Arab Fund, and the prices were raised to ol'set the wage increase. ACcustoms
World Bank will sufficientlv finianice the extra expen- reufori appiov -d ii mid-year included a market-ex-
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change-rate based valuation of imports and consolida- The restoration of fiscal balance-announced by the
tion and lowering of tariff rates, and was revenue-neu- government as one of its key objectives-will require
tral. drastic action through measures that both raise revenues

The government has initiated an ambitious National and contain the growth of current expenditures. Since
Emergency Recovery Program that envisages invest- reconstruction will lead to a sharp increase in the present
ments of $2.3 billion over a 1993-96, aimed mainly at low level of capital expenditures, the government is
rehabilitating infrastructure. During 1993 significant in- aware that a sharp further reduction in the current deficit
itial progress was made in launching the reconstruction is required in order to keep the fiscal deficit in check. To
program and improving public services. At the same this end, the 1996 budget introduces austere expenditure
time, the confidence that was created with the appoint- cuts, and attempts to balance the current primary balance.
ment of a new government and the measures it took to Reflecting this, the current deficit is expected to decline
reestablish economic stability triggered an initial recov- significantly. Nonetheless, the overall deficit will remain
ery in private investment. In addition to launching the little changed due to higher capital expenditures.
recovery program, The government has prepared an The government's economic recovery plan was de-
expanded public investment program under Horizon signed as a multi-sectoral operation, focused on remov-
2000 (1995-2007) that aims at capacity expansion of ing critical infrastructure bottlenecks, alleviating
infrastructure and social programs with greater partici- pressing social problems. and strengthening institutions.
pation of the private sector. The government has begun llorizon 2000 will involve the implementation of
major initiatives to expand physical infrastructure longer-term development strategies in the various sec-
through build-operate-transfer and other arrangements tors beyond the emergency needs. Given limited public
involving private capital and operations. sector capacity and the enormity ofreconstruction needs

The government envisages that Lebanon's recon- of Lebanon, private sector participation holds the key to
struction and development should be guided by private successful reconstruction.
sector initiatives as Lebanon's vigorous and dynamic Activities in the productive sectors in Lebanon have
private sector continues to be the country's main asset. traditionally been undertaken almost exclusively by a
However, in the initial stage of reconstruction, govern- strong private sector; government's main role has been
ment involvement is considered crucial to the restora- to create an enabling environment for private sector
tion of basic physical and social infrastructure, although activity and provide infrastructure. The industrial sector
the government foresees a major expansion of physical contributes about 20 percent to GDP and accounts for
infrastructure being undertaken jointly by the public and the bulk of merchandise exports. Except for oil refining.
private sectors. The role of the private sector is impor- industrv is entirely within the private sector. The sector
tant in view of the short-term f'iscal fragility and the suffered faced considerable war damage-close to 200
limited institutional capacity of the government. Leba- plants were destroyed in the heavy 1 989-90 hostilities-
non's traditional liberal and investor friendly policies and more importantly, a loss of its skilled work force.
provide a solid base for an expansion of private sector The lack of skilled workers and managers, as well as
activity and the Lebanese diaspora represents an impor- poor physical infrastructure and the virtual absence of
tant source of' entrepreneurial skills and capital re- medium- and long-term financing for working capital
sources. The governmient is aware that the regulatory and investment stand in the way of a sustained recovery
framework will need to be updated, in part to facilitate of the sector. Agriculture contributes about 10 percent
private investment for the provision of infrastructure of GDP and accounts for about 20 percent of merchan-
services, and capital market development for the trans- dise exports. Much of Lebanon's arable land (an esti-
formation ofresourcesto long-term investments. To this mated one-third of the territory) is marginal and the
end, the Beirut Stock Exchange was reopened in early country is a net importer of agricultural and food com-
1996 after a long hiatus during the civil war. inodities. The dislocation of production and marketing

The government is aware that above all, it is impera- facilities during the war resulted in a sharp decline in
tive to sustain confidence by vigorously pursuing agricultural exports (mainly fruits and vegetables). As in
macroeconomic stabilization measures. Moreover, gov- other sectors, the virtual absence of medium- and long-
ernment realizes that there is an urgent need to temnicredit,particularlyforsmallandmediumfannersand
strengthen public administration and macroeconomic agro-industries hampers a recovery of the sector.
management, and provide clear signals that Lebanon's
traditional policies of'non-interference with private sec- Soi InI
tor activities will be maintained. T'he government faces ocia ndicators
the need to undertake stabilization measures simultane- Before the protracted civil strife, Lebanon had a well-
ously with its reconstruction program to attract private trained population and labor force, with adequate health
and official financing for reconstructioa. facilities. Nevertheless, there was a general neglect of
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social concerns during the period of rapid economic required to rehabilitate physical infrastructure and un-
growth preceding the war, and the needs in health and dertake key institutional and policy reforms
education are now massive. A considerable number of After 15 years of war, real incomes have sharply
social services, especially in the health sector, are cur- declined and social conditions have worsened signifi-
rently provided by non-governmental organizations and cantly and the displacement of up to a quarter of the
are linked to the war situation. In the future, to a larger population from their homes represents a pressing social
extent these will need to be provided by the public issue. The government lacks information about the inci-
sector. Furthermore, as indicated above, all sectors of dence and concentration of poverty. Because ofthis lack
the economy, including public administration, suffer of information and of resources, the government has not
from a lack of skilled workers and managers. Social yet been in a position to address poverty issues directly.
sector ministries are inadequately staffed and are par- The elimination of the inflationary spiral through the
ticularly weak. government's stabilization program has benefited the

The Ministry of Health plays a relatively minor role poor in particular. Social assistance is provided by a
in the actual provision of services. With the reduced large number of non-governmental organizations, many
capacity of public hospitals due to war damage and of which concentrate their efforts on specific denomina-
insufficient funds for the rehabilitation and operation of tional groups. Moreover, the large flow of remittances
facilities, the health ministry directs most of its budget has mitigated poverty conditions. The government's
to an uncontrolled reimbursement of private sector (in- initial efforts have been concentrated at improving basic
cluding voluntary agencies) hospital services. The sub- services as part of the reconstruction program.
sidy program is poorly targeted and inadequately
monitored and controlled. The provision of primary Medium-Term Prospects
health care services is inadequate, and their delivery
currently consists of small dispensaries operated by a Sustainedeconomicstability,togetherwith political and
myriad of institutions and organizations. Overall, the social stability, will be a prerequisite for economic re-
government has little ability to control quality or enforce covery and sustained growth. The government faces the
standards in the health sector. Total enrollments in gen- ambitious task of reconstruction and maintaining stabil-
eral education declined during the latter part of the civil ity, and to lay the basis for private sector-led recovery
war, with an increasing share in enrollments for the of the Lebanese economy. The projected medium-term
private sector, which historically has played a signifi- scenario envisages major investments for reconstruction
cant role within the education sector at all levels. Private and significant external official and private capital in-
schools include institutions that are exclusively fee-pay- flows. Public debt and debt service would rise rapidly,
ing, and others that are state-subsidized but privately run reaching critically high levels in the medium term. Fis-
by welfare institutions. The public sector's share of cal sustainability could be compromised unless the gov-
enrollments ranges from about a quarter in vocational ernient forges ahead forcefully with prudent fiscal and
and technical schools to close to half in higher educa- debt management policies. The sizable amounts of both
tion. In the absence of reliable population data, it is official and private capital from abroad required for the
difficult to assess enrollment as a percentage of relevant reconstruction will materialize only with fiscal adjust-
age cohorts. Teacher training activities were essentially ment and sustained stabilization.
suspended in 1987 and in-service training has been On the assumption that important fiscal adjustment
conducted irregularly since that date; thus, while the take place, the primary balance should turn into virtual
overall pupil/teacher ratio in the public sector is appar- equilibriumby 2000. Government revenues are pro-
ently extremely favorable, teachers tend to be poorly jected to increase to 18 percent of GDP, while current
trained and localized shortages exist, mostly in rural expenditures are projected to decline to about 20 per-
areas. Enrollments in vocational and technical institu- cent. As the public investment program takes off, public
tions have been very' sensitive to security and economic capital expenditures should rise to an average of 7 per-
conditions. Technical curricula are not relevant to the cent of GDP during 1996-2000. Real GDP growth is
needs for trained labor, and there is a lack of suitable projected at an average of up to 7 percent over the same
instructors. The provision of higher education by the period.
public sector (the Lebanese University) expanded rap- Imports should increase substantially as reconstruc-
idly during the war, with an expansion of campuses in tion takes off and exports should rise steadily as overall
various parts ofthe country, but quality declined. Sector economic activity picks up. The current account deficit
policies and sector planning, management and admini- is expected to remain large during the reconstruction
stration will require wide-ranging reforms if the quality period, and Lebanon's total capital requirements in the
of education is to be restored to pre-war levels, and medium-term would amountto around $6 billion ayear.
substantial expenditures and technical assistance will be The bulk of this is expected to be available from private
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capital inflows, including return of the flight capital and financing required for the public investment program.
direct foreign investment. Despite the projected im- The public extemal debt to GDP ratio will rise to around
provement in fiscal performance, relatively sizable 15 percent and a public debt service to exports ratio to
amounts of external loans and grants would be required about 24 percent by 2000. Although these indicators alone
to finance the reconstruction of infrastructure during the appear manageable, the fiscal capacity to service the exter-
period of Horizon 2000. nal debt needs to be assessed in conjunction with domestic

public debt. Domestic public debt has risen rapidly in

External Debt recent years to the equivalent of about two-thirds of GDP
at end-1995. The total public debt, equivalent to about

Lebanon's external public debt stood at a relatively low three-quarters of GDP now and expected to rise further in
$1.3 billion at end-1995, equal to 11 percent of GDP. the medium term, is a cause for concern, which under-
The level of public debt is projected to increase three- scores the importance of rapid implementation of fiscal
fold to about $3.6 billion by 2000 because of the external adjustment and prudent debt management.
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Lebanon at a glance
M. East Lower-

POVERTY and SOCIAL & North middle-
Lebanon Africa income Development diamond'

Population mid-1995 (millions) 4.0 273 1,154 Life expectancy
GNP per capita 1995 (US$) 2,670 1,780 1,700
GNP 1995 (billions US$) 10.7 486 1,962

Average annual growth, 1990-95

Population (%) 1.9 2.7 1.4 GNP Gross
Labor force (%) .. 3.3 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 87 56 56
Life expectancy at birth (years) 68 66 67
Infant mortality (per 1,000 live births) 32 49 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) .. 82 78
Illiteracy (% of population age 15+) 8 39
Gross primary enrollment (% of school-age population) 115 97 104 -Lebanon

Male 117 104 105 Lower-middle-income group
Female 114 90 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) . .. 9.1 11.1 Openness of economy
Gross domestic investment/GDP .. .. 32.4 36.6
Exports of goods and non-factor services/GDP .. .. 8.9 9.6
Gross domestic savings/GDP .. .. -24.2 -19.1
Gross national savings/GDP .. .. -8.7 -6.6

Current account balance/GDP .. .. -41.0 -43.2 Savings Investment
Interest payments/GDP ,. .. 0.3 0.7
Total debt/GDP .. .. 18.8 23.7 .O,
Total debt service/exports .. .. 12.0 9.7
Present value of debt/GDP .. .. 20.3
Present value of debt/exports .. .. 120.8 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Lebanon

GNP per capita 7 8 6.5 Lower-middle-income group
Exports of goods and non-factor services .. .. 16.6 16.5

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)
Agriculture .. .. 7.2
Industry .. .. 23.7 

Manufacturing .. .. 16.6 25

Services .. .. 69.1 ..

Pnvate consumption .. .. 109.9 104.9 .2s - 91 92 93 94 95

General govemment consumption .. .. 14.5 14.1
Imports of goods and non-factor services .. .. 65.6 65.2 -GDI -,-GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%)
Agriculture .. ., . . 60

Industry
Manutacturing .. .. .40

Services
20

Private consumption .. .. -1.0 10.6 0 -
General govemment consumption .. .. 28.5 7.6 90 91 92 93 94 95

Gross domestic investment .. .. 67.6 4.5 .20

Imports of goods and non-factor services .. .. 13.3 13.0 -Exports ^ Imports
Gross national product .. .. 9.8 6.2

Note: 1995 data are preliminary estimates.
-The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 | Inflation(/)

Domastic prices 150

(% change)
Consumer prices .. .. 8.3 10.6
Implicit GDP deflator .. .. 8.3 10.6

Government finance so
(% of GDP)
Current revenue .. .. 14.6 16.8 o - 0 91 92 93 94 95
Current budget balance .. .. -11.2 -8.9 IG90 d1 9 93 94P9

Overall surplus/deficit .. .. -20.4 -18.3 -GDPdef. - CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and import levels (mill. USS)

Total exports (fob) .. .. 737 982 7nrO
Other agriculture .. .. 251 296
Fuel 7*.
Manufactures 413 601 5.00 

Total imports (cit) 5,541 6,721

Food . .. 1,441 1,748 2 1 15u0

Fuel and energy . .. 302 354 20
Capital goods . .. 1,044 1,800

Export price index (1990=OO) .. .. 114 119
Import price index (1990=100) . .. 113 120 89 90 9 92 93 94 95
Terms of trade (1990=100) . .. 101 99 jExports El Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)
Exports of goods and non-factor services . .. 817 1 073 94
Imports of goods and non-factor services .. .. 5,990 7,266
Resource balance .. -5,173 -6,193 {
Net factor income .. .. 437 503 -25
Net current transfers .. .. 987 881

Current account balance, IL i L
before official transters .. -3,749 -4,809 4t0

Financing items (net) * 4,880 5,065
Changes in net reserves .. .. -1.131 -256

Memo: I

Reserves including gold (mill. US$) 2,494 4,089 7,419 8,105
Conversion rate (local/lUS$) . 1,680.1 1,622.4

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 46 870 1,714 2,640 A

IBRD 16 36 64 113 0113 D
IDA 0 0 0 0 3 as E

Total debt service 11 126 184 181 230
IBRD 3 7 8 11
IDA 0 0 0 0

Composition of net resource flows G
Official grants 9 54 96 125 1339
Official creditors -3 6 -13 118 F
Private creditors 0 -30 -2 783 873
Foreign direct investment 0 7 7 35
Portfolio equity 0 0 1 36

World Bank program
Commitments 0 0 77 146 A- IBRD E -Bilateral
Disbursements 5 4 27 51 B -IDA 0 -Other multilateral F -Private
Principal repayments 2 4 4 4 C-IMF G -Short-term
Net flows 4 0 23 47

interest payments 1 3 4 7
Net transfers 3 -2 19 40

World Bank International Economics Department, September 1996
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Lesotho

L esotho is a small landlocked country largely de- regime that took control in 1986 improved Lesotho's
pendent on South Africa for trade. About 40 strained relations with South Africa, and in October
percent of GNP derives from remittances. Nearly 1986 signed the treaty launching the Lesotho Highlands

40 percent of the male labor force is employed in South Water Project. The regime was responsible for a further
Africa's mines, and 54 percent of households are headed deterioration in the fiscal balance because of an impru-
by women. While official labor statistics are sketchy and dent rise in military expenditures. By 1988 the deficit
unreliable, Lesotho suffers from high levels of un- and reached 20 percent of GDP, or 10 percent of GNP.
underemployment. Approximately half of Lesotho's However, increased donor presence in Lesotho-espe-
population is poor and slightly over a quarter are ex- cially after the imposition of financial sanctions against
tremely poor. Poverty is disproportionately high in rural South Africa in 1985 and the mounting influence of a
households and among those dependent on the informal reformist group of technocrats within the government,
sector. Lesotho maintains a fiscal surplus, with about led to a government decision to adopt a structural adjust-
half of government revenues derived from Southern ment program.
Africa Customs Union revenues. Economic growth is
driven by the Lesotho Highlands Water Project, the Recent Political Developments
service sector, and a small, but quite rapidly expanding
export industry. Agriculture contributes only about 5 Constitutional reform in South Africa brought pressure
percent of GNP, while 95 percent of officially marketed to bear on the military to restore democratic govern-
staple foods (mainly maize) is procured from South ment, and in March 1993 the Basotho Congress Party
Africa. won all 65 seats in elections to the lower house of

Lesotho's emergence as a labor reserve for South parliament, making Lesotho effectively a one-party de-
Africa has exposed it to the long-term consequences of mocracy. The fragility of the democratic process was
South Africa's economic policies. Slow growth in the exposed by mutinies in the ranks of the defense force,
inward-looking and capital-intensive South African by police and teacher strikes, and a palace-led coltp
economy has meant a general decline in employment d'etcit in August 1994, which was reversed a month
opportunities, with negative consequences for Lesotho later. In February 1996 Prince Letsie David Mohato was
given its historic dependence on labor migration. The sworn in as Lesotho's king following the sudden death
high degree of protection granted South African indus- of his father King Moshoeshoe II. These preoccupa-
try-parastatal and as private-against international tions. and the inexperience of the new government and
and domestic competition has stifled development of a parliament resulted in an extended hiatus in the govern-
diversified productive base in Lesotho. The inefficien- ment's efforts to define an economic strategy to reduc-
cies associated with the overly capital-intensive and ing unemployment and deal with serious problems of
uncompetitive production of basic consumer goods and implementation capacity.
services in South Africa have hurt Basotho consumers,
the poor in particular. And the labor recruitment policies Recent Economic Performance
followed by the South African mines have had devastat-
ing effects on family structure in the recruitment areas. The government has prepared eight successive policy

During the 1970s and 1980s Lesotho's response to framework papers that set out a macroeconomic frame-
these policies was to adopt an import substitution strat- work and reform program, supported the IMF. The ad-
egy for basic consumer goods and services. A key ele- justment program triggered by the fiscal imbalance was
ment of that strategy was the creation of parastatals and designed to reduce Lesotho's vulnerability to exogenous
public companies, which became a drain on the govern- shocks and set up a macroeconomic and policy frame-
ment's resources while crowding out private investment work that would encourage private sector development
and unnecessarily raising consumer prices. The mnilitary and the productive use of Lesotho's substantial revenues
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from the Highlands Water Project. While the external 16,000 people. Manufacturing exports are expected to
balance was threatened by the decline of migrant worker grow a minimum of 20 percent a year (in dollar terms)
remittances and import revenues, the scope for correc- over the medium term.
tive exchange rate and monetary policies was limited
given Lesotho's membership in regional customs and Social Indicators
monetary unions. The only significant short-term means
for correcting the imbalance required reducing public In the past ten years Lesotho has made marked progress
expenditures and increasing revenues. in human resource development. Mortality rates are

The stabilization measures were successful. The fis- falling, and over 70 percent of 6 to 12-year-olds are
cal deficit, after grants, of 10.3 percent of GNP in 1988 enrolled in primary school, where a free midday meal is
was reversed into a surplus of 3.2 percent of GNP in provided. A solid core of social infrastructure exists,
1995-while the fiscal deficit before grants was reduced exemplified by the wide network of schools and clinics.
from 14.3 percent to 0.4 percent of GNP. The rate of However, these impressive advances are threatened by
inflation, currently estimated at less than 10 percent. is management and manpower deficiencies, population
decelerating, mirroring the trend in South Africa. Fi- pressure and the future cost of epidemic diseases
nally, the external current account deficit was reduced (mainly AIDS-related). Education is in dangerofdeclin-
from 7 percent of GNP to 1.8 percent (excluding the ing just at a time when the country needs a rapid expan-
water project), and foreign exchange reserves were built sion of skills to respond to the demands of economic
up from less than six weeks to over five months of diversification and emerging employment opportunities
regular imports. The overall balance of payments went in the region. Inequitable health cost recovery policies
from a deficit of SDR3.9 million in fiscal 1988 to a need to be modified-a flat fee applies to all-and
surplus of about SDR64.1 million in fiscal 1995. bottlenecks in planning, finance and training removed.

Anotherpositive change was the impressive perform- Lesotho's already higih dependency ratio is in danger of
ance of manufacturing exports. driven by the inflows of worsening even more if fertility does not fall rapidly,
foreign private investment of Last Asian or South Afri- and measures to prevent sexually transmitted diseases
can origin attracted by the improved macroeconomic such as AIDS are not expanded.
framework, intensive investment promotion efforts, Le- While Lesotho's social indicators are ahead of many
sotho's attractive labor wage rates and productivity, and of its African neighbors, they remain much worse than
preferential access to export markets through the Lome those of noni-African countries with similar per capita
Convention and the General System of Preferences ap- GNP levels, and there remains considerable scope for
plicable to low income countries. In the first half of the improving the quality of life of the Basotho people.
1990s, despite the political disturbances, exports in- Lesotho's demographic poverty profile shows high pro-
creased in real terms at an average of over 25 percent a portions of people classified as poor and very poor-49
year, albeit from a small base. T his export boomlet was and 26 percent, respectively, in 1993-and high levels
caused by sharp rises in garments, footwear and light ot income inequalitv. About 54 percent of households
manufactures, which now account for over 80 percent in rural areas, where 80 percent of the population lives,
of total exports arid provide emiiployment for about are poor; this is double the urban average, and marked

The Lesotho Highlands Water Project export revenues, 14 percent of public revenues and
about 3 to 5 percent of annual GDP. Revenues will

The Lesotho Highlands Water Project will gener- be deposited into a development fund, and the gov-
ate hydropower and transfer water to Gauteng, the ernment is applying advance revenues to labor-based
water-short economic heartland region of South Af- poverty-focused projects including 748 kilometers of
rica under a 1986 treaty between the two countries. rural roads, 125 small water supply and irrigation
Its first phase is estimated to cost about $2.5 billion. dams, and 33 foot-bridges in this year's budget. The
Water is expected to start flowing in early 1998. royalties are equal to 56 percent of the cost savings
South Africa bears the full cost and associated debt realized by South Africa, with the balance passed on
of the water transfer portion of the project, which is to the South African water users through lower water
financed mainily through contractor-arranged export tariffs. In addition to royalties, Lesotho benefits from
credits and commercial tinance. In addition South roads. clinics, telecommuniication facilities and about
Africa will pay some S55 million a year in royalties 3,000 jobs. Initial design has started for the project's
to Lesotho. Between 1990 and 2044 these royalties second phase, projected to cost about $1.5 billion.
are expected to account for 25 percent of Lesotho's
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by greater severity. Of the poor population, 90 percent based on foreign direct investment-in particular of
live in rural households. Because of the long tradition of East Asian origin-is double-edged. Employment has
Basotho men leaving to work in South African mines, increased substantially as the sector has sustained real
women head 54 percent of all households. Many chil- growth rates of over 20 percent a year over the past
dren suffer malnutrition severe enough to inhibit their decade. But civil unrest in the early 1990s was fueled by
cognitive development. Boys suffer more than girls, resentment against Chinese taking over certain eco-
partly because even young rural boys are sent to help nomic activities, such as small stores, considered to be
tend livestock instead of going to school, and hence also the realm of local entrepreneurs. The sustainability of
miss out on the free meals provided there. reforms is also threatened by lack of progress in civil

Lesotho's import ban on wheat and maize flour to service reform. This has resulted in declining working
protect domestic processing and production of basic conditions for professionals, such as highly skilled pub-
food grains has clearly hurt the poor without bringing lic sector employees, nurses and teachers, many of
the goal of national food self-sufficiency closer. Only whom are migrating to South Africa. Higher salaries
15 percent of national food consumption is home grown. paid across the border are not the only cause, as a
Driving up the price of food is an oligopoly of three perceived lack of prospects and recognition of etfort are
large-scale mills (one of which is a trading account of also important factors.
the Minihistry of Agriculture), which import over 95
percent of their grain from South Africa. Domestic mo-
nopoly profits and inefficiencies are added to the import
price of South African grain-wvhich itself includes a A set of macroeconomic assumptions shows an econ-
premium to finance the dumping of South African grain omy growing at above 7.5 percent a year during the next
on the international market-turning the system into a decade. But these assumptions are greatly affected by
regressive tax on the poor. The high relative price of Lesotho's extreme exposure to developments in South
food also iihibits the diversification of'agriculture away Africa, including the outcome of on-going Customs
from maize, in which Lesotho has no comparative ad- Unioni negotiations, the granting of residential status to
vantage, toward vegetables and hligh-value, labor-inteni- Basotho miners, and adversarial labor relations. A
sive export crops. These include asparagus, apples, and worst-case scenario would consist of the elimination of
cherries, in which Lesotho's alpine climate holds a re- the non-duty component of the Customs Union pay-
gional comparative advantage. ments made by South Africa to Lesotho. a substantial

During the adjustment period, stabilization measures loss of Basotho mineworker remittances, and a failure
were successful, but economic growth was uneven and to sustain the current high levels of export growth due
structural reformis slipped considerably. The reforms to a loss of Lesotho's labor cost advantage: under these
envisaged in the adjustment program were intended to assumptions the economy would plunge into recession
promote growth and expand employment opportunities, and fiscal crisis.
while continuing to strengthen the fiscal and balance of This extreme exposure suggests that Lesotho's eco-
payments positions. These included privatization and nomic strategy to cope with external shocks should be
parastatal reform, and improvinig land management and based on carefully managed reserves, the ability to re-
tenure systems to improve productivity in agriculture. spond flexibly and expeditiously to change, and allow-
Other supporting structural measures sought to increase ing only a bare minimum of distortions in the basic
outlays and improve efficiency in the use of funds for economic markets for capital and labor. For lIesotho,
social services, encourage capacity building in the civil strategic options for reducing its vulnerability include
service-with emphasis on financial management and maintaining a conservative fiscal stance, moving toward
personnel training-and promote sound environmental closer economic integration with South Africa. remain-
management practices. During the eight years of adjust- ing competitive in a more open international trade re-
ment structural refonni was slow, essentially' following a ginie, and drought-proofing the economy.
gTeneral trend of declining civil service performance the, Lesotho's macroeconomic policy instruments are
although some advances were made in budgetary manage- largely limited to the creation of substantial financial
ment and in the environment for private investment. r eserves by reducing government expenditures and care-

Progress with structural reform has been hampered f'ully planning the investment of Highlands Water Pro-
by entrenched interests, with larger cattle herd owners. ject revenues; a strong case can be made for initially
for example, taking advantage of open access to grazing investing a substantial part of those revenues overseas
lanlds. Trade protection has favored capital-intensive to hedge against a worst case scenario.
parastatals and private enterprises: withdrawal of thiis Over 90 percent of Lesotho's imports come from
protection would expose those that are inefticient. The South Africa. Customs Union revenues, collected as
success ofLesotho's small but thriving industrial sector duties on imports by the South African government,
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provide almost half of Lesotho's government revenues. sotho's efficiency wage is about half South Africa's.
In any given year about 140,000 men (or 40 percent of Hence, Lesotho should remain an attractive investment
Lesotho's male labor force) are employed in South for South African and other foreign firms if it actively
Africa. Migrant earnings constitute about 40 percent of defends its competitiveness (mainly through keeping
Lesotho's GNP. The transformation of South Africa's wages competitive, and improving labor relations, vo-
industrial structure will inevitably affect Lesotho. The cational and technical training, and utility services)
declining profitability of the gold mining industry has while rapidly expanding its overseas exports and target-
led to a significant reduction in the overall work force, ing those niches in the South African economy in which
and further retrenchments are possible. At the same it holds a comparative advantage.
time, new skills are needed in manufacturing and service The latest droughts hit the economy in 1992-93 and
industries. South Africa's willingness to give resident 1994-95, and resulted in high food expenditures and
status to foreign miners is a mixed blessing for Basotho: imports. Improved water resource management is cru-
while the reunification of entire families in South Africa cial, and could entail the construction of more small and
eases population and employment pressure in Lesotho, medium-sized dams under a substantially expanded
villages that depend on miner remittances would be hard public works program. Carefully managed financial re-
hit (and many more people would be left poor), and serves which can be quickly mobilized to protect vul-
government would feel the loss of import revenues nerable groups will go a long way to minimize the risks
(because remittances account for such a large share of of natural disasters. Finally, the recent liberalization of
national income). Whatever the impact, greater labor South African agricultural markets has already im-
mobility and investment across a range of industries and proved food security in that country through lower con-
skills is likely to result from integrative forces now sumer prices and increased reliance on international
evident in the region. If an economic resurgence occurs grain trade, in particular during periods of drought.
in South Africa, and the South African economy contin- Lesotho would achieve the same result if it were also to
ues to liberalize and open up to international markets, it deregulate the grain market.
could be in the best interests of Lesotho to further
integrate with the South African economy into an eco- Development Objectives
nomic union, with free movement of capital and labor.

Lesotho's international export boomlet has contin- Lesotho's democratic government came to power with
ued unabated despite political turmoil. In 1995 four new a political and social vision deeply rooted in the princi-
export firms and two expansions of existing firms added ples of participatory democracy and a concern for the
another 4,000 new jobs. Lesotho's garment industry is high levels of poverty and unemployment in the country.
already internationally competitive, exporting as much The government has a vision of a mixed economy char-
to the United States market as South Africa's less effi- acterized by government participation in essential serv-
cient and subsidized textile industry. And because the ices and minimum intervention in priority sectors of the
United States failed to negotiate new textile quotas with economy. There is a strong commitment to keep
Lesotho before the creation of the World Trade Organi- macroeconomic stability, to meet basic needs, to create
zation, any new quotas will have to be agreed under employment, to encourage private sector development,
WTO rules, which makes their imposition more unlikely to offer strong support to Basotho entrepreneurs in all
than before. A rapid expansion of Lesotho's overseas sectors of the economy, and to continue privatizing
export industry seems entirely possible, although an those government activities that can be done more effi-
element of uncertainty is that the new South Africa will ciently by the private sector.
be able to negotiate special trade status with the United The government has also taken clear ownership ofthe
States and the European Union. This, in combination basic principles of the structural reform agenda. inher-
with the lifting of international sanctions against South ited from its predecessors. reasonable Its commitment
Africa, could prompt some industries to relocate to to fiscal prudence was severely tested when it had to
South Africa, although there are uncertainties on the reverse an earlier, mistaken decision to nearly double
South African side too, given the high levels of labor the salaries of the country's 15,000 teachers. The com-
union activity there. mitment to privatization was reaffirmed when the long-

Expanding the export base and creating more link- awaited passing of the Privatization Act (which was
ages with the local economy are two key components of essential to launch the process of privatization) was
a strategy to deal with regional economic shocks. Export finally achieved after long, but constructive, debates in
firms are attracted to Lesotho's mainly because its labor both houses of parliament.
cost competitiveness compares favorably with South Democratic decentralization is high on the govern-
Africa and other regional competitors-Botswana, ment's agenda, and is being achieved through estab-
Swaziland and South Africa's fonner homelands-Le- lishing democratic structures at the level of local
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government, consisting of councils at district, ward and future revenues from the Highlands Water Project. The
village levels; the first ever secret-ballot elections to program has already approved the construction of over
village councils were held in August 1995. To improve 700 kilometers of rural, unpaved roads and 125 village
local development planning and implementation capac- dams, covering nearly all 65 constituencies. About half
ity, members of parliament from five constituencies are of these projects are under execution, with technical
working with UNICEF to start a process of locally plans prepared by line ministries and private contrac-
driven priority setting, development planning, and exe- tors, and locally elected comniittees overseeing the work
cution of micro-projects at the community level. The and rotating local labor groups (the majority of whom
government plans to expand this program to all 65 are women) employed at the minimum wage.
constituencies. The government clearly sees the need for a funda-

This expansion will enhance the operations of the mental change in economic strategy to cope with the
recently launched labor-intensive, community-based fast-changing regional relationships. Its 1996 Strategic
public works program, financed by the Development Economic Options Report is helping government forge
Fund- the receptacle for a major share of current and consensus around a home-grown economic strategy.
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Lesotho at a glance
Sub- Lower-

POVERTY and SOCIAL Saharan middle-
Lesotho Africa Income Development diamond'

Population mid-1995 (millions) 2.0 589 1,154 Life expectancy
GNP per capita 1995 (US$) 770 490 1,700
GNP 1995 (billions US$) 1.5 289 1,962

Average annual growth, 1990-95

Population (%) 2.3 2.8 1.4 GNP Gross
Labor force (%) 2.9 2.8 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 23 31 56
Life expectancy at birth (years) 61 52 67
Infant mortality (per 1,000 live births) 42 92 36
Child malnutrition (% of children under 5) 21 .. .. Access to safe water
Access to safe water (% of population) 45 47 78
Illiteracy (% of population age 15+) 29 43
Gross primary enrollment (% of school-age population) 98 71 104 -Lesotho

Male 90 77 105 Lower-middle-income group
Female 105 64 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GNP (millions US$) 270.0 478.0 1,310.0 1,524.6 Openness of economy
Gross domestic investment/GNP 10.4 25.6 56.3 60.3
Exports of goods and non-factor services/GNP 7.3 6.6 10.0 14.4
Gross domestic savings/GNP -39.0 -40.1 -9.0 -6.1
Gross national savings/GNP 6.1 8.2 26.6 33.0

Current account balancelGNP -7.8 1.4 -32.9 -30.7 Savings Investment
Interest payments/GNP 0.1 0.9 0.8 0.9
Total debtVGNP 5.2 36.7 45.8 42.1
Total debt service/exports 0.7 5.2 4.5 4.9
Present value of debt/GNP .. .. 26.7
Present value of debt/exports . .. 52.6 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Lesotho
GDP 4.9 7.0 17.5 10.0
GNP per capita 2.8 1.1 4.6 7.3 Lower-middle-income group
Exports of goods and non-factor services 6.7 9.9 17.1 12.6

STRUCTURE of the ECONOMY

(% of/GDP) 1975 1985 1994 1995 [ Growth rates of output and investment (%)
Agriculture 32.5 21.5 13.7 10.1 g

Industry 13.2 29.6 45.8 55.5 \
Manufacturing 5.7 11.1 16.6 18.1 25

Services 54.2 48.9 40.5 34.4
0

Private consumption a/ 83.7 74.7 56.1 59.0 90 91 92 93 94 9S

General government consumption a/ 10.7 17.1 18.4 16.2 G -- GDP
Imports of goods and non-factor services a/ 56.7 72.2 75.3 80.9 - Dl

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
Agriculture -4.9 -1.2 46.0 -31.3 20

Industry 11.4 13.8 22.0 13.0
Manufacturing 15.9 10.1 12.9 1.5 10

Services 6.9 5.4 6.7 12.4

Prvate consumption 3.1 -2.0 -9.9 5.9 -10
General govemment consumption 16.6 4.5 7.0 10.5
Gross domestic investment 8.3 16.0 31.0 12.1 -20

Imports of goods and non-factor services 5.5 3.9 5.0 9.9 -Exports Impons
Gross national product 5.5 3.6 7.0 9.7

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. It data are missing, the diamond will

be incomplete.

298



Lesotiho

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Infltion (

Domestic prices
(% change) 20 T2
Consumer prices 14.2 .. 7.1 9.2 i5 +
Implicit GDP deflator 30.5 16.9 8.1 79 i

Government finance L5 

(% of GNP)
Current revenue . .. 29.1 31.9 °
Current budget balance .. .. 12.5 11.6 90 91 92 93 94 95

Overall surplus/delicit . .. 3.2 2.7 -GDP def -4-CPI

TRADE

(millions Ut1975 1985 1994 1995 E and Impon levels (mill. USS)
Total exports (fob) .. 22 136 168 1,S00

Diamonds .. .. 5 7

Live animals . 9 11 .
Manufactures . 2 39 43 1,000

Total imports (cif) 335 1,045 1,168
Food . 66 297 328
Fuel and energy 6632 195 216
Capital goods 56 323 368

Export price index (1987=100) 68 32 3 Ir
Import price index (1987=100) 95 .9 90 1 92 93 94 95

Terms of trade (1987=100) .. 72 .. Exports imports

BALANCE of PAYMENTS

(millionsUS$)1975 1985 1994 1995 balance to GDP ratio (%)

Exports of goods and non-factor services 26 39 174 210 9° 90191 92 9T 3, ' _94
Imports of goods and non-factor services 171 343 1,055 1,179 s
Resource balance -145 -304 -881 1969 |II

Net factor income 123 249 435 451 -20

Net current transfers 1 62 15 50 _I

Current account balance, 30
before oflicial transfers -21 7 -431 -468

Financing items (net) 22 14 850 687 40
Changes in net reserves -1 -21 -419 -219 Li
Memo:
Reserves including gold (mill. US$) 44 373 588
Conversion rate (local/US$) 0.7 2.2 3.5 3.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(mi/lions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 14 175 600 642

IBRD 0 0 42 54 F G A
IDA 8 62 143 153 16

Total debt service 1 19 30 37 E

IBRD 0 0 3 3 83
IDA 0 1 2 2 B

153

Composition of net resource flows
Official grants 17 45 46 70
Official creditors 4 35 40 41 \
Private creditors 0 -6 -5 -3 c
Foreign direct investment 0 5 19 23 40

Portfolio equity 0 0 0 0 252

World Bank program
Commitments 0 4 72 1 1 A -1BRD E -Bilateral
Disbursements 2 8 20 20 B - DA D -Other multilateral F -Private
Principal repayments 0 0 1 1 C - IMF G -Short-term
Net flows 2 8 19 19
Interest payments 0 1 4 4
Net transfers 2 8 15 15

World Bank International Economics Department, September 1996
a. Percent of GNP.
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Lithuania

L ithuania was left at independence with diverse place since April 1994. The litas is pegged to the dollar
remnants from 50 years of central planning and at $0.25. Overall, the currency board eliminates discre-
integration with the countries of the Former So- tionarv monetary policy, creates a supportive environ-

viet Union (FSU). During those decades, Lithuania ment for fiscal measures to be effective, and helps to
experienced rapid industrialization, developing its ma- consolidate and build on the stabilization achievements.
jor industries of machine building, metal working, The current account result (excluding official trans-
textile, leather and wood processing, and agro-process- fers) has shifted from a surplus of about $60 million in
ing, all of which produced exports, primarily for the 1992, to a deficit of about $252 million in 1995, as
Soviet bloc. In various productive activities, the facili- external resources have become available to finance
ties built to meet this large demand now suffer from imports, partly for investment. Meanwhile a continuous
overcapacity. While Lithuania does not have abundant shift toward trade with the West has been occurring.
natural resources, it has a highly skilled work force and
relativelv well developed infrastructure. In 1995 Lithu- Structural Reform Efforts
ania's population was about 3.7 million, with a per
capita GNP estimated at about $2,050. Progress in the key areas of structural reform through

Lithuania has embarked on a reform program aimed price and trade liberalization, privatization, establishing
at reorienting its economy from a centrally planned to a a legal framework for private sector activities, financial
market system. Progress toward this goal has been sub- sector reform, and developing a social safety net has
stantial, if not always sniooth. Having had one of the been mixed. Reforms have proceeded rapidly in certain
highest living standards in the former Soviet Union, areas, such as mass privatization of housing and indus-
Lithuania's GDP fell by more than half immediately trial enterprises, and slowly in others, such as state-
after independence. Economic reforms began in fiscal owned bank restructuring.
1 991 in an environment of declining output and deterio- Enterprise reform and private sector development in
rating terms ol' trade, imposing severe hardships on the Lithuania have been models of reform in some respects,
population. Over time, the economic situation im- but have lagged behind in others. The privatization
proved. Average annual iiflation, which rocketed to program, initiated soon after independence, has been
about 1,020 percent in 1992, fell to about 30 percent in quite successful in transferring assets into private hands.
1995. Real GDP is recovering and is now estimated to Housing privatization is virtually complete; nearly all
have grown by about 3 percent in 1995. small businesses, and some 60 percent of industrial

The government has been broadly committed to mov- enterprises, have been privatized through a voucher
ing to a full market economy, while it aims to soften the program. In addition, a program of enterprise sales for
social impact of adjustment during the transition proc- cash has recently initiated. Land and farm privatization
ess. Despite rising fiscal pressures (which are expected has also had significant results, with almost 40 percent
to continue due to growing social, bank restructuring, of arable land now privately cultivated. On the whole,
and other extraordinary expenditures) strict fiscal disci- new private sector activity is gradually growing, and is
pline has been maintained. Combined with tight credit, absorbing a considerable amount of the work force.
this brought the monthly inflation rate down to low Commercialization of the remaining public and quasi-
single digit figures. Except for sonie brief, temporary public enterprises and services has progressed relatively
price hikes, related mainly to energy price increases and slowly.
the introduction of VAT, inflation has remained in the Pricing and trade regimes have been liberalized over
range of I to 2 percent per month in first quarter of 1996. the past three years. Nearly all non-agricultural prices

Lithuania's national currency, the litas, was intro- reached world market levels early in the transition. A
duced in June 1993. and monetary policy has since then new trade regime was adopted in July 1993. With some
been tight. A currency board arrangement has been in exemptions in the agricultural sector, most import tariffs
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Lithuania

are below 10 percent, with virtually no non-tariff barri- of integration into the EU, Lithuania's overall growth
ers. Export licensing, export quotas, and export bans and development prospects are good. Despite a risk that
have been abolished (with the exemption of timber and popular pressures could lead to backtracking, structural
raw hides). Agricultural import tariffs are to be gradu- reform is likely to continue its course. That is, there will
ally reduced from their current 27 percent average to 10 likely be a continuation of consistent macroeconomic
percent in September 1997. stabilization; gradual, though at times mixed, progress

Restructuring of the financial sector had been pro- with structural reforms; and a gradual strengthening of
gressing slowly but has recently gained some momen- implementation capacity. In particular, if the banking
tum in the light of mounting problems in the banking restructuring is successfully completed and interest
industry. With support from the international commu- rates start to decline, inflation is expected to drop close
nity, the government is attempting to solve the banking to Western European levels of about 6 percent a year
system's operational and under-capitalization prob- toward the end of the decade. Real GDP growth will
lems, and eliminate the real sector distortions and im- continue to improve, although adjustments in the bank-
balances that contribute to bank capital erosion. A broad ing industry are likely to dampen growth momentum.
banking sector restructuring plan will focus on a major Growth is expected to stabilize at about 5 percent in the
bank recapitalization and privatization effort, and an medium and long term.
enhanced regulatory framework and enforcement capa-
bilities for banking supervision and bank corporate gov- External Debt
ernance.

The government is also developing a budget-consis- On the grounds that it does not consider itself a succes-
tent, efficient, and equitable social safety net. Poverty is sor state of the Soviet Union, Lithuania has rejected any
increasing particularly among the rural population, in a responsibility for debts outstanding at the time of re-es-
country which had been accustomed to one ofthe higher tablishing its independence. The total medium- and
living standards in the Soviet bloc. The government long-termi debt stock at the end of 1995 amounted to
intends to separate social assistance and social insurance about S827 million, corresponding to some 30 sovereign
programs. A pension law passed in 1994 aims at provid- loans. The Lithuanian government sold a $60 million
ing retirees with pensions sufficient to keep them out of international bond issue on the Eurobond market in
poverty, while discouraging early retirement and abuse 1995. Lithuania's medium- and long-term debt stock is
of disability provisions. Unemploynient insurance has expected to more than double (to $2.1 billion) by the end
been restructured to cope more effectively with the of the decade. Indebtedness, however, will remain man-
expected rise in open unemployment. ageable: due to the country's initial low debt position,

total debt outstanding will increase from about 20 per-

Medium-Term Prospects cent of exports of goods and services (just over 9 percent
of GDP) in 1995, to about 49 percent of exports (14.7

Based on its reform achievements so far, expected forth- percent of GDP) in the year 2000. The ratio of total debt
coming policy initiatives, and the long-terni objective service to exports will remain in the single digits.
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Lithuania at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Lithuania Asia income Development diamond*

Population mid-1995 (millions) 3.7 488 1,154 Life expectancy
GNP per capita 1995 (US$) 2,050 2,240 1,700
GNP 1995 (billions US$) 7.6 1,093 1,962

Average annual growth, 1990-95

Population (%) 0.0 0.4 1.4 GNP Gross
Labor force (%) -0.1 0.6 1.8 p primary

perprmy
Most recent estimate (latest year available since 1989) capita - enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 72 66 56
Life expectancy at birth (years) 69 68 67
Infant mortality (per 1,000 live births) 14 23 36
Child malnutrition (% of children under 5) -. .. .. Access to safe waler
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+)
Gross primary enrollment (% of school-age population) 92 97 104 -Lithuania

Male 95 97 105 Lower-middle-income group
Female 90 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) .. .. 7.0 7.6
Gross domestic investmentVGDP .. 34.3 15.3 19.2 Openness of economy
Exports of goods and non-factor services/GDP . .. 55.1 47.3
Gross domestic savings/GDP .. 20.7 9.4 14.3
Gross national savings/GDP .. .. 9.7 14.7

Current account balance/GDP .. .. -3.4 -3.3 Savings Investment
Interest payments/GDP .. .. 0.7 0.5
Total debt/GDP .. .. 8.1 10.8
Total debt service/exports .. .. 2.7 2.5
Present value of debtGDP .. .. 5.2
Present value of debt/exports .. .. 16.9 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Lithuania
GOP .. -7.4 1.0 2.7
GNP per capita -8.0 1.4 2.2 Lower-middle-income group
Exports of goods and non-factor services .. -7.0 9.2

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 | Growth rates of output and investment (%)

Agriculture .. 27.7 7.3 8.9 T
Industry 43.6 25.8 28.5 20

Manufacturing .. .. 23.1 24.9 0 -

Services .. 28.8 66.9 62.6 90 95

Private consumption .. 56.9 72.4 65.2 -4
General government consumption .. 22.4 18.2 20.4
Imports of goods and non-factor services .. .. 61.1 52.1 GDI 6-GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. .. -11.5 1.5 39 r
Industry .. -10.2 5.6

Manufacturing .. -7.6 8.5 20
Services .. .. 17.0 1.4

Private consumption .. .. .. -10.0 0

General government consumption .. .. .. 11.1 90 91 92 93 90

Gross domestic investment .. .. -17.7 28.1 -10

Imports of goods and non-factor services .. .. -4.0 2.3 -Exports -fImports
Gross national product .. .. 1.2 2.1

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 1,500
(% change) . -

Consumer prices .. .. 72.1 31.0 iro-A
Implicit GDP deflator -4.3 27.0 51.4 27.5

Government finance soo/
(% of GDP) 
Current revenue .. .. 32.1 34.6 o
Current budget balance .. .. 1.2 2.0 0 9 92 93 94 95

Overall surplus/deficit .. .. -5.2 -4.0 -GDP def. - CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and import levels (mill. USS)

Total exports (fob) .. .. 1,930 2,210 3000
n.a.
n.a.
Manufactures .. .. 863 1,054 2.000

Total imports (cif) .. .. 2,530 2,893
Food
Fuel and energy . .. 664 693 '0
Capital goods .

Export price index (1987=100) 66 69 ' ° 0
Import price index (1987=100) .. .. .. . 9 9 9 92 93 94 9S

Terms of trade (1987=100) .. Exports rllimports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 CurrentaccountbalancetoGDPratio(%)

Exports of goods and non-factor services .. .. 2,279 2,623 30

Imports of goods and non-factor services .. .. 2,530 2,893
Resource balance .. .. -252 -270 20

Net factor income .. .. -21 2
Net current transfers .. .. 34 16 |0

Current account balance,
before official transfers .. .. -239 -252

Financing items (net) .. .. 365 347 89 50 91

Changes in net reserves .. .. -126 -95
'10

Memo:
Reserves including gold (mill. US$) .. .. 587 713
Conversion rate (local/US$) . .. 2.2 2.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. .. 568 826

IBRD .. .. 49 62 G A
IDA 0 0 F 32 6270

Total debt service 61 29
IBRD 3 4
IDA 0 0 E

Composition of net resource flows 133
Official grants .. .. 25 20
Official creditors .. .. 58 93
Private creditors .. .. -18 58
Foreign direct investment .. .. 31 20
Portfolio equity .. .. 0 0 D

World Bank program 267
Commitments 0 58 A -IBRD E -Bilateral
Disbursements 4 12 B -IDA D -Other multilateral F -Private
Prncipal repayments .. .. 0 0 C -IMF G -Short-term
Net tlows 4 12
Interest payments .. .. 3 4
Net transfers 1 8

Word Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
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Former Yugoslav Republic of Macedonia

A member of the Yugoslav Federation until Sep- monetary policies to turn the economy back from the
tember 1991, the former Yugoslav Republic of brink of hyperinflation.

1AIMacedonia is a small, landlocked and largely The fiscal deficit, which had averaged 12 percent of
mountainous country of about 26,000 square kilometers GDP in 1992-93, was cut to 3 percent of GDP in 1994
and 2 million people. The rate of growth of population and an estimated I percent of GDP in 1995. The rate of
is just under I percent per year and income per capita annual inflation, peaking at 1,690 percent in 1992, was
was $840 in 1995. brought down to 350 percent in 1993, then 122 percent

Although overshadowed in recent years by the diffi- in 1994 and an estimated 16 percent in 1995. At the same
cult process of transition to a market economy, the time, payment delays on government expenditures were
former Yugoslav Republic of Macedonia possesses a shortened, wage increases came under some control, and
diversified and potentially sound economic base. Nearly foreign exchange inflows from private remittances and
half the country is devoted to agriculture, split about regional trade improved the reserve position.
equally between cultivated area and pastures. Industry The economy experienced major dislocations over
is the dominant sector, accounting for about 40 percent 1990-95: real GDP fell nearly 35 percent. recorded trade
of gross social product and 45 percent of employment, flows dropped by about 10 percent, and total investment
despite having shrunk a little in recent years with in 1995 was only a third its 1990 level. The rate of
changes in its markets and its domestic policy environ- registered unemployment increased from 17 percent in
ment. Pre-independence policies had promoted a wide 1990 to 24 percent in 1995, and a large share of the
range of vertically integrated, autarkic industries, which working-age population dropped out of the labor force.
were inefficient and are undergoing socially painful Not surprisingly in view of the rising unemployment,
restructuring as the former Yugoslav Republic of Mace- real consumption fell by 6 percent a year over 1990-95.
donia attempts to phase out the policy-induced distor- The government enacted basic laws in fiscal 1994 to
tions in its economy. begin dismantling the country's grossly inefficient so-

With primary school enrollment and adult literacy cially owned enterprise and financial sectors, and reform
rates of nearly 90 percent, a life expectancy of 73 years the social safety net. It also established the institutional
and an infant mortality rate of 24 per 1,000 live births, machinery-the Bank Rehabilitation Agency and the
human resources development in the former Yugoslav Privatization Agency-necessary to effect structural
Republic of Macedonia appears quite favorable against chaniges. Structural reforms gathered pace during the
comparator countries in the region and the group of First quarter of 1995 when, along with further stabiliza-
lower middle-income countries. However, there are in- tion measures, the government began accelerating its
dications of disparities within the country and incidents adjustment program.
of earlier gains reversed by, possibly, the economic
hardships of recent vears. The Structural Adjustment Program

Recent Economic Developments Structural adjustments have emphasized systemic re-
forms of the enterprise, banking and social sectors.

Against the backdrop of the loss of markets and finance Reforms in the enterprise sector are focusing on restruc-
as the Council for Mutual Economic Assistance and the turing 23 of the largest loss-making enterprises and the
Yugoslav Federation broke up, attempts to stabilize the two largest utilities (power and railways), accounting
economy of the former Yugoslav Republic of Mace- for about 55 percent of total losses in the enterprise
donia during fiscal 1993 failed owing to a rapidly sector and 20 percent of registered employment. These
shrinking revenue base anid a growing wage-price spiral. socially owned enterprises are implementing detailed
In 1994, however, the government implemented strict cost-cutting programs, including plans for shedding sur-
budgetary discipline, and conducted strong incomes and plus labor, spinning off non-core businesses and liqui-
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Former Yugoslav Republic of Macedonia

dating non-viable units. By the middle of 1996, out of basereachedafterfiveyearsofdecline,GDPcouldgrow
around 1,200 enterprises, the Privatization Agency had around 2 percent during 1996 and accelerate thereafter
overseen divestiture of 791 enterprises, 45 of them to average5 percent over 1997-2000. The major impetus
large, 141 medium and 605 small units. Concerned with to growth over the medium term is likely to come from
the very difficult social and political issues involved in the private sector in agriculture, manufacturing, trade,
downsizing the largest loss-makers, the government has and transportation. While still small, the private sector
identified sufficient budgetary resources to alleviate the has been vibrant, accounting for about 20 percent of
anticipated social costs of enterprise reforms. GDP in 1995 (up from 12 percent in 1990) and 20

In the banking sector, a major effort was mounted to percent of formal employment in 1994 (up from 10
restructure Stopanska Banka, the chronically distressed percent in 1990). Private sector growth is being further
dominant bank. The restructuring consisted of three sets facilitated by a number of recent initiatives to strengthen
of measures that took place almost simultaneously: fi- the incentive, legal and regulatory frameworks pertain-
nancial restructuring to clean the bank of problem ac- ing to private enterprise. Such initiatives include ongo-
counts and restore its liquidity; break-up into smaller ing reviews and revisions of the commercial code and
banks, and third, change of ownership and management the foreign investment law.
through privatization. Whereas prudent fiscal and monetary policies are

The reform of the social safety net aims to facilitate expected to induce domestic savings to finance essential
labor adjustment through income support and develop- maintenance, renew investments and repay outstanding
ment of active labor market services, restructure incen- debt, the former Yugoslav Republic of Macedonia will
tives under social assistance programs, and improve the still need considerable recourse to foreign savings over
short- and long-term financial sustainability of social the next several years. It will take time for the export
insurance. To facilitate labor adjustment, regulations sector to raise its competitiveness and gain acceptance
have been altered to reduce advance notification of in new markets. Essential imports, severely compressed
termination to one month for individual and small-scale in the recent past, will need to grow again not only to
layoffs, and to three months for large-scale layoffs. To satisfy consumer requirements, but also to provide in-
ease the hardships associated with layoffs, the govern- puts, especially forexport production. Interest payments
ment has set up a fund for labor adjustment services, on the stock of outstanding debt have to be met from
including counseling, placement, small business devel- current earnings.
opment, and retraining.

The government is also moving to put in place the External Debt
legislative and regulatory framework to ensure the
proper functioning of a market economy. To that end, At the end of 1995, the country's external debt was
parliament has approved legislation governing securi- about $1.329 million, of which about $300 million (23
ties, concessions, banks and savings institutions. ac- percent of the stock) represented arrears to commercial
counting and financial standards, labor relations, creditors and regional multilateral institution. The total
foreign investment, and customs. In addition, new com- debt stock equalled about 40 percent of GDP and 90
mercial and bankruptcy codes have been prepared, and percent of exports of goods and services in 1995. As
laws on denationalization and restitution and on the such, the former Yugoslav Republic of Macedonia was
governance of public enterprises drafted. only moderately indebted. But it faced a serious liquid-

To complement the above program, government is ity problem, which grew as arrears mounted. In view of
preparing policies and legislation to complete trade re- its tight liquidity position, the former Yugoslav Repub-
forms, phase out agricultural price interventions, and lic of Macedonia agreed with Paris Club creditors in July
divest socially owned agricultural enterprises, mobilize 1995 on a rescheduling of about $340 million in arrears
domestic resources, and improve national environ- and debt service falling due through the end of June
mental management. 1996. Subsequently, debt arrears to the European Social

Fund and EUROFIMA were rescheduled, and discus-

Medium-Term Prospects sions have been going on to settle arrears to the Euro-
pean Investment Bank. The country also expects to start

Prospects for economic recovery in the former Yugoslav negotiations in the near future on settling about $200
Republic of Macedonia have improved following the million of arrears owed to commercial banks and other
recent relaxation oftensions in the region and the lifting private creditors.
of trade and transit embargoes by Greece. From a low
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FYR of Macedonia at a glance
Europe & Lower-

POVERTY and SOCIAL Macedonia, Central middle-
FYR Asia income Development dlamond'

Population mid-1995 (millions) 2.1 488 1,154 Life expectancy
GNP per capita 1995 (US$) 840 2,240 1,700
GNP 1995 (billions US$) 1.8 1,093 1,962

Average annual growth, 1990-95

Population (%) 0.9 0.4 1.4 GNP G
Labor force (%) 1.4 0.6 1.8 GNP Grarossper primary
Most recent estimate (latest year available since t989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 60 66 56
Life expectancy at birth (years) 73 68 67
Infant mortality (per 1,000 ive births) 23 23 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+)
Gross primary enrollment (% ofschool-age population) 87 97 104 -Macedonia, FYR

Male 88 97 105 Lower-middle-income group
Female 87 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 E rEconomic ratios'

GDP (billions US$) .. .. 2.0 1.9
Gross domestic investment/GDP .. .. 18.0 13.5 Openness of economy
Exports of goods and non-factor services/GDP .. .. 44.8 40.7
Gross domestic savings/GDP .. .. 6.7 4.7
Gross national savings/GOP . .. 11.2 8.1

Current account balance/GDP .. .. -9.8 -10.3 Savings Investment
Interest payments/GDP .. .. 1.7 1.1
Total debt/GDP .. .. 46.4 49.2
Total debt service/exports .. .. 12.7
Present value of debt/GDP .. .. 43.4
Present value of debt/exports .. .. 70.5 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth)
GDP .. -5.7 -4.3 -Macedona, FYR
GNP per capita .. .. -5.9 -5.0 Lower-middle-income group
Exports of goods and non-factor services .. .. 8.5 7.1

STRUCTURE of the ECONOMY

ISO of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)

Agriculture .. .. 19.1 20.4 0- _-.
Industry .. .. 41.8 38.6 90 9s

Manufacturing .. .. 20

Services .. .. 39.1 41.0 -40

Private consumption .. .. 78.3 84.0 o.6
General government consumption .. .. 15.0 11.2
Imports of goods and non-factor services .. .. 56.1 49.4 -GDI - GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. .. 7.9 .. 10
Industry .. .. -10.5 ..

Manufacturing ..

Services .. -10.2 .. 0el
5 90 91 92 9 94 95

Private consumption .. .. -7.5 -

General government consumption .. .. 3.2 90 J
Gross domestic investment .. .. -4.9 .. -
Imports of goods and non-factor services .. .. 5.2
Gross national product .. .. -5.2 Expoas -C-Ipors

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) ,00-
Consumer prices .. .. 121.8 16.0 1000
Implicit GDP deflator .. .. 126.2 15.9

Government finance 500s - / 
(% of GDP)
Current revenue .. .. 50.8 48.2 9

Current budget balance .. .. 50.2 46.4 90 91 92 93 94 99

Overall surplus/deficit .. .. -3.0 -1.1 -GDPdei. -CPI

TRADE
1975 1 985 1994 1995 Export and Import levels (mill. USS)

(millions UJS$)
Total exports (fob) .. .. 1,086 1,244 2,000 -

n.a.
n.a. .. .. .. .. 1500

Manufactures . .. 779
Total imports (cif) 1,272 1,420 1000

Food . .. 243

Fuel and energy . .. 141 * c
Capital goods . .. 247

Export price index (1987=100) 0
Terms of trade (1987=100) .Exports Imports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services . .. 1,277 1,468 0 - 1
Imports of goods and non-factor services .. .. 1,600 1,784 9 9 3

Resource balance .. .. -323 -316 s.

Net factor income .. .. -94 -105
Net current transfers .. .. 223 226 10

Current account balance,
after official transfers .. .. -194 -195

Financing items (net) .. .. 239 296
Changes in net reserves .. .. -45 -101

-20
Memo:
Reserves including gold (mill. US$) .. .. 166 267
Conversion rate (local/US$) .. .. 43.2 38.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. .. 924 927

IBRD , 93 97 G A

IDA 42 84 147 97

Total debt service .. .. 156 72 84
IBRD 136 27 c
IDA 0 0 35

Composition of net resource flows D
Official grants .. .. 0 0 14
Official creditors .. .. -24 -25
Private creditors .. .. -15 -19 E
Foreign direct investment .. .. 0 0 F 171

Portfolio equity .. .. 0 0 379

World Bank program
Commitments .. .. 160 1,230 A - IBRD E -Bilateral
Disbursements 80 62 B- IDA D -Other multilateral F -Private
Prncipal repayments .. .. 104 19 C -IMF G -Shorl-term
Net flows .. .. -24 43
Interest payments .. .. 32 8
Net transfers .. .. -56 35

World Bank International Economics Department, September 1996
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Madagascar

M adagascar is a striking example of a country Environment
with significant but unfulfilled growth poten-
tial. It is the world's fourth largest island, Madagascar is one of the ecologically richest countries

with a rugged topography, awide range of soil types and in the world; unfortunately it is also one in which the
climates, a rich mineral endowment, unique flora and heritage of biological diversity is most at risk as the
fauna and many beaches, and enjovs abundant low-wage country finds itself in a cycle of environmental degrada-
and trainable labor. And yet, with a population of over tion that increasingly threatens sustainable develop-
13 million growing at 2.8 percent a year and an esti- ment. The forest cover has been reduced by 50 percent
mated 1995 per capita incomc of $240, it is one of the in the last 30 years, and in some areas erosion is decreas-
world's least-developed countries. Poverty is wide- ing agricultural productivity and threatening infrastruc-
spread. The economy is predominantly based on ture. Low technology use, slash and burn cultivation,
agriculture, which accounts for about one-third ofGDP. and widespread poverty and high population growth
About 80 percent of the population lives in rural areas. have contributed to environmental degradation. The
The agricultural sector is dominated by small-scale authorities recognize the importance of this issue, and
farms producing both export and food crops. Agricul- Madagascar was the first African country to prepare a
tural products provide about 60 percent of export national environmental action plan, which is being
earnings. Major exports are vanilla, coffee, and shell- widely supported by the donor community.
fish. Rice is the country's main staple. The industrial From the time of independence in 1960 until 1970,
sector (about 13 percent of GDP) is showing positive Madagascar enjoyed modest growth. The trend faltered
results from efforts to transform away from capital-in- during the mid-1970 as it underwent a socialist revolu-
tensive and import-substituting activities toward tion that resulted in authoritarian rule and dirigiste eco-
labor-intensive and export-oriented production. The nomic policies. The government followed a policy of
country has significant long-term economic potential nationalization and economic controls, which effec-
given its industrious labor torce and an abundant and tively discouraged private sector development. It made
wide variety of natural resources. industrialization through import substitution a central

objective, with agriculture relegated to a supporting

Social Indicators role. By the late 1970s, this strategy culminated in an
ambitious public investment program composed of large

Madagascar's social conditions are below Sub-Saharan capital-intensive and economically non-viable projects,
African standards: life expectancy is about 50; child financed to a large extent by external borrowing on
mortality claims 9 percent of live births before age tive; commercial terms. The policy, together with declining
endemic malaria is becoming a major health problem, terms of trade arid stagnant domestic revenues, led to
arid tuberculosis and other communicable diseases are widening external and domestic disequilibria, high in-
increasing: chronic malnutrition of up to 40 percent tlation, and a contraction in real GDP of II percent
exists in certain areas; and illiteracy is not decreasing. between 1980 and 1982. The government was soon
Food security is a particularly serious problem, espe- obliged to institute a stabilization program with support
cially in urban areas, and has worsened over recent years from the IMF.
largely due to economliic decline. The public health and The financial situation stabilized over 1983-87, dur-
education systems are poorly nianaged, underfunded ing which there was once again modest growth. A series
and inefficient. of measures to liberalize domestic trade and deregulate

Little has been done to control the rate of population prices, in conjunction with a sizable devaluation of the
growth. Education standards are low and enrollment currency and a liberal import system, boosted output.
rates are falling rapidly, though from a relatively high Between 1988 and 1990, Madagascar saw a modest
level. increase in per capita GDP. This period also saw an
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increase in private domestic and foreign investment, Recent Economic Developments
particularly in the export industries.

Political transition to multiparty democracy and disrup-
Recent Political Developments tion of the adjustment process significantly affected

Madagascar's economic and financial performance over
Widespread opposition to the government erupted in 1991-95. Over the period, real per capita income de-
mid-1991 and the ensuing political turmoil that swept clinedby 10percent, the fiscal situation deteriorated, the
the country derailed the adjustment effort. Demonstra- competitiveness of the economy declined, and poverty
tions and strikes paralyzed public administration and increased.
severely disrupted economic activity. Output fell, infla- The economic price exacted by the political transi-
tionary pressures increased and the external position tion was particularly costly in 1991 when real output
weakened. The situation of the poor worsened. Despite declined by 6.8 percent, private per capita consumption
the unfavorable political and economic environment, decreased by 3.6 percent, and inflation rose by 14 per-
however, private sector investment continued, particu- cent. A 20 percent decrease in imports (in dollar terms)
larly in labor-intensive export activities under the spe- was not sufficient to reverse the worsening external
cial regime of the export processing zone, which was position, forcing the accumulation of $180 million in
introduced in 1990 and was very successful in creating new arrears by end- 1991, and the suspension of the open
jobs and expanding non-traditional exports over 1990- general licensing system of foreign exchange allocation
93. This private sector response vividly demonstrates in October 1991. Government revenue declined to 9.3
Madagascar's underlying potential and reinforced the percent of GDP, compared to 13.3 percent in 1990. The
position of reform-minded groups in the country that overall fiscal deficit climbed to 10.2 percent of GDP
support new adjustment measures and private sector- (compared to 7.8 percent in 1990).
spurred growth. Over 1992-95 economic growth did not keep pace

The political crisis eventually led to a transitional with population (GDP grew on average by only 1.4
power-sharing arrangement and a new coalition govem- percent), underscoring the need for widespread reform.
ment was put in place in early 1992. A new constitution Domestic investment and savings remained low, at
was adopted in August 1992. and the opposition candi- about 11.3 percent and under 2.8 percent of GDP, re-
date, was elected president in February 1993. Parlia- spectively. In the external sector, some improvement
mentary elections were held in June 1993 and a new was noted as the current account deficit (without grants)
government was formed in August 1993. The shift to relative to GDP fell to about 10.9 percent on average
pluralistic democracy was remarkably peaceful. (compared to 12.2 percent in 1991). Government reve-

nue stagnated, averaging 9.7 percent of GDP. The over-
al I deficit of the central government continued to remain
high, averaging 7.8 percent of GDP. During the period,

In 1985, when fiscal deficits and inflation had been inflation was almost 28.8 percent. The debt overhang
reduced to manageable levels, the government turned its continued to be a serious constraint: debt outstanding
attention to structural adjustment efforts with the sup- including arrears remains high at 134 percent of GDP
port of the World Bank and other agencies. The adjust- by end-1995, and the scheduled debt service ratio rep-
ment process first focused on correcting the large resented 53 percent of exports. Madagascar was in ar-
currency overvaluation, reducing price controls, stream- rears to most of its creditors. Arrears amounted to about
lining and reforming the inefficient parastatal sector and $ 1.9 billion by the end of 1995, out of the debt outstand-
state-owned banking system, and liberalizing domestic ing amount of $4.4 billion.
and external trade. In 1987 the government embarked In early April 1994 the government committed itself
on a broader reform agenda for 1987-90 supported by to resume the economic reform process and took initial
the IMF and IDA. steps. A tloating exchange rate system was put in place

The policy reforms undertaken since the mid-1980s in May (wshich resulted in a nominal devaluation of
have drastically altered the economic landscape of about 100 percent against the French franc); import
Madagascar and succeeded in bringing an unprece- tariffs were lowered to a maximum rate of 30 percent:
dented degree of freedom to the markets and in restoring and a revised budget law was presented to parliament,
economic growth after a prolonged period of uninter- including a new value added tax to replace a cascading
rupted decline. The adjustment experience also contrib- indirect tax imposed in December 1993.
uted to an important shift in mind set. The export Although the momentum of reform faltered in 1994,
processing zone demonstrates the potential for export- it picked up again in 1995 with sharp price increases for
led, private sector-based growth. energy products, consistent with the termination of price
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subsidies, and increases in excise taxes. The government overhang has two adverse effects on the economy. First,
also revised the 1995 budget and public investment it feeds the general climate of political and economic
program. In August 1995 the government fully liberal- uncertainty, especially with regard to domestic and for-
ized the petroleum products market. It also appointed eign investors and suppliers. The present level of private
independent administrators to manage the two state- investment (5 percent of GDP) is inadequate to support
owned banks, as a first step towards divestiture. growth, and macroeconomic constraints reduce scope

A new government was formed in November 1995 for increased government investment expenditure-
and confirmed the government's commitment to eco- even if it were judged to be desirable-to generate
nomic reform and to taking steps in key areas-divesti- higher growth. Second, import capacity cannot increase
ture of the state from the banking sector, strengthening without debt rescheduling. In the absence ofdebt service
incentives for private sector development, preparing a relief, even an improved export effort, reflecting better
full-scale divestiture of public enterprises, and creating domestic policies, will not provide sufficient import
a comprehensive safety net to eliminate poverty. It is not capacity to maintain growth at over 3 percent a year.
clear, however, if the political force-field will allow the Debt rescheduling would greatly improve Madagas-
government to complete its reform program. car's situation. Using conservative estimates, the avail-

ability of imports should be able to support an average
Medium-Term Prospects growth rate of 4.5 percent, rising from 3.1 in the initial

years after debt rescheduling to 5.2 percent in 1998, and
Despite poor performance in recent years. Madagascar to 6 percent by year 2000. Under this scenario, both
has cxccllent potential for dcvelopment, stemming from domestic savings and public revenues would be ex-
a diversified and favorable resource base. This potential, pected to rise, from the 1994 level of 3.2 percent and 8.7
with the right policies, could allow Madagascar to sus- percent, respectively, to 12 percent and I 1.6 percent in
tain growth rates over 6 percent, roughly the rate needed 1998. Moreover, with reduced parastatal losses, reduced
to absorb the labor force increase and start making a dent interest payments on the restructured external debt, bet-
in poverty. Over the longer tern, the investment effort ter control over public expenditures, and some realloca-
required to support a 6 percent aniual real GDP growth tion of expenditures toward the social sectors, the
rate could be close to 30 percent of GDP. Given the low budget deficit would decline from 8 percent of GDP in
short-term potential for increasing domestic savings, the 1994 to 3 percent in 1998. Assisted by a monetary
increase in investment would need a high inflow of program combining credit ceilings to the economy and
public and private foreign capital, which in turn requires maintaining real positive interest rates, inflation would
a solution to the debt problem. decline to the level of Madagascar's main trading part-

Continlinig existing policies would produce a worse ners by 1998. However, in the short term the effect on
scenario: net capital inflows (even with arrears) would per capita income. while positive, would still be imade-
shrink rapidly, import capacity' would be impaired, out- qulate to make a dent in poverty; aggregate growth rates
put would fall and poverty would rise further. Even with of above 6 percent per year (the level considered nec-
improved policies, the economic decline has been so essary for poverty reduction), would not be achieved
widespread that recovery will not be easy. The large debt until 2000.

310



Madagascar at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Madagascar Africa Income Development diamond'

Population mid-1995 (millions) 13.5 589 3,188 Life expectancy
GNP per capita 1995 (US$) 240 490 460
GNP 1995 (billions US$) 3.2 289 1,466

Average annual growth, 1990-95

Population (%) 2.9 2.8 1.8 GNP Gross
Labor force (%) 3.2 2.8 1.9 G Gros

per primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 27 31 29
Life expectancy at birth (years) 52 52 63
Infant mortality (per 1,000 live births) 89 92 58
Child malnutrition (% of children under 5) 32 .. 38 Access to safe water
Access to safe water (% of population) 23 47 75
Illiteracy (% of population age 15+) 20 43 34
Gross primary enrollment (% of school-age population) 89 71 105 -Madagascar

Male 90 77 112 Low-income group
Female 88 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 2.3 2.9 3.0 3.4
Gross domestic investment/GDP 8.1 8.5 10.9 11.5 Openness of economy
Exports of goods and non-factor services/GDP 15.9 11.6 22.0 23.2
Gross domestic savings/GDP 3.1 1.3 3.2 2.9
Gross national savings/GDP 0.8 -1.9 1.1 1.8

Current account balance/GDP -6.1 -8.5 -10.9 -10.7 Savings Investment
Interest payments/GDP 1.3 1.4 0.6 0.7
Total debt/GDP 39.7 88.2 138.2 126.2
Total debt service/exports 19.6 42.0 7.9 6.1
Present value of debt/GDP .. .. 99.4
Present value of debt/exports .. .. 373.0 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Madagascar
GDP -0.4 1.1 0.0 2.0
GNP per capita -3.4 -1.5 -5.1 0.5 Low-income group
Exports of goods and non-factor services -5.0 5.1 10.0 3.5 1

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)
Agriculture 34.0 35.1 36.6 33.6 60

Industry 15.8 13.3 12.2 13.6 30

Manufacturing .. .. 0
Services 50.1 51.5 51.2 52.8 92 93 29

-30\/

Private consumption 86.1 89.0 89.8 91.0 -60
General government consumption 10.8 9.8 7.0 6.1
Imports of goods and non-factor services 20.9 18.9 29.7 31.8 -GDi - GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and Imports (%)
Agriculture 0.6 2.3 -0.5 2.7 40

Industry -3.2 0.6 -0.9 1.6
Manufacturing .. .. 20

Services -0.3 1.2 0.5 1.6

Private consumption -0.5 0.5 0.5 1.9 o
General govemment consumption 3.1 -1.9 -3.7 -2.2
Gross domestic investment -1.8 1.3 -14.3 5.6 -20

Imports of goods and non-factor services -3.4 1.2 0.2 7 4
Gross national product -0.8 1.5 -2.4 3 p ports

Note: 1995 data are preliminary estimates.
The diamonds show iour key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 60

Consumer prices 8.2 3.5 37.0 37.3
Implicit GDP deflator 4.7 10.4 41.6 47.2

Government finance 20

(% of GDP)
Current revenue .. 13.3 8.7 8.6 o
Current budget balance .. 2.1 -4.0 -2.6 r1 90 91 92 93 94 95

Overall surplus/deficit .. -3.9 -8.1 -9.1 -GDP def. ^ CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. 291 447 501 1.000 v
Coffee .. 103 86 84
Other food .. 124 154 145 750
Manufactures .. 37 127 75

Total imports (cif) .. 466 642 755 sce
Food 50 79 65
Fuel and energy .. 85 72 103 25

Capital goods .. 98 143 140

Export price index (1987= 100) 95 97 110 7 .
Import price index (1987=100) .. 86 112 120 9 9 92 93 94 95

Terms of trade (1987=100) .. ill 87 92 E lExports rolmports

BALANCE of PAYMENTS
1975 1985 1994 1995 _

(millions US$) Current account balance to GDP ratio (%)

Exports ot goods and non-factor services 382 350 651 744 
Imports of goods and non-factor services 480 503 872 1,020 89 so 91 92 93 94 95

Resource balance -98 -153 -221 -276 l

Net factor income -17 -129 -148 -155 -
Net current transfers -24 39 43 67

Current account balance, I_ l I
before official transfers -140 -243 -325 -364 |tX

Financing items (net) 117 220 326 425
Changes in net reserves 23 24 -1 -61

Memo:
Reserves including gold (mil. US$) 36 46 60 109
Conversion rate (local/lUS$) 214.3 662.5 3,082.4 4,265.6

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 r 
(millions US$) J Composition of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed 906 2,522 4,117 4,276
IBRD 24 28 14 12 G A

IDA 54 316 1,021 1,110 512 12
p B

Total debt service 76 151 63 69 77 1110
IBRD 1 3 5 5
IDA 0 3 13 14

Composition of net resource flows
Official grants 34 40 168 210 C
Official creditors 128 127 52 61 73

Private creditors -1 5 -4 -6 1

Foreign direct investment s 0 6 35 E 564

Portfolio equity 0 0 0 0 192B

World Bank program
Commitments 6 73 53 65 A,- IBR E -Bilateral
Disbursements 27 58 60 76 B - IDA D -Other multilateral F -Private

Prncipal repayments 0 2 9 11 C - IMF G -Short-term
Net flows 27 56 51 65
Interest payments 1 4 8 9
Net transfers 26 52 43 56

Wortd Bank International Economics Department, September 1996
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In 1995 Malawi recovered from the large shocks the prevalence rate among women visiting prenatal clin-
caused by price movements and droughts of the last ics is estimated at 30 percent. Water and sanitation and
few years. GDP recovered by 10 percent in 1995, led rural infrastructure are severely inadequate-over two-

by the recovery of smallholder production and good thirds of households use pit latrines, and potable water
growth in the transport and distribution sectors. Invest- is available to only half the population. Income distribu-
ment and, especially, savings have also recovered tion is extremely unequal with a Gini coefficient of 0.62.
considerably, mainly led by major cuts in government Prospects for any material dent in the depth and breadth
expenditure. There have also been important success in of poverty are limited as long as population grows at the
stabilizing the economy from the large fiscal deficit, high rate of 2.7 percent a year. Malawi's geography also
expenditures, and monetary expansion of previous poses daunting challenges to growth and development.
years. The cash budget of the government has been It is small (48,000 square miles), landlocked, with the
effective in controlling expenditures. Revenue collec- attendant implications of high transport costs, lacks
tion is also in line with budget targets. Consequently, the mineral resources, and is among the most densely popu-
fiscal deficit for fiscal 1996 (after grants) is about 5 lated in Sub-Saharan Africa. The pressure of people on
percent of GDP, compared to 15 percent in the previous land has resulted in serious environmental degradation,
year. In 1996 the macroeconomic situation is expected which is threatening livelihoods, water supply, and elec-
to improve further. GDP is projected to grow by 10 tricity generation. Malawi is highly vulnerable to peri-
percent as the economy fully recovers. odic drought; it has suffered three droughts in the last

The turnaround of the economic situation represents an four years. The economy is also extremely undiversi-
important achievement of the newly elected government fied, with 40 percent of GDP produced-and 85 percent
of Malawi, which is seeking to set a new pro-poor course. of the labor force employed-by an agriculture sector

Two years ago free elections in Malawi ended 30 focused on maize and burley tobacco.
years of authoritarian single-party rule. A new govern-
ment was elected after a widely popular movement for Economic Adjustment
democracy. The new government quickly proclaimed
the goal of universal free primary education and abol- Economic policies in the three decades following inde-
ished primary school fees and uniforms. In response, pendence fostered a dualistic economy with a vertically
enrollment in primary schools nearly doubled, increas- integrated and inter-locking pattern of ownership by
ing by over I million. The efforts of the new government only a few. A handful of public and private corporations,
to stabilize the economy, persist with much needed and banks dominated the economy. Similarly, the agri-
structural reforms, and deliver social services have been culture sector hosted a few thousand commercially ori-
impressive. But meeting the high expectations ofa people ented estates, which paid only nominal rent for their
suppressed for years poses enormous challenges, given leaseholdings, and a smallholder sector with nearly 2
Malawi's deep-rooted economic and social problems. million household farmers based mainly on subsistence

maize production.

Social Indicators Nevertheless, Malawi enjoyed successful manage-
ment during the decade following independence that

With a nominal per capita income of $160 in 1995, emphasized investments in estate agriculture and infra-
Malawi is one of the poorest countries in the world. structure, conservative macroeconomic policies, and a
Some three decades after independence poverty is per- disciplined parastatal sector. The economy experienced
vasive and deeply rooted. Thirty percent of the popula- healthy growth in the first years of independence, with
tion have incomes inadequate to assure basic caloric per capita income increasing between 1966 and 1980 at
needs. Life expectancy is only 44 years. Malawi has one an average annual 3 percent. But in the late 1970s the
ofthe highest prevalences ofHIV/AIDS; in urban areas, confluence of favorable factors that supported the
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growth of the economy ended. Over the following 15 Malawi's current account imbalance, after grants, in
years, Malawi suffered from economic shocks in the 1995 was 3.5 percent of GDP, compared to over 9
form of periodic drought, increases in oil prices and the percent in 1994. This improvement was also reflected in
cost of international borrowing, decreases in tobacco more than a tripling of official foreign exchange re-
prices, and civil war in its neighboring country, Mozam- serves.
bique, which disrupted its main transport route. The authorities have lifted the remaining restrictions

To cope with the resulting imbalances, the govern- on current account transactions and indicated their in-
ment embarked on a series of adjustment programs that tention to formally accept the obligations under Article
continue to the present, supported by the IMF and World Vil of the IMF Articles of Agreement on convertibility.
Bank. Success in stabilizing the economy led to two The government has also removed most quantitative
periods of recovery in 1982-85 and 1987-91. inter- restrictions on imports, and implemented the Cross Bor-
spersed by periods of instability and fiscal crisis. der Initiative measures to liberalize trade, financial and

The second period of growth (1987-9 1) was aborted investment markets in the region. The government lib-
when huge shocks confronted the economy between eralized the Agricultural Development and Marketing
1992 and 1994. Major droughts in 1992 and 1994, a Corporation's pricing of maize within a pre-announced
minor drought, and falling tobacco prices led to losses band and eliminated its monopsony power by allowing
of more than 25 percent of GDP. These shocks were private traders in the marketing of all crops.
compounded by a disruption in external assistance for Important institutional reforms have also been initi-
18 months over 1992-94 as donors expressed displeas- ated by the new government. With the objective of
ure over poor governance. Finally, in 1994, a full blown increasing the effectiveness of public expenditures, the
macroeconomic crisis developed in the face of drought, government is developing a Medium-Term Expenditure
runaway government expenditures in the months pre- Framework to identify opportunity costs of government
ceding the election, steep depreciation in the exchange programs and then prioritize them. Tax and tariff re-
rate and a deterioration in public revenue and expendi- forms are being resumed to remove export bias and
ture management. switch revenue collection from border taxes to a fully

fledged VAT system.

Stabilization and Adjustment The government is developing a program for compre-
hensive reform of the civil service; initial steps include

In response the government adopted strong remedial a retrenchment of some 20,000 non-established workers
measures and the macroeconomic situation, though still and the completion in October 1995 of a civil service
fragile, has improved. A strict cash budget and iniproved census. Steps are being initiated to review and reform
expenditure control and monitoring have controlled ex- land policies. Government has prepared a policy frame-
penditures at programmed levels. Revenue measures work for privatization, initiated the restructuring of two
and strengthened tax and customs administration have troubled transport parastatals, and licensed the entry of
increased revenues. In a policy setback, however, gov- two new foreign banks to increase competition in the
ernment was compelled to introduce an export tax as an oligopolistic financial sector.
emergency measure. Important monetary measures in-
cluded raising the discount rate, restricting access to the
discount window, increasing reserve requirements and External Debt
imposing stiffer penalties for nonobservance of these Malawi's external public debt as of the end of 1994 was
requirements. Government borrowing from the banking $2,015 million, equivalent to 161 percent of 1994 GNP
system has been kept to an absolute minimum, and the (in 1993 whenGNPwas37percenthigher,theratiowas
government has been successful in switching to debt 91 percent). Multilateral debt accounted for 84 percent,
financing of the deficit through frequent auction of bilateral debt for 14 percent, and private and short-term
treasury bills. debt for 2 percent. More than 85 percent of the outstand-

The exchange rate has stabilized at around MKI5.3 iig debt is on concessional terms. Malawi's debt service
to the dollar with the success of the Reserve Bank, aided ratio in 1995 was 25 percent.
by a resumption in aid flows.
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Malawi at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Malawi Airica income Development diamond*

Population mid-1995 (millions) 9.7 589 3,188 Life expectancy
GNP per capita 1995 (US$) 160 490 460
GNP 1995 (bfllions US$) 1.6 289 1,466

Average annual growth, 1990-95

Population (I%) 2.7 2.8 1.8
Labor torce (%) 2.4 2.8 1.9 GNP G ross

Per primary
Most recent estimate (latest year available since 1989) capita , enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 14 31 29
Life expectancy at birth (years) 43 52 63
Infant mortality (per 1,000 live births) 133 92 58
Child malnutrition (% of children under 5) 27 .. 38 Access to safe water
Access to safe water (% of population) 77 47 75
Illiteracy (% of population age 15+) 44 43 34
Gross primary enrollment (% of school-age population) 80 71 105 -Malawi

Male 84 77 112 -Low-income group
Female 77 64 98 1

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 0.6 1.1 1.3 1.3 Openness of economy
Gross domestic investment/GDP 33.7 18.6 13.2 15.8
Exports of goods and non-factor services/GDP 29.1 24.2 30.3 32.6
Gross domestic savings/GDP 17.0 12.9 -0.5 4.1
Gross national savings/GDP 18.9 9.1 -2.7 0.8

Current account balance/GDP -14.1 -8.5 -17.9 -15.0 Savings Investment
Interest payments/GDP 1.4 2.6 1.9 2.3
Total debUGDP 42.4 90.0 156.1 161.8
Total debt service/exports 8.0 38.9 17.2 22.7
Present value of debUGDP .. .. 71.1
Present value oi debt/exports .. .. 235.1 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -1Malawi

GOP 2.9 2.4 -10.2 9.9
GNP per capita -1.0 -2.0 -14.0 8.4 Low-income group
Exports of goods and non-factor services 2.3 1.5 10.8 7 1

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 2
Agriculture 37.2 42.9 37.7 45.3 20
Industry 20.3 21.9 28.4 29.6 o

Manufacturing 13.1 14.5 18.6 19.6 o 91 953 s
Services 42.4 36.2 33.9 25.0 .20

Private consumption 68.9 69.4 77.6 73.7 40
General govemment consumption 14.1 17.7 22.9 22.2
Imports of goods and non-factor services 45.9 29.9 44.0 44.3 -GDI - CDP

1975-84 1985-95 1994 1995 Growth_rates_t_exports_an_imports ____
(average annual growth) Growth rates of exports end imports (%)
Agriculture 1.7 1.0 -29.3 28.3 40
Industry 2.0 3.6 2.4 5.5

Manufacturing 2.7 3.4 3.2 6.3 20
Services 4.2 3.6 -1.3 -1 6 o

/ 90 91 } 94
Prvate consumption 2.1 -0.6 -28.2 3.3 .20 ±
General government consumption 6.8 11.3 -0.8 5.9
Gross domestic investment -5.4 2.4 -21.7 14.7 40-
Imports of goods and non-factor services -3.2 3.3 -28.3 -7.7 -Expons -Imporls
Gross national product 2.1 2.5 -11.7 11.4

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 0
Consumer prices 11.8 10.5 34.7 82.9 75

Implicit GDP deflator 8.1 8.9 39.6 67.6 so

Government finance 25

(% of GDP) .___

Current revenue 21.6 18.6 19.0 o l l
Current budget balance -0.7 -11.2 -6.1 90 91 92 93 94 95

Overall surplus/deficit -8.7 -25.8 -15.9 -GDP det. -^CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) 250 372 421 750

Tobacco 112 257 260
Tea .. 54 30 27
Manufactures . .. Soo

Total imports (cif) .. 287 555 554

Impor prie inde (198 7=100) 77 2| K1 | |K 1 KlFood .. 2 44 41
Fuel and energy .. 34 29 28 250
Capital goods .. 77 213 216

Export price index (1987=100) .
Terms of trade (1987=100) .. .Exports oMImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 174 276 389 432 o- -++
Imports of goods and non-factor services 284 331 591 587 89 9o 91 92 93 94 95

Resource balance -110 -54 -202 -155 s 

Net factor income 21 -53 -46 -40
Net current transfers 3 10 18 -4 -10

Current account balance,
before official transfers -87 -97 -230 -198 15 L

Financing items (net) 68 57 201 269 L
Changes in net reserves 18 40 29 -71

.20
Memo:

Reserves including gold (mill. US$) .. 88 23 106
Conversion rate (local/US$) 0.9 1.7 8.7 15.6

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Compositlon of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed 260 1,018 2,015 2,141
IBRD 0 69 65 55 F G A
IDA 62 322 1,160 1,251 E 14 13 ss

279
Total debt service 17 110 67 99

IBRD 0 7 10 19
IDA 0 3 14 16

D
Composition of net resource flows 419

Official grants 5 38 231 220
Official creditors 44 54 76 124
Private creditors 8 -31 -2 -16 B
Foreign direct investment 9 1 1 1 C 1251
Portfolio equity 0 0 0 0 110

World Bank program
Commitments 20 125 67 100 A - IBRD E- Bilateral
Disbursements 11 34 59 73 B -IDA D -Other multilateral F -Private
Prncipal repayments 0 2 13 19 C -IMF G -Shor-temrm
Net flows 11 32 46 54
Interest payments 0 8 12 16
Net transfers 11 24 34 38

World Bank International Economics Department, September 1996
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F ollowing a recession in the mid- 1980s, Malaysia ages in many sectors of the economy. Unit labor costs
has achieved remarkable economic success, sus- are officially estimated to have increased by 3.7 percent
taining one of the world's highest growth rates in in 1994 and indicators of inflation have accelerated

an environment of moderate inflation and generally markedly over the year. On the external front, the cur-
strong balance of payments: real GNP has grown at an rent account deficit widened fiom about 6 percent of
average annual rate of 8.5 percent since 1988. As a GDP in 1994 to 8.3 percent in 1995, owing entirely to a
result, income per capita in 1995 stood at $4,000. deterioration in the merchandise trade account. While
Growth has been led by a strong expansion in manufac- export performance remained strong, with the volume
turing, especially in export-oriented industries such as of exports rising by 19.0 percent, import volume surged
electronics and electrical machinlery. Growth was sup- by 24.2 percent. led by large increases in imports of
ported by a shift in strategy contained in the Fifth capital goods and intermediate inputs. Furthermore, a
Malaysia Plan (1986-90) that promoted the private sec- reversal of capital flows has swung the balance of pay-
tor as the main engine of growth and introduced some ments into a deficit of about 6.2 percent of GDP in 1994,
deregulation. from a surplus of 17 percent of GDP in 1993.

Throughout the period inflation has remained mod- Over 1996-98, GDP is projected to grow at about 8.1
erate which, to some extent, reflects the high openness percent. while inflation rate and the current account
of the Malaysian economy (in 1995 the ratio of imports deficit are projected to average around 4 percent and
to GDP was 100 percent) and also sonie degree of about 7.5 percent of GDP respectively. Real GDP is
administrative control over prices. The current account projected to grow at about 8.1 percent. primarily due to
shifted in the late 1980s from a surplus to a deficit as the a strong showing by exports, which are projected to
surplus in the trade balance did not grow in step with the grow at 13 percent during the same period. However,
deficit in the service account. This deficit was caused rising wages and falling profit margins would eventually
largely by dividends and profit repatriation which re- result in a slowdown in investment, a decline in GDP
sulted from the heavy reliance on foreign direct invest- growth, and a reduction in the current account deficit in
ment to finance growth. So far, the current account the next few years. This short-term forecast assumes
deficit has been financed mostly by private inflows of successful stabilization of the economy. Stabilization,
capital. This has resulted in a low indebtedness with a however, is made difficult by a high degree of capital
debt service ratio (that includes interest payments but mobility and by Malaysia's exchange rate regime (a
excludes dividends and profit repatriation) of 6 percent managed float that has thus far translated in a stable
of exports reflecting not only the private sector reliance parity with the dollar). In this context, attempts at mone-
on non-debt creating flows such as foreign direct invest- tarv tightening have resulted in destabilizing capital
ment, but also the financial prudence of the public sec- inflows, which has recently led authorities to impose
tor. temporary restrictions on capital movements.

These policies have left the fiscal stance as the main
Ristrument available for stabilization. While the overall
public sector registered a surplus of 0.9 percent of GDP

After years of sustainable growth, the Malaysian econ- in 1995, it is projected to record a deficit of 0.8 percent
omy is now overheating. To a large extent, the current of GDP in 1996, mainly on account of sustained infra-
overheating reflects the dynamics ot Malaysian growth, structure expenditures and tax concessions. This fiscal
based more on the mobilization of large pools of labor stance would impart a stimulus to aggregate demand and
and capital than on productivity growth. may call into question the attainment ofthe inflation and

As a result of the prolonged expansion, the unem- current accouLnt deficit levels announced by the govern-
ployment rate fell below 3 percent at end-1994, which ment for 1996. Furthermore, the recent launching of
has resulted in continued wage pressure and labor short- nega-intfrastructure projects, which add up to nore than
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two-thirds of GDP, suggests that the fiscal stance could or potentially hazardous material, and to exploit natural
remain expansionary overthe medium term asthe public resources carefully to ensure sustainable growth and
sector may have to shoulder a significant share of the safeguard the heritage of future generations.
financing. Another priority concerns the strategic shift from the

public to private sector in the economy. This involves
pursuing the unfinished economic liberalization agenda,
implementing the privatization program and capital

Malaysia held national elections in May 1995 which market reforms, and deriving maximum advantage from
translated in a land-slide victory for the prime minister's foreign direct investment, including strengthening its
National Front coalition. The Front comfortably re- linkages with domestic industry.
tained its two-thirds majority, winning soundly at both
federal and state levels. In addition, it made gains in the
opposition-held state of Kelantan. This resounding win Medium-Term Prospects
has given the prime minister a strong mandate to con- Asaresult ofdynamic economic performance, Malaysia
tinue with his current economic policies. is in a strong position to achieve its "Vision 2020"

objective of industrialized country status by 2020.

Poverty Achieving this target requires sustaining annual growth
rates of 7 percent over the next 30 years. This would

One of Malaysia's most outstanding achievements has double GNP every ten years, and by 2020 income per
been in poverty alleviation, an explicit government ob- capita would increase to nearly four times the 1991 level
jective stated in the New Economic Policies of 1970. of $2,500. This is not as ambitious a target as it might
The number of absolute poor has declined from 49 seem as it translates into Malaysia attaining, in 30 year's
percent of the population in 1970 to less than 10 percent time, the present real income level of Singapore.
in 1995. In addition, the hard-core poor (those with The current labor shortages together with the deci-
incomes less than half the absolute poverty line) now sion to limit the recruitment of foreign workers, suggest
represent only 2 percent of the population. The govern- that the Malaysian economy will have to rely more on
ment strategy for poverty alleviation has been three- labor productivity growth than on the mobilization of
pronged. First, the achievement of high economic cheap and abundant labor. Furthermore, despite a very
growth allowed the transfer of the poorest occupational high savings rate of 33 percent of GDP, the high levels
groups in the modern sector with higher productivity of domestic investment (40 percent of GDP in 1995)
and income. Second, an increase in levels of education have translated in a persistent current account deficit.
prepared the workforce for modern occupations and Malaysia will manage to sustain these high levels of
achieved greater equality of opportunities. Education investment to the extent that it can continue to mobilize
expenditures now represent nearly one-third of federal the required foreign savings. Recent studies of produc-
public expenditures. Third, the government imple- tivity growth, including the East Asian Miracle study,
mented an explicit policy of redistribution toward the suggest that relative to other East Asian economies,
Malay population, whose income was lagging far be- Malaysia's productivity growth has been modest.
hind that of the Chinese and Indian populations. These Raising productivity growth in the medium term is
policies have not only reduced poverty but have also one of the main objectives ofthe Seventh Plan, currently
decreased income discrepancies between groups, and under preparation. The plan will coordinate a number of
have played a major role in maintaining a remarkable initiativestoupgradethelaborforce,restructurepoverty
social stability in a multi-ethnic country. alleviating policies, improve the transport infrastruc-

ture, protect the environment, promote technological

Environment deepening of Malaysian firms, develop the service sec-
tor, and privatize public enterprises.

Preserving the environment has been a concern for Ma- Investment in human resources to upgrade labor
laysia for many years, but has recently begun to figure skills to continue to attract foreign investment and move
more prominently in public debate and in the govern- the production base to high-tech, greater value added
ment's policy agenda. As such, the policy agenda now products is a major focus of the government's develop-
comprises efforts to better integrate environmental and ment objectives. Recognizing this, the Sixth Plan allo-
economic planning within federal and state government cated M$2.6 billion to higher education and M$580
structures, strengthen implementation of the environ- million to industrial training. It is expected that the
mental impact assessment process, make appropriate Seventh Plan will continue with these efforts. The sup-
remediation/treatment investments where needed to ply constraints on labor will be relaxed through im-
deal with past accumulations of environmental damage provements in technical training programs and a
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restructuring of higher education to improve the quality with estimates that the country is likely to spend ap-
of graduates. These policies are expected to improve the proximately S 15 billion on large infrastructure programs
country's skills supply. keep a check on non-wage costs over the next three to four years. On an annual basis, this
of labor and rationalize the use of migrant workers to represents about 6.2 percent of GDP. However, the
supplement the labor force. government expects that much of this investment will be

As a result of successful poverty alleviation programs provided by the private sector. In implementing this
in the last 20 years, complemented by impressive strategy, privatization of the infrastructure sector has
achievements in the expansion of education and health progressed rapidly since the mid-1980s. Utilities have
services, the incidence of poverty has been drastically been gradually privatized, and new entry has been al-
reduced. Target programs will continue to redress hard loved in electric power and water, along with new
core poverty in specific locations, and will also continue initiatives in transport. In all cases, the government
to target the Malay population. The bulk of poverty department or statutory body that was previously sup-
redressal, however, will be via economic growth and the plying the services has assumed the statutory role of
movement of the poor from low paying to higher paying regulating the privatized supplier. This program of sell-
jobs. offs has been highly successful and directly linked to

The importance of maintaining adequate infrastruc- improvements in the economy. In addition, privatization
ture is recognized as crucial for sustaining rapid growth has been used as a vehicle for advancing Malaysia's
and preserving Malaysia's attractiveness to foreign in- social policy of redistributing wealth in favor of ethnic
vestors. Ambitious developmenit plans have been made, Malavs.
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Malaysia at a glance
Upper-

POVERTY and SOCIAL East middle-
Malaysia Asia Income Development diamond'

Population mid-1995 (millions) 20.1 1,709 440 Life expectancy
GNP per capita 1995 (US$) 4,000 830 4,300
GNP 1995 (billions US$) 80.4 1,418 1,892

Average annual growth, 1990-95

Population (%) 2.4 1.3 1.7 GNP Gross
Labor force (%) 2.7 1.4 2.1 per - primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 16
Urban population (% of total populaton) 54 31 74
Life expectancy at birth (years) 71 68 69
Infant mortality (per 1,000 live births) 12 36 36
Child malnutrition (% of children under 5) 23 17 .. Access to safe water
Access to safe water (% of population) 90 77 89
Illiteracy (%of population age 1S+) 17 17 13
Gross primary enrollment (% of school-age populabon) 93 117 107 -Malaysia

Male 93 120 .. Upper-middle-income group
Female 93 116

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 9.7 31.2 70.8 85.5 Openness of economy
Gross domestic investment/GDP 25.3 27.6 38.6 40.7
Exports of goods and non-factor services/GDP 43.7 54.9 89.6 95.5
Gross domestic savings/GDP 25.8 32.7 37.6 37.3
Gross national savings/GDP 22.3 25.5 32.7 32 4

Current account balance/GDP -5.3 -2.1 -6.2 -8.3 Savings Investment
Interest payments/GDP 0.9 4.6 1.4 1.5
Total debt/GDP 21.7 65.0 35.0 36.0
Total debt service/exports 5.1 30.4 7.7 4.5
Present value of debt/GDP .. .. 31.2
Present value of debt/exports .. .. 33.6 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Malaysia
GOP 7.5 8.2 9.2 9.5 -Malaysiadeicm ru
GNP per capita 4 6 5.8 6.6 7 1 Upper-middle-income group
Exports of goods and non-factor services 8.4 14.6 20.6 19.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

Agriculture 28.0 19.3 14.5 13.6 3

Industry 31.3 35.5 43.3 44.9 20
Manufacturing 16.9 18.5 31.7 33.1

Services 40.7 45.2 422 41.5 10

Private consumption 56.5 52.0 52.2 53.1 I 90 9 92 93 94 95

General government consumption 17.7 15.3 10.2 9.6 -GDI °GDP
Imports of goods and non-factor services 43.1 49.8 90.6 98.9

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture 3.7 3.2 -1.0 4 2 30
Industry 8.9 10.5 12.4 13.5

Manufacturing 9.0 13.5 14.7 14.7 20-

Services 8.4 8.1 9 9 7.1
1s

Pnvate consumption 7.9 9.0 8.3 14.0
General government consumption 9.2 6.6 10.3 7.0 o -.-

Gross domestic investment 13.9 14.8 20 3 18 1 so 91 92 93 94 95
Imports of goods and non-factor services 13.4 17.9 25 1 24.2 -Exports °Imports
Gross national product 7.2 8.5 9.1 9.3

Note: 1995 data are preliminary estimates.
The diamonds show four key irndicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE

Domestic prices 1975 1985 1994 1995 Inflation (%)

(% change) 6

Consumer prices 4.5 0.4 3.7 3.4 /
Implicit GDP deflator -3.1 -1.5 5.0 5.1

Government finance 2

(% of GDP)
Current revenue .. 27.3 26.8 23.9 o
Current budget balance 1.4 7.3 5.5 90 91 92 93 94 95

Overall surplus/deficit .. -7.4 2.8 0.9 -GDP def. CPI

TRADE

(millions US$) 1975 1985 1994 1 995 Export and Import levels (mill. US$)

Total exports (fob) .. 15,311 56,593 73,973 80.400

Fuel .. 3,503 2,477 2,523
Rubber * 1,157 1,105 1,473 60.0o0
Manufactures .. 5,023 45,803 61,963

Total imports (cif) .. 12,259 55,246 76,038 40.ODO

Food .. 1,326 2,757 3,212 ~m n i
Fuel and energy 1,916 3,128 3,766 20000 ICapital goods .. 5,341 32,444 47,507

Export price index (1987=100) .. 78 210 220 n
Import price index (1987=100) 100 252 260 ag 90 91 92 93 94 95

Terms o1 trade (1987=100) .. 77 83 85 0 Exports Dimporis

BALANCE of PAYMENTS

(millions UJS$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 4,236 17,185 63,433 81,610 2

Imports of goods and non-factor services 4,399 15,604 64,544 86,610 -

Resource balance -163 1,581 -1,111 -5,000 | M 90 91 92 93 94 5

Net factor income -300 -2,188 -3,389 -2,200 12

Net current transfers -48 -46 76 100 ,4

Current account balance,
before official transfers -511 -653 -4,424 -7,100 'l

Financing items (net) 576 1,804 2,580 13,695 -a
Changes in net reserves -65 -1,151 1,844 -6,595 -lo

Memo:

Reserves including gold (mill. US$) 1,689 5,677 26,339 25,000
Conversion rate (local/USS) 2.4 2.5 2.6 2.5

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 2,104 20,269 24,767 30,742

IBRD 271 776 1,118 1,059 A D
IDA 0 0 0 0 G 1059 s8l

7288 ~~~E
Total debt service 222 5,399 5,042 3,805 729B 3507

IBRD 30 127 268 277
IDA 0 0 0 0

Composition of net resource flows
Official grants 6 9 36 45
Official creditors 132 65 185 -20
Private creditors 624 91 993 4,197
Foreign direct investment 351 695 4,348 5,800
Portfolio equity 0 0 1,320 2,118 F F

World Bank program 18330
Commitments 64 157 70 0 A- BRD E Bilateral
Disbursements 53 76 144 88 B-IDA D -Other multilateral F -Private
Principal repayments 10 72 185 194 C- IMF G -Short-term
Net flows 43 4 -41 -106
Interest payments 20 56 83 83
Net transfers 23 -52 -124 -189

World Bank International Economics Department, September 1996
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M ali is one of the poorest countries in the world A major challenge during the pre-election period will be
with a 1995 per capita income of about $250. to stay the course of reform.
The illiteracy rate is estimated at 68 percent.

Primary education enrollment rates of about 35 percent Reform Effort
in 1995 are among the lowest in the world, and basic
health services are not widely available. Only about a Since 1988 the government of Mali has implemented a
quarterof its vast 1.2 million squarekilometers isarable, wide range of economic and sectoral policy reforms
yet agriculture accounts for more than 40 percent of under its structural adjustment program. The underlying
GDP and three-quarters of export revenues, and pro- objective of the reform program was to improve the
vides a livelihood for close to 80 percent of its competitiveness of the economy and lay the foundation
population of about 10 million, which grows about 3 for sustained longer-term growth. Overall, the reforms
percent per year. The mainstays of the traditional econ- have allowed market forces greater play in determining
omy are millet, rice and other cereals, and nomadic economic outcomes and removed some bottlenecks to
cattle-raising. Cotton and livestock make up the bulk of private-sector participation in economic activity. Do-
traditional exports. The modern sector includes cotton mestic marketing and prices have been fully liberalized,
processing, gold mining, and some light manufacturing. and the trade regime substantially simplified. Invest-
While structural adjustment efforts have helped move ment, commercial, labor, and procurement codes have
Mali from a closed, heavily controlled system to one of been revised to make them simpler and more flexible
the more open and liberal economies in the CFA zone, and to remove distortions in the incentives framework.
thestructureoftheeconomyhasnotchangedmuch.The Until end-1993, the CFA zone exchange rate policy
challenge for the post-devaluation adjustment effort is to precluded the use of nominal exchange rate changes as
consolidate competitiveness gains to allow Mali to exploit a means of achieving real exchange rate depreciation
more fully its comparative advantage in traditional areas and improved competitiveness. The focus was, thus, on
and to explore emerging areas such as textiles, fruits and internal adjustment, designed to reduce domestic cost
vegetables, tourism, and light manufacturing. structure and prices below those of competitor countries

Mali's first democratically elected government as- and trading partners through strict fiscal and monetary
sumed office in June 1992. Afler two years of severe policies. Internal adjustment, however, proved ineffec-
political and social tensions and weakened state power, tive in achieving the needed real exchange rate depre-
the government has succeeded in asserting its authority, ciation due to the deterioration of Mali's terms of trade.
while continuing to build broad consensus around key the appreciation of the French franc-to which the CFA
national issues. An active communication campaign in is tied-and the depreciation of the currencies of com-
the aftermath of the January 1994 CFAF devaluation, petitor and partner countries.
coupled with intense consultations with labor unions. In January 1994 Mali joined other members of the
helped ensure relative social calm and success in imple- CFA zone in devaluing the CFA franc 50 percent against
menting the reforms. the French franc in an effort to achieve significant real

A series of town meetings across the country in exchange rate depreciation. In line with the parity
August 1994 allowed public debate on key issues such change, the govermilent outlined a reform program cov-
as the crisis in the north of the country, education re- ering the three years 1994-96. Key measures for 1994
form, decentralization, and regional integration. There included tariff changes eliminating the second best poli-
is a clear sense of political openness in Mali, and demo- cies that had been necessitated by the overvaluation of
cratic ideas and principles are taking hold. Upcoming the currencv, and measures to ensure the largest possible
municipal, legislative, and presidential elections should pass-through of the gains from the parity change to
provide a further boost to the democratization process. cotton producers to encourage a strong supply response
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in this key sector. The government also undertook to Mali's improved competitiveness continued to sup-
maintain the momentum of ongoing structural reforms port a strong export rebound, especially cotton and gold,
and, in particular, not to backtrack on policy measures for which exported volumes increased by about 35 per-
already in place before the devaluation. The ultimate cent and 25 percent, respectively. Favorable interna-
objective remained to improve the standard of living of tional prices for cotton further improved export
the population through higher per capita growth, ex- revenues, which increased by 27 percent. Imports in-
panded access to basic health and primary education, creased by about 7 percent, partly reflecting improved
and targeted interventions to address the needs of vul- economic activity and new investments in the mining
nerable groups. The program for 1994 was successful. sector. The external current account deficit, excluding

The 1995 program reaffirmed the government's com- official transfers, was reduced from 18.2 percent of
mitment to maintaining and improving short-term stabi- GDP in 1994 to 15.2 percent in 1995.
lization gains through continued fiscal and monetary Several key structural measures were implemented.
discipline, and deepening and accelerating structural Efforts to improve agricultural efficiency and competi-
reforms. The ultimate objective remained to reduce pov- tiveness continued with the implementation of perform-
erty through sustained, broad-based economic growth ance contracts for the cotton parastatal and the cereals
and human development. The program placed specific agency. Prices received by cotton farmers were in-
emphasis on reforms in education as the first part of a creased by 36 percent and 19 percent, during the 1994-
two-step strategy to expand access to primary education 95 and 1995-96 crop years. Restructuring of the rice
and improve quality at all levels. In the mining sector, parastatal to limit its functions to maintaining irrigated
the program reflected the need for reforms in this key perimeters and infrastructure was completed. A new
sector to create an environment conducive to increased performance contract signed between the government,
private sector investment. the restructured rice parastatal. and producers estab-

lishes commitments and perfonnance criteria for each

Recent Economic Performance of the parties and sets water tariff rates.
Public enterprise reform continued with the privati-

Macroeconomic performance in 1995 was impressive zation of three enterprises, and capital of the national
on all fronts. Real GDP growth is estimated at 6 percent, tobacco company was offered to the private sector.
compared to 2.3 percent in 1994, because of the im- Administrative tribunals were established in three re-
proved competitive position of the agriculture and the gions to support private sector development, and the
mining sectors following the January 1994 devaluation, functioning of the one-stop window was improved. A
strengthened domestic demand resulting from increased seminar was organized in May 1995 to publicize and
revenues and shift of consumption patterns in favor of explain revisions in the labor code introduced in 1992,
locally produced substitution goods, and favorable rain- and the legal texts required to make the labor code fully
fall during the 1994-95 crop season. Inflation, as meas- operational were adopted.
ured by the consumer price index for Bamako, was To improve the efficiency of the energy sector, a
contained at about 12.4 percent, compared with 24.8 private consortium was given a four-to-five year man-
percent in 1994 in the aftermath of the devaluation, but agement contract to manage the electricity company,
remained higher than the projected 8 percent, reflecting and first steps were taken to unify the sector by transfer-
mainly higher than expected increases in prices of key ring the Selingue dam to the electricity firm. Steps were
imported consumer goods. taken to shore up the capital of the Banque Internation-

Continued efforts to improve revenue collection and ale du Mali and strengthen the postal savings bank.
restrain expenditures resulted in a significant decrease Audits of the commercial banks. studies on housing
in the overall budget deficit (commitment basis and finance, and the mobilization of savings through credit
excluding grants) from 13.7 percent of GDP in 1994 to associations, were also completed.
an estimated 10.5 percent in 1995. Budgetary revenues Important new measures were put in place in the
increased by 27.5 percent over 1994, reflecting im- education sector to remove distortions and inefficiency
provements in tax and customs administration, reduced in resourceallocation and use. Although thegovernment
tax exemptions, and exceptional non-tax revenues such announced a new system of selection for the second
as receipts from privatization and payments by public cycle of basic education, based on academic perform-
enterprises, notably the cotton parastatal. of government ance and available places, implementation for the 1995-
debts. Recurrent expenditures were reduced from 14.7 96 school year was not fully satisfactory and the needed
percent of GDP in 1994 to 12.6 percent in 1995 by public education and information campaign was not
containing the wage bill and limliting non-priority out- carried out. The government was also unable to com-
lays. plete its plan for restructuring higher education.
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Medium-Term Prospects resource base, weak institutional capacity, inadequate
supporting economic infrastructure, and a deteriorating

Mali's medium-term economic prospects have been natural resource base. Success in expanding the process
boosted by improvements in competitiveness in the af- of democratization, building a strong government and a
termath of the CFAF parity change. Maintaining these secure and stable socio-political environment will also
gains will be important in allowing Mali to exploit more weigh heavily in medium-term outcomes.
fully its comparative advantage in traditional areas such The government intends to continue its reform pro-
as cotton, cereals, gold, and livestock while exploring gram in 1996. Key activities include the strengthening
emerging areas such as textiles, fruits and vegetables, of budget and customs administration, continuation of
tourism, and light manufacturing. This could allow Mali education sector reforms, revision of the mining code,
to achieve real growth averaging 4.5 percent to 5 percent and banking sector reforms to strengthen financial inter-
a year annually and thus per capita growth of about 1.5 mediation and improve private sector access to credit.
percent to 2 percent per annum over the medium-term. Basic macroeconomic objectives for 1996 are to achieve
Increased opportunities for intra-regional trade in the a GDP growth rate of about 4 percent, reduce inflation
context of the Western Africa Economic and Monetary to 4.5 percent and the overall fiscal deficit (commitment
Union integration initiative will also be critical for suc- basis and excluding grants) to 10.1 percent of GDP, and
cess. However, key structural constraints still impede lower the external current account deficit, excluding
longer term growth including an extremely weak human official transfers, to 13.1 percent of GDP.
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Mali at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Mali Africa income Development diamond'

Population mid-1995 (millions) 9.8 589 3,188 Life expectancy
GNP per capita 1995 (US$) 250 490 460
GNP 1995 (billions US$) 2.4 289 1,466

Average annual growth, 1990-95

Population (I%) 3.0 2.8 1.8 GNP Gross
Labor force ()2.8 2.8 1.9 pN rossr

per primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 27 31 29
Life expectancy at birth (years) 50 52 63
Infant mortality (per 1,000 live births) 123 92 58
Child malnutrition (% of children under 5) .. .. 38 1 Access to safe water
Access to safe water (% of population) 49 47 75
Illiteracy (% of population age 15+) 69 43 34
Gross primary enrollment (% of school-age populatlon) 31 71 105 Mali

Male 38 77 112 --Low-income group
Female 24 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (billions US$) 0.8 1.1 1.9 2.5
Gross domestic investment/GDP 16.5 19.6 26.5 26.0 Openness of economy
Exports of goods and non-factor services/GDP 10.2 20.8 21.3 22.0 T
Gross domestic savings/GDP -4.4 -14.3 6.6 8.8
Gross national savings/GDP -5.7 -7.8 8.3 10.8

Current account balance/GDP -19.6 -26.9 -18.2 -15.0 Savings - Investment
Interest payments/GDP 0.1 1.2 2.1 0.5
Total debt/GDP 45.4 138.9 150.1 122.6
Total debt service/exports 4.0 19.8 27.1 7.0
Present value of debt/GDP .. .. 83.0
Present value of debt/exports .. .. 321.0 Indebtedness

1975-84 1985-95 1994 1995 |
(average annual growth) 15-Mali
GDP 1.4 3.5 2.3 6.0 Low-income
GNP per capita -1.0 0.5 -2.7 3.7 group
Exports of goods and non-factor services 8.3 5.7 -6.0 19.9

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (0/a)

Agriculture 61.0 47.3 40.2 44.0 T
Industry 10.7 14.8 16.3 16.0 20 0

Manufacturing 6.8 8.5 6.4 6.2 10
Services 28.3 37.9 43.5 40.0

Private consumption 94.1 100.7 81.3 80.1 0 91 92 93 94 95

General govemment consumption 10.2 13.6 12.1 11.2
Imports of goods and non-factor services 31.1 54.6 41.2 39.2 -GOt - GOP

1975-84 1985-95 1994 1995 -r - -- -- - ---
(average annual growth) Growth rates of exports and imports (%)
Agriculture 1.1 5.1 7.5 8.5 20v
Industry 2.8 3.9 1.2 9.2

Manufacturing .. 4.2 2 4 6.4 1o0
Services 1.3 1.6 -2.5 1.2

Pnvate consumption 1.6 1 5 -36 8.1 90 92 95
General govemment consumption 4.0 1.5 -10.4 1.3
Gross domestic investment 3.5 5.7 23.7 4.0 -
Imports of goods and non-factor services 7.8 0.6 -7.2 16.1
Gross national product 1.2 3.7 0.4 7 1 - o - impors

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change)
Consumer prices . .. 24.8 12.4 30

Implicit GDP deflator 18.8 3.3 33.2 12.7 20

Government finance 10
(% of GDP) o 
Total revenue a! .. 15.3 13.5 14.4 o 91 93 94 95

Current budget balance b/ .. -0.4 -1.2 1.8 -10

Overall surplus/deficitc/ .. -14.8 -13.7 -10.5 -GDPdet. *CPI

TRADE
1975 1985 1994 1995 F Export and Import levels (mill. US$)

(millions US$)
Total exports (fob) .. 176 333 470 750 D

Gold .. 0 50 69
Other goods .. 98 133 140 Sooili I~Ii

Total imports (cif) .. 469 621 738

Fuel and energy .. 80 58 66 250

Capital goods .. 105 193 235

Export price index (1987=100) .. 79 90 105 l
Import price index (1987=100) .. 73 107 117 ss r0 91 92 93 94 s5
Terms of trade (1987=100) .. 107 84 90 LiExports Mlimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)
Exports of goods and non-factor services 95 220 394 9
Imports of goods and non-factor services 239 578 763 967 s i 92 93 94 95

Resource balance -144 -358 -369 -425 s_

Net factor income -22 -14 -52 -46
Net private current transfers 12 87 83 96 -10 L L
Current account balance, 

before official transfers -154 -285 -338 -375 15 L
Financing items (net) 146 244 425 436
Changes in net reserves 8 40 -87 -61 20

Memo: .

Reserves including gold (mill. US$) 4 29 228 326
Conversion rate (local/lUS$) 214.3 449.3 555.2 499.2

EXTERNAL DEBT and RESOURCE FLOWS

1 975 1 985 1994 1 995 r 
(millions USS) I Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 356 1,468 2,781 3,055

IBRD 0 0 0 0 F G
IDA 41 224 770 863 2 89

B
Total debt service paid 5 53 130 45 863

IBRD 0 0 0 0
IDA 0 3 12 12

Composition of net resource flows
Official grants 96 157 221 233 E C
Official creditors 26 87 37 105 1476 141

Private creditors 2 -2 -1 0
Foreign direct investment 3 3 45 1
Portfolio equity 0 0 0 0 D

484

World Bank program
Commitments 24 72 120 56 A- BRD E -Bilateral

Disbursements 13 29 93 85 B -IDA D -Other multilateral F -Private
Principal repayments 0 1 6 6 C -IMF G -Short-term
Net flows 13 28 87 79
Interest payments 0 2 6 6
Net transfers 13 27 81 73

World Bank International Economics Department, September 1996
a. Includes annexed budgets. b Excludes grants, but includes special funds and annexed budgets. c. Excludes grants.
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M /[auritania is a vast country, with a population contributed to this poor performance, there was increas-
of 2 million and a very limited resource base. ing evidence that economic strategy and policies were
Virtually all of its 1. I million square kilome- in need of change. Faced with a deepening crisis, the

ters is desert. and Mauritania faces serious government adopted a comprehensive Economic and
environmental degradation from deforestation, over- Financial Recovery Program for 1985-88, which was
grazing, and cultivation of marginal lands. Its major followed by a Consolidation Program for 1989-91. The
economic activities include iron ore mining in the north, adjustment effort was supported by IDA and the IMF
fishing in and around Nouadhibou. and agriculture and over 1985-95.
livestock in the Senegal River Valley. Earnings from After the introduction of the adjustment program,
iron ore, once the largest source of foreign exchange, macroeconomic performance improved considerably
have been declining, reflecting falling demand and through 1989. Real GDP growth rose to 3.4 percent a
prices on the world market since the mid-1980s; they year over 1985-89. The overall consolidated govern-
have been replaced by fish exports, which generate 57 ment delficit on a commitment basis, excluding grants,
percent ofexport receipts in 1995.This sectorrepresents declined from 14.7 percent of GDP in 1985 to 10.6
a promising source of economic growth, though recent percent in 1989. Mauritania's external position also
declines in production volume have been worrisome, evidenced steady improvement, as food imports de-
given the risk of premature depletion if the resources are clined in response to improved incentives in the agricul-
not well managed. With livestock as a driving force, the tural sector and favorable weather conditions. As a share
primary sector contributes about one-four-th of GDP. of GDP, the current account deficit (excluding official

Recurrent droughits and difficult economic condi- transfers) declined from 31.2 percent in 1985 to 14.5
tions in the rural areas during the last two decades caused percent in 1989. 'Fhe number of civil servants was fro-
substantial migration to urban centers, where about half zen, while capital expenditures were cut from 10.4 per-
the population now lives. The rapid growth of the urban cent of GDP in 1985 to 5.5 percent in 1989. Interest rates
population has increased unemployment and poverty in were positive in real terms. In parallel with macroe-
urban areas, where the majority suffer from extremely conomic measures, several key structural reforms were
low standards of living. Life expectancy at birth is put in place. Project selection and budget procedures
estimated at 51 years, infant mortality is 96 per 1,000 were considerably strengthened. Price control systems
live births, and, while 69 percent of school-age children were liberalized, all import licenses and quotas were
attend primary school, only 34 percent of the population abolished, and rice processing and marketing were pri-
is literate in either Arabic or French. Progress in address- vatized, making the Mauritanian economy more market-
ing social issues is constrained by population growth of oriented.
2.8 percent a year. Per capita GNP in 1995 was $460. From early 1989 until 1992, Mauritania suffered a

Mauritania's economic development through the series of internal and external shocks, which had a
mid-1980s was uneven and marked by major financial severe impact on economic and ftinancial performance,
imbalances, and government policies were highly inter- disrupted economic activity, and slowed adjustment.
ventionist. Despite investment rates as high as 36 per- Unfavorable weather conditions, institutional bottle-
cent of GDP in the early 1980s, the long-term rate of necks, and a difficult socio-political situation affected
growth averaged only 2 percent, slower than that of the output in agriculture, mining, and fisheries. A sharp
population. Moreover, domestic savings, which in Mau- cutback in external financing occurred as a consequence
ritania's early years of independence exceeded invest- of the April 1989 Senegal-Mauritania crisis and the
ment. were financing only a fifth of investment by the 1990-91 Persian Gulf crisis. These factors contributed
early 1980s. The consequent expansion of external fi- to slippage in economic decision making and priority
nancing led to a growing and eventually unsustainable setting. Signs of reversal of the reform were obvious:
debt level. While drought and unfavorabIl terms oftrade real (GDP growth fell to 1.7 percent in 1992 and domestic
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financial imbalances re-emerged. The fisheries sector market forces, were key elements in containing inflation
continued to be an enclave with no linkages to the rest and redressing external imbalances. The government
of the economy. The agricultural sector underwent a privatized all commercial banks, financially restruc-
significant setback and poor management and lack of tured two joint-venture financial institutions, liquidated
supervision hampered the attainment of the 1987-90 the Development Bank, strengthened bank supervision,
banking restructuring program. enacted a new non-performing loan recovery law and

The deterioration of the domestic financial position established a special agency responsible for the recovery
was reflected in a weakening of the balance of payments. effort, and created a rural credit system based on coop-
The external current account deficit, excluding official erative principles. The exchange system was liberalized,
transfers, widened from 14.5 percent of GDP in 1989 to notablv through the elimination of prior export authori-
16.6 percent in 1992, owing in part to a drop in fish zations and of the preferential exchange rate for worker
export earnings and an increase in imports linked to the remittances, and the removal of limits on transfers for
public investment program, and the development of a invisible payments. A free market for foreign currency
new mining project. The overall consolidated govern- banknotes and travelers checks was created, and a uni-
ment deficit on a cash basis, excluding grants and re- fied market-determined exchange rate was phased in
structuring operations, increased from 1.6 percent of during 1995.
GDP in 1990 to 3.1 percent in 1992. These deficits were Government either privatized or liquidated several
financed by credit from the central bank and caused an public enterprises and eliminated subsidies to all public
accumulation ofarrears on external debt, estimated at $261 enterprises. All government monopolies and price con-
million at end-1992. This, combined with a swift increase trol were abolished, public utilities tariffs were raised to
in credit to the agriculture and fisheries, expanded the levels reflecting economic and financial costs, and bill
money supply and raised inflationary pressure. collection was improved. Government reformed the

civil service by lowering the retirement age. It froze all
recruitment except for the education and health sectors,

Recent Economic Development computerized the civil service management system, and
Mauritania has intensified its adjustment effort and installed a competitive examination system for recruit-
structural reform since September 1992, with encourag- nient. Reform of the fisheries sector included amending
ing results. The ouguiya was devalued by 27 percent in the maritime code, reducing the government's role in
dollar terms in October 1992. The exchange system was marketing fish products as a result of the partial priva-
liberalized, an auction system for foreign exchange put tization of the fisheries parastatal, the introduction of a
in place, and the limits for transactions in invisibles were licensing system for pelagic fishing and access rights for
eliminated. Progress in stabilizing the economy and in demersal and cephalopod, and strengthening of surveil-
implementing reforms was encouraging. Real GDP lance and prevention of illegal fishing. Overall, while
growth rose from 1.7 percent in 1992 to 4.6 percent in implementation of the program has led to significant
1995, reflecting improved performance in agriculture gains, these must be viewed as fragile against the back-
and mining. Despite the 1992 devaluation, consumer ground of a still large foreign debt, a difficult iron-ore
price inflation was contained to 9.3 percent in 1993, and fisheries export environment, and remaining struc-
below the targeted 13 percent. and declined further to tural impediments to private sector growth and external
4.1 percent in 1994. It rose to 6.5 percent in 1995 due to viability.
the impact on the money supply of a slight increase in
credit expansion and the initial impact of a rise in the Social Indicators
prices of imported goods. Foreign exchange reserves
increased to about 2.1 months of imports at end-1995. Mauritania has a high degree of poverty, alleviation of
The external debt problem was eased through two Paris which was made difficult by the lagging long-term GDP
Club reschedulings in Januar, 1993 and June 1995. The growth relative to population. GDP grew by less than 2
current account deficit, excluding official transfers, nar- percent annually over the last 20 years, while population
rowed from 16.6 percent ofGDP in 1992 to 8.1 percent grew at 2.8 percent. The increasingly difficult public
in 1995. The consolidated government fiscal deficit on resource situation through the mid- 1980s also precluded
a commitment basis, excluding grants, decreased from rapid progress in providing social services. While social
5.4 percent of GDP in 1992 to an estimated 0.8 percent indicators remain low, the adjustment program has re-
in 1995. versed some trends. Real per capita GDP grew at an

Progress in implementing key structural reforms in average of 1 percent over 1991-95. Moreover, the gov-
trade, foreign exchange, pricing, the tax system, public ernment- aware of the particular vulnerability of cer-
enterprises, public expenditure, civil service, social sec- tain groups to short-term adverse effects of
tor policies, and giving an enhanced role assigned to adjustment-took measures and reoriented sectoral
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policies to provide a basis for its medium-term poverty for private sector investment and growth, and an accel-
alleviation objective. Food aid and food-for-work pro- eration in its program to reduce poverty and to develop
grams were important elements in helping the poor cope human resources. The key components of the 1996-98
with the social cost of adjustment. Furthermore, despite program include maintaining price stability through sus-
budgetary constraints, the government protected basic tained fiscal and monetary restraint, the creation of a
social services, namely education and health. A census transparent and market-related exchange and interna-
of workers displaced by adjustment measures, such as tional trade system to foster competition and eliminate
the restructuring of civil service and public enterprises, obstacles to investment and production, reforming the
was used to assist them to secure training and/or credit institutional framework, including the judicial and regu-
facilities to enable them to find alternative employment latory systems. and further strengthening and expansion
in the private sector. of financial intermediation. The government also plans

measures to improve public sector efficiency and to

Medium-Term Prospects continue restructuring external debt while mobilizing
medium-term external assistance to support the reform

The Mauritanian economy remains fragile, and its me- efforts.
dium-term prospects are constrained by a limited natural Mauritania's long-term growth prospects hinge criti-
and human capital resource base, vulnerability to exoge- cally on the development of its human resources. The
nous factors such as rainfall and commodity prices, a pursuit of this objective will be reflected in the priorities
narrow revenue base, and a heavy debt service burden. established for the government's recurrent and capital
The experience of the past years has made it clear that expenditure. The government plans to continue its pol-
without macroeconomic stability and access to suffi- icy of favoring increasing outlays that enhance the pro-
cient external financing, sustainable growth could re- duction capacity of the poorest segments of the
main out of reach. population, including access to primary education,

The government's macroeconomic objectives have health care, and financial services, particularly for
been translated into concrete actions and stabilization women. The government also plans programs aimed at
targets. Over the medium term, the focus will be on providing emplovment, improving nutrition and achiev-
continued strengthening of public resource manage- ing food security, and establishing basic infrastructure,
ment, further enhancement of the enabling environment particularly for drinking water.
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Mauritania at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Mauritania Africa income Development diamond'

Population mid-1995 (millions) 2.3 589 3,188 Life expectancy
GNP per capita 1995 (US$) 460 490 460
GNP 1995 (billions US$) 1.0 289 1,466

Average annual growth, 1990-95

Population (%) 2.5 2.8 1.8 GNP Gross
Labor force (%) 2.7 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 57
Urban population (% of total population) 54 31 29
Life expectancy at birth (years) 51 52 63 1
Infant mortality (per 1,000 live births) 96 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 72 47 75
Illiteracy (% of population age 15+) 66 43 34
Gross primary enrollment (% of school-age population) 69 71 105 -Mauritania

Male 76 77 112 -Low-income group
Female 62 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 0.5 0.7 1.0 1.1 Openness of economy
Gross domestic investment/GDP 34.5 28.9 16.1 14.5
Exports of goods and non-factor services/GDP 39.0 60.8 42.1 50.4
Gross domestic savings/GDP 13.0 8.8 7.2 11.1
Gross national savings/GDP 2.9 -2.3 1.2 6.4

Current account balance/GDP -30.5 -31.2 -14.9 -8.1 Savings I Investment
Interest payments/GDP 1.1 4.0 3.7 3.1
Total debt/GDP 39.5 217.4 226.5 221.8
Total debt service/exports 22.1 24.3 23.3 25.6
Present value of debt/GDP .. .. 153.2
Present value of debt/exports .. .. 348.7 Indebtedness

1975-84 1985-95 1994 1995
(average real annual growth) -Mauritania
GDP 1.9 2.7 4.4 4.6
GNP per capita -0.5 0.5 4.0 2.3 Low-income group
Exports of goods and non-factor services 8.0 -1.6 -15.2 25.7

STRUCTURE of the ECONOMY

I(% of nominal GDP) 1975 1985 1994 1995 V Growth rates of output and investment (%)
(% of nominal GDP) ~~~~~~~~~~~~~~~~~~~~~~40

Agriculture 29.6 22.5 25.5 40

Industry 34.1 32.9 31.5 .. 20

Manufacturing .. 12.9 10.9 ..

Services 36.3 44.6 43.1 . 20 / 91 92 93 9

Private consumption 67.3 74.9 82.6 78.7 .40

General government consumption 19.7 16.2 10.2 10.1
Imports of goods and non-factor services 60.4 80.8 50.9 53.8 -GDI - GDP

1975-84 1985-95 1994 1995_
(average real annual growth) Growth rates of exports and Imports (%)
Agriculture 4.0 2.6 3.0 5.0 30

Industry 0.9 2.2 7.2 4.9
Manufacturing .. -0.2 -18.2 10.4 1, 

Services 1.1 3.4 4.1 4.5

Prvate consumption 3.3 2.7 16.0 -2.0
General govemment consumption -6.7 -0.6 5.4 1.1
Gross domestic investment -2.3 -3.9 -28.1 -5.9 -30
Imports of goods and non-factor services 2.0 -3.8 -9.7 2.7 -Expoes - Imports

Gross national product 2.1 3.0 6.6 4.9 1-

Note: 1995 data are preliminary estimates.
'The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices |5
(% change)
Consumer prices .. .. 4.1 6.5 /0

Implicit GDP deflator 16.6 10.3 6.6 4.4

Government finance al
(% of GDP)
Current revenue .. 24.5 22.3 23.1 0 -
Current budget balance .. -5.3 0.3 3.3 |
Overall surplus/deficit -146 -4.5 -0.8 | -GDPdef ^-C

TRADE

(millions 1975 1985 1994 1995 Export and import levels (mill. USS)
Total exports (fob) .. 378 394 493 - -

Iron . 150 163 197 400

Fish .. 224 207 280
Manufactures 4 20 28 ;

Total imports (cif) . 334 352 339
Food .. 93 99 9 0

Fuel and energy 41 32 32
Capital goods 82 72 56 9 n

Export price index (1987=100) 94 125 123
Import price index (1987=100) .. 91 119 125 R9 9 91 92 93 94 95

Terms of trade (1987=100) .. 103 105 98 E Exports m Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (°)

(rnI/lions US$)I
Exports of goods and non-factor services 185 415 432 538 0 93 | 94

Imports of goods and non-factor services 278 552 523 574 1 l 9 9 4 90
Resource balance -92 -137 -91 -36 -5 ILJ 
Net factor income -30 -52 -54 -54 I 10

Net current transfers -23 -24 -8 3 L__
Current account balance, II

before official transfers -145 -213 -153 -87

Financing items (net) 90 195 127 120 .20 L .
Changes in net reserves 55 18 27 -33 

Memo: _
Reserves including gold (mill. US$) .. 63 40 86
Conversion rate (local/US$) 43.1 77.1 123.6 129.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) , Composittion of tAl debt, 1995 (mill. USS)
Total debt outstanding and disbursed 188 1,485 2,326 2,368

IBRD 0 53 13 11 G F GA

IDA 14 62 301 336 7 15 336

Total debt service 42 102 105 146 C
IBRD 9 10 9 3 102
IDA 0 1 4 4

Composition of net resource flows
Official grants 47 127 127 185 D
Official creditors 14 54 70 56 5D
Private creditors 8 2 0 -1 E556
Foreign direct investment -123 7 2 3 1 1199
Portfolio equity 0 0 0 0

World Bank program
Commitments 8 31 20 72 A -IBRD E -Bilateral
Disbursements 2 6 35 30 B- IDA I -Other multilateral F -Private
Principal repayments 9 6 9 4 C -IMF G -Short-term

Net flows -7 0 26 26
Interest payments 0 5 3 3
Net transfers -7 -5 23 23

World Bank International Economics Department, September 1996
a. Government finance data exclude grants.
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Mauritius

Ma auritius is a country of three islands in the period, albeit declining to 4.6 percent in 1992, compared
Indian Ocean with a land area of 1,865 square with about 13 percent in fiscal 1990.
kilometers and a 1994 population of about 1.1

million growing at I percent a year. Mauritius became
independent in 1968 and has since been a parliamentary Recent Economic Developments
democracy. Ethnic and political diversity contributes to Performance in 1994 and 1995 has been mixed. GDP
the country's vitality and entrepreneurial spirit. grew at 4.1 percent in 1994 and about 3.9 percent in

During the 25 years since independence the country 1995. Despite the stable performance, a disturbing trend
has evolved from a low-income, agriculture-based econ- has emerged in which higher public finance needs (over-
omy with a 1970 GNP per capita of about $300 to a all deficit in 1994 and 1995 were 3.3 and 3.4 percent of
middle-income diversified economy with a GNP per GDP compared to approximately 2 percent for 1990-93)
capita of about $3,280 in 1995. During the 1970s growth have put a strain on domestic resources. Domestic sav-
was spurred by sugarproduction, which provided almost ings fell by almost I percent of GDP in 1995; govern-
20 percent of GDP and over half of export earnings. ment received 44 percent of total credit in 1995,
Diversification into manufacturing and tourism re- compared to 32 percent in 1990-93. Restrained mone-
duced the role of the sugar sector to 6 percent of GDP tary policy has been used to keep inflation in check at
and about 2 1 percent of export earnings in 1994. Indus- 6.4 percent in 1995. Concurrently, higher external fi-
trial output comes primarily from an export processing nancing requirements-due in part to unusually high
zone created in 1976. which accounted in 1994 for 10 capital imports and higher net repayments on foreign
percent of GDP and about 54 percent of gross export loans than previous years-resulted in external reserve
earnings. Tourism expanded from less than I percent of losses in 1994 and 1995. At the end of June 1995 total
GDP and less than 3 percent of foreign earnings in the reserves amounted to 3.9 months of imports.
I 970s to about 5 percent and 1 9 percent, respectively, Parliamentary elections in December 1995 brought a
in 1994. Economic growth and sound public expendi- coalition to power. The new government is committed
ture policies helped improve social indicators: in 1992, to continuing the liberal economic policies of the pre-
life expectancy was 70 years, infant mortality was 17 ceding administration, while overseeing improvements
per 1,000, and the entire population had access to safe in productivity necessary to bringing Mauritius into the
water. ranks of newly industrialized economies and creating a

With the exception of a relatively short period (1979- more effective welfare system.
81) of sluggish growth largely due to external shocks
and misguided fiscal policies, Mauritius' record is one
of solid growth and prudent financial management. Its
strong performance has been made possible by liberal Over the last decade, Mauritius' population has wit-
economic environment, including an open exchange and nessed a doubling of per capita income and higher social
trade regime, incentives for foreign private investment, standards; it now has the living standards of a middle-
strong resource mobilization, conservative public ex- income developing country. Standards of nutrition,
penditure policies, prudent credit expansion, and good health care, and general education exceed those of most
governance. Over 1968-93, Mauritius's real GDP grew neighboring countries and are comparable to other mid-
at an average rate of 5.3 percent and exports grew 6.1 dle-income countries. The benefits of the rapid increase
percent a year in real terms. The fiscal deficit averaged in per capita income and full employment have reached
2.6 percent of GDP, and the current account deficit of the vast majority of Mauritians. To assist all members
the balance of payments averaged 4.2 percent of GDP, of the population to benefit from the country's economic
both an indication of the government's prudent financial success, the government over the past 15 years put in
management. Inflation averaged 9.4 percent over the place extensive social safety mechanisms.
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Owing to the rapid economic growth and the increas- allocating labor from the less productive to the more
ingly larger ability of the population to pay for some or productive sectors. This implies increased emphasis on
all of the costs of basic social services, Mauritians now technology acquisition, technical education and man-
face the challenge of adapting their welfare system to a power training, and more flexible labor markets, includ-
more efficient mechanism of social support, while as- ing increased labor mobility between the public and
suring services to those in greatest need. private sectors.

In agriculture, sugar production and exports will

Key Development Issues remain critical in the foreseeable future especially in
view ofthe favorable treatment afforded to sugar export-

Mauritius's past export-led growth largely relied on its ers under the Lome Convention, and the recent 15 per-
ability to deploy under-utilized labor resources, and its cent increase in Mauritius' export quota to the EU. In
external competitiveness took advantage of low relative spite of such recent favorable developments, export
wages and the availability of the limited skills required diversification is possible and necessary. In the past, the
by first-stage industrialization. It also benefited from government encouraged food self-sufficiency, rather
preferential arrangements with the European Union that than alternative export crops, despite the fact that many
guaranteed high prices for its sugar (under the Sugar food crops cannot be produced economically given the
Protocol of the Lome Convention) and duty-free entry climatic conditions. Mauritius already successfully pro-
for its textile exports. Since 1988, however, the econ- duces cut flowers for the European market and could
omy has faced increasing constraints as the country grow tropical fruits for the same market.
neared full-employment and the labor market has be- In industry, despite rapid growth over the past dec-
come tighter. In the face of labor shortage, explicit ade, the exportprocessing zone has been losing competi-
linkage of wage settlements (determined by annual tri- tiveness in recent years due to the availability of lower
partite negotiations between the government, the private cost labor in newly industrializing economies; some
sector, and labor unions) to past inflation rather than producers from Mauritius have been relocating produc-
productivity gains builds up inertia in the system and tion to Madagascar and other neighboring countries to
makes macroeconomic management more difficult. Ris- benefit from lower production costs. The number of new
ing wages not matched by productivity increases have enterprises in the zone in 1995 was at an annual low
eroded part of the country's external competitiveness, (approximately 30), and the expected annual growth rate
particularly critical for an open economy in which 1995 for 1995 is only 3 percent. In an effort to regain dyna-
foreign trade was over 125 percent of GDP. In addition, mism in the sector, authorities have initiated a package
general trade liberalization under the conclusion of the with investment incentives that should improve quality
GATT Uruguay Round has eroded preferences to and design so that products can be aimed at the higher
Mauritian exports and raised doubts about the country's end of the market; the investments should also result in
ability to hold traditional export markets. quicker response times to match market shifts. The

Mauritius is at a critical juncture in its development, sector is also subject to external demand fluctuations
as it aspires to enter the ranks of newly industrialized because of its concentration in apparels. To reduce this
economies. In the short term Mauritius must regain the vulnerability, Mauritius needs to diversify. The policy
macroeconomic stability and sound financial manage- in the wearing apparel industry is to continue to reap the
ment it became known for ten years ago, which pro- gains from preferential treatment under the Lome Con-
vided the impetus for foreign investments and vention in the European Union market while preferences
economic success. Aside from sound fiscal manage- remain in force; to exploit to the fullest the United States
ment, this requires following through on fiscal reform quotas through negotiations, better management of
to adjust tariffs and domestic taxes to create a uniform quota allocations, and product upgrading to maximize
incentive structure for all economic sectors. In the value added, and to develop markets other than the EU
longer term, the shortage of labor and uncertainty about and the United States.
the continuance of its market preferences mean that Outside garments, there are few significant export
Mauritius has to acquire a new edge over competitors industries. Non-textile exports comprise watches and
by investing in human resources to enhance productiv- clocks (3 percent of exports), pearls, precious and semi-
ity, and deepen the reform agenda, including imple- precious stones (1.6 percent), and canned tuna (1.5
menting rigorous macroeconomic policies to restore a percent). The government has encouraged diversifica-
competitive price and wage structure. The main chal- tion through fiscal incentives such as the rapid write-off
lenge facing Mauritius lies in its ability to compete with of capital invested in the new priority areas. There are
countries offering higher labor skills and productivity some indications that new investments are taking place
at similar or even lower wage levels. Mauritius could in "precision assembly" industries (mechanical, optical,
increase productivity by improving technology and re- and electronic assembly operations, and "brain service
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exports") slow-turnaround data entry, software, transla- Mauritius has begun to develop offshore banking and
tion, digitizing of maps and drawings, and consulting. regional trade as new sources of growth by establishing
In addition to investing in developing labor skills, fur- an Offshore Banking Center (1988) and a freeport
ther government measures should reduce red tape and (1992). Through the Offshore Banking Center, the
provide information to potential investors on conditions authorities expect to attract investment funds and other
in export markets including restrictions that may affect flows of valuable financial banking, commercial and
specific industries, and on environmental norms and industrial intelligence, and provide business opportuni-
guidelines. ties for the country's legal and accounting professions.

Mauritius' tourism industry is robust. Its policy of At end- 1995 seven banks were operating in the offshore
emphasizing low-impact, high-spending tourism by center, and 2,600 offshore companies are operating,
promoting an upmarket profile aimed at increasing compared to 700 in 1993. The freeport will offer facili-
expenditure per tourist and per tourist-night continues ties for storage, warehousing, bulk-breaking, minor
to pay off. Increases in tourism arrivals of 7 percent processing and re-export-all free of domestic taxes.
in 1994 and 5 percent in 1995 have brought total Freeport benefits are expected to be mainly in the jobs
visitors to 420,000, in part as a result of good market- and incomes generated through value added in goods
ing. Mauritius is strengthening its capacity by invest- reconditioned for re-export. The Mauritius Freeport
ing in small and medium sized hotels, and developing Authority is developing the required physical facilities.
support services such as an aquarium, amusement Both offshore banking and Freeport activities are likely
parks, diving centers, and inland ecotourism facili- to develop only slowly, given the world-wide competi-
ties. tion in this area.
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Mauritius at a glance
Sub- Upper-

POVERTY and SOCIAL Saharan middle-
Mauritius Africa Income Development diamond*

Population mid-1995 (millions) 1.1 589 440 Life expectancy
GNP per capita 1995 (US$) 3,280 490 4,300
GNP 1995 (billions US$) 3.7 289 1,892 l

Average annual growth, 1990-95

Population (%) 1.3 2.8 1.7 GN ir

Labor force (%) 1.6 2.8 2.1 eP rGross
per - primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 11
Urban population (% of total population) 41 31 74
Life expectancy at birth (years) 71 52 69
Infant mortality (per 1,000 live births) 16 92 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) 100 47 89
Illiteracy (% of population age 15+) 17 43 13
Gross primary enrollment (% of school-age population) 107 71 107 - Mauntius

Male 107 77 .. Upper-middle-income group
Female 107 64

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 0.7 1.1 3.4 3 Openness of economy
Gross domestic nvestment/GDP 26.3 23.5 31.9 28.1
Exports of goods and non-factor services/GDP 56.7 53.5 58.9 59.1
Gross domestic savings/GDP 27.3 21.6 22.9 22.1
Gross national savings/GDP 28.7 19.4 24.3 23.5

Current account balance/GDP 1.8 -4.1 -3.7 -3.8 Savings Investment
Interest payments/GDP 0.2 2.6 1.3 1.5
Total debt/GDP 7.9 58.4 41.7 43.1
Total debt service/exports 4.5 24.3 7.2 9.1
Present value of debVGDP .. .. 34.6
Present value of debt/exports .. .. 56.2 . IIndebtedness

1975-84 1985-95 1994 1995
(average annual growth) Mauritius
GDP 3.2 6.2 4.1 3.9 unDus
GNP per capita -6.3 5.4 2.2 1.8 | -Upper-middle-income group
Exports of goods and non-factor services 3.9 7.6 1.7 4.8

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (%)
Agriculture 22.3 15.3 9.1 9.3 20 T
Industry 24.7 29.2 32.6 31.6 10

Manufacturing 16.3 20.6 22.4 21.8 _

Services 53.0 55.5 58.4 59.1 0 I s A 94

9,0 92 9

Private consumption 61.6 68.2 64.2 64.9 .10
General govemment consumption 11.1 10.2 12.9 13.0
Imports of goods and non-factor services 55.6 55.4 67.8 65.1 -GOI - CDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and Imports (%)
Agriculture -1.3 -0.6 -6.8 10.4 15
Industry 2.9 7.5 5.6 4.9

Manufacturing 4.5 7.2 5.1 5.1 '-
Services 4.5 6.6 6.7 5.9

Private consumption 1.5 7.0 5.6 4.9
General government consumption 3.4 5.0 6.2 5.4 0- --ti |- -4

Gross domestic investment -5.2 7.0 11.7 -4.7 90 91 92 93 94 95
Imports of goods and non-factor services -2.1 8.8 5.6 3.0 Exports
Gross national product -4.8 6.5 3.9 3.4 -_ Imports

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 nation(%)

Domestic prices
(% change)
Consumer prices 14.7 6.7 7.8 6.1 10
Implicit GDP deflator 3.7 7.7 6.9 6.4

Government finance |

(% of GDP)
Current revenue .. 21.4 21.2 20.0 o _ -_ 92 93 - 95

Current budget balance .. -1.8 0.4 -0.9 o 9 93 94 95

Overall surplus/deficit .. -6.0 -3.3 -3.4 -GDP det ^-CPI

TRADE
1975 1985 1994 1995 Et

(millions US$) Export and import levels (mill. USS)
Total exports (fob) 430 1,311 1,434 2.000

Sugar 186 312 336 
Textiles . . 7 0,soo0

Manufactures 212 992, 807
Total imports (cif) 526 1,720 1,768 r.0oF r00n

Food 87 254 275
Fuel and energy 74 127 109 I0
Capital goods 72 390 326

Export price index (19874100) 71 104 108
Import price index (1987=100) . 72 88 93 91 92 93 94 95

Terms of trade (1987=100) .. 98 118 115 I olExports olmports

BALANCEotPAYMENTS
1975 1985 1994 1995 C

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 369 576 2,032 2,163 92 93 9 95

Imports of goods and non-factor services 366 597 2,236 2,397 I j 3 94 9-

Resource balance 4 -21 -204 -234

Net factor income 3 -45 -22 26 12T 

Net current transfers 6 22 100 68 Li

Current account balance, L

before official transfers 12 -44 -126 -139 -4

Financing items (net) 40 63 71 73
Changes in net reserves -52 -19 55 66

Memo:

Reserves including gold (mill. US$) 166 42 918 852
Conversion rate (Jocal/US$) 6.0 15.4 18.2 18.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 _

(millions US$) Composition of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed 52 629 1,411 1,587

IBRD 8 117 147 140 A
G 140 B

IDA 8 20 17 17 294 17 D

Total debt service 17 140 150 206 112
IBRD 1 14 33 34

IDA 0 0 1 1

Composition of net resource flows

Official grants 13 14 12 17 E
Official creditors 12 37 -18 -17 413
Private creditors -4 -19 105 128
Foreign direct investment 4 8 20 15

Portfolio equity 0 0 10 1 611

World Bank program

Commitments 8 0 8 39 A - IBRD E -Bilateral

Disbursements 7 31 10 11 B- IDA D -Other multilateral F -Private

Principal repayments 0 6 23 24 C -IMF G Short-term

Net flows 7 25 -13 -13
Interest payments 0 8 11 11

Net transfers 7 17 -24 -24

World Bank International Economics Department, September 1996
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R ecent economic developments in Mexico center areas of the government's structural reform program-
around the financial crisis that unfolded in 1994. trade and financial sector liberalization, privatization,
Following mounting pressure on Mexico's ex- deregulation, tax reform-but the reforms did not go far

change rate throughout the year and the near-depletion of enough, nor were they complemented by supportive
its foreign reserves, the government was forced to allow reforms in other areas, such as the labor market, the
the exchange rate to float freely in December. Financial institutional framework underpinning financial markets,
markets reacted with panic and investor confidence all but the legal system, private infrastructure development,
disappeared. A severe currency crisis ensued. and public sector management.

The crisis had a long gestation period. Since 1987 Slow productivity growth, lower domestic savings,
Mexico had been pursuing an economic strategy that and an appreciated exchange rate together implied a
aimed to achieve macroeconomic stability and promote large expansion of the current account deficit, from an
growth, but carried certain risks. The main elements of average of 3 percent of GDP in 1989-90 to 7 percent in
the strategy were the use of a predetermined nominal 1992-94. GDP growth also slowed after 1991.
exchange rate anchor-supported by restrained fiscal Current account deficits of this order of magnitude
and monetary policies-to lower inflation, and an ag- are not sustainable in the long run, but prior to 1994
gressive program of structural reforms-including price Mexico was able to rely on extremely high levels of
and trade liberalization, privatization, financial sector private capital inflows to finance them. In 1993, net
liberalization, deregulation, and tax reform-to promote foreign capital inflows of $29 billion over-financed the
greater and more efficient private investment, including current account deficit of $23 billion, leading to a re-
attracting investment from abroad. The risks were that serve gain of $6 billion. In 1994, because of both slow-
the exchange rate policy would cause an appreciation of ing inflows and movement of capital abroad by
the peso, and that the current account deficit would residents, net capital inflows fell sharply to $10 billion.
therefore grow and have to be financed increasingly by Part of the reason was growing investor concern about
foreign capital inflows. However, the government be- the increasing vulnerability of the economy. External
lieved firmly that increased private investment, includ- and domestic shocks in 1994 added to the problems. The
ing foreign investment attracted by confidence in the rise in interest rates in the United States made returns on
exchange rate anchor and anti-inflation policy, and pro- M\exican investments relatively less attractive, and the
ductivity gains made possible by the structural reforms uprising in Chiapas and political assassinations height-
would improve the economy's competitiveness suffi- ened domestic uncertainties. With a current account
ciently to maintain the current account deficit at a sus- deficit of $29 billion in 1994. the drop in capital inflows
tainable level. caused reserves to fall by $19 billion.

For some time the Mexican strategy appeared to be
working. Inflation fell continuously, reaching 8 percent The 1994 Crisis and Response
by 1993, large fiscal deficits were eliminated, and GDP
growth recovered from an annual average of zero over The government initially believed that the slowing of
1982-88 to about 4 percent from 1989 to mid-1991. The capital inflows and rising pressure on the peso that
real exchange rate appreciated substantially, however, started in 1994 was a temporary phenomenon. It hoped
by about 30 percent from 1989 to end-1993. Capital to avoid acrisis by reassuring foreign investors that they
inflows surged and covered the growing current account would be able to maintain the exchange rate within the
deficit. But these inflows mainly supported a rise in band and by raising interest rates to attract inflows. The
consumption rather than investment. The increased in- authorities also shifted the composition of domestic
flow of foreign savings was offset by a large drop in public debt from peso-denominated securities (cetes) to
domestic savings. Productivity also did not improve dollar-indexed securities (tesobonos). which transferred
significantly. Notable progress was made in the major the exchange rate risk from investors to the government.
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The government hoped that, in time, structural reforms wage restraint, steps to deal with the problems of the
would lead to stronger productivity growth and enable banking system that came under severe pressure as a
the economy to grow out of the current account imbal- result of the financial crisis, and initiation of further
ance. They also hoped that the policy of maintaining the structural reforms. The program included measures to
exchange rate within the existing band, together with strengthen the social safety net and cushion the poor
favorable expectations created by the entry into force of from the impact of adjustment.
the North American Free Trade Agreement (NAFTA) in
January 1994, would bolster investor confidence and Recent Economic Developments
keep up capital inflows.

This strategy assumed that plenty of time was avail- Since the adoption of the economic program in March
able for adjustment, whereas the situation required a 1995, Mexico has made substantial progress on adjust-
quicker response. In resisting mounting pressures on the ment. Compared with a trade deficit of $I 8.5 billion in
peso, and losing reserves in the process, the government 1994, it achieved a trade surplus of $7.4 billion. Fueled
lost valuable time when it could have increased the by a large real depreciation of the peso (nearly 50
flexibility of the exchange rate band with reserves still percent between the abandonment of the old exchange
at a reasonable level. The exchange rate policy left rate band on December20, 1994 and end-1995), exports
Mexico increasingly at the mercy of volatile private rose 31 percent in 1995, while imports declined by 8.5
capital flows. The vulnerability of the economy was percent. The current account is estimated to have moved
accentuated by the issuance of tesobonios, which created to a near balance in 1995, from a deficit of about 8
short-term, dollar-linked liabilities of nearlv $30 billion. percent of GDP in 1994, a large adjustment in one year.
Monetary and fiscal policy response to the weakening Inflation was reduced from a peak of 8 percent in the
external position also was inadequate. NMlonetary policy' month of April to an average of 2.5 percent per month
was tightened earlier in 1994, but a tight stance was not in the last quarter. Helped by the large external assis-
followed consistently later in the year. On the fiscal side. tance package, Mexico rebuilt its reserves-gross inter-
the deficit of the public sector, including net lending by national reserves had recovered to $15.7 billion by
development banks, widened appreciably. end-1995-and improved its debt profile, as the $30

With the hemorrhageofreservescontinuing, the gov- billion of tesobonos have virtually all been paid off,
ernment eventually widened the exchange rate band on replaced with longer maturities. The quick adjustment
December 20. but this proved to be an adjustment that has enabled Mexico to regain a measure of access to
was too little and came too late. Capital outflows inten- international capital markets. This provides an impor-
sified as investors considered the new band unsustain- tant contrast to the 1982 debt crisis when it took Mexico
able. On December 22, witlh reserves down to around $6 seven years before it could return to world capital mar-
billion (less than a month of imports), fiom S25 billion kets for normal borrowing.
at the start of the year, the government floated the peso. T he progress on adjustment has been made possible
Initially, the flotation was not accompaniied by the an- by the implementation of tight fiscal and monetary
nouncemenit of a clear economic adjustment program. policies, broadly in line with the IMF-supported pro-
Predictably, the markets reacted chaotically and the gram. The overall balance of the nonfinancial public
peso depreciated sharply. On January 3, the government sector is estinated to have improved from a deficit of
announced the specifics of its economic program, but that 0.3 percent of GDP in 1994 to a surplus of 0.5 percent,
failed to settle the markets, as the program was not consid- despite a sharp rise in interest pay'ments, with non-inter-
ered strong enough. Financial markets conitinued to exhibit est public spending falling by about 15 percent in real
great volatility in January and February, with the peso terms. Net credit by development banks is estimated to
continuing to depreciate. The government responded on have been negative in 1995, compared with a net emis-
March 9 with a more comprehensive and stronger pro- sion of about 4 percent of GDP in 1994. The tight
gram, which helped turn the market sentiment. The gov- monetary policy is reflected in a real decline in the
ernment program was supported by a large international monetary base of 23 percent in 1995. The government
financialassistancepackagethathadbeenassembledinthe has, for the most part, allowed interest rates to move in
meantime, totaling about $50 billion including $20 billion line with market conditions, and has limited exchange
in support from the United States and SDR 12.1 billion market intervention to reducing extreme market volatil-
Linder an IMF standby arrangement. itv while not resistino the market's role in setting the

The government economic program ainied at stabi- peso's fundamental value. The government also made
lizing the economy, restoring international confidence, progress on its structural reform agenda, including pri-
and creating conditions for sustainable economic vatization and deregulation and, more importantly, the
growth. It included a floatinig exchange rate regime, a passage in December 1995 of a major social security
substantial tightening ot' monetary and fiscal policies, reform legislation that wvill move the Mexican pension
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system from the present defined benefit, pay-as-you-go macroeconomic stability and restoration of investor
system to a defined contribution, funded system. confidence. The current year represents an important

Adjustment to financial crisis inevitably has been period in that transition. A recovery from the recession
associated with a drop in economic activity. But the is expected in 1996, but the recovery initially will be
recession has been much severer than initially expected. modest, with GDP growth in 1996 likely to be in the
GDP is estimated to have fallen by 6.9 percent in 1995, 2.5-3 percent range. Most of this growth will come from
with domestic investment perhaps dropping by more the external sector; the turnaround in domestic demand
than 30 percent. However, there are growing signs that will be small. Inflation is likely to fall to around 25
the recession has bottomed out and that a recovery may percent, from 35 percent in 1995, allowing a further
be underway. GDP and industrial production rose in the moderation of interest rates from the high levels seen in
third and last quarters of 1995 on a seasonally adjusted 1995. Provided Mexico perseveres with policies condu-
basis, and open unemployment in the formal sector cive to macroeconomic stability, and continues to
dropped from a peak of 7.6 percent in August to an deepen and extend structural reforms, it can lay the basis
estimated 5.5 percent in December. for stronger growth in later years.

Financial market confidence is recovering, but re- If the competitive advantage conferred by the real
mains fragile. Following a relatively stable May-Sep- depreciation of the peso is not allowed to be eroded,
tember period, markets experienced renewed volatility Mexico can maintain the new dynamism of its exports,
in October and November of 1995, triggered by con- with average real growth in exports of about 10 percent
cerns about prospects for growth, consistency of annually. Export prospects will be supported by the
macroeconomic policies, the deepening crisis of the opportunities created by NAFTA. As growth recovers,
banking system, and political uncertainties. At the so will imports, which contracted sharply in 1995. The
height of this bout of market volatility, the peso fell rise in imports will tend to widen the current account
below 8 to the dollar, from 6.4 at the beginning of deficit, but ifthe projected export growth is realized, the
October (the rate prior to the December 1994 change in deficit should remain within limits consistent with a
the exchange rate regime was 3.4 to the dollar); and continued improvement in Mexico's external debt posi-
interest rates shot back toward the high levels of 80 tion. For the next few years, the current account deficit
percent and over seen earlier in the year. Financial is likely to range from Ito 2 percent ofGDP. As investor
markets have since recovered, with the peso stabilizing confidence returns, private capital flows are expected to
around 7.5 to the dollar in early 1995 and interest rates recover, but this will be a gradual process. With the
dropping back to below 40 percent. But the volatility in retirement of a large part of its short-term debt in 1995,
the last quarter of 1995 underlined the continuing fragil- Mexico's external financing requirements will decline
ity of market sentiment and the need for the government appreciably. But with private capital inflows recovering
to adhere strictly to its stabilization program. only gradually, the overall balance of payments position

The health of the banking system remains a major will remain tight, especially as large repayments under
concern. The government has responded with bank re- the emergency international financial assistance pack-
structuring and recapitalization schemes that have age begin to fall due.
helped contain the scope of the crisis. But bank portfo- This scenario is subject to two important risks: the
lios continued to deteriorate throughout 1995. Past due serious state ofthe banking system; and the vulnerability
amounts had risen to about 18 percent of bank loans by of the government's macroeconomic program to social
year-end; by United States accounting standards, over- and political pressures arising from the deep recession.
due loans rose to almost one-third of total bank loans. Together with the bank restructuring and rehabilitation
Debtor distress remains widespread. Bank woes were measures the government has taken, the economic re-
deepened by the financial market turbulence and the covery and reduction in interest rates expected in 1996
spike in interest rates that occurred in the last quarter of would help in alleviating banking system problems, and
1995. The fiscal costs of the various bank support also help ease socio-political pressures. Nonetheless, the
schemes are currently estimated at 6-7 percent of GDP banking system will remain strained for some time, and
(in present value terms), but could eventually be higher. the government will need to continue to show firmness

in resisting pressures for a premature relaxation of
nmacroeconomic policies. The continuing fragility of
financial market sentiment renders the short-term eco-

The challenge that Mexico now faces is to foster a return nomic outlook subject to particular uncertainty.
to economic growth while consolidating its gains in
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Mexico at a glance
Latin Upper-

POVERTY and SOCIAL America middle-
Mexico & Carib. income Development dlamond*

Population mid-1995 (millions) 91.8 480 440 Life expectancy
GNP per capita 1995 (US$) 3,320 3,300 4,300
GNP 1995 (billions US$) 304.6 1,584 1,892

Average annual growth, 1990-95

Population (%0) 1.9 1.8 1.7 GNP Gross
Labor force (%) 2.9 2.4 2.1 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 34
Urban population (% of total population) 75 74 74
Life expectancy at birth (years) 72 68 69
Infant mortality (per 1,000 live births) 34 41 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) 83 81 89
Illiteracy (% of population age 15+) 10 13 13
Gross primary enrollment (% of school-age population) 112 110 107 -Mexico

Male 114 .. .. Upper-middle-income group
Female 110

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 94.4 183.6 377.1 250.0
Gross domestic investment/GDP 22.3 20.8 23.5 19.4 Openness of economy
Exports of goods and non-factor services/GDP 5.7 15.5 12.7 24.0
Gross domestic savings/GDP 19.0 25.9 18.4 22.3
Gross national savings/GDP 17.1 22.1 17.1 18.7

Current account balance/GDP -4.4 0.4 -7.8 -0.3 Savings Investment
Interest payments/GDP 1.2 5.1 1.6 3.2 nse
Total debt/GDP 19.3 52.8 34.0 63.3
Total debt service/exports 41.1 50.7 33.9 28.8
Present value of debt/GDP .. .. 31.1
Present value of debt/exports .. .. 208.6 .. Indebtedness

1975-84 1 985-95 1994 1995
(average annual growth) -1Mexico

GDP 5.1 2.0 3.5 -6.9
GNP per capita 2.0 0.3 1.2 -10.8 -Upper-middle-income group
Exports of goods and non-factor services 12.5 5.2 7.3 28.4

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP)
Agriculture 10.8 9.1 8.0 8.2 20

Industry 29.9 33.5 28.1 27.8
Manufacturing 21.9 23.5 19.7 19.8 so 91 92 93 94

Services 59.4 57.4 64.0 64.1 20 \

Private consumption 71.6 64.8 70.0 67.3 |40 l
General government consumption 9.3 9.3 11.6 10.4 |
Imports of goods and non-factor services 9.0 10.4 17.8 21.2 -Got - GOP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
Agriculture 3.2 0.3 4.2 -3.8 3-

Industry 5.2 2.4 4.1 -8.0
Manufacturing 4.4 2.8 3.6 -6.4 1

Services 5.3 2.0 3.4 -6.7 o I 2

90 91 92 93 94 \95
Private consumption 4.1 3.8 3.7 -12.9 15

General government consumption 6.6 1.2 2.5 -4.1
Gross domestic investment 2.4 3.7 7.8 -39.5 1 -30
Imports of goods and non-factor services 2.8 13.3 12.9 -27.6 -Exports -Imports
Gross national product 4.5 2.2 3.1 -8.7

Note: 1995 data are preliminary estimates.
The diamonds show tour key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inuatton(%)

Domestic prices 60
(% change)
Consumer prices 57.7 7.1 34.9 40
Implicit GDP deflator a/ 15.5 56.2 7.4 29.4

Government finance 20

(% of GDP)
Current revenue .. 31.5 25.2 26.2
Current budget balance .. -1.6 4.0 3.2 90 91 92 93 94 95
Overall surplus/deficit .. -6.2 -0.1 -0.4 -GDP dei -CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and import levels (mill. USS)

Total exports (fob) .. 22,931 40,416 53,362 60,000
Fuel .. 14,767 7,445 8,422n.a. .I. Ir
Manufactures 6,245 29, 936 40 379 40.000

Total imports (cit) .. 14,533 58,880 46,274
Food .. 1,082 9,510 5,335 20.000 .
Fuel and energy I..
Capital goods .. 3,165 13,322 8,697

Export price index (1987=100) 3 125 110 122 8
Import price index (1987=100) .. 99 119 123 e 89 91 92 93 94 95
Terms of trade (1987=100) .. 127 93 99 CExports lImports

BALANCE of PAYMENTS
1975 1985 1994 1995 CurrentaccountbalancetoGDPratio

(millions US$) C
Exports of goods and non-factor services 6,066 27,726 50,717 63,532 9 ° 92 94 9'

Imports of goods and non-factor services 8,466 19,915 71,136 55,203 1 91 9 4 91
Resource balance -2,400 7,811 -20,419 8,329 -2

Net factor income -1,783 -8,996 -13,012 -12,948 |
Net current transfers 59 1,986 4,011 3 965

Current account balance, -655
before official transfers -4,124 801 -29,419 -655

Financing items (net) 4,327 -3,222 11,026 11 505 J
Changes in net reserves -204 2,421 18,391 -10,850 |

Memo:

Reserves including gold (mill. US$) 1,897 4,997 6,300 16,870
Conversion rate (local/US$) 1.2E-02 0.3 3.4 6.4

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 18,231 96,867 128,302 158,298

IBRD 1,123 4,034 13,038 13,823 A
IDA 0 0 0 0 G 13823

32899 C
Total debt service 2,613 15,293 19,049 20,194 15839

IBRD 116 597 1,989 2,372 D
IDA 0 0 0 0 41B2

Composition of net resource flows
Official grants 8 78 47 43 E
Official creditors 381 809 -623 11,293 20631
Private creditors 3,365 -831 4,894 5,125
Foreign direct investment 609 491 7,978 4,133
Portfolio equity 0 0 4,521 1,619 F

World Bank program 70924
Commitments 310 928 14,084 2,142 A - IBRD E -Bilateral
Disbursements 188 840 942 1,732 B-IDA D-Other multilateral F- Private
Principal repayments 39 335 1,065 1,411 C -IMF G -Short-term
Net flows 150 505 -123 321
Interest payments 78 262 924 961
Net transfers 72 243 -1,047 -640

World Bank International Economics Department. September 1996
a. Period average.
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Moldova

M oldova is a small densely populated country The economy also suffered from a series of shocks
with great agricultural potential. It is situated that caused a precipitous decline in living standards.
on the western edge of the former Soviet Moldova experienced one of the greatest terms of trade

Union, bordered by Ukraine and Romania. Over 50 shocks-estimated as equivalent to a 30 percent decline
percent of the ethnically diverse population of 4.3 mil- in 1992 income-in the former Soviet Union. This was
lion lives in rural areas. Two-thirds are ethnic due to the move towards world prices in intra-republican
Moldovans, 14 percent Ukrainian, 13 percent Russian, trade, especially for energy. The balance of payments
4 percent Gagauz (a Christian Turkic people), and 2 position deteriorated sharply, as energy rose from 16
percent Bulgarian. Endowed with rich land and a tem- percent of imports in 1991 to 40 percent in 1994. As a
perate climate, Moldova's role in the Soviet Union was result, the current account deficit increased from $39
that of a producer of raw and processed foodstuffs million in 1992 to $984 million (almost 7 percent of
(primarily grapes, grains, wines, fruit, vegetables and GDP) in 1994. The budget deficit also increased rapidly
livestock). Agriculture and agro-processing represent to 22 percent of GDP in 1992 and intlation accelerated,
about 60 percent of GDP. The country is almost wholly reaching 1,200 percent a year. Natural calamities-
dependent on imports for its primary energy require- floods, hurricanes and droughts in 1992 and 1994-fur-
ments and inputs for its manufacturing industries. ther exacerbated the situation. Between 1991 and 1994,

Moldova's independence was followed by a period output and real wages fell by 60 percent. Employment
of political instability. In early 1992, the year following decreased from over 2 million people in 1991 to around
independence, disagreements over economic policies. 1.3 million in 1994, although open unemployment re-
together with ethnic factors, resulted in an armed con- mained low at less than 2 percent. Living standards fell
flict between the regions on the right and left (Transnis- sharply, poverty increased, and the quality of social
tria) banks of the Nistru river. Since a cease fire in July services declined.
1992, the Moldovan government has made notable ef-
forts to solve differences by peaceful and constitutional

. - . . . ~~Recent Economic Developments
means, in both Transnistria and in the Gagauz region in
the south. Production, trade and transport links between Moldova was one of the first former Soviet governments
the regions are functioning well, and progress has been to take decisive action to stabilize the economy. The
made on the political front. Gagauz identity has been 1992 drought and the armed conflict with Transnistria
accommodated by partial self-government within the delayed implementation of stabilization policies to
constitution and, aided by an agreement to withdraw 1993. At that time, however, the government moved
Russia's 14th army from Transnistria over a three-year quickly, supported by the IMF, and made important
period, intensive talks have taken place on the reintegra- progress. The budget deficit was reduced from more
tion of this region into Moldova. In July 1995 the presi- than 23 percent of GDP in 1992 to around 5 percent of
dent of the National Bank of Moldova and the head of GDP in 1994. mainly by cutting government spending
the Transnistrian central bank signed an agreement on and transfers to public enterprises from 44 percent of
parallel circulation for non-cash transactions ofthe Mol- GDP in 1992 to 25 percent in 1994. In 1995 the deficit
dovan Leu and local coupons on the left bank of the rose slightly, to 5.5 percent of GDP. Monetary policy
Nistru river. This appeared to be an important first step was tightened and a new currency (the leu) was intro-
toward the adoption of economic reforms in Transnis- duced in November 1993. These policies reduced infla-
tria. Ilowever, the situation started changing in late tion from a monthly rate of 37 percent in January 1993
1995. Due to increased political uncertainty. resulting to less than I percent in April 1995. However, in Octo-
from tie Russian Dumia's refusal to ratify the agreement ber and November 1995, inflation showed a sudden
to withdraw the 14th Army, the momentum toward a surge with monthly rates of 3.2 and 6 percent. This can
settlement of the Transnistria problem has slowed. be only partly explained by seasonal factors and admin-
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istered price increases. Another factor might have been use exemptions for imports. Moreover, a number of
over-estimation of the demand for the leu in Transnis- legislative and administrative initiatives will provide
tria. The National Bank of Moldova has since tightened the basis for a modern tax administration.
monetary policy, and inflation declined to 2.9 percent in Privatization of enterprises and agricultural land is
December 1995. and to less than I percent in Mav 1996. key to the success of economic reforms. The fiscal 1996

The government is also achieving good results in privatization program adopted by parliament in March
structural reforms. Enterprise privatization is proceed- 1995 would result in virtual completion of privatization
ing at a pace that should ensure that all industrial and of Moldovan industry and retail firms withini two years.
commercial enterprises will be in private hands within lPositive steps have been taken recently in land reform
two years. Prices are being liberalized, and the legal and and privatization. The moratorium on the sale of urban
regulatory frameworkls for a market economy are being land. houselhold plots, and orchards was lifted in January
put in place. Given the small size of its economy and 1995. This has created a limited land market in Mol-
domestic markets, the government assigins priority to dova. Selling of land shares inside the large-scale farm-
integrating Moldova into the global economy and open- ing structures has recently become possible. and the
ing the trade regime. Moldova was the first former Soviet government has decided to support the president's pro-
country admitted to the Council of Europe, is pursuilng posal to parliament to permit immediate trading of rural
WTO membersiip, and has signed a trade and political land parcels. With the technical assistance of USAID,
cooperation agreement with the European Union. the European Community and the World Bank. pilot

These policies are starting to yield results. Atter programs aimed at de-collectivizing state farms have
falinig by more than 22 percent in 1994, GDP stopped beci initiated. The constitutional court declared in Janu-
declining in 1995. Helped by a good harvest, agricul- ar\ 1996 that restrictions on exit from the ex-collective
tural production turned around in the last quarter. grow- farms unconistitutional, paving the way for an accelera-
ing by 4 percenlt overall in 1995. Industrial production tion of land reform.
is estinated to have fallen about 7 percent in 1995, but Et'forts are being taken to improve the environment
there are signs of a turnaround. as industrial output for private sector development. The govemnment is im-
between January and May 1996 was 8 percent highier proving the transparency and simplicity of company
than in the corresponding period in 1995. Moreover, registration and licensing, adopting a new streamlined
exports are estimated to have increased by 7 percent in banklruptcy law and reviewing the collateral law. Price
real terms in 1995, with the share of exports to non- liberalization for the vast majority ot'goods and services
Commonwealth of Independenit States countries reach- has been essentially completed. Prices for a small num-
ing 40 percent. ber of public services, electricity. and gas remain con-

tr-olled and margin controls remain on some basic goods.

The Economic Reform Program Export quotas, licensing requirements and minimum
referenLe prices have been removed. Similarly, import

The government's objective is to re-establish sustain- licenses w*ere abolished, except in the cases of goods
able economliic growvth by allo ing the private sector to affectinlg national security and goods subject to medical
expand, based oil exports and services. The reform or cultural regulations.
agenda to support this objective covers tour broad areas: I mportant strides have been made in financial sector
macroeconomic stabilization: private sector develop- ret'onm. The goveriniienit eliminiated directed and prefer-
ment: public sector restructuring and improvemiient of ential credit in mid-1993. leaving allocation of credit
financial discipline, and social protection and human and setting of interest rate levels to the credit auction.
resource development. limproved prudential banking regulations are being in-

Efforts are underway to strengthen the stabilization troduced, the most important being a regulation on risk-
program. The National Bank of Moldova is committed weighted capital adequacy. New laws also enhance the
to a monetary policy framework consistenit with the autonomy and the enforcement powers of the central
objective of bringing inflation hack to less than I per- hank. These steps have brought first signs of adjustment
cent a monith during 1996. Ihis tranicwork will bc in the financial sector. Some banks have widened their
supported by appropriate fisLal policies. The govern- ownership structure and increased capital by attracting
ment s fiscal program requjires limiting the deficit to niall private Investors, and efforts to strengthen the
around 4 pcrcent of GDP in 1996-'rom an estimated capital base arc evident in a number of other banks.
5.5 percent in 1 995. The level a(nd coimposition of public 1lhc government is revieWing public expenditures to
expenlditures are being reviewed. Initial spending cuts identity the macroeconomic constrainits on the size of
were achieved by the near elimitnation ol' net lending to puIblic expenldituic and the deficit. review the allocation
enterprises, which wvas at subsidized interest rates. The of expeniditures, and improxe the budget process and
goverinment is reducing tax exem1ptions sucIh as personall cost control. Ihe macroeconomic objective is to identify
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a fiscal stance consistent with sustained creditworthi- redesign social policies and improve the targeting of
ness and low inflation. On the structural side, the aim is expenditures. The health care and education systems are
to support adjustment by identifying and analyzing the also being reformed to maintain critical investments
structural shifts needed to make government expendi- during the transition period and build a system that will
ture appropriate for, and supportive of, a market econ- meet the needs of a market economy in the medium term.
omy. This will include recommendations on real locating
expenditures across sectors and by type. The govern- Medium-Term Prospects
ment is also considering institutional reforms to make
fiscal policy a more effective instrument. This will mean With strong reforms, output, income and living stand-
establishing the institutions, criteria, and mechanisms ards in Moldova could start rising at an annual rate of 5
needed to ensure that government expenditure is appropri- to 7 percent. Continued strong stabilization would imply
ately defined and allocated and effectively controlled. a gradual reduction of the fiscal deficit to less than 3

Financial rehabilitation of the energy sector will con- percent of GDP by 1998. This would be consistent with
centrate first on ensuring that the energy companies can a rigorous monetary stance and a decline in inflation to
cover their current costs, and then on resolving issues 5 percent a year starting in 1998. Macroeconomic sta-
related to prior debts. To limit the growth of covered bility, together with liberalization, privatization, and
debt the government aims during 1996 to increase col- institution building will encourage private entrepre-
lection to 100 percent of billing, with cash collection neurs to begin investing. Thus the investment rate, now
amounting to at least 70 percent of total collection. The around 5 to 6 percent of GDP, should at least double.
problem of increasing uncovered debt will be dealt with Initially, growth is likely to be in services, such as retail
by setting electricity, gas, and heat tariffs at levels that trade and transportation, where the legacy of central
cover all cash operating costs, and by end-1997 cover planning has left a great deal of unfulfilled demand and
all costs of operation including production, operations. required investments are typically small. T he sector
and maintenance, depreciation, interest charges, a bad could grow at 10 to 15 percent a year, and its share in
debt reserve, and a contribution to profit. Ultilately the GDP could increase from around 30 percent in 1995 to
Moldovan energy sector will benefit from substantial around 50 percent.
restructuring, commercialization, corporatization, and Agriculture could grow at 2 to 3 percent a year over
regulatory reform. To set the stage for these far-reaching the medium term. Industry, especially export-oriented
reforms, the government is upgrading the sector's ac- agro-processing, would pick up in tandem. The rela-
counting and information systems. It is also considering tively small size of Moldova's market implies that this
alternative approaches to ensure adequate energy supply rapid growth can only be achieved through greater out-
to needy households. ward orientation. Annual growth rate of exports should

Social sector reforms are an important priority. In the be around 6 to 7 percent over the medium term.
past, neither the structure of social benefits nor the
allocation of budget resources to education and health External Debt
were oriented to meeting priority needs. This made the
system vulnerable to the shortfall in resources associ- Moldova's stock of debt should reach a peak of
ated with the fall in national activity and income. Facing nearly 40 percent of GDP by 1998, with the debt service
general resistance to restructuring social benefits, the ratio exceeding 20 percent in 2002 and 2003. Economic
government chose to achieve fiscal targets by running growth, export expansion and increases in savings are
arrears on benefit payments, and allowing shortages of key to the improvement in debt indicators that could
crucial supplies in health and education, with obvious occurat the turn ofthe century asGDP growth rises from
social consequences. For many families, household -3.0 percent in 1995 to 6 percent in 2000, exports grow
plots and relatives in the countryside have been the real at 7 percent a year in real terms, and the savings rate
social safety net. The government is now moving to increases from 2.8 percent in 1995 to 16 percent in 2002.
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Moldova at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle- ' _
Moldova Asia Income Development dlamond

Population mid-1995 (millions) 4.3 488 1,154 Life expectancy
GNP per capita 1995 (US$) 920 2,240 1,700
GNP 1995 (billions US$) 4.0 1,093 1,962

Average annual growth, 1990-95

Population (%) -0.1 0.4 1.4 GNP Gross
Labor force (%) 0.5 0.6 1.8 p Gross

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) .. . .. olm/
Urban population (% of total population) 52 66 56
Life expectancy at birth (years) 69 68 67
Infant mortality (per 1,000 live births) 22 23 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+) 4
Gross primary enrollment (% of school-age population) 77 97 104 -Moldova

Male 78 97 105 -Lower-middle-income group
Female 77 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) .. .. 3.9 4.0 Openness of economy
Gross domestic investmenVGDP .. .. 8.0 8.3
Exports of goods and non-factor services/GDP .. .. 45.2 39.4
Gross domestic savings/GDP .. .. 0.6 2.8
Gross national savings/GDP .. .. 1.1 2.3

Current account balance/GDP .. .. -2.5 -2.7 Savings - Investment
Interest payments/GDP .. .. 0.2 0.7
Total debt/GDP .. .. 12.9 17.9
Total debt service/exports .. .. 2.4 10.2
Present value of debt/GDP .. .. 11.2
Present value of debt/exports .. .. 70.5 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Moldova
GOP 4.4 -5.5 -23.3 -30 Lwrmdl
GNP per capita 3.5 -5.9 -23.8 -10 -Lower-middle-income group
Exports of goods and non-factor services .. .. 36.6 3.6

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% ofGDP) 20
Agriculture .. .. 48.8 39.0 20
Industry .. .. 28.1 21.0 o

Manufacturing .. .. 25.9 19.5 9 91 92 94 95

Services .. .. 23.1 39.9 .20

Private consumption .. .. 79.0 80.2 40-

General govemment consumption .. .. 20.4 17.1 -GDI GDP
Imports of goods and non-factor services .. .. 52.6 44.9 -

1975-84 1985-95 1994 1995
(average annual growth) Growth rates af exports and imports (%)
Agriculture .. .. -18.4 4.0 40

Industry .. .. -34.2 -6.5
Manufacturing .. .. -30.6 -6.0 20

Services .. -23.8 -11.1

Private consumption .. .. -24.1 -0.8 90 91 92 93 i 5
General govemment consumption .. .. -40.2 -18.2
Gross domestic investment . .. -18.8 14.0 -20
Imports of goods and non-factor services .. .. -8.9 5.9 -Exports -- Impors
Gross national product 4.4 -5.6 -24.0 -3.5

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 r Inflation (%)

Domestic prices 1,1300
(% change) I
Consumer prices .. .. 330.0 30.630.
Implicit GDP deflator .. .. 253.6 43.0

Government finance
(% of GDP)
Current revenue .. .. 25.4 23.8 __

Current budget balance .. ,. -3.0 -3.4 9 92 93 94 90

Overall surplus/deficit .. .. -4.9 -55 -GDP del. 6CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. .. 617 672 s.ooo
Commodity 1 .. .. 175 197 _ T
Commodity 2 .. 49 5 -T
Manufactures .. .. 189 179 3000 .

Total imports (cit) .. .. 672 693
Food .. .. 140 150 2.000

Fuel and energy .. .. 287 294
Capital goods .. .. 79 83 1.000

Export price index (1994=100) .. .. 100 102 0 -I-----
Import price index (1994=100) .. .. 100 ioi 99 90 91 92 93 94 95
Terms of trade (1994=100) .. .. 100 101 U[Expons Si Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (No)

(millions US$)
Exports of goods and non-factor services .. .. 643 703 2 -
Imports of goods and non-factor services .. .. 749 802
Resource balance .. .. -106 -99 0 - _l +

Net factor income . .. -15 -28 89 90 91 L9L 93

Net current transfers .. .. 23 20 2

Current account balance,
before official transfers .. .. -98 -107

Financing items (net) .. .. 129 120 
Changes in net reserves .. .. -31 -13

Memo:

Reserves including gold (mill. US$) .. .. 179 257
Conversion rate (local/US$) .. .. 4.1 4.5

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed .. .. 504 723 l

IBRD .. .. 99 152 [ G
IDA . .. 0 0 15 9 A

152
Total debt service °15 69

IBRD .. .. 4 8
IDA .. .. 0 0

E
Composition of net resource flows 252

Official grants .. .. 32 33
Official creditors .. .. 130 108
Private creditors .. .. 0 15
Foreign direct investment .. .. 23 32 c
Portfolio equity .. .. 0 0 D 230

World Bank program I
Commitments .. .. 60 30 A- IBRD E -Bilateral
Disbursements .. .. 67 50 8- tDA D -Other multriateral F -Private
Pnncipal repayments .. .. 0 0 C -IMF G -Short-term
Net flows .. .. 67 50
Interest payments .. .. 4 8
Net transfers .. .. 63 42

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
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or over six decades, from its independence in under this system was initiated. Practically all herdsF 1921 to the late 1980s, Mongolia remained in were privatized. About half ofGDP is now generated by
virtual isolation from the rest of the world. Exter- the private sector. Price reforms have entailed the liber-

nal trade and foreign relations were dominated by the alization of almost all prices and remaining adminis-
Soviet Union. The country followed the Soviet model of tered prices, particularly for energy and public utilities,
a centrally planned command economy' with emphasis have been increased substantially.
on the development of industry, mining, and energy. Considering its small population (2.3 million in
With Soviet assistance equivalent to 30 percent of GDP. 1992), Mongolia is well-endowed with natural re-
the economy grew at about 6 percent per year during the sources. The country has 28 million livestock and there
1980s. But this assistance ended in 1990, inflicting an are sizable reserves of copper, gold, and other minerals.
external shock on the Mongolian economy of enormous Prospects for petroleum production in commercial
proportions and sending it into deep recession. quantities are bright. Mongolia has also a well-devel-

Real GDP declined sharply over 1990-93 and infla- oped human resource base with an adult literacy rate of
tion accelerated to 331 percent by 1993. Since 1990, the 96 percent.
economy had been contracting as a result of large exter- The economy is relatively diversified. Livestock and
nal shocks (notably the dissolution of the CMEA trading agriculture together account for 34 percent of GDP,
system and breakup of the Soviet Union), difficulties in industry and mining for 32 percent, and services for
restructuring domestic institutions, and occasional pol- about 33 percent. Mining, mainly copper, provides 40
icy slippages. Following a decline of 9.9 percent in percent of the foreign exchange earnings of the econ-
1991, real GDP declined bv a further 7.6 percent in 1992 omy. lndustry includes wool and cashmere processing.
and 1.3 percent in 1993. Notwithstanding growth in leather goods production, food processing, construction,
activity from the emerging private sector, industrial and and, in recent years, garments. Mongolia's labor torce
agricultural production had been constrained by short- is 800,000, of which the industrial sector employs over
ages of intermediate goods and spare parts. Savings- 100.000. Many old planits that earlier sold their output
and hence investment-fell sharply over 1990-92 as in the CMEA market now operate at well below capac-
output declined and world prices for Mongolia's pri- ity. Restructuring these industries would result in poten-
mary export items (copper, cashmere) weakened. Some tially wide-spread layoffs. an important consideration
recovery in investment took place in 1993 as domestic behind the government's cautious approach toward their
savings jumped from 6.1 percent ofGDP in 1992 to 12.6 reform.
percent in 1993. This sudden increase was associated Mongolia's trading patterns have changed rapidly in
with a price liberalization and exchange rate unification recent years following the collapse of the CMEA in
in May 1993 which increased the protits of some Mon- 1991. Trade with Russia and former CMEA countries
golia's large companies, particularly export-oriented accounted for 89 percent of total trade in 1989; by 1993,
ones. this share had declined to about 56 percent. Trade with

Following political reforms in early 1990, an elected China and Japan, the EU and the United States was
coalition government embarked on a program of eco- virtually non-existent five years ago. Now trade with
nomic transformation from a socialist to a market econ- China and Japan represents about 15 and 16 percent of
omy. Broad-ranging reforms were initiated in the legal trade, while the United States and EU countries accounts
and institutional frame-work. Mongolia established re- for 5 and 8 percent.
lations with several market economies and became a
member of international and multilateral organizations. Recent Economic Developments
Most small and medium public enterprises and shops
were transferred to the private sector under a voucher Important progress toward economic recovery and sta-
system, and privatization of large public enterprises bilization was made in 1994 and 1995. Real GDP grew
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by 2.1 percent in 1994 and inflation declined to less than the unit prices for most major categories of exports. Net
70 percent-and to 53 percent in 1995. Real GDP official reserves increased from $92 million at the end
growth was about 4.5 percent in 1995, based on contin- of 1994 to SI 15 million at the end of 1995, exceeding
ued growth in agriculture, construction and services. 10 weeks of imports.
The nominal exchange rate had been comparatively
stable through end-1994, with the tugrik depreciatingt

¢ t ~~~Economic and Structural Reform
slightly from fug396 to Tug414 to the dollar at end-
1993. Faster-than-anticipated credit growth in early Mongolia continues to face severe economic difficulties
1995 led to a depreciation of more than 15 percent in that reflect deep-rooted structural weaknesses, inexpe-
1995. and resulted in an exchange rate of Tug480 to the rience with new indirect methods of macroeconomic
dollar. Government current expenditures have declined management, and a series of large external shocks since
rapidly, from over 50 percent of GDP in 1991 to about 1990. Beginning in 1990, the government implemented
27 percent in 1995. This decline resulted, mainly, from a broad range of measures to transform the economy
reduced subsidies and cuts in real wages and employ- (including a privatization program, domestic price lib-
ment. In net terms, there was a current budget surplus of eralization, changes in laws and regulations). To reduce
4.2 percent of GDP in 1995. The overall fiscal deficit large distortions in the market for foreign exchange, a
climbed to 12 percent of GDP, reflecting government series of devaluations were implemented in 1991-92. In
investment of almost 15 percent of GDP, financed May 1993 the official exchange rate was unified with
mainly from external resources. the market-determined rate. The state orders and ration

Monetary expansion continued during 1994 and systems, which had constituted a major vehicle for ad-
1995. In 1994 central bank credit to government ex- ministrative intervention in the economy, were abol-
ceeded original targets, mainly as a result of loans to the ished in 1993.
flour mills and the power sector, and for repayment of The main macroeconomic objectives of the govern-
outstanding Russian debt. While the flour mills were ment are to reduce inflation and to accelerate economic
able to repay part of these loans in 1995, the power growth. To support stabilization efforts and provide
companies could not, as controlled energy prices im- scope for adequate expansion of credit to the productive
posed major financial restrictions on their ability to pay. sectors, the government aims to finance the budget
Credit expansion to non-government entities added to deficit mainly from external sources. Expansion in do-
monetary expansion during the first three quarters of mestic credit is being restrained to reduce the inflation
1995 as several commercial banks violated the mini- further. The Bank of Mongolia is taking steps to im-
mum reserve requirement and monthly lending ceilings. prove the monitoring of monetary developments and the
Better compliance by banks, among others, helped keep supervision of commercial banks. Interest rate policy is
the money supply (M2) under control during the final aimed at keeping lending and deposit rates positive in
quarter of 1995. Monetary expansion also occurred as a real terms.
result of increases in international reserves. Credit to The implementation of reform measures-market-
public enterprises has been declining since the begin- determined producer prices, appropriate exchange rate,
ning of 1994. On the other hanid, credit to the private elimination of mandatory state orders and export licens-
sector has increased substantially, helping the economic ing-has led to a positive supply response in the agri-
recovery. cultural and livestock sectors. The new land law should

Mongolia faced a hard foreign exchange constraint contribute to agricultural growth. The service sector also
as the virtual cessation of official medium- and long- shows potential for output expansion and gains in pri-
term assistance from the Soviet Union was only partly vate employment in areas such as tourism, external and
offset by new assistance from nontraditional sources. internal trade, business and professional services, and
Consequently, the brunt of the adjustment was made distribution. Some export-oriented industries (such as
through lower imports, which declined by about 70 garments) and small, import-substituting consumer
percent over 1990-94. Exports declined by about 55 goods industries, initiated with private capital, have
percent during the same period. Reflecting these de- already begun contributing to growth and are likely to
clines, the deficit on the external current account de- increase in importance. However, output of many tradi-
clined from 29 percent of GDP in 1990 to about 6 tional industries is expected to remain stagnant or to
percent of GDP in 1994 and 7 percent of GDP in 1995. decline as more liberalized prices and hard budget con-
Although the deficit increased in 1995, it is in line with straints force nonviable entities to close and other enti-
an import-intensive economy receiving substantial ties to undergo restructuring.
amounts of external grants and concessional loans for Improvements in Mongolia's balance of payments
priority investments. Merchandise exports continued to position will depend, to a large extent, on developing an
grow over the past two years, helped by improvement in efficient and more diversified export sector. The con-
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tinuation of an appropriate exchange rate policy, the ingborrowerswillnolongerbepossible.Arestructuring
removal of restrictions on private trading, and increased plan for the commercial banking sector is being devel-
investment in infrastructure will facilitate recovery in oped. The government seeks to supplement these meas-
non-copper exports, including cashmere, textiles, ures by developing a strong and independent bank
leather products, and meat and meat products. Foreign supervisory capacity in Bank of Mongolia, and improv-
direct investment is still small with an annual flow of ing the legal and regulatory framework for banks. Mon-
around $7 million in 1994 and about $10 million in golia is strengthening its legal and regulatory
1995, mostly in services, construction, agro-processing, framework, and plans new measures to create an effec-
and small-scale manufacturing activities and under bi- tive institutional structure with a focus on implementa-
lateral arrangements with Russia and China. The new tion.
foreign investment law incorporates liberal provisions
for profit remittances, exemption from customs duties Environment
and sales tax, and limited tax holidays.

The government's policy framework for the medium The government has completed an environmental action
term addresses several structural reform issues. These plan that focuses on measures, and their institutional
include a comprehensive investment review through a implications, to protect the environment from mining,
three-year rolling public investment program. Decisions stop soil erosion, and reduce air and water pollution in
to continue existing projects and to approve new ones urban areas. To maintain and protect pasturelands, the
are based on resource availability. sectoral priorities, government intends to restore exhausted areas through
and rate of return analysis. The principles are underlined the growth of protective vegetation, reintroducing more
in the government's 1995-98 Medium-Term Strategy, traditional forms of livestock breeding, and restricting
which envisages adjustment and growth supported by the expansion of crop cultivation on fragile pastureland.
sound macroeconomic and sectoral policies, and com- The phasing out of subsidies on fodder transport should
plementary public investment and technical assistance also result in the relocation of livestock to areas best
programs. suited for pasturing. Efforts are also underway to im-

Mongolia has made great strides in deregulating its prove the use of forestry resources through the promo-
markets and decontrolling the price system, although tion of reforestation and better forestry management.
prices of utilities and services, such as electricity, water,
telecommunications, and housing, continue to be ad- Povertv
ministratively controlled.

Privatization of small enterprises and livestock pro- The difficulties of the transition are continuing to
ceeded rapidly in 1992-93. By end- 1994, 3,283 entities, affect the living standards of the population, and have
mostly in trading and services, had been privatized. contributed to rising unemployment. The government
Privatization of large enterprises proceeded more slowly launched a comprehensive Poverty Alleviation Program
than planned. Nonetheless, by the end of 1994, theassets in 1994. Its objectives are to create jobs, strengthen the
of about 1,200 large public enterprises were also privat- social safety net, alleviate rural poverty, assist women
ized. The privatization process will continue, divesting living in poverty, and improve the management and
remaining government shares in already privatized en- institutional capacity to deal with poverty issues. Subsi-
tities and selling shares in the 200 or so remaining dies to certain items that benefit the poor, such as medi-
state-owned enterprises. 40 of which account for over cines and children's clothing, have been kept in the
30 percent of employment and value added in the econ- budget. Fees charged for privatization vouchers are be-
omy. ing used for retraining and job creation, and the govern-

The government still provides substantial subsidies ment has established a severance pay system for
to public enterprises through numerous direct and indi- redundant workers. The government has improved the
rect channels, including fuel subsidies, low interest administration of its social security system. The number
loans, and a buildup of arrears to governmtent and to of pensioners receiving social security funds was dras-
other public enterprises. The government is aware ofthe tically reduced in 1994 and 1995, as those who were
financial implications of these subsidies, and is intro- inappropriately receiving benefits from the system were
ducing measures to reduce the implicit and explicit removed.
subsidies to public enterprises.

The government has recentlv initiated a major reform External Debtprogram for the banking sector. The program seeks to
eliminate the unrecoverable inherited and directed loans Mongolia's external debt in convertible currencies
from the portfolios of commercial banks through the reached $507 million at the end of 1995, but is mainly
issuance of government bonds. New lending to default- on concessional terms. Most external arrears were elimi-
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nated during 1994. The debt service ratio remained at ation and repayment terms for this debt are under dis-
about 14 percent of exports in 1995. Medium- and cussion between Mongolia and the interested parties-
long-term debt to the former CMEA denominated in mainly Russia.
transferable rubles amounts to TRIO.6 billion. The valu-
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POVERTY and SOCIAL East Low-
Mongolia Asia income Development diamond'

Population mid-1995 (millions) 2.4 1,709 3,188 Life expectancy
GNP per capita 1995 (US$) 320 830 460
GNP 1995 (billions US$) 0.8 1,418 1,466

Average annual growth, 1990-95

Population (%) 1.9 1.3 1.8 G \
Labor force (%) 2.8 1.4 1.9 GNP pGrossper , 9primary

Most recent estimate (latest yearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) 36 ..
Urban population (% of total population) 65 31 29
Life expectancy at birth (years) 65 68 63
Infant mortalify (per 1,000 live births) 51 36 58
Child malnutrition (% of children under 5) 10 17 38 Access to safe water
Access to safe water (% of population) 54 77 75
Illiteracy (% of population age 15+) .. 17 34
Gross primary enrollment (% of school-age population) 84 117 105 -Mongolia

Male 79 120 112 -Low-income group
Female 88 116 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (millions US$) 2,526.0 636.1 896.8
Gross domestic investment/GDP 58.4 20.9 23.7 Openness of economy
Exports of goods and non-factor services/GDP .. 25.3 63.9 55.0
Gross domestic savings/GDP .. 28.0 18.1 19.6
Gross national savings/GDP .. .. 15.1 16.6

Current account balance/GDP .. -32.2 -6.3 -7.1 Savings Investment
Interest payments/GDP .. 0.0 1.3 0.9
Total debt/GDP .. 0.1 69.6 61.3
Total debt service/exports .. 0.0 9.5
Present value of debt/GDP .. .. 43.2
Present value of debt/exports .. .. 65.3 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Mongolia
GOP .. 0.7 2.1 4.5 Lwicm ru
GNP per capita .. -2.9 -0.7 2.0 Low-income group
Exports of goods and non-factor services .. -6.6 -8.4 10.3

STRUCTURE of the ECONOMY

(% of GDP) 1975 1986 1994 1995 Growth rates of output and investment (%)

Agriculture . 14.3 33.9 34.3 30

Industry .. 31.3 34.2 32.0 o
Manufacturing .. .9 .e 93 94 95

Services .. 54.4 31.9 33.7 -30

Private consumption .. .. 55.1 54.6 -s l
General government consumption .. .. 26.8 25.8
Imports of goods and non-factor services .. 55.7 66.7 58.8 -GDI -- GDP

1975-84 1985-95 1994 1995
(average annual growth) I Growth rates of exports and imports (%)
Agriculture .. 0.6 4.7 5.7 25
Industry .. 0.3 4.4 16.1 /

Manufacturing ..
Services .. -1.3 3.1 1.5 -2593 g5

Private consumption .. .. . .. -- \
General government consumption .. .. ..
Gross domestic investment .. .. 75

Imports of goods and non-factor services .. -12.0 -1.9 24.1 -Exports -6-Imporns
Gross national product .. .. .. _..

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
-The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation(%)

Domestic prices
(% change)
Consumer prices .. 66.3 53.1 300

Implicit GDP deflator .. -1.5 54.8 46.7 200

Government finance ,-
(% of GDP)
Current revenue .. 52.5 29.3 30.9 s
Current budget balance .. 3.1 2.9 4.2 9 9 92 93 94 9S
Overall surplus/deficit .. -19.7 -11.5 -GDPdet. -*CPI

TRADE

(millions UJS$) 1975 1985 1994 1995 Export and import levels (mill. USS)

Total exports (fob) .. .. 367 451 1.000
Copper .. .. 189 248
Meat .. .. 6 2 so.
Manuiactures .. .. ..

Total imports (cif) .. .. 371 473 000
Food . .. 20 37 1
Fuel and energy . .. 75 68 Ž
Capital goods . 93 149I lr i

Export price index (1987=100) 93 10
Import price index (1987=100) 8.. . 9 90 91 92 93 94 95

Terms of trade (1987=100) .Exports Mismports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GOP ratio (%)

Exports of goods and non-factor services .. 639 407 494 0 9 9 91 93 4 9l
Imports of goods and non-factor services .. 1,407 425 527 39 9 9 29

Resource balance .. -768 -18 -33 10

Net factor income .. -45 -19 -28
Net current transters .. 0 -3 -3 -20

Current account balance,
before official transfers -813 -40 -64 30

Financing items (net) 844 30 51 L I
Changes in net reserves .. -31 10 13 .40 l

Memo: 
Reserves including gold (milL US$) .. 92 115
Conversion rate (local/lUS$) 3.7 413.2 448.6

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) ComposItIon of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 3 443 550

IBRD 0 0 0 G B
IDA 0 49 59 10 59

F
Total debt service 0 40 23 127 6

IBRD .. 0 0 0 66
IDA .. 0 0 0

Composition of net resource flows
Official grants 0 62 55
Official creditors .. 0 54 48 D
Private creditors .. 3 -22 -3 91
Foreign direct investment .. 0 10 10
Portfolio equity .. 0 0 0 E

World Bank program 197
Commitments .. 0 30 10 A -IBRD E -Bilateral
Disbursements .. 0 17 8 8 -IDA D -Other mulbilaisral F -Private
Principal repayments .. 0 0 0 C -IMF G -Short-term

Net flows .. 0 17 8

Interest payments 0 0 0
Net transfers .. 0 17 8

World Bank International Economics Department, September 1996
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T he past decade in Morocco has witnessed great Recent Economic Developments
progress in macroeconomic stabilization and
economic management. Although growth has Conservative monetary and fiscal policies in the late

fluctuated widely depending on rainfall, it has averaged 1980s reduced the fiscal deficit to 2.2 percent of GDP
about 4 percent and has been accompanied by prudent in 1992; partly due to exogenous factors, the fiscal
and consistent macroeconomic management that re- deficit has since risen, and was 5.5 percent of GDP in
duced the budget and current account deficits from an 1995. Tight money growth has resulted in inflation rates
average of 10.4 and 7.3 percent of GDP in 1984-85 to averaging 5.3 percent over 1992-94. While drought-re-
2.1 and 1.6 percent of GDP by 1992. Broad structural lated relief expenditures have strained the budget. the
reforms reoriented the economy from heavy state con- main cause of the worsening deficit since 1992 has
trol to rely primarily on market mechanisms. Reforms been falling fiscal revenues-from over 26 percent of
to develop private sector activity liberalized the finan- GDP in 1992 to 23 percent of GDP in 1995-largely
cial sector, initiated a successful privatization program, due to tax reductions used to stimulate private-sector
and reduced trade barriers and the tax burden on private activity. Trade taxes are also expected to decline un-
enterprise. Consistent progress in macroeconomic stabi- der the free trade agreement. Measures to raise reve-
lization and structural reforms increased foreign direct nues and reduce expenditures are being considered,
investment dramatically to reach around 2 percent of and the magnitude of the adjustment measures re-
GDI' in 1995. Although GDP growth was enough to quired has led the government to reduce new invest-
raise per capita incomes, it was not sufficient to absorb nient projects temporarily.
the growing labor force and unemployment remained Inflation remained under control after the sharp in-
high at 16 percent in urban areas. Domestic income crease in 1990-91 when increases in the consumer price
growth slowed in the mid-1990s; in combination with index averaged 7.5 percent. Inflation averaged 5.2 per-
population growth of 2.0 percent a year, per capita cent over 1992-94. while estimates for 1995 show a
income increased modestly and was estimated at $1,130 deterioration to 6.1 percent.
in 1995 compared to $1,090 in 1991. The European recession and the drought-induced ag-

Unfavorable exogenous factors have weakened eco- r icultural downturn, coupled with erodine competitive-
nomic performance since the early 1990s. Drought ness, worsened the trade balance over 1992-95, although
struck in three of the past four years, and 1995 was one the currenit account deficit remained at or under 2 per-
of the most severe droughts recorded. As a result, GDP cent of GDP until 1994 owing to more favorable trends
growth, heavily dependent on agriculture, averaged onlv in other items, notably private transfers from abroad; it
1.7 percent in the 1990s, with agriculture fluctuating deteriorated sharply to 4.3 percent of GDP in 1995,
between declines of 45 percent and increases of 63 however. mostly because of that year's particularly se-
percent. Record rains in the 1995-96 winter have, how- vere drought. There has been more concern, however,
ever, replenished reservoirs with at least a two-year over a continuing slowdown in the growth of foreign
supply of water, and 1996 growth is expected to rebound exchange earnings from around 7 percent a year in the
to perhaps 9 percent. late 1980 to 2 percent in this decade. As a result of the

Morocco will need sustained high growth if unem- weakening in the balance ofpayments, foreign exchange
ployment is to be reduced, combined with a restructur- reserves declined from 6.4 months of imports at the end
ing of public expenditure allocations to improve social of 1994 to 4.7 months of imports in 1995. Debt service
indicators under tight budget constraints. Its continued payments have averaged 29 percent-increasing from
commitment to liberalization and globalization is evi- 21.2 percent in 1990 to 35.5 in I 995-while the debt to
denced in Morocco's signing of a Free Trade Agreement Ci DP ratio averaged 76 percent for the first half of the
with the EU in February 1996. 1 990s. Foreign direct investment flows, however, have
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increased from $227 million in 1992 to an estimated in social indicators, particularly in rural areas. Growth
$677 million, around 2 percent of GDP, in 1995. has centered along the coastal corridor and budget allo-

During the economic reform period many foreign cations have favored urban centers, with the result that
exchange restrictions were dismantled and Morocco urban-rural disparities remain large. Though poverty
achieved current account convertibility in 1993. An has declined substantially since the mid-1980s, 13 per-
interbank market for foreign exchange is to be intro- cent of the population is still poor, many more are near
duced in mid-1996. Foreigners now enjoy capital ac- poor, and 80 percent of the poor are in rural areas.
count convertibility, and the government has set full Indicators apart from income, such as literacy and health
capital account convertibility as a goal for the near show similar imbalances. Education levels are low in
future. The trade liberalization program received new relation to the public resources provided-about 5 per-
impetus with the signing of the EU trade agreement, cent of GDP. The illiteracy rate is over 50 percent
which offers a solid framework for economic opening overall and some 75 percent in rural areas. For women
and growth. Ilowever, Morocco, with average tariffs in rural areas, it is higher at 90 percent. Public resources
around 40 percent, a system of reference prices on spent on health amount to under I percent of GDP,
imports of many domestically produced industrial whichi is below the norm for similar countries, and have
goods, and quantitative restrictions on some agricultural been concentrated on the development of large urban
products, remains highly protected. hospitals rather than on small rural dispensaries. Infant

Financial sector reform has progressed well in the mortality is high, and life expectancy low compared to
1990s under the government's strategy ofpromoting the other lower middle income countries, and only 18 per-
private sector. Reforms were designed to develop capi- cent of the rural population has access to potable
tal markets and strengthen the banking system to im- water-though 100 percent of the urban population
prove resource allocation. These have included a new does.
banking law, the creation of a commission to oversee The government is committed to reducing poverty
capital market developments, and legislation to improve and social disparities through better use of its resources:
capital markets, liberalize interest rates, and reduce the principally by allocating public resources to invest-
government's preferential access to domestic financial ments such as building schools and health clinics and
resources. In the next phase the focus will be on devel- other basic infrastructure in rural areas, focusing more
oping the market for institutional savers. on primary than on secondary or tertiary education, on

Privatization, after a slow start in the late 1980s, has rural dispensaries rather than on large hospitals, on
gone well in recent years; sales of public enterprises providing potable water in rural areas, and on extending
began in 1993 and by end- 1995. 39 companies had been rural roads. While past improvements in poverty eradi-
sold with sales amounting to of $850 million. The proc- cation have been complicated by high population
ess has been transparent, and foreign participation has growth rates, a decline in the population growth rate to
been high-about 35 percent of revenues were gener- about 2 percent should contribute to faster improve-
ated from foreign investors. Purchases have not been ments in social indicators.
limited to a few key investors. but have been joined in
bv a large number olf small investors. New firms are.C.. Environment and Natural Resources
being added to the original list of 1 12 companies that
were to be privatized. In addition to water shortages. environmental issues

The government has begun discussing a draft new include deforestation, soil erosion. and the effects of
labor code with business and labor groups as a response industrial effluent, which has become a water health
to high unemployment and increasing competition on hazard in several urban areas. A new water law, ap-
world markets. Other key reforms undertaken include proved in 1995, should improve resource management
liberalization of most state regulated prices, streamlin- by emphasizing co-management for each watershed
ing and reforming the business environment through with a view to promoting stakeholder participation and
revisions in the investmiient code, overhauling of the tax cooperation. Environmental regulations, now in their
system-including establishing a VAT and a general final phase of parliamentary discussions, should com-
income tax-and providing tax reductions for corpora- plement the water law.
tions. Further legislative reform is underway in the Morocco has vast areas of rain-fed and irrigated
commercial codes and the law on competition. arable land; agriculture still accounts for around 17

percent of GDP. The sector employs 40 percent of the
Social Indicators econ oniically active population. Production is variable

due to its dependence on climactic conditions. The ag-
Despite its progressive economic transformation, Mo- riculture sector is highly protected through trade restric-
rocco has continued to lag behind comparator countries tions, tax exemptionis. and subsidies including on water.
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Irrigated agriculture uses around 85 percent of mobi- The government's immediate target is to reduce the
lized water in Morocco. budget deficit by increasing fiscal revenues and cutting

Frequent droughts have aggravated water scarcity in current expenditures, especially the wage bill. Improved
Morocco and clean water is becoming more expensive cost recovery for publicly provided services through
due to increasing pollution and declining water re- better management of-and higher dividends from-
sources. Rational water use depends on correct water public enterprises, and the reduction of tax exemptions
pricing and a strategy for sustainable use. The authori- will be important elements. To improve the effective-
ties are aware of these issues and have passed a new ness of resource allocation, the government intends to
water law and created a new ministry for the environ- focus on providing basic social services, especially in
ment to focus on problems related to the environment. rural areas. It is adopting multi-year expenditure pro-

Morocco's natural resources include phosphate re- gramming to ensure continuity and efficiency in govern-
serves-which face declining international demand, ex- ment activities.
tensive coastlines well suited to tourism, and The government's commitment to private enterprise
considerable maritime resources. The government is has been demonstrated by the structural reforms it has
aware of the need to rejuvenate the tourism industry and undertaken, and it is preparing a program to upgrade
improve its marketing. Prospects for the fishing industry trade related infrastructure coupled with deregulation
are bright, particularly in light of the recent agreement and privatization. The government intends to rely in-
concluded with the EU. creasingly on the private sector to provide public serv-

ices through concession arrangements, and has begun
Medium-Term Prospects this process by contracting for private electricity pro-

duction of electricity. A committee, co-managed by the
Record high rainfall over the winter months could push private and the public sectors, is preparing a program of
1996 growth as high as 9 percent. Over the medium structural and incentive reforms to foster private sector
term,theoutlookforthebudgetandbalanceofpayments growth and improve the regulatory framework for pri-
will depend fundamentally on the government's reform vate sector operations.
program redressing deteriorating macroeconomic bal- Important additional elements of a growth strategy
ances and meeting the challenge of increased integration include reducing the budget deficit through expenditure
with the EU and competition from other sources in reductions and measures to stabilize revenues, improv-
world markets increases. ing public resource allocation to reduce social dispari-

Reduced unemployment can only come from accel- ties, and developing an incentive framework that
erating growth based on aggressive integration with the encourages rational use of natural resources.
world economy. The EU free trade agreement signals Economic performance is vulnerable to external
Morocco's commitment to further liberalization and shocks such as drought, increases in the prices of major
integration and provides a solid anchor for a program of imports and lower phosphate prices. Foreign exchange
structural reforms aimed at strengthening its external reserves have been reduced in 1995 but should be suffi-
competitiveness through such measures as upgrading cient to cover short-term shocks. Growth would also
trade-related infrastructure, deregulating and privatiz- slow, with negative consequences for employment and
ing publicly provided services, deepening financial sec- a continued widening of social disparities, if the govern-
tor reform, labor market reform to increase flexibility, ment fails to act decisively on its reform program.
and education reform to improve productivity.

355



Morocco at a glance
M. East Lower-

POVERTY and SOCIAL & North middle-
Morocco Africa income Development diamond

Population mid-1 995 (millions) 26.9 273 1,154 Life expectancy
GNP per capita 1995 (US$) 1,130 1,780 1,700
GNP 1995 (billions US$) 30.4 486 1,962

Average annual growth, 1990-95

Population ()2.0 2.7 1.4 GNGrs
Labor force (%) 2.6 3.3 1.8 GNP pGross

per ---- --- primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 13
Urban population (% of total population) 48 56 56
Life expectancy at birth (years) 65 66 67 L

Infant mortality (per 1,000 live berths) 55 49 36
Child malnutrition (% of children under 5) 9 .. .. Access to safe water
Access to safe water (% of population) 59 82 78
Illiteracy (% of population age I5+) 56 39
Gross primary enrollment (%. of school-age population) 73 97 104 -Morocco

Male 85 104 105 -- Lower-middle-income group
Female 60 90 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economc ratios_

GDP (billions US$) 9.0 12.9 31.1 31.6
Gross domestic investment/GDP 25.2 27.1 20.8 21.2 Openness oeconomy
Exports of goods and non-factor services/GDP 22.5 24.7 21.2 22.3
Gross domestic savings/GDP 14.3 18.1 15.9 15.0
Gross national savings/GDP 18.7 17.9 18.5 18.1

Current account balance/GDP -6.1 -9.3 -2.3 -4.5 Savings - Investment
Interest payments/GDP 0.6 3.8 4.2 4.3 I

Total debUGDP 21.0 128.4 69.5 69.7
Total debt service/exports 6.3 35.3 36.7 35.9
Present value of debt/GDP .. .. 60.9
Present value of debt/exports .. .. 208.0 . Indebtedness

1975-84 1985-95 1994 1995
(average annua/ growlh) Morocco
GDP 4.4 2.9 11.5 -6.6
GNP per capita 1.7 0.8 9.4 -8.6 Lower-middle-income group
Exports of goods and non-factor services 4.2 4.7 2.0 -1.9 1

STRUCTURE of the ECONOMY

(% of GDP) t1975 1985 1994 1995 Growth rates of output and investment (%)

Agriculture 17.3 16.6 19.5 11.5 j

Industry 34.7 33.4 30.8 34.0
Manufacturing 16.6 18.6 17.2 19.0

Services 48.0 50.0 49.7 54s5 0

Private consumption 69.4 66.0 68.2 68.5 . 9o l
General government consumption 16.3 15.8 16.0 16.5
Imports of goods and non-factor services 33.4 33.7 26.2 28.5 -001 GDP

(average annual growth) 197584 1985-95 1994 1995 Growth rates of exports and imports (%)
Agriculture 1.4 0.4 63.0 -45.0 20

Industry 3.0 2.4 4.3 3.9
Manufacturing .. 3.1 4.2 3.8 1n

Services 6.5 4.0 3.1 2.3 o
0 1n 91 92 93 94 95

Pnivate consumption 3.8 4.2 14.2 -3.5 -10 - 9

General government consumption 5.7 3.1 1.7 -5.8
Gross domestic investment -0.1 1.5 11.4 -1.2 -20
Imports of goods and non-factor services -0.6 6.4 6.7 2.4
Gross national product 4.1 2.9 12.5 -6.6 1 -Exports - Imports

Note: 1995 data are preliminary estimates.
The diamonds show four key Indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 150
(% change)
Consumer prices 7.9 7.7 5.1 6.1 lo
Implicit GDP deflator 1.5 8.5 2.7 7.1 1

Government finance s /
(% of GDP)
Current revenue .. 20.7 23.6 23.1 oo 91 92 93 9 95
Current budget balance .. -2.4 2.7 1.4
Overall surplus/deficit .. -9.6 -3.8 -5.5 -GDP det. ^ C

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 2,145 3,971 4,665 10.000

Agricultural products .. 599 1,280 1,476
Phosphate rock 3475 273 278 d,40 0

Manuiactures .. 474 1,474 1,591
Total imports (cif) .. 3,861 7,168 8,480 ss

Food .. 510 799 1,360
Fuel and energy107 113 127 2:
Capital goods .. 652 1.845 1,907

Export price index (1987=100) 87 95 99
Import price index (1987=100) .. 87 89 92 DExpo 92 Mlmp4r9s
Terms of trade (1987=100) .. 100 107 108 nExrns lmpans

BALANCE ot PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio I(%)

(mi/lions USS)
Exports of goods and non-factor services 1,997 3,185 6,591 7,519 0 -s
Imports ol goods and non-factor services 2,939 4,341 8,271 9,810 11 1 95
Resource balance -942 -1,156 -1,680 -2,291 - 9

Net factor income -88 -766 -1,171 -1,249 2 i

Net current transfers 482 731 2,124 2,107

Current account balance, -3
before official transfers -548 -1,191 -726 -1,433

Financing items (net) 519 1,209 1,239 727 LXLL_
Changes in net reserves 28 -19 -513 706 1
Memo:

Reserves including gold (mill. US$) 438 345 4,548 3,842
Conversion rate (iocal/US$) 4.1 10.1 9.2 8.5

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995 C i 

(millions US$) Composition of total debt,1995 (mill. USS)
Total debt outstanding and disbursed 1,889 16,526 21,587 22,059 G

IBRD 244 1,288 3,746 3,966 380
IDA 31 43 35 33 3966

Total debt service 163 1,372 3,338 3,533 9
IBRD 33 167 572 630 596 6C
IDA 0 1 1 2 52

Composition of net resource flows D
Official grants 26 416 279 300 2833
Official creditors 232 428 -313 -289
Private creditors 283 153 201 87
Foreign direct investment 0 20 601 818
Portiolio equity 0 0 63 29 E

World Bank program
Commitments 33 379 127 433 A- 60RD E -Bilateral
Disbursements 111 307 246 426 8- IDA D -Other muffilateral F -Private
Principal repayments 18 87 302 349 C - IMF G -Shon-term
Net flows 93 220 -56 77
Interest payments 15 81 271 282
Net transfers 78 139 -327 -205

World Bank International Economics Department, September 1996
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Mozambique

N early 15 years of civil war ended in 1992, and 'I'his vulnerability was compounded by the destruction
Mozambique's first multi-party elections were and displacement of war. The average daily caloric
held in October 1994. returning power to the intake in Mozambique is just 77 percent ofthe estimated

sitting party. After a smooth transition, the new govern- requirement, while the average for Sub-Saharan Africa
ment is now firmly established and the democratic is 93 percent. Chronic iialnutrition is estimated to affect
process is evolving well. A small new arnnv, combining 30 to 40 percent of Mozambique's children, with 6
the adversary forces has been formed; the National As- percenit believed to be acutely malnourished. Illiteracy
sembly meets regularly; opposition parties actively rates are 25 percent higher than average for Sub-Saharan
participate in the political debate, and local elections are Africa. Meanwhile, projected population growth of 2.7
planned for mid-1997. The restorationi of peace hias percent a year erodes improvements in the standard of
allowed the resettlement ofover 4 lillion people in rural living.
areas, setting the stage for the sustained recovery of Mozambique's social services were decimated by
agricultural activities. war. One-third of all rural health units were destroyed

Mozambique is endowed with a vast and relatively or closed and about 60 percent of the population lacks
untapped natural resource base in agriculture, energy, access to health services. Roughlv three-quarters of the
and mining, strategic transport corridors, and tourism population lacks access to safe water; in the rural areas
potential. Despite the country's incomilplete reform less than 20 perceit is served. Infant mortality (123 per
agenda, strong econom ic growth has been achieved sup- I iv() li*e births). under 5 mortality (191 per 1,000 live
ported by large external aid tlows and, more recently, births) and maternal mortality (1 453 per 100,000) are
by the momentuLil generated by the end of' war. Real itil over o ne-thir-d highier than the regional average.
GDP growth averaged 9.8 percenlt over 1987-90. hut Nearly 70 percent of the primiary school network has
decelerated in the early 19 90s to 1 .7 percent because of been closed.
adverse exogenous shocks: the loss of aid and export With a GNP per-capita estimated at $80 and an ex-
markets from the former Soviet Union tollowed bx a ternal debt equivalent to 3.7 times GDP of $5.5 million
drought in 1992. at end- 1994, Mozambique is one of the poorest and most

inidebted countries in the world. Iarge external aid
Recent Economic Developments llows, representing about two-thirds of GDP and of the

-overnment budget. and significant debt relief have
Improved weather, the end of hostilities, and the reset- been required to meet its rehabilitation needs and debt
tlement of displaced population in rural areas spurred service obligations. 'I'hese extraordinary circumstances
growth to 19 percent and 5.4 percent in 1993 and 1994 uLiderlie large domestic and external imbalances, which
with agriculture and transport activities taking the lead. car only be reduced over the medium to long term on
In 1995 real GDP expanded an estimiated 3 percent, withi the basis ot'sustained economic -rowth and further debt
stronag growth in the productive sectors--including a relief.
reversal in i1dtistrial decline alter f-ive years-partly
offset by a contiaction in -overiinietlt services. Structural Adjustment Program

Social Indicators Mozanibique laced enornious distortions when the gov-
ernment's economric rehabilitation program was

While data are sparse, poverty in Mozambique is high laulIchied in 1987. Thie advantages Mozambique had
bs any standard. Fighty percent of the population lives ihilerited at indepenidence in 1975-a good basic infra-
in rural areas, two-thirds of themi in ab solute povert\. structure and export base-had virtually vanished as a
Rainfed subsistence agriculture leaves the rural poor result of long- earsot'rigid central planniig and internal
particularly vulnerable to drougiht and Itural disasters ~%ar. The consequences were a sharp fall in Mozam-



MIozambique

bique's GDP and income per capita. a heavy debt bur- financing of the budget, which amounted to 16.5 percent
den-the debt stock was equal to 45 times exports-and in 1986, has been eliminated and net repayments have
extreme poverty afflicting about two-thirds of the popu- been made since 1994. However, monetary control be-
lation. came difficult after the separation of the Commercial

Mozambique has made steady, albeit slow, progress Bank of Mozambique from the Bank of Mozambique in
in implementing the reform agenda begun in 1987. Price 1992. The expansion of "other items" net (representing
and trade regimes have been greatly liberalized, taxes mainly unclassified bankling assets) was a major source
and tariffs restructured, a market-based foreign ex- of instability in 1993. To control increases in these
change system established, and a large nunber of enter- accounts, a system of bank-by-bank ceilings on net
prises privatized. Macroeconomic stabilization remains domestic assets was introduced in mid-1994. However,
elusive, however, and structural refonr is still inconi- weak adherence to established ceilings and continued
plete. Financial sector reform, including the privatiza- leakages from the banking sector continue to drive
tion of the two state banks, has proceeded slowly, monetary expansion and inflation. In 1995 the annual
undermining monetary control efforts. The privatization accumulated rate of inflation reached 55 percent, lower
of big enterprises has accelerated, particularly over the than 1994's 63.1 percent, but above the revised target of
past year, but remaining parastatals in strategic sec- 35 percent. Monetary growth, estimated at 52 percent,
tors-including railways and electricity-continue to was led by credit expansion to the economy through the
impede economic growth and drain financial resources. two state banks, which overshot their bank-specific ceil-
Price and marketing distortions persist on a few essen- ings. The financial deterioration of the Commercial
tial crops such as cashew, Mozanibique's major export Bank and the Banco Populaire de Desenvolvimento,
crop, with adverse imipact on output and farmer in- including increased borrowing from the central bank,
comes. Despite tariff reform, an ineffective customs undermined monetary control during the second half of
administration has led to substanitial revenue losses and the year. The Banco Popular cleared its overdraft with
negative protection to local industry. the central bank in April. Although the commercial

The adjustment process in Mozanibique made pro- bank's overdraft stood at Mt4l2 millions at the end of
gress during the last year. but macroeconomic stability June, still the level was lower than at the end of 1994.
remains eltisive. Inflation was still high in 1995-over To strengthen monetary control, the program for 1996
50 percent-and above agreed targets. will set indicative ceilings on the central bank's net

About 70 percent of the budget, mostly investment, domestic assets while striving to enforce bank-by-bank
is finaniced by external aid flows. A key fiscal objective ceilings on net domestic assets through financial penal-
is, therefore, to reduce the deficit betore grants, while ties.
ensuring net repayments to the banking system. In doing In March 1995, given the limited progress made in
so, emphasis has been given to increasing revenues and banking reform, the government announced its decision
improving the prioritization of' expenditures. Initial to privatize the two state banks. The focus of financial
revenue gains made through several tax reforimis, were sector reform is now to accelerate the privatization of
partly lost in the 1990s because of declining state enter- the state banks, foster competition. strengthen the cen-
prise performance, weakening customs administration, tral bank's supervisory and regulatory capacities, and
and extraordinary expenditures linked to the peace proc- complete enterprise reform . The government is imnple-
ess. menting a program to privatize the state banks by the

In 1995, however, the deficit before grants narrowed end of 1996. In the interim, efforts are being made to
to an estinated 22 percent of GDP. from almost 30 improve the payments system and stop banking losses,
percent in 1994, reflecting the absence of extraordinary particularly by enforcing the repayment of the state
expenditures but also the government's ability to cut banks' outstanding debts with the central bank. The
expenditures in the face of continued shortfalls in both entry of three foreign banks over the past two years
counterpart funds from foreign aid and customs reve- should stimulate competition and reduce the market
nues. Notwithstanding these expenditure cuts. alloca- share of the state banks, now equivalent to about half of
tions for health and education increased in real terrns. total lending. In addition, strengthening the central
Better counterpart funds management, the implementa- bank's monetary control, supervision, and foreign ex-
tion of a comprehensive customs ref'orm program. and change management is being emphasized to ensure the
further simplification of tariffs should help expand fu- effectiveness of monetary policy and financial sector
ture revenues, but even with this prospective gains, managemilenit.
fiscal imbalances will only be reduced gradually. The privatization program accelerated markedly over

Monetary policy has ainied at eliminating bank fi- the past year and a half. Over 500 firms, out of approxi-
nancing of the budget and controlling expansion of the mately 1.000, had been privatized by the end of 1995.
money supply to reduce intlation. Net domestic bank The pr-ivatization of large firms, after a slow start, is now
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moving at a good pace. Some 26 sales have taken place. the deficit rose again to 61 percent of GDP, reflecting
of which 20 were completed in 1994-95. Of the 14 both stagnation in export earnings, due to the loss of
largestnon-performingborrowersofthebankingsystem export markets in the Eastern Bloc and increased im-
identified in mid-1994, five have already been privat- ports linked to the democratization process. The deficit
ized, two are at the sale stage, and four are slated for is estimated to have narrowed in 1995 in line with a
privatization. Two of the remaining three are undergo- recovery in exports earnings and declining imports.
ing restructuring and the third's debt has been written
off. Direct subsidies to state-owned enterprises, which Medium-Term Prospects
represented 12 percent of GDP in 1987, are now less I
than percent of GDP, but implicit subsidies have contin- Mozambique's medium- and long-term goals are to cre-
ued in the form of non-payment of counterpart funds, ate the conditions for poverty-reducing economic
bank credit, and inter-enterprise debt. growth. while reducing dependency on external aid. The

Substantial price and exchange rate liberalization has task of stabilization is particularly complex in Mozam-
taken place. The share of prices subject to control is now bique because the traditional tools-fiscal and monetary
only 5 percent of GDP, compared with 70 percent in policies-are inextricably linked to structural reforms.
1986. Administered consumer prices are limited to The main macroeconomic targets for 1996-98 are annual
wheat and wheat flour, rent, utilities, and transport fares. real non-energy GDP growth of 5 percent, a sharp re-
Some price and marketing distortions still remain in the ductioil in inflation to 10 percent by end- 1998, reducing
agricultural sector, especially in the markets for impor- the external (non-factor) current account deficit by 4
tant commodities such as cashew and maize. The cashew percentage points of GDP, and building gross interna-
industry has been subject to pricing, licensing, and ex- tional reserves to three months of imports of goods and
port restrictions that encouraged the export of processed services by 1998.
cashew despite evidence that domestic processing may Medium-term growth will depend on continued re-
produce negative value added. The government has re- covery in the agriculture and transport sectors. Addi-
cently agreed to eliminate all quantitative restrictions on tional growth is also envisaged as a result of new
the export of raw nuts and phase out the export tax, investments in energy and the resumption of electricity
currently at 20 percent, over four years. exports, which should come on stream in 1997-98. The

To improve foreign exchange allocation, the various overriding challenge in the external sector is to achieve
foreign exchange windows were unified-including im- financial viability and reduce dependency on external
port support funds-into a market-based system in April aid. This will require a rapid expansion in export earn-
1992. Under the system, the official exchange rate is ings and a more radical solution of Mozambique's ex-
determined by market forces. Trade reforms have begun. ternal debt problem.
including a rationalization and reduction of tariffs, but
weak customs administration has led to ineffective col-
lection of import taxes and widespread smuggling. In-
itial steps toward a comprehensive customs reform are Non-energy exports are projected to grow 10 percent a
being taken by the government. Large current account year over the next five years. albeit from a very small
deficits (before grants) reflect the country's weak pro- base. Consequently, the country will continue to require
ductive base, aid dependency and heavy debt burden. A large levels of external assistance, including debt relief,
rapid expansion in exports (from 15 percent of GDP in to finance its external gap. Moreover, even assuming
1989 to 26 percent in 1991) brought down the current substantial debt relief under Naples terms, the debt serv-
account deficit (before grants) to 52 percent of GDP in ice ratio is projected at over 30 percent of exports of
1991 from its 1989 peak of 59 percent of GDP. In 1994 goods and services.
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Mozambique at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Mozambique Africa income Development diamond'

Population mid-1995 (millions) 17.9 589 3,188 Life expectancy
GNP per capita 1995 (US$) 80 490 460 I

GNP 1995 (billions US$) 1.4 289 1,466 l

Average annual growth, 1990-95

Population (I%) 47 2.8 1.8 GNP Gross
Labor force (%) 2.7 2.8 1.9

Iper .-- primary
Most recent estimate (latest year available since 1989) I capita / / enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 34 31 29
Life expectancy at birth (years) 47 52 63
Infant mortality (per 1,000 live births) 145 92 58 1
Child malnutrition (% of children under 5) 40 . 38 Access to safe water
Access to sate water (% of population) 63 47 75
Illiteracy (% of population age 15+) 60 43 34
Gross primary enrollment (% of school-age population) 60 71 105 -Mozambique

Male 69 77 112 | Low-income group
Female 51 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) . 2.6 1.5 1.5 Openness of economy
Gross domestic investmenVGDP . 17 0 60 4 53.9
Exports of goods and non-factor services/GDP .. 5.6 23.3 27 0
Gross domestic savings/GDP .. 3.8 4.7 17.5 
Gross national savings/GDP .. -0.2 2.7 8.9

Current account balance/GDP ,, -17.2 -60.9 -45.6 Savings -- -- , Investment
Interest payments/GDP . 0.7 3.4 3.2 | '
Total debt/GDP .. 104.5 374.3 370.2
Total debt service/exports .. 29.0 23.0 23 0
Present value of debt/GDP .. .. 334.4 . L

Present value of debtlexports .. .. 1,240.8 .. I Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) 6 -Mozambique
GDP .. 6.0 5 4 3.0 Lo-nom ru
GNP per capita 3.8 2 1 -2.6 -- Low-icome group
Exports of goods and non-factor services .. 8.8 7 3 -1.7

STRUCTURE of the ECONOMY
1975 1985 1994 1995 rGrowth rates o ot utput and investment (°h)

(°. Of GOP) 3
Agriculture .. 47.5 32.8 33.7
Industry .. 10.4 12.3 12.3

Manufacturing
Services .. 42 1 54.9 54.0i

95i go 91 92 93 94 \5

Pnvate consumption .. 75.3 75.3 70.0 -i
General government consumption .. 21.0 20.0 12.5 -GDI -- OGDP
Imports of goods and non-factor services .. 18.8 79 0 63.4

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports
Agriculture .. 2.2 5.0 .. 30

Industry - 3.2 -3 20

Manufacturing .

Services 6.0 12.0 '

Private consumption .. 4.2 0.4 4.7 90 Ei 93 94 \s

General government consumption .. 5.8 28.4 -36.6 t0
Gross domestic investment .. 5.0 3 0 -11.8 -20 -

Imports of goods and non-factor services .. 3.1 4.1 -16.3 -Exports -lmports
Gross national product . 5.2 3 9 6.8 1-

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
'The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1995 1994 1995 [InflatIon (%.

Domestic prices 75
(% change) l
Consumer prices .. 47.7 63.1 54.5 _ so _ - -_= =

Implicit GDP deflator .. 33.1 50.8 51.8

Govemment finance
(% of GDP)
Current revenue .. 17.3 17.6 17.9 0
Current budget balance .. -12.5 -5.2 1.2 9 92 93 94 95
Overall surplus/deficit .. -18.5 -29.6 -22.3 | -GDP def. -b-CPI

TRADE
1975 1985 1994 1995 Exportandimportlevels(mill.USS)

(millions US$)
Total exports (fob) .. 77 150 170 1.500-

Groundnuts .. 12 15 20
Fish .. 33 63 65
Manufactures DO

Total imports (cif) 381 1,018 890
Food 121 248 135 5
Fuel and energy 75 83 82
Capital goods 49 333 340

Export price index (1987=100) 92 96 111 1 91 92 93 94 95
Import pnce index (1987=100) .. 65 109 112 9

Terms of trade (1987=100) .. 142 88 100 \ gExports itimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)
Exports of goods and non-factor services .. 143 341 411 o 9 f9 1 92

Imports of goods and non-factor services .. 481 1,155 965 l l l94 95
Resource balance -339 -814 -554 .20

Net factor income .. -117 -218 -230
Net current transfers .. 16 138 100 o l

Current account balance, -894 L

before official transfers .. -440 -894 -684 IJ Li _. L

Financing items (net) .. 420 947 754
Changes in net reserves .. 21 -52 -70

Memo: [-

Reserves including gold (milf. USS) .. 41 428 499
Conversion rate (local/US$) 25.6 43.2 5,918.1 8.890.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1 985 1994 1995 f

(millions US$) ! Composition of total debt, 1994 (mill. USS)
Total debt outstanding and disbursed .. 2,677 5,491 5,553 G

IBRD .. 0 0 0 F 232 B
IDA .. 5 714 863 88 714

Total debt service .. 91 113 212
IBRD 0 0 0
IDA .. 0 4 7 0

340
Composition of net resource flows

Official grants 16 174 637 684
Official creditors .. 308 231 235
Prvate creditors .. 54 -1 -41
Foreign direct investment .. 0 35 45
Portfolio equity 0 0 0 E

390.5
World Bank program

Commitments .. 46 427 99 A -IBRD E -Bilateral
Disbursements .. 5 176 150 B -IDA 0 -Other multilateral F -Private
Principal repayments , 0 0 0 C IMF G -Short-term
Net flows .. 5 176 150
Interest payments .. 0 4 7
Net transfers .. 5 172 144

World Bank International Economics Department, September 1996
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Nepal

N epal remains one of the poorest countries in the Economic Reforms
world, with a per capita income of about $210.
Social indicators among its population of 21 Efforts in the early 1980s to accelerate economic growth

million remain well below the average for the Soutlh through expansionary fiscal policies led to considerable
Asia region. Life expectancy at birth is 55 years, and macroeconomic instability. lfi the mid-1980s Nepal em-
infant mortality is 92 per 1,000 live births. Adult literacy barked on a program of structural adjustment, which was
stands at only 37 percent. An estimated 7 to 8 million of supported by IDA and the INF. While this program
the country's population live in conditionis of absolute helped achieve macroeconomic stabilization, only lim-
poverty. Nepal's population is growving rapidly at 2.5 ited progress *vas achieved in structural reforms.
percent a year and population density with respect to In 1991 the newly elected government launched a
arable land, at around 600 per square kilometer, is one comprehensive reform program, supported by the INIF.
of the highest in the world. The resulting pressure on Encouraged by economic liberalization in India, major
Nepal's limited natural resource base contr-ibutes to low efforts were made in liberalizing trade and industrial
productivity and poverty, denudation of forests and en- policies and rationalizing the foreign exchange regime.
vironmental degradation. The close linkages between a Over the next three years quantitative restrictions wvere
limited resource base, rapid population growth, environ- abolished, the import tariff strtIcture was greatly simpli-
mental degradation, low levels of social development. fied. the industr ial licensing system for domestic invest-
and widespread poverty present a complex development ment was mostly elimiinated, and regulations for foreign
challenge, which requires a well-integrated strategy to investment simplified. The exchange rate was unitied
ensure economic development and poverty alleviation and made fully market-detennined. and full convert-
on a sustainable basis. ibilitv vNas achieved for all current account transactions

Agriculture accounts for more than 40 percent of in 1993. Some progress was also made in privatizing
Nepal's GDP and 80 percent of employmiient. Crop pro- public enterprises, and competition was introduced in
duction accounts for about 60 percent of agricultural previotusly restricted sectors, sucI as domnestic air trans-
output. livestock for 30 percenlt and lorestrv for 10 port. banking, and insuLanlce services, while initial steps
percent. Within maniufactuirinig, carpets and ready-mnade toward administrative and civil service reform were
garments developed rapidly in recent year-s to account taken.
for over 70 percent of merchandise exports (the rest Fhe government took steps to expand revenues and
consisting mainly of pulses and other agricultural goods, stren-gthen public resouice managemeit. A tax reform
jute products, and other simple manufactures), hut have program was launched: domestic sales and excise taxes
experienced serious problems in the last two years. In * cre simplified with a view to full implemilenitation of a
the service sector, tourism contributes about 20 percent 'vAT bIy 1997. Ihe tax base was expanded and tax
ot Nepal's export earnings. Nepal's large hydroelectric administration was strengthened. The: governimenit, with
potential remains substanitially untapped. support from IDA. completed a public expenditure re-

Nepal's developmenit efforts in recent decades have xiew that led to the cancellation or merger of some
been hindered by fundamnental constiaints, including programs and projects and significant increases in
high transportation costs due to its geography anid poor budgct allocations to the key social sector programs.
resource endowmenit, underdeveloped physical and so- drinking water, and rural infrastructure.
cial infrastructure, a weak administiative and political
svstem, and continued hig1h population growth. As a impact of Reforms
result, the overall rate of economic growth has been low l
social indicators have improxed but remnain unsatisfac- By 1994 economic performance had improved in a few
tory, and serious structural wcaknesses in the econoimy key areas and the tiscal situation was strengthened. In
persist. fiscal 1994, GDP grew at almost 8 percenit and the
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investment rate was sustained at 22 percent (7 percent tural weaknesses on the external front. Weak demand,
public, 15 percent private). The fiscal situation also quality problems, and perceptions of employment of
improved and the budget deficit was reduced from 10.7 child labor in some factories affected carpet exports
percent of GDP in fiscal 1991 to 7.0 percent in fiscal adversely, while the relaxation of quotas for Indian
1994. Revenues registered an impressive increases in garment exports had an adverse impact on the exports
fiscal 1994, equivalent to over I percent ofGDP, thanks ofreadv-made garments,Nepal'sothermajorexport. As
to significant in revenues from income taxes, the sales a result, the current account deficit increased to 8.8
tax, and import and export taxes. In addition, tighter percent of GDP, and the balance of payments surplus
control of expenditures led to a reduction of domestic registered until fiscal 1994 was virtually eliminated by
borrowing to about I percent of GDP, from 3.5 percent fiscal 1995. Gross reserves declined from 6.4 months of
in fiscal 1993. imports in fiscal 1994 to 5.2 months of imports in fiscal

On the external front, the current account deficit 1995.
declined to 6 percent of GDP, and the overall balance of In September 1995 the government was replaced by
payments registered a significant suIplus, thanks to for- a coalition led by the Nepali Congress Party. The new
eign aid and other capital inflows, mostly related to government expressed its commitment to restoring a
unrecorded exports to India. stable macroeconomic framework and addressing the

structural weaknesses in the Nepali economy. However,
Recent Developments fiscal performance was again unsatisfactory in fiscal

1996, with the budget deficit increasing to 7.4 percent
Political turmoil between mid-1994 and mid-1995 anddomesticborrowingremaining wellabovethetarget
brought the reforms to a stop. A minority United Marx- of 1/2 percent of GDP. The external situation continued
ist-Leninist Party government was appointed after elec- to deteriorate, with the current account balance deficit
tions November 1994. The privatization program was reaching 12 percent of GDP. The fiscal 1997 budget,
interrupted, subsidies to public enterprises increased, passed in July 1996, is again expansionary, and careful
especially on fertilizers and petroleum products, and the management is required to improve the fiscal and exter-
fiscal situation weakened. nal situation.

While the budget deficit was reduced slightly to 6.6
percent of GDP in fiscal 1995, this w as mainly achieved
through a reduction of development expenditure, off-
setting a large increase in public wages. However, the As of December 1994. Nepal's official foreign debt
external situation deteriorated sharply. Merchandise outstanding and disbursed amounted to about $2.23
export growth (in volume terms) fell from 14.5 percent billioni. As virtually all loans are concessional. debt-
in fiscal 1993 to -I.2 percent in fiscal 1994, and de- service payments stood at 7.8 percent of exports of
clined by 11.2 percent in fiscal 1995, exposing struc- goods and services in 1995.
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Nepal at a glance

POVERTY and SOCIAL South Low-
Nepal Asia income Development diamond*

Population mid-1995 (mililons) 21.4 1,243 3.188 Life expectancy
GNP per capita 1995 (US$) 210 350 460
GNP 1995 (billions US$) 4.6 435 1,466

Average annual growth, 1990-95

Population (%) 25 19 18ross
Labor force (%) 2.5 2 4 1 9 Gpe Gross

iper F--- - - primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) .. .. ..

Urban population (% of total population) 14 26 29 I
Life expectancy at birth (years) 55 61 63 1
Infant mortality (per 1,000 live births) 92 73 58
Child malnutrition (% of children under 5) 70 62 38 Access to saFe water
Access to sale water (% of population) 51 81 75
Illiteracy (% of population age 15+) 73 50 34 Nepa
Gross primary enrollment (% of school-age population) 107 98 105

Male 129 110 112 Low-income group
Female 87 87 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratirs

GDP (billions US$) 1.6 2.6 4.0 4.5 Openness of economy
Gross domestic investment/GDP 14.5 21.9 22.4 23.5
Exports of goods and non-factor services/GDP 8.9 11.5 23.9 24 3 I

Gross domestic savings/GDP 10.0 13.4 14.7 12 4 1
Gross national savings/GDP 11.1 16.2 16.9 149 

Current account balance/GDP -2.8 -7.1 -5.8 -8.7 Savings - tX - Investment
Interest payments/GDP 0.0 0.3 0.7 0.7
Total debt/GDP 2.1 22 6 57.5 56.9
Total debt service/exports 11 6.8 7.6 7.8
Present value of debt/GDP .. .. 27.8
Present value of debt/exports .. 104.6 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) 2.9 4.8 8.6 3 -Nepal

GNP per capita 0.3 2.3 6.1 1.2 - Low-income group
Exports of goods ancd non-factor services .. 9.8 48.0 8.1

STRUCTURE of the ECONOMY
1975 1 985 1994 1995 - --- 

(% of GOP) 1 Growth rates of output and investment (%)
Agriculture 71.8 51.7 43.1 41.8 20
Industry 8.2 15.1 21 7 22.4 1 so

Manufacturing 4.2 5.7 9.5 9.6 | ..

Services 20.1 33.2 35.2 35.8 93 91 92 93 94 95
-10

Private consumption 82.4 77.2 77 3 79.4 -20 
General government consumption 7.6 9.4 8.0 8.2
Imports of goods and non-factor services 13.4 20.0 31 6 35.4 ,-GD1 X-GDP

1975-84 1985-95 1994 1995 - - ----
(average annual growth) Growth rates of exports and imports (%)
Agriculture 1.7 3.0 7.6 -0.3 so-
Industry . 7.8 9.0 3.2

Manufacturing 95 12.3 20 25

Services . 5.9 7.2 5 7

Private consumption . 5.4 6.0 5-2 1 92 93t9*
General govemment consumption . 43 -0.8 5.4 s
Gross domestic investment .. 4.1 -2.4 5.8 1 -25 

Imports of goods and non-factor services .. 8.7 23.4 11.6 1 -Expors ~irports
Gross national product 3.0 4.8 8.3 36 6 -_x_ ons _ _mpons

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation(%)

Domestic prices
(% change) I3T
Consumer prices 7.6 8.1 8.8 7.7 20

Implicit GDP deflator 27.5 11.4 8.5 8.1 2

Government finance 1|
(% of GDP)
Current revenue 6.0 8.4 9.8 11.2 9 o 9 l 9 95
Current budget balance 2.7 2.2 3.6 2.4 9 9 92 93 94 ss
Overall surplus/deficit -1.3 -7.5 -7.0 -6.6 -GDP det. ^ CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and import levels (mill. USS)
Total exports (fob) .. 161 392 358 1

Food .. 59 24 33
n.a. .

Manufactures . 67 1,00
Total imports (cif) .. 457 1,047 1,312

Food .. 44 83 103 W
Fuel and energy .. 24 98 94 I
Capital goods .. 133 386 508

Export price index (1987==100) .. .. 91 97 
Import price index (1 987= 100) 57 58 99 90 92 93 94 95
Terms of trade (1987=100) 1. 61 168 iExports tilmports

BALANCE of PAYMENTS
1 975 1 985 1 994 1 995 F----------------

(millions US$) 1 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 139 301 965 1,068 °0 9 l 92 93 9 9

Imports of goods and non-factor services 209 522 1,278 1 556 
Resource balance -71 -221 -313 488 1

Net factor income 10 0 12 5
Net current transfers 16 37 66 91 |

Current account balance, -i
before official transfers -44 -184 -235 -391

Financing items (net) 13 136 369 399 - LK| g I_ - L
Changes in net reserves 32 49 -135 -8 1 i

Memo: |

Reserves including gold (mill. US$) 114 105 752
Conversion rate (local/US$) 10.6 17.9 49.3 49.9

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 |
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 34 590 2,320 2,551

IBRO 0 0 0 0 GF
IDA 6 236 932 1,023 e4 6e

Total debt service 2 23 82 94 E
IBRD 0 0 0 0 4 /6
IDA 0 2 12 14 |

1023
Composition of net resource flows

Official grants 8 77 171 175
Official creditors 8 91 161 214 |
Private creditors 0 6 -10 -13
Foreign direct investment 0 1 7 8 D
Portfolio equity 0 0 0 0 956 C

World Bank program
Commitments 0 131 101 0 A -IBRD E -Biliateral
Disbursements 2 33 76 81 B -IDA 0 -Other multilateral F -Private
Principal repayments 0 0 5 7 C- IMF G -Short-term
Net flows 2 33 71 74
Interest payments 0 2 7 7
Net transfers 2 31 64 67

World Bank International Economics Department, September 1996
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Nicaragua

N icaragua, with 4.3 million inhabitants and a per of the population is poor and close to one-fifth live in
capita GNP of S390 in 1995, is one of the extreme poverty. Infant mortality is 52 per 1,000 live
poorest countries in Latin America. The main- births and over 12 percent of children under 5 suffer

stay of the economy is agriculture (about one-third of from some form of malnutrition. Health and nutrition
GDP); industry, which has been mainly import substitu- indicators reflect the acute problems facing the Nicara-
tion oriented, accounts for 20 percent of GDP. Coffee, guan poor-lack of clean water and sanitation, deficient
cotton, sugar, beef, and bananas accounted for nearly 70 hygiene and dietary habits, and a severe deterioration of
percent of merchandise exports over 1987-93. Produc- primary health care facilities. Education indicators show
tion of basic grains, mainly beans and rice, is also high repetition and dropout rates, particularly between
important. first and second grades. The average level of education

When the current administration assumed office in attainment is four years of schooling, and only 1.6 years
April 1990, Nicaragua's economy was in disarray after for the extremely poor. There is a lack of qualified
a ten-year military conflict that destroyed much of its teachers, and the education system suffers from a severe
physical infrastructure and weakened its institutional deterioration of facilities, particularly in rural areas, lack
framework. The government inherited a centralized of school furniture and equipment, and insufficient ma-
economy with an extremely low production level, hy- terials.
perinflation, and a significant external imbalance. Mar-
ket institutions were extremely weak or had completely Recent Economic Developments
disappeared after a decade of centralized decision mak-
ing. International trade was controlled by state trading In March 1991 the government initiated a comprehen-
companies, which in 1989 handled virtually all exports sive stabilization and adjustment effort. The stabiliza-
and more than half of imports. Foreign trade transactions tion measures were remarkably successful. Inflation was
were subject to a system of multiple exchange rates and reduced from hyper-inflationary levels over 1988-90 to
pervasive exchange controls. State entities controlled single digits in 1992. and in 1992 the economy recorded
financial intermediation and allocated credit according a very modest output growth for the first time since
to non-market criteria. Most of the enterprises in agri- 1983. Fixed investment had recovered to levels reached
culture, manufacturing, and mining were state-owned, in the early 1970s. The key factors responsible for this
operated under soft budget constraints, and received success were a major reduction of the fiscal deficit.
subsidized credit from the central bank. The expansion maintenance of credit discipline, and the adoption of a
of government activity was financed by large fiscal fixed exchange rate system facilitated by large inflows
deficits. By the end of the 1980s GDP had fallen below of foreign aid. With strong donor support, the govern-
its 1970 level due to inappropriate policies, coupled with ment succeeded in clearing its multilateral arrears in
the effects of the civil war, adverse external condi- September 1991,andreacheda Paris Club agreement on
tions-including the United States trade embargo-a enhanced Toronto terms in December 1991.
drain of human capital, and bad weather. Exports had The government also undertook the first phase of a
contracted to half their 1980 level and represented about structural adjustment program, supported by IDA. In
one-third of current imports. Moreover, Nicaragua had addition to underpinning the stabilization effort, the
accumulated an enormous external debt equivalent to main achievements of the reform program included pub-
over six times the level of GDP. lic sector adjustment through a major downsizing of the

public sector that cut current expenditures, and reduced
Social Indiccaorsamilitary personnel by over 80 percent and government

employees by 12 percent. The government also divested
Although social indicators have improved over the last 233 of 351 state-owned enterprises. The government
20 years, they remain very low, Slightly more than half liberalized foreign trade through unification of ex-
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change rates, the adjustment of most import tariffs to a increased by 90 percent due to credit expansion by the
range of 10 to 40 percent, the elimination of most state banks, a strong increase in credit to the public
non-tariff import and export barriers, and the abolition sector and shortfalls in disbursements of balance of
of state-trading monopolies. Domestic commerce was payments support. Public finances deteriorated primar-
liberalized by eliminating ofl'icial price controls and ilv due to the continued financial problems of the state
privatizing state trading activities. The financial sector power company and higher-tilan-programmed domesti-
was opened by creating an autonomous superintendency cally financed investment expenditures by the central
of banks, eliminating interest controls, restructuring government. Exports rose strongly due to higher coffee
state-owned banks, and the financial system opened to prices and continued expansion of non-traditional ex-
private banks-I I of wihich are now in operation. ports (especiallv fish and fish products, fruits and vege-

The goverinmenlt strengthiened the social sector by tables, and free trade zone products). Imports also
creating systematically targeted social safety nets, in- expanded more than anticipated, however, with the re-
cluding a social investment fund and an employment sLilt that the current account deficit improved by less
generation program, coupled with an expanded public than programmed.
investment program designed to rehabilitate the devas- In the second half of 1995 the government began a
tated social and physical infrastructure. program that includes measures to strengthen fiscal per-

The political situation became polarized in 1993 formance, tighten central bank credit to the state banks,
which, coupled with the interruptioni of important bilat- and further progress on structural reforms including
eral aid flows, a marked drop in commodity prices and privatization. public sector employment reduction, and
adverse weather, led to a deterioration in economic the downsizing of the two largest state banks. Fiscal
conditions. Output fell by 0.2 percent, inflation in- performance improved in the last quarter of 1995, fol-
creasedto 20 percent and international reserves declined lowing adoption of several fiscal measures, including
by $100 million. The government took corrective ac- adjustment of public utility prices and cuts in domesti-
tions and managed to prevent a more serious deteriora- cally-financed public expenditures. Provided these ef-
tion in macroeconomic conditions, particularly by forts are sustained, there are good prospects for bringing
reducing currenlt expenditures and tightening credit the government program back on track in 1996. The
policies. principal macroeconomic targets for 1996 are GDP

The economy rebounded in 1994 with the highest growth of4 to 5 percent, a reduction of inflation to about
GDP growth since 1993. Agriculture and construction 6 percent, an increase in public savings to about 7
recorded high growth, and inflation fell to single digit percent of GDP, and an increase in international re-
levels. Merchandise exports increased by 9.4 percent in serves by $60 million.
dollar terms, boosted by coffee and non-traditional ag-
ricultural exports. A stronger balance of payments out- External Debt
come resulted in a build-up of foreign exchange reserves
of $45 million. The fiscal deficit deteriorated slightly As of end 1995 Nicaragua's total external debt was
due to higher spending caused by a severe draught. estimated at $12.5 billion, of which about 78 percent

In late 1994, the political situation again became was owed to official creditors, $1.5 billion to multilat-
polarized as the executive and legislative branches eral creditors, and $8.3 to bilateral creditors. This exter-
reached an impasse over retforns to the constitution. The nal debt burden is almost six times the value of GDP and
conflict halted a number of important reforms, including more than 20 times the value of exports of goods and
privatization of the state-owned telecommunications services. Nicaragua's debt per capita, at about $2,780
enterprise. The political impasse was resolved in mid- makes it oneoftheofthemost highly indebted countries
1995. Despite these political problems, the government in the world. In December 1991 Nicaragua was the first
maintained progress in the implementation of reforms country to be granted enhanced Toronto terms by the
that did not require congressional approval. Further Paris Club. The government and the Paris Club reached
progress was made in reducing public sector employ- an agreement that effectively cut debt service in half
ment, divestiture of an additional 34 enterprises, im- over 1992-94 and left open the possibility of reducing
proving prudential supervision of the banking system. the debt stock at the end of this three-year period. In
and comprehensive public sector modernization. March 1995 the Paris Club granted Nicaragua Naples

Preliminary estimates for 1995 indicate that GDI Terms that effectively reduce the country's debt service
increased by 4.2 percent. while inflation held steady at to member countries by about 67 percent over the next
about the 1994 level. However, in contrast to the posi- two years. Moreover, the Paris Club agreed to consider
tive performance observed in 1994, policy slippages a reduction in stock in June 1997. In December 1995,
took place during the first half of 1995. From end-1994 Nicaragua completed a commercial debt buy-back op-
to mid-1995. net domestic assets of the central bank eration that bought back about $1.1 billion of Nicara-
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gua's commercial bank debt at a price of 8 cents on the eliminate about 81 percent of the country's outstanding
dollar. The total value of the transaction, including can- commercial debt.
celed interest claims, is more than $1.4 billion and it will

369



Nicaragua at a glance
Latin

POVERTY and SOCIAL America Low-
Nicaragua & Carib. income Development diamond

Population mid-1995 (millions) 4.3 480 3,188 Life expectancy
GNP per capita 1995 (US$) 390 3.300 460
GNP 1995 (billions US$) 1.7 1.584 1,466

Average annual growth, 1990-95

Population (%) 3.2 1.8 1.8 GNP G
Labor force (%) 4.5 2.4 1.9 P Grimrossper - > primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 50
Urban population (% of total population) 63 74 29
Life expectancy at birth (years) 68 68 63
Infant mortality (per 1,000 live births) 50 41 58
Child malnutrition (% of children under 5) 12 .. 38 Access to safe water
Access to safe water (% of population) 57 81 75
Illiteracy (% of population age 15+) 34 13 34
Gross primary enrollment (% of school-age population) 103 1to0 105 -Nicaragua

Male 101 . 112 Low-income group
Female 105 .. 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 1.6 2.7 1.8 1.9
Gross domestic investment/GDP 21.4 23.1 25.0 26.5 Openness of economy
Exports of goods and non-factor services/GDP 28.4 14.8 24.6 33.9
Gross domestic savings/GDP 12.4 16.1 -2.3 4.4
Gross national savings/GDP 8.9 5.9 -29.0 -9.7

Current account balance/GDP -12.3 -31.6 -54.0 -36.2 Savings Investment
Interest payments/GDP 2.2 1.0 5.9 6.1
Total debUGDP 50.0 215.6 597.4 502.2
Total debt service/exports 14.0 18.5 38.2 48.9
Present value of debt/GDP .. .. 527.3
Present value of debt/exports .. .. 2,027.9 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth)
GDP -2.8 -1 3 3.3 4.2 -Nicaragua
GNP per capita -6.1 -6.3 -8.3 17.5 Low-income group
Exports of goods and non-factor services -4.5 6.7 26.5 45.3

STRUCTURE of the ECONOMY

1975 1985 1994 1995 Growth rates of output and investment (%)
(%of GDP) 40

Agriculture 22.4 23.7 33.3 33.7
Industry 29.8 35.0 20.5 20.8 20

Manufacturing 22.4 27.6 16.5 16.3
Services 47.8 41.3 46 2 45.5

9_1 97_ 94 95

Private consumption 78.5 48.2 88.4 83.7 20

General government consumption 9.1 35.7 14.0 11.8
Imports of goods and non-factor services 37.4 21.8 51.9 56.0 L-G I - GDP

1975-84 1985-95 1994 1995 -__________________

(average annual growth) Growth rates of exports and imports (%)
Agriculture -2.2 -1.3 10.2 5.1 60

Industry -3.8 -4.1 3.1 5.0
Manufacturing -0.4 -4.7 1.0 3.0 30

Services -2.6 -2.0 -0.3 3.1

Private consumption -5.8 1.6 0.6 4.0 o - 9

General government consumption 18.5 -13.9 -3.0 -5.4 * K
Gross domestic investment 1.3 -5.7 25.1 9.8 30

Imports of goods and non-factor services 2.3 -2.1 14 0 13.6
Gross national product -3.4 -3.5 -5.2 21 2 -Exports Imports

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 80)
Consumer prices 7.5 219.5 7.7 11.2 6.0 /

Implicit GDP deflator 3.6 167.6 8.9 11.3 4,0

Government finance 2.000 

(% of GDP)
Current revenue .. 35.7 29.3 28.8 o
Current budget balance .. -10.6 2.4 3.9 0 92 93 94 95

Overall surplus/deficit .. -22.2 -12.4 -11.2 -GDPdet. - CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 305 351 525 1.00T

Coffee . .. 73 118
Meat 1 1 68 53 750

Manufactures .. 31 66 117

Total imports (cif) .. 892 785 852 SW
Food .. 132 208 221 b WNFuel and energy 2184 115 123 2

Capital goods .. 251 215 236
Export price index (1987=100) .. 127 .. Import price index (1987=100) .. 140 89 9 91 92 93 94 99

Terms of trade (1987= 100) 91 .Exporls uMimports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 447 344 453 648 0 - + + ++
Imports of goods and non-factor services 588 924 957 1,070 l9 90 91 92 93 9
Resource balance -142 -580 -504 -422

Net factor income -60 -274 -538 -336 -20 .
Net current iransfers 4 0 47 66

Current account balance,
before official transfers -198 -853 -996 -693 40_

Financing items (net) 239 732 1,064 630
Changes in net reserves -42 121 -69 63

-60

Memo:

Reserves including gold (mill. US$) 124 .. 146 105
Conversion rate (local/US$) 1.4E-09 8.6E-09 6.8 7.6

EXTERNAL DEBT and RESOURCE FLOWS

(millions US$) 1975 1985 1994 1 Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 800 5,821 11.019 9,614

IBRD 52 163 76 65 AG 65 276
IDA 13 59 254 276 1469

Total debt service 64 64 183 278 1064
IBRD 5 0 25 21
IDA 7B9FIDA ~~ ~~ ~~~~~~~~~~~0 0 3 37189

Composition of net resource flows
Official grants 3 47 181 200
Official creditors 46 679 161 167
Private creditors 95 14 -4 -88
Foreign direct investment 11 0 40 50
Portfolio equity 0 0 0 0 E

1 ~~~~~~5910
World Bank program 5

Commitments 5 0 68 97 A -IBRD E -Bilateral
Disbursements 20 0 52 18 B -IDA D -Other multilateral F -Private
Principal repayments 2 0 19 16 C -IMF G -Short-term
Net flows 17 0 33 2
Interest payments 3 0 10 8
Net transfers 14 0 23 -6

World Bank International Economics Department, September 1996
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N iger is a large landlocked country of 1.27 mil- Niger. General economic activity has improved, with 4
lion square kilomiieter-s 600 kilomlaeters from the percent and 3 percent real GDP growth rates in 1994 and
closest seashore. Its population. estimated at 1995. compared to 1.4 percent in 1993. Growtth in 1994

7.0 million in 1994-about half less than 15 years old- vas driven by good agricultural production consequent
is growing at about 3.3 percent a year which is above the on a good rainy season, increased land use and crop
average for Sub-Saharan Africa. Rainfall is limited and yield. and a better policy environment with stepped-up
often irregular, while soil fertility is low and declining liberalization in pricing and trade. However, since the
due to intensive use. As a result Niger's fist growing military takeover of government in late January 1996,
population is becoming one of the poorest in tle world. the budget situation, which had improved in 1995, is
Per capita GNP has declined by more thani 52 percent unicertaini, as several important donors have announced
since 1980 to reach 5220 in 1995. Social indicators are treezes in budgetary aid.
among the lowest in the Sahelianl countries. Life expec- The fall in real GDP growth in 1995 was due mainly
tancy at birth of 46 years is one of the lowest on the to tardy and deficient rains. Urban unemployment is a
continent. Infant and child mortality rates are highi. The problem, with annual jobless increments of around
adult literacy rate is only 14 percent (9 percent anmong 2,000. Annual intlationi stood at 5.5 percent in 1995.
women) and the primary school enrollment ratio is less Althoughi public investment programming was ex-
than 30 percent. trelimely conservative in 1995, and included only pro-

Total GDP amouLited to S1.9 billion in 1995. The jects with secure finiaicing, the imiplemlientation rate has
primary sector accounts for 41 percent of GDP, with been below 50 percent. Competitiveness gains require
niillet and sorghumli taking up 80 percent of the culti- enterprise cost reductions by individual enterprises.
vated area and livestock providing an ilmportant source vhich will require government action. especially de-
of income and export receipts. The tertiary sector ac- regulation of labor markets and settlemenit of govern-
counts for 42 percent of GDP. Niger's small secondary ment arrears to public utilities and other firms. Private
sector accounts for the reemainine 1 7 percent. T his com- sector development awaits sector reformis in energy and
prises a relatively iiefficie it public sector and a small other sectors to decrease costs by eliminatinlg monopo-
modern private sector that was in decline, until the CFA listic situations tor better efficiency, bureaucratic
devaluation in 1994, owing to a lack ofcomipetitiveniess. streamlininL. and reductionl of the government wage
The discovery of large Llianiulim deposits in the late bill.
I 960s triggered the development of the m in ing sector. I nterinal and external accounts improved in 1 995. The
with uranium becoming Niger's principal foreign ex- budget position in 1995 improved with a current account
change earner (around 70 percent of exports) and a deticit (excluding grants) of 3.7 percent of GDP com-
major source of government revenues (around 12 per- pared to 6.4 percent in 1994. Revenue collection was
cent). Niger has an open economiy,. with impoits and estimated at 7.5 percent of GDP in 1995, up from the
exports exceeding 30 percent of its GDP. Strong trade historically low 6 percent in 1994. The wage bill repre-
links exist with Nigeria. which exerts considerable eco- sented 78 percent of tax revenues by contrast to 1 994's
nomilic iniflueice through long-standing trading aid cul- 101.7 percent. The external current account balance
tural bonds. (excluding official transfers) improved to 5.0 percent

of GDP against 1994's 5.1 percent, as agricultural ex-

Recent Economic Developmiienits ports rose. However, Niger faces a difficult debt prob-
lem with a stock estimated at 81.6 percentofGDP(101.6

Despite special challenges-financial arid political cri- percent in 1994) the majority of wlhich (67.5 percent) is
ses, social strife, arid proximiity to Nigeria-and lags in mulltilateral debt, arid scheduled service payments esti-
the adjustnment programi, the policies accompanying the mated at 36.5 percent of exports compared to 34.1
CFA franc devalLuation have yielded positive results in percent ( 1 5.5 spercenit after rescheduling) in 1994. Gross
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official reserves stabilized around 9.8 months of im- Medium-Term Prospects
ports. The length of the transition period to elected
government will determine the extent of a possible de- Niger's development objectives are to strengthen eco-
terioration in the internal and external balances. nomic competitiveness, and reduce poverty by reversing

Niger began its adjustment efforts in 1983, albeit the downward trend in per capita incomes and improv-
haltingly, with support from IDA and the IMF opera- ing social indicators. Specific objectives include im-
tions, Paris and London Club debt rescheduling, and proving primary school enrollment from the current low
bilateral donors. These halted, however, in 1990 when level of 29 percent to 35 percent by 1999, and increasing
major slippage caused the IDA and IMF adjustments basic primary health coverage from the current 32 per-
operation to go off track. In 1991 the government started cent to 45 percent nationally by 2002. Niger faces many
an internal adjustment package with very limited results. development constraints, including a slim natural re-
In September 1993 further internal adjustment efforts source base of fragile and degrading arable land, low
included salary cuts-too modest under union pres- rainfall and periodic drought, and sustained neglect. Its
sure-that were unable to improve the budget situation. human resource base is weak, and it faces high factor
In January 1994, with the CFA devaluation, donor sup- and input costs, and over dependence on a single ex-
port for adjustment restarted but subsided later in the port-uranium. Since 1981 plummeting uranium prices
year when the program weakened. Donor support for have prompted a chronic fiscal imbalance, while inade-
further reform became more uncertain with the recent quate revenue generation and an uncontrolled wage bill
military takeover of government. Further action on re- have saddled Niger with mounting budget and payment
form depends on the ability of the authorities to regain deficits, and a rapidlv rising debt servicc.
donor confidence.
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Niger at a glance
Sub-

POVERTY and SOCIAL Saharan Low- __ . ___ _
Niger Africa income Development diamond,

Population mid-1995 (miflions) 9.0 589 3,188 Life expectancy
GNP per capita 1995 (US$) 220 490 460
GNP 1995 (billions US$) 2.0 289 1,466

Average annual growth, 1990-95

Population (%) 3.3 2.8 1.8
Labor force (°) 3.0 2.8 1.9 GNP _ Gross

per primary
Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 23 31 29
Life expectancy at birth (years) 47 52 63
Infant mortality (per 1,000 live births) 119 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 52 47 75
Illiteracy (% of population age 15+) 86 43 34
Gross primary enrollment (%O of school-age population) 29 71 105 -Niger

Male 35 77 112 - Low-income group
Female 21 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 [Economic ratios

GDP (billions US$) 1.0 1.4 1.5 2.0 Openness of economy
Gross domestic investment/GDP 14.3 15.3 10.4 7.4
Exports of goods and non-factor services/GDP 19.2 21.0 16.4 14.6
Gross domestic savings/GDP 2.6 6.1 1 7 2.1
Gross national savings/GDP -3.8 -1.0 5.4 3.8

Current account balance/GDP -9.6 -19.2 -5.1 -5.0 Savings - , Investment
Interest payments/GDP 0.2 2.9 1.0 0.7
Total debt/GDP 10.6 83.9 101.9 81.6
Total debt servicelexports 4.6 33.8 26.0
Present value of debUGDP .. .. 56.4
Present value of debUexports .. .. 341.9 Indebtedness

1975-84 1985-95 1994 1 995 
(average annual growth) | -Niger
GOP 3.0 0.9 4.0 3.0 P
GNP per capita -0.7 -2.1 0.7 -0.3 Low-income group
Exports of goods and non-factor services -3.0 -2.6 2.8 5.9 1

STRUCTURE of the ECONOMY

(° of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)
Agriculture 50.3 36.7 40.8 41.1
Industry 11.0 20.9 15.6 17.6 so6A

Manufacturing 5.6 7.1 6.3 6.5 / 
Services 38.7 42.3 43.6 41.3

Private consumption 86.6 78.8 82.3 83.4 so
General government consumption 10.8 15.0 16.0 14.5
Imports of goods and non-factor services 31.0 30.1 25.1 19.9 -GDI -- GDP

1 975-84 t1985-95 1 994 1 995 - - _ .~.__- _
(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)

Agriculture 2.4 .. 10.2 2.0 ,o-
Industry 8.1 .. 0.2 3.5A

Manufacturing .. 0.7 3.5 o \ __

Services 1.8 .. 01 2.9 91 _2

Prvate consumption 8.9 0.3 1.5 4.8 \ 0
General government consumption 0.6 1.8 -8.9 1.6
Gross domestic investment -11.1 -3.8 78.6 7.0 .20

Imports of goods and non-factor services 4.2 -6.0 -3.5 5 0 -Expors ^ mpors
Gross national product 2.7 1.0 3.8 - r I

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 40

Consumer prices 9.1 -0.9 35.6 10.5 30

Implicit GDP deflator -2.2 -1.9 32.7 5.4 20

Government finance so

(% of GDP) 0 - --_ --+ _,
Current revenue .. 6.0 7.5 t93 94 99

Current budget balance . . -6.4 -3.7 -

Overall surplus/deficit . .. -12.4 -16.5 -GDPdel -6-CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 251 224 23 s00

Other metals .. 214 141 14
n.a. D
Manufactures . .. . .. 350

Total imports (cif) .. 354 244 :257
Food 91 27 28 20

Fuel andenergy . 28 19 20

Capital goods . .. 68 83 101 ru

Export price index (1987=100) 92.. 63
Import price index (198 7100) 162 89 9 91 92 93 94 95
Terms of trade (1987=100) 39 . Exports Elsmports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions UJS$)
Exports of goods and non-factor services 162 298 257 274 o -
Imports of goods and non-factor services 235 473 393 419 9 90 91 92 93 94 95

Resource balance -73 -175 -136 -145

Net factor income -9 -42 -34 -40 -
Net current transfers -19 -59 91 84

Current account balance,
before official transfers -101 -276 -79 -102 10 _

Financing items (net) 107 279 72 102
Changes in net reserves -6 -3 7 0 l

Memo:

Reserves including gold (mill. US$) 50 140 202 210
Conversion rate (local/US$) 214.3 449.3 555.2 500.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 112 1,208 1,569 1,654

GIBRD 0 0 0 0 F G
IDA 18 147 565 598 13

Total debt service 8 108 66 65 B
IBRD 0 0 0 0 598

IDA 0 2 7 8

Composition of net resource flows
Official grants 87 178 255 272
Official creditors 24 60 57 61 E4
Private creditors -1 -7 -24 -24 53
Foreign direct Investment 23 -9 1 1 G
Portfolio equity 0 0 0 0 D 53

World Bank program 272
Commitments 0 17 178 7 A- IBRD E -Bilateral

Disbursements 2 22 44 24 B - IDA D -Other multilateral F -Private

Principal repayments o 0 3 3 C -IMF G -Shon-term

Net flows 2 22 41 21
Interest payments 0 1 5 5
Net transfers 2 20 36 16

World Bank International Economics Department. September 1996
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N igeria is the most populous country in Sub-Sa- of GDP. The service sector, dominated by trade, ac-
haran Africa, with nearly 20 percent of the counts for about 18 percent of 1995 GDP.
region's population. Its wealth of natural and The oil boom of the mid- to late 1970s financed

human resources-including major oil and gas deposits. massive increases in public investment. These were
a vibrant private sector, and a large labor force-endow designed to raise the economy's productive capacity and
her with considerable potential for growth and develop- human capital, and to heal the wounds of the civil war
ment. When the country became independent in 1960 it that ravaged the country in the late 1960s. But many
inherited institutions and processes that have evolved investments were undertaken without sufficient atten-
into robust professional associations, an inquisitive tion to economic viability. In addition, shifts in the terms
press, a cultural commitment to political and economic of trade, together with excessive government spending,
freedom, and a competent bench and bar. But it also undermined the non-oil export base in cocoa, ground-
inherited ethnic and regional tensions that reflected the nuts, and cotton, and raised the prices of non-tradeables.
colonial design of its borders and constituencies. When oil revenues fell after the decrease in oil prices

Nigeria has attempted several times in recent years to and rise in international interest rates in the early 1 980s,
return to civilian leadership. The transition timetable, the government increased borrowings abroad to sustain
first announced in 1986, was supposed to be completed its expenditures, instead of cutting them. As a result,
by the end of 1992; while a presidential election was foreign debt accumulated, and sizable arrears on trade
held in June 1993, the result was voided by the military payments emerged. In late 1983 the new military gov-
government. An interim civilian government assumed ernment introduced across-the-board budgetary cuts and
power that August, but survived only four months. The administrative restrictions on imports and foreign ex-
current military government convened a constitutional change transactions. Although the government suc-
conference in 1994 and in September 1995 approved a ceeded in reducing domestic and external imbalances, it
new constitution to govern the planned return to civilian failed to address the economy's structural weaknesses-
rule. The government is proceeding with its three-year low agricultural productivity, an uncompetitive manu-
1996-98 transition program, wvith local government facturing sector, significant trade distortions, and a cum-
elections on a non-party basis conducted in March of bersome regulatory framework. While implementation
this year. was uneven, the measures exacted a heavy economic toll

Petroleum production constituted about 49 percent of and proved to be politically unsustainable.
GDP in 1995 (at factor cost, valued at market exchange
rates), over 97 percent of exports, and 83 percent of Adjustment Efforts
budget revenues. Nigeria's vast reserves of natural gas
are beginning to be exploited, with a number of projects The government that came into power in mid-1985
under way with private sector majority participation. declared its intention to move from "austerity alone to
Agriculture employs two-thirds of the labor force and austerity with structural adjustment." With a further
accounted for 28 percent of 1995 GDP. Ninety percent collapse in oil prices adding urgency, the government
of agricultural output originates from food crop produc- adopted a far-reaching reform program. The 1986 Struc-
tion, which is largely based on small-scale farming. tural Adjustment Program-supported by the and World
Yams, cassava, and grains are the main food crops; Bank and IMF-combined exchange rate and trade pol-
cocoa, palm oil, rubber, groundnuts, and cotton are the icy reforms aimed at revitalizing the non-oil economy
principal cash crops. Productivity is low, but holds con- with stabilization policies designed to restore price sta-
siderable scope for large gains through increased irriga- bility and balance-of-payments equilibrium. Import li-
tion, improved technology, and intensified extension censes. marketing boards, and price controls were
services. Manufacturing accounts for less than 5 percent eliminated, and deregulation of the banking system was

376



Nigeria

initiated. The program also emphasized downsizing the gram-related shift in relative prices in favor of the rural
public sector and raising the efficiency of public asset sector, the production of traditional food crops and cash
management. The restructuring of domestic production crops increased, and agricultural output expanded 4
and liberalization of the incentive regime led to a resur- percent a year. As of fiscal 1993, Nigeria was spending
gence of agriculture and manufacturing. In late 1990, lessthanhalfofthe$1.6billionspentin 1985on imports
however, fiscal discipline and public resource manage- of agricultural, fishery, and forest products. However,
ment slipped, even the revival of economic growth over 1987-92 was

Some reforms were sustained over 1986-93, others not sufficient compensation for the huge drop in pur-
were implemented unevenly. All suffered from a wors- chasing power associated with the collapse of interna-
ening macroeconomic environment and public expendi- tional oil prices in the early and mid- 1 980s.
ture mismanagement. Increased off-budget spending
and continued financing of nonviable investment pro- Recent Economic Developments
jects were the main cause of the erosion of fiscal disci-
pline. For example, the temporary revenue windfall In 1994 the new government, instead of tackling the
accruing from the rise in international oil prices in 1990 causes of the mounting economic crisis-the expansion
led to the re-emergence of large-scale government ofthe fiscal deficit, mismanagement ofpublic resources,
spending, financed both through recourse to credit from and half-hearted implementation of structural re-
the central bank and diversions of revenues outside the fornis-attempted to suppress its symptoms by central-
purview of the statutory, budgetary, and accounting izing all foreign exchange transactions, maintaining an
framework. These expenditures were not directed to- increasingly overvalued official exchange rate, setting
ward basic social services or infrastructure projects de- up committees to ration foreign exchange to the private
signed to build human and physical capability. Spending sector, and capping interest rates significantly below
on the social sectors had contracted sharply in real terms prevailing inflation levels. In mid-1994 a major political
before the structural adjustment period, and was not challenge by the oil workers union and pro-democracy
raised under the program. Public enterprise institution- movements led to a prolonged strike in the petroleum
building efforts, increased autonomy and the creation of industry. Although the strike only affected crude oil
a regulatory frameworks stalled, while service delivery production and exports marginally, it had substantial
continued to deteriorate, raising operating costs for all impact on domestic fuel supplies and commercial activi-
users. ties. In October the government raised domestic fuel

Nigeria began recording large overall fiscal deficits prices 300 percent, bringing retail prices to above 70
in 1990 and 1991; by 1992 the federal deficit reached percent of international levels-they have since fallen
10 percent of GDP. This trend continued in 1993, with to about 56 percent due to exchange rate devaluation.
the federal deficit increasing to a record high 17 percent. Following the pattern of the previous three years,
Driven by the need to finance the rising deficit, monetary against a budget target of a small surplus. Nigeria ended
policy became increasingly lax, causing pressures on both the year with a budget deficit of 9 percent of GDP,
consumer prices and the exchange rate: money supply mostly financed through recourse to central bank credit.
increased by 33 percent during 1991, 55 percent during The capping of interest rates at significantly negative
1992 and 51 percent in 1993. and average inflation by 13 levels in real terms, coupled pegging the currency' at a
percent, 45 percent, and 57 percent, respectively. highly overvalued rate of N22 to the dollar, prompted a

The policies incorporated in Nigeria's structural ad- strong expansion in credit to the private sector. The
justinent program-particularly the abolition of price monetization of the government's fiscal deficit added to
controls at the factory gate and of the agricultural mar- the liquidity overhang. Broad money rose by 38 percent.
keting boards, together with the large depreciation ofthe By December 1994 the parallel market premium was
real effective exchange rate-produced results, despite above 350 percent, period average inflation was 57
difficulties in implementation and overspending. In con- percent, and end-of-period inflation reached 77 percent.
trast to an average decline of 2 to 3 percent between Real GDP growth stagnated at 2.5 percent. Manufac-
1980 and 1986, real GDP grew by about 5 percent ayear turing value added, in continuous decline since 1991,
between 1987 and 1992, primarily reflecting a recovery experienced a further drop of 2.8 percent. Recorded
in agriculture and manufacturing. Some of Nigeria's non-oil exports fell by 19 percent in real terms, with
earlier anti-rural and anti-export bias in manufacturing volume shipments of rubber exports dropping by 40
disappeared under the program. Producers also switched percent and cocoa shipments by 13 percent.
from imported to local inputs. The assembly-based Rapidly worsening economic conditions in 1994 led
manufacturing sector, which depends on imported in- to a reassessment of the policy direction by the govern-
puts and had been shielded from competition and market ment. In January 1995, a new budget of "guided deregu-
signals. contracted under the program. Following a pro- lation" with significant policy corrections was
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introduced. Included among these were a tight fiscal and the Petroleum Special Trust Fund, accruing large pro-
monetary stance, a free market for foreign exchange for ceeds from domestic fuel price sales, are disclosed in
all except some government transactions, and new leg- detail, they may actually imply a sizable consolidated
islation to liberalize the environment for foreign direct central government surplus. Narrow money growth was
and portfolio investors. limited to only 8 percent. This fiscal restraint and nega-

In early 1995 the authorities introduced a dual ex- tive or stagnant monetary growth resulted in rapidly
change rate system, comprised of the official rate falling inflation toward year-end, estimated at 52 per-
pegged at its 1993 level of N22 to the dollar, at which cent on a December-December basis, down from 77
intra-government transactions take place, and a floating percent in the preceding year. The persistence of infla-
autonomous market rate, which the government influ- tionary pressures can be partially attributed to the effect
ences only through the central bank's occasional sales of high inflationary expectations, the previous year's
of foreign exchange. The government also introduced a monetary growth, and the large effective increase in
new import tariff structure that reduced the unweighted import duty assessments following adoption of the mar-
average tariff rate from 33 percent (revenue from duty ket exchange rate for customs valuations. The strongest
collection, however, was only 9.2 percent of total im- evidence to date of the success of the stabilization pro-
ports) to 26 percent, with a maximum tariff of 100 gram is the remarkable stability experienced by the
percent (compared to 300 percent previously), and a market exchange rate throughout 1995 and the first
clustering ofrates in the 5 to 40 percent range, compared quarter of 1996-in the range ofN80-85 to the dollar-
to the previous structure of 25 to 75 percent. In mid-year in spite of a lower central bank supply of foreign ex-
the government decided to reduce tariffs further by change to the market compared with recent years.
one-third to dampen the impact of the shift to customs Real economic growth remained slow in 1995 due to
duty valuations at the autonomous market exchange the inappropriate policies of 1994 and the tough stabili-
rate. To check the erosion of confidence in the financial zation program of 1995 which implied unexpected large
system caused by growing problem of bank distress, the real cuts in overall government expenditures. Prelimi-
government issued new legislation and began active nary estimates place 1995 GDP growth (at factor cost)
prosecutions-including jailing-of 30 executives of at 1.8 percent. In manufacturing, capacity utilization
distressed banks. New legislation eliminating restric- reportedly fell from 30 percent in 1994 to 27 percent in
tions on foreign direct and portfolio investment, and on 1995 because of inadequate demand. Similarly, the con-
foreign exchange movements was also introduced dur- struction sector's potential growth was curtailed as a
ing the year. result of the government's tight financial policies.

Modest progress has been achieved in improving Growth in agriculture is estimated at about 3 percent.
transparency and accountability through insertion of an The January 1996 budget announcement repeated the
explicit entry in published budget documents showing previous year's policies of "gradual liberalization" and
the aggregate amount devoted to "priority projects" contained specific decisions regarding rehabilitating,
(whose details and allocations remain, however, ob- commercializing and privatizing many key public enter-
scure), stricter cash-flow controls on quarterly releases prises, including refineries, power, and telecommunica-
by the treasury, and the arrest of a number of civil tions. This was to be done by fostering new competition,
servants on fraud charges. No reforms were introduced leasing, or entering into joint ventures with private sec-
that would lead to a phasing out of fertilizer and fuel tor investors and operators. Substantial reductions in
subsidies, or to implement the government's stated in- income tax rates and other tax reforms were aimed at
tention of attracting private sector investors and opera- boosting investment and capital repatriation. Moreover,
tors to help rehabilitate and manage key public the government intends to consolidate the stabilization
enterprises. Interest rates remained significantly nega- program by targeting a fiscal surplus of 1 .15 percent of
tive in real terms, as the lending rate continue to be GDP, aggregate credit growth of less than 20 percent,
capped at 21 percent-although commercial banks par- and monetary growth of about 15 percent. The 1996
tially circumvented the rate cap by levying various budget does not provide any concrete indication as to
charges on their customers-thus constraining the po- the resolution of the issues of exchange rate unification,
tential for net private capital inflows and optimal allo- interest rate liberalization, subsidy phaseout, or privati-
cation of financial savings. zation.

By end-1995, the government's corrective actions
succeeded in bringing back a measure of macroe- External Environment
conomic stability. Preliminary government estimates
show that the operations of the federal government Nigeria has run a large trade surplus since 1986, but-
resulted in a small fiscal surplus on a cash basis. When except in 1990-a current account deficit, reflecting its
the accounts ofa newly established independent agency, large interest due and otherservices. Nigeria's net trans-
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fer position on official external debt was persistently from $1,180 in 1980 at the peak of the oil boom to $260
negative, averaging 4.6 percent of GDP over 1986-94. in 1995. Benefits of growth between the mid-1980s and
In fiscal 1994 the pressure on the external balance was the early 1 990s were unevenly distributed, with a grow-
exacerbated by the downturn in world oil prices. The ing share of public resources being channeled off-
competitiveness ofnon-oil exports was reduced in 1994 budget to special interest groups. While the overall
by rapidly increasing inflation, the impact of the CFA incidence of poverty declined from 43 percent in 1985
devaluation, the abolition of the autonomous foreign to 34 percent in 1992. there is also strong evidence of
exchange market and the fixing of the official exchange increasing income inequality and a worsening of the
rate at a largely overvalued level. However, the impact situation of the poorest of the poor, with about 10
of the decline in export revenue on the current account percent of the population classified as extremely poor.
deficit (2.3 percent of GDP) was largely offset by a 12 Poverty indicators are worse for rural, uneducated, old
percent drop in imports because of foreign exchange people and for the northern agroclimatic region. Living
shortages. The overall balance-of-payments deficit, es- conditions and poverty are believed to have deteriorated
timated at 7 percent of GDP ($2.5 billion), was largely further in recent years. In real per capita terms, con-
financed by an accumulation of external payment ar- sumptionl and income remain now no higher than they
rears. Since 1995, exporters have again been allowed to were in the early 1970s. Basic social indicators place
retain foreign exchange earnings and obtain market rates Nigeria among the 20 poorest countries worldwide.
when selling them. As in previous years, arrears accu- Infant niortality rates are around 87 per 1,000 live births:
mulation of $2.6 billion helped finance the balance-of- half of all children aged 2 to 5 show signs of persistent
payment deficit. malnutrition: and only about three-quarters of the rele-

The government managed to reduce considerably vant age group are enirolled in primary schools-down
during 1995 the outstanding level of arrears on cash from 90 percent in the early 1980s-with actual atten-
calls, as agreed with its joint venture partners at the dance far short of enrollment figures.
beginning of the year. However, its inability in recent While Nigerian women play an essential and dy-
years to fulfill its financial obligations, in line with the namic role in economic life, as a result of legal, regula-
goal to increase the country's productive capacity to 2.5 tory and cultural structural barriers, they remain
million barrels a day by the middle of the decade, has seriously disadvantaged in terms of equal access to
effectively prevented oil production from increasing health, education, financial and agricultural extension
much beyond current levels ofabout2.04 million barrels services. The median number of years in school for
a day. Favorable new terms based on production sharing male/female populations in urban and rural areas are 6/3
contracts have been negotiated on new offshore blocks and 0.9/0.7 respectively; the total fertility rate is a high
with major oil companies, but these will only come into 6.0( 29 percent of all adolescent virls are childbearing,
production in 6 to 8 years. Until then, budgetary needs 35 percent of all women receive no prenatal care at all.
will continue to restrict gross investimient levels by the Women work 17 to I 8 hour a day, with some flexibility
existing joint ventures (and may even give rise again to for ruLal women due to crop seasonality cycles, on
payment delays on current obligations), unless the gov- physically demanding activities such as water and fuel
ernment chooses to reduce its equity in the existing wood transport, manual crop processing, and headload-
upstream joint ventures. Nigeria's efforts to diversify ing of farm produce. in addition to their responsibilities
energy exports, notably through a liquefied natural gas for the household economy and the health and educa-
project, appear to be proceeding at full speed, after the tional development of the children. Their multiple re-
government agreed to hold a minority equity stake in the sponsibilities result in lower participation in public
venture. The Nigerian economy reniains highly exposed community life and formal development processes. On
to world oil price fluctuations: for each $1 per barrel thc other hand, recently analyzed household expenditure
change in oil prices, total oil revenues for the govern- surveys point to a puzzlilng comparative picture of
merit change by about 9 percent or $6 1 l million. More- women's welfare status, showing a lower incidence of
over, there is considerable uncertainty over the timing poverty for feemale-lheaded households, in both rural and
ofa return by Iraq on the world oil markets, Which would urban areas, than in male-headed households.
have a substantial negative effect on Nigeria's oil in-
come either due to lower prices or lower export vol- Environment
umes.

Like most of Sub-Saharan Africa, Nigeria's key envi-

Social Indicators romilental problems are soil degradation, erosion, water
contamination, and deforestation. Many ofthe problems

Economic mismanagemilent and ncgative external are directly related to rapid population growth. which
shocks contributed to the reduction of GNP per capita has reduced its natural resource base. Traditional bush-
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fallow farming systems are land-intensive but sustain- poor, enhancing human capital, assuring adequate pro-
able and compatible with the environment as long as vision of infrastructure services, and attracting a more
population remains in check. But with the rising popu- rapid and sustained supply response from the private
lation, famiers cultivate exhausted soils, and their in- sector in an open and competitive environment could
comes decline. Worsening poverty engenders demand bring sustainable growth and reduce poverty.
for more children to help families survive on the land,
which in turn increases the pressure on the environment External debt
in a vicious circle.

The government has taken some steps toward re- The government implemented a debt reduction opera-
dressing Nigeria's environmental problems. A national tion with the London Club in 1992, and has concluded
environmental policy has been formulated and state- three rescheduling agreements with the Paris Club since
level agencies have been set up to coordinate environ- 1986, but substantial new arrears have accumulated
mental activities. Legislation has been enacted since the expiration otthethird agreementatend-March
regulating effluents and industrial wsastes and requiring 1992. With actual debt service payments at $1.9 billion
environmental impact assessments, but enforcement re- and $1.6 billion in 1994 and in 1995, respectively, the
mains weak. The government is also incorporating en- stock of (outstanding and disbursed) external debt in-
vironmental concerns in its sectoral policies and projects creased from $ 18.6 billion at end- 1985 to $33.5 billion
in forestry, water and sanitation, gas flaring reduction, by end-1994 (of which $32.2 million is public and
population and health, industrial and hazardous waste publicly guaranteed debt, including $10.2 billion of
management and coastal zone management. arrears on both principal and interest) and an estimated

$33.8 billion by end-1995 ($12.7 billion ofarrears). This
Medium-Term Prospects 60 percent increase occurred mostlv between 1985 and

1987, and was principally due to cross-currency revalu-
Nigeria's outlook appears encouraging, having success- ations (which boosted the value of non-dollar denomi-
fully reintroduced a market-based autonomous foreign nated debt), and the reconciliation and assumption as
exchange market, liberalized the environment for for- public debt of a large stock of trade arrears from the
eign investors, controlled the fiscal deFicit, stabilized the 1982-83 period. In 1 996, debt service due is estimated
economy, and confirmed these same policies for 1996. to be about $4.7 billion, two-thirds of which is due to
It is likely that a small rebound in economic activity will official creditors. This represents about 38 percent of
take place in 1996 and, perhaps, 1997, assuming a con- export earnings or 17 percent of GDP (estimated on the
tinuation of the current policies. However, the sustain- basis of projected market exchange rates). However,
ability of tight fiscal policies and the needed budgetary provisions for debt service, mainly to multi-
improvement in basic social and iifrastructure services lateral institutions as well as holders of par bonds and
in the medium- and long-term remain questionable in promissory notes. are capped at $2 billion (about 16
the absence of further structural reforms to entrench percent of exports or 7 perceit ofGDP). In the absence
effective resource and economic management in the of large new borrowings and considering the new obli-
public sector, and given the current uncertainty as to the gations arising from further accumulation of arrears,
political transition ahead. Nigeria's economy' could Nigeria's total debt service burden, excluding the out-
quickly return to the path of financial imbalances and standing stock of arrears, is projected to remain above
stagnation in both real groxvth and living standards ex- 30 percent of exports of goods and services in the
perienced in the recent past. Alternatively, the adoption medium term. Actual payments, however, are expected
of an appropriate policy Imiix aimed at protecting the to remain around half that amount.
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Nigeria at a glance
Sub-

POVERTY and SOCIAL Saharan Low- _
Nigeria Africa Income Development dlamond

Population mid-1995 (millions) 111.3 589 3,188 Life expectancy
GNP per capita 1995 (US$) 260 490 460
GNP 1995 (billions US$) 28.4 289 1.466 T

Average annual growth, 1990-95

Population (%) 2.9 2.8 1.8 GNP Gross
Labor force (%) 2.8 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 21
Urban population (% of total population) 39 31 29
Life expectancy at birth (years) 53 52 63
Infant mortality (per 1,000 live births) 80 92 58
Child malnutrition (% of children under 5) 43 .. 38 Access to safe water
Access to safe water (% of population) 40 47 75
Illiteracy (% of population age 15+) 43 43 34
Gross primary enrollment (% of school-age population) 93 71 105 -Nigeria

Male 105 77 112 -Low-income group
Female 82 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$)a/ 37.3 81.0 40.8 26.8 Openness of economy
Gross domestic investmenVGDP 25.2 9.0 17.7 24.9
Exports of goods and non-factor services/GDP 18.3 16.1 25.1 43.9
Gross domestic savings/GDP 20.7 12.6 20.0 31.6
Gross national savings/GDP 18.1 8.7 15.7 26.6

Current account balance/GDP a/ 0.2 -0.3 -2.3 1.7 Savings Investment
Interest payments/GDP a/ 0.1 1.6 2.7 3.9
Total debtGDP a/ 4.5 23.0 82.1 127.9
Total debt service/exports 3.0 33.6 19.8 13.4
Present value of debt/GDP .. .. 73.3
Present value of debt/exports .. .. 308.5 - Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Nigeria
GDP -0.5 4.1 2 5 0.5
GNP per capita -3.5 1.2 2.2 -3.8 Low-income group
Exports of goods and non-factor services -3.6 3.9 -1.2 4.8

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP)
Agriculture 31.7 37.3 38.7 28.2 {0
Industry 28.5 29.2 34.7 53.3 30

Manufacturing 5.0 11.6 7.7 4.5
Services 39.8 33.5 26.6 18.5 90 91 92 \93 94 95

.30 -

Private consumption 66.7 73.8 68.7 58.8 s-60
General government consumption 12.6 13.5 11.3 9.6
Imports of goods and non-factor services 22.8 12.4 227 37.2 1 -GDt -- GDP

1975-84 1985-95 1994 1995 1 ._--
(average annual growth) Growth rates of exports and imports (%)
Agriculture -2.9 3.6 2.4 3.0 20

Industry -0.2 2.6 1.7 0.0
Manufacturing 7.8 3.1 -2 8 0.0 10

Services 2.8 6.9 3.7 2.2 o - _
0

90 91 92 94 95
Private consumption 7.1 0.3 2.4 -2.9 -o 
General govemment consumption 1.9 6.8 -18.4 4.2
Gross domestic investment -8.2 7.1 10.9 3.2 -20 t

Imports of goods and non-factor services 2.6 -1.4 -12.0 1.9 -Exports ^rIports

Gross national product -0.5 4.1 5.2 -0.9

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change)
Consumer prices 33.9 7.4 57.0 72.9 I0/
Implicit GDP deflator 20.9 3.6 25.6 149.1

Government finance 5 
(% of GDP)
Current revenue .. 12.4 10.9 22.2 o
Current budget balance .. 4.2 -2.9 9.3 90 91 92 93 94 95
Overall surplus/deficit .. -2.8 -B.8 0.3 -GDP det. -aCPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. US$)

(millions US$)
Total exports (fob) .. 12,566 9,534 11,671 15000 T

Fuel .. 12,203 9,302 11,340
Cocoa .. 258 83 93 [ v m

Manufactures .. .. 10000 rml 
Total imports (cif) 9,832 7,389 7,900 i

Food . .. 872 880
Fuel and energy . .. 89 90 A LK)Capital goods .. 1,833 2,368 Ill-' L

Export price index (1987=100) .. 156 92 107
Import price index (1987=100) .. .. 128 134 r9 90 91 92 93 94 95

Terms of trade (1987=100) .. .. 72 80 E 3Exports a]imports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratlo(%)
Exports of goods and non-factor services 8,629 13,032 9,631 11,779 10
Imports of goods and non-factor services 8,180 10,070 8,665 9,989
Resource balance 449 2,962 966 1,789

Net factor income -281 -2,916 -2,463 -1,906 L

Net current transfers -112 -260 550 576

Current account balance,
before official transfers 57 -214 -947 459 °

90 i 90g g 91 92 1 93 94t 95 
Financing items (net) 152 910 1.147 -4 
Changes in net reserves -209 -696 -200 -455

Memo:
Reserves including gold (mill. US$) 5,666 1,686 1,387 2,114
Conversion rate (local/US$) 0.6 0.9 22.0 83.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 1,687 18,643 33,485 34,294 A

IBRD 325 1,357 3,286 3,221 G 3221 B
IDA 36 35 181 268 5375 268

Total debt service 270 4,425 1,916 1,598 D498
IBRD 36 123 648 657 1498
IDA 1 2 2 3

Composition of net resource flows
Official grants 10 4 43 56 F
Official creditors 63 -110 -57 176 8646
Private creditors -154 -955 -91 -40 E
Foreign direct investment 418 478 1,959 650 15286
Portfolio equity 0 0 17 5

World Bank program
Commitments 137 172 900 0 A-IBRD E-Bilateral
Disbursements 41 271 318 275 B- IDA D -Other multilateral F -Private
Principal repayments 12 42 385 393 C -IMF G -Short-term
Net flows 29 229 -67 -118
Interest payments 25 82 266 268
Net transfers 5 147 -333 -386

World Bank International Economics Department, September 1996
a. There is a break in 1995, for the historical estimates of GDP at market prices, expenditure aggregates and fiscal accounts, due to the adoption
of the market exchange rate (estimated at N83.8 per US$) for valuation purposes of all foreign exchange flows. Thus, comparisons of GOP share!
to 1994 (when the exchange rate for valuation purposes was N22 per US$) are not meaningful.
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Organization of the Eastern Caribbean States (OECS)

T he six Bank Member OECS countries are An- Bank, and a central policy coordinating body, the OECS
tigua and Barbuda, Dominica, Grenada, St. Kitts Secretariat.
and Nevis, St. Lucia and St. Vincent and the

Grenadines. The other three OECS countries are An- Recent Economic Developments
guilla, British Virgin Islands and Montserrat, which are
dependencies of the United Kingdom. These countries The OECS countries are in a period of transition after
face special challenges to development because of their their impressive growth in the 1 980s. In the early I 990s
small size and extreme vulnerability. Though at varying growth slowed to less than 2 percent. The primary rea-
stages of development, they share a common set of son for the strong growth rates of the 1980s was a
constraints. Their populations are very small-0.5 mil- favorable external environment: concessional aid tlows
lion overall, and ranging from 145,000 in St. Lucia to financed a large portion of public investments in infra-
41,000 in St. Kitts and Nevis. Because of their moun- struicture: preferential market access and f'avorable
tainous topography and low population densities, the prices allowed a doubling of banana exports, and tour-
cost of economic and social infrastructure is high. Their ism expanded rapidly from a small base and with foreign
internal markets are very small and they are extremely investment. St. Kitts and Nevis, and other countries to a
open to world trade, with exports and imports of goods lesser extent, also made use of the Caribbean Basin
and services averaging about three-fourths of GDP. Initiative and special trade provisions with the United
Most of the islands have traditionally been monocrop States to penetrate some niche manutfacturing exports.
economies and have relied on preferential trade arrange- Antigua arid Barbuda, and to some extent Grenada,
ments for their main exports. They also have depended resorted to comiiniercial borrowving to sustain high levels
on a high level of external assistance to develop their of investimient.
infrastructure. Moreover, their ecosystems are fragile, and Concessional aid tlows have declined rapidly-from
their vulnerability is further compounded by being in the a peak of about 9 percent ot'GDP in the early 1980s to
hurricane belt betwveen the Atlantic Ocean and Caribbean about 4 percent in the 1990s--and, more importantly.
Sea, and by some islands having active volcanoes. preferential access for key export commodities is threat-

Nevertheless, the countries have made remarkable ened by larger trade arrangements. such as the GATT,
achievements since they gained independence from the integrationl of the European Common Market. and
United Kingdom in the late 1970s and early 1980s. As NAFTA. The 20 percent decline in banana export re-
a group, their economies grew an average of 6 percent a ceipts in 1992 (due to a decline in banana prices and a
year during the 1980s. And with steady growth arid a 25 percenlt slide in the British pound against the dollar)
strong commitment by governments, social indicators sent a shock wave throLugh niost ofthe banana producing
improved steadily in line with iniprovements in their countries, which was exacerbated by storms in 1994 and
standards of living. The countries have relatively stable 1995 and by the possible loss of the European prefer-
democracies and efficient administrations based on the ences for Caribbean bananas after 2001.
Westminster model. Despite their common institutional arrangements, the

In an attempt to overcome the political and economic OECS countries are unevenly placed to respond to these
limitations created by each country's small size, the challenges. Tourism provided a major source of growth
OECS common market was formed within the larger in the 1980s in some, but not all countries. Tourism has
Caribbean Community in 1981. Because of their sniall lagged in Doniinica and St. Vincent and the Grenadines
size, the OECS countries also receive preferential treat- because otfmore difticult transportation access and lack
ment within CARICOM and the regional bank, the Car- of white sand beaches on the main islands. Because of
ibbean Development Bank. The OECS countr-ies share their low domestic savings base (15 percent of GDP).
a common currency, the Easterin Caribbean dollar, hav- most past growth was fueled by external savings, either
ing as ingle bank of issue, the Eazste-rn Caribbean Central trouii public or private sources. Concessionial flows ti-
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nanced a large proportion of public investment, up to 85 The external debt stocks of St. Kitts and Nevis, St.
percent of the public investment program in Dominica. Lucia, and St. Vincent and the Grenadines have re-
while direct investments supported the large expansion mained manageable and low, at less than 30 percent of
of tourism. The large dependency (and consequent vul- GDP. with debt service below 5 percent of exports and
nerability) of these small economies on external financ- 10 percent of government revenues. In contrast, coun-
ing is illustrated by the large current account deficits in tries that resorted to commercial borrowing have
their balance of payments, averaging about 20 percent quicklv faced constraints in servicing their debt. Both
of GDP during the 1980s, needed to support their high Dominica and Grenada have debt stocks of 50 percent
growth rates. Those deficits were mostly sustainable in the of GDP and debt service amounting to 7 percent of
past because they closely reflected expenditures associated exports and 15 percent of revenues, and also have sonie
with concessional flows or direct investments. arrears. The case of Antigua and Barbuda is even more

Economic policies have differed among the coun- acute, with external debt stock and arrears both over
tries. Because of common currency arrangements the half of GDP. While Grenada has started to address its
countries cannot monetize debt through central bank external debt problem through fiscal strengthening
operations and the main element of public policy centers and bilateral negotiations. Dominica's deterioration
around fiscal management, and related to this, debt is more recent and still needs to be addressed force-
management. Given the small size of these economies, fully.
fiscal savings are a key determinant of domestic savings.
In this area, the countries have differed substantially. Social Indicators
While St. Lucia, St. Vincent and the Grenadines and St.
Kitts and Nevis have high levels of public savings to The growth performance ofthe 1980s was accompanied
finance part of their investment programs, fiscal man- by steady social development reflecting the strong com-
agement in the other countries has been weaker-Do- mitrnient of the OECS governments. Public investments
minica's deteriorating more since the 1995 hurricanes, of over 4 percent of GDP in the social sectors were
and Antigua and Barbuda needing major fiscal adjust- instrumenital in improving access to health services, safe
ment programs. water, and sanitation to almost 100 percent by 1993.

The management of public sector finances, and the Public health and education, and free social programs
wage bill in particular, will be key to maintaining com- for vulnerable groups, supported by donor assistance,
petitiveness. The East Caribbean dollar hlas been fixed have also significantly enhanced the standards of living.
since 1976 at EC$2.70 to the United States dollar. Ex- Indicators otflife expectancy, infant mortality, malnutri-
change rate realignments are only possible by unani- tion, and fertility compare favorably with other middle
mous decision of all member states and are thus income countries. No significant gender bias exists in
unlikely. This system has generally worked well in the the provision of social services, and women, who are
past, as it withstood the oil shocks of the 1970s, two better educated than men on average, are being inte-
world recessions, and a series of natural disasters. Thle grated into positions of authority.
netinternationalreservesoftheEastCaribbeanCentral Bank liUnemployment, however, has remained high at 12 to
have remained comfortable, despite a worsening extemal 20 percent of the labor force even during the high growth
environment, at over $250 million during 1993-94. period. The labor situation is complex and the high

While all the countries are market based and open to unemployment rates partly result from skills mismatch.
private sector development, they have differed in their The problems of unemployment and poverty in the
success in developing that sector as the main engine of banana producing countries will be exacerbated by the
growth. Because of the narrowness of their internal mar- economic transition facing these countries. The fall in
kets, domestic private sector activities have centered on banana prices in 1993, for instance, led to riots and
smallaagricultureorcommercialenterprises,withfewlarge social disorders in St. Lucia and St. Vincent and the
private entrepreneurs emerging in selected industries. The Grenadines. More importantly, the ongoing restructur-
countries have been open to foreign investment, especially rig of the banana industry is likely to adversely impact
in tourism and export products. They are harmonizing tax upon the employment and revenue base of marginal
incentives for new investments; are in the process of banana farmers. Preliminary estimates indicate that
simplifying investment applications; and are refining their 4,000 to 8,000 small farmers may have to exit the
incentive regimes. In particular, the trade regimes are being industry in each of the three banana-producing coun-
simplified with a view to reduce their common external tries. representing 10 to 15 percent of their total employ-
tariffs to 5 to 20 percent by 1997. excepting a few agricul- merit. Hence the necessary banana restructuring
tural products, in linewith CARICOM partners. Consump- program may seriously affect the social fabric of these
tion taxes are being introduced concurrently to offset the islands. It will need to be accompanied by appropriate
potential revenue losses. transitional safety' nets.
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Poverty and social indicators for the OECS countries significantly reducing the vulnerability of the OECS as
suggest that pockets of poverty exist in most of the a group.
countries, with a higher incidence of poverty in the This favorable external environment is not expected to
agricultural-based Windward Island economies. Pre- last. Preferential arrangements for bananas are threatened
liminary data from poverty assessments suggest that by the integration of the Common European Market; the
one-fifth to one-third of the population is below the advent of NAFTA is eroding the preferences of the Carib-
poverty line in those countries. Many of them are small- bean Basin Initiative; and, while tourism still offers much
scale banana farmers. A special group at risk is the potential. future expansion will depend on continued im-
indigenous Caribs in Dominica and St. Vincent. who provements in this highly competitive industry.
live in remote hamlets and have limited access to eco- Agriculture exports of Dominica, St. Lucia and St.
nomic and social infrastructure. Both islands have initi- Vincent and the Grenadines are concentrated in bananas.
ated special programs for these groups. which account for a fifth of GDP, half of merchandise

exports, and close to a third of employment. Most agri-
Environment culture exports are directed towards the EU market

under preferential arrangements, but the formation of a
The OECS countries have remained relatively pristine single EUI market in 1993 changed the banana market
with lush green mountain landscapes, unspoiled beaches faced by the OECS. Prior to that date, Windward Island
and coral reefs, and an unusual level of biological diver- (and other Caribbean) producers could sell all their fruit
sity. The fast growth of the last decade threatens these in a protected UK market, which gave high returns to
fragile ecosystems. In particular, the expansion of tour- Caribbean producers and marketers. As a result, banana
ism and construction activities has started to threaten production in the Windwards more than doubled during
beaches and coral reefs and the fast expansion of banana the 1 980s. While the new EU banana regime still pro-
production and other agricultural activities has eroded tects traditional Caribbean and other developing country
the forest cover, especially on hillsides, aggravating the producers with a complex system of quotas, duties and
effects of hurricanes and tropical storms. Improved en- marketing arrangements, it also introduced increased
vironmental management in those countries will be par- competition withini the EU from Central American ba-
ticularly important because of the fragility of their nanas, which are produced at substantially lower cost.
ecosystems and the widespread effects of neglect on More importantly, the preferential system will probably
such small territories. Most governments in the region not remain in effect indefinitely, and it is unclear how it
are aware of this need, and have prepared national envi- will operate against increased pressures from more effi-
ronmental action plans and set up environmental man- cient banana producing countries as well as from some
agement units, but actual implementationl has been slow,1 member European countries.
The OECS has a strong environmentally oriented non- The OECS has had only limited success in manufac-
governmental organization community, which partici- turing exports and has depended on preferential trading
pated in preparing the environmental plans. agreements. Manufacturinlg only accounts for 14 percent

The challenge for the future will be to integrate of export reveniues and their relative share in total ex-
environmental concerns in investmenlt programs and ports has declined continiuously since 1980. Exports of
policy frameworks to ensure the sustainability of future manufactured products (such as garments. soaps, card-
growth, and to build the institutional capacities to im- board boxes, fruit juice concentrates and electronic as-
plement priority programs and to monitor compliance. sembly) within CARICOM and to North America
Given the limited institutional capacity of most govern- benefit from preferential arrangements, but NAFTA
ments, this is a difficult task. may limit the emergence of new products unless CARI-

A favorable external environnmenit, coupled with COM offers full parity.
quick expansion in tourism, was the basis for the suc- Tourisin has become the most important source of
cessful economic perforniance of the OECS coun1tries in foreign exchange and employment in the region. The
the 1980s. Over the last ten years, export revenues numliber of stayover visitors iicreased by about 7 percent
almost quadrupled, fueling the strong growth rates of a year over the last ten years, with even faster growth in
these economies. Tourism revenues expanded particu- cruise ship passengers. This has created employment
larly rapidly, by over six times, while agricultural ex- opportunities in construction and related services.
ports earnings (mostly bananas) doubled in their Growth of tourisimi hias been uneven across countries,
protected markets. As a result, the export structure of the however, expanding rapidly in the islanids well served
OECS countries as a whole was transformed from an by international connections and with white sand
agricultural to a services base that is heavily dominated beaches, and more slowvly in Dominica and St. Vincent
by the tourism industry. Tourism revenLues now account and the (Grenadines. To maximize their competitive ad-
for 64 percent of total export r eceipts ftrom the r egion. vantages, Dominica is focusing on ecotourism. wiile St.
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Vincent and the Grenadines has emphasized luxury ties and rely on less efficient regional air services, al-
tourism, including yachting. though they have improved recently following the re-

Though the countries face constraints in expanding structuring of LIAT airline and the introduction of
traditional agriculture and manufacturing, they show private air services. St. Vincent and the Grenadines is
much promise in expanding new export services. Al- reviewing the feasibility of expanding its airport. Sea
ready in recent years, data processing and information transportation has been mostly adequate, considering
based services have emerged in a few countries, such as low volumes.
in St. Kitts and Nevis, St. Lucia and Grenada. The quick The OECS lacks the highly skilled labor force re-
growth of services in world trade, the proximity of the quired in the expanding services export market. Its gov-
islands to the large United States market, their success ernments have recognized that educational access,
in tourism, their excellent telecommunications facili- equityandqualityofeducationstillneedimproving,and
ties, and their relatively well educated labor force should agreed to an OECS Education Reform Strategy at all
provide them with a comparative advantage in the serv- levels that is being supported through basic education
ices export market in the future. projects.

Poverty assessments have been completed in four

Development Issues OECS countries to develop an understanding of the
profile of the poor and links with unemployment and the

The primary concern now facing the Eastern Caribbean labor market. The high growth rates and high emigration
is how to sustain the growth rates of the past while rates of the 1980s have not reduced the unemployment
making a difficult transition into a more competitive rates prevailing in most OECS countries. Population
global economy. The governments in the region fully censuses and selected poverty surveys indicate that most
recognize this challenge. In particular, the Windward unemployed have less than a primary education. Labor
governments are aware of the acuteness of the transition mobility across the islands would reduce the vulnerabil-
for their banana industry. ity of each individual island, increasing their flexibility,

The East Caribbean Central Bank has recently made and reducing skill mismatch.
banking laws more uniform to increase capital mobility The high cost of maintaining a wide public sector
and the OECS joined the other English-speaking Carib- mandate for small populations has been a major problem
bean countries in adopting a policy of free mobility of for the OECS; their governments have traditionally been
all Caribbean university graduates. wvelfare oriented and have taken over some private sec-

While the Eastern Caribbean is open to direct foreign tor functions to compensate for the small size of domes-
investment, the common agenda for completing reform tic private sectors. Though most of the islands already
includes speedily implementing trade reforms and har- share some services such as embassies and external
monizing tax structures, reducing bureaucratic red-tape, promotion agencies to reduce costs, the countries have
especially in processing investor applications, eliminat- not yet taken full advantage of these opportunities.
ing alien landholding regulations, improving land ten- There may also be a need to re-evaluate and rationalize
ure, and eliminating the remaining barriers to entry and memberships in some regional organizations with high
exit of firms. costs and limited benefits. These issues are to be ana-

The OECS countries are handicapped by the high unit lyzed through a regional public sector review.
cost of infrastructure due to their hilly terrain, vulner-
ability to natural disasters, and need for facilities on each
of the islands. Infrastructure investments in the 1980s Medium-Term Prospects
did not fully meet the needs of these rapidly growing While the OECS economies will have difficulty in
economies. Power shortages, inadequate port, water de- matching their past growth performance, growth rates
livery and waste disposal facilities, and inadequate road of about 2 to 5 percent should be achievable, which
networks still constrain economic growth. Continuing would allow continued improvement in standards of
the expansion of tourism and carving out a niche in living. This scenario, however, depends on the countries
exporting services, cut flowers, and fruit concentrates maintaining their high levels of investment of over 20
will require modern infrastructure facilities, such as percent of GDP, and raising domestic saving-particu-
cruise ship piers, tourist malls, yacht docking facilities, larly public sector saving-to offset reduced bilateral
teleports, and cold storage facilities at ports, in addition aid flows and allow public investment of 8 to 10 percent
to utility investments. of GDP. Growth will also depend on prices for bananas

Diversification in service exports and tourism will and other commodities not declining precipitously over
require improved access. While most islands have inter- the medium term, and quick and flexible reaction to
national airports and good connections, Dominica and unforeseen natural events through external assistance
St. Vincent and the Grenadines have inadequate facili- and appropriate domestic policy responses.
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Antigua and Barbuda at a glance
Antigua Latin Upper-

POVERTY and SOCIAL and America middle-
Barbuda & Carib. income Development diamond

Population mid-1995 (millions) 0.07 480 440 Life expectancy
GNP per capita 1995 (US$) .. 3,300 4,300
GNP 1995 (billions US$) .. 1,584 1,892

Average annual growth, 1990-95

Population (%) 1.2 1.8 1.7 GNP Gross
Labor force (Y) .. 2.4 2.1 p Gross

per - ~ primary
Most recent estimate (latest year available since 1989) capita -' / enrollment

Poverty: headcount index (% of population) 12
Urban population (% of total population) 47 74 74
Life expectancy at birth (years) 75 68 69
Infant mortality (per 1,000 live births) 18 41 36
Child malnutrition (% of children under 5) 10 .. . Access to safe water
Access to sate water (% of population) .. 81 89
Illiteracy (% ofpopulation age 15+) 5 13 13
Gross primary enrollment (% of school-age population) .. 110 107 -Antigua and Barbuda

Male .. .. .. U d - Upper-middle-income group
Female

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (millions US$) .. 201.6 493.3 501.9 Openness of economy
Gross domestic investmenVGDP .. .. 24.2 46.7
Exports of goods and non-factor services/GDP .. 88.6 105.8 85.9
Gross domestic savings/GDP .. .. 25.9 26.6
Gross national savings/GDP .. .. 27.1 49.7

Current account balance/GDP .. -11.8 -4.5 -4.0 Savings Investment
Interest payments/GDP .. .. 1.0 1.6 \4/
Total debt/GDP .. .. 56.8 63.2
Total debt service/exports ..

Present value of debt/GDP
PresLnt value of debt/exports .. .. . Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -AntiguaandBarbuda
GOP .. 5.0 4.2 UpperAntiddlaand omeagbuda
GNP per capita 2 2.5 4.2 Upper-middle-income group
Exports of goods and non-factor services .. .. .. ..

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates ot output and investment 1%)

(% of GDP)I
Agriculture .. 5.0 3.8 3.8 | /
Industry .. 16.7 17.4 18.9

Manufacturing .. 4.4 2.3 3.8 50

Services .. 78.3 78.8 77.3

Pnvate consumption .. .. 53.1 51.9 90 91 92 93 94 95

General government consumption .. .. 21.3 21.5
Imports of goods and non-factor services .. 105.8 104.4 105.9 -G0I - GoP

1975-84 1985-95 1994 1995 F- - - - - - -%)
(average annual growth) Growth rates of exports and imports (%)
Agriculture -5.9 4.9 -0.7 -5.1 18 
Industry 7.6 4.5 3.4 4.0 K

Manufacturing 11.1 -0.3 2.0 -14.0 6
Services 8.4 5.3 4.7 -48.2 4

Prvate consumption .. .. 4.9 -1.5 2

General govemment consumption .. .. 15.2 1 .8 0
Gross domestic investment .. . 4 5 94 4 90 91 92 93 94 95

Imports of goods and non-factor services .. .. 6.6 2.3 ExP04ts Impors
Gross national product .. 3.3 4.2 ..

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. It data are missing, the diamond will
be incomplete.
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Antigua and Barbuda

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 6 -

Consumer prices .. .. 3.5 2.9
Implicit GDP deflator .. 6.6 3.9 4.8

Government finance 2

(% of GDP)
Current revenue 20.7 21.0 o
Current budget balance -1.3 -3.9 90 91 92 93 94 95

Overall surplus/deficit . .. -4.9 -8.3 -GDPdet. -- CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 28 27 20 500

n.a.

Manufactures 3. .. .. . 3000
Total imports (cif) 192 431 443

Food .. 32 . 200

Fuel and energy .. 34
Capital goods . 42 .. .. 1 $ __t_I

Export price index (1987=100) ..
Import price index (1987=100) .. .. .. .. 89 91 92 93 94 95

Terms of trade (1987=100) .. .Exports ilrlmports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(mi/lions US$)
Exports of goods and non-factor services .. 179 527 431 0 l 1
Imports of goods and non-factor services .. 213 520 532 { 8 g 91 93 94 95

Resource balance .. -35 7 -101 t
Net factor income .. -3 -10
Net current transfers .. 14 6 116

Current account balance, -15

before official transfers .. -24 -22 -20

Financing items (net) .. 27 -6 9 -20 -L
Changes in net reserves .. -3 28 1 1

-25

Memo:
Reserves including gold (mill. US$) 7 17 46
Conversion rate (local/lUS$) 2.2 2.7 2.7 2.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed .. .. 280 317

IBRD .. .. 0 0 D
IDA 0 0 ie E

29
Total debt service 7 13

IBRD . .. 0 0
IDA. 0 0 i

Composition of net resource flows 133
Official grants 1 0 2 5
Official creditors 0 9
Private creditors .. .. 0 25 F

Foreign direct investment .. 16 25 25 137
Portfolio equity .. .. 0 0

World Bank program
Commitments 0 0 A -IBRD E -Bilatera
Disbursements 0 0 8 - IDA D -Other multilateral F -Private
Prncipal repayments . 0 0 C -IMF G -Short-term

Net flows 0 0

Interest payments .. .. 0 0
Net transfers 0 0

World Bank International Economics Department, September 1996
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Dominica at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Dominica & Carib. Income Development diamond'

Population mid-1995 (millions) 0.07 480 1,154 Life expectancy
GNP per capita 1995 (US$) 2,950 3,300 1,700
GNP 1995 (billions US$) 0.22 1,584 1,962

Average annual growth, 1990-95

Population (%) 0.5 1.8 1.4 GNP Gross
Labor force (%) .. 2.4 1.8primar

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 33
Urban population (% of total population) 57 74 56
Lite expectancy at birth (years) 73 68 67
Infant mortality (per 1,000 live births) 17 41 36
Child malnutrition (% of children under 5) 5 .. .. Access to safe water
Access to safe water (% of population) .. 81 78
Illiteracy (% of population age 15+) 6 13
Gross primary enrollment (% of school-age populatlon) 95 110 104 -Dominica

Male 94 .. 105 Lower-middle-income group
Female 96 .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (millions US$) 27.7 99.3 208.0 215.2 Openness of economy
Gross domestic investmenVGDP -. 30.7 23.5 23.0
Exports of goods and non-factor services/GDP .. 38.9 47.3 48.3
Gross domestic savings/GDP .. 5.3 6.3 5.2
Gross national savings/GDP .. 5.9

Current account balance/GDP .. -24.1 -17.8 -18.1 Savings Investment
Interest payments/GDP 0.7 0.6 1.0 0.9
Total debt/GDP 16.6 52.7 46.2 43.2
Total debt service/exports .. 9.8
Present value of debt/GDP .. .. 27.4
Present value of debt/exports .. .. .. . Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Dominica

GDP 3.6 3.8 3.6 3.5 Lower-middle-income group
GNP per capita 2.8 4.3 0.5
Exports of goods and non-factor services

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates ot output and investment (%)

(% of GDP) 1C
Agriculture .. 27.9 22.6 20.5 .
Industry .. 16.6 21.1 21.5 s

Manufacturing .. 6.4 4.2 7.3
Services .. 55.5 56.3 58.0 o 

90 91 92 93 94 95

Private consumption .. 71.8 71.1 72.6 -5
General government consumption .. 22.9 22.7 22.2 -GDl - GDP
Imports of goods and non-factor services .. 64.2 64.6 66.1

1975-84 1985-95 1994 1995
(average annual growth)
Agriculture -0.2 2.4
Industry 8.5 7.8

Manufacturing 10.3 5.4
Services 3.7 4.8

Private consumption ..

General government consumption ..
Gross domestic investment .. ..
Imports of goods and non-factor services .. ..

Gross national product 3.3 4.0 0.5

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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Dominica

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1 995 Inflation (N)

Domestic pricesa
(% change) 8

Consumer prices 19.9 3.7 1.6 1.4 6

Implicit GDP deflator 12.8 8.1 1.4 1.7

Government finance 2

(% of GDP)
Current revenue .. .. 27.0 27.1 o s 9
Current budget balance .. .. 0.6 0.9 90 91 92 93 94 95
Overall surplus/deficit -9.4 -3.5 -GDPdef. -&-CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millrons US$)
Total exports (tob) .. 28 44 43 150 -

Other manufactures .. 7 7 7
Bananas .. 13 16 19
Manufactures . . 13 14 150

Total imports (cif) 57 109 116
Food .. 13

Fuel and energy 6.s
Capital goods .. 12Export price index (1987=100) . . . ..

Import price index (1987=100) 89 .. . .0li g 91 r2 93 94 95
Terms of trade (1987=100) .. . .Exports il Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions UJS$)
Exports of goods and non-factor services .. 39 101 104 o
Imports of goods and non-factor services .. 64 148 154
Resgurce balance .. -25 -47 -50

Net factor income .. -5 -10
Net current transters .. 7 10 13

Current account balance,
before official transfers .. -24 -37 -39 20

Financing items (net) .. 23 38 ..
Changes in net reserves .. 1 -1

Memo:

Reserves including gold (mill. US$) 0 3 15 22
Conversion rate (local/US$) 2.2 2.7 2.7 2.7

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 5 52 96 93

IBRD 0 0 0 0 G B
IDA 0 5 12 12 7 12

C
Total debt service 0 4 7 8 2

IBRD 0 0 0 0
IDA 0 0 0 0

Composition of net resource flows 25
Official grants 3 10 12 13
Official creditors 1 4 -2 -2
Private creditors 0 0 0 0
Foreign direct investment 0 3 22 12
Portfolio equity 0 0 0 0 47

World Bank program
Commitments 0 0 0 2 A -IBRD E - Bilateral
Disbursements 0 1 0 0 B - IDA D -Other multilateral F -Private
Pnncipal repayments 0 0 0 0 C - IMF G -Short-term
Net flows 0 1 0 0
Interest payments 0 0 0 0
Net transfers 0 1 0 0

World Bank International Economics Department, September 1996
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Grenada at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Grenada & Carib. Income Development diamond*

Population mid-1995 (millions) 0.09 480 1,154 Life expectancy
GNP per capita 1995 (US$) 2,980 3,300 1,700
GNP 1995 (billions US$) 0.27 1,584 1,962

Average annual growth, 1990-95

Population (%) 0.0 1.8 1.4 GNP Gross
Labor force (%) .. 2.4 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 20
Urban population (% of total population) 57 74 56
Lite expectancy at birth (years) 70 68 67
Infant mortality (per 1,000 live births) .. 41 36
Child malnutrition (% of children under 5) .. . . Access to safe water
Access to sate water (% of population) .. 81 78
Illiteracy (%of population age 15+) 3 13
Gross primary enrollment (% of school-age population) .. 110 104 -Grenada

Male .. .. 105 -Lower-middle-income group
Female .. .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (millions US$) .. 115.6 259.1 275.7 Openness of economy
Gross domestic investment/GDP .. 33.5 38.4 32.2
Exports of goods and non-factor services/GDP .. 45.7 38.8 20.0
Gross domestic savings/GDP .. 4.3 24.8 25.1
Gross national savings/GDP .. 11.5 27.0 27.3

Current account balance/GDP .. -20.2 -12.3 -5.4 Savings Investment
Interest payments/GDP .. 1.0 0.8 0.4 \v/
Total debt/GDP .. 45.4 43.2 39.5
Total debt service/exports .. 10.8
Present value of debt/GDP .. .. 30.5
Present value of debt/exports .. .. .. .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Grenada
GDP .. 3.6 2.2 2.7 Lower-middle-income group
GNP per capita 2.3 .. L
Exports of goods and non-factor services .. 7.7 .. .. E

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(°° of GDP) 20
Agriculture .. 18.0 10.9 11.0 2

Industry .. 15.9 19.2 19.1 to

Manufacturing .. 5.1 5.7 5.6 o
Services .. 66.2 70.0 69.9 - 0 Si 92 9 94 915

Private consumption .. 72.7 58.2 58.5 -20

General government consumption .. 22.9 17.0 16.3 -GD1 - GDP
Imports of goods and non-factor services .. 74.9 52.4 27.0

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports
Agriculture .. 0.2 0.0 3.5 20
Industry .. 5.4 2.0 1.8

Manufacturing .. 4.9 -3.8 -1.1 10-
Services .. 3.8 2.9 2.8

0
Private consumption .. 1.8 . .. o 0 9 94 95

General government consumption .. 1.4 2.8 -2.0
Gross domestic investment .. 2.3 3.4 -13.3 °10
Imports of goods and non-factor services .. 3.1 -Exports -arImports
Gross national product 3.6 2.7 3.2

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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Grenada

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change)
Consumer prices .. 2.5 2.6 2.2 6

Implicit GDP deflator .. 5.6 1.8 3.6 4

Government finance 2

(% of GDP)
Current revenue . 24.3 25.7 o
Current budget balance . 0.1 2.2 9s 91 92 93 94 95

Overall surplus/deficit .. .. -4.5 -0.8 -GDP d9f. -'CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(millions U5$)
Total exports (fob) . 22 25 22 150

Cocoa .. 5 1 1
Bananas 3 1 1
Manufactures. 19_

Total imports (cif) 73 148 134

Food . 19 31 32 5
Fuel and energy . 7 9 9

Capital goods 16 33 26Export price index (198f7=100)
Import price index (1987= 100) .. . . .'9 90 91 92 93 94 95

Terms of trade (1987=100) ElExports fImporis

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 CurrentaccountbalancetoGDPratio(%)

Exports of goods and non-factor services .. 53 . 92 93 9 9l

Imports of goods and non-factor services . 87 .. 90 g 9 94

Resource balance -34 -35 -19

Net factor income . 0 -9 -8
Net current transfers 10 12 13 10 t

Current account balance,
before official transfers .. -23 -32 -15

Financing items (net) 30 .. ..
Changes in net reserves 1 -7 -9 -6

Memo:
Reserves including gold (mill. US$) 5 21 31 37
Conversion rate (local/US$) 2.2 2.7 2.7 2.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 9 53 112 109

IBRD 0 0 0 0 G B
IDA 0 0 7 7 15 7

Total debt service 1 6 8 8 F
IBRD 0 0 0 0 8
IDA 0 0 0 0

Composition of net resource flows D
Official grants 1 12 11 14 38
Official creditors 1 2 -1 -2
Private creditors 0 -1 -1 -1
Foreign direct investment 0 4 19 24
Portfolio equity 0 0 0 0 4

41
World Bank program

Commitments 0 5 0 0 A- IBRD E -Bilateral
Disbursements 0 0 0 0 8 - IDA D -Other multilateral F -Private
Pnncipal repayments 0 0 0 0 I -IMF G- Short-term
Nel flows 0 0 0 0
Interest payments 0 0 0 0
Net transfers 0 0 0 0

World Bank International Economics Department, September 1996
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St. Kitts and Nevis at a glance
St. Kitts Latin Upper-

POVERTY and SOCIAL and America middle-
Nevis & Carib. income Development diamond*

Population mid-1995 (millions) 0.04 480 440 Life expectancy
GNPpercapita 1995 (US$) 5,170 3,300 4,300
GNP 1995 (billions US$) 0.21 1,584 1,892

Average annual growth, 1990-95

Population (%) -0.5 1.8 1.7
Labor force (%) 2.4 2.1 GNP Gross

per .. primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 15
Urban population (% of total population) 41 74 74
Life expectancy at birth (years) 69 68 69
Infant mortality (per 1,000 live births) 31 41 36
Child malnutrition (% of children under 5) .. Access to sate water
Access to safe water (% of population) . 81 89
Illiteracy (% of population age 15+) 10 13 13
Gross primary enrollment (% of school-age population) 98 110 107 -St. Kitts and Nevis

Male -- -Upper-middle-income group
Female

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (millions US$) 33.4 78.0 208.9 224.9 Openness of economy
Gross domestic investment/GDP 30.3 38.8
Exports of goods and non-factor services/GDP . 55.4 60.8
Gross domestic savings/GDP . 7.8 25.8
Gross national savings/GDP . 19.5 26.7

Current account balance/GDP . -10.8 -12.9 Savings Investment
Interest payments/GDP 0.0 0.5 1.0 0.9
Total debt/GDP 8.7 16.4 22.0 22.2
Total debt service/exports
Present value of debtlGDP . 13.9
Present value of debt/exports . . Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -St. Kitts and Nevis
GDP 4.5 5.1 3.2 4.5 Upper-middle-income group
GNP per capita 5.0 4.7 1.8
Exports of goods and non-factor services 5.4 ..

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 20
Agriculture 9.1 6.2
Industry 21.7 24.74 7o

Manufacturing . 12.1 10.7 so\~ 9 92 93 94 95

Services 69.2 69.1 -20

Private consumption 69.7 49.2 . -40

General government consumption 22.5 25.1 -GD1 GDP
Imports of goods and non-factor services .. 77.9 73.4 -

(average annual growth) 1975-84 1985-95 1994 1995 FGrowth rates of exports and imports (%)

Agriculture -1.9 -0.5 -4.2 . 20 -

Industry 3.1 4.6 2.5
Manufacturing -0.4 -0.2 0.8

Services 8.6 6.3 4.2

Private consumption 2.2 9.. o3 94 95

General govemment consumption 27 .7
Gross domestic investment 13.3 0
Imports of goods and non-factor services 5.2 -Exports - Imports
Gross national product 5.2 4.2 1.8 

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
-The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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St. Kitts and Nevis

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%/)

Domestic pricos9
"% change) T

Consumer prices .. 2.6 2.6 1.8 6

Implicit GDP deflator .. 5.7 2.5 .. 4

Government finance 2
(% of GDP)
Current revenue .. .. 25.4 .. s
Current budget balance .. .. 1.9 .. 0 9 92 93 94 95
Overall surplus/deficit .. .. -1.8 .. -GDPdef. -oCPt

TRADE
1975 1985 1994 1995 Export and Import levela (mill. USS)

(millions US$)
Total exports (fob) .. 22 35 ..

Sugar 9 1 1
Other manufactures .. 3 4 r
Manufactures .. .. 1 100

Total imports (cif) 51 112
Food 1 2 1 9
Fuel and energy .. 4 7 
Capital goods 10 27

Export price index (1987=100) .. .. ..
Import price index (1987=100) .. .9 91 92 93 94 95
Terms of trade (1987=100) .. .. .. . Exports alImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services .. 43 9| 91 92 93 94
Imports of goods and non-factor services .. 61 . 90 I9
Resource balance -18 28

Net factor income .. -1 .. -otl
Net current transfers .. 11 14

Current account balance,
before official transfers .. -8 -27 -20

Financing items (net) .. 6 24 |.
Changes in net reserves .. 3 -30

Memo: __I

Reserves including gold (mill. US$) .. 7 32
Conversion rate (locaLIUS$) 2.2 2.7 2.7 2.7

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995 F

(millions US$) Compositlon of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 3 13 46 50

IBRD 0 0 1 1 G A B
IDA 0 0 2 2 3 1 2

Total debt service 0 1 5 4
IBRD 0 0 0 0
IDA 0 0 0 0

Composition of net resource flows E
Official grants 1 2 0 1 16
Official creditors 1 2 3 5
Private creditors 0 0 0 0 |
Foreign direct investment 0 8 15 40 28
Portfolio equity 0 0 0 0

World Bank program
Commitments 0 0 0 2 A -IBRD E -Bilateral
Disbursements 0 0 1 0 B - IDA D -Other multilateral F -Private
Principal repayments 0 0 0 0 C- MF G -Short-term
Net flows 0 0 1 0
Interest payments 0 0 0 0
Net transfers 0 0 1 0

World Bank International Economics Department, September 1996
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St. Lucia at a glance
Latin Upper-

POVERTY and SOCIAL America middle- _

St. Lucia & Carib. income Development diamond'

Population mid-1995 (millions) 0.17 480 440 Life expectancy
GNP per capita 1995 (US$) 3,200 3,300 4.300
GNP 1995 (billions US$) 0.53 1,584 1.892

Average annual growth, 1990-95

Population (%,) 2.0 1.8 1.7 GNP \.Gross
Labor force (% . 2.4 2.1 N

per ~~~~~~~primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of populatlon) 25
Urban population (% of total population) 46 74 74
Life expectancy at birth (years) 71 68 69
Infant mortality (per 1,000 live births) 1 7 41 36
Child malnutrition (% of chlldren under 5) . .. .. IAccess to safe water
Access to safe water (% of population) .. 81 89
Illiteracy (% of population age 15+) 10 13 13
Gross primary enrollment (% of school-age population) .. 110 107 - St. Lucia

Male . .. .Upper-middle-,ncome group
Female

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Eooi ais

GDP (millions US$) . 217.4 510.2 555.7Opnesoecom
Gross domestic investment/GDP .. 21.0 26 3 26.4Opnestecom
Exports ot goods and non-factor services/'GOP .. 55.9 61.5 64.3
Gross domestic savings/GOP .. 7.2 16.8 21 1
Gross national savings/GDP .. 12.5 14.4 17 1

Current account balance/GOP .. -8.6 -12. -94 Savings --- Investment
Interest payments/GDP .. 03 . 1.1
Total debt/GOP .. 10.6 22.5 22.3
Total debt service/exports .. 1.2
Present value o1 debU/GOP . .. 15.9
Present value of debt/exports . . . Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - St. Lucia
GOP . 6.4 2.2 1.8
GNP per capita .. 4.0 1.7 . I Upper-middle-income group
Exports of goods and non-factor services.. .

STRUCTURE of the ECONOMY

(% of GDP) 97 195 94 195 Grwth rates of output and investment1)
Agriculture .. 15.2 10.0 10.
Industry .. 18.4 13.8 14.1

Manufacturing .. 8.5 6.3 6.1 -

Services . 66.4 76.3 75.5

0 -------------------------
Private consumption .. 73.4 68.1 62. 90 91 92 93 94 95

General government consumption .. 19.4 15.1 16.
Imports of goods and non-factor services . 69.7 71.0 69.5 GDI -aGDP

1975-84 1985-95 1994 1995
(average annual growth)
Agriculture .. 4.1 -3.1 10.9
Industry .. 8.0

Manufacturing .. 4.0 -12.0 3.0
Services . 6 5

Private consumption
General government consumption
Gross domestic investment
Imports of goods and non-tactor services .

Gross national product . 5.7 3.0

Note. 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
-The diamonds show four key indicators in the country (in bold) compared with its income-group average. It data are missing, the diamond will

be incomplete.
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St. Lucia

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 fon (%)

Domestic prices 6 -
(% change)
Consumer prices 17.7 1.4 2.7 5.9 4
Implicit GDP deflator .. .. 1.8 5.0

Government finance
(% of GDP)
Current revenue .. .. 24.8 24.9 ° 9 91 92 93 94 95
Current budget balance .. .. 5.9 4.6 -G91 92 93 94P9

Overall surplus/deficit .. .. -1.2 -1.8 -GDPdef - CPI

TRADE
1975 1985 1994 1995 Export and impon levels (mill. US$)

(millions USS)

Total exports (fob) .. 52 95 119 4COT
Bananas .. 32 47 66
n.a. ...... 3014

Manufactures . .. 24 26
Total imports (cif) 4125 300 303 2

Food .. 31 59 6.4
Fuel and energy 13 19 20 100
Capilal goods .. 23 64 66

Export price index (1987=100) .. .. ..
Import price index (1987=100) .. .. .. ..
Terms of trade (1987=100) .. .. 101 107 rlExports Ofimports

BALANCE of PAYMENTS

1975 1985 1994 1995 Current account balance to GDP ratio (%)
(millions US$)

Exports of goods and non-factor services .. 122 314 357 89 F 5 9 | 93194 95X

Imports of goods and non-factor services .. 152 362 386 l 9 92 
Resource balance -30 -48 -29 s l

Net factor income .- -3 -29 -33 ll

Net current transfers .. 15 17 11

Current account balance, l

betore official transfers .. -19 -61 -52 L..i
Financing items (net) .. 23 32 18
Changes in net reserves .. -5 29 34 -20

Memo:
Reserves including gold (mill. US$) 3 13 58
Conversion rate (locaW/tS$) 2.2 2.7 2.7 2.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 3 23 115 124 A

IBRD 0 0 2 2 G B
IDA 0 0 6 8 to 2

Total debt service 0 1 11 14
IBRD 0 0 0 0
IDA 0 0 0 0

Composition of net resource flows E
Official grants 5 1 18 16 36
Official creditors 2 3 4 7
Private creditors 0 0 0 0
Foreign direct investment 0 17 32 63 68
Portfolio equity 0 0 0 0 Be

World Bank program
Commitments 0 0 14 16 A-tBRD E -Buiateral
Disbursements 0 0 1 3 B- tDA D -Other multilateral F -Private
Principal repayments 0 0 0 0 C -IMF G -Short-term
Net flows 0 0 1 3
Interest payments 0 0 0 0
Net transfers 0 0 1 3

World Bank International Economics Department, September 1996
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St. Vincent and the Grenadines at a glance
St. Vincent Latin Lower-

POVERTY and SOCIAL and the America middle-
Grenadines & Carib. income Development diamond*

Population mid-1995 (millions) 0.11 480 1,154 Life expectancy
GNP per capita 1995 (US$) 2,280 3,300 1,700
GNP 1995 (billions US$) 0.25 1,584 1,962

Average annual growth, 1990-95

Population (%) 0.7 1.8 1.4 GNP Gross
Labor force (%) .. 2.4 1.8 p Gross

per -- primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 17
Urban population (% of total population) 25 74 56
Life expectancy at birth (years) 72 68 67
Infant mortality (per 1,000 live births) 18 41 36
Child malnutrition (% of children under 5) .. . . Access to safe water
Access to safe water (% of population) .. 81 78
Illiteracy (% of population age 15+) 18 13
Gross primary enrollment (% of school-age population) .. 110 104 -St. Vincent and the

Male .. .. 105 Grenadines
Female .. .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios.

GDP (millions US$) 32.9 112.8 239.4 255.9 Openness of economy
Gross domestic investment/GDP .. 28.0 32.6
Exports of goods and non-factor services/GDP .. 73.1 41.2
Gross domestic savings/GDP .. 22.0 9.0
Gross national savings/GDP .. 28.3 14.7

Current account balance/GDP .. -4.8 -18.1 . Savings Investment
Interest payments/GDP 0.3 1.1 0.8 0.8
Total debt/GDP 10.3 24.1 49.3 46.5
Total debt service/exports .. 3.7
Present value of debt/GDP .. .. 37.6
Present value of debt/exports .. .. .. . Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -St. Vincent and the Grenadines
GDP 6.6 5.5 0.4 5.0
GNP per capita 5.2 4.5 -0.5 5 Lower-middle-income group
Exports of goods and non-factor services 10.1

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment

(% of GDP) r
Agriculture 19.6 9.9 ..
Industry .. 23.5 18.5

Manufacturing . 11.6 7.9 .
Services 56.9 71.6

Private consumption .. 58.3 71.1 9. 91 92 93 94 95

General government consumption .. 19.7 19.9 .GDl GDP
Imports of goods and non-factor services .. 79.1 64.8 -

1975-84 1985-95 1994 1995
(average annual growth)
Agriculture 5.6
Industry 6.4

Manufacturing 9.6
Services 5.6

Private consumption .. .. -0.7
General government consumption .. .. 8.9
Gross domestic investment 4.4 .. 19.1
Imports of goods and non-factor services 7.5 .. 2.6
Gross national product 6.2 5.4 -0.5

Note: 1995 data are preliminary estimates Figures in italics are for years other than those specified.
* The diamonds show four key indicators in the country (in bold) compared with its income-group average. It data are missing, the diamond will

be incomplete.
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St. Vincent and the Grenadines

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (Y)

Domestic prices
(% change)
Consumer prices 6.8 2.1 1.0 4.0 6

Implicit GDP deflator 14.2 3.8 0.5 .. 4

Government finance 2

(% of GDP)
Current revenue .. .. 27.9 .. 9 91 92 93 94 95

Current budget balance .. .. 4.1 ..
Overall surplus/deficit .. .. -0.6 .. -GDP dei. -6CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. US$)

(milions US$)
Total exports (fob) .. .. 51 150

n.a.
n.a.
Manufactures . . . 100

Total imports (cif) 135

Food . .. 28 UFuel and energy .. .. 9 
Capital goods .. .. 48

Export price index (1987=100) ..
Import price index (1987=100) .. .. .. .. 9 9 91 92 93 94 95

Terms of trade (1987=100) .. .. . [lExports ailmports

BALANCE of PAYMENTS

1975 1985 1994 1995 - Current account balance to GDP ratio (%)
(milions US$) 
Exports of goods and non-factor services .. 85 99 89 90 91 92 93 94 95

Imports of goods and non-factor services .. 98 155
Resource balance .. -14 -56 | 

Net factor income .. -2 -1 .10
Net current transfers .. 10 14 ..

Current account balance, .15+
before official transfers .. -5 -43

Financing items (net) .. 13 43 -20

Changes in net reserves .. -7 0 -25-

Memo: I

Reserves including gold (mill US$) -. 14 31
Conversion rate (local/US$) 2.2 2.7 2 7 2.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 3 27 118 119

IBRD 0 0 1 0 B

IDA 0 1 8 8 8

Total debt service 0 3 7 8
IBRD 0 0 0 0
IDA 0 0 0 0 G

Composition of net resource flows 54

Official grants 5 1 3 3 47

Official creditors 1 2 1 0
Private creditors 0 0 0 0
Foreign direct investment 0 2 51 15
Portfolio equity 0 0 0 0 E

World Bank program 10
Commitments 0 0 0 4 A - IBRD E -Bilateral
Disbursements 0 1 0 0 B -IDA D -Other multilateral F -Private
Principal repayments 0 0 0 0 C - IMF G -Short-term
Net flows 0 1 0 0
Interest payments 0 0 0 0
Net transfers 0 1 0 0

World Bank International Economics Department, September 1996
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Pakistan

Jn 1988 Pakistan began a major reorientation of its basic services, educate women, and strengthen family
economic and social policies, aimed at strengthen- planning, Pakistan's population could double in two
ing public finances, promoting private sector decades to about 250 million. The investment required

investment and growth, and improving the country's to catch up with large shortfalls in physical and social
extremely poor social indicators. The government that infrastructure, and at the same time cover the basic needs
took office in October 1993 expanded the economic of this rapidly expanding population, will be massive.
reform program put in place by a caretaker government Pakistan's heavy dependence on cotton and cotton-
earlier that year. The government's program has empha- based manufactures as the major source of growth and
sized improving macroeconomic management, export earnings leaves it vulnerable to external and
broadening the privatization effort, and accelerating internal shocks. Diversification is essential to reduce
trade policy reform. As a result, there has been good this vulnerability, strengthen the economy's competi-
progress in opening up the economy, improving the tiveness and improve growth prospects. The natural
environment for the private sector, and implementing an resource base is also coming under increasing pressure
ambitious privatization effort. The government has also from rapid population growth, poor management of
emphasized human development objectives, including water resources-particularly the irrigation and drain-
initiating reforms to improve social sector performance age system that supports 90 percent of agriculture pro-
and establishing a Social Action Program. duction-and a lack of attention to urban environmental

During 1995, however, Pakistan suffered a slow- issues. The level of investment in physical and social
down in its ambitious program of macroeconomic stabi- infrastructure remains too low to meet requirements for
lization and structural reforms. A shortfall in revenue sustained higher growth. As a consequence, Pakistan
mobilization, lower than expected GDP growth, and compares unfavorably wvith fast growing economies in
higher inflation in fiscal 1995 led to a decision to slow Asia in terms of basic transport, power, and telecommu-
the pace of key trade and tax reforms in fiscal 1996. nications infrastructure, and even more so in human
which resulted in cancellation of IMF support for Paki- resources development.
stan's structural adjustment program. Pakistan's re- The country also continues to grapple with difficult
serves fell sharply in the second half of 1995, mainly political, social!'cultural and governance issues that af-
due to declining exports and a surge of imports, leading fect the pace and effectiveness of its economic develop-
to an incipient crisis ofdomestic and foreign confidence. ment effort. Ethnic and domestic regional rivalries have
The government responded with an effective short-run contributed to political instability and delayed efforts to
stabilization package, which was supported by the IMF reach a consensus on development policies and pro-
in December 1995. As a result, by the end of second half grams. Over the past several years, law and order prob-
of fiscal 1996 the deteriorating trade balance improved lems and violent clashes between rival political and
and foreign reserved increased to comfortable level of religious groups in Karachi, the principal commercial
$2.1 billion. center, have claimed many lives and adversely affected

economic activity. These difficulties have slowed devel-

Development Issues opment projects and affected the location and size of
new investments. Government efforts to increase re-

Pakistan faces significant medium- and longer-term de- source mobilization have long been undermined by the
velopment challenges. Its poor social indicators reflect exemption of agriculture incomes from taxation-now
long years of inadequate attention to basic social serv- being remedied-and a political environment that has
ices. Per capita income remains low at $460, and the condoned non-payment of taxes and other charges. Re-
benefits of growth have not been widely shared. Rapid source constraints are further compounded by the prior-
population growth is putting an increasing burden on the ity placed on maintaining a large military establishment,
economy. Even with an accelerated effort to improve given strained relations with India.
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Paikistani

Recent Economic Developments of petroleum products by 7 percent; imposing a tempo-
rarv duty of 10 percent on dutiable imports and 5 per-

Pakistan's economic performance over the past year has cent on most duty-free imports, and tighiening monetary
been mixed. The stabilization and reform effort went off policy. Shortly thereafter an agreement was reached
track in the second half of fiscal 1995, primarily because with the IMF. These actions reversed the decline in
the ambitious target for revenue mobilization could not reserves and helped halt the decline in domestic and
be achieved, despite a strong collection effort in the foreign confidence.
second half of the year. As a result the fiscal deficit, GDP growth in fiscal 1996 is estimated to be 6 per-
instead of falling to 4 percent ofGDP as targeted, turned cent, the best performiianice in recent years. The impetus
out to be 5.6 percent of GDP, only slightly lower than to GDP growthi was provided mainly by agriculture
the 5.9 percent level achieved in fiscal 1994. Moreover, (value added in major and minor crops grew by 9 and
monetary growth and inflation could not be brought 4.95 percent, respectively and the cotton crop is esti-
down as planned, and the consumer price index rose mated at 10 million bales), and large scale manufactur-
13 percent in fiscal 1995. Real GDP growth of about ing grew by 3.1 percent. The national saving rate,
4 percent was disappointing, reflecting a third consecu- however, fell to 13.9 percent from 14.9 percent in the
tive below-par cotton crop, adjustment problems in the previous year. As a result of restrained monetary policy
textile industry (due to the cotton supply shortfall and a and lower foreign reserves, monetary growth is esti-
shift to the world price regimie for cotton), and more mated to be 12 percent. Consequently, inflation of 10.8
generally large-scale manufacturing's very weak per- percent in fiscal 1996 showed a declining trend com-
formance (2.9 percent real growth). Although the pared to the previous period. No improvement though
growth in export earnings (16.4 percent) was robust due was achieved in the t'iscal account in fiscal 1996. The
to highler international prices, export volume stagnated. actual fiscal deficit reached about 5.6 percent of GDP.
Pakistan's foreign exchange reserves increased signifi- ILower tax collection and higher than targeted expendi-
cantly to $2.7 billion in June 1995, but this was to a large tures were both responsible for the government is failure
extent due to sale of part of the equity in Pakistan to achieve its target of 5 percent.
Telecommunication Corporation. which brought in Long-standing deficiencies in providing basic social
nearly $900 million. services constitute the most serious obstacle to improv-

Pakistan's stabilization and reform efforts were ftur- ing Pakistan's poor social indicators and strengthening
ther weakened at the beginning of tiscal 1996 when the the human capital base for development. Given the
government decided to slow the pace of import tariff progress the Social Action Program has made in provid-
reductions and postpone major tax reforms. The federal ing additional resources and expanding access to basic
budget set the tiscal deficit target at 5 percent of GDP. social services, the focus is now shifting to improving
only 0.6 percent ofGDP below the fiscal 1995 outcome: quality and effectiveness while further expanding ac-
tax revenue did not increase as a share of GDP: and the cess, especially for females.
maximum import tariff was reduced from 70 percent to Getting the government out of direct involvement in
65 percent, compared to 45 percent in the original re- business is the objective of Pakistan's ongoing privati-
form plan. zation program, which has becn broadened to include

Thie slowdown in stabilization and structural reform the major public entities that dominate the financial,
turned out to be unsustainable due to a deterioration in energy, and telecommunications sectors, and larger in-
the trade account and a related sharp decline in foreign dustrial concerns. Just as iniportant is the need to pro-
exchange reserves. Exports fell by 5 percent in the first vide an effective evenhanded regulatory framework for
halfof fiscal 1996 as a result ofvolume declines for most the private sector, a less distortionary tax structure, and
products, while imports increased by 23 percent, due in stable macroeconomic policy to create an environment
large part to equipment imports for new private power conducive to unfettered competition for private busi-
plants. The trade deficit soared by 163 percent and Paki- ness. Further reducing tariff and non-tariff barriers to
stan's foreign exchange reserves fell sharply, which also internationial trade is particularly important in this con-
reflected lower inflows of foreign portfolio investment text.
and outflows from foreign currency accounts. By Octo- Governance problems in Pakistan have high fiscal,
ber 1995 reserves had declined to a little over$1 billion, economic, and social costs. In addition to the substantial
and strong remedial action was urgently needed. direct costs of leakages due to corruption, the effective-

Recognizing the need to reverse these trends quickly, ness of public expenditures is reduced by weak imple-
the government responded with a set of stabilization mentation capacity and diversion of resources to
measures: devaluing the rupee by 7 percent against the political programs. Many public services in Pakistan are
dollar (on top of 3 percent gradual depreciations since inefficient, inadequate, or in some cases non-function-
the beginning of the fiscal year); raising domestic prices ing. Despite considerable improvement in recent years,
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Pakistan

overly discretionary government regulation still inhibits water and air pollution and agricultural losses due to soil
private sector development. The porous tax system and degradation have been identified as the most costly
weak tax administration encourage rent seeking, result- environmental problems.
ing in extensive losses to the budget. A large part of the
economy escapes the tax net entirely. Contract enforce-
ment is weak, and recourse to the courts can be difficult
and time consuming. Finally, law and order problems Medium-term projections show a very tight balance of
seriously affect economic growth prospects and over the payments situation and continued vulnerability to exter-
longer run erode the fabric of society. Addressing weak- nal shocks, stemming from heavy dependence on cotton
nesses in governance will not be easy and will take a and the large uncovered exposure of the banking system
long time. As the government is aware priority areas to foreign currency accounts. Pakistan's ability to con-
include judicial reform, improvements in auditing and tinue attracting inflows and avoid destabilizing outflows
accounting, civil service reform, strengthening local will depend on its commitment to maintaining a stable
governments on the basis of accountability to their con- macroeconomic framework and further improving the
stituents, protecting the autonomy of managers of pri- overall economic environment for the private sector.
vatized concerns such as banks, and full implementation Pakistan's relatively good growth record underscores
of pre-shipment inspection of imports. the dynamism of its private sector, which has been

Agriculture suffers from degradation of the natural strengthened in recent years with the progress made in
resource base (waterlogging and salinity of soils), re- liberalizing the economy. Prospects for continued, solid
maining price and market distortions, ineffective sup- growth in the private sector remain strong, but are
port services, and inadequate operations and closely linked to progress in strengthening macroe-
maintenance spending. Key elements of agricultural conomic performance and in overcoming social, infra-
sector reform include decentralizating irrigation man- structure and governance constraints. Pakistan's growth
agement and encouraging farmer participation; liberal- prospects also depend on reducing the economy's vul-
izing remaining price and trade controls; adequately nerability to external factors, including fluctuations in
funding operations and maintenance based on full cost cotton and oil prices, slow growth in OECD countries,
recovery, and restructuring and where appropriate pri- changes in international interest rates, and sudden out-
vatizing support services for agriculture. flows of capital. Continued progress in improving agri-

Despite progress in deregulation and trade reforms, cultural productivity and completing policy reforms in
manufacturing suffers from an undiversified production trade and the regulatory environment will be critical
base that is too reliant on cotton products, high costs, since these are essential to diversifying Pakistan's pro-
procedural impediments, and excessive protection. Re- ductive base and promoting greater efficiency.
moval of remaining quantitative trade restrictions and
substantial reductions in import duties constitute the
core of reforms to improve the efficiency and competi-
tiveness of manufacturing. Reforms in the energy sector Pakistan is not a severely indebted country, and pro-
have achieved considerable progress and elicited a vided that growth remains strong and adjustment meas-
strong response from the private sector. Domestic and ures are implemented, its overall debt indicators are
foreign trade in Pakistan is seriously constrained by expected to improve over the medium term. By end-fis-
transport bottlenecks. The public sector entities that cal 1995 total civilian public and publicly guaranteed
dominate this sector are characterized by inefficient debt had increased to $25.7 billion, or 42.5 percent of
operations, over-staffing, and poor financial returns. GDP. The debt service ratio, which reached 23 percent
Urban services have fallen increasingly behind growing of exports of goods and services in 1988, has also
demand and have largely broken down in many areas. increased in recent years to around 27 percent. Debt
The deterioration of the urban and rural environment in service to preferred creditors as a ratio of total public
Pakistan during the past several decades has assumed debt service has risen over the past several years to an
alarming proportions; the adverse health impacts of estimated 47 percent in 1995.
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Pakistan at a glance

POVERTY and SOCIAL South Low-
Pakistan Asia income Development diamond*

Population mid-1995 (millions) 129.7 1,243 3,188 Life expectancy
GNP per capita 1995 (US$) 460 350 460
GNP 1995 (billions US$) 59.5 435 1,466

Average annual growth, 1990-95

Population (%) 2.9 1.9 1.8 GNP Gross
Labor force (%) 3.3 2.4 1.9 per primary

Most recent estimate (latest year available since 1989) capita . enrollment

Poverty: headcount index (% of population) 34
Urban population (% of total population) 35 26 29
Life expectancy at birth (years) 60 61 63
Infant mortality (per 1,000 live births) 90 73 58
Child malnutrition (% of children under 5) 40 62 38 Access to safe water
Access to safe water (% of population) 59 81 75
Illiteracy (% of population age 15+) 62 50 34
Gross primary enrollment (% of school-age population) 65 98 105 -Pakistan

Male 80 110 112 -Low-income group
Female 49 87 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 19B5 1994 1995 Economic ratios'

GDP (billions US$) 11.3 31.1 52.0 60.5 Openness of economy
Gross domestic investment/GDP 16.2 18.3 19.5 18.5
Exports of goods and non-factor services/GDP 10.9 11.2 17.8 16.8
Gross domestic savings/GDP 4.9 6.7 16.0 14.4
Gross national savings/GDP 6.1 23.9 16.2 14.6

Current account balance/GDP -10.4 -5.4 -3.8 -4.0 Savings - Investment
Interest payments/GDP 0.9 1.0 1.5 1.6
Total debt/GDP 50.7 42.9 56.9 52.2
Total debt service/exports 20.6 24.2 34.8
Present value of debt/GDP . .. 42.4
Present value of debt/exports .. .. 223.9 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Pakistan
GDP 6.7 5.2 3.1 3.9
GNP per capita 4.5 1.2 0.1 0.8 Low-income group
Exports of goods and non-factor services 9.1 10.2 3.1 0.6 1

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (%)
Agriculture 32.0 28.5 25.1 25.9 15T
Industry 23.4 22.5 25.1 25.3

Manufacturing 16.7 15.9 17.6 17.1
Services 44.5 49.0 49 8 48.8

Private consumption 84.4 81.2 71.9 73.4 90 91 92 93 94 95
General government consumption 10.6 12.1 12.1 12.2
Imports of goods and non-factor services 22.2 22.8 21.3 20.9 -GOI 6 GDP

1975-84 1985-95 1994 1995 -
(average annua/ growth) Growth rates of exports and imports f%)

Agriculture 4.5 3.8 2.9 5.9 40
Industry 7.1 6.7 4.6 3.6 K

Manufacturing 8.0 6.4 5.4 2.9 20
Services 7.0 5.2 3.8 4.1

Private consumption 5.8 4.0 1.3 8.6 392 99

General government consumption 6.8 4.2 -3.4 0.7
Gross domestic investment 7.2 4.8 0.1 2.4 -20
Imports of goods and non-factor services 4.9 3.1 -10.8 0.4 -Expors -Impors
Gross national product 7.7 4.3 2.9 5.0

Note: 1995 data are preliminary estimates
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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Pakistan

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (1%)

Domestic pnices
(% change) 1a
Consumer prices 20.9 5.6 11.2 13.0 10
Implicit GDP deflator 24.1 4 6 13.1 14.8

Government finance
(% of GDP) o

Current revenue 17.0 17.3 17.3 0 4 9

Current budget balance -0.8 -5.9 -5.6 9 99193 94 95

Overall surplus/deficit -7.8 -6.9 -6.7 j -GDP dot. -- CP

TRADE

(millions US$) a1975 1985 1994 1995 Export nd import levels (mill. USS)

Total exports (fob) 2,457 6,685 7,883 150roo
Rice 279 242 454

Cotton 222 80 62 _aE Manufactures .. 1,922 6,482 7,367 '
Total imports (cif) .. 6,531 9,329 11.050

Food . .. 917 1,626

Fuel and energy .. 1.398" 1,400 1,586 d u i lr l
Capital goods . .. 3,515 3.867

Export price index (1987=100) .

Import prce index (1987=100) .. .. .. 92 3 94 95
Terms of trade (1987=100) .. .. .. g Expots nimports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 1,231 3,247 8,309 9,672 1
Imports of goods and non-factor services 2,539 7,113 11,066 12,742 as r 92 93 T4 95

Resource balance -1,308 -3,867 -2,757 -3,070 2_

Net factor income -95 -506 -1,597 -1,729
Net current transfers 229 2,688 2,390 2,397 4

Current account balance,
before official transfers -1,175 -1,685 -1,964 -2,402 l6

Financing items (net) 1,051 637 3,549 2,649 l
Changes in net reserves 124 1,048 -1,585 -247

Memo;
Reserves including gold (mill. US$) 563 1,429 3,101 3,535
Conversion rate (loca/lUS$) 9.9 15.2 30.1 30.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed 5,753 13,371 29,579 31,585
IBRD 283 435 2,934 3,082 G A
IDA 484 1,391 3,054 3,321 5160 3082

Total debt service 306 1,417 3,423 3,649 3321
IBRD 38 61 383 436

F
IDA 6 21 51 59 1952 c

Composition of net resource flows 1510
Official grants 185 257 199 205
Official creditors 708 450 1,485 897
Private creditors 18 -170 -108 762 o
Foreign direct investment 25 131 430 409 5815
Portfolio equity 0 0 1,334 106 E

10745
World Bank program

Commitments 98 689 993 514 A - ItRD E -Bilateral
Disbursements 81 170 637 525 B-IDA D -Other multilateral F -Private
Principal repayments 20 39 210 254 C -IMF G -Short-term
Net flows 61 131 427 271
Interest payments 24 43 224 242
Net transfers 37 89 203 29

World Bank International Economics Department, September 1996
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Panama

W ith scant inflation and income per capita ture mounted relative to GDP and policy distortions
CDP of $2,720 in 1995. tile Panamanian proliferated, domestic prices of importables and non-Al leconomy is the most stable, and among the traded goods rose faster than international prices. De-

more prosperous, in the regioni. But the economy is spite the dollar-based monetary regime, most resources
highly segmented between its dynamic, internationally were channeled in directions in which the economy has
oriented service sector and the domestically oriented a comparative disadvantage, private investment was
sector, which is beset with policy-induced rigidities and crowded out, foreign investment flows dried up, and the
low productivity. Factor markets are also segmented by competitiveness of international services eroded. Social
policies that drive up the cost of labor and lower the cost services were expanded greatly, especially social secu-
of capital. About 14 percent of the labor force is unem- rity for public sector employees and tertiary education,
ployed despite the preponderance of services in the but unemplovment soared, and poverty and income in-
economy, low growth of the economically active popu- equality became more pronounced.
lation and relatively slow rural-urban migration. The The expansion of the state and inflated levels of
protracted poor performance of the economy has im- domestic absorption were financed by foreign borrow-
peded job creation, and contributed to high povertv ing: in 1980, Panama had one of the largest per capita
levels arid income inequality. commercial bank debts in the world. During the early

The peculiar structure and pattern of growth of the 1980s these distortions, together with the international
Panamanian economy stem. in part, from its privileged debt crisis, plunged the economy into recession. The
geographical position. The Panama Canal and the mone- economic downturn was exacerbated by the political
tarv regime anchored in the use of the dollar as legal crisis in the late 1980s and the imposition of external
tender spurred the rapid development of a modern serv- sanctions. The government ceased to service its external
ices economy. The launching of the Colon Free Zone in debt in 1987, and fell into arrears with the international
the late 1940s coincided with the intensification of re- financial institutions in 1988. Over 1988-89, the money
strictive trade policies elsewhere in Latin America and supply plunged an estimated 30 percent and economic
generated substantial growth over the following three activity contracted 16 percent.
decades. Panama also took advantage of its location,
unique monetary regime, and the prevalence of restric- Social Indicators
tive policies elsewhere, b\ creating the International
Banking Center, whicil grew rapidly throughout the Despite Panama's relatively high per capita income,
1960s and 1970s. Substantial rents were garnered two-fifths of the population lives in poverty. Income
through the construction of the transisthimian pipeline distribution is highly skewed and has become much
and by licensing the Panamanian flag to merchant ships more regressive in the past decade. In 1979, the poorest
from around the world. The economy generated growth 20 percent of the population received 4 percent of in-
of more than 6 percent a year over 1950-81. come; in 1989. that share had plunged to 2 percent,

Although serious distortions were introduced in the leaving Panama with one of the most unequal distribu-
economy beginning in the 1970s, their growth-inhibit- tions in the hemisphere. Moreover, in 1989, the average
ing effects were masked by large inflows of external real income of the poorest 40 percent of the population
finance. In the aftermath of the second oil shock and the was one-third low\er than in 1979, in part due to the
debt crisis, these distortions depressed growth to 2.5 1988-89 contraction. During the 1980s, immunization
percent annually over 198 1-93. rates declined by 13 percent; the incidence of growth

Over the past 25 years the sharp segmentation of retardation among children rose from 19 to 24 percent:
Panama's economy by distortionary policies has kept tuberculosis cases doubled; and malaria cases climbed
output growth far below potential. As public expendi- tenfold.
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Economic Adjustment reforms initiated in 1994. However, the underlying
causes of this slow growth are pronounced price distor-

Over 1990-95 considerable strides were made in reduc- tions and deficient basic services which have kept trend
ing Panama's large macroeconomic imbalances. The growth well under 3 percent for the past two decades,
economy recovered following resolution of the political and which the government's reform program is now
crisis, the lifting of sanctions. and implementation of an addressing.
adjustment program with the support of the international The 1996 budget approved by the Legislative Assem-
financial institutions. By 1994 per capita GDP surpassed bly targets a shift in non-financial public sector opera-
the pre-1987 peak and the unemployment rate had been tions to a surplus of 0.4 percent of GDP (exclusive of
reduced by 6 percentage points from the 1990 peak, expected privatization proceeds of 3.3 percent of GDP),
domestic inflation was below intemational inflation, with savings targeted to rise to 4.8 percent from 3.4
and public finances were in balance. Import coverage of percent of GDP in 1995. This is to be achieved by a
reserves had increased to almost two months, arrears to reducing extemal interest obligations by an estimated
the Paris Club and extemal bondholders and interna- 2.3 percent of GDP as a result of the May 1995 debt and
tional financial institutions had been cleared, and public debt service reduction operation and containment of the
and publicly guaranteed external debt had declined from wage bill. Consolidation of long-term fiscal balance
133 percent to 81 percent of GDP. hinges on bringing public sector wage bill growth and

Growth, however, decelerated to an estimated 2.5 social security spending under effective govemment
percent in 1995, and unemployment is still very high. control. To this end, the government is preparing, with
While the economic recovery strengthened public fi- the support of the a general public sector wage bill that
nances, the government was unable to implement the would replace the special public sector labor laws and
reforms required to consolidate long-term fiscal balance introduce a merit-based civil service. A bill to liquidate
and made little progress in structural reform. Although the insolvent Complementary Pension Fund for state
the overall balance of payments position improved con- employees is also being prepared.
siderably, a current account deficit of the magnitude In July 1995 the Legislative Assembly approved the
recorded in recent years (about 6.5 percent of GDP) Fiscal Incentives Harmonization Law, which signifi-
cannot be sustained in light of the still large debt over- cantly reduces distortions and allocative inefficiencies
hang, sharply declining bilateral aid, and gradual disen- caused by the tax system, while enhancing fiscal sus-
gagement of the United States from the Canal Zone. tainability. The law unified the corporate tax rate at 30

percent, phases out most tax breaks and subsidies to
import-substituting activities, extends to all importers
the preferential import tariff of 3 percent, increases the

The administration inaugurated in September 1994 has tax rate on traders in the Colon Free Zone, phases out
made great headway in implementing the reforms the generous tax credit for nontraditional exports, and
needed to consolidate fiscal and extemal balance, and reduces home mortgage subsidies narrower targeting.
redress the pervasive price distortions that prevent the The government's reform program in basic services
economy from realizing its potential, and cause high focuses on regulatory reform and privatization by sepa-
unemployment and widespread poverty. rating policy formulation, regulatory, and service deliv-

In 1995 the non-financial public sector registered a ery functions within each sector and restructuring
deficit (accrual basis) of an estimated 0.3 percent of operating entities along commercial lines, and unbun-
GDP. Inflation remained at about 0.9 percent, which dling utility operations to enable competition in aspects
coupled with depreciation of the dollar, led to a depre- that do not possess natural monopoly characteristics,
ciation of Panama's real effective exchange rate of about and opening each sector to private participation.
4 percent. following a cumulative depreciation of 18 In February 1995 the Assembly approved a law to
percent over 1989-94. The current account deficit (com- incorporate and partially privatization the state telecom-
mitment basis) is estimated to have declined to about 4.4 munications firm: a July 1995 law also effectively opens
percent of GDP in 1995. At end-l 995 public and pub- the cellular telephone market to the private sector. Other
licly guaranteed external debt was an estimated $5.8 laws have opened electricity generation, transmission
billion, or 78 percent of GDP. Growth continued to and distribution. The government is preparing a bill to
decelerate sharply across all the sectors that led the permit private participation appears in the water sector,
economic recovery, especially construction, the Colon and all the state port authority's service delivery func-
Free Zone. manufacturing, and the International Bank- tions will be transferred to private operators, and the
ing Center. In some sectors the slowdown seems to have authority itself transformed into a regulatory entity. In
been accentuated by uncertainty over the outcome of addition, contracts for ownership, construction and op-
major changes to tax, labor, trade and state enterprise eration of four new ports have been signed with private
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operators. Manzanillo, a $100 million state of the art crease agricultural productivity, and reduce the high
private container port and trans-shipment facility com- cost of the basic consumption basket. The government
menced operations in 1995. The government also is also is instituting mechanisms to protect those most
focusing on rehabilitation, deregulation and private par- susceptible to malnutrition and vector-transmitted dis-
ticipation of transport infrastructure and concessions eases through the Social Emergency Fund, and improv-
have been awarded foreign firms to build and operate ing efficiency and equity in social expenditures through
toll roads between Panama City and Colon, and between sector reforms, especially in education and health.
the international airport and Panama City.

In August 1995 the Legislative Assemblv overhauled
the highly restrictive Labor Code, curbing the interven- Medium-Term Outlook
tion of government in employer-employee relations and The policy measures the government is carrying out
giving employers more flexibility to determine wages, should further strengthen the macroeconomic frame-
tailor employment to market conditions, and reassign work in 1996, and revive growth. Inflation is projected
employees within firms. to remain at around 2 percent, while the current account

Panama has completed almost all the bilateral nego- balance deficit is projected to decline to about 3 percent
tiations required for accession to the World Trade Or- of GDP. Growth is projected to rise I percentage point
ganization; upon entry into the WTO, which is expected ofGDP over 1996-2000, to 4.3 percent a year, and to 5.3
in mid-1996, nominal tariffs will be reduced from the percent over 2001-04 on the strength of projected in-
current range of 0 to 90 percent to 0 to 40 percent (with creases in national savings and domestic investment as
certain exceptions for agricultural commodities), and to well as greater efficiency of investment in response to
a range of 0 to 30 percent within five years, while the mitigation of policy distortions and improved credit-
non-tariff barriers will be consolidated in the new tariff w%orthiness.
structure. In December 1995, the cabinet issued a decree
that significantly reduces tariffs on the main agricultural
commodities and eliminates non-tariff barriers to the xterna e
import of these products. Integral to the government's economic program is a

In December 1994 the government issued a decree strategy to normalize relations with creditors, restore
relaxing rent controls, and in December 1995 a series of Panama's creditworthiness and create a climate condu-
resolutions removed remaining price controls on the cive to foreign investment. In May 1995, the govern-
main agricultural commodities. In January 1996 the nient achieved agreement in principle with its
Assembly abolished the Price Control Office, instituting commercial creditors on a debt and debt service reduc-
anti-trust normis and anti-duniping provisions in line tion operation. This agreement covers all medium- and
with WTO standards. At the sector level, the monopoly long-term commercial bank debt contracted by Panama,
affecting the transport of goods to and from the Colon with eligible debt approaching $4 billion. or nearly 70
Free Zone has been declared illegal by the Supreme percent of public and publicly guaranteed external debt.
Court, entry into the trucking industry is being liberal- This operation would result in a debt reduction equiva-
ized. and the government plans to reform the highly lent of 31 percent of eligible commercial debt and 19
regulated petroleum market. percent of total public and publicly-guaranteed debt, at

The government's strategy for mitigating poverty a savings of about 10.7 percent ofGD)P. The government
and inequality rests primarily on reviving sustainable also is negotiating with non-Paris Club bilaterals to
growth; its economic program emphasizes reforms that restructure debt of about $280 million, including arrears
will mitigate the bias against employment creation, in- of about $248 million.
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Panama at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Panama & Carib. Income Development diamond*

Population mid-1995 (millions) 2.7 480 1,154 Life expectancy
GNP per capita 1995 (US$) 2,720 3,300 1,700
GNP 1995 (billions US$) 7.2 1,584 1,962

Average annual growth, 1990-95

Population (°%) 1.9 1.8 1.4 GNP Gross
Labor force (%) 2.6 2.4 1.8 per -. primary

Most recent estimate (latest year available since 1989) capita / enrollment

Poverty: headcount index (% of population) \ /
Urban population (% of total population) 55 74 56
Life expectancy at birth (years) 73 68 67
Infant mortality (per 1,000 live births) 19 41 36
Child malnutrition (% of children under 5) 7 .. .. Access to safe water
Access to safe water (% of population) .. 81 78
Illiteracy (% of population age 15+) 9 13
Gross primary enrollment (% of school-age population) 105 110 104 -Panama

Male 108 105 -Lower-middle-income group
Female 65 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 1.8 4.9 8.0 8.2 Openness of economy
Gross domestic investment/GDP .. . 24.3 23.9
Exports of goods and non-factor servicestGDP .. .. 32.5 34.4
Gross domestic savings/GDP .. .. 22.7 22.8
Gross national savings/GDP l.. 19.9 18.9

Current account balance/GDP .. -4.4 -4.4 Savings - Investment
Interest payments/GDP 2.2 6.1 1.8 1.5
Total debt/GDP 50.5 96.2 88.8 98.2
Total debt service/exports .. .. 8.9 8.0
Present value of debt/GDP .. .. 85.8
Present value of debt/exports .. . 196.4 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Panama
GDP 2.5 4.7 3.5
GNP per capita . -0.5 4.1 2.2 -Lower-middle-income group
Exports of goods and non-factor services 3.5 -0.6 4.0

STRUCTURE of the ECONOMY

I`% of GDP) 1975 1985 1994 1995 Growth rates of output and investment(%)

Agriculture -- - 8.4 8.4 4
00T

Industry .. 14.4 14.1 200

Manufacturing /.
Services . 77.3 77.6 o . / - - -

90 91 92 93 94 95

Private consumption 61.1 60.0 .200 l
General government consumption .. .. 162 16 GP

Imports of goods and non-factor services . 341 35.0 -GDI _ GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture . 2.9 3.3 2.2 4OT
Industry . 9.5 3 7 0 5

Manufacturing . 43 0.2 20
Services . 3.4 5.4 2.7

Private consumption . 4.9 8.9 7.3 o 9 9 94 95
General govemment consumption . -1.9 -0.9 -3.9
Gross domestic investment 21.0 5.0 -1.4 -20
Imports of goods and non-factor services . 8.1 2.6 3.4 -Exports -lrmports
Gross national product . 1.5 6.1 4.1

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
-The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflatlon (%)

Domestic prices
(% change) T
Consumer prices 5.9 .. 1.3 0.8
Implicit GDP deflator .. 2.5 1.3 0.5

Government finance 1
(% of GDP)
Current revenue .. .. 27.9 28.3 o 9 -
Current budget balance .. .. 8.1 8.3 GP et 92 93 94 9S
Overall surplus/deficit .. .. 0.3 0.2 -GOP del. CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. .. 680 748 2,500 

Bananas .. .. 207 194
Sugar .. .. 70 77 2000

Manufactures $)
Total imports (cif) .. .. 2,223 2,354 T r

Food . .. 212 238B .00)

Fuel and energy 6.. .. 26 209 i
Capital goods . .. 542 604

Exportprice index .. -81133 ill 112 0
Import price index (1987=100) .. 101 106 99 00 91gr 92 1M93 94 05

Terms of trade (1987=100) .. 110 107 QEprt UlllmortS

BALANCE of PAYMENTS

(millions 1975 1985 1994 1995 Current account balance to GOP ratio (%)

Exports of goods and non-factor services 2,598 2,834 t
Imports of goods and non-factor services 2,731 2,877
Resource balance e.. .. 1 -1343

Net factor income gl .i -369 -470
Net current transfers ( /150 154 1 91 92 93

Current account balance, Li
before official transfers a s-353 -360 L 

Financing items (net) 207 283
Changes in net reserves 73 46 146 77

M em o: _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

Reserves including gold (mill. US$) 34 98 571 786
Conversion rate (local/US$) 1.0 1.0 1.0 1.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composioion of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed 932 4,759 7,107 8,053A

IBRD 65 310 206 175 A /Private cre175 136
IDA 0 0 0 0 357

E
Total debt service 73 469 312 299 683

IRDA r 43 72 58 GG

Composition of net resource flows
Official grants 11 26 20 25
Official creditors 70 58 -93 -9
Private creditors 144 6 -31 849
Foreign direct investment 8 59 549 -8F
Portfolio equity 0 0 115 381 3S15

World Bank program E
Commitments 24 51 120 25 A A-IBRD E -Bilateral
Disbursements 26 28 2 3 B IDA 0 - Other multilateral F -Private
Principal repayments 1 21 54 43 C -IMF G -Shorl-term
Net flows 25 6 -52 -40
Interest payments 4 23 18 15
Net transfers 21 -17 -70 -55

World Bank International Economics Department, September 1996
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Papua New Guinea

apua New Guinea is endowed with a rich natural with increased export taxes on forestry products andP resource base. including major gold and copper revised personal income tax regulations were under-
deposits, large oil and natural gas reserves, vast taken to halve the budget deficit from 8 percent of GDP.

expanses of agricultural land, and extensive forests and But these measures proved insufficient and the underly-
maritime fisheries. These rich natural resources provide ing imbalances grew further during the first three quar-
the foundation for a markedly dualistic economy in ters of 1994. The fiscal deficit rose to over 1O percent of
which a dynamic, capital-intensive enclave minerals GDP (including grants and on commitment basis), for-
sector dominates, but 85 percent of the population derive eign exchange reserves fell from 1.8 months ofnon-min-
their livelihoods from agriculture, mainly low-produc- ing imports at end-1993 to only half a month by
tivity labor-intensive farming. Econoniic development end-September 1994, a domestic arrears situation began
has been constrained by the difficulties of establishing to emerge, and domestic public debt increased further to
transportation and communication between population KI .4 billion (or more than 30 percent of GDP).
centers, which are separated by rugged terrain on the The government subsequently designed areform pro-
mainland and large distances between the islands. gram-supported by the World Bank, IMF, Australia,

Much of the population of 4 million remains in the and Japan-that was articulated in the 1995 budget and
non-monetized subsistence sector and is highly frag- endorsed by parliament in March 1995.
mented-there are over 700 distinct languages in the After showing initial signs of improvement, perform-
country. At independence some 20 years ago the tasks ance under the adjustment program suffered a setback in
of nation-building and sustainable economic develop- late 1995 and early 1996. While the fiscal deficit was
nient had to begin from a frail base in terms of human contained at about I percent of GDP in 1995, the low
resources, administrative capacity, and socio-political level of expenditures on priority areas led to a deterio-
structures. In addition to the central government, provin- ration of service delivery. The external position was
cial parliamentary governments were established and stronger than anticipated in 1995, and the exchange rate
given responsibility for a number of public services, has shown greater stability. llowever, forestry policies
including education, health, and local infrastructure. and project implementation have experienced setbacks.
These governments were supported by financial and Economic activity is estimated to have declined by
staff resources from the center, bLit many did not func- almost 5 percent in 1995 due to declining activity in the
tion well. Papua New Guinea's per capita income of agricultural and industrial sectors particularly mining
about $1,160 in 1995 should classify it as a middle-in- and construction, and service industries. Despite an
come country. But because the country's wealth is un- overrun in recurrent expenditures, particularly on wages
evenly distributed, the average per capita income for more and salaries and interest payments, the fiscal outcome
than 80 percent of the population is only $350, about was achieved through a substantial cut in essential serv-
one-third of the national average. Thus, for much of the ices and the public investment program. Usable gross
population, the quality of life and social indicators are no international reserves improved substantially to about
better than those in the average low-income country. $270 million (3.3 months of non-mining imports) by

vear end-mainly because of disbursements of external
Recent Econonice Developments financial support. Monetary policy remained tight, with

the minimum liquid asset ratio at 32 percent and interest
Poor economic management during 1993-94 led the rates for treasury bills at 20 percent and the kina auction
country into a severe macroeconomic crisis featuring a rate at 18 percent. Domestic borrowing by the public
widening fiscal deficit, declining reserves. and pressure sector was curtailed while high nominal interest rates
on the exchange rate. Recognizing that change was discouraged private borrowing. Inflation peaked at over
needed, the governimient undertook budget revisions in 18 percent, reflecting mainly the feed-through impact of
March 1994. Expenditure reduction measures coupled devaluation of the kina. Non-mining GDP declined
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more than 3 percent because of weather-related short- view to complete the reform by January 1998. These
falls in log and coffee production and lower than ex- included abolishing duty exemptions on imported capital
pected public investment outlays. goods, reducing duty rates on a wide range of food and

The second phase of the government's reform pro- building products, streamlining the excise tax system, and
gram was presented in the 1996 budget. It aims at further strengthening the export duty drawback system.
stabilizing the macroeconomic aggregates and widening Among the most significant deterrents to investment
and deepening the structural reforms initiated in 1995, in Papua New Guinea are very high wages and low
including policies to deregulate investment, decontrol productivity. The 1992 decision to cut the urban mini-
prices, and liberalize trade (especially the tariff regime). mum wage by almost two-thirds has produced some
Other areas of the policy agenda that are to be deepened supply response. But public sector wages, including al-
in 1996 include reviewing and rationalizing the public lowances, which largely determine the equilibrium
sector, including financial management, to improve the wages for skilled labor, remain high by any regional
efficiency of the public sector and to create room for the standard. The government has decentralized the wage
private sector in the economic arena; and policies to bargainingprocess, leaving itto marketprocess. However,
reverse the decline in basic economic and social services. the salary increase of 3.2 percent granted to public servants

The 1996 budget further aims at consolidating finan- in January 1996, backdated to January 1995, combined
cial stability while accelerating the structural reforms. with an additional 3.3 percent performance-based increase
Maintaining fiscal discipline is the key to improving the has somewhat deteriorated the gains achieved in competi-
macroeconomic outlook in Papua New Guinea. Under tiveness. Real wages, nonetheless, have declined by more
the adjustment program, fiscal and monetary policies in than 20 percent since September 1994.
1996 are geared toward maintaining an overall fiscal Land tenure issues are also a formidable barrier to
deficit of I percent of GDP to reduce reliance on com- investment. Existing government land policies remain
mercial borrowing. The adoption ofa floating exchange contradictory and complex. And revisitation of land
rate system will ensure a market-determined exchange compensation many years after settlement have given
rate and further strengthen the effectiveness of monetary rise to land disputes and undermined investor confi-
management. dence in the security of land titles and leaseholds.

Public expenditures in Papua New Guinea have The present mining sector policy allows state and
shown a bias against capital spending, with only one of local land-owners equity participation of up to 30 per-
every seven kina being spent on capital expenditure. To cent in mining development projects. The government
change this trend, the government has initiated a restruc- has in the past exercised this option and financed its
turing of public expenditures away from current con- participation through commercial borrowing, but the
sumption and toward higher public investment, return to its investment has so far been less than optimal.
adopting increased spending in key sectors-infrastruc- Government has now divested a modest part of its min-
ture, education, health, and agriculture as part of its ing holdings to help finance fiscal deficits, while con-
reformagenda.Theshareofrecurrentandcapitalexpen- tinuing to exercise the option to make equity
diture directed to provision of social services increased participation in new joint-ventures, including the Lihir
to about 25 percent in 1995-in line with the budget Gold Mine Project. The government has also announced
target; however, for the economic and infrastructure its iltention to float 49 percent of its equity in the
sectors actual expenditures fell short of the budgetary Mineral Resource Development Corporation in 1996.
target of 25 percent. Peace and law and order are basic necessities for

Private investment-both mining and non-mining- sound economic development. Although reliable data on
has declined as a share of GDP. particularly in the latter, the effect of crime on the economy are lacking, there is
reflecting reduced competitiveness and a deterioration little doubt that the fearofcrime has become an important
of confidence in the economy. Papua New Guinea's impediment to the country's economic growth. In recog-
trade policy suffers from three key defects: high and nition of this, the government has launched a major
variable effective rates of protection for manufacturing, anti-crime initiative in 1996 and has increased resources
construction, and distribution services, and negative for police and security forces substantially.
effective rates of protection for most agricultural com- Papua New Guinea's vast forestry resources provide
modities; lack of responsiveness of some trade tax reve- an opportunity for income generation, but they must be
nues to growth, and increasing recourse to negotiated managed carefully to avoid unsustainable use and de-
trade arrangements involving import restrictions and struction of precious habitat. Spurred by rising world
domestic market guarantees for large new projects. A market prices, logging rates doubled over 1992-94 and
comprehensive review of tariff and indirect taxation was the total cut is now estimated to be very close to the
initiated in 1995 which led to the initial reforms of the maximum sustainable yield in many regions. Important
tariff structure in the context of the 1996 budget, with a reforms, which the government has adopted are to raise
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the share of export revenues accruing to the government depending on the rate of new discoveries, could bottom
and landowners, establish adequate conservation areas, out by the turn of the century. Production at existing
limiting permitted cuts to maximum sustainable yields mines is also projected to decline. The non-mining econ-
at project levels, maintaining effective external surveil- omy should be buoyed by commencement of the con-
lance and forest administration, and encouraging effi- struction phase of two small oil fields and the Lihir gold
cient downstream processing of forest products. mine, which began in the fourth quarter of 1995. If fiscal

control is maintained and key structural reforms high-
lighted are implemented, the prospects for economic
growth and employment generation are good over the

Papua New Guinea has experienced a decade or more of medium term.
eroding, and recently, sharply deteriorating basic public The medium-term outlook depends mainly upon two
services. The recently introduced provincial and local factors: the capacity of the government to manage its
level government reforms are expected to address this mineral wealth to provide sustainable employment op-
issue by providing more financial resources and man- portunities and basic public services to the great bulk of
power to the rural areas where the majority of population the population, and the discovery of new exploitable oil
lives, although implementation has been slow. The fields. If the government builds a solid foundation for
health advances achieved in the early years after inde- the private non-mining sector to carry the burden of
pendence do not appear to have been sustained or carried economiiic growth, employment generation and poverty
further in the last ten years. Papua New Guinea's disease alleviation, growth in the private non-mining sector of
pattern still resembles that of a poor tropical country at the economy has the potential to exceed 4 percent a year
an early stage of the epidemiological transition, its fer- around the end of the decade, offsetting sizeable de-
tility rate is among the highest in the world, and its clines in output of the mining sector.
population growth is outpacing growth in the non-min-
eral sector, leading to a general deterioration in welfare. External Debt

Papua New Guinea's educational enrollments are
among the lowest in Asia. The rate of attrition and Papua New Guinea is a moderately indebted country,
dropouts at primary level is exceptionally high at 40 and disbursed and outstanding debt constituted around
percent. And the situation does not appear to be improv- 50 percent of GDP in 1994. The external debt service
ing. The immediate challenges facing the government ratio (at around 30 percent of exports of goods and
are to expand enrollment in absolute terms and across services in 1994) is expected to fall sharply overthe next
the country, reduce dropout rates at the primary and few years to an average of about 17 to 18 percent, largely
secondary levels, and raise achievement levels while due to repayment of maturing government commercial
maintaining quality standards. Women face particular debt contracted in the early 1980s and the large private
difficulties in this traditional male-dominated society, sector borrowing associated with mineral and oil pro-
as their subsistence labor burdens are greater. access to jects. Provided a prudent approach to public external
education and health services more limited, and oppor- borrowing is maintained, particularly with respect to
tunities in the modern sector narrow. financing of equity participation in the resource devel-

opinent projects, with the government relying on con-
Medium-Term Prospects cessional sources to meet most of its external financing

requirements, the debt service ratio should fall to com-
The exceptionally strong growth of the early 1990s has fortable levels over the medium term.
begun to ease. Petroleum production is declining and,
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Papua New Guinea at a glance
Papua Lower-

POVERTY and SOCIAL New East middle-
Guinea Asia Income Development diamond'

Population mid-1995 (millions) 4.3 1,709 1,154 Life expectancy
GNPpercapita1995(US$) 1,160 830 1,700
GNP 1995 (billions US$) 5.0 1,418 1,962

Average annual growth, 1990-95 l

Population (%) 2.3 1.3 1.4
Labor force (%) 2.3 1.4 1.8 GNP GrossLabor force ~~~~~~~~~~~~per primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 16 31 56
Life expectancy at birth (years) 57 68 67
Infant mortality (per 1,000 live births) 64 36 36
Child malnutrtion (% of children under 5) .. 17 .. Access to safe water
Access to safe water (% of population) 31 77 78
Illiteracy (% of population age 15+) 28 17
Gross primary enrollment (% of school-age population) 74 117 104 -Papua New Guinea

Male 80 120 105 -Lower-middle-income group
Female 67 116 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 1.4 2.4 5.5 5.3 Openness of economy
Gross domestic investment/GDP 20.0 19.8 15.2 24.5
Exports of goods and non-factor services/GDP 40.0 42.1 53.1 61.4
Gross domestic savings/GDP 13.9 9.5 32.8 40.0
Gross national savings/GDP 8.0 11.2 22.6 30.7

Current account balance/GDP -10.2 -8.1 7.4 5.7 Savings Investment
Interest payments/GDP 2.4 5.4 2.6 2.1
Total debt/GDP 37.3 87.1 52.4 49.1
Total debt service/exports 18.1 25.3 30.2 23.0
Present value of debt/GDP .. .. 41.9
Present value of debt/exports .. ,. 77.0 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Papua New Guinea
GDP 1.2 4.9 5.6 -4.7 -Lowp-mdNew inea
GNP per capita -1.2 2.2 3.6 -5.5 Lower-middle-income group
Exports of goods and non-factor services 1.9 6.8 -0.5 -6.3

STRUCTURE o1 the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) o0
Agriculture 29.7 33.8 27.9 26.4
Industry 28.5 26.2 38.4 42.3 25s

Manufacturing 8.1 10.9 8.2 8.2
Services 41.8 40.0 33.7 31.2

90s 91 92 9s

Pnvate consumption 52.6 67.0 52.2 47.4 -
General govemment consumption 33.6 23.5 15.1 12.6
Imports of goods and non-factor services 46.2 52.4 35.6 45.9 GDt - GDP

(average annual growth) 1 1995 Growth rates of exports and imports (%/6)
Agriculture 2.8 3.2 5.8 -1.3 40

Industry .. 8.8 1.8 -5.8
Manufacturing .. 1.6 7.2 2.5 2-

Services .. 2.2 9.6 -6.7

Prvate consumption 2.7 1.7 13.2 -14.7 o 9 91 92 4

General govemment consumption -2.7 1.0 4.9 -20.7
Gross domestic investment 5.2 6.8 -19.6 42.8 -20
Imports of goods and non-factor services 3.2 1.3 -0.9 9.8 -Expons
Gross national product 1.2 4.4 5.9 -3.2

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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Papua New Guinea

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 20T

(% change) T
Consumer prices 10.5 3.7 2.9 17.3 1
Implicit GDP deflator 2.3 1.3 4.7 18.6 10

Government finance 0 '
(% of GOP) 90 91 92 93 94 9s

Current revenue .. 30.5 26.2 27.5
Current budget balance .. 2.0 -0.6 2.4 10
Overall surplus/deficit .. -2.0 -2.8 -1.4 -GDPdet. -CPI

TRADE
1975 1985 1994 1995 l Export and Import levels (mill. USS)

(millions US$)I
Total exports (fob) .. 972 2,745 2,732 3.000

Gold .. 336 695 656
Copper .. 209 455 632 Kn
Manufactures . .. 2.000

Total imports (cif) 1,043 1,520 1,505
Food .. 166 209 204

Capital goods .. 304 453 407

Export price index (1987=100) .. .. .
Import prce index (1987=100) .. 9 90 91 92 93 94 9

Terms of trade (1987=100) .. [.Exports mt Imports

BALANCE of PAYMENTS

1975 1985 1994 1995 [ Current account balance to GDP ratio (°)
(millions US$)
Exports of goods and non-factor services 543 980 2,927 2,965 10

Imports of goods and non-factor services 626 1,179 1,955 2,217 2l
Resource balance -83 -199 973 749

Net factor income -48 -127 -414 -342 0 l I +
Net current transfers -7 129 -149 -105 91 93 94 0

Current account balance, _ g_
before official transfers -138 -197 410 301 .10

Financing items (net) 120 221 -435 -148
Changes in net reserves 18 -24 26 -153 -20 .

Memo:
Reserves including gold (mill. US$) 180 463 96 270
Conversion rate (local/US$) 0.8 1.0 1.0 1.3

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 506 2,112 2,889 2.619

IBRD 43 75 281 299 G A

IDA 21 109 109 108 113 299 B

Total debt service 102 340 907 623 C108
IBRD 3 9 45 49 50
IDA 0 1 3 3

Composition of net resource flows
Official grants 230 227 234 236 986 D
Official creditors 16 43 -33 117 524
Private creditors -7 186 -262 -294
Foreign direct investment 0 83 4 15
Portfolio equity 0 0 0 500 E

World Bank program 539
Commitments 0 37 11 50 A - tBRD E -Bifateral

Disbursements 18 17 21 34 B- IDA D- Other mullilateral F -Pr,vate
Pnncipal repayments 0 4 26 29 C-IMF G -Shorl-term

Net flows 18 13 -5 5
Interest payments 3 6 21 23
Net transfers 15 6 -26 -18

World Bank International Economics Deparlment, September 1996
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Paraguay

L andlocked betveeni Argentina. Bolivia and Bra- through important reforms. Perhaps the most important
zil. Paraguay is a sparsely populated country was the immediate unification of multiple exchange
whose political and economic history has been rates and tthe liberalization of the exchange market and

heavily itifluenced by its relationships with its neigh- the capital account. This eliminated a very significant
bors. Paraguay is divided physicaliv into two distinct distortion, and removed a source of important central
areas: the Eastern Region and the Chaco. Economic bank losses and a key source of inflation. Improvements
activity is concentrated mainly in the Easterni Region. were later made in public finances, international eco-
which includes Asuncion, the capital, and about 98 nomic policy, and financial policv.
percent of' its population of 4.8 million. Per capita in- The public sector deficit was reduced and financial
come is estimated at about S 1.650(1995) and population management ofthe public enterprises tightened. Follow-
growth is about 2.7 percent a year. ing passage of a privatization law, several public enter-

In February 1989 a military coup ended a 35-year prises-not including the public utilities- were slated
military dictatorshlip. The coup leader, also a general. for privatization. but the process has been extremely
was subsequently elected president for a four-year term slow, with only two out of six privatizations carried out
on the promise to return the country to full democratic to date. In December 1991 a law was passed that simpli-
rule in 1993. A new constitution was enacted in June tLied and modernized the tax system- administration was
1992, and the first truly democratic plresidential elec- also improved, and tax collections increased. The exter-
tions took place in May 1993. The ruling Colorado Party nal debt was renegotiated and restructured, reducing
won) the presidency and a plurality of congressional Paraguay's interest burden.
seats, but not an absolute majority. The new administra- A new tariff code was passed in July 1992, lowering
tion inherited a relatively stable and open econoiny with and simplifying tariffs to bring them into line with the
few distortions in goods and factors markets, a relatively de iacto openiness of the economly. Paraguay joined
small public sector, low external debt, and relatively low MERCOSUR.
poverty levels. Thle government's main objective has Interest rates xvere liberalized in 1990: by 1991, thev
been to create an environimilenit for sustainied private wer-e completely freed. Foreign exchange deposits were
sector-led growth to improve living standards, but pro- liberalized and reserve requirements reduced. Selective
gress has been slow, and constrained by difficulty in credit controls were abolished almost completely.
mobiliziig political support for relforimi eff'orts.

Paraguay's economy is hioi)y depenident on agricul-- t ~~~~~~~~~~Poverty and Social Indicators
ture-and consequently the wseathcr and interniationial coIll-
modity maarkets-and a large inforimal sector. Agriculture In comliparisoni with other countries in Latin America of
accounts for 25 percelt of(iDP and 40 perceit ofemnploy- similar per capita income, Paraguay has a relatively
ment and has a laroc spillovc- eftect on other sectors. more even income distribution and lower level of pov-

A large share ot econiomiiic activity in Paraguay occurs erty. A recenit povertv assessment estimates that about
infoinally outside tie legal iatiework. This includes 20 percent of the population in the Eastern Region live
uLnregistered border trade-who,e volume, according to below the poverty line and only about 3 percent live in
some estimates, exceeds GiDP-enterprises that pay no extreme poverty. I'hese comparatively good poverty
taxes and do not comply with govermileit regulations. and indicators appear to retlect the previous abundance of
some of the activities of forimial sector enterprises. land, a high level of primary education coverage, the

openness of the economy, low taxation and strong com-

Economlic Ret'orm Since 1989 munit\ particilpationl in service delivery.
Social spending has historically been low, resulting

T'he government that came: to powycr in 1989 sUbstan- in poor coverage of secondarv education, provision of
tially improved macroeconomiic policy managemenit hasic healthl care and access to xvater and sanitation. In
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IPrtraigmv

addition, the inadequate level of infrastructure-par- been closed. The 100 percent guarantee the government
ticularly in telecommunications-has been an important offered to depositors cost $350 million (about 4.5 per-
constraint to private sector development. Recent pro- cent of'GDP) in 1995. However, a key problem was the
jects are addressing many of the needs in the education, sizable off-hook portfolio that these banks held. The
health, and water and sanitation sectors. cential bank announced it would cover only deposits

Paraguay is rapidly approaching a critical point in that had been registered, and there was a run on the
agriculture, which has been based on expanding land off-book deposits of the banking system. It has been
use. Accelerated development over the past 20 years has estimated that these deposits fell from about 40 percent
meant that the end of the agricultural frontier will soon to IO percent or less of the total deposit base. This has
be reached. Agricultural products comprise the bulk of severely wseakened several banks. potentially leading to
Paraguay's registered exports, cotton and soybeans an expansion of the effects of the initial crisis. More-
alone provide over 65 percent of registered exports. over, banks have become very conservative in their
Under MERCOSUR, Paraguay's dependence on agri- lending policies and lending rates have remained high
cultural exports will increase as border trade declines, at about 35 percent. The disappearance of informal
and estimates suggest that its main agricultural products deposits has also dried up informal credit upon which
can do well in MERCOSUR. But the end ofthe agricul- the intformial sector depended. While the effects of the
tural frontier implies that increased production will have crisis appear to be contained, the recent passage of a
to come from diversification and increased yields, par- banking la,, will provide the central banlk and the
ticularly for cotton, now produced mostly by small newly established Superintendency of Banks with ad-
subsistence level farmers. ditional powers to regulate and restructure the bank-

Rural areas still account for 48 percent of Paraguay's ing sector.
population; an additional 8 percent of the population A conservative fiscal stance has historically been one
live in towns with less than 2'5.0)00 iniabitants. With of lPara-uav's assets. A fiscal sirplus helped prevent the
high population growth and the effective end ot' its t'inancial crisis from affecting inflation, international
agriculture frontier, Paraguay is witnessing growing reserves and the exchange rate. Since September 1995
urbanization. T'he success of this rural/urban transition the fiscal situationi has deteriorated somewhat due
will depend heavily on the pattern of itnfrastr-ucture mostly to a surge in expenditures caused by an increase
investment and the delivery of quality social services. in wages and salaries and decreased revenues due to the
The new constitution provided for municipalities to play slowdown in the economy .
a greater role in delivering and operating urban services
and infrastructure, but local administrationis suffer from Medium-Term Prospects
severe financial and administrative weaknesses.

Long-term growth could rise to above 5 percent a year
in the medium term and stabilitv prospects are good ifRecent Economic Developments
authorities follow prudent macroeconomic policies-

In 1995 GDP grew 4.2 percent, despite a substantial especially with respect to fiscal management and man-
slowdown in the second half of the year, following mzernent oftie finiancial situation-terms oftrade do not
similar rates in 1993 (4.1 percent) and 1994 (3.5 per- deteriorate further, aid regional growth remains strong.
cent). However, chances are slim of repeating this per- Paraguay's situation has always been sensitive to the
formance in 1996 given the economic slowdown in the econonmic conditions of its neighbors, and its growth
second half of 1995 caused by falling commodity prices prospects would be affected if either Argentina or Brazil
(particularly cotton), Brazil's November 1995 tighten- run into severe problems. Paraguay's ability to weather
ing of border traff-ic, a banking crisis in May, and weaker regional shocks will be especially sensitive to public
economic activity in Argentina and Brazil. Economic sector financial results.
prospects for 1996 are likely to continiue to be affected
by these problems, as cotton prices have continued to External Debt
fall and yields are expected to be low, the banking crisis
has not yet etided, and Brazil appears determined to end At end 1995, long-tern external public debt was esti-
border trade through Ciudad dcl Este, which contributes mated at $1.3 billion, slightly' less than 15 percent of
an estimated 10 percent of GDI'. Inllation was substan- GDP. about two-thirds of tonnal exports, and about
tially reduced from 18 and 20 percent in 1993 and 1994 SQOO) mlillion less than in 1987. Tlle reductions reflects
to 10.5 percent in 1995. mainly thie prepay'ment of $436 millioni owed to Brazil,

The government was forced to intervene in tour al bLy-nack of commilercial debt (S 175 million) and casi
banks during 1995, three of whichi have subsequently pavmcnt of'moct bilateral arrears ($290 millioni).
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Paraguay at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Paraguay & Carib. income Development diamond-

Population mid-1995 (millions) 4.9 480 1,154 Life expectancy
GNP per capita 1995 (US$) 1,650 3,300 1,700
GNP 1995 (billions US$) 8.2 1,584 1,962 T

Average annual growth, 1990-95

Population (%) 2.9 1.8 1-4 GNP Gross
Labor force (%) 3.0 2.4 1.8 per primary

Most recent estimate (latest year available since 1989) capita / enrollment

Poverty: headcount index (% of population) 22
Urban population (% of total population) 53 74 56
Life expectancy at birth (years) 68 68 67 l
Infant mortality (per 1,000 live births) 34 41 36
Child malnutrition (% of children under 5) 4 . Access to safe water
Access to safe water (% of population) 8 81 78
Illiteracy (%of population age 15+) 8 13
Gross primary enrollment (% of school-age population) 112 110 104 Paraguay

Male 114 .. 105 Lower-middle-income group
Female 110 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 f Economic ratiis

GDP (billions US$) 1.5 3.2 7.8 8.1 Openness of economy
Gross domestic investment/GDP 24.1 22.0 23.4 23.9
Exports of goods and non-factor servicestGDP 13.2 22.1 34.2 34.8 T

Gross domestic savings/GDP 18.6 17.8 4.8 7.5
Gross national savings/GDP 17.9 17.0 7.0 9.3

Current account balance/GDP -5.6 -3.8 -15.3 -14.8 1 Savings Investment
Interest payments/GDP 0.6 2.5 0.9 1.0
Total debt/GDP 15.1 57.4 25.3 26.1
Total debt service/exports 12.9 19.7 9.7 8.6
Present value of debt/GDP .. .. 22.4
Present value of debt/exports . .. 66.0 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) 7 -Paraguay
GDP 7.1 3.7 3.1 4.2 Loe1ideicm ru
GNP per capita 3.8 1.0 0.4 1.4 Lower-middle-incomegroup
Exports of goods and non-factor services 7.7 15.3 6.5 16.9

STRUCTURE of the ECONOMY
1975 1985 1994 1995

(% of GDP) Growth rates of output and investment i%)
Agriculture 36.9 28.9 23.7 26.4 20
Industry 21.0 22.6 22.1 20.7 |

Manufacturing 15.6 16.2 15.7 14.8
Services 42.1 48.5 54.2 53.0 ! ° -

90 St \< 93 94 95

Private consumption 75.1 75.8 88.5 85.3 I so l
General government consumption 6.3 6.5 6.8 7.2
Imports of goods and non-factor services 18.7 26.3 52.8 51.2 GOt - GOP

1975-84 1985-95 1994 1995 --- -- -- -- -- -- -
(average annual growth) 1 Growth rates of exports and imports (%)
Agriculture 5.3 3.7 -0.6 7.2 75
Industry 8.5 2.7 2.1 2.9

Manufactunng 6.7 2.7 1.5 2.5
Services 7.5 4.1 5.4 3.4

Private consumption 6.7 4.2 14.4 2.6 0 6--- -- -- i -

General government consumption 6.1 12.6 3.9 12.1 90 91 92 93 94 95
Gross domestic investment 9.1 5.0 4.5 7.1 -25
Imports of goods and non-factor services 8.2 16.2 26.7 11.4
Gross national product 7.2 4.0 3.3 5.2 Expors

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (:n bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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Paraguay

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 40

Consumer prices 6.8 25.2 18.3 10.5 30

Implicit GDP deflator 6.5 25.2 14.4 16.3 20

Government finance 101-

(% of GDP)
Current revenue 14.1 17.5 20.2 o
Current budget balance ., -1.0 4.9 7.0 9 92 93 94 90

Overall surplus/deficit .. -7.5 1.4 1.6 -GDPdef. *-CPl

TRADE
1975 1985 1994 1995 Expon and Import levets (mill. USS)

(millions UJSS)
Total exports (fob) 177 552 816 819 3.000 T

Other food 84 106 262 222
Cotton 20 142 147 246
Manutactures . .20

Total impors (cif) 206 660 2.140 2,872

Food 9 41 278 358 Y r r I i
Fuel and energy 31 118 159 169 1,000
Capital goods 64 '107 933 1.045Export price index (1987=100) 2 99 135 138 03

Import price index (1987Z100) .. 95 123 129 8 9 9 92 93 94 90

Terms of trade (1987=100) .. 104 110 107 CExports Mtjmports

BALANCE of PAYMENTS

(millions UJS$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-iactor services 222 734 2,690 3,143 10

Imports of goods and non-factor services 282 833 4,149 4,623
Resource balance -60 -99 -1,459 -1,479

Net factor income -26 -29 230 240 -

Net current transfers 1 8 32 42 9 0 9 9 93 94 90

Current account balance,
before official transfers -85 -121 -1,198 -1,197 1n -1

Financing items (net) 115 74 1,526 1,245
Changes in net reserves -30 46 -328 -48 -20

Memo: |

Reserves including gold (mill. USS) 115 545 1,042 1,120
Conversion rate (local/US$) 126.0 440.7 1,911.5 2,224.8

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed 228 1,817 1,979 2,112
IBRD 18 248 162 154 A B

IDA 26 46 37 36 154 36
G

Total debt service 30 158 259 257 627
IBRD 2 33 59 56
IDA 0 1 1 2

Composition of net resource flows 585
Official grants 1 6 19 19
Official creditors 13 170 27 96 F
Private creditors 30 -5 -45 -24 117
Foreign direct investment 24 1 180 200
Portfolio equity 0 0 0 0 E

World Bank program 593

Commitments 4 0 165 71 A - IBRD E -Bilateral
Disbursements 4 40 7 26 I - IDA D- Other multilateral F -Private
Ptincipal repayments 1 17 44 42 C-IMF G -Short-term

Net flows 4 23 -37 -16
Interest payments 2 17 16 15
Net transfers 2 6 -53 -31

World Bank International Economics Department, September 1996

417



Peru

P eru has abundant mineral, fishing and hydrocar- The rate of inflation has fallen steadily since 1990 as
bon resources. Despite these considerable a result of stringent monetary and fiscal measures. It
endowments, in the three decades before 1990 the dropped from 7,649 percent in 1990 to 40 percent in

Peruvian economy moved from feast to famine. 1993, about 24 percent in 1994, and 11 percent in 1995.
Policies from 1960 to 1990 aimed at social reform, Monetary policy has followed a gradual stabilization

but worsened and perpetuated poverty. Repeated experi- target with open market operations conducted through
ments in social engineering created economic and insti- the purchase and sale of foreign exchange-which re-
tutional uncertainty and a prolonged decline in sulted in a $1.9 billion increase in the central bank's
governance. Government spending grew steadily in the international reserves between 1990 and 1995. Fiscal
1980s-until it collapsed in 1989-but spending in the policy has been tight, with public sector spending in line
production of public services fell. As a result, there was with tax collection and the fiscal deficit entirely fi-
a steady degradation of the civil service and the provi- nanced through external credit. The combined public
sion of public goods that undermined productivity, fos- sector deficit fell from 6.5 percent of GDP in 1990 to
tered anarchy and public turmoil, and, ultimately, made about 3 percent of GDP over 1991-94 and has been fully
poverty reduction impossible. financed since 1991 bv external funds.

By 1990 per capita income was below that of 1966; Privatization receipts have become an important
political violence was claiming 3,000 lives each year; source of financing since 1993-they were 0.5 percent
tax collections were less than 5 percent of GDP: and of GDP in 1993 and 4.5 percent in 1994. Most of these
prices had increased by a factor of 27 million over three proceeds have been kept as foreign exchange reserves at
decades. In fact, Peru's economy had all but collapsed. the central bank.
It was the finale of 30 years of misguided policies, Peru has moved from net exporter of capital to net
economic mismanagement. and since 1980 rampant and recipient of significant capital inflows both long- and
escalating terrorism. short-term. Short-term capital inflows were over $6

billion over 1991-94 and so were long-term inflows:

The Reform Program proceeds in 1994 increased significantly mainly due to
exceptional proceeds from privatization. High capital

Since 1990 the government has pursued a bold reform inflows have boosted aggregate demand, putting pres-
agenda. It has strengthened the authority of the state sure on the current account of the balance payments and
throughout the country, defeating terrorism and fighting the exchange rate, and economic growth.
drug trafficking. It liberalized interest rates, the ex- Sustained economic recovery started in the second
change rate, and international capital flows. It estab- half of 1992. In 1993 GDP went up 5.6 percent while
lished the independence of the central bank and aggregate demand increased by 4.1 percent. In 1994
eliminated credit from the central bank to the govern- economic recovery took a faster pace (GDP up 13 per-
ment. It increased competition by opening the economy cent) boosted by a 15 percent increase in aggregate
to trade with the rest of the world and eliminating public demand (particularly in the second half of the year) and
monopolies and price controls. It improved labor market the current account deficit widened to about 5 percent
efficiency by addressing tenure regulations and estab- of GDP. Even so, growth of domestic savings continued
lishing more flexible terms for probationary periods and to outpace the growth of GDP.
fixed-term contracts. It facilitated private ownership of Over 1990-94 per capita income grew 2 percent a
land and developed a vast privatization program. It year, the result of a 2.2 percent a year increase in
eliminated the state monopoly in social security and productivity that more than compensated for a still de-
established the framework for a private pension fund clining capital-labor ratio. Higher labor productivity and
system. And it eliminated public development banks and the creation of new jobs have boosted labor earnings-
state intervention in the allocation of credit. evident in higher hours worked (up 9.3 percent), a higher

418



Perui

return to education (up from 7.2 percent to 9 percent), Total spending in well targeted programs has in-
and in higher return to experience (up from 2 percent to creased, and public services delivered to remote areas
3 percent). Also, employment increased by about have expanded over the past four years, improving the
857,000 between 1991 and 1994, the result of an in- welfare of the poor. The National Compensation and
crease in labor force participation from 46 percent to 48 Development Fund has played a prominent role in de-
percent and a reduction in unemployment. livering these programs. Sometimes the impact has been

Identifying with precision what part of the increase direct-for instance, by making food and medical assis-
in per capita income can be attributed to improvements tance available. Other times it has been indirect, by
in public order and what to economic reform is impos- re-establishing public order or improving communica-
sible. Even so, the fact that less developed areas (which tions and thus encouraging the development of eco-
were also the most affected by terrorism) had higher nomic activity.
increases in consumption than Linia is a strong indica-
tion that re-establishing the authority of the state had a
strong positive effect in the economy. More favorable
weather conditions-as the "El Nino" current left the Peru's deficit in the current account of the balance of
coast of Peru-had a favorable effect on natural re- paymenits is projected to fall to about 4 percent of GDP
source-based sectors (fisheries and agriculture) and con- in fiscal 1997 and economic growth to slow to I percent
tributed to a significant increase in electricity in 1996 and 4 percent in 1997 as a result of a lower rate
generation. Growth in mining and agriculture were of growth of absorption. Spending on consumer durable
aided by both the restoration of public order and better goods and residential construction is projected to fall as
weather conditions. more realistic projections about the pace of future eco-

Higher productivity and the creation of more jobs and nomic growth substitute for the bullish views of 1994-
higher earnings, greatly increased per capita consump- 95. Public savings are projected to increase to 3.4
tion spending, especially for people in areas devastated percent of GDP in 1996 (and 3.7 percent in 1997) as a
by a decade of terrorism and isolation. Less developed result of a decline in interest spending and a modest
areas have fared better than Lima, and the lowest income improvement in tax collection.
ranges better than the average. The 32 percent consump-
tion increase of the lowest quintile surpassed the average External Debt
of 29 percent. And of the biggest increase in expenditure
per capita from 1991 to 1994 was in the urban areas of Peru's external debt is estimated at $31.7 billion at the
the Coast (42 percent) and the Sierra (47 percent). end of 1995, representing 465.2 percent of exports of

goods and services and 53.9 percent of GDP. Debt

Recent Economic Developments service in 1996 is estimated at about 39.5 percent of
exports of goods and services.

Rapid economic growth (GDP up to 8.5 percent annu- The government has addressed its heavy debt burden
ally over 1993-95) and significant poverty reduction in stages and has made significant progress in reintegrat-
(poverty down from 55 to 50 percent over 1991-94) ing Peru into the international financial community. It
were largely of a one-time nature and difficult to repli- cleared arrears with the international financial institu-
cate without sustained new investment. Thus as the tions over 1991-93. It rescheduled official bilateral debt
economy reached full capacity the sustained increase in with Paris Club creditors in September 1991, May 1993
aggregate demand (fueled by capital inflows and a sig- and July 1996. It reached an agreement in principle in
nificant increase in public spending) resulted in a wid- October 1995 to repackage $8.6 billion of commercial
ening deficit in the current account to 7.2 percent of bank debt (of which about $4.2 billion are interest ar-
GDP in 1995. A 3.9 percent drop in aggregate demand rears) through a debt and debt service reduction opera-
during the first quarter of 1996 compared to the same tion; termi sheets were distributed in June 1996 and
period of 1995 has narrowed the external imbalance to closure is expected in November 1996.
about 6 percent of GDP.
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Peru at a glance
Latin Lower-

POVERTY and SOCIAL America middle- _ _
Peru & Carib. Income Development diamond

Population mid-1995 (millions) 23.7 480 1,154 Life expectancy
GNP per capita 1995 (US$) 2,320 3,300 1,700
GNP 1995 (billions US$) 55.0 1,584 1,962

Average annual growth, 1990-95

Population (%) 1.9 1.8 1.4 GNP Gross
Labor force (%o) 3.0 2.4 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 32
Urban population (% of total population) 72 74 56
Life expectancy at birth (years) 66 68 67 .
Infant mortality (per 1,000 live births) 47 41 36
Child malnutrition (% of chjldren under 5) 16 Access to sate water
Access to safe water (% of population) 58 81 78
Illiteracy (% of population age 15+) 11 13
Gross primary enrollment (% of school-age population) 119 110 104 -Peru

Male .. .. 105 Lower-middle-income group
Female .. . 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1965 1994 1995 Economic ratios

GDP (billions US$) 16.4 18.8 50.1 58.9 Openness of economy
Gross domestic investment/GDP 24.7 21.6 22.0 24.2
Exports of goods and non-factor services/GDP 10.9 20.0 11.4 11.6
Gross domestic savings/GDP 13.6 26.3 19.1 19.3
Gross national savings/GDP 12.3 18.7 16.9 17.0

Current account balance/GDP -9.7 0.3 -5.1 -7.2 Savings Investment
Interest payments/GDP 2.0 1.9 0.9 0.8
Total debt/GDP 37.3 68.4 52.6 52.2
Total debt service/exports 49.0 28.0 18.2
Present value of debt/GDP .. .. 40.0
Present value of debt/exports .. .. 319.2 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Peru

GDP 1.3 0.4 13.1 7.0Loemidenc egru
GNP per capita -1.6 -1.1 11.3 5.0 -Lower-middle-income group
Exports of goods and non-factor services 4.3 1.9 17.5 7.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 40
Agriculture 16.4 9.4 13.5 13.3
Industry 31.7 42.5 42.1 42.0 20

Manufacturing 20.0 24.3 22.4 21.9 0
Services 51.9 48.1 44.4 44.7 0 2 91 92 93 94 95

-20- 

Private consumption 74.1 62.4 73.6 72.4 -40
General government consumption 12.4 11.3 7.3 8.3
Imports of goods and non-factor services 21.9 15.3 14.3 16.5 GDI -GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports
Agriculture 0.7 1.6 14.6 5 4 40

Industry 1.8 -0.7 16.1 6.8
Manufacturing -0.8 -0.3 15.7 4.5 20

Services 1.1 1.0 10.0 7.7

Pnvate consumption -0.5 1.1 9.6 7.5 20 19
General govemment consumption 1.4 -2.8 9.2 12.8
Gross domestic investment 1.6 2.9 30.0 19.5 40
Imports of goods and non-factor services -0.6 5.8 26.6 26.0 -Exports -- Imports
Gross national product 0.9 0.8 13.5 7.0

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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Peru

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 InflatIon (%)

Domestic prices 800
(% change)
Consumerprices 23.6 163.4 23.7 11.1 6.000

Implicit GDP deflator 23.2 167.7 18.5 12.6 4000

Government finance 2,000

(% of GOP)
Current revenue .. 15.0 15.8 16.6 0 0 1 2 93 94 95
Current budget balance . 0.3 1.8 1.7 0 GPd1 2 3C4I

Overall surplus/deficit .. -2.2 2.0 -1.3 -GDP dot. CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 2,978 4,574 5,576 8.000

Fuel .. 645 165 241
Copper .. 476 824 2,000 .000+
Manufactures 714 1,191 1,291

Total imports (fob) .. 1,835 5,546 7,687 4000

Food .. 20.4 523 633 ~ ~ i 1Fuel and energy 20 325 594 2000

Capital goods .. 558 1,677 2,363
Export price index (1987=100) 119 145 156 0

Import price index (1987=100) .. 73 139 146 89 90 91 92 93 94 95

Terms of trade (1987=100) .. 163 104 107 OExports Ullimports

BALANCE ot PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$) 
Exports of goods and non-factor services 1,689 3,792 5,718 6,810 0
Imports of goods and non-factor services 3,038 2,790 7,169 9,702 0 1 02 9 93

Resource balance -1,349 1,002 -1,451 -2,892 -2

Net factor income -242 -1,044 -1,693 -1,823
Net current transfers 0 97 606 491 |4 |

Current account balance,
before official transfers -1,591 55 -2,539 -4,223 I6

Financing items (net) 1,073 82 5,577 5,161
Changes in net reserves 517 -137 -3,038 -938

Memo:
Reserves including gold (mill. US$) 566 2,481 6,933 7,854
Conversion rate (local/US$) 4.1E-08 1.2E-05 2.2 2.3

EXTERNAL DEBT and RESOURCE FLOWS

(millions US$) 1975 1985 1994 1995 Composation of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 6,118 12,884 26,347 30,756 A

IBRD 138 723 1,554 1,729 1729 c
IDA 0 0 0 0 9

Total debt service 845 1,098 1,142 1,169 G 19899653
IBRD 18 89 189 204
IDA 0 0 0 0

Composition of net resource flows
Official grants 13 90 226 230
Official creditors 326 178 162 314 E
Private creditors 907 80 -90 -61 10455

Foreign direct investment 316 1 2,326 600
Portfolio equity 0 0 977 569 F

5975
World Bank program

Commitments 0 110 334 386 A -IBRD E -Bilateral
Disbursements 15 131 171 202 B - IDA D -Other multilsteral F -Private
Principal repayments 9 40 80 86 C - IMF G -Shorl-term

Net flows 7 91 91 116
Interest payments 10 49 109 118
Net transfers -3 43 -18 -2

World Bank International Economics Department, September 1996
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Philippines

T he Philippines is in the midst of an economic that took office in 1986. By the early 1990s an array of
recovery that holds better prospects of sustained reforms including price, trade and investment liberaliza-
growth than at any time since the debt crisis of tion, financial restructuring and privatization had ren-

the early 1980s. The June 1992 election marked the first dered the economy among the most deregulated in the
peaceful democratic transition of power in more than 20 region. And devolution of fiscal resources and responsi-
years. In addition to improving the law and order situ- bilities to local government units-mandated at the end
ation, the government has gained credibility by of 1991 and implemented gradually thereafter-has been
resolving the power crisis and further liberalizing trade enthusiastically embraced at the local level as a means of
and the capital account. In June 1994 the government further decentralizing economic and political power.
began a new medium-term program supported by the Despite an initial economic recovery over 1986-89
IMF. Recent agreements to liberalize trade through the when growth averaged 5.5 percent, per capita income
WTO and the ASEAN free trade agreements improve stagnated in the next two years, reflecting the negative
prospects for manufactured exports. These reforms have repercussions of political instability, an unusual concen-
led to an acceleration of growth led by robust expansion tration of natural disasters, and a neglect of basic infra-
of exports and investment for over two years. Recover- structure. By 1992, real per capita income had recovered
ing from a four-year period of stagnation, GNP grew at merely to its 1978 level.
5.3 percent and 5.5 percent in 1994 and 1995. respec-
tively, while inflation remained in single digits on a year Social Indicators
average basis. Finally, with fiscal and monetary man-
agement ulider greater control, the government has There has been only limited progress in poverty reduc-
turned its policy attention to poverty alleviation. tion. however. While major social indicators remain

Although the Philippine economy grew strongly in comparable to the average for lower-middle-income
the 1970s at about 6 percent a year, the need for struc- countries, even though per capita income in the Philip-
tural adjustment was evident by the end of the decade. pines is about a third below the average of this group,
External debt had rapidly accumulated, and current ac- income distribution is heavily skewed. In 1994, the top
count deficits were running at more than 5 percent of decile accounted for 36 percent of total income, repre-
GDP. While the authorities have since made concerted senting a slight decline from recent years, but about 20
efforts to correct a wide array ofstructural problems, the times the share of the lowest decile. There is also a
economic and political crises of the early 1980s left a marked disparity between the two largest islands, Luzon
lasting impact on the Philippines, particularly in the and Mindanao. with development of the latter retarded
areas of public investment and poverty reduction. Eco- by the persistence of secessionist violence, which has
nomic performance has lagged drastically behind its declined in recent years but not ended. The proportion
dynamic neighboring countries: and a higher burden of of people living in poverty fell by 13 percent between
public debt and less progress in reduchig poverty are two 1971 and 1991 but remains high. The incidence of
enduring legacies. At the same time, thc excesses asso- poverty in 1991 using the official poverty line for family
ciated with the 1967-86 reghie have produced a consen- income is estimated at 40 percent of the population (31
sus that the path to economic recovery should remain percent urban; 47 percent rural); preliminary estimates
genuinelv democratic and participatory- show a further decline in poverty incidence to 36 percent

The Philippines is now reaping the benefits of the in 1994.
structural adjustment program that provided the uinder-
pinninigs for the current economy recovery. The debt

. . ~ ~ ~ ~ ~ ~ .~~~Recent Economic Developments
crisis and accompanying collapse of output in the early
1980s gave impetus to an extended period of reform that The present government has gained credibility by
was pursued with renewed vigor by the administration strengthening law and order, resolving the inherited
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power crisis by expediting private investment in power versed-to curb speculation. Nonetheless, the market
generation through build-operate-transfer schemes, and turbulence was a reminder of the need to maintain sound
further liberalizing trade and the capital account. As a financial policies and accumulate international reserves.
result, private perceptions of economic management The government's 1993-98 medium-term develop-
and prospects have improved, and an economic recov- ment plan sets out its challenging task of restoring and
ery, led by robust expansion of exports and investment, sustaining robust growth while addressing the issue of
has been underway for two years. Real GNP grew by 5.5 poverty. The fundamental factors that have constrained
percent in 1995 despite a drought-induced agricultural development in the past are uneven macroeconomic
slowdown. In 1995 merchandise exports rose by 29 maniagenment, weak implementation, and bottlenecks in
percent in dollar terms, and industrial production grew infrastructure. There has been improvement on all three
by over 7 percent in real terms. Unemployment had fronts in recent years. Nevertheless, the government re-
fallen to 8.3 percent by October 1995, from 10.6 percenit alizes that the pace ofadjustment in these areas will likely
in 1991, with about 3 niillion jobs added, although determine the rate at which growth can be sustained, and,
substantial underemployment in agriculture and the ur- therefore, much remains to be accomplished.
ban infornmal sector remains a major problem. Thle government's macroeconomic program focuses

Inflation fell to a low of 5 percent (year-oni-year) in on fiscal adjustment, increasing savings. and managing
early 1995, aided by rising money demand and an ap- capital flows. The elements of a fiscal ad justment pack-
preciating nominal exchange rate in 1994, but rose to Il age have been under consideration for some time, and
percent by year end, reflecting sharp increases in agri- significant legislation has recently been submitted to
cultural commodity prices due to the drought and rapid Congr-ess. This would broaden the tax base and lower
(though decelerating) monetary expansion. Since 1993, tax evasion, reduce current tax exemptions within the
monetary policy has had to contend with the dual objec- investment incentive regime, and rationalize govemn-
tives of limiting the market-driven exchanlge rate appre- ment expenditures. Increased public savings under this
ciation while preventing excessive monetary expansion. tax and expenditure package would contribute national
Public sector deficits have been reduced-the consoli- savings growth, which would raise investor confidence
dated public sector deficit fell to 0.5 percent of GNP in and spur growth. Further financial sector reforms to
1994 and was further reduced in 1995. The deficit re- deepen the capital market and increase the private sec-
duction thus far, however, reflects increased proceeds tor's role in managing contractual savings are being
from privatization and tight curhs on public investment, considered, and the government has set a target of rais-
rather than tax reform and imiproved tax collection, ing international reserves to about 3.5 months of imports
which remain on the agenda. Two positive develop- by 1998.
ments in early 1996 have been the implemiientation of the Relatively weak implementation of policies and pro-
expanded value-added tax and ihe increase in regulated jects has constrained the effectiveness of development
oil prices. programs in the Philippines. Endemic tax evasion and

The current account deficit rose to over 5 percent of the traditionally weak role of local governments are
GNP in 1993 but has decliined significantly since, re- symptoms of the underlying difficulties. The process of
flecting rapid growth in exports and remittances. TIhe devolving major responsibilities for agricultural exten-
sizable deficits in the last few years retlected the rising sion. forest and watershed management, rural infrastruc-
demand for capital goods imports sucih as power and ture, health and certain welfare programs to local
telecommunications equipment. A growing portion of governments is well underway.
the current account deficit has been finaniced by private Given the scarcity of public resources, the govern-
foreign investment, with net inflows of direct and port- ment is focusinig on attracting private investment to
folio investment over triplingi to $2.4 billion betweeni undertake infrastructure projects. Investment require-
1992 and 1995. Rapid export growth has reduced the menits in infrastructure for the upcomrig decade are
external debt servicing ratio to about 14 percent in 1995 projected at $50 billion, or nearly 7 percent of projected
from 31 percent in 1989. The Philippines regained ac- GDP. The successful experience through the build-op-
cess to intertiational bond markets in 1993, and borrow- crate-transfer program in the power sector has led the
ing in the syndicated loan mar-ket has also resumed. government to expand the program to incorporate trans-

A brief period of financial market instability in the port, water supply, industrial projects and tourism es-
first quarter of 1995, aggravated by repercussions from tates. At the same time, the government recognizes that
the Mexican crisis (in commoni with other emerging traditional public investment will continue to be needed
market economies), was handled effectively bv the fi- across many sectors where private investment cannot be
nancial authorities, through a combination of interven- attracted cost effectively. In tune 1995 congress granted
tion to support the peso and sharp increases in the central full authority to the president for a limited time to take
bank's overnight interest rate-subsequentlv re- whatever steps may be needed to redress the deteriorat-
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ing water situation, and a decision was taken in Septem- 1994, focuses on providing health, nutrition, education,
ber to turn over Metro Manila's water managenment to and shelter to targeted groups. The government is shift-
the private sector. ing attention to poverty issues in rural areas, recognizing

To integrate the Philippines into a more competitive the impact of lagging growth on political stability. Three
market, the government is continuing deregulation of a government agencies-the Departments of Agriculture,
number of sectors by opening the economy to foreign Agrarian Reform, and Environment and Natural Re-
trade and investment. To improve the efficiency of the sources-oversee different aspects of rural develop-
financial sector it expanded the number of full service ment, respectively focusing on productivity growth and
foreign banks from 4 to 14 in 1995, while continuing sustainable development of upland areas. The govern-
rationalization of the tariff structure has cut the maxi- nient continues to pursue the Comprehensive Agrarian
mum rate on nonagricultural commodities to 30 percent Reform Program. initiated by the previous administra-
and is scheduled to compress tariffs to a uniform 5 tion, including redistribution of public and private agri-
percent rate by 2004. The government phased out quan- cultural lands to landless farm workers, as a centerpiece
titative restrictions on imports (except rice) in March of its economic program.
1996 and plans to liberalize restrictions on foreign in-
vestment in retail trade and deregulate energy pricing by Environment
March 1997. It is restructuring thie National Power Cor-
poration and plans to privatize its generation facilities Sustainable development is threatened by over-exploi-
and modernizing the regulatory framework, particularly tation of natural resources and pressures from a growing
in sectors such as energy, water, sanitation, transport, population and rapid urbanization. Upland agriculture,
and telecommunications, where private participation is forestry, and fisheries present major natural resource
slated to grow. management problems in the Philippines. The already

With economic recovery now underway, the govern- serious pressure on the urban environment has increased
ment has focused new attention on poverty, recognizing with faster industrial growth. Increased employment
that growth will need to be supplemented by effectively opportunities outside of upland and coastal agriculture
targeted poverty alleviation measures. The shares of will be central to alleviating environmental concerns
public investment in health, education, and agriculture withiin these areas. The government is also promoting
are targeted to increase sharply throughl 1998. The gov- more sustainable farming techniques and vigilance
emnment has worked closely with non-governmental or- against illegal logging through community-based efforts
ganizations in poverty alleviationi projects such as in conjunction with local government and non-govern-
community based development, micro-credit delivery mental organizations. Urban pollution etfortsare focused
schemes, and in the provision of social services to the on controlling industrial air and water pollution and
poor. Its social reform agenda, launched in September improving human and industrial waste management.
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Philippines at a glance
Lower-

POVERTY and SOCIAL East middle-
Philippines Asia Income Development diamond*

Population mid-1995 (millions) 67.5 1,709 1,154 Life expectancy
GNP per capita 1995 (US$) 1,070 830 1,700
GNP 1995 (billions US$) 72.0 1,418 1,962

Average annual growth, 1990-95

Population (%) 1.9 1.3 1.4 GNP Gross
Labor force (T.) 2.6 1.4 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 41
Urban population (% of total population) 54 31 56
Life expectancy at birth (years) 66 68 67
Infant mortality (per 1,000 live births) 39 36 36
Child malnutrition (% of children under 5) 30 17 .. Access to safe water
Access to safe water (% of population) 83 77 78
Illiteracy (% of population age 15+) 5 17
Gross primary enrollment (% of school-age population) 111 117 104 -Philippines

Male 113 120 105 Lower-middle-income group
Female 111 116 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 | Economic ratios

GDP (billions US$) 15.0 30.7 64.2 74.1 |
Gross domestic investment/GDP 30.9 14.3 24.1 22.5 Openness of economy
Exports of goods and non-factor services/GDP 21.0 24.0 33.8 36.2
Gross domestic savings/GDP 24.8 17.4 15.1 14.8
Gross national savings/GDP 26.6 15.9 22.0 18.0

Current account balance/GDP -6.2 -0.1 -4.6 -2.6 Savings - Investment
Interest payments/GDP 0.8 3.1 2.7 2.7
Total debt/GDP 27.8 86.6 62.4 53.2
Total debt service/exports 14.4 31.6 18.9 17.3
Present value of debUGDP .. .. 54.6
Present value of debt/exports .. .. 143.1 Indebtedness

1975-84 1985-95 1994 1995 
(average annual growth) | -Philippines
GDP 3.9 3.2 4.4 4.8
GNP per capita 1.3 1.7 2.9 3.8 Lower-middle-income group
Exports of goods and non-factor services 9.5 8.7 19.8 11.9 _

STRUCTURE of the ECONOMY
1975 1985 1994 1995 G h rates of output and investment (%)

(%of GDP) GrwhW of pundivtnat
Agriculture 30.3 24.6 22.0 21.7
Industry 34.6 35.1 32.5 32.1 15

Manufacturing 25.7 25.2 23.3 23.0 o
Services 35.0 40.4 45.5 46.2 so 9/ 92 93 94 95

15

Private consumption 64.5 75.0 74.2 74.0 30 -

General government consumption 10.7 7.6 10.7 11.2
Imports of goods and non-factor services 27.1 20.9 42.8 44.0 -Got GDP

1975-84 1985-95 1994 1995 
(average annual growth) IGrowth rates of exports and imports (O)

Agriculture 2.7 2.0 2.6 0.9 20

Industry 4.2 3.1 5.8 7.2
Manufacturing 2.9 3.1 5.0 6.8 o ]

Services 4.4 4.0 4.2 4.9

Prvate consumption 3.8 3.5 3.7 3.8 o 92 93 94 95

General government consumption 1.0 3.2 6.1 3.6
Gross domestic investment 2.8 8.0 5.5 4.4 I °
Imports of goods and non-factor services 6.1 12.3 13.6 16.6 -Expons - imports

Gross national product 3.7 4.0 5.3 5.5 __ -Expons _ Imports

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic pricesI
(% change) z0
Consumer prices 6.8 23.1 9.1 8.1 *s
Implicit GDP deflator 9.4 17.6 10.0 7.4 o-

Government finance |
(% of GDP)
Current revenue .. 12.1 20.6 19.6
Current budget balance .. 2.4 3.2 3.1 90 91 92 93 94 95

Overall surplus/deficit .. -1.9 -0.5 -0.5 -GDP def. - CPI

TRADE

(millions UIS$) 1975 1985 1994 1995 r Export and Import levels (mill. USS)
Total exports (fob) .. 4,629 13,483 17,370 30.000

Coconut oil .. 347 639 975
Sugar . 185 77 77
Manufactures .. 2,539 10,615 13,784 20,000

Total imports (cif) .. 5,111 21,333 26,333
Food .. 256 815 1,060 1.0
Fuel and energy *. 1,452 2,040 2,472 00

Capital goods .. 769 6,868 7,988

Export price index (1987=100) . 81 120 132 0
Import price index (1987=100) .. 63 117 126 99 90 91 92 93 94 95

Terms of trade (1987=100) .. 127 103 105 | Expons ralmpons

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 I Current account balance to GDP ratlo (%)
Exports of goods and non-factor services 3,000 6,864 20,044 26,532 | --
Imports of goods and non-factor services 4,116 5,961 25,712 32,804 9 0' 91 92 93 94 9g

Resource balance -1,116 903 -5,668 -6,272 11 

Net factor income -126 -1,317 1,782 3,493 -2

Net current transfers 318 379 936 880

Current account balance,
before official transfers -923 -35 -2,950 -1,899 -4

Financing items (net) 912 867 4,752 2,544
Changes in net reserves 11 -832 -1,802 -645 , 9
Memo:
Reserves including gold (mill. US$) 1,463 1,098 7,121 7,775
Conversion rate (loca1/US$) 7.2 18.6 26.4 25.7

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995 r

(millions US$) Composition of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed 4,171 26,640 40,006 39,433

IBRD 238 2,420 4,855 5,002 G A
IDA 17 84 174 183 5300 5002 B

Total debt service 457 2,534 4,637 5,294 183C
IBRD 26 285 717 790 72B
IDA 0 1 3 3 0

Composition of net resource flows 3I3I
Official grants 72 139 284 290 F
Official creditors 185 382 214 -631 11095
Prvate creditors 348 776 1,755 819
Foreign direct investment 98 12 1,000 1,200 E
Portfolio equity 0 0 1,407 1,104 1 3822

World Bank program
Commitments 114 104 578 168 A-IBRD E- Bilateral
Disbursements 94 276 304 403 B -IDA D -Other multilateral F -Private
Pnncipal repayments 12 110 360 415 C -IMF G -Shon-term
Net flows 82 166 -56 -12
Interest payments 14 176 360 378
Net transfers 68 -10 -416 -390

World Bank Intemational Economics Department, September 1996
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Poland

P oland had a per 1995 per capita income of S2_800 production, led by strong growth in manufacturing, has
and a population of 38.6 million, which has beensteadilyexpandingforfouryears.ashaveconstruc-
grown during the last decade at about 0.5 percent tion and services (particularly in the private sector).

a year. In 1 995 industry accounted for about 44 percent Agriculture, after being hit by a serious drought in 1994,
of GDP, and employed 25 percent ofthe 18 million labor recovered and is estimated to have grown 1 1.6 percent
force. Agriculture represented 7 percent of GDP. with in 1995. TIhe dynamism in the economy was entirely
employment exceeding 22 percent of the labor force. In attributable to the expansion in the private sector, which
1994-95 Poland experienced faster economic growth grew at an estimated 15 percent annual pace. The econ-
than any other large European country: it also nianaged omy has benefited from the positive impact of the resur-
to cut inflation from 30 percent in 1994 to 28 percent in gence of growth in Western Europe. While some parts
1995. of the state enterprise sector have experienced moderate

growth, showing an overall good adaptation to the

Recent Political Developments chanlging economic environment including hard budget
constrainits, others continue to be burdened with large

Only six parties won representation in parliamenit in the loss-milaking enterprises where restructuring, including
September 1993 elections. The Alliance of the Demo- fturther downsizing of activities, is required. In 1995 the
cratic lIeft and the Polish Peasants' Alliance together increase in output was driven by investment (estimated
received 36 percent of the votes, which translated to 18 .5 percent growth). Consumption increased an esti-
almost a 66 percent nmajority, whiich tlhey still maintain. mnated 4.1 percent: exports grew 25.8 percent, but due to
TIhese two parties formed a coalition governmient. Fol- even faster imlport growtlh (26.5 percent), the external
lowing a series of internial disputes within the coalition sector exerted a smiall (though still positive) impact on
and under pressure from the president, the primie minis- growth, on a national accounts basis. On a balance of
ter resigned and was replaced in early 1995. In Noveni- payments cash basis, the official trade deficit (which
ber 1995 a new president was elected, the governnment excludes cross-border trade) sharply worsened to a $1,8
was reshuftled, and a new cabinet and prime minister billion deficit in 1995' (up from $836 million in 1994)
were confirmed by parliamenit in February 1996. Joining and the current account deficit increased from $944
NATO and the EU are two of the most imlportant objec- milllion in 1994 to $2.1 billion in 1995. However, if
tives ofthe new presideit. Thle economy proved resilient booinlg unrecorded trade (including tourism) and re-
to political uncertainty in the run-up to the presidential mittances from Poles living abroad and transfers are
electionis and the resignation ot tlhe prime minister, included, it is estimated that Poland had a current ac-

count surplus of about 2.9 percent of GDP in 1995 (2.3
Economic Developmenits percent in 1994). Growth continted, albeit at a slower

pace in the first half of 1996. the official trade and
Six years ago Poland was the first Eastern Europeani currenit account balanices went deeper into the "red' at
country to embrace bold policies of economic reform -$2.6 billion and -$345 million.
toward a market econony, and it is now is enjoyinig the Fostered by cautious tiscal and monetary policies and
fifth year of econiomilic recovery witlh measured output strong zloty appreciation expectations (later validated).
surpassing (for the first time) the peak that preceded the capital flowvs into Poland rose sharply during 1995. As
deep recession of 1990-91. In 1995 economic growth a result of both the curienit account surplus and rising
reached 7 percent. following average anniual growth of capital inflows, net interniational reserves of the banking
about 4 percent over 1 992-94. sysleml grewv $9.1 billion to reach S 1 5.1 billion at the end

The recovery has been br-oadhased. and important ol 1995, of which almost two-thirds were held bv the
-ainis in productivity' have beeni registered across sec- central banik. During the first 5 months of 1996, capital
tors. with few (but significant) exceptiois. Industrial in flows reached $ 1.6 hill ion.
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Following the Paris Club debt restructuring in 1993 progress has also been achieved in the restructuring of
and the London Club debt reduction agreement in late the rural bank (BGZ); however, without more radical
1994, Polish access to international capital markets im- restructuring up-front, prospects for this bank (and its
proved dramatically, as reflected by record levels of associated cooperative banks) remain bleak.
foreign direct investment ($2.5 billion in 1995, and The government's fiscal policy was on target in 1995,
portfolio flows (net purchases of treasury bills by for- resulting in an estimated general government deficit
eigners reached $950 million in 1995). Integration with equivalent to 2.6 percent of GDP. While the deficit was
the EUL enhanced by the free trade area created under higher than in 1994 (2 percent ofGDP), the increase was
the European Agreements and prospective EU member- due to higher interest payments: the primary fiscal bal-
ship, combined with sound overall macroeconomic poli- ance was actually higher in 1995 (even when excluding
cies have turned Poland into a strong magnet for foreign privatization revenues). The ratio of total public expen-
direct investment. Portfolio investment, in turn, was ditures to GDP reached 49.8 percent of GDP in 1995; a
enhanced by the investment grade ratings received from small decrease compared to 1994. The state budget
three credit rating agencies and the successful Eurobond surplus declined (two percentage points of GDP), de-
issue ($250 million at 185 basis points over the five-year spite lower public investment, due to higher household
UJS treasury bond) during mid-1995. A new bond issue subsidies. The deficit of extra-budgetary funds, such as
is planned for 1996. To limit monetary growth resulting social security also declined due to a combination of
from large capital inflows and current account surpluses higher payroll tax revenues and lower current expendi-
the central bank has combined active sterilization with tures. The 1996 budget, which is based on plausible
increased exchange rate flexibility This resulted in a macroeconomic assumptions of GDP growth of5.5 per-
significant nominal zloty appreciation which (despite cent, inflation of 17 percent, and pension expenditure
fast money growth continuing) helped lowering infla- growtth limited to 2.5 percent, plans an overall deficit
tion in the second half of 1995. target equivalent to 2.9 percent of GDP. The small

The privatization process was revitalized during increase (compared to 1995) stems from an increase in
1995 due mostly to the implementation of the mass local government deficits from 0.8 percent of GDP in
privatization program after three years of delays. Over 1995 to 1.5 percent in 1996, which is largely offset by
500 enterprises, about 12 percent of state-owned assets a higher state surplus. These are expected at least in part
in manufacturing, were transferred to the 15 National from decentralization of primary education functions to
Investment Funds. Revenues from other methods of local governments. The 1996 budget is likely to help
privatization rose sharply froni about $600 million in stay the course of fiscal prudence that has characterized
1994 to over $1 billion in 1995, even though the number the country over the last three years.
of firms privatized was roughly identical. The long- Supported by tight fiscal policies, inflation has con-
awaited privatization of five large tobacco firms began tinued to decline, helped by a zloty appreciation of about
toward the end of 1995 and in January 1996; one firm 9 percent in real terms, slow adjustment of energy prices
was sold to Phillip Morris for $227 million. Over half and low food inflation. End-year inflation declined to
of the privatization revenue budgeted for 1996 (about 21.6 percent, and to 19.5 percent as of June 1996.
$900 million) has already been achieved over the first As further increases in tax rates are not desirable on
month and a half of this year (including two tobacco economic grounds, increased resources for public pro-
companies and the second largest tire company sold for grams in support of the reforms must largely come from
$115 million). The government will also collect about savings emerging over time from reform of the expen-
$700 million from the licensing granted to two consor- diture programs (or from improvements in tax admini-
tia, with large foreign participation. for digital commu- stration/compliance). However, overthe next few years,
nications. expenditure programs will be under pressure from a

Banking sector reform is proceeding less smoothly. variety of fronts. Additional resources will be required
Two more treasury-owned commercial banks were pri- to eliminate the quasi-fiscal deficits that continue to
vatized in 1995; four out of nine have now been privat- linger in the enterprise and financial sectors, and to
ized. The government has begun the process of finance the social costs of restructuring programs. Pay-
privatizing PBK of Warsaw. one of the largest treasury- ments on external and domestic debt will continue to
owned banks. However, current proposals for bank con- absorb a significant portion of expenditures. and more
solidation, in which two large state-owned banks (PKO resources will be required to modernize infrastructure
SA and Bank Handlowy) are to absorb four commercial and for investments in human capital. If left unattended,
banks, and for subsequent privatization of these large social security payments will continue to increase as a
banks through transfer of shares to pension funds, raise percent of GDP, due to adverse demographics and
concerns for the efficiency of restructuring under state overly generous entitlements. Over the medium term, a
ownership prior to transfer to pension funds. Some clash between demands on public resources and avail-
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able financing is inevitable, unless reform goes deeper pension system-and in restructuring specialized banks
into existing programs, particularly social security and and large loss-making industrial sectors could lead to
enterprise and bank restructuring, which appear to be at sustainable growth of about 5 percent a year through the
the core of Poland's possible future fiscal problem. decade. This forecast takes into account the negative

Despite Poland's good growth performance, unem- impact of the current slowdown in Germany and the
ployment remains large. Unemployment, officially non- adverse impact of the 1995 zloty appreciation on the
existent before 1 990, rose rapidly with the recession of trade balance. Continued foreign currency inflows from
1990-91. It now stands at around 1 5 percent, down from cross-border trade, tourism and transfers and from
its 16 percent peak two years ago. Unemployment is strong direct and portfolio foreign investment are ex-
unevenly spread geographically which, due to limited pected to provide ample financing for a widening trade
labor mobility (in turn, a result of the unresolved hous- gap. However, the sustainabilitv ofthis trend will hinge
ing problem), creates severe social problems in some strongly on two key policy factors: a real zloty apprecia-
parts of the country. A recent poverty assessment esti- tion which is largely offset by aggregate high productiv-
mated the number of poor to have increased over the ity growth differentials compared to Poland's trading
transition, reaching 5.5 nlillion or 14.4 percent of the partners, and a fiscal policy that promotes domestic
population in 1993. However, poverty is shallow in saving and (in the presence of large capital inflows)
Poland, and economic growth can rapidly pull many out limits the potential of consumption booms.
of poverty. On average, the income of the poor is only
12 to 15 percent less than the minimum pension, used to
define the poverty line. While poverty shows strong External Debt
correlation with unemployment and the nLimber of chil- As a result of debt and debt service reduction agree-
dren in the families, elderly people seem to be quite ments, total medium- and long-term debt decreased
effectively protected by the social safety net, as the from about $45 billion in 1993 to about $45 billion in
poverty rate among elderly people is about half of the 1993 to about $42 billion in 1994. Estimated total debt
average. at the end of 1995 was $44 billion. By the end of the

decade, after a sustained period of economic growth,

Medium-Term Prospects Poland's debt should rise to about $66 billion; however
the debt/"GDP ratio should decline steadily from 38

Prospects for sustainable growth over the medium term percent in 1995 to 35 percent by 2000. The debt service
depend to a critical extent on further progress in priva- ratio is expected to remain about 9 percent for the rest
tization, social security reformv-with emphasis on the of the decade.
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Poland at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Poland Asia income Development dlamond-

Population mid-1995 (millions) 38.6 488 1,154 Life expectancy
GNP per capita 1995 (US$) 2,800 2,240 1,700
GNP 1995 (billions US$) 107.9 1,093 1,962

Average annual growth, 1990-95

Population (%) 0.3 0.4 1.4 GNP Gross
Labor force (%) 0.5 0.6 1.8 primaryper + vpmr

Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) 24
Urban population (% of total population) 65 66 56
Life expectancy at birth (years) 72 68 67
Infant mortality (per 1,000 live births) 14 23 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+)
Gross primary enrollment (% of school-age population) 97 97 104 -Poland

Male 97 97 105 Lower-middle-income group
Female 97 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) .. 71.1 92.6 117.7Opnesoecom
Gross domestic investment/GDP 27.7 15.9 17.0 Openness of economy
Exports of goods and non-factor services/GDP .. 18.2 24.0 27.9
Gross domestic savings/GDP .. 29.0 16.9 18.6
Gross national savings/GDP .. 26.5 16.7 18.2 Svn

Current account balance/GDP .. -1.7 -1.0 -1.8 Savings Investment
Interest payments/GDP .. 2.1 1.2 2.0
Total debt/GDP .. 46.9 45.5 36.2
Total debt service/exports .. 17.1 15.8 16.9
Present value of debt/GDP .. .. 36.1
Present value of debt/exports .. .. 171.1 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Poland
GDP .. 1.1 5.2 7.0
GNP per capita 1.2 3.6 8.3 Lower-middle-income group
Exports of goods and non-factor services .. 7.4 13.1 25.8

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 2

Agriculture .. 14.5 7.0 7.3 20-

Industry .. 51.0 42.6 44.0 o
Manufacturing .. .. 36.2 37.6 9 93 94 95

Services .. 34.4 50.3 48.7 20

Private consumption .. 61.8 64.3 63.2 -.40

General government consumption .. 9.2 18.8 18.2
Imports of goods and non-factor services .. 16.9 23.0 26.3 -GDI - GDP

1975-84 1985-95 1994 1995 
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. -3.2 -15.1 11.6 30
Industry .. -4.5 8.8 11.1

Manufacturing .. .. 10.3 12.0 20

Services .. 7.5 5.1 1.5 o;

Private consumption .. 2.9 3.8 4.5 o
General government consumption .. 2.5 2.8 3.0
Gross domestic investment .. -3.9 9.0 18.5 -10
Imports of goods and non-factor services .. 7.9 11.3 26.5 -Exports ^rIports
Gross national product .. 1.5 5.4 8.3

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE

Domestic prices 1975 1985 1994 1995 Inflation (%)

(% change) T 
Consumer prces 2.3 1t.S 32.2 27.8
Implicit GDP deflator .. 16.7 28.4 27.0

Government finance al 200

(% of GDP)
Current revenue .. .. 46.1 45.1 o
Current budget balance .. .. -0.2 -1.2 90 91 92 93 94 95

Overall surplus/deficit .. .. -2.0 -2.6 -GDP del 
0 CPl

TRADE
1975 1985 1994 1995 Export and import levels (mill. US$)

(mdilons US$)
Total exports (fob) .. .. 17,240 22,846 30000 T

Other metals .. .. 1,057
Other metals .. .. 267
Manufactures .. .. 11,695 15,879 20.0e.

Total imports (cif) . .. 21,569 29,337
Food . .. 1,876 2,333I I iWL
Fuel and energy . .. 3,523 4,392 10,000
Capital goods . .. 6,226 8,676

Export price index (1990=100) 3,52397 114 0
Import price index (1990=100) .. .. 92 108 89 90 91 92 03 94 95

Terms of trade (1990=100) .. .. 105 106 nlExports ltimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(milElons Us$)
Exports of goods and non-factor services .. 11,778 19,050 26,068
Imports of goods and non-factor services .. 11,209 19,829 27,745_
Resource balance .. 569 -779 -1,677 4

Net factor income .. -2,557 -1,347 -607 2

Net current transfers .. 778 1,182 183

Current account balance, 0

before official transfers .. -1,210 -944 -2,101 9 90 91 92 93 9I

Financing items (net) - 974 3,478 11,705 -2 
Changes in net reserves .. 236 -2,534 -9,604

Memo:

Reserves including gold (mill. US$) .. 1,025 6,029 15,633
Conversion rate (local/US$) .. 1.5E-02 2.3 2.4

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 _ 

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 698 33,307 42,160 42,636

IBRD 0 0 1,818 2,067 G A c
IDA 0 0 0 0 1011 2067 205

Total debt service 190 2,045 3,093 4,567 9689 
IBRD 0 0 88 152
IDA 0 0 0 0

Composition of net resource flows
Official grants 0 0 1,664 1,500
Official creditors -6 693 565 -113
Private creditors 328 -193 -636 869
Foreign direct investment 0 15 1,875 1,800 E
Portfolio equity 0 0 5 200 29484

World Bank program
Commitments 0 0 752 0 A -IsRD E -Bilateral
Disbursements 0 0 672 210 B -IDA D -Other multilateral F -Private

Prncipal repayments 0 0 0 19 C -IMF G -Short-term

Net flows 0 0 672 191
Interest payments 0 0 88 133
Net transfers 0 0 584 58

World Bank International Economics Department, September 1996
a. Government finance represents general government accounts.
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D uring the socialist era, Romania developed an falling into poverty. Two-thirds of the poor live in rural
economy based on principles of autarchy and areas, and rural poverty is now strongly associated with
self-sufficiency biased toward cheap energy size of landholdings, as well as with the lack of off-farm

from the country's once abundant domestic energy re- jobs. The government is sensitive to rising poverty, and
sources. Heavy industries-particularly metallurgy, ongoing research should allow the identification of pro-
machine building and chemicals-were promoted to the grams that can be specifically targeted to vulnerable
neglect of light consumer-goods industries, and serv- groups. Over the longer term, sustained economic
ices. Most productive resources were owned by the state, growth with rapid job creation in high productivity
and inefficiency and waste were pervasive. In 1982 the occupations offers the greatest opportunities for reduc-
government decided to repay all the country's external ing the level and depth of poverty in Romania.
debt. In the effort to generate external surpluses, im-
ports, particularly high quality capital-goods and spare Recent Economic Developments
parts from OECD countries, were drastically slashed.
Investment was increasingly diverted from productive The initial years of the transition were difficult for
uses to build large showcase projects. In the mid-1980s Romania. The demise of the Council on Mutual Eco-
growth turned negative, and social oppression visibly nomic Assistance, the Gulf war, and the civil war in the
increased. The economy was poorly positioned to face former Yugoslavia combined with internal economic
the challenges of transition-being over industrialized dislocations to create a dramatic decline in foreign ex-
and energy inefficient, producing a large variety of change earnings, by 1991 Romania's exports were half
uncompetitive goods, and with an obsolescent capital the level of 1989. Between 1990 and 1992, output fell
stock in many branches of activity. by' 30 percent, prices jumped 750 percent, and the cur-

Since 1991 Romania has implemented a number of rent account turned negative, reaching 7.8 percent of
macroeconomic stabilization programs, and pursued a GDP in 1992.
gradualist path of systemic and structural reforms. Posi- In late 1993, faced with the prospect of hyperinfla-
tive achievements include enactment of a new constitu- tion, the government adopted a strong stabilization pro-
tion, guaranteeing property rights and establishing the gram. The budget was balanced, largely through
legal framework for a market economy. Elections are eliminating consumer subsidies. Tight credit policies
due this November. There has been progressive price were pursued, accompanied by very sharp increases in
liberalization and subsidy reduction. A two-tier banking real interest rates. The exchange rate regine was pro-
system and indirect instruments of monetary control gressivelv reformed, and incrementally liberalized
have been established. The role of government has been through 1994. As a result, inflation dropped to 62 per-
reduced and the tax system reformed, including the cent bv December 1994; in 1994 output grew 3.9 per-
introduction of the VAT. The government has devel- cent, and exports increased by 19 percent-reflecting.
oped a framework for privatizing and corporatizing over in part, increased access to EU markets. The current
6,000 enterprises, and has improved targeting of a safety account deficit fell to 1.8 percent in 1994, while foreign
net comprising unemployment compensation, family exchange reserves increased to almost four months of
assistance, and pensions. imports.

Income in Romania is more evenly distributed than (Good performance was only partially sustained
in most middle-income developing countries. There is through 1995. Inflation continued its downward course
mounting evidence, however, that poverty has increased to reach 32 percent at year's end, and growth rose to
substantially during the transition, from about 4 percent about 7 percent. The rise in economic activity was
of the population in 1989 to 20 percent in 1994. The accompanied, however, by sharp increases in the defi-
overall decline in economic activity (by nearly one-third cits of state-owned enterprises. The leu was allowcd to
since 1989) appears to be the main cause of households appreciate in real terms in the first nine months of the

432



Romaania

year which, accompanied by the strong overall growth, distressed entities. Enterprises that fail to improve their
resulted in a surge in imports of over 29 percent. Sharp performance satisfactorily are to enter liquidation.
rises in inventories of raw materials were caused by Important changes have taken place in the agricul-
speculative stockpiling in anticipation of devaluation. tural sector. Romania undertook a far-ranging land re-
Although export performance was creditable-exports form in 1990-91 in which 80 percent of arable land was
grew by 9 percent-the current account deficit widened returned to the original owners (or their heirs). Although
to almost 3.6 percent of GDP, and foreign exchange most of agriculture is now private, farm sizes average
reserves fell to less than one month's import coverage. three hectares, farms are highly fragmented, and the

Good economic performance in 1996 is being jeop- farm population is elderly and inexperienced. The land
ardized by high public spending and large quasi-fiscal reform, accompanied by a drought and the breakdown
deficits. Moreover, government intervention in the ex- of old systems of input supply and marketing, led to an
change rate market since March has led to serious dis- initial sharp decline in agricultural production in 1990-
tortions in the level of the leu as well as the availability 92. Since then, the government has directed consider-
of foreign currency. While informal rationing of foreign able resources to the sector, and output increased
exchange has compressed imports, the leu has appreci- sharply in 1994-95. The large grain monopsony has
ated. Monetary policy, the major anchor ofthe economic been broken into a number of independent units, which
program, is aimed at reducing inflation below 1995 the govermnent intends to privatize. While liberaliza-
levels. However, the parliament has increased subsi- tion has occurred in some areas, in other areas there have
dized credit to agriculture, through a request to the been reverses. In particular, import tariffs have been
central bank, in excess of the original 1996 financial raised dramatically; a de facto export ban on wheat has
plan. Maintaining stability can only likely be achieved been re-instituted following a very harsh winter, and
by the government correcting current spending trends directed subsidized credit has been substantially in-
and reducing credit to public enterprises (in agricul- creased to the sector.
ture and other sectors). Even under a problematic
scenario for the remainder of 1996, Romania has
successfully raised resources from foreign private
capital markets: since December 1995 Romania has Romania has a number of advantages that provide a
raised $750 million. basis for medium-term growth. The labor force is liter-

The fragility of stabilization in Romania has, as its ate and skilled, and wages are relatively low by interna-
underlying cause, slow progress in structural reforms. tional standards, allowing for competitive advantage in
An ambitious privatization program instituted in 1992 a number of exports. In the early 1980s the country was
resulted in the divestiture of 30 percent of the equity of a competitive exporter of textiles, wood products, ma-
state-owned enterprises to five private ownership funds. chinery and light consumer goods to convertible cur-
The pace of privatization then slowed considerably. In rencv markets: it has started recapturing lost market
addition, Romania has had difficulties in coming to shares. Agriculture also has good export potential, and
grips with controlling the losses and arrears of large the expansion of tourism holds promise.
state enterprises, particularly where retrenclhment and Performance depends critically upoIi the government
closures are likely to impose deep social costs. The implementing and deepening stabilization and reform.
government responded to these concerns by instituting If the government continues with reform, medium-term
a mass privatization program in late 1995, in which the growth is expected to average 4 to 5 percent a year.
equity in a large number of enterprises is being distrib- Consistent with positive export potential and supply,
uted to the population through vouchers to allow for average real export growth is expected to be above 9
effective ownership mechanisms for cash sales of eq- percent. Despite slower import growth, the current ac-
uity. Financial discipline is being more forcefully tack- count deficit is expected to average about 3 percent of
led by the isolation of the most delinquent enterprises. GDP in the next five years due to the economy's sub-
the development of financial recovery programs. and the stantial needs for upgrading its capital stock and a peak
institution of financial conciliation exercises for the in debt service obligations.
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Romania at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle- _ _-
Romania Asia income Development diamond*

Population mid-1995 (millions) 22.7 488 1,154 Life expectancy
GNP per capita 1995 (US$) 1,450 2,240 1,700
GNP 1995 (billions US$) 32.9 1,093 1,962

Average annual growth, 1990-95

Population (%) -0.4 0.4 1.4 GNP Gross
Labor force (%) 0.1 0 6 1.8 primary

per prmy
Most recent estimate (latest year available since 1989) capita ' enrollment

Poverty headcount index (% of population)
Urban population (% of total population) 55 66 56
Life expectancy at birth (years) 70 68 67
Infant mortality (per 1,000 live births) 23 23 36
Child malnutrition (% of children under 5) .. . .. Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+)
Gross primary enrollment (% of school-age population) 86 97 104 -Romania

Male 87 97 105 Lower-middle-income group
Female 86 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 21.9 47.1 30.1 35.5 Openness of economy
Gross domestic investment/GDP 40.4 33.0 26.9 25.7
Exports of goods and non-factor services/GDP . 22.9 24 9 25.3
Gross domestic savings/GDP 39.6 37.2 24 9 21.2
Gross national savings/GDP .. 35.9 25.1 21.3

Current account balance/GDP . 2.9 -1 8 -3.6 Savings -.. Investment
Interest payments/GDP 0.0 1.1 0.7 0.8
Total debt/GDP 1.0 14.9 19.4 19.0
Total debt service/exports 0.0 18.7 6 6 10.5
Present value of debt/GDP . . 16.8
Present value of debt/exports .. .. 68 1 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Romania
GDP .. -3.9 3 9 6.9
GNP per capita .. -3.8 4 2 7.1 Lower-middle-income group
Exports of goods and non-factor services .. 19 0 8.6

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 15-
Agriculture . 20.8 20.4
Industry . 33.4 32.7 o

Manufacturing 94 95

Services . 45.8 46.9 -15

Private consumption .. 58.9 61.8 66.2 -30
General government consumption .. 3.9 13.3 12.6
Imports of goods and non-factor services .. 18.7 26.9 29.8 GDI -GDP

1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
(average annual growth)Grwhrtsoexrsanimrs %
Agriculture .. 2.5 3.1 4.8 20

T

Industry -6.9 2 1 8.9
Manufacturing .. . 0 -

Services -6 1 5 7 9.5 90 9i 92 93 94 95

Private consumption .20
General government consumption 6.7 0.9 -2.4
Gross domestic investment -3 1 -2 0 0.5 -40
Imports of goods and non-factor services .. 11.6 18.4 -Exports -Imports
Gross national product .. -3.8 4.1 7.1

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (

Domestic prices30
(% change) 30 

Consumer prices -. . 137.0 32.3 200

Implicit GDP deflator .. 0.4 138.9 35.7 r
00.

Government finance
(% of GDP) 0
Current revenue 48.9 32.0 32.0 90 91 92 93 94 95

Current budget balance .. 29.7 3.8 2.7 soo
Overall surplus .. 12.1 -1.9 -2.5 -GDP def. -- CPI

TRADE
1975 1985 1994 1998 Export and Import levels (mill. US$)

(millions US$)
Total exports (fob) .. 10,174 6,067 7,519 15.000

n.a.
n .a.
Manufactures .. 6,949 1,943 2,468 10,000

Total imports (cif) . 8,402 7,109 9,410

Food .. 160 392 535Fuel and energy . 4,753 1,845 2,322 s

Capital goods .. 1,861
Export price index (1987=100) .. .. 0
Import price index (1987=100) . 1 89 90 91 92 93 9 95

Terms of trade (1987=100) .. .. .. .. | Exports ulimports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio(%)
Exports of goods and non-factor services 5,812 10,920 7,097 8,997 ¶0 -

Imports of goods and non-factor services 5,858 8,926 7,777 10,305
Resource balance -46 1,994 -680 -1,308 1 -

Net factor income -89 -613 -131 -241
Net current transfers .. 0 283 257

Current account balance,
before official transfers ., 1,381 -528 -1,292

Financing items (net) .. -1,698 1,686 883
Changes in net reserves 32 317 -1,158 409 -10

Memo:
Reserves including gold (mill. US$) 904 1,447 3,110 2,558
Conversion rate (locaVlUS$) . 17.1 1,655.1 2,033.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(-/lfions VS$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 211 7,008 5,835 6,747

IBRD 19 1,633 695 844 A
IDA 0 0 0 0 G 844

1303
Total debt service 1 2,064 492 942

IBRD 0 274 32 53
IDA 0 0 0 0 C

Composition of net resource flows 1038
Official grants 0 0 93 100 F
Official creditors 31 -61 642 689 1309
Private creditors 0 -645 196 169 |
Foreign direct investment 0 0 340 550 953
Portfolio equity 0 0 76 52

E
World Bank program 1300

Commitments 160 0 226 340 A- IBR0 E -Bilateral
Disbursements 19 49 263 128 B -IDA D -Other multilateral F -Private
Prncipal repayments 0 146 0 0 C - IMF G -Short-term
Net flowvs i1 -97 263 128
Interest payments 0 127 32 53
Net transfers 19 -225 231 75

Wordd Bank International Economics Department, September 1996
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Russian Federation

D uring 1995 the Russian economy showed real gets. pointing to the critical need for strengthening
progress toward stabilization and the down- budget preparation and implementation practices.
ward trend in output continued at a more Trade performance during the year was strong. The

moderate pace. The 4 percent fall in GDP during 1995 merchandise trade surplus increased to $ 18 billion, with
was much smaller than in previous years, and well below export growth of 17 percent boosting total merchandise
the decline of over 12 percent in 1994. Industrial pro- exports to $81 billion. Trade with countries outside the
duction began to show signs of real growth during the Commonwealth of Independent States accounted for all
middle of the year, but fell back in the last quarter to its of this growth, while exports to those countries con-
lowest level in recent years. equal to half the level of tracted, continuing the trend of recent years. Leading
industrial output in 1991. Domestic investment was exports included petroleum. natural gas, and processed
similarly depressed, and fell by 13 percent as compared metals, such as copper, nickel and aluminum. Imports
with the 1994 average. These numbers fail to fully grew by 10 percent and totaled nearly $64 billion.
capture activity taking place in the informal sector, and Unemployment continues to rise in Russia, but re-
they likely underestimate production of services, the mains below expectations in light of the massive decline
sector that has shown the most dynamic performance. in national output. During 1995 open unemployment
The leveling out of the output decline and positive signs worsened, rising to 8.2 percent of the labor force by
of growth in select subsectors and industries provide end-December, and registered unemployment in-
optimism that the economy is set to enter a period of creased, but only to 3 percent of the work force. At the
recovery and positive growth. same time wage arrears are growing, leading to some

Considerable progress was made during 1995 in re- increase (still negligible) in industrial action. As of
ducing inflation. After starting the year at 18 percent in mid-1995 wage arrears, including government arrears to
January, monthly inflation was reduced steadily to about civil servants, accounted for around 2 percent of GDP.
3 percent by December, and in February 1996 registered Poverty also remains a serious social problem on
just 2.8 percent, the lowest rate since the pre-reform which little progress has been made in recent years.
period. The annual year-on-year inflation rate was 190 Almost a third of the population was estimated to be
percent in 1995, down from 300 percent the previous living on incomes below the official poverty line in
year. Stricter adherence to monetary targets was critical 1993. The share of the population who are poor does not
to this result, coupled with a stable exchanige rate, grow- appear to have changed significantly since that time,
ing confidence in the currency, and risingpublic demand although fully comparable figures are not available.
for rubles. T he government's ability to resist pressure to Poverty is concentrated among the working poor, elderly
further expand the already substantial subsidies to spe- living alone, families with many children, and in single-
cial sectors, such as agriculture and coal, was an impor- industry towns where factories have shed workers. The
tant factor in lowering inflation. fall in real social transfers to the elderly and unemployed

With very limited recourse to foreign or domestic has exacerbated the hardships facing families.
financing, increasing the revenue effort while maintain-
ing a cap on public expenditures is critical. Efforts to Social Indicators
improve revenue collection in 1995, however. were not
very successful. Some sectors of the economy remain Social indicators suggest some modest improvements in
under-taxed-natural gas in particular-and tax compli- 1995, although changes in the annual statistics must be
ance, as reflected in tax arrears to government, remains interpreted cautiously. Preliminary indicators give
a major problem. Outstanding tax arrears increased from grounds for optimism that the increase in mortality and
2 percent to 2.6 percent of GDP during 1995. Budget morbidity rates has been arrested. After average life
execution again resorted to the rather draconian practice expectancy fell by about 5 years between 1991 and
of expenditure sequestration to maintain spending tar- 1994, there has been some improvement in the 1995
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figures, suggesting an increase in life expectancy by I insiders hold the majority of shares, raising the question
year, mainly for women. But male life expectancy re- of how innovative or reform-minded the new managers
mains very low at around 58 years. Preliminary data are. Implementation of the second phase, particularly
indicate that infant mortality was 17.5 per 1,000 births the loans-for-shares arrangements, has been non-trans-
in 1995, a significant improvement from the 19.9 per parent, giving the appearance of special benefits to
1,000 recorded in 1993. insiders and a poor return on public assets.

Since the forner mono-banking system was disman-
Structural Reform tled and private banks authorized to operate, around

2.500 independent commercial banks have begun opera-
Following the major structural reforms introduced over tion, most created within the last few years. The Russian
1991-93, the past two years have been periods of con- securities market also began in 1992 and now includes
solidation with few new initiatives. Private retailers now over 60 licensed exchanges. Reform of the legal and
account for nearly 90 percent of retail trade and domes- regulatory environment, however, has lagged far behind
tic prices of most traded goods have largely converged liberalization of the sector, resulting in poor information
to world levels, although oil stands out as an important disclosure, underdeveloped supervision, and shallow
exception. But progress in structural reforms has been and illiquid markets. Most of the banks are small, un-
uneven, with some sectors showing rapid transforma- dercapitalized, and suffer weak management. More-
tion and others proving very resistant to change. Indus- over, government intervention is still strong through
try privatization, which was dramatic and made rapid pressure to lend to specific entities. In August 1995
early progress between 1992 and 1994, has slowed in its several banks defaulted on overnight obligations, trig-
second phase and there is concern over its lack of trans- gering a crisis of confidence in the system. Quick action
parency. Agricultural reform remains very controversial by the central bank to inject liquidity into markets
in Russia, and has not been widely embraced by the helped restore confidence.
agricultural sector itself. Thie social transfer programs financed by extra-budg-

The financial sector, which underwent rapid liberali- etary funds set up in fiscal 1992, including pensions.
zation sparking a proliferation of private banks, faced a unemployment insurance, and cash transfers for chil-
liquidity crisis in August 1995 that exposed the weak- dren. continue to be the main social safety nets for the
nesses of many banks and underscored the need for population. Local governments also maintain some pov-
development of govemnment regulatory and monitoring erty prevention programs, providing targeted assistance.
capacity and more stringent implementation of pruden- During 1995 no major changes to these programs were
tial banking regulations. In the area of social safety nets, introduced, but a crisis in pension financing drew atten-
few initiatives have been made and the weakness of the tion to the need for basic reform. For the first time since
current system has come to a fore as growing demands the pay-as-you go pension system was ilitiated, the
have been placed on diminishing social funds. Land pension fund was unable to meet its obligations, and
reform has also seen little progress. The rights of land required transfers from the federal budget. High infla-
owners to lease or rent land have been stated several tion combined with less regular and complete indexation
times since thie new constitution was passed guarantee- in 1995. also led to an erosion of real pension benefits,
ing private land ownership, but legislation protecting and the year ended with the average pension equal to only
rights to buy, sell, mortgage, or lease land has been the minimum elderly subsistence requirements. This ex-
absent. perience has moved pension reform to the fore of the

Progress in privatization has long been the center- social protection restructuring agenda for 1996.
piece of the government's achievements in structural Significant progress has been made in the oil sector.
reform. The first stage of Russian voucher-based priva- Oil prices have moved from i0 percent of world levels
tization, completed in October 1994, was very impres- to 70 percent in three years and, for the last few months
sive. Over two-thirds of large and medium enterprises of 1995 and early 1996, have been essentially at inter-
and 80 percent of small enterprises were either com- national parity after adjustment for export duties. The
pletelv or partially privatized. The new plhase. which governimenit hias decided to eliminate export duties by
began in late-1994. has been based on cash sales and July i. Oil export volumes to countries outside the
investment tenders, and the controversial "loans-for- Comillonwealth of Independent States have increased
shares" scheme selling government equity as collateral substantially.
in return for budget loans. While the magnitude of the In the short span of five years since the dissolution
task and of progress has been enormous, both phases of of the Soviet Union thousands of laws and decrees have
reform have raised questions about quality. Evidence been issued to erect a legal framework appropriate to a
drawn from enterprises privatized during the first phase market-oriented democratic society. In 1995 and early
indicate thiat ownership is quite concentrated, and thiat 1996 the government completed work on the new code
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of civil law that has been four years in the making. It sets monitoring under Russia's IMF program and ongoing
out laws fundamental to the market economy: guaran- discussions with the Paris Club on a possible multi-year
teeing the legal right to buy, sell, or lease property; debt rescheduling arrangement, provide some assurance
establishing the role of contracts, insurance, torts, and that future governments will follow consistent and rea-
liability under the law, and protects consumer rights by. sonably sound macroeconomic policies.
for example, requiring truth in advertising. However,
application of the law remains weak and will take many External Debt
years to develop. Absence of an efficient court system
continues to impede economic activity and reduce pro- In November 1995 Russia won very favorable terms for
ductive investment flows. Poor contract enforcement rescheduling ofthe approximately $26 billion in London
results in high risks, and hence higher costs of business Club debt held by private creditors. A multi-year ar-
in Russia, while also discouraging foreign investors. rangement has spread the repayment schedule out over

a 25-year period. The Paris Club also extended it's
rescheduling arrangements with Russia for another year.Medium-Term Prospects L
adopting terms similar to those used in 1994. Adoption

The government has made major progress in financial of a multi-year arrangement with the Paris Club is an-
stabilization over the past year. The program of monthly ticipated during 1996.
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Russian Federation at a glance
Europe & Lower-

POVERTY and SOCIAL Russian Central middle-
Federation Asia Income Development diamond'

Population mid-1995 (millions) 147.3 488 1,154 Life expectancy
GNP per capita 1995 (US$) 2,230 2,240 1,700
GNP 1995 (bilhons US$) 328.4 1,093 1,962

Average annual growth, 1990-95

Population (%) -0.1 0.4 1.4 GNP Gross
Labor force (%) 0.0 0.6 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 31
Urban population (% of total population) 73 66 56
Life expectancy at birth (years) 65 68 67
Infant mortality (per 1,000 live births) 18 23 36
Child malnutrition (% of children under 5) .. .. . Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+) 2 -
Gross primary enrollment (98 of school-age population) 107 97 104 -Russian Federation

Male 107 97 105 -Lower-middle-income group
Female 107 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (billions US$) .. .. 277.1 363.7 Openness of economy
Gross domestic investment/GDP .. .. 28.9 28.0
Exports of goods and non-factor services/GDP .. .. 27.7 25.8
Gross domestic savings/GDP .. .. 31.6 30.7
Gross national savings/GDP .. .. 30.1 29.5

Current account balance/GDP .. .. 1.1 1.5 Savings - Investment
Interest payments/GDP a/ .. .. 1.8 1.7
Total debt/GDP .. .. 34.0 28.5 .
Total debt service/exports a/ .. .. 26.2 19 5
Present value of debt/GDP ..

Present value of debt/exports Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Russian Federation
GDP .. .. -12.6 -4.0
GNP per capita .. .. -12.6 -4.1 Lower-middle-income group
Exports of goods and non-factor services .. .. 11.8 3.6

STRUCTURE of the ECONOMY

(% of GP) 1975 1985 1994 1995 Growth rates of output and investment (%)

Agriculture .. .. 7.8 94 20T

Industry .. .. 34.8 33.9
Manufacturing .. .. .. .. 92 _ 5

Services .. ,, 57.4 56.7 20

Private consumption .. .. 47.5 .. 40i

General govemment consumption .. .. 20.9 . P
Imports of goods and non-factor services .. .. 25.0 23.1 GDt - GD

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. .. -6.0 -6.0 30

Industry .. .. -25.1 -4.7 K

Manufacturing ..
Services -2.9 -4.0

90 91 92 94 95
Private consumption .. .. .. .. 5

Total consumption .. .. 2.2 -2.8
Gross domestic investment .. .. -33.1 -4.5 .301
Imports of goods and non-factor services .. .. 22.0 7.1 -Exports ^ mpons

Gross national product .. .. -12.7 -4.2

Note: 1995 data are preliminary estimates.
' The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 |Inflation (%)

Domestic prices 10
(% change) T
Consumer prices .. .. 303.2 189.2 1000D
Implicit GDP deflator .. .. 307.6 182.8 . {
Government finance t /
(% of GOP)
Current revenue .. .. 37.7 29.8 o
Current budget balance .. 92 . 95

Overall surplus/deficit .. .. -10.0 -4.8 -GDP det. -&-CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. .. 69,400 81,400 250,000 T

Petroleum, crude and processed .. .. 16,454 18,162 500 T
Natural gas .. .. 12,632 13,834 200.000

Manufactures .. .. 150.000
Total imports (fob) .. .. 55,200 63,500

Food .. .. .. 1 0000D; - L

Fuel and energy.. . .. .

Capital goods .. .. .

Export price index (1987=100) .. .. s 94
Import price index (1987=100) .. .. .. .. 9o 94 91

Terms of trade (1987=100) .. .. .. .. Exprts lmports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio(%)

Exports of goods and non-factor services .. .. 76,900 93,800 3
Imports of goods and non-factor services .. .. 69,400 84,000 I
Resource balance .. .. 7,500 9,800

Net factor income .. .. -4,300 -4,900
Net current transfers .. .. -100 500

Current account balance, i -
before capital transfers ., .. 3,100 5,400 l

Financing items (net) .. .. -7,000 0 I nll
Changes in net reserves ., .. 3,900 -5,400 l o

99 90 91 92 93 94 95

Memo: 
Reserves including gold (mill. US$) .. 6,475 17,275
Conversion rate (local/US$) .. .. 2,204.7 4,561.6

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(miJlions US$) CompositIon of total debt, 1994 (mill. USS)
Total debt outstanding and disbursed b/ .. .. 94,232 103,800 A

IBRD 684 0. G 684 c
IDA . .. 0 0893 480

Total debt service paid 3,661
IBRD . .. 38
IDA .. .. 0 0

Composition of net resource flows .. E

Capital transfers, net .. .. 800 -600 F 45207
Official creditors .. .. .. 34588

Private creditors ..
Foreign direct investment .. .. 600 1,956
Portfolio equity .. .. -200 -1.434

World Bank program
Commitments .. .. 1,590 .. A - IBRO E -Bilateral

Disbursements .. .. 283 .. B- IDA D -Other multilateral F -Private
Prncipal repayments .. .. 0 .. C -IMF G -Short-term

Net flows .. .. 283
Interest payments . 38
Net transfers . .. 245

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet republics are subject to more than the usual range of uncertainty.
a. Scheduled payments before debt relief. b. Debt owed to China, former Yugoslavia, and the members of ex-CMEA is excluded.
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Rwanda

R wanda is a small densely populated, resource- return of these refugees to Rwanda and to bring to justice
poor, landlocked country in Central Africa beset the perpetrators of the genocide.

y chronic poverty and ethnic conflict between The international community reacted to the events of
the Tutsis (I 5 percent of the population), and the major- 1994 with substantial amounts of humanitarian assis-
ity Hutus. These ethnic conflicts led to major exoduses tance. In 1994, over $1 billion were spent for the refugee
of Tutsis in 1959, 1969, and 1972 to other countries and camps. In January 1995 a Roundtable Conference for
culminated in a large-scale invasion of Rwanda in Oc- Reconstruction of Rwanda pledged about $700 million
tober 1990 by armed rebels of the Rwandese Patriotic for humanitarian and development assistance. Sub-
Front (RPF) composed mainly of exiled Tutsis. A peace sequent pledges brought the total to $1.2 billion. About
agreement, mediated by the international community, $400 million was disbursed in 1995. In addition, the
and signed by the Hutu-controlled government and the international community has been spending about $1
RPF in Arusha. Tanzania in August 1993, provided for million a day for the upkeep of Rwandan refugees.
the formation of a national coalition government and the
integration of the government and RPF armies. How- Recent Economic Developments
ever, the implementation of the Arusha Accord was
delayed, mainly due to opposition to power-sharing with Before the 1994 events, Rwanda was already among the
the RPF by Hutu extremists. least developed countries in Africa with a GNP per

In April 1994 Rwanda was thrown into a crisis when capita of $210 in 1993. The economy was essentially
the airplane carrying the presidents of Rwanda and rural; nearly 93 percent of the population derived its
Burundi was shot down over Kigali and both died. In the livelihood from agriculture, including the cultivation of
wake of this event, Hutu extremists, with the support of coffee and tea, which provided about 80 percent of
the government army, set out to wipe out the Tutsi export earnings. Real GDP, which declined by about 50
population and eliminate moderate Hutu leaders, killing percent in 1994, is estimated to have recovered partially
at least 500,000 persons, mainly Tutsis. The RPF re- in 1995. with a growth of 25 percent. Agricultural pro-
sponded by ousting the government and driving its army duction reached 67 percent of the country's normal
and the Hutu militias out of the country. Nearly 2 million production and about 40 percent of industrial enterprises
other Hutus, some fearing persecution from the victori- has resumed production. The service sector, particularly
ous RPF forces, and others forced by the fleeing army commerce and internal transport, has also picked up,
and militias, abandoned their communities and went into although it remained at about 47 percent of the pre-war
refugee camps in neighboring Zaire. Burundi, and Tan- level. Yearly inflation at the end of 1995 was 25 percent,
zania. The victory ol the RPF encouraged the return to compared to 50 percent at the beginning of the year.
Rwanda of about half a million Tutsi exiles from pre- Fiscal mobilization was affected by the economic
vious conflicts, partiallv offsetting the other losses in the decline and the collapse of capacity for fiscal manage-
population, which fell to 6 million in end 1994 from 7.8 ment. Revenue in 1995 was only 7 percent of GDP
million in 1993. compared to 12 percent in 1990, and covered only 33

With the ouster of the regime. a new government was percent of expenditures. Security remains a major con-
formed in July 1994, largely along the lines of the cern for the government, and military expenditures ab-
Arusha accord, but excluding the supporters of the old sorbed in 1995 35 percent of all recurrent expenditures.
regime. This government, dominated by the RPF, in- The share of the social sectors in recurrent expenditures
cluded members of both ethnic groups and has received declined from about 38 percent in 1985 to about 21
widespread international recognition. However, about percent in 1995.
1.7 million Rwandese are still living in the refugee External assistance amounted to 172.5 percent of
camps. The government, with the support of the interna- imports, and was equivalent to $56 per capita in 1995.
tional community, is making efforts to facilitate the With official transfers of about $400 million during the
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year and the partial recovery of coffee and tea exports, to deteriorating economic conditions, exacerbated by
the current account deficit was contained at 20 percent the armed conflict since 1990, the percentage of the
of GDP compared to 16 percent over 1990-92, and population living below the poverty line ($170 at 1985
foreign reserves rose to 3.7 months of imports compared prices and exchange rate) is estimated to have risen
to 1.7 in 1993 and 1.3 in 1994. The ratio of exports to sharply from 40 percent in 1985 to 53 percent in 1992.
imports was 23.8 percent, slightly below the 1993 ratio The events of 1994 resulted in dramatic increases in
of 25.3 percent. External debt outstanding and disbursed vulnerable populations such as refugees, unaccompa-
was equivalent to $1 billion at end 1995 (including $73 nied children, widows, orphans, handicapped persons,
million in arrears) equivalent to 79.5 percent of the and female-headed households.
country's GDP. Scheduled debt service obligations rep- The sharp drop in the delivery of social services
resented 47 percent of the exports of goods and non-fac- caused by the 1994 crisis is being reversed. Health
tor services. services have been restored with the assistance of donors

and non-governmental organizations. Most of the health
centers have reopened and medical supplies, essential

Attempts at Economic Reform medicines and vehicles are generally available. The
Up to the mid-1980s Rwanda made steady economic rehabilitation of educational infrastructure and equip-
progress, with consistent, if modest, growth in living ment is underway. However, the primary schools which
and social standards, and a stable financial situation. restarted activities in late 1994, continue to lack quali-
However, by the late 1980s, Rwanda reached the limits fied teachers, damaged school buildings, and shortage
of state-led, externally financed growth and faced a of equipment and teaching materials. The constrained
severe financial crisis brought about by a combination government budget hampers adequate recurrent cost
of falling coffee prices and inappropriate policy re- financing.
sponse. In 1990, the government embarked on an eco-
nomic reform program supported by the Bank and the Medium-Term Prospects
IMF, with the objectives to stabilize the economy and
enhance its competitiveness, improve the allocation and Rwanda's medium-term economic outlook is poor. Al-
use of resources, and lay the foundation for sustainable though the events of 1994 caused only modest damage
growth and poverty reduction. to physical infrastructure (roads and bridges), the enor-

In fiscal 1992 the authorities implemented most of mous human losses dealt a severe blow to the country's
the reform measures, with the exception of coffee sector social fabric and human resource capacity. Develop-
liberalization. They tightened fiscal and monetary man- ment efforts are severely handicapped by the lack of
agement, devalued the Rwandese franc, introduced an human capacity. Rwanda faces a difficult political and
open general licensing system for imports, simplified economic transition. A durable peace, necessary for
the import tariff structure and eliminated import quotas sustained economic growth, has so far eluded Rwanda.
and export taxes (with the exception of coffee). The The achievementofpolitical stability and peacedepends
adjustment program was ultimately derailed by the civil on finding solutions to the complex conflicts that have
strife, which led to a large buildup of military expendi- dominated Rwanda's history.
tures and disrupted economic activities. The govern- The immediate challenges facing the government are
ment that took power in July 1994 took some measures fostering national reconciliation and facilitating the re-
to liberalize the economy, including partial liberaliza- turn of refugees, rebuilding the country's capacities and
tion of the coffee sector and freeing up the foreign institutions, and stimulating economic growth and de-
exchange regime. Private companies were licensed to velopment. The re-establishment of the rule of law in-
buy, process and export coffee, and the determination of side the country, respect for property rights, and
the exchange rate for the Rwandese franc was left to guarantees to personal security remain important ele-
market forces. ments for the return of refugees and long-term develop-

ment.
Social Indicators In the long run, Rwanda's ability to reduce its ex-

treme poverty hinges on how well it can deal with the
Rwanda's social indicators, which used to be above pressure of its dense and rapidly growing population on
Sub-Saharan Africa averages, deteriorated in the late the land and the environment. Farming is carried out by
1980s. By 1992 life expectancy was only 49 years; 53 smallholders and average the land holding, about 0.7
percent of the population was illiterate; and infant mor- hectares in 1993, continues to decline as the population
tality was 119 per 1,000. The AIDS epidemic is one of increases at 3 percent a year. Agricultural productivity
the worst in the world 20 percent of the population is is low and falling as soil fertility declines. Population
seropositive and the incidence of malaria is high. Due pressure is a threat to the environment as the population
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encroaches on natural reserves (forests and wildlife). tion of temporary shelter and the uncontrolled move-
The massive displacement of people and animals during ment of herds of cattle destroyed natural vegetation. The
the recent crisis accelerated the degradation of the envi- combination of low level of exports and a high debt
ronment as refugees cut trees for firewood and construc- burden has led to a severe case of aid dependency.
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Rwanda at a glance
Sub-

POVERTY and SOCIAL Saharan Low- F
Rwanda Africa income Development dlamond-

Population mid-1995 (millions) 7.9 589 3,188 Life expectancy
GNP per capita 1995 (USS) 110 490 460
GNP 1995 (billions US$) 0.9 289 1,466

Average annual growth, 1990-95

Population (%) 2.6 2.8 1.8
Labor force (%.) 2.9 2.8 1.9 GNP Gross

per primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 53 . .
Urban population (%of total population) 6 31 29
Life expectancy at birth (years) 46 52 63 1
Infant mortality (per 1,000 live births) 108 92 58
Child malnutrition (% of children under 5) 28 .. 38 Access to safe water
Access to safe water (% of population) .. 47 75
Illiteracy (% of population age 15a) 40 43 34
Gross primary enrollment (% of school-age population) 50 71 105 -Rwanda

Male 78 77 112 -Low-income group
Female 76 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 0.6 1.7 0.8 1.1 O
Gross domestic investment/GDP 13.7 17.3 9.1 131 Openness of economy
Exports of goods and non-factor services/GDP 9.2 10.8 5.8 6.2
Gross domestic savings/GDP 5.2 8.2 -49.4 -6.6
Gross national savings/GDP 4.7 8.1 -44.3 -4.8

Current account balance/GDP -11.8 -10.2 -53.3 -20.3 Savings . Investment
Interest payments/GDP 0.0 0.2 0.3 0.4
Total debt/GDP 4.2 21.4 127.1 92.3
Total debt service/exports 0.6 10.8 13.7
Present value of debt/GDP .. .. 60.1
Present value of debt/exports .. .. 884.3 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Rwanda
GDP 6.9 -5.3 -48.9 24.6 -
GNP per capita 4.1 -7.8 -50.2 20.2 Low-income group
Exports of goods and non-factor services 7.0 4.4 44.6 71.3

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)

Agriculture 52.4 45.7 42.3 37.1 10/
Industry 20.2 25.4 18.2 17.3 150-

Manufacturing 13.1 15.0 2.3 2.4 0
Services 27.3 28.9 39.5 45.6 9 9 959

-so

Private consumption 78.2 80.5 120.8 92.8 ,o l
General govemment consumption 16.6 11.3 28.6 13.8
Imports of goods and non-factor services 17.7 19.9 64.3 25.8 GOt °GDP

1975-84 1985-95 t1994 1995
(average annual growth) Growth rates of exports and Imports (%)
Agriculture 5.3 -4.1 -40.8 20.8 100
Industry 8.2 -9.0 -48.6 3.3

Manufacturing 7.7 -7.6 -36.7 -7.9 s/
Services 12.4 -2.8 -56.6 40.7

Private consumption 8.0 -0.5 -32.2 56.7 1 92 93 94 
General govemment consumption 2.6 6.3 -5.5 -10.0
Gross domestic investment 10.8 -8.7 -52.7 87.5 .50i
Imports of goods and non-factor services 11.7 12.8 40.9 69.7 -Expors
Gross national product 7.5 -5.3 -48.9 23.2 | -Expons _ Imports

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change)
Consumer prices 30.2 2.7 .. .. 60

Implicit GDP deflator 88.0 3.7 13.7 60.8 40

Government finance 20

(% of GDP)
Current revenue .. 12.2 3.7 7.1
Current budget balance .. 2.2 -9.8 -5.8 s 91 92 93 94 95

Overall surplus/deficit .. -4.3 -12.5 -14.2 -GDPdet. - CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(millions US$)
Total exports (fob) .. 119 32 61 500

Coffee 86 17 48
Tea .. 17 7 5 40
Manufactures .. 0 1 1 30

Total imports (cif) .. 274 458 235

Food .. 41 218 66 2500 7 d
Fuel and energy .. 51 23 21Capital goods 27456 36 51 *I

Export price index (1987=100) .. 80 32 39 0 '
Import price index (1987=100) .. 103 130 61 9 9 92 93 94 95
Terms of trade (1987= 100) .. 78 25 64 [ ]Exports uisImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 64 14 4 ~99 9 1 2 9 94 9

Imports of goods and non-factor services 125 328 482 329
Resource balance -61 -174 -438 -250

Net factor income -3 -6 -6 6 -20 t
Net current transfers -3 4 45 16

Current account balance,
before official transfers -67 -175 -400 -229 l0t

Financing items (net) 80 190 340 290 - l

Changes in net reserves -13 -14 61 -61 -60

Memo:

Reserves including gold (mill. US$) .. 113 17 100
Conversion rate (local/USS) 92.8 101.3 220.0 290.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995I
(millions US$) | Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 24 367 954 1,041

IBRD 0 0 0 0 FG
IDA 13 152 474 512 2 42

E
Total debt service 0 18 7 9 157

IBRD 0 0 0 0
IDA 0 2 1 12

B
Composition of net resource flows 512

Official grants 48 71 597 610
Official creditors 12 71 16 75
Private creditors 0 -3 0 0 D
Foreign direct investment 3 15 1 1 315

Portfolio equity 0 0 0 0 c

World Bank program 13

Commitments 18 17 0 50 A - IBRD E -Bilateral
Disbursements 5 30 12 35 B - IDA D -Other multilateral F -Private
Principal repayments 0 0 1 6 C -IMF G -Shon-term
Net flows 5 29 11 29
Interest payments 0 1 1 7
Net transfers 5 28 10 22

World Bank Intemational Economics Department, September 1996
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Sao Tome and Principe

Sa~o Tome and Principe has historically been a population growth rate of 2.3 percent. Meanwhile the
highly specialized monocultuire economy de- share of population estimated to be below the poverty
pending initially on earnings from the export first line increased from 36 to 48 percent.

of sugar, then coffee and, for the last 100 years or so, Faced with this deciinie in income, the government
cocoa. This specialization has resulted in periodic has pursued an adjustment strategy-albeit erratically
booms followed by crashes lasting sometimes many and with many delays-comprising a progressive de-
decades. During the early years of this century, this tiny valuation of the real exchange rate supported by a num-
island state of 130,000 people rose to proinnence as the ber of structural measures. Despite frequently lax fiscal
world's leading cocoa producer: between 1908 and and monetary policy, the real effective exchange rate
1919, it exported anl annual avera-e of 31,000 tons of depreciated sharply by some 95 percent between 1987
cocoa; by 1994, as a result of collapsing international and 1992. However, the current account deficit contin-
prices and poor farm management this figure had fallen ued to worsen, and by 1992 had widened to 79 percent
to 3,200 tons and vet still represented more than 75 of GDP. The country has continued to depend on in-
percent of exports. creased levels of foreign savings: over 1987-92 flows of

Breaking its historic dependence on a single export official developnment assistance increased by 10 percent
commodity, and hence its vulierability to volatile inter- of 1987 GDP, thus partially compensating for the loss
national prices, remains a critical priority for this remote of income incurred from the terms of trade shock, but at
country, situated 160 miles off the coast of Gabon. In a severe cost in terms of an increased level of debt and
the 20 years since independence, howvever, little has without reversing the decline in per capita income.
been achieved in this directionl and, instead, the country Since 1992 international prices have moved in Sao
has built up a stock of debt equal to more thlan 11 times Torens favor and the ternis of trade improved by 23
GDP. In the initial years after independetice, the govenm- perceint over 1992-95. Despite this, and despite a con-
ment consolidated all cocoa farms into 15 state-owned tinued apparent depreciation of the real effective ex-
estates. Buoyed by favorable terms of trade, thie farnis change rate by 60 percent over 1992-94. The current
prospered for a few years. Over 198X0 and 1982, how- account deficit continued to widen as a shlare of GDP to
ever, the termns of trade declined by 37 percent, and il 106 percent in 1994 (although it has narrowed slightly
1980 the current account moved into deficit, where it has in absolute terms).
since remained. ITle governilent initially chose to fi- While the governnient has been broadly successful in
nance this deficit by borrowing heavily oil commercial disenoaging froni thie economy. both in termis of owner-
terms. It invested Ileavily in a numniber of areas, including ship of productive assets and regulation of trade and
tourism, with a view to broadening the base of the prices, it has been less successful in creating the suppor-
econoniy. but withiout ilotable sIccess. tive financial, adminlistrative, irlstitIutionial and infras-

In 1985 the government sought fiianicing trom the tructural environimlent iieeded to expand output of
multilateral institutionls and prepared measures to bring tradables. This has also been a consequence of poor
about internal and external adjustIllent. The need for donor coordinationl. Nevertheless, farmers are now be-
structural adjustmenit increased wheil, following a brief giiliilmg to realize a return on the investments made in
recovery, the termis of trade began to sl ide again, declin- the cocoa sector during the late I 980s and early I 990s;
ing by 53 percenit over 1985 aind 1992. The loss of recet itindications are tllat yields iave begun to increase
income attributable to the declimle in the terills of trade and are expected to conitinue to do so. In 1994 invest-
between 1987 and 1992 amounted to 16.7 percent ol nment goods comprised 30 percenit of imports of goods
1987 GDP or an estimiated reduction in the annual GDP aild services, fieight and insurance 16 percent, food 13
growtth rate of 2.5 percent. In the absence of tIle terimls perceiit, technical assistancc 10 percent and other items
of trade shock, GDP Would have growil at 3.6 percenlt. 3 I percent. Freight and insurance costs are a funlction of
instead of the actual rate of 1. I perceilt, well below the the country's isolation (Sao Tome6 and Principe does not
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lie on any major international air or sea routes). and are effort and lower inflation to 10 percent, reduce real
thus also relatively fixed costs. Production of food interest rates from the current level of 27 percent, con-
should respond more to changes in the exchange rate: tain and furtherreduce thelexchalge rate differential and
however, management of official food aid remains un- maintain a low level of recourse to batik credit and a
satisfactory and continues to discourage local produc- prudent policy of credit to the private sector. To improve
tion of food crops. the effectiveness of its macroeconomic management,

the governmient also iltends to continue upgrading the
Social Indicators quality of national statistics, and its ability to allocate

resources efficiently and track expenditures, including
Although health and education indicators are still high foreign-financed expenditures.
in relation to the rest of Africa, they have been deterio- Public administration in Sao Tome has been weak-
rating: infant mortality increased from 55 to 70 per ened by a fundamental lack of clarity overthe role ofthe
1,000 births over 1981-88. The percentage of those state, poor management and low pay. The governmenit's
receiving vaccinations has fallen: this decline is likelv public administration reform program began in 1993
related to the fall in budgeted dollars per capita for and has aimed at strengthening human resource manage-
health from $17 in 1988 to $6 in 1994 Education midi- menlt, reorganizing the public administration, adopting
cators are still very inpressive: 97 percent primary a civil service statute, and providing training. The pro-
school enrollment, 66 percent secondary enrollment and gramii was delayed during 1994 due to the succession of
75 percent literacy in 1993. However the share of budg- three governments, but resumed during 1995. The gov-
eted spending on education has also declined in recelnt erninent intends to launch the second phase of the re-
years from I I percent in 1987 to 8 percent in 1993 and form during 1996.
it would be surprising if indicators did not soon follow Following a structural reorganization in fiscal 1993,
suit. the fiiianlcial sector in Sao Torne now comprises a cen-

tral bank, a private bank, and a governmient-owned retai I

Development Strategy bank. ILiquidation of the former National Bank and
Caixa Popular were completed at the end of 1995. To

The government's development strategy stresses the renlder the new central bank more effective a number of
need for market-friendly macroeconomic policies, pub- actions have been undertaken, including a structural
lic sector capacity building and a resuscitation of the reorganization ii July 1995, adoption of regulations
financial sector and improved project imiplemilenitatio. gox oernin-g the extenisioni of credit and provision of serv-
It focuses on the rieed to overcome the country's isola- ices by comilimlercial bankis, preparation of basic pruden-
tion from interinationial trade and capital markets, and tial regulationis and upgrading of batik statlf skills, and
stresses the importance of conserving and developitig stren-gthening the banik's accounting system. Improvinig
humanl capital, especiallv throughl the extensionl of the system of finaniilcial intermediatioln is a priority for
health and educationi services to the rural sector and the goverinimenit.
training to increase its low stock of skills. '[he primilary sector, essentially agriculture and fish-

ing. alccoulntcd for roughly 37 percent of employment
anid 21 pecenilt of GDP in 1995. Diversifving and in-Recent Economnic Developments 
creasitig production in this sector has been a priority for

The government's ability to maintain a sound tiacroe- the governtlient as a mieais of correcting external imbal-
conomic environimlient has been negatively affected by anices. reducing the volatility of loreigri exchange re-
weak economic management capacity and a tendenicy to ceipis, tackling poverty in the countryside, lowering
lose control of expenditures. During fiscal 1994. for food costs for the Lirbain populationl. and limiiting the
example, as the governimient lost control of spendirg oni rulal exodus. In additioti to removing price and other
official travel atid oni preparations for the 1994 parliai- disincentives at the macroecoiiotioic level, the govern-
mentary elections, the primary fiscal currelt account tilent's agricultural strategy has focused on increasing
deficit reached 12- percent of GDP. and credit, iinfatioti, the efficiency of state plantations by cutting the work-
and the exchange rate differential all increased signifi- for-c, transferring matlagemnenit to foreign and local
cantly. During 1995, however, the governrmet1t maide an agencies, and distributilng some 14.000 hectares to for-
impressive effort to recoverti-iacroecononilic cotitrol aid tiler plantation workers, government employees, and
the priniarv fiscal current account moved back inito people wviti agricultural trainling. Iticomes oti these pri-
surplus equivaletit to 12 percetit of GDP inlflatioil f'ell vate lots have increased markedly, exceedinig those on
to23 percent trom 38 percetit in 1994, aid the exchange non-prixatized land by a factor of three, while cocoa
rate differential averaged 7 percent. down trom 23 per- yie!ds hav e avera,iged 20 kilogramiis on distributed land,
cent in 1994. The governmetnt intends to maintain this agilist i 7(0 n tran S Oll state farnis. A tiumber of
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constraints continue to hamper further development of know-how, technology, transport, regular energy sup-
these holdings, including a lack of credit and tools, and ply, reliable inputs, and marketing channels. The gov-
poor access to markets due to lack of transport. ernment is providing training opportunities for new

Some progress has been achieved in diversifying entrepreneurs, reactivating the chamber of commerce,
agricultural production-production of bananas, taro and creating an institutional environment conducive to
and maize increased by an estimated 33 percent, 30 developing the private sector.
percent and 7 percent between 1992 and 1994-and Private and public enterprises can now import and
significant potential exists for further growth in tradi- export all products directly. Export procedures have
tional crops and vegetables. Although there is a local been simplified, the import licensing system has been
market for such products, a much larger market exists in made more transparent, and access to foreign exchange
Luanda. less restrictive. In 1992 an investment code was adopted

Fishing remains primarily artisanal, and primitive that explicitly defines investor rights and obligations
techniques and ill-equipped boats prevent the exploita- and sets up a reliable environment for investing foreign
tion of deep sea fisheries by local fishermen. Increasing and domestic capital.
the fish catch to meet domestic demand and, as produc-
tion increases, encouraging the export of fresh fish and External Debt
fish products, is a priority of the government.

Employing about 16 percent of the labor force and Both the debt to exports ratio and the debt service ratio
representing some 13 percent of GDP, the secondary are extremely high and are projected to remain so until
sector (energy, manufacturing, and construction) is at least 2004. Debt relief through the Paris Club on
smaller than the primary sector, yet manufacturing has Naples terms plus comparable treatment by non-Paris
been one of the few fast growing sectors in recent years. Club creditors will be insufficient to make the debt
Many potential opportunities have been identified in this situation sustainable. Even if the Paris Club creditors
area, particularly for small scale enterprises, including allowed an exceptional treatment of bilateral debt (well
agro-industry, wood, metal and leather work, construc- above 67 percent forgiveness) and if similar debt relief
tion and related crafts, and transport. Of these, agro-in- were granted by other creditors, the solvency ratio
dustry has the clearest potential for penetrating external *would still remain significantly above the manageability
markets. The list of constraints preventing full exploita- threshold of 200 percent. However, the debt service ratio
tion of these options appears daunting: lack of credit, would approach the 25 percent threshold by 2005.
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Sao Tome and Principe at a glance
Sio Tom6 Sub-

POVERTY and SOCIAL and Saharan Low-
Principe Africa Income Development dlamond'

Population mid-1995 (millions) 0.13 589 3,188 Life expectancy
GNP per capita 1995 (US$) 340 490 460
GNP 1995 (billions US$) 0.04 289 1,466

Average annual growth, 1990-95

Population (%/o) 2.8 2.8 1.8 GNP Gross
Labor force (%) .. 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 46
Urban population (% of total population) 47 31 29
Life expectancy at birth (years) 69 52 63
Infant mortality (per 1,000 live births) 60 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 70 47 75
Illiteracy (% of population age 15+) 25 43 34
Gross primary enrollment (% of school-age population) .. 71 105 -Sao Tome and Principe

Male .. 77 112 -Low-income group
Female .. 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (millions US$) 31.7 35.0 49.5 44.5 Openness of economy
Gross domestic investment/GDP 18.2 37.0 85.0 90.5
Exports of goods and non-factor services/GDP 26.3 26.4 42.6 64.4 
Gross domestic savings/GDP 6.8 -18.1 -30.0 -37.8
Gross national savings/GDP 6.3 -23.6 -36.0 22.9

Current account balance/GDP -15.6 -60.8 -62.0 -58.4 Savings Investment
Interest payments/GDP .. 3.7 2.0 2.2
Total debVGDP .. 178.9 508.7 604.0
Total debt service/exports .. 29.6 24.2
Present value of debt/GDP .. .. 270.5
Present value of debt/exports .. .. 1,080.6 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Sao Tome and Principe
GDP 2.8 1.0 1.5 2.5
GNP per capita 0.3 -1.7 -2.7 Low-income group
Exports of goods and non-factor services 2.6 3.8 3.6 10.8

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment I%)

(% of GDP) 2
Agriculture .. .. 22.2 21.2 20

Industry .. .. 29.7 25.7 10*-
Manufacturing .. .. 25.3 21.6 -9-

Services .. .. 48.1 53.1 10 s 91 92 93 94 s
.10

Private consumption 84.5 80.7 89.2 91.9 20

General government consumption 8.7 37.4 40.8 45.9
Imports of goods and non-factor services 37.6 81.4 157.6 192.7 -GDI - GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. .. .. 1.0 20

Industry .. .. .. 2.5
Manufacturing .. ,. .. 13.0 10

Services .. .. .. 16.0

Private consumption 2.5 .. -26.6 1.2 -10 99
General government consumption 4.7 5.3 39.4 1.5
Gross domestic investment 16.7 3.1 1.8 1.2 20
Imports of goods and non-factor services 6.2 -0.1 -5.4 1.0 -Exports - Imports
Gross national product .. .. .. _..

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 60

(% change)
Consumer prices 37.7 25.2 4 

Implicit GDP deflator -2.4 0.2 24.1 29.8

Government finance 20

(% of GOP)
Current revenue 57.3 79.0 90 91 92 93 94 95

Current budget balance 4.1 33.7
Overall surplus/deficit -49.3 -47.1 -GDPdef. - CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) 7 6 8 40 -

Cocoa 6 5 6
Copra . 1 0 0 e
Manufactures . . 0 0

Total imports (cif) .. 24 31 33 20Food .. 7 5>L IU I I I
Fuel and energy 2. ..

Capital goods .. 9 12
Export price index (1987=100) . .. 102 98 F E
Import price index (1987=100) 113 120 9 9 92 93 94 95
Terms of trade (1987=100) . 110 90 82 FlExports mImporis

BALANCE of PAYMENTS
1975 1985 1994 1995 L CurrentaccountbalancetoGDPratIo(%)

(millions US$)
Exports of goods and non-factor services 8 9 12 14 o+3
Imports of goods and non-factor services 12 29 42 43 9 93 94

Resource balance -5 -19 -29 -29 -20

Net factor income 0 -2 -6 0 J0

Net current transfers 0 0 3 3 L
Current account balance, -80

before official transfers -5 -21 -31 -26

Financing items (net) 4 22 29 25
Changes in net reserves 1 -1 2 1 -100

Memo:

Reserves including gold (mill. US$) -- .- 15 16
Conversion rate (local/US$) 25.5 44.6 732.6 1,429.0

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 63 252 269

IBRD 0 0 0 G
IDA 0 47 54 F 23 s

1 ~~~~54
Total debt service 3 3 3

IBRD - 0 0 0 c
IDA .. 0 0 0E

Composition of net resource flows 63
Official grants 8 23 26
Official creditors 7 14 15
Private creditors - 0 0 0
Foreign direct investment 0 0 0
Portfolio equity - 0 0 0 D

World Bank program 127
Commitments 5 24 0 A -IBRD E -Bilateral
Disbursements 0 7 6 B -IDA D -Other multilateral F -Private
Principal repayments 0 0 0 C -IMF G -Short-term
Net flows 0 7 6
Interest payments - 0 0 0
Net transfers 0 7 6

World Bank International Economics Department, September 1996
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Senegal

S enegal is a small semi-arid Sahelian country with they came too late to restore the competitiveness of the
high population growth of about 2.7 percent a economy. Growth prospects remained extremely poor.
year-above the real GDP growth rate of 2.5 The broad objectives of Senegal's adjustment pro-

percent over 1985-95. Predominantly rural and with grams have been to re-establish the conditions for
limited natural resource endowments, Senegal's econ- growth, including a viable balance of payments and
omy is highly vulnerable to climatic vagaries and price public finance position, the promotion of private invest-
fluctuations in international commodity markets, and has ment and competitiveness, and raising efficiency in
long been dependent on external funding. The modemn managing public sector resources. Sectoral reforms cov-
sector, which includes industrial fishing, phosphates, ered agriculture, the banking and financial sectors, and
chemical industries, manufacturing, and tourism, is con- the human resources and the transport sectors. Most of
centrated in Dakar and on the coastal belt. Per capita these adjustment programs suffered setbacks from ex-
GNP in 1995 is estimated at $570. Adult literacy and ogenous shocks and delays in policy implementation
primary enrollment rates in 1993 were 33 percent and and reversals, and could not produce results in terms of
56 percent respectively, 24 percent and 15 percentage accelerated growth because of the lack of external com-
point below the Sub-Saharan African average. Although petitiveness of the economy.
Senegal has shown improvements in life expectancy,
infant and child mortality, these indicators remain below Recent Economic Performance
those for other lower-middle income countries.

Senegal's economy has experienced a serious con- In January 1994 Senegal and the other members of the
traction since the beginning of the 1990s. The inability CFA franc zone devalued the CFAF from 50 to 100 to
of firms to compete resulted in a shrinking tax base and the French franc. Thereafter Senegal committed to a
increasing reliance on exceptional revenue measures, sweeping adjustment strategy aimed at achieving sus-
such as heavy taxation of petroleum imports. This in turn tained economic growth and financial viability over the
had an adverse impact on costs of production and forced medium tern, in the context of increased regional coop-
firms to close or join the informal economy. In 1992 and eration and economic integration. The reform momen-
1993 Senegal's economy deteriorated further as the tum has been maintained since the devaluation of the
difficulties of pursuing an adjustment strategy based on CFAF, and is having a positive impact on the economy.
internal deflationary policies became more acute. The Its 1994 macroeconomic objectives were largely
fiscal deficit and balance of payment positions wors- achieved, although revenue collection fell short of tar-
ened, with the fiscal balance (excluding grants) declin- gets, external budgetary assistance was delayed, and
ing from a 0.2 percent surplus in 1991 to a 3.9 percent external payments arrears accumulated. These arrears
deficit in 1993, and the current account deficit (exclud- were, however, all cleared in 1995.
ing transfers) worsened from 8.3 percent of GDP to 9.3 Real GDP grew by 2 percent in 1994, close to target,
percent. Substantial domestic and external arrears accu- and is estimated to have grown by 4.8 percent in 1995.
mulated and foreign reserves declined sharply. The This growth resulted from a 9.7 percent growth in the
economy was stuck in a low-level equilibrium charac- industrial sector and a 4.7 percent growth in services.
terized by a sustained recession and underutilized capac- However, agricultural sector output was weak (contrib-
ity. To halt a rapidly deteriorating situation, the uting only 1.9 percent of growth) due to poor rainfall.
Senegalese authorities adopted several measures in Au- Consumer price inflation was contained at 32 percent in
gust 1993 to deepen the deflationary policies that had 1994 in the aftermath of the devaluation, significantly
been followed through the past decade, including a 15 less than the 40 percent forecast, and rose by only 8
percent cut in public sector wages. Although these meas- percent between December 1994 and November 1995.
ures contributed to reducing imbalances, the magnitude Improvement in the competitiveness of the economy
of the real exchange rate overvaluation was such that following the depreciation led to significant growth in

451



Senegal

export-oriented and import-substitution sectors, and re- 54.3 percent in 1993, before rising to the current level
sulted in an external account deficit in 1994 of 9.3 of 56 percent, with female enrollment growing faster
percent of GDP, below initial forecasts of 9.8 percent. than male enrollment. Life expectancy increased from
Exports of fish, groundnut products. phosphates, and 45 years in 1980 to 47 in 1990, while infant mortality
tourism services grew substantially over 1994-95. Al- declined from 159 per 1,000 live births to 68 between
though import levels recovered following the devalu- 1975 and 1991. However, on almost all these scores, the
ation, consumption patterns have shifted to locally trend has been at best stagnant in recent years, rather
produced substitutes and have kept import volume than improving. The government aims to improve the
growth to a moderate 4.4 percent, compared to export quality and efficiency of health care delivery at all
volume growth of 9.5 percent. levels, and its 1996-98 public investment program will

give priority to projects that support human resources
Structural Adjustment development and the fight against poverty. Primary

health care has been expanded recently and allocation
While the CFAF devaluation offers Senegal a window of resources for health care has seen a shift from hospi-
of opportunity to break through to sustained growth, it tal-based and urban (45 percent over 1981-85 compared
continues to face major challenges. The critical issue is to an allocation of 34 percent for 1986-95) to health
to maintain the reform momentum created by the de- center-provided services and rural areas. The govern-
valuation. The devaluation has eliminated the need for ment has also promoted programs of public works reha-
the distortionary policies necessitated by the overvalued bi I itation and m icroenterprise development with the aim
exchange rate, and is proving a powerful impetus to of increasing employment.
reform. Long-stalled reforms have been approved, in-
cluding amendment of the labor code, the dismantling Medium-Term Prospects
of monopolies, and the elimination of special agree-
ments with enterprises. The government has adopted a July 1995-June 1998

Significant steps, including a reorganization of the adjustmentprogramwhoseobjectivesaretoachievereal
customs department, a single registration system for GDP growth of at least 4.5 percent from 1995, increase
enterprises, and the reduction of tax exemptions, espe- investment (in current prices) from 13.6 percent of GDP
cially from the VAT, were taken in 1995 to reverse the in 1994 to 16.9 percent in 1996, and achieve primary
poor revenue performance of 1994. Revenue grew by 26 surpluses in the government's budget by reducing the
percent, with customs revenue rising by 30 percent and deficit on a commitmTent basis (excluding grants) from
directtaxcollectionby42percent.Anotherfiscalobjec- 5.7 percent of GDP in 1994 to 2.0 percent in 1996.
tive, prudent spending policy, was broadly maintained Senegal also plans to reduce average inflation to 2 to 3
throughout 1995. Particular emphasis was given to con- percent by 1996 and contain the external current account
taining the wage bill and non-priority expenditures, deficit, excluding official transfers, to 8.0 percent of
while providing adequately for basic health and educa- GDP in 1995 and reduce it to 7.3 percent in 1996.
tion services. Some spending overruns 1995 in transfers These efforts should support a rebound in the key
and subsidies did, however, occur. sectors of the economy, particularly in the export sec-

Monetary policy continues to be administered tors.
through the Central Bank of the West African States. Technical, institutional, and environmental factors
The discount rate rose to 14.5 percent in January 1994, still represent important obstacles for the major export
but declined again to 7.5 percent in 1995. This fall in the and rain-fed food crops, however. The physical con-
discount rate did not have a significant effect on stag- straints to development are not amenable to change in
nating credit demand from the private sector, though a medium-term perspective: improved soil and water
there is evidence of improvement in late 1995-early resource management can affect agricultural produc-
1996. tion only gradually; exploitation of mineral and fish

resources cannot be much expanded. Growth of the

Social Indicators industrial sector will depend to a large extent on the
response by domestic and foreign investors to the in-

Senegal's long-term prospects will not only depend on dustrial incentives and success in reducing costs of
an improved macroeconomic situation and structural production.
reforms, but also on development of its human resources Senegal faces key environmental issues such as soil
base. In education, efforts will continue toward raising degradation, salinization of agricultural land in low-ly-
the primary enrollment ratio and increasing the quality ing coastal areas, and loss of forest cover. It is drafting
and efficiency of higher education. The primary enroll- a national environmental action plan to create a frame-
ment ratio declined from 58 percent in 1989 to about work to address these concerns. Persistent lack of fund-
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ing for maintenance has resulted in serious deficiencies External debt
in transport, irrigation development, and water.

Sustaining the improvement in real per capita income Senegal's outstanding external debt totaled about $3.7
will hinge on the ability of the government to deal billion in 1994, or 64.7 percent of GDP. Debt outstand-
effectively with the difficult problem of rapid popula- ing as a percentage of GDP has naturally increased as a
tion growth. While the government is implementing a result of the devaluation and is projected at 67.6 percent
population policy, demographic growth will remain, at in 1996. Debt service as a share of exports is however
least for the next decade, a major constraint to Senegal's projected to decrease from 19.4 percent in 1994 to 17
development efforts. Senegal's population at the turn of percent in 1996. Senegal continues to contract new debt
the century is projected to be about 10 million people exclusively on concessional terms. Recently Senegal
with some 125,000 expected tojoin the labor force every benefited from a favorable Paris Club rescheduling and
year. obtained extensive debt relief from France.

453



Senegal at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Senegal Africa Income Development dlamond'

Population mid-1995 (millions) 8.5 589 3,188 Life expectancy
GNP per capita 1995 (US$) 570 490 460
GNP 1995 (billions US$) 4.8 289 1,466 T

Average annual growth, 1990-95

Population (%) 2.7 2.8 1.8 GNP Gross
Labor lorce (%) 2.6 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 42 31 29
Life expectancy at birth (years) 50 52 63
Infant mortality (per 1,000 live births) 62 92 58
Child malnutrition (% of children under 5) 20 .. 38 Access to safe water
Access to safe water (% of population) 51 47 75
Illiteracy (% of population age 15+) 67 43 34
Gross primary enrollment (% of school-age population) 56 71 105 -Senegal

Male 67 77 112 -Low-income group
Female 50 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 1.9 2.6 4.0 4.9 Openness of economy
Gross domestic investment/GDP 17.8 10.5 13.6 15.6
Exports of goods and non-factor services/GDP 36.6 33.0 32.9 31.6 7

Gross domestic savings/GDP 12.5 -1.6 7.2 10.4
Gross national savings/GDP 9.1 -7.4 4.4 7.7

Current account balance/GDP -9.4 -18.0 -9.3 -8.0 Savings, Investment
Interest payments/GDP 1.0 2.0 1.4 1.1
Total debt/GDP 18.4 99.4 91.2 79.1
Total debt service/exports 5.8 20.8 14.6
Present value of debt/GDP .. .. 60.0
Present value of debt/exports .. .. 179.2 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Senegal
GDP 2.0 2.5 2.0 4.8
GNP per capita -1.2 -0.7 14.7 23.9 -Low-income group
Exports of goods and non-factor services 2.9 1.8 4.3 -9.1

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

Agriculture 30.2 20.8 21.8 21.0 20

Industry 22.8 17.2 18.6 19.5 10.
Manufacturing 18.4 11.7 12.3 12.9

Services 47.0 62.0 59.6 59.6 0
90 91 9 94 95

Private consumption 72.2 84.9 80.4 78.5 .10

General government consumption 15.2 16.8 12.4 11.2
Imports of goods and non-factor services 41.8 45.2 39.3 36.9 -GOt - GDP

1975-84 1985-95 1994 1995 ___
(average annual growth) Growth rates of exports and imports (%)
Agriculture -1.5 0.1 11.5 0.9 20 T
Industry 2.4 3.5 1.8 9.7 l 

Manufacturing 2.7 2.8 0.6 9.6 10
Services 3.4 2.1 -1.1 4.7

Private consumption 3.0 2.0 1.5 2.3 0 91

General government consumption 5.7 -0.5 -11.8 -5.4
Gross domestic investment -4.8 3.8 5.6 20.0 .10 -
Imports of goods and non-factor services 3.8 1.6 -8.1 6.2 -Exports -6,-Imports
Gross national product 1.6 2.2 1.1 ..

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 3 3
Consumer prices 31.7 13.0 32.1 8.0 3t
Implicit GDP deflator 11.5 9.1 33.2 7.6 20

Government finance 10
(% of GDP)
Current revenue .. 17.6 14.0 15.1 ro 91 92 93 94 95
Current budget balance .. -1.3 2.8 4.6 -10
Overall surplus/deficit . -4.0 -1.8 -0.2 -GDPdet. - C

TRADE
1 975 1985 1994 1995 Export snd Import levels (mill. USS)

(millions US$)I
Total exports (fob) .. 515 825 969 1.500

Fish . 113 225 275
Fuel .. 51 15 18
Manufactures .1,oo

Total imports (cif) .. 796 1,066 1,217
Food .. 163 268 33 0
Fuel and energy 274 438 504
Capital goods

Export price index (1987=100) .. IF .. ..
Import price index (19874100) .. .. .. . 9 91 92 93 94 95

Terms of trade (1987=100) .. .. .. .. E Exports M Imports

BALANCE of PAYMENTS

(millions UIS$) 1975 1965 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 688 851 1,326 1,540 + _ fss I8 9 90 Di 9 3 4 9
Imports of goods and non-factor services 782 1,165 1,585 1,797
Resource balance -94 -314 -259 -258 2

Net factor income -76 -127 -140 -152 -4
Net current transfers -9 -22 24 23

Current account balance, -6
before official transfers -179 -463 -375 -387

Financing items (net) 175 361 624 472 8
Changes in net reserves 5 103 -250 -85

Memo:
Reserves including gold (mill. US$) 31 15 23
Conversion rate (local/US$) 214.3 449.3 555.2 499.1

EXTERNAL DEBT and RESOURCE FLOWS

(millionsUS$) 1975 1985 1994 | Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 349 2,563 3,678 3,853 G A

IBRD 10 89 44 35 F 247 35
IDA 43 232 1,004 1,126 144

Total debt service 42 190 197 205 1B26
IBRD 1 10 15 16 12\
IDA 0 4 13 14

Composition of net resource flows
Official grants 44 96 476 495 E
Official creditors 39 130 45 144 1307
Private creditors 19 -5 -9 -8 c
Foreign direct investment 23 -16 0 1 268
Portfolio equity 0 0 0 0 D

World Bank program 726
Commitments 31 25 80 216 A -IBRO E -Bilateral
Disbursements 19 33 54 107 B -IDA D -Other multilateral F Private
Prncipal repayments 0 6 16 18 C -IMF G -Shon-term
Net flows 19 27 38 89
Interest payments 1 8 12 12
Net transfers 18 19 26 77

Wotid Bank International Economics Department, September 1996
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Seychelles

S eychelles is an archipelago of some 115 islands ment and important amounts of external savings. Most
in the western Indian Ocean, with a land area of of the economy-with the exception of the banking
445 square kilometers and an exclusive economic sector-is publicly owned and managed, including the

zone of about 1.3 million square kilometers. An essen- most modern part of the key tourism sector. The public
tial feature of the islands is their unique ecology, pristine sector employs two-thirds ofthe labor force; the govern-
environment and touristic attraction. Among them is ment's budget is about half of GDP; and government
Aldabra, one of the last refuges ofthe giant land tortoise. consumption is about 37 percent of GDP. The wage
Seychelles' population of about 70,000 is concentrated structure is dominated by public sector wages. which
on the main island of Mahe and two others nearby and promote even income distribution rather than incentives
is growing at about 0.9 percent a year. The minuscule and efficiency. Over 1975-93, yearly net official devel-
size of the economy and its reliance on external markets opment assistance transfers averaged about $200 per
(foreign trade averaged 156 percent of GDP over the last capita.
five years) render it particularly vulnerable to external Between the mid-1970s and 1990, Seychelles' econ-
economic conditions. Seychelles has experienced rapid omy expanded 6.3 percent on average, driven by tourism
and reasonably equitable economic growth. GNP per cap- and relatively abundant external financing, albeit with
ita has risen from $870 in 1976 to about $6,410 in 1995. some pauses reflecting external shocks. In 1991 the

Seychelles became independent in 1976 under a coa- economy entered another cycle of a setback caused by
lition government. In 1977 a coup d'etat established a an external shock, followed by financial difficulties
one-party socialist state. In 1992 the government initi- brought on by increased public spending. The country's
ated a transition to multi-party rule. A new constitution performance slipped in 1991 when tourist arrivals fell in
was adopted in April 1993, and elections were held three reaction to fears of safety during and immediately after
months later. the Gulf war. Tourist arrivals and expenditure fell by 13

Seychelles' main economic activities are tourism and percent and 19 percent, respectively, and real GDP
fishing, agriculture and small-scale manufacturing. In- growth fell to 2.2 percent. In 1992, although arrivals and
dustry and agriculture have been severely constrained expenditure increased by 9.4 percent and 14 percent
by limited land, water, and skilled labor, and the small respectively over 1991 levels, they remained below the
domestic market and remoteness of the islands. With the results of 1990. The slow rebound of the critical tourism
development of tourism since the early 1970s and of port sector reflects, in part, insufficient effort to rehabilitate
services for foreign tuna fishing fleets since the early and upgrade hotel infrastructure and diversify tourist
I 980s, the role of agriculture declined further. The coun- services, the vulnerability of the tourism industry to
try's tropical climate and unique environment attract economic conditions in industrialized countries, notably
mid- and up-scale tourists. In 1994 visitors numbered Western Europe, and the declining competitiveness of
110,000, compared with 37.000 in 1976, an average the exchange rate.
growth rate of 6.3 percent, and generated some 13 per- During fiscal 1993 increased public expenditures
cent of GDP, 70 percent of exports of goods and serv- covered up the negative growth impact of the decline in
ices, and 19 percent of formal employment. Fishing, tourism earnings while inducing public finance and bal-
source of the second most important export, lagged far ance of payments difficulties. Real GDP growth aver-
behind,accountingforonly I percentofGDPandabout aged 6.2 percent over the two years, driven by
6 percent of the exports of goods and services. exceptional expenditures linked to the democratization

process and infrastructure for the Indian Ocean Games.

Recent Economic and Social Developments However, 1994 and 1995 saw reduced public investment
compared to previous years, which when coupled with

Until recently, Seychelles' development relied on eco- lower tourism receipts and weak agricultural produc-
nomic policies emphasizing public sector-led develop- tion, resulted in a contraction of the economvy GDP
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growth was -1.6 percent in 1994 and -1.8 percent in 6 to 14 are in school; there are 6.2 hospital beds per
1995. government efforts to impose fiscal discipline in 1,000 inhabitants and one physician for 1,403 people;
1994 and 1995 resulted in expenditure reductions of 7.6 99 percent of the population has access to basic health
percent of GDP over the two years, while concurrent care: life expectancy at birth is almost 71 years; infant
policies to stimulate private investment, through lower mortality is 17 per 1,000, almost all children under I
taxes and provisions in the Investment Promotion Act year of age are immunized against the most common
of 1994 resulted in revenue declines of 4.5 percent of childhood diseases; the entire urban population and 95
GDP over the same period. percent of the rural population have access to safe water,

The resulting government deficits for 1994 and 1995 and subsidized housing has been made available to
were 4.4 and 4.3 percent of GDP respectively, lower in low-income and large families. The social expenditure
magnitude that the 1990-93 average of 4.7 percent of programs are inefficient: thev include transfers that leak
GDP. However, exclusion of revenues from sale of state outside target groups and also create a disincentive to
assets in 1995 reveals a deficit of 8.6 percent of GDP. work. Reforms are necessary, not least because the recur-
Financing has been drawn in part from commercial rent difficulties show that the public sector has overex-
banking sources (at below-market interest rates) and in tended itself and its expenditures are not sustainable.
part from the central bank, especially in 1995 when Seychelles has legislated and practiced gender equal-
government began repaying some of the domestic debt ity. Women enjoy equal access to education and jobs,
owed to commercial banks. Total credit to government including management positions and official appoin,-
has contributed to monetary growth ofapproximately 14 ments. In 1990. women represented 43 percent of the
percent in 1994 and in 1995. However inflation was held active labor force.
at 0.2 percent in 1995 owing to administered prices.

Despite lower imports in 1994 and 1995 owing to
contraction of economic activity, the external sector Development Objectives
experienced a current account deficit of 5.5 percent of The government's objectives are to improve the quality
GDP in 1994 and 4.8 percent of GDP in 1995, primarily of life of all Seychellois and achieve environmentally
on account of reduced tourism receipts in both years. sustainable development. The three pillars of govern-
Lower official receipts are attributed to lower spending ment's development strategy are expansion of tourism
patterns by visitors and also foreign exchange leakages activities to increase arrivals from the current 110,000
to a flourishing parallel market which offers local cur- yearly to 250,000 by the year 2000, by tapping into the
rency at a 20 to 25 percent discount. mid-income segment of the tourist market while still

In 1995 the overall balanceofpaymentswas in deficit keeping the Seychelles as an upscale destination, ex-
(about 2.6 percent of GDP). External payments were panding agriculture, fishing and tuna cannery activities,
financed by drawings on foreign exchange reserves and developing Seychelles into an international trade
(down to 7.5 weeks of imports at end 1995) and accu- center, with offshore business and financial activities.
niulation of external commercial arrears, amounting to To meet those objectives, authorities are aiming to alle-
$55 million at end-1995. To try and bring the external viate foreign exchange pressures through exchange con-
imbalance under control, authorities have taken several trols and to increase domestic investment through fiscal
short-term measures, including increasing the commer- incentives. In addition. to attract foreign investors,
cial bank foreign exchange surrender requirement to 19 authorities are establishing the legal framework to cre-
percent from 1 5 percent, reintroducing inport licenses ate the international trade center: the International Busi-
in 1995, and continued use of the foreign exchange ness Companies Act, the lnterinational Trust Act, and the
pipeline, disaggregated to seven categories in 1995 to Seychelles International Trade Zone Act define that
prioritize allocations-with a reported average of 48 framework. Concurrently, the International Develop-
weeks of waiting. ment Advisory Services and the Seychelles Interna-

tional Business Authority were established to promote

Social Indicators the new initiatives. The Economic Development Act is
also designed to attract foreign capital, albeit with inter-

Economic growth has been accompanied by significant national controversy over the immunities from world-
progress in social conditions. Seychelles has low unem- wide prosecution afforded wealthy investors. To further
ployment and actually faces a shortage of skilled labor. attract investors and support anticipated economic ac-
Social indicators are comparable to those of higher tivity, authorities have begun infrastructure invest-
income countries. The government has sought to mini- rnents: land reclamation for the International Trade
mize income disparities and provide equal access to Zone arid rehabilitation of the Mahe airport are priori-
education, health and housing: 75 pcrcent ofthe children ties.
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Environment manufacturing, and regional trans-shipment and off-
shore services. The tourism marketing strategy is likely

The preservation of the environment and effective use to remain aimed primarily at mid- and upscale tourists
of human resources are Seychelles' main challenges for willing and able to pay above-average airfares and land-
sustainable development. The government is firmly ing fees. So far, Seychelles has been successful in at-
committed to protecting the environment, and prepared tracting such tourists, although the country's
in 1990 a 10-year Environmental Management Plan of competitiveness is being compromised by decaying in-
Seychelles that received broad donor support. In 1992 it frastructure and aging hotels.
began preparing a program for human resource develop- Provisional 1995 fiscal results-a deficit of 4.3
ment, which was presented to donors for financial sup- percent of GDP, or 8.6 percent of GDP excluding
port in June 1994. revenues from state assets-show that the govern-

Seychelles supports greater regional cooperation in ment has not begun to live up to the broad targets of
the area of environment-marine pollution in particu- the medium-term plan in which fiscal adjustment is a
lar-and education, through the Indian Ocean Commis- key element. The authorities announced their determi-
sion. nation to pursue rigorous fiscal policies over 1996-

2000, limiting the overall deficit to a maximum of 3

Medium-Term Prospects percent of GDP, and financing it in a non-inflationary
way, thus keeping inflation below 5 percent, but re-

Seychelles must overcome structural problems to bring fuse to link this with fundamental adjustment in the
internal and external balance to the economy. Although external sector.
the government has formulated a medium-term macroe- Together with prudent credit policies, this would
conomic framework, it is reluctant to take far-reaching keep aggregate demand broadly in line with resource
measures to bring about the necessary changes. availabilities, with an average current account deficit

In the foreseeable future, Seychelles' economy will (before official transfers) of the order of 5 to 6 percent
remain dependent on tourism, despite efforts to diver- of GDP, and a debt service ratio to exports of goods and
sify into fishing, fish processing, agriculture, light services below 10 percent.
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Seychelles at a glance
Sub- Upper-

POVERTY and SOCIAL Saharan middle-
Seychelles Africa income Development diamond*

Population mid-1995 (millions) 0.08 589 440 Life expectancy
GNP per capita 1995 (US$) 6,410 490 4,300
GNP 1995 (billions US$) 0.49 289 1,892

Average annual growth, 1990-95

Population (%) 2.2 2.8 1.7 GNP Gross
Labor force (%) .. 2.8 2.1 Npe Grossper , q - ,primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) .. ..
Urban population (% of total population) 65 31 74
Life expectancy at birth (years) 72 52 69
Infant mortality (per 1,000 live births) 15 92 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) 97 47 89
Illiteracy (% of population age 15+) 21 43 13
Gross primary enrollment (% of school-age population) 96 71 107 -Seychelles

Male .. 77 . Upper-middle-income group
Female .. 64

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 FEonomic ratios

GDP (millions US$) 47.8 168.9 487.5 494.2 Openness of economy
Gross domestic investment/GDP .. 22.7 26.0
Exports of goods and non-factor services/GDP .. 68.9 60.7
Gross domestic savings/GDP .. 27.9 18.2
Gross national savings/GDP .. 24.4 16.6

Current account balance/GDP -18.6 1.5 -5.1 -5.3 Savings Investment
Interest payments/GDP -. 1.4 1.0 1.4
Total debt/GDP .. 58.0 34.9 35.6
Total debt service/exports .. 7.9 6.2
Present value of debt/GDP .. .. 27.9
Present value of debtexports .. .. 46.7 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Seychelles
GDP 3.0 5.4 -1.6 -1.8
GNP per capita 2.1 4.8 -0.9 - Upper-middle-income group
Exports of goods and non-factor services .. 10.2 -2.8 .

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)

Agriculture 5.8 3.6 40
Industry 18.4 15.0 .. 20

Manufacturing .. 9.7 .. ..

Services .. 75.9 81.4 -20 9092 93 94 

Private consumption .. 37.5 44.5 .40
General government consumption .. 34.6 37.4
Imports of goods and non-factor services .. 63.8 68.5 -GDI - GDP

1975-84 1985-95 1994 1995_
(average annual growth) Growth rates of exports and imports (%)
Agriculture -2.3 0.0 -48 .. 40

Industry 15.3 4.4 -13.2
Manufacturing 6.2 7.0 20

Services 1.4 6.0 3.2
90 Si 3 9 95

Prtvate consumption .. 4.6 -49.7 .. -20 -

General govemment consumption .. 8.2 -1.9
Gross domestic investment .. 5.2 24.3 40

Imports of goods and non-factor services .. 11.3 -26.3 -Exports - -ipors
Gross national product 3.2 5.9 0.5 ..

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices |l
(% change) .
Consumer prices 18.6 0.8 1.8 0.2
Implicit GDP deflator 13.5 2.3 3.6 3.5 5

Gave rnment finance 0 
(% of GDP) 95o 92 93 94 9s
Current revenue .. 44.2 45.1 40.6
Current budget balance .. 0.2 4.1 2.2
Overall surplus/deficit .. -11.9 -4.4 -4.3 -GDPdef. ^-CPI

TRADE

(millions UJS$) 1975 1985 1994 1995 Export and import levels (mill. USS)

Total exports (fob) .. 5 26 250 -
Copra .. 1 .

Fish .. 1 200.
Manufactures .. .. .. .

Total imports (cif) .. 100 228 
Food . 1 7 .. .. 13

Fuel and energy . ° 26 .. ; Ii I
Capifal goods 25 2o

Export price index (1987=100) .. 64 ..
Import price index (1987=100) .. 96 ag 90 91 92 93 94 95

Terms of trade (1987=100) .. 67 [I Exports IM Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)
Exports of goods and non-factor services 33 116 272 297 0 -_ -
Imports of goods and non-factor services 39 108 283 308 90 93 94 9l

Resource balance -6 9 -11 -11

Net iactor income -3 -6 -7 -7 -s
Net current transfers 0 0 -7 -8

Current account balance, .1.
before official transfers -9 3 -25 -26 -10

Financing items (net) 10 -3 19 24
Changes in net reserves -1 0 6 2

Memo:

Reserves including gold (mill. US$) 6 9 30 29
Conversion rate (local/US$) 6.0 7.1 5.2 5.2

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 1
(millions US$) | Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. 98 170 176

IBRD .. 2 5 5 G
IDA 0 0 0 23

Total debt service .. 9 18 23
IBRD .. 0 1 1 F
IDA 0 0 0 20 D

Composition of net resource flows 64
Official grants 5 13 7 10
Official creditors .. 10 2 6
Private creditors .. 5 -2 -3
Foreign direct investment .. 12 24 22
Portfolio equity .. 0 0 0 E

World Bank program 64
Commitments .. 6 0 0 A -IBRO E -Bilateral
Disbursements .. 2 1 1 B -IDA D -Other multilateral F -Private
Pnncipal repayments .. 0 1 1 C - IMF G -Short-term
Net flows .. 2 0 0
Interest payments .. 0 0 0
Net transfers .. 2 0 0

World Bank International Economics Department, September 1996
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S ierra Leone is endowed with substantial mineral over 1975-80, mainly because of falling incomes from
wealth, a varied agricultural resource base with the mining sector. During the 1980s the economic situ-
good potential for raising yields, and rich fisher- ation continued to deteriorate. Budgetary revenues fell

ies. Agriculture employs most of the population in low sharply, from 16 percent of GDP in fiscal 1981 to only 5
productivity labor-intensive farming. Rice, the staple percent in fiscal 1986, as reductions in imports and
food, is grown by more than 80 percent of farmers but official diamond sales reduced the tax base and increas-
has been imported in large quantities since the late ing indiscipline in public sector management eroded
1970s. Coffee and cocoa are the traditional agricultural collection efficiency. Major cuts in capital expenditures
exports. The mining sectorcomprises a capital-intensive followed. Investments in new social and physical infra-
enclave and substantial small-scale alluvial operations. structure and maintenance virtually ceased, causing rapid
It accounts for nearly 20 percent of GDP and is the most decay in existing facilities. Meanwhile, inflation accel-
important source of foreign exchange earnings. Services erated, peaking at close to 170 percent in fiscal 1987.
account for about 30 percent of GDP. Economic mismanagement in the 1970s and 1980s

created widespread poverty in Sierra Leone. To address

Social Indicators this problem, the government embarked in late 1989 on
an economic recovery program that sought to address

Sierra Leone's population of 4.5 million is growing at the poverty problems by restoring economic growth and
2.4 percent a year. Per capita income in 1994 was $1 50. basic social services. The program, which is based on
Over two-thirds of the population live in absolute pov- strict fiscal discipline combined with structural reform,
erty. Rural life is at a subsistence level. Infant mortality has taken place under very difficult conditions. Attacks
of 163 per 1,000 live births is one of the highest in the by rebel forces since 1991 have caused widespread
world, while other key indicators such as life expectancy economic disruption and displaced nearly 2 million Si-
at birth of 40 years and primary school enrollment are erra Leoneans according to UN estimates. In addition,
among the lowest. The adult illiteracy rate is estimated the country has had to absorb a large number of Liberian
at 70 percent for males and 90 percent for females. The refugees. As a result, despite impressive gains in stabi-
quality of Sierra Leone's civil service has declined over lizing the economy, the pace of economic activity has
the past decade in part because of a lack of incentives remained sluggish. Real GDP, after growing by about
for qualified staff at the senior level. 3.5 percent in 1994 mainly as a result of good harvests

Sierra Leone's economic infrastructure deteriorated and reviving trading activities, declined by an estimated
rapidly during the 1980s. Rural feeder roads are in a state 10 percent in 1995. GDP growth for 1996 is estimated
of collapse; trunk roads are in poor condition. A severely at about 6 percent.
deteriorated electric power generation system, forcing As a result ofrebel attacks, rutile and bauxite exports,
households and firms to operate private power generators, Sierra Leone's two main official foreign exchange
has affected economic activity. Only about 30 percent of sources. ceased in early 1995. At the same time, dia-
the rural population has access to safe drinking water. mond exports have also declined. Coffee and cocoa

exports have also not recovered from the attacks at the
Economic Performance beginning of the rebel war in 1991. Imports of essential

items such as rice and petroleum were lower than normal
During the first decade after independence in 1961 the and imports of military equipment were high. As a
economy grew at nearly 4 percent a year. The fiscal and result, the current account deficit (excluding official
foreign exchange position was healthy: inflation was transfers) increased from 16 percent in 1993 to 18 per-
low. The first oil shock notwithstanding, economic cent in 1994 and to 21.5 percent in 1995. After improv-
growth averaged over 3 percent in the first half of the ing markedly over 1992-94, the foreign exchange
1970s. GDP growth slowed to about I percent a year situation seriously deteriorated in 1995. The exchange
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rate depreciated from about Le650 per dollar in June rates on imported goods were rationalized in 1992 and
1995 to over Lel,000 in December 1995. Since then the 1993 to establish a more development-conducive and
exchange rate has stabilized at around Le900 as a result administratively simpler structure and enhance compli-
of improvement in the availability of foreign exchange. ance by importers. T'he 1983 investment code has been

repealed, and the incentive framework incorporated in
the tax and customs laws. The Sierra Leone Export

Rerent SeuiyadPltiaDevelopment and Investnent Corporation was estab-
The past ten months have witmessedadramatic improve- lished in January 1994 to promote exports and invest-
ment in the security situation. The Sierra Leone Army. ment across all sectors. In that context an export
assisted by foreign forces, has inflicted heavy losses on processing zone has been established starting with the
the rebel forces. The government is now in control of textile industry. The government has also simplified its
the key economic and strategic areas and the rebel export regulatory procedures.
leader is engaged in peace talks directly with the repre- Strict fiscal discipline remains the key to success in
sentatives of the new government. An agreement for a stabilizing the economy. As a result of the government's
"continued cessation of hostilities" with a view to cre- efforts to improve fiscal management, total revenues
ating a climate of confidence conducive to the conclu- rose from 9.2 percent of GDP in fiscal 1989 to 14 percent
sion of a peace accord was signed on April 26, 1966. in fiscal 1994. The overall budget deficit was reduced

After nearly 30 years, Sierra Leone held democratic from 9 percent of GDP in fiscal 1989 to 6.3 percent of
multi-party parliamentary and presidential elections in GDP in fiscal 1994. However, the escalation of rebel
February ald March 1996. The voter turnout was heavy activities signiflcantly affected the revenue base and
(60 percent) despite the rebel activities, displacement of caused large revenue shortfalls in fiscal 1995, in particu-
about 2 million, and harassilment by some soldiers. The lar in the collection of petroleum taxes and custom
group of international observers in the country declared duties. In addition, emergency defense expenditures in-
the elections free and fair, despite trying circumstances. creased sharply as the government intensified its cam-
The new government is preparing a Resettlement, Re- paign against the rebels. As a consequence, the
construction and Rehabilitation Program through a par- government budget deficit for fiscal 1995 widened to
ticipatory process involving line ministries, local 7.3 percent of GDP. compared with a program target of
communities, and NGOs. with the support of interna- 5.2 percent. The overall budget deficit will be reduced
tional organizations. The government plans to address to 7.0 percent of GDP in 1996 and further to less than 4
the emergency and development needs of the country percent of GDP by 1998.
through repatriation and resettlement of the displaced Since the beginning of the reform program, monetary
and refugees, demobilization and reintegration of ex- policy has been directed toward reducing monev supplv
combatants and restoration of basic infrastrticture in the growth to levels consistent withi the government's infla-
affected communities, and rehabilitation and recon- tion objectives, and ensuring that sufficient bank credit
struction of physical and social infrastructure. is made available to fuel the recovery of private sector

activity. The deceleration in the rate of growth of broad
smoney, mainly as a result of improved governmentStructural Adjustment Prograrm
Fiscal operations, contributed to the slowdown in infla-

Despite many difficulties caused by the security situ- tion-from 115 percent in 1991 to less than 20 percent
ation, the government has made satisfactory progress in in fiscal 1994. Flowever. inflation (on an annual basis)
its structural adjustment program. The program is being r ose to 34 percent in October 1995 as a result of a sharp
supported by the World Bank and IMF, the European depreciation of the exchange rate and ajump in the price
Union, the African Development Bank, and the United of imported rice and wheat, adding to the hardship of
Kingdom. people already affected by shortages in domestic food

In 1990 Sierra Leone liberalized its exchange control production. Lending rates were decontrolled effective
regime, removed all quantitative restrictions on imports, April 1990. The recent upward trend in nominal interest
and adopted a flexible, market-determined exchange rates-from 8 percent in June 1994 to over 30 percent
system. Foreign exchange bureaus have been estab- in June 1996 on treasury bills-is expected to continue
lished. The operation of the exchange market has int- as the central bank turther steps up the scale ot' its open
proved substantially and the private sector is now market operations; positive real interest rates will help
handling a larger portion of total foreign transactions. mobilize domestic savings and discourage capital flight.

Trade reform has focused on removing import and The Bank of Sierra Leone exercises monetary control
export licensing requirements (except for gold and dia- through open market operations conducted in the form
monds) and all quantitative restrictionis on imports. and ot' weekly auctionis of treasur. bills, and it has taken
abolishing public enterprise trading monopolies. Duty several steps to enhance the effectiveness of monetary
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policy. The auction system was expanded to include sectoral environment conducive to sustained private
one-year government bonds in March 1995, while a sector-led growth and poverty reduction. It is committed
clearing facility for official debt supervised by the cen- to the policies needed to achieve these objectives. But
tral bank has been established to foster the development while the commitment is there, the capacity to develop
of a secondary interbank money market. Following a and implement well defined development strategies re-
comprehensive management audit of the Bank of Sierra mains extremely limited. The broadening and deepening
Leone, the government initiated in early 1994 an insti- of the reform process has been complicated by the un-
tutional development program ained at strengthening settled security situation.
the central bank's role in promoting monetary stability Poverty alleviation is at the center of the govern-
and a sound financial structure. Following diagnostic menit's development program. To this end, the govern-
studies of commercial banks aimed at improving the ment has initiated preparation of a national strategy for
operating efficiency of the banking sector, the banks poverty reduction to be reviewed with donors in a mul-
have taken steps to restructure themselves and have tilateral forum. This strategy will be sharpened as results
improved their capital adequacy ratios, althoughi loan of ongoing studies aimed at documenting the extent and
recovery performance remains weak. As a result, bank- causes of poverty become available. A participatory
nig spreads remain comparatively high. standing at approach is being followed and the strategy will be

around 24 percent at end-June 1996. debated nationally. In addition to promoting broad-
The government is continuing its program to improve based, labor-intensive economic growth coupled with

civil service efficiency and strengthen its capacity to low inflation, the strategy focuses on improving so-
provide essential public services. The number of public cial services, in particular, primary health and educa-
sector employees (excluding military and police person- tion, and special programs to protect more vulnerable
nel) was reduced by over 37,000. or about 50 percent, groups.
between mid- 199 1 and September 1995, mainly through l1imited access to health facilities, especially for rural
the removal of ghost workers from the payroll and the women is being addressed through the Primary Health
retrenchment of redundant daily wvorkers. A functional Care Program and the national health policy. The gov-
review and stafting needs assessment of major govern- ernnent, women's groups and non-governmental or-
ment departments has been completed and this has pro- ganizations are also active in disseminating family
vided a basis for restructuring the Departments of planning education and conducting awareness pro-
Works, Finance, Health, Education and Agriculture. grams. The government has established an autonomous
Reform of the salary and grading system to enhance the Social Action and Poverty Alleviation Unit and Program
capacity of civil service to attract, retain and motivate as a focal point for promoting poverty reduction activi-
key professional and managerial staff is expected to be ties. This program has financed a series of small projects
concluded in 1996. to benefit the poor and vulnerable and the government

All public enterprises are now subject to taxes and is committed to improving the program's performance
duties and are allowed to adjust their tariffs."prices in line and transparency.
with costs. The government's policy for reforming the To improve the standard of living of the population,
sector calls for the privatization of those enterprises-or the government has adopted a human development strat-
their functions-that can be managed more efficiently egy to address basic needs, while taking into account
by the private sector, releasing scarce public resources resource constraints. With support from donors, the
for essential services. Significant progress has been government is focusing its health policy on making
made in this area since the beginning of the reform low-cost preventive and basic curative health care avail-
program. The pace of reform has, however, slowed able throughout the country. Education policy is cen-
considerably, due to administrative and technical hur- tered on providing nine years of basic education
dles compounded by difficulties in disposing of assets combined with a shift to the 6-3-3-4 education system.
at 'fair" prices due to the security problems and associ- There hias been a marked deterioration in the quality and
ated business uncertainty. In particular. significant de- coverage of primary education in recent years.
lays were encountered in the privatization of the The government's strategy to strengthen its institu-
National Petroleum Company and two hotels. However. tional capacity focuses on providing basic services,
proceedings have now resumed and privatization of while tranisferring the responisibility for otier services to
tihese assets is expected to be completed shortly. the private sector where the capacity exists, and

strengthening service delivery in agencies and institu-
Development Issues tions that will remaini in the public domain. In line with

this strategy, the government set up the Sierra Leone
The government's broad development objectives are to Road Authority as a semi-autonomous body funded by
stabilize the economy and create a macroeconom ic and a fee levied on the sale of gasoline and diesel. The
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authority is managing the road maintenance program Environment
despite security problems.

Development of Sierra Leone's fisheries, an abun- Environmental and resource management in Sierra
dant natural resource that has the potential of gainfully Leone is hampered by weak regulatory and enforcement
employing a significant number of people, has been capacity and a lack of satisfactory environmental data.
hampered by the lack of a clear legal and regulatory Land degradation from mining (both large scale and
framework. The Fisheries Act and the associated regu- alluvial) and agricultural malpractice is a major problem
lations, which were revised in September 1994 provide in the mining and rural areas. To address these problems
the basis for a durable fisheries management regime. on a sustainable basis, the government has prepared a
Given the importance of fish as a source of protein in national environment action plan and has drafted an
Sierra Leone, special protection is provided for alluvial environmental protection act. Formal adoption of the
fishing. The government is seeking the support of do- plan and passage of the act are expected in 1996 follow-
nors to secure funds for the surveillance function, which ing consultations with concerned stakeholders.
could also help it secure a fisheries agreement with the
European Union. External Debt

Mining has a critical role in the long-term economic
development of Sierra Leone. Developments on the Sierra Leone's long-term external debt is estimated at
security front have badly affected mining performance, about $837 million at end-1995. The Paris Club in
which accounts for well over three-quarters of official November 1992 and in June 1994 offered Sierra Leone
exports. Recovery in this sector is a prerequisite for "Enhanced Toronto" terms, thereby lowering Sierra
restoring fiscal revenue and, therefore, the govern- Leone's debt service burden. Further debt relief on
ment's ability to promote country-wide development Naples terms was provided by the Paris Club in March
and poverty reduction. A revised mining act, introduced 1996. As a result of this and a moratorium on external
in early 1994, provides the framework for mining in- borrowing on commercial terms and the successful con-
vestment, taxation, profit repatriation, and the environ- clusion in July 1995 of a commercial debt buy-back
mental treatment of mining activities in a manner that operation, the scheduled debt service was $88 million
guards against land degradation, ensures sound mining or about 83 percent of exports of goods and services.
practices, and avoids distortive fiscal and incentive sys- The debt service ratio would have been much lower if
tems. A combination ofa conducive legal and regulatory the intensification of the rebel hostilities had not dis-
framework and continued improvements in the security rupted exports, especially of rutile and diamonds. This
situation will help rebuild business confidence in the ratio is projected to decline significantly by 1998.
alluvial diamond mining and facilitate the gradual return
of export proceeds to normal channels.
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Sierra Leone at a glance
Sub-

POVERTY and SOCIAL Sierra Saharan Low-
Leone Africa Income Development diamond*

Population mid-1995 (millions) 4.5 589 3,188 Life expectancy
GNP per capita 1995 (US$) 170 490 460
GNP 1995 (billions US$) 0.8 289 1,466

Average annual growth, 1990-95

Population (%) 2.4 2.8 1.8 GNP Gross
Labor force (9%.) 2.3 2.8 1.9 pGer Gprimary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 75
Urban population (% of total population) 36 31 29
Life expectancy at birth (years) 40 52 63
Lnfant mortality (per 1,000vebirths) 162 92 58
Child malnutrition (% of children under 5) 23 .. 38 Access to safe water
Access to safe water (% of population) .. 47 75
Illiteracy (% of population age 15+) 79 43 34
Gross primary enrollment (% of school-age population) 51 71 105 -Sierra Leone

Male 60 77 112 -Low-income group
Female 42 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 F Economic ratlos^

GDP (millions US$) 703.2 1,202.7 883.8 823.9 Openness of economy
Gross domestic investment/GDP 12.5 10.2 8.3 5.7
Exports of goods and non-factor services/GDP 23.4 15.0 18.8 12.7
Gross domestic savings/GDP 4.2 7.9 2.9 -9.0
Gross national savings/GDP 2.8 4.1 -10.1 -15.8

Current account balance/GDP -10.7 -6.1 -18.3 -21.5 Savings Investment
Interest payments/GDP 0.6 0.2 1.4 1.6
Total debt/GDP 22.6 60.1 157.5 138.7
Total debt service/exports 10.3 13.7 100.7 36.6
Present value of debt/GDP .. .. 116.1
Present value of debtlexports . .. 707.6 . Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Sierra Leone
GDP 2.3 -2.0 3.5 -10.0
GNP per capita 0.2 -1.7 -0.9 -7.9 Low-income group
Exports of goods and non-factor services -12.9 5.4 -20.1 -37.1

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) o
Agriculture 37.0 48.0 40.0 42.0 .
Industry 21.9 18.0 27.5 27.0 40

Manufacturing 5.7 3.5 6.0 6.0
Services 41.1 34.0 32.5 31.0

Prvate consumption 85.8 81.8 85.9 95.7 -40
General govemment consumption 10.0 10.3 11.2 13.3
Imports of goods and non-factor services 31.7 17.3 24.1 27.4 -GOI -- GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
Agriculture 5.8 4.3 12.6 -6.1 60

Industry -2.9 5.6 -2.1 -19.5
Manufacturing -0.5 4.6 4.2 -9.9 30

Services 2.9 -2.6 -2.4 -8.4 o

Private consumption 1.5 2.8 7.5 -0.4 -30 -,
General govemment consumption 1.4 7.6 11.8 10.4
Gross domestic investment 6.1 -6.6 -23.2 -36.7 -0

Imports of goods and non-factor services -11.8 10.6 -5.2 3.7 -Exports - Imports
Gross national product 2.0 0.5 1.5 -5.5 1

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change)
Consumer prices 19.9 76.6 22.3 34.5 1:
Implicit GDP deflator 7.7 89.2 14.5 33.4 

Government finance al
(% of GDP)
Current revenue .. 5.8 13.9 11.1
Current budget balance .. -8.6 -1.7 -37 so 91 92 93 94 95

Overall surplus/deficit .. -11.3 -6.2 -7.3 -GDP del. - CPI

TRADE
1975 1985 1994 1995 |Export and import levela (mill. US$)

(millions US$) l

Total exports (fob) .. 127 118 42 290T

Diamonds . 28 30 22 5
Kimberlite .. 27 55 0 5

Manufactures .

Total imports (cif) .. 150" 149" 1 3'7 100

Food .. 52 52 74
Fuel and energy .. 23 29 24 I
Capital goods .. 3 5

Export price index (1987=100) . 114 105 1127 J |L
Import price index (1987=100) . 129 102 107 89 so 91 92 93 94 95

Terms of trade (1987=100) . 89 104 119 |cExports Stimports

BALANCE of PAYMENTS

1975 1985 1994 1995 Current account balance to GDP ratio (%)
(millions US$) L

Exports of goods and non-factor services 140 180 166 105 l ° t 91 i 9 94
Imports of goods and non-factor services 203 208 213 226
Resource balance -64 -28 -48 -121 | 5 t I

Net factor income -14 -48 -115 -56 H l

Net current transfers 2 2 0 0 i
Current account balance, -15

before official transfers -75 -73 -162 -177 _20

Financing items (net) 53 77 151 183
Changes in net reserves 22 -4 11 -6 -25

Memo:
Reserves including gold (mill. US$) 28 11 41 35
Conversion rate (local/US$) 0.9 5.1 586.7 755.2

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 _ -
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 159 723 1,392 1,143 A

IBRD 12 9 3 3 |G 
IDA 11 59 186 231 136 B

Total debt service 16 20 146 37 24
IBRD 1 1 1 1
IDA 0 1 2 3

Composition of net resource flows
Official grants 3 72 72 100 C
Official creditors 14 33 50 85 E 161

Private creditors 9 -4 -1 0 385
Foreign direct investment 10 -31 39 41
Portfolio equity 0 0 0 0 D

World Bank program 203
Commitments 20 0 26 36 A -IBRD E -Bilateral
Disbursements 5 9 38 44 B - IDA D -Other mullilateral F -Private

Principal repayments 0 1 1 3 C -IMF G -Short-term
Net flows 4 9 37 41 1
Interest payments 1 1 1 2
Net transfers 4 8 36 39

World Bank International Economics Department, September 1996
a. Government finance data reported in fiscal years; overall surplus/deficit excludes grants.

466



Slovak Republic

Slovakia has been successful in transforming its in 1994. Gross foreign reserves continued to increase,
economy and integrating it into Western markets, reaching $5 billion or about 6 months of imports at the
since it became an independent country at the end of 1995.

beginning of 1993. The economy has been growing Inflation came down from 23 percent in 1993 to
quickly for over two years, inflation has fallen rapidly, below 10 percent in 1995 and about 6 percent in the first
foreign reserves almost quadrupled since 1993 and un- months of 1996. Unemployment, which had reached
employment has stabilized. This success is due mainly peak levels at the beginning of 1994 and 1995 has
to the bold and far reaching transformation program declined in the wake of the fast expansion of economic
Slovakia undertook during the early 1990s when it was activities, but seems to have stabilized at around 13
still part of the Czech and Slovak Federal Republic, and percent of the labor force.
since then to its prudent fiscal, monetary, and incomes
policies. The institutions and administrative procedures Structural Reform
required to manage the transition to a market economy
and independence were established without delay. Po- Structural reforms have been proceeding quickly in
litical disagreements between the government and the many areas, and include hard budget constraints on
presidency and important changes in the strategy to enterprises, reduced government spending, rapid private
privatize the economy have contributed to a delay in sector growth, and a recovering banking sector.
industrial restructuring and limited capital inflows. The A prudent fiscal policy has become one of the hall-
government that was voted into office in mid-1992 lost marks of Slovakia's macroeconomic management. Af-
its parliamentary support in early 1994 and a transitional ter weathering the loss of budgetary transfers from the
government was in charge of reform policies for six Federation budget amounting to some 7 percent ofGDP
months. The president was re-elected in national elec- in 1993. the general government accounts registered a
tions in late 1994 and formed a coalition government surplus of 0.6 percent of GDP in 1995. This impressive
with the Movement for a Democratic Slovakia as the stabilization has been due mainly to effective control of
strongest party and the Workers Party and the Slovak government expenditures: they fell from 58 percent of
National Party as junior partners. GDP in 1992 to 47 percent in 1995. The central bank has

maintained its policy of tight money; domestic credit
Recent Economic Developments rose by 4 percent on average during 1994-95, far below

the inflation rates in those years, and broad money grew
After having declined by 23 percent between 1990 and by only 19 percent on average over 1994-95.
1993, GDP rose an impressive 4.9 percent in 1994 and At the end of 1995 the private sector accounted for
7.4 percent in 1995. In contrast to 1994 when a 20 an estimated 65 percent of GDP compared to only 3 to
percent rise in export volumes was the main source of 4 percent in the late 1980s. This has been the result of
economic recovery, the impressive performance in 1995 the privatization of medium and large enterprises
was more broadly based. Exports grew at a moderate through the coupon and standard methods in the first
pace of about II percent in 1995, but demand finally privatization wave over 1992-93, the privatization of
recovered after having fallen by 35 percent since the small businesses in 1991-93. and the emergence of
beginning of the transformation. Both fixed investment newly created enterprises.
and consumption rose in 1995 by 6 percent and 3 per- Privatization of medium and large state enterprises
cent, respectively. Imports grew at a much higher rate in underwent a significant slowdown in 1994 and in early
1995, about 10 percent in volume terms, mainly due to 1995 due to political interruptions associated with the
the expansion in domestic demand. The external current elections and changes in privatization methods. In the
account continued to be in surplus, 3.5 percent of GDP second half of 1995 and early 1996 the government,
in 1995, though smaller than the 4.8 percent registered arguing that the dispersed ownership structure produced
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by the coupon method had led to ineffective enterprise the previous system, and the National Property Fund
governance, canceled the second wave of mass privati- (Slovakia's privatization agency) assisted enterprises
zation started by the interim governmiiient and replaced it with financial difficulties in servicing their bank debts.
with standard privatization methods. Citizens who had The government also took over some of the export
already acquired coupons received interest-bearing receivables that became uncollectible due to trade dis-
bonds (totaling some 8 percenlt of GDP) guaranteed by ruptions with some countries in the region.
the central bank. The bonds can be used to make down Recapitalization through provisioning and building
payments on residential housing- or toward the purchase up reserves is another key element of Slovakia's bank
price of enterprises. Thle switch to direct sales and ten- reform. After establishing guidelines for banking ratios
ders has resulted in privatization delays. though the pace and loan classification categories in line with interna-
picked up significantly in the second half of 1995. tional standards in the early I 990s. banks began to strive

The government excluded 29 "essential" enterprises toward achieving these standards. In addition, corpora-
with an estimated total book value ofover SkIOO billion tization and (partial) privatization of banks has signifi-
from privatization because it decided to maintain per- cantly raised quality of management. Although
manent ownership or control in them1. The state will also additional budgetary support cannot be excluded.
retain (or regain) veto power over "key decisions" in 45 Slovakia's approach to bank reform has been largely
strategic industrial enterprises, with a total book value successful, and the government's recent announcement
of Ski 10 biilion, although some of these enterprises that it intends to deepen bank privatization in the near
have alreadv been privatized. The government, insisting future is a reflection of its confidence in being able to
that inexperienced investmenit privatization tunds too attract strategic investors.
often intervene in the day-to-day management of enter-
prises. regulated and limited the ifluenice of the funds Medium-Term Prospects
through legislation adopted in mid-1995. While this
measure helped strengthen the regulatory framework for Slovakia has good prospects for achieving high rates of
privatization funds, it also tends to prevent them from economic growth over the next few years. Being a small
playing a constructive role in enterprise governance as open economy, Slovakia can be expected to grow at a
representatives of small shareholders. Political uncer- moderate pace even if Western European markets ab-
tainty and lack of transparency in privatization have sorb Slovak exports at considerably lower rates than has
kept direct foreign investment a low levels, amounting recently been the case. But to maintain the pace of
to only $157 million during 1995. economic growth observed during the past two years or

Fast creation of new banks, privatization of state grow even faster so that the income gap with the EU can
banks, measures to address the problem of nonperform- be significantly narrowed, overall productivity and
ing loans and banking supervision are the cornerstones wages will have to increase much faster. These produc-
of Slovakia's banking reform. The number of banks tivity and wage increases are not likely to take place unless
grew from 3 in 1990 to 23 at the end of 1995, plus 9 Slovak industry invests in upgrading and modernizing its
branches of foreign banks. In 1995 Slovakia issued human resources, products, and production processes.
banking licenses to four foreign and two Slovak banks.
The problem of nonperforming loans has been ad- External Debt
dressed in several ways. A sizeable amount of the port-
folios of the largest affected banks has been transferred Slovakia is pursuing a prudent borrowing policy. Its
to a new institution created specifically for debt collec- external debt has risen only moderately from some $3
tion and workouts. A small portion of qualified loans billion at independence to $5.7 billion at the end of
has been written off, and selected banks were recapital- 1995, equivalent to 33 percent ofGDP. Debt service was
ized by issuing government bonds. Banks received $1.2 billion in 1995. or II percent of exports of goods
budgetary subsidies and tax deductions for low-interest and is projected to remain at that level or increase only
rate loans they had granted for specific purposes tinder slightly over the medium term.
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Slovak Republic at a glance
Europe & Lower-

POVERTY and SOCIAL Slovak Central middle- -

Republic Asia income Development diamond'

Population mid-1995 (millions) 5.4 488 1,154 Life expectancy
GNP per capita 1995 (US$) 2,940 2,240 1,700
GNP 1995 (billions US$) 15.8 1,093 1,962

Average annual growth, 1990-95

Population (%) 0.3 0.4 1.4
Labor force (%) 0.9 0.6 1.8 p primary

perprmy
Most recent estimate (latestyearavailablesince 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 59 66 56
Life expectancy at birth (years) 72 68 67
Infant mortality (per 1,000 live births) 11 23 36
Child malnutrition (% of children under 5) . .. .. Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+)
Gross primary enrollment (% of school-age population) 101 97 104 -Slovak Republic

Male 101 97 105 -Lower-middle-income group
Female 101 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratioa^

GDP (billions US$) .. 13.5 13.8 17.4 Openness of economy
Gross domestic investment/GDP .. 31.1 23.2 28.3
Exports of goods and non-factor services/GDP .. 0.0 65.2 62.7
Gross domestic savings/GDP .. 30.5 28.8 31.6
Gross national savings/GDP .. .. 28.4 31.8

Current account balance/GDP .. .. 4.8 3.5 Savings Investment
Interest payments/GDP .. 0.7 1.6 1.2
Total debt/GDP .. 8.2 29.5 23.8
Total debt service/exports .. .. 9.1 8.1
Present value ot debt/GDP .. .. 27.1
Present value of debt/exports .. .. 40.9 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Slovak Republic
GDP -0.7 4.9 7.4
GNP per capita .. -1.1 3.9 7.9 Lower-middle-income group
Exports of goods and non-factor services .. .. 14.1 3.2

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment

(% of GDP) s
Agriculture .. 6.5 6.6 5.6 T
Industry .. 61.6 33.2 33.2 25

Manufacturing . .. .. .. o
Services .. 31.9 60.1 61.1 -2 95

Prvate consumption .. 49.9 49.4 48.3 .-s
General govemment consumption .. 19.6 21.8 20.1
Imports of goods and non-factor services .. 0.6 59.7 59.4 -GDI -&GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture .. -4.0 .. . iT
Industry .. -8.2

Manufacturing
Services .. 4.9

Private consumption .. -1.9 -0.3 3.0 o
General government consumption .. 0.2 -10.5 1.6 90 91 92 9 95

Gross domestic investment .. -2.5 -12.4 33.0 -5 I
Imports of goods and non-factor services .. 4.6 -3.5 6.8 -Exports ^ rnports
Gross national product .. -0.7 4.4 8.2

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. It data are missing, the diamond will

be incomplete.

469



Slovak Republic

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflatlon(%)

Domestic prices
(% change) 75

Consumer prices .. .. 13.4 9.9 sL
Implicit GDP deflator .. 1.7 13-7 9.3

Government finance 25

(% of GDP)
Current revenue .. 46.4 47.9 o 
Current budget balance .. -3.2 -5.6 90 91 92 93 94 95

Overall surplus/deficit .. .. -1.3 0.6 -GDP def. -6-CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(mdllions U.S$)
Total exports (fob) , .. 6,691 8,546 10.000 -

Food . .. 373 514
Manufactures 5,662 7,218 7.500

Other .. .. 657 813
Total imports (cif) 6,633 8,521 sooo-

Food . .. 571 698
Fuel and energy . .. 1,280 1,532 30
Capital goods . . 1,827 2,469

Export price index (1987=100) - .. _

Import price index (1987=100) .. .. .. 9 90 91 92 93 94 95
Terms of trade (1987=100) . Exports tImports

BALANCE o1 PAYMENTS

(millions US$) 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services .. .. 8,947 10,921 1
Imports of goods and non-factor services .. .. 8,232 10,351
Resource balance ., * 715 570

Net factor income .. .. -120 -9 I
Net current transfers .. .. 63 43 j 90 91 9 94 95

Current account balance,
before official transfers .. .. 659 604

Financing items (net) ,, ., 582 1,176
Changes in net reserves .. . -1,241 -1,780 - l

Memo: l_I

Reserves including gold (mill. US$) . .. 1,745 3,418
Conversion rate (local/US$) .. 17.2 32.0 29.7

EXTERNAL DEBT and RESOURCE FLOWS
1975 1 985 1994 1995 F 

(millions US$) ! Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. 1,106 4,067 4,152

IBRD 0 247 263 A

IDA .. 0 0 0 G 263 C

Total debt service .. 383 832 905 883 463

IBRD .. 0 12 17
IDA ° 0 0 0 D

Composition of net resource flows 297
Official grants * 0 59 63 E
Official creditors .. -8 174 59 249

Private creditors .. -171 374 26
Foreign direct investment .. 0 203 81
Portfolio equity .. 0 0 60 F

World Bank program 1997

Commitments .. 0 80 0 A IBRD E -Bilateral

Disbursements .. 0 86 8 B- IDA 0D Other multilateral F- Private
Principal repayments . 0 0 0 C -IMF G -Short-term
Net flows .. 0 86 8
Interest payments .. 0 12 17
Net transfers .. 0 74 -9

World Bank International Economics Department, September 1996
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Republic of Slovenia

S71 lovenia is the most prosperous country in Central $1.5 billion by end-1993 (equivalent to 2.6 months of
and Eastern Europe. It has a population of almost imports of goods and non-factor services).
2million and a per capita income in 1995 of about Although the 1992-93 macroeconomic improve-

$8,070. Its economy is largely oriented toward services ments were substantial, they were achieved on the same
and manufacturing, with the services sector accounting distorted microeconomic foundations that led to hyper-
for about 57 percent and industry accounting for about inflation and economic stagnation in the 1980s. Enter-
38 percent of output. Agriculture accounts for the re- prise accounting losses remained high at 17 percent of
maining 5 percent. The Slovene economy is very open. GDP. and the continued poor performance of the enter-
Exports represent about 56 percent of GDP and imports prise sector led to difficulties of near crisis proportions
about 57 percent of GDP. The European Union is in the banking sector. Economic stability was clearly not
Slovenia's biggest trading partner, accounting for about sustainable without rapid and thorough reform of the
67 percent of its exports and 69 percent of its imports. enterprise and banking sectors.
Within the EU, Germany is the most important partner.

Slovenia enjoyed the highest standard of living Structural Reform
among the former Yugoslav republics. Its macroe-
conomic and growth performance, however, deterio- In early 1993 the government launched a comprehensive
rated with the rest of Yugoslavia during the 1980s structural reform program to address the inherited struc-
because of the structural weaknesses of the ownership tural problems. The core elements of the program were
links between banks and enterprises. The system of reform ofthe enterprise sector including privatization of
self-management lacked the discipline capital markets socially owned enterprises, reform of ownership and
and private ownership impose, resulting in excessive governance of state-owned enterprises, programs to
wage pressures and benefits for managers that in turn stem enterprise losses, private sector development, and
produced large enterprise losses. These losses were fi- reform of the banking sector including bank restructur-
nanced by the enterprise-owned banking system, fueling ing, enhancement of the regulatory framework for bank-
inflation. The disintegration of Yugoslavia resulted in ing and bank privatization. The program linked these
disruptions in trade, production, and tourism, further elements to address the inherited problems in the enter-
reducing Slovenia's output. GDP fell 13 percent in real prise and banking sectors, drive the process of enterprise
terms between 1990 and 1992, and industrial production privatization and liquidation, reform the financial sys-
fell 24 percent during the same period. The contraction tem. and help ensure sustainability of these reforms.
of activity was accompanied by a sharp increase in
unlemiiployment, from below 5 percent in 1990 to more Recent Economic Developments
than 14 percent in late 1993.

Since independence in October 1991 Slovenia has Slovenia's economic turnaround began in 1993 and its
made substantial progress in achieving macroeconomic economic performance continued to improve in 1994
stability. A stabilization program undertaken shortly and 1995. After a modest 1.9 percent real GDP growth
after independence aimed at reducing the high inflation in 1993. Slovenia's real GDP increased by 4.9 percent
inherited from the former Yugoslavia and increasing the in 1994 and about 3.5 percent in 1995. Investment has
critically low level of foreign exchange reserves. The been the drivihg force behinid the recovery, growing in
authorities introduced early on a new currency, the Slo- real terms by almost 55 percent since 1992, and reaching
vene tolar, and implemented a strict monetary policy, almost 23 percent of GDP in 1995, up from 17 percent
providing credibility to the stabilization program. lnfla- in 1992. These investment rates, if sustained, should
tion fell from 247 percent a year at end- 1991 to around allow Slovenia to maintain high output growth rates and
23 percent at end- 1993, and foreign exchange reserves rapidly recover its pre-independence output levels. They
increased from almost zero at independence to about should also help to reduce unemployment, which cur-
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rently stands at 14 percent of the labor force. While to the complex debt problem associated with the former
consumption was also an important source of growth in Yugoslavia. The authorities are also advancing reforms
1993, its growth slowed in 1995 due to lower increases in the pension and health areas.
in real wages. The Law on Ownership Transformation, which be-

On the external side, the current account was virtu- came effective in June 1993, governs the privatization
ally balanced in 1995 after recording a surplus of 3.8 of about 1,500 socially owned enterprises in industry,
percent of GDP in 1994, 1.5 percent of GDP in 1993, trade and services. The Slovene Privatization Agency
and above 7 percent in 1992. The improvement in the and the Development Fund are the principal institutions
current account between 1993 and 1994 reflected a in charge of inplementing the privatization program.
revival in exports of goods and non-factor services. The law provides the framework for a multi-track ap-
especially tourism. Exports of goods and non-factor proach to privatization including trade sales, sale of
services grew by 19 percent in dollar terms in 1995. shares through public offering, worker-management
following a 16 percent growth in 1994. Imports contin- buy-outs, and mass privatization. Under the latter, cer-
ued to grow at a rate of 27 percent in 1995, following an tificates equivalent to DM8 billion have been issued to
increase of 14 percent in 1994. This behavior of exports all Slovene citizens, to be used toward purchase of
and imports produced a larger than expected trade defi- shares in enterprises directly. or through private invest-
cit in 1995 and was consistent with the almost 18-month ment funds. Enterprises were given. under the law, until
appreciation of the tolar, which, combined with an in- end-1994 to initiate their transformation on a voluntary
crease in labor costs in real terms, led to a decline in the basis.
competitiveness of Slovene's exporters in 1995. Signifi- The pace of privatization of socially owned enter-
cant capital inflows began in 1993 and continued in prises has been slower than expected. as privatizations
fiscal 1995. Together with the current account results, were voluntary until the December 31, 1994 deadline.
this helped Slovenia increase its international reserves The pace has picked up substantially, however, since the
in 1995 to about $3.4 billion or 4 months of imports. second half of 1994. as this deadline neared and mass

Significant progress was made in the fight against privatization started. The authorities expect to complete
inflation. Annual end of period inflation was reduced the privatization process by end-1996. The growth of
from 23 percent in 1993 to 8.6 percent in 1995. How- new private enterprises has been robust, partly due to
ever, the price stability of 1995 came at the expense of good progress in adopting important elements of the
postponing the correction of- some prices still under necessary legal framework for private sector develop-
government control. Prices in the agricultural sector, ment such as the bankruptcy law, company law, auditing
which increased in line with the consumer price index and notary standards, and securities market legislation.
in 1994, lagged in 1995. The private sector accounted for about one-third of GDP

On the fiscal front, after a sequence of small fiscal in 1995.
surpluses over 1991-93. the government's fiscal ac- Laws providing the framework for organization. pri-
counts slipped into a small deficit of 0.2 percent of GDP vatization, and regulation of public services subsectors
in 1994, owing mainly to increasing pension and health such as power utilities are under preparation, and are
fund deficits. In 1995 the government's fiscal accounts expected to lead to significant privatization in these
were, for all practical purposes, in balance, with a subsectors. Substantial progress has also been made in
budget deficit of about 0.03 percent of GDP. The gov- reducing accounting losses in the steel, energy, and
emnment has pursued a policy ot progressive fiscal reve- railways.
nue recomposition. The share of indirect taxes increased The Slovene authorities initiated a banking reform
while tax rates on corporations and other direct contri- program in 1993, with the takeover of insolvent banks
butions, such as social security, were reduced in an representing more than 50 percent of the banking sys-
effort to foster growth and external competitiveness. tem's assets. Major progress has been achieved in re-
This policy reduced fiscal revenues by less than I per- structuring these banks, which has involved writing off
cent of GDP in 1993-95, to about 46.2 percent ofGDP. loan portfolio and other losses and the separation of
Moreover, expenditures decreased as a share ofGDP by assets and liabilities related to former Yugoslavia, as
0.5 percentage points in the same period, reaching 46.2 part of the establishment of viable new banks suitable
percent of G[)P. for privatization. The program was implemented by the

Privatization of state-owned enterprises and banks Bank Rehabilitation Agency and has involved the issue
remains the most important unfinished structural reform of approximately DM3.2 billion in state and state-guar-
agenda in Slovenia's transformation to a market econ- anteed bonds to replace bank claims against the National
omy. However, Slovenia's systemic reforn also include Bank of Yugoslavia related to Slovene household de-
policies aimed at normalizing the country's relationship posits and a portion of other non-performing bank as-
with the West, establishing new trade links and solving sets.
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Significant strengthening of bank governance and tions call for another year ofgrowth-3.5 percent- led
operations has also been accomplished. The restructur- by continued investment demand. The current account
ing process has curtailcd the ownership links between is expected to be balanced. Inflation is expected to
enterprises and banks, substantially transformed the remain around 10 percent. However, Slovenia's ability
structure of the banking sector and enhanced competi- to sustain high growth under price stability will increas-
tion among banks. The authorities are preparing priva- ingly depend on its capacity to carry out restructuring
tization strategies for the rehabilitated banks, and and privatization in the enterprise and banking sectors
continuing to strengthen the regulatory framework, in- and advance pension and health sector reform. This
cluding a new banking law, and the supervisory capacitv would iniprove efficiency, reduce pressures on the
of the Bank of Slovenia to a level that would enable budget. free monetary policies from current constraints,
effective regulation and surveillance of a private and and pave the way for sustained private sector-led
more sophisticated banking sector. growth.

Since the breakup of the former Yugoslavia and the Slovenia's extermal situation is strong. Reserves have
CMEA, Slovenia has sought to establish new trade links increased to levels close to 4 months of imports. Exter-
and normalize creditor relations with the West. Slovenia nal indebtedness will remain low, at about 22 percent of
joined GATT in October 1994 and ratified the Uruguay GDP, even after Slovenia assumes the estimated addi-
Round Agreement. Its WTO membership agreement tional obligations arising from its share of the unallo-
was signed in December 1994 and ratified in June 1995. cated debt of the former Yugoslavia to official bilateral
The process ofjoining the EU began in December 1993. and commercial creditors.
Following the completion of technical discussions, an
association agreement was initialed in June 1995 and Exte I Debt
signed in June 1996. Slovenia has entered into free trade xterna e
agreements with the Visegrad countries and EFTA. It Slovenia has made substantial progress in solving the
intends to join CEFTA and pursued free trade agree- complex legacy associated with the debt owed by the
ments with the Baltic states. forner Yugoslavia. It also reached an agreement in

Because the government plans to privatize energy principle with the Paris Club in mid-1993 assuming
and transport enterprises and attract foreign direct in- its whole share of allocated debt under the final bene-
vestment in these sectors, the authorities have set guide- ficiarv principle and 16.39 percent of the unallocated
lines to bring energy and transportation prices to debt of the former Yugoslavia. Bilateral negotiations
European levels in the shortest possible period. The with most Paris Club members have been completed
authorities have implemented a tax reform and are and agreements with several members have been
strengthening tax administration. Thev intend to reform signed.
the health services and the pension system; the parlia- Slovenia reached an agreement in principle with the
ment has approved a new pension law that reduces bank steering committee in June 1995, the first succes-
pension payments. A study designed to guide reforml of sor state of the former Yugoslavia to do so. Under this
pensions including identifiying measures needed for a agreemeilt, Slovenia would accept 18 percent of the
two-tier pension system is under way The authorities total outstanding obligations of the former Yugoslavia,
are also preparing measures to promote more flexible including past due interest on this portion of the debt.
work practices and enhance regional mobility, while Bonds would be issued by Slovenia with the same
doubling their retraining efforts to mitigate the effects terms as the new financing agreement signed in 1988
of the transformation process in unemployment. (maturity in 2006 and LIBOR plus 13/16 interest

rate). Debt held by "connected persons"-Serbian-re-

Medium-Term Prospects lated entities- would be excluded from the bond
exchange. The exchange was completed as scheduled

Subject to continued sound economic management the in June 1996.
prospects for 1996 appear to be good. Current projec-
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Republic of Slovenia at a glance
Europe & Upper-

POVERTY and SOCIAL Central middle-
Slovenia Asia Income Development diamond*

Population mid-1995 (millions) 2.0 488 440 Life expectancy
GNP per capita 1995 (US$) 8,070 2,240 4,300
GNP 1995 (billions US$) 16.1 1,093 1,892

Average annual growth, 1990-95

Population (0) -0.1 0.4 1.7 GNP \Gross
Labor force (%) 0.3 0.6 2.1 per j g _ - primary

Most recent estimate (latest year available since 1989) capita . enrollment

Poverty: headcount index (% of population) ..

Urban population (% of total population) 64 66 74
Life expectancy at birth (years) 74 68 69 L
Infant mortality (per 1,000 live births) 7 23 36
Child malnutrition (% of children under 5) Access to safe water
Access to safe water (% of population) . .. 89
Illiteracy (% of population age 15+) .. .. 13
Gross primary enrollment (% of school-age population) 100 97 107 -Slovenia

Male 100 97 .. -Upper-middle-income group
Female 100 97

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 FEconomic ratios'

GDP (billions US$) .. .. 14.1 16.2 Openness of economy
Gross domestic investment/GDP .. .. 20.3 22.5
Exports of goods and non-factor services/GDP .. .. 59.0 55.7
Gross domestic savings/GDP .. .. 22.6 21.3
Gross national savings/GDP .. .. 23 3 22.2

Current account balance/GDP .. .. 3.5 -0.4 Savings . - Investment
Interest payments/GDP .. .. 0.7 1.2 1
Total debt/GDP .. .. 15.9 18.7
Total debt service/exports .. .. 5.0 7.4
Present value of debt/GDP .. .. 15.1 ..

Present value of debt/exports .. .. 24.7 Indebtedness

1975-84 1985-95 1994 1 995 |
(average annual growth) --Slovenia
GOP . .. 4.9 3.5
GNP per capita 4.9 3.3 I Upper-middle-income group
Exports of goods and non-factor services .. .. 10 0 5.5

STRUCTURE of the ECONOMY

(=o of GOP) t1975 1985 1994 1995 VG-rowth rates of output and investment (°)

Agriculture .. .. 4.9 4.8
Industry .. .. 39.5 38.5 *s .

Manufacturing .. .. 30.4 29.59 _
Services .. .. 55.7 56.7 1 5- so 93 94 ss

Private consumption .. .. 57.4 57.9 -30
General government consumption .. .. 20.1 20.8
Imports of goods and non-factor services .. .. 56.7 56.9 -GDI - GDP

(average annual growth) 1995 Growth rates of exports and imports (°/.)
Agriculture . .. 6.4 1.0 1

5 T
Industry . .. 6.2 2.6

Manufacturing .. .. 6.5 2.3 -t- --
Services .. .. 3.5 2.9 9s 92 94 95

Private consumption .. .. 5.1 5.8
General government consumption 1. .6 6.1
Gross domestic investment .. .. 8.5 21.2 -45
Imports of goods and non-factor services .. .. 5.9 13.5 -Exports - tmports
Gross national product .. .. 6.1 3.4 1

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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Republic of Slovenia

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 250
(% change) T
Consumer prices 19.8 12.6 200

Implicit GDP deflator .. .. 22.5 15.2 150
1CC ,

Government finance
(% of GDP) 50

Current revenue .. .. 46.1 45.8 s
Current budget balance .. .. 2.8 27 go 91 92 93 94 95

Overall surplus/deficit .. .. -0.2 0.0 -GDP djet -- CPI

TRADE
1975 1985 1994 1995 ExpOrt and import levels (mill. US$)

(millions US$)
Total exports (fob) 6,830 8,313 ,o,ooo

Food and beverages .. .. 324 313
Crude, fuel and oils . .. 214 258 7.500

Manufactures 6,292 7,742

Total imports (cil) .. . 7,304 9,451 S ooO 

Food . .. 555 637f l
Fuel and energy . .. 521 610 29CCo A
Capital goods . .. 1,167 1,601

Export price index (1992=100) .. .. 96 111
Import pnce index (t992=100) .. . 101 115 89 90 91 92 93 94 95

Terms of trade (1992=100) .. .. 95 96 QExports IS imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(xillions US$) a
Exports of goods and non-factor services .. .. 8,682 10,340
Imports of goods and non-factor services . .. 8,296 10,553 .. _

Resource balance .. .. 386 -213 6

Net factor income .. .. 108 130 4

Net current transfers .. .. -2 26

Current account balance, 2

before official transfers . .. 491 -57

Financing items (net) .. . 151 272 8

Changes in net reserves .. .. -642 -215 82

Memo:

Reserves including gold (mill. US$) .. .. 2,764 3,426
Conversion rate (local/US$) 128.8 118.5

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed 2,248 3,033

IBRD 165 187 G A c

IDA 0 0 9 8 

Total debt service .. .. 428 751 378
IBRD .. .. 47 42

IDA .. .. 0 0

Composition of net resource flows 209
Official grants .. .. 0 0
Official creditors .. .. -32 -3
Private creditors - 267 617
Foreign direct investment .. .. 84 130
Portfolio equity .. .. 0 0 2161

World Bank program
Commitments .. . 0 0 A -IBRD E -Bilateral

Disbursements .. .. 40 45 B -IDA D -Other multilateral F -Private

Prncipal repayments - 36 31 C -IMF G Short-term

Net flows .. .. 4 14
Interest payments .. .. 11 t 1
Net transfers -7 3

Word Bank International Economics Department, September 1996
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Sri Lanka

S ri Lanka is a densely populated island nation of mitment to reforms has had an adverse effect on foreign
18 million people off the southern tip of India. It private investment.
is blessed with a diverse agricultural base, a

mountainous interior with a temperate climate where its
famous tea is cultivated, and rich flora and fauna that
add to its unique tourism assets. The countrv's long-run The economy responded well to reforms initiated in
per capita growth has been good but below potential, 1989 to reduce macroeconomic imbalances and stimu-
averaging 3 percent a year since 1960. Its social gains late the private sector. A good start was made in liberal-
have been impressive, matchinig those of much more izing the exchange and trade regimes, except for
advanced economies. Literacy and primary school en- agriculture, and improving incentives for private invest-
rollmnent are virtually uLiversal. and the fertility rate is ment. Privatization. especially of small and medium
now near replacement level. tirmis, was initiated, and tax holidays, which had prolif-

With its strong humani resource base and natural erated with the stated objective of reducing high unem-
endowments Sri Lanka could have achieved the growth plovnient. were rationalized. As a result, real GDP grew
records of its East Asian neighbors had it not been for a by an average of 5.5 percent over 1990-94 compared to
history of ethnic conflict, political unrest, and stop-and- 2.2 percent the previous three years. Exports, led by
go economic policies, often associated with election garments, expanded at about 12- percent a year, and
cycles. Since independence nation-building has been official reserves rose to 4.6 months of imports by the end
strained by hostilities stemming trom disparities be- of 1994. Inflows of private capital-foreign direct in-
tween the majority Sinialese and minority Tamils. A vestment and portfolio investment roughly doubled each
civil war waged by Tamil separatists in the country's year, reaching about $187 million in 1994. The overall
north and east since 1983 has been expensive in terms budget deficit declined from 16 percent of GDP in 1988
of humani life and economic costs. to about 8 percent in 1993.

In 1994, however, excessive spending prior to the

Recent Political Developments election caused the fiscal deficit to increase to 10.5
percent; it remained at about that level in 1995. While

The government elected in 1994 ran on a platform of estimated real output grew by about 5.5 percent in 1995
peace and suppor-t for the poor, in the form of jobs, carried by prior momentum, inflation increased to 7.7
subsidies on fertilizer and bread, and cash transfers. The percent. The external current accotunt deficit, which
centerpiece of the govenmment's peace effort is a devo- averaged just over 6 percent over 1990-93, deteriorated
lution plan to give more political and fiscal power to to 8.0 percent in 1994 and 6.8 percent of GDP in 1995.
regions. Spurning this offer, in April 1 995 the Liberation despite continued strong export performance. The over-
Tigers of Tamil Eclam broke the cease fire and cut off all balance of payments swung into deficit in 1995 for
peace talks. The governmeit responded with a strong the tfirst time in over five years, and the import coverage
military offensive, culminating in December 1995 with of gross official reserves dropped to 4.0 months by
the capture of the Tamil headquarters in the northern year-end.
town of Jatfna. Since then. the rebels have canried out During its 18 months in office the government has
guerrilla attacks in the east and suicide bombings in the conie to appreciate the need for sound macroeconomic
capitol city of Colombo. including one on the central management, including better targeting of its programs
bank which caused about $100 million in damage. The for the poor, and continued structural reforms to pro-
renewal of hostilities has been draining governnent mote private sector growth and employment. Although
resources and aggravating ithe already weak fiscal situ- the civil war and political constraints have limited the
ation, while uncertainty about the government's com- government's ability to resume the momentum of re-
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forms begun in 1989, some reform is underway. In 1995 sector through continued reform of the trade and tax
dispersion and exemptions on non-agricultural products systems, including the adoption of the value added tax,
were reduced by adopting a three-band tariff structure introduction of pre-shipment inspection, and modifica-
for manufacturing with a maximum rate of 35 percent. tions in labor regulations.
The privatization program has expanded to larger com- There is considerable scope for performing more
panies with the Colombo Gas company sold to a strate- efficiently those functions that remain in the public
gic investor, the electricity distribution company being sector. A reformed civil service would be more suppor-
prepared, and Sri Lanka Telecommunications slated for tive of well functioning markets and more cost-effec-
sale in fiscal 1997. Plantation companies, which were tive. Since coming into office, the government has
nationalized in the 1970s, are being privatized and focused on strengthening the law and establishing inde-
given long-term land leases. The government is also pendent investigative commissions to reduce corrup-
consolidating and better targeting its poverty trans- tion. While significant, these initiatives have not been
fers program and is preparing to introduce a value- complemented by measures to strengthen institutions
added tax this year. and reward financial accountability and good profes-

The 1996 budget relies heavily on privatization pro- sional performance.
ceeds (equivalent to 1.4 percent of GDP) to finance a Sri Lanka has made significant progress in reducing
high fiscal deficit--targeted at last year's level of just poverty, although 22 percent of households are still
over 10 percent of GDP. This leaves the budget vulner- below the poverty line. To reduce poverty further, pri-
able to risks of delays in privatization and dependent on vate sector-led job growth will be important. So will be
continued financing from private savings, putting pres- further advancing its high level of human resource de-
sure on domestic capital markets and real interest rates. velopment with quality improvements. In particular,
Only limited structural reforms were announced in the improving the nutritional status of children, preventive
1996 budget, with privatization one of the few bright healthi care, and the quality of primary and secondary
spots. education all need attention. Sri Lanka also has to begin

to deal with new "second generation" issues that are

Development Objectives more typical of middle-income countries. For example,
growing demand for higher education has become an

The government is acutely aware of the need to end the increasing burden for already overstretched resources,
civil conflict, which has exacted a heavy toll in human and an aging population is creating pressures for more
suffering, fiscal imbalance, foregone public and private tertiarv care with high treatment costs. Increased partici-
investment, and reduced economic output and employ- pation by the private sector in education and tertiary
ment. At the same time, it recognizes that macroe- health would improve both the quality and availabilit'
conomic stability and sustainable economic growth are ofservices.
prerequisites for reducing poverty and achieving a
higher standard of living for all Sri lIankans.

Rising defense expenditures (5 percent of GDP in
1995) and interest on the public debt (almost 6 percent Sri Lanka faces growing environmental problems. in-
of GDP) have resulted in underfunding of public invest- cluding deforestation, water pollution, coastal erosion,
ment and inadequate maintenance of facilities. The high and growing urban and industrial pollution. Industriali-
interest rates induced by the large tfiscal deficit appear zation and tourism have expanded considerably since
to be crowding out private investment. 1989 and measures are urgentlv needed to ensure that

Over several decades, Sri Lankans at all levels of future growth is not achieved at the expense of the
society have come to see the government as a provider environment. Sri Lanka was one of the first countries to
ofjobs and a guardian of social welfare. While this deep prepare a national environmental action plan and estab-
sense of social responsibility has driven progress in the lish environmental institutions. Its focus now is on set-
social sectors, it has also contributed to the unsustain- ting priorities and strengthening these institutions.
able fiscal deficits and has discouraged private initia-
live.MeimTrPrsct

Inadequate and poorly maintained physical infra- Medium-Term Prospects
structure is a major obstacle to private investment. The Sri Lanka's medium-term prospects depend on the gov-
government cannot improve the infrastructure alone and eminent's abilitv to reverse the slippage in short-term
there is scope for private sector involvement especially economic management and address the country's
in ports and power. The recent sale of Colombo Gas is longer-ternm developnment constraints. The govern-
a step in the right direction. The government is also menit's medium-term objective, to attain economic
planning to improve the environm1enit tor the private growth of 7 percent by 1998, will be far easier to reach
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with peace. Achieving this pattern of growth should with the ethnic conflict. To a lesser extent, Sri Lanka is
ensure solid progress in reducing unemployment and also sensitive to variations in international interest rates
poverty. Continued strong growth of exports, if sus- and exchange rates. While the adverse consequences of
tained over the medium term at the annual 12 percent small, temporary disturbances could be absorbed
average achieved over 1989-94, would continue to pro- through reserve drawdown, large external shocks would
vide the impetus for growth. This will require further call fora strengthened macroeconomic management and
diversification, as tea still accounts more than 20 percent structural policy reforms.
of total exports, and garments, which largely depend on
the quota system in the United States and EU, account External Debt
close to another 50 percent. Tourism, which experienced
a major rebound in the early 1990s, can also continue to Sri Lanka has an excellent record of meeting its debt
contribute significantly to growth, especially if Sri service obligations. As long as it follows a prudent
Lanka can upgrade its facilities and services to attract borrowing policy, this track record should continue. At
tourism with higher value added. end 1995, total medium- and long-term public and pub-

Sri Lanka remains vulnerable to weather problems licly-guaranteed debt amounted to $7.6 billion, or 60
and to external shocks, especially unexpected changes percent of GDP. Given Sri Lanka's access to highly
in the prices of major exports and imports, but the major concessional funds, the ratio of its debt service to ex-
risks are internal. Tourism and direct foreign investment ports in 1995 was 13.3 percent, down from 15.9 percent
are highly sensitive to political disturbances associated in 1990.
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Sri Lanka at a glance

POVERTY and SOCIAL Sri South Low-
Lanka Asia income Development dlamond

Population mid-1995 (millions) 18.1 1,243 3,188 Life expectancy
GNP per capita 1995 (US$) 690 350 460
GNP 1995 (billions US$) 12.6 435 1,466 T
Average annual growth, 1990-95

Population (%) 1.2 1.9 1.8 GNP Gross
Labor force (%) 2.0 2.4 1.9 per primary

Most recent estimate (latest year available since 1989) i capita enrollment

Poverty: headcount index (% of population) 22 .. .
Urban population (% of total population) 22 26 29
Life expectancy at birth (years) 72 61 63
Infant mortality (per 1,000 live births) 16 73 58
Child malnutrition (% of children under 5) 38 62 38 Access to safe water
Access to sale water (% of population) 53 81 75
Illiteracy (% of population age 15+) 10 50 34
Gross primary enrollment (% of school-age population) 106 98 105 Sri Lanka

Male 106 110 112 - Low-income group
Female 105 87 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) 3.8 6.1 11.7 12.9 Openness of economy
Gross domestic investmentUGDP 15.6 23.4 27.0 25.1
Exports of goods and non-factor services/GDP 27.5 25.6 33.7 35.9
Gross domestic savings/GDP 8.1 11.7 15.0 14.1
Gross national savings/GDP 7.4 14.0 19.0 18.3

Current account balance/GDP -4.9 -9.8 -8.0 -7.9 Savings Investment
Interest payments/GDP 0.5 1.9 1.1 1.3
Total debUGDP 21.5 58.2 66.7 64.1
Total debt service/exports 26.1 16.5 8.5 10.9
Present value of debtVGDP .. .. 40.8 ..

Present value of debt/exports .. .. 99 9 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) | Sri Lanka
GDP 5.7 4.3 5.1 5.5
GNP per capita 3.7 3.1 4.0 3.9 Low-income group
Exports of goods and non-factor services 4.0 7.3 8.4 6.7 - - - - - --

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP) 2
Agriculture 30.4 27.7 24.0 23.0 2

Industry 26.4 26.2 24.7 26.1 I 10
Manufacturing 20.1 14.7 15.6 15.7

Services 43.2 46.1 51.4 50.9 0 $ C ____
9 91 92 93 94 95

Private consumption 82.6 78.3 75.6 74.0
General government consumption 9.3 10.1 9.4 11.8 -GD1 6 GDP

Imports of goods and non-factor services 35.0 37.3 45.7 46.9 _

1975-84 1985-95 1994 1995
(average annual growth) Growth rae of exports and imports (%)
Agriculture 4.3 1.8 3 3 3.3 I 20

Industry 5.3 6.2 8.1 7.7
Manufacturing 4.1 6.9 9.1 9.2

Services 6.7 4.7 7.4 5.1 1

Private consumption 7.0 3.8 5.5 4.7 0 9- 1 92 93 94 9S

General government consumption 3.0 2.3 7.4 11.0
Gross domestic investment 13.4 4.3 8.9 -1.7 -10o
Imports of goods and non-factorservices 11.1 5.0 11.6 3.8 -Exports -6lImports
Gross national product 5.4 4.4 5.5 5.5

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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Sri Lanka

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Intlation (%)

Domestic prices 3
(% change)
Consumer prices 6.6 1.5 8.4 7.7 20

Implicit GDP deflator 4.9 2.8 9.7 8.4

Government finance 10
(% of GOP)
Current revenue .. 22.0 18.9 20.6 0 - - 92 -93 -94-95

Current budget balance .. 2.2 -3.0 -2 7 9 9 92 93 94 95

Overall surplus/deficit .. -11.5 -10.5 -10.2 -GDP det. -CPt

TRADE

(millions 1S$) 975 1985 1994 1995 7 Export and import levels (mill. USS)

Total exports (fob) .. 1,333 3,189 3,472 6.00r

Tea .. 442 420 480
Other agricultural goods 94 278 348
Manufactures .. 233 2,131 2,613 4.000

Total imports (cif) .. 1.948 4,788 5,067
Food .. 217 589 717 4 14D
Fuel and energy .. 404 296 387
Capital goods .. 382 1,358 1,187

Export price index (1987=100) 96 119 121 o
Import price index (1987=100) - 86 148 155 91 92 93 94 95
Terms of trade (1987=100) .. 111 80 78 riExporls Elimports

BALANCE of PAYMENTS
1 975 1985 1994 1995 Current account balance to GDP ratio (I%)

(millions US$)
Exports of goods and non-factor services 632 1,561 3,944 4,841 9 i 9 --- 

Imports of goods and non-factor services 804 2,296 5,343 6,401 89 90 91 92 94 95
Resource balance -172 -734 -1,399 -1,560 -2 t

Net factor income -18 -127 -161 -139
Net current transfers 3 266 627 679 t
Current account balance, -6

before official transfers -187 -596 -933 -1,020 | .-- 

Changes in net reserves 26 115 -349 175

Memo:

Reserves including gold (mill. US$) 57 472 2,035 2,107
Conversion rate (local/lUS$) 7.0 27.2 49.4 51.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed 815 3,540 7,811 8,272

IBRD 36 61 54 49 G A
IDA 39 397 1,339 1,463 F 581 49 B

Total debt service 169 320 405 569 |
IBRD 6 9 13 12
IDA 0 3 16 18 c

Composition of net resource flows 600
Official grants 56 151 160 155
Official creditors 61 297 289 278
Private creditors -22 44 -66 -70 D
Foreign direct investment 0 26 166 195 e 1308
Portfolio equity 0 0 112 29 3798

World Bank program
Commitments 30 137 0 39 A- IBRD E -Bilateral
Disbursements 19 79 78 106 B- IDA D- Other multilateral F -Private
Prncipal repayments 3 5 15 15 C -IMF G -Short-term

Net flows 16 74 63 91
Interest payments 3 8 15 16
Net transfers 14 66 48 75

World Bank International Economics Department, September 1996
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Taj ikistan

L andlocked Tajikistan, which declared inde- accounts for about 50 percent of agricultural production
pendence from the Soviet Union in September in most years. onlv 10 to 15 percent of the cotton tiber
1991, shares borders with Uzbekistan, the Kyr- produced is used by the local textile industry.

gyz Republic. China, and Afghanistan. About 5.8
million people occupy its 143.000 square kilometers. Recent Economic Developments
The country is divided by its physical features into three
regions-the Pamir mountains in the southeastern part Taiikistan was the poorest republic in the Soviet Union,
of the country, and the areas north and south of the due largely to geographical factors. Most of the poor
1HessarAli mountain range that runs through its center. were located in the remote eastern areas of the country,
Seventy percent of the country's population resides in although there were pockets of severe poverty in other
rural areas. The population is divided among several parts of the country. In recent years the nature and extent
groups including: Ta iks (62 percent); Uzbeks (23 per- of poverty has changed-becoming more widespread
cent): Russians (8 percent): Tatars (I1.4 percent), and and intense-in large measure because of three major
Kyrgyz ( 1.3 percent). Tajikistan's territory is mountain- shocks that account for much of the decline in GDP.
ous; 7 percent of its land is arable with 85 percent First, the break-up of the Soviet Union precipitated the
irrigated. A system of glacier-fed rivers provides 3,900 collapse of inter-republican trade arrangements and
megawatts of hydroelectric power. With a per capita broughl to an end the generous budget transfers that had
income estimated at $370 in 1995, Taiikistan is the long enabled TaJikistan to consume far more than it
poorest of the former Soviet republics. produced. Second. the political turmoil of the early

Tajikistan's economy is narrowly based with cotton 1990s resulted in the loss of about 50.000 lives. Addi-
and aluminum as its primary commodities; both take tionally. the turmoil, which still simmers in some parts
advantage of the country's extensive water resources. of the country, continues to hlave a disruptive effect on
The highly mechanized and irrigated agricultural sector econlomic activity especially in the south and east. As a
accounts for 25 percent of output and 50 percent of consequence, there is an ongoing lack of security in parts
employment. The main agricultural products are cotton, ot the country. This, combined with the absence of
silk, fruits, and vegetables. Industry' accounts for 35 effective and responsible administrative institutions. de-
percent of output 1 2 percent ot employmenit and a large ters people in some areas from carrying out legitimilate
portion of exports and imports. Tajikistan has consider- economic activities. Third, a series of natural disasters.
able potential in gold and silver. The other major comn- including flooding in 1992 an d 1993 and flooding and
ponent of the industrial sector is textile production. mud slides in May 1996 caused damage to infrastrulctul-e
which accounts for about one-third of industrial output. and productive assets.
While theTursunzadealuminlum smelter is theedoiinant These shocks, along with other factors includinig
feature of the industrial landscape. its contribution to weak economic management, have contributed to a se-
employmenit is relatively small. Tlle smelter does, how- vere economllic crisis. Production fell by about 60 per-
ever, pose a serious problem lor the government .as it cent between 1991 and 1995 with both agriculture and
requires considerable subsidies to be financially viable industrv affected. Most industrial firms are currently
and is a source of serious environimenital problems. operating belovw one-third ot thieir capacity. while agri-

Although aluminum and cotton are at the heart ofthe cultural productionl is only about 30 percent ot its 1991
economy, the links between productioll of these com- levcl.
modities and other sectors are comparatively small. Heavily dependent on transfers from Moscow during
With the exception of energy and labor, all other inputs the Soviet era, botl the state budget and current account
used in aluminum production are imported and virtually detficits have been unsustainably lar-ge. Budget deticits.
all output is exported. The absence of links withi other on a casil basis, averaged 22 percenit of GDP over
sectors is even more evidentt or cotton. Aithough cotton 1992-94. For 1995, the delicit on a cash basis is esti-

481



Tajikist-iwi

mated to have declined to about 11 percent of GDP. This performance indicates that the economy will achieve
decline was due chiefly to a large reduction in cash this target. The current account deficit is targeted at
outlays and was financed through expansion of domestic roughly 13 percent of GDP and the level of international
bank credit. For 1996 the government intends to keep reserves is projected at a minimum of four weeks of
the budget deficit at about 5 percent of GDP, largely imports (excluding alumina).
through sharp reductions in expenditures (including the Under the stabilization program supported by the
rescheduling of external debt payments) and increases IMF, government is committed to raising revenues and
in revenues. Taxation on cotton and aluminum is pro- reducing expenditures to contain the budget deficit at
jected to account for nearly half of total revenues. about 5 percent of GDP in 1996. Measures taken to

Until recently, inflation was rampant-reaching reduce expenditures include reducing subsidies, limit-
29200 percent in 1993, 350 percent in 1994, and about ing non-essential recurrent spending, and reducing pub-
635 percent in 1995-due to monetary developments in lic investment. On the revenue side, government is
Russia (whose currency Tajikistan used until May 1995) introducing a fixed tax on cotton sales (while eliminat-
and excessive monetary expansion after the launch of ing the distortionary intermediate taxes on cotton) and
the Tajik ruble. Beginning in early 1996. however, in- aluminum, stepping tip tax collection efforts, eliminat-
flationarv pressure subsided with prices increasing only ing major tax exemptions, and increasing public utility
2.8 percent in April and 0.5 percent in May. tariffs to near-market levels. Nonetheless, public reve-

Exacerbated by terms of trade shocks associated with nues remain quite low; total revenues are expected to
the rising relative cost of energy and grain imports. represent about 13 percent of GDP in 1996 and expen-
current account deficits averaged 23 percent of GDP ditures about 19 percent.
between 1992 and 1994. The deficit was financed on The immediate focus of the authorities is on enhanc-
commercial terms primarily by external borrowing from ing finanicial discipline in the banking sector, while
regional trading partners. In 1995. the current account introducing market-based instruments of monetary pol-
registered a small surplus due to favorable world prices icy. The refinance rate for the National Bank of Tajik-
for cotton and aluminum. At present, external debt istan's overdraft facility, which serves as a source of
amounts to about $810 miilion, over 80 percent of which short-term liquidity, was increased to 40 percent a
is owed to tihe CIS countries-mainly Russia, Uzbekis- month in October 1995 in an effort to achieve positive
tan, and Kazakstan. Other creditors include the Euro- real rates. Lower rates of inflation allowed authorities to
pean Union, Turkey, and the United States. Government lower the rate to 15 percent a month in March 1966 and
has had trouble servicing this debt and is in arrears on 10 percent in June. Additionally, after introducing the
many payments. national currency in mid-May 1995, the authorities

The govermnent has requested, with support from the raised the interest rates on loans and deposits. Recogniz-
IMF, that its major creditors reschedule debts that are in ing that only partial reliance can be placed on market-
arrears or fall due in 1996. Thlese comprise approxi- based toois of monetary policy, the authorities
mately half of the country's total external debt. The EU introduced a system of bank credit ceilings in February
accepted a stand-still oni overdue debt servicing obliga- 1995 as a temporary measure. These ceilings were raised
tions for 1996. Kazakstan, Turkey, Uzbekistan and Rus- in June 1995. then extended until December 1996.
sia have all formally agreed to enter into negotiations to The government has made some progress in estab-
reschedule their debt on terms consistent with the IMF lishing the basic legal foundation for a market economy.
program. In November 1995 it adopted a privatization law and

plans to amend existing laws on property rights, com-

Economic Reform mercial activities, and securities. The new privatization
law empowers the State Property Committee to select

Although government's efforts to achieve macroe- enterprises to be privatized and introduce broad public
conomic stability were uneven during mid-1995. the participation in the privatization process.
IMF supported program has been on track since late The government has drafted guidelines for a farm
1995 and is beginning to show results. Several macroe- restructuring program that includes converting all lanid
conomic policy measures have already been imple- controlled by collective and state farms into private
mented as prior actions of the IMF-supported program. farms operated under the terms of life-long inheritable
The most notable of these was the creation of the na- leases, unrestricted transfer of land-access rights, and
tional currency, the Tajik ruble. which paved the way eliminating all land use restrictions by the end of 1996.
for an independent monetary policy. The decline in GDP In addition to the recent decontrol of agricultural comn-
is expected to slow in 1996. and intlation is targeted to mnodity prices, the government plans to begin an irriga-
decline from an average of 45 percent per month in late tion water pricing scheme that will achieve full cost
1995 to 4 percent per month by Septeniber 1996. Recent recovery. To liberalize public sector marketing and

482



Tqjiki slin

processing monopolies, the government has eliminated security situations, the debt overhang, the limited exter-
state orders on all commodities and plans a new procure- nal assistance, and terms of trade shocks.
ment system based on competitive bids for purchases of Although the ceasetire has been adhered to in most
agricultural commodities. It is preparing plans for the parts of the country, isolated incidents appear to be
privatizing the state cotton processinig and marketing occurring along the border with Afghanistan and in
monopsonies. some parts of the country. Peace is still contingent on

The banking sector is still organized along the tradi- the presence of 25,000 Russian troops stationed at the
tional Soviet model of sectoral banks. Credit culture border with Afghanistan. Resurgence of war or a re-
within the banks is weak and the danger ofmoral hazard emergence ofpolitical instability would almost certainly
in lending decisions is acute. Recognizing these prob- doom the process of economic and social recovery.
lems, the government intenids to pursue a multifaceted As a highly specialized enclave economy. Tajikistan
strategy. First, real interest rates will be kept positive is also extremely vulnerable to terms of trade shocks that
to signal the need for financial discipline in the enter- affect the prices of its main exports (cotton and alurni-
prise sector. Second, over time, the banking syste m will num ) relative to its main imports (oil, gas and grain).
be rehabilitated to cope with the problen of nonper- Exogenous events such as locust infestations or unfavor-
forming assets (estimated at about 25 percent). Third, able weather that affect the cotton crop, changes in
audit reviews of the sectoral and savings banks will be bilateral trade arrangements on which Tajikistan is
undertaken over the next two years to prepare for the heavily dependent for much of its imports and exports.
banking reform program. Simultaneously, new ac- and trade and transit arrangements w ith its neighbors all
counting standards, to be applied to all commercial retlect the country's vulnerability.
banks, will be developed.

The government is planning a privatization program Medium-Term Prospects
aimed at both small and large firms to promote effi-
ciency and growth. A broad consensus exists in the Given the major risks and uncertainties facino Tajikis-
government that the speed and process of privatization tan, medium-ternm projections are unavoidably subject
have not been satisfactory and need to be improved; it to a larger than norinal margin of error. There is, none-
has set a goal to privatize the majorit' of small enter- tlheless, one feature of the medium term economic out-
prises (less than 10 employees), somne mediu m and large look that is clear: any plausible policy reform scenario
enterprises, and the cotton marketing authorities and its for stabilization and structural adjustment of the econ-
ginneries over the next twvo years. omV must be underpinn led by substantial balance of

paymenits support. The economiiy, whichl has been living
xoon transfers, unsustainable levels of borrowing and,
recently, accumulationi of a-rears, is on the verge of

The mix of civil war, natural disasters, political upheaval, foreign exchange strangulation. Import volumes, al-
and unsustainable expansionary fiscal and monetary' ready depressed, declined during 1995 bv 20 percent
policies that characterized the 1991-95 period left the compared with an estimated decline in real GDP of 12.5
economy and key social services severely weakened. percent. Shortages of inputs such as fertilizer and other
Coupled with a drastic decline in k-ey social service a-ricultlral chemicals have sharply reduced yields and
provision, much of the populace has been reduced to production of cotton and other key crops. Foreign ex-
poverty. Foreign exchange rese-ves are depleted and the change rese-ves, at the end of 1995, were less than one
tax system has yielded revenues of less than 10 percent veek's worth of non-alumnina, non-grant imports.
of GDP since NMay 1 995, external debt and debt service Absent substantial balance of payments support. it will
payments due are very large in relation to exports, and be impossible to achieve a viable balance of payments
output and the country's ability to feed itself or provide position vithiout further severe compressio n of the econ-
for its food needs through exports has greatly diminished. omy. [he major balance of payments issue facing govern-

The Tajik economy is extremely vulnerable to its ment is its large debt, whiichi at the end of 1995 was $817
external environmienlt. Although unirest amonlg govern- millioni. Most of this debt ($570 million) is owed to former
ment military supporters promipted tle resignation ofthe Soviet republics, chiefly Russia and Uzbekistan. Even
prime minister and some government officials in late ulider optimiistic assumllptions. there is no prospect that
January 1996, there have been relative inprovements in Tajikistan can meet extant debt service schedules. In 1996,
the political and security situations during the last 12 total external gross financing needs are estimated at $531
months. Tajikistan, nevertheless, taces continuing vul- millioni, in large part because of $243 millioni in debt
nerability and risks in the months and years ahead. service due this year. Debt relief alone,lhowever, will not
Foremost among these risks are the fragile political and be sufficient to solve the financing gap.
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Tajikistan at a glance
Europe &

POVERTY and SOCIAL Central Low- -

Tajikistan Asia income Development diamond'

Population mid-1995 (millions) 5.8 488 3,188 Life expectancy
GNP per capita 1995 (US$) 370 2,240 460
GNP 1995 (billions US$) 2.2 1,093 1,466 T

Average annual growth, 1990-95

Population (%) 1.8 0.4 1.8 GNP Gross
Labor force (%) 3.3 0.6 1.9 per primary

Most recent estimate (latest year available since 1989) capita \ / enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 32 66 29
Life expectancy at birth (years) 67 68 63
Infant mortality (per 1,000 live birhs) 42 23 58
Child malnutrition (% of children under 5) .. . 38 Access to safe water
Access to safe water (% of population) .. 75
Illiteracy (% of population age 15+) 2 .. 34
Gross primary enrollment (% of school-age population) 89 97 105 Tajikistan

Male 91 97 112 Low-income group
Female 88 97 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) .. .. 2.3 2.2 Openness of economy
Gross domestic investment/GDP 32.4 22.3 17.4
Exports of goods and non-factor servicesfGDP .. 61.3 72.0
Gross domestic savings/GDP . 17.9 4.9 8.3
Gross national savings/GDP . .. 5.1 8.2

Current account balance/GDP .. .. -7.3 0.0 Savings Investment
Interest payments/GDP .. .. 0.0 0.0
Total debtGDP .. .. 25.6 28.9
Total debt service/exports .. .. 0.0 0.0
Present value of debt/GDP .. .. 22 7
Present value of debt/exports .. .. 94.1 . Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Tajikistan
GDP 4.3 -9.0 -21.5 -12.5
GNP per capita 0.9 -11.3 -23.8 -15 0 Low-income group
Exports of goods and non-factor services .. -9.6 2 0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment

(50 of GDP) 20
Agriculture .. 28.5 23.0 20.8 T
Industry .. 38.8 46.0 53.0 0

Manufacturing .. .. .. . . 92 94 9
Services .. 32.7 31.0 26.2 .20

Private consumption .. 61.7 67.3 58.4 -40
General government consumption . 20.3 27.8 33.3 jGDl GDP
Imports of goods and non-factor services .. .. 78.7 81.1 1

(average annuat growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports f%)

Agriculture .. -36.2 -21.1 20.

Industry .. .. -22.8 0.2
Manufacturing .. . 10-

Services .. .. -7.1 -26.5

90 91 92 9_ 94 95g
Prvate consumption .. .. .. .. ga ...

General government consumption ..
Gross domestic investment .. .. -33.2 -32.1 20
Imports of goods and non-factor services .. .. 18.3 -10.3 -Exports - Imports
Gross national product 4.3 -9.0 . .. I

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete

484



Tajikistan

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 300
(% change) .

Consumer prices .. .. 350.4 635.0 2000

Implicit GDP deflator 1.3 -3.1 387.2 228.8

Government finance 1000 T

(% of GDP)
Current revenue 44.5 15.2 0

Current budget balance 90 91 92 93 94 95

Overall surplus/deficit -10.2 -11.2 -GDPdef. -6CPI

TRADE

('miffions US$) 1975 1985 1994 1995 Export and import levels (mill. USS)

Total exports (fob) .. .. 559 657 750 T
Cotton 155 212
Aluminum . .. 313 385
Manufactures .. . .

Total imports (cif) . .. 707 628
Food
Fuel and energy . .. 163 149 250
Capital goods .

Export price index (1987=100) A6 14 25 l l
Import price index (1987=100) .. 89 90 91 92 93 94 9S

Termsof trade (1987=100) E. . [Exports toimports

BALANCE of PAYMENTS
1975 1985 1994 1995

(millions US$) Current account balance to GDP ratio

Exports of goods and non-factor services .. .. 559 657
Imports of goods and non-factor services 735 653 90 91 92 93

Resource balance -176 4

Net factor income -19 -28
Net current transfers 25 25 -20

Current account balance,
before official transfers -170 1

Financing items (net) 170 1
Changes in net reserves 0 -2

Memo:

Reserves including gold (mill. US$) 0 7
Conversion rate (local/US$) 22.0 95.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1 9S5 t1994 1995_
(miltions US$) 1Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 594 629

IBRD .. .. 0 0 G D

IDA 0 0 48 68

Total debt service .. .. 0 0
IBRD 0 0
IDA . .. 0 0

Composition of net resource flows
Official grants .. .. 45 50
Official creditors .. .. 182 11
Private creditors .. .. 0 0
Foreign direct investment .. .. 10 15
Portfolio equity .. .. 0 0 E

World Bank program 513

Commitments .. .. 0 0 A - IBRD E -Bilateral
Disbursements .. .. 0 0 B -IDA D -Other multilateral F . Private

Pnncipal repayments 0 0 C-IMF G -Short-term

Net flows 0 0
Interest payments ° °
Net transfers .. .. 0 0

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
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Tanzania

T anzania is one of the poorest countries of the equivalent to over 200 percent of GDP, and debt service
world. Per capita income in 1995 is estimated at would absorb about half of export earnings under exist-
about $130, although household surveys suggest ing terms. The worsening macroeconomic situation led

a figure closer to $200. Covering an area of 945,000 to suspension of World Bank and IMF programs and
square kilometers, it has a population of about 30 mil- disbursements of balance of payment assistance from
lion growing at about 3 percent a year. The econonmy is several donors were interrupted.
heavily dependent on agriculture (over 50 percent of In fiscal 1995 and 1996 the government took steps to
GDP) with a diverse ecology supporting cultivation of investigate tax irregularities and take legal action
coffee, cotton, tea, cashew nuts, sisal, maize, rice, against alleged offenders. Despite efforts to restructure
wheat, cassava, and tobacco. The manufacturing sector the tax administration and a 1995 act to establish an
is small and the mining sector has good potential but is autonomous revenue authority, revenue performance
relatively undeveloped. Tourism is one of Tanzania's and expenditure management remain inadequate. The
dynamic sectors and has shown significant growth in revenue-to-GDP ratio stagnated or declined, despite an
recent years. The service sector and the informal sector increase in nominal revenue. The targets of an informal
are increasinglv an important source of employment. fiscal program adopted in fiscal 1995, which included a

Following the Arusha Declaration in 1967, Tanzania budget surplus of 0.2 percent of GDP and continued
launched a socialist development agenda with pervasive credit restraint, were not met.
state controls, which resulted in a sharp economic de-
cline, severe macroeconomic imbalances, widespread Recent Political Developments
shortages, and deteriorating living conditions and serv-
ices. In 1986 the government embarked on economic After three decades of one-party rule, multi-party elec-
reform to dismantle the system of state controls and tions were held at the local level in late 1994, and
promote private sector expansion. This included remov- presidential and parliamentary elections in November
ing restrictions on agricultural marketing and exports, 1995. The ruling CCM Partv won both presidential and
liberalizing the trade and exchange system, eliminating parliamentarv' elections, while some results are being
price controls and most state monopolies, and opening contested. The strains of managing the economic liber-
the financial sector to private sector participation. Pro- alization and introducing a multiparty system contributed
grams were launchied to rehabilitate key infrastructure, to slowing the reform program and weakening expendi-
particularly roads, railwavs, and ports. The economy ture control last year. The new government pledged to
responded to these reforms, recovering at an annual fight corruption and indicated that it would continue
growth rate of 4 percent over 1986-94. Recent surveys policies emphasizing economic stability and liberaliza-
also show substantial household income growth and tion with goals of growth and poverty reduction.
reduction in poverty during the reform period.

In the past two years, however, macroeconomic man-
agement deteriorated significantly, jeopardizing the
progress made by reform. Since fiscal 1993, excessive Tanzania's development policies aim at poverty reduc-
monetary expansion has been fueled by large fiscal tion through sustainable economic growth by promoting
deficits resulting from inadequate tax administration, the role of the private sector and strengthening govern-
the high debt service burden, and lack of expenditure menit capacity to manage the economy and provide es-
control. Although the government has taken actions to sential services. Its program addresses poverty
stop discretionary tax exemptions and remove some reduction, macroeconomic management, financial sec-
sources of abuse of the tax system, the fiscal deficit tor reforms, planning and budgetary reforms, civil serv-
remains high at over 10 percent of GDP. Inflation re- ice reform, parastatal reforms, private sector
mains at just under 30 percent. External debt is now development, agricultural development, tourism and
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mining development, human resource development, re- Integrated Roads Program is focusing on strengthening
habilitation of infrastructure, energy sector develop- administration and management of the rural roads net-
ment, and environment protection. work (including feeder roads) to increase market access

T'he government has liberalized agriculture, and is for smallholders. The government also recognizes the
expanding rural infrastructure (particularly feeder need to counter rapid deterioration in urban infrastruc-
roads) and rehabilitating urban infrastructure. The gov- ture and services and is adopting policies to address
eminent also targeted measures for poverty reduction by these problems with a greater participation from com-
increasing the share and effectiveness of government munities and local administrations. The government
expenditures on basic education and liberalizing service aims to increase hydroelectric resources and develop other
delivery. Female completion of secondary education indigelnouIs energy resources, such as natural gas, coal, and
will be emphasized to enhance women's economic op- petroleum, and is increasingly encouraging private sector
portunities and contribute to reduced fertility, improved participation. The government is reviewing the feasibility
nutrition and health of the family. of privatizing the power sector and introducing competi-

The most urgenlt challenge facing the government is tion in marketing and distributing petroleum products.
to restore fiscaL stability and to provide for thie orderly State-owned transport and telecommunications sectors are
financing of critical development programs. Thle gov- also open to private participation.
ernment adopted a "mini-budget" in February 1996
with the short-term objective of narrow ing the fiscal gap Human Resource Development
throughi new reveniues and tighter expenditure control
for the second half of the fiscal vear. New resources The govenmment is preparing to implement the Social
totaling TSh 128 billion are to be raised from additional Sector Strategy inherited from the previous administra-
taxes, parastatal divestiture, expeniditure cuts, and exter- tion. In educationl, the main objectives are to lower the
nal grants. Reorganizing financial institutions to mobi- entry age into primary school, increase enrollment rates,
lize and allocate resouices efficiently will be critical for raise the quality of primary schooling, and improve
eliminating periodic capital infuisionis and the subsidy transition rates of girls through primary and secondary
burden on the budget. FuLtiher reforms proposed include school. Reforms emphasize allocating more resources
privatization, joint ventLIres, and carving out appropriate for drinking water, basic health, and primary and secon-
corporate divisions. dar\ education as the fiscal situation improves, promot-

'I'he government's continued imiplemeentation ofcivil ing prixate delivery of social services, increasing the
service relorimis covers four integrated eleniclts: person- role of local agencies and beneficiaries in managing
nel control: reducing the size id the civil service; pay services, and selecting programs targeted to identified
reform; and comprehenisive rationalization reviews of groups. such as education of girls from low-income
each ministry. The overall civil service reforimi program hoLusehiolds.
appears well-conceived, but its inplemiienitationi so far
appears to have had little impact on the budget. Environment

In addition to maintaining liberal trade and exchange
policies and improvinig fiscal and financial stability, A recenitly completed national environmental action plan
government policies for private sector development il- has led to an action program that includes revising the
clude deregulation of investments, improving infra- legislative framework to enable greater local participation
structure, and acceleratinig parastatal relorm. As the in environimental management, developing programs to
present investment promotion policies involve high assess environmental quality, and strengthening environ-
revenue losses and introduce siunificant distortions, ac- mental awareness programs. Some government policies
tion has been taken to review some investment incen- LIse incentives, including a new land policy that en-
tives, including tax holidays. The policy for parastatal hances the security of tenure: pricing policies for fuel,
reforms calls for impro enients in thle legal and regula- and water rights to encoura-e efficient use and environ-
tory framcwork, liquidationi of hank-upt parastatals, pri- ienitallv sensitive practices. Other important initiatives
vate ownier-shiip ando,'r marnagcemient, and haid budget include the liternational Waters Lake Victoria Environ-
constrainits on commercial pal istatalIs. Afthoulgh paras- imenital Management Project.
tatal rCeforms stalled durin-i thc electioins. the new go'-
eminiiient indicates thlat it will proceed with the process
and recently approved tihe pri\vati/ation of three more
parastatals. Followin- an initial meeting of the heads of state of

'I'he government continucs to emphasize infrastruc- Uganda. Kenya and Tanzania in Arusha in November
ture maintenance and rehabilitation. while undertakin-g 1993. there has been steady progress toward reviving
new investmlents selectivel% 'he second phase of' thc East Atfrican cooperation on a broad front. In November
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1994 the three heads of state established a secretariat in Tanzania's excessive dependence on donor funds should
Arusha to facilitate East African cooperation and decline and an increasing percentage of foreign ex-
strengthen regional institutions. The communique also change requirements be met from Tanzania's own re-
indicated the intention of all three governments to har- sources. However, the availability of foreign resources
monize tariff rates and simplify customs procedures and in the medium term remains a very important concern,
to consider the possibility of forming a customs union. both to finance imports and to service payments on
Tanzania has also endorsed the Common Market for existing debt. It is anticipated that private capital will
Eastern and Southern Africa which replaces the earlier increasingly substitute for declining donor inflows, as
Preferential Trading Area. Integration attempts within the reform program establishes a competitive and sound
the region are being supported by the Cross Border tinanicial system, liberalizes the trade and exchange re-
Initiative. In March 1995. Tanzania, together with 12 gimes, proceeds with the privatization or liquidation of
other countries from the region, endorsed the "road most commercial parastatals, improves the regulatory
map" for external trade liberalization proposed by the climate for private investment, and achieves macroe-
intiative's cosponsors. cononmic stability.

Medium-Terni Prospects External Debt

Tanzania is expected, if the economic reform r-ogram Tanzania's debt overhang is considerable (at over 200
is vigorouslv implemented, to achieve considerable in- percentofGDP)and the debt service burden, whilehigh,
provenments in its external position over the medium remains manageable only because Tanzania services
term. With strong export performance and continuation only multilateral debt and its rescheduled obligations
of favorable terms of trade, the current account deficit under Paris Club agreements, with most of the remain-
(after grants) should fall from about 16 percent of GDP ing official and commercial debt accumulating further
in fiscal 1995 to below 6 percent of GDP in fiscal 2000. arrears.
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Tanzania at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Tanzania Africa income Development diamond-

Population mid-1995 (millions) 29.6 589 3,188 Life expectancy
GNPpercapita 1995 (US$) 130 490 460
GNP 1995 (billions US$) 3.8 289 1,466 T
Average annual growth, 1990-95

Population (%) 2.9 2.8 1.8 GNP Gross
Labor force (%) 2.8 2.8 1.9 Per pross

per v-< j primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 50
Urban population (% of total population) 24 31 29
Life expectancy at birth (years) 51 52 63 |
Infant mortality (per 1,000 live births) 83 92 58 |
Child malnutrition (% ofchildren under 5) 28 .. 38 Access to sate water
Access to safe water (% of population) 49 47 75
Illiteracy (% of population age 15+) 32 43 34
Gross primary enrollment (% of school-age population) 70 71 105 Tanzana

Male 71 77 112 Low-income group
Female 69 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios-

GDP (billions US$) 2.6 5.5 3.4 4.0
Gross domestic investment/GDP 21.1 17.7 31.3 31.0 Openness of economy
Exports of goods and non-factor services/GDP 19.8 7.7 23.8 28.0
Gross domestic savings/GDP 8.6 8.7 3.3 4.7
Gross national savings/GDP .. 9.8 12.0 9.1

Current account balance/GDP -12.4 -9.3 -26.7 -16.2 Savings I _nvestmenl
Interest payments/GDP 0.6 0.5 1.8 1.8
Total debt/GDP 49.0 76.1 220.3 196.0
Total debt service/exports 7.3 38.8 20.4 11.6
Present value of debUGDP .. .. 160.5
Present value of debt/exports . 634.6 .. Indebtedness

1975-84 1985-94 1994 1995
(average annual growth) -Tanzania
GDP 1.7 4.0 3.7 3.9
GNP per capita .. .. .. Low-income group
Exports of goods and non-factor services .. .. _.._..

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%/6)

Agriculture 41.2 52.1 56.9 56.8 6
Industry 22.0 12.0 16.8 16.8 4

Manufacturing 10.4 7.9 7.8 7.8
Services 36.8 35.9 26.3 26.3 2

Private consumption 74.1 74.9 88.4 85.1 so 91 92 93 94 95

General government consumption 17.2 16.4 8.3 10.3 |
Imports of goods and non-factor services 32.3 16.8 51.8 54.4 I -001 - GDP

1975-84 1985-94 1994 1995
(average annual growth)
Agriculture 2.0 5.4 3.5 4.0
Industry -0.6 6.8 2.9 4.3

Manufacturing -0.8 2.8 -0.9 4.5
Services 2.4 1.3 41 4.1

Prvate consumption .. ..

General government consumption .. ..
Gross domestic investment 4.4 27.3 3.7 2.9
Imports of goods and non-factor services .. ..

Gross national product .. 4.1 4.9

Note: 1995 data are preliminary estimates.
'The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE

Domestic prlces ~ ~~1975 1985 1994 1995 In-f--lto n (%/)

(% change) 7

Consumer prices 26.1 33.3 30.2 34.7
Implicit GDP deflator 15.3 22.8 22.8 34.0 '

Government finance a/ 25

(% of GDP) _____

Current revenue 24.4 18.5 15.0 14.590 1 92 3 94 5
Current budget balance -1.2 -2.3 -3.4 -4.390 9 92 9 94 9

Overall surplus/deficit -1.6 -7.8 -8.0 -11.5 -GDP def. -~--CPI

TRADE

(millions US$) ~ ~~~1975 1985 1994 1995 Export and Import levels (mill. US

Total exports (fob) 379 326 486 600 2,000
Coffee 66 119 90 177
Cotton 43 27 92 85 ,0
Manufactures 74 33 89 79 ~ ~ Il~~1Ii1

Total imports (cii) 775 999 1,589 980 1 a ll000 ~ I~¶I
Food 137 78 130 18 
Fuel and energy 92 223 149 157 50
Capital goods 241 434 729 394

Export price index (1987=100) .. 96 126 
tmport price index (1987=100) .. 85 122 IN 1 92 93 9 95

Terms of trade (1987= 100) .. 114 103 Li EExporls IMtImports

BALANCE of PAYMENTS _____________

(millions US$) ~ ~~~1975 1985 1994 1995 1Current account balance to GDP ratio(%

Exports of goods and non-factor services 482 445 855 1,072 9 9 91 92 F .9 9 5
Imports of goods and non-factor services 811 1,016 2,068 2,013
Resource balance -329 -571 -1,213 -941

Net factor income -3 -93 -154 -139 .15
Net current transfers 12 148 465 437

Current account balance,
before official transfers -321 -516 -902 -644 20

Financing items (net) 306 531 892 611
Changes in net reserves 15 -14 10 33 3

Memo:
Reserves including gold (mill. US$) 65 1 6 306 255
Conversion rate (local/US$) 7.4 17.9 477.6 624.1

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions UIS$) Composition of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed 1,264 4,206 7,442 7.802 A

IBRD 80 266 114 87 G 87
IDA 81 568 1,998 2,182 16

Total debt service 36 173 174 195 F 2182
IBRD 5 40 42 43 454
IDA 3 7 25 28

Composition of net resource flows
Official grants 128 267 564 620
Official creditors 248 55 160 148 22
Private creditors 5 46 12 5123
Foreign direct investment 0 14 0 270
Portfolio equity 0 0 0 0 E 504

World Bank program 39
Commitments 40 45 183 1 1 A- EIBRD E -Bilateral
Disbursements 60 46 183 160 8 - DA I0- Othe mul...tilateral F -Private
Principal repayments 3 27 44 46 C - IMAF G -Short-term
Net flows 57 18 139 114
Interest payments 5 20 24 25
Net transfers 52 -1 115 89

World Bank International Economics Department, September 1996
Note: Economic data refer to mainland Tanzania only.
a. Government finance fiscal year (July10o June).
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Thailand

T hailand's development record over the past three higher prices were not immediately passed on to con-
decades is impressive. Real per capita income sumers. The second oil shock in 1979 also coincided
growth has been positive every year and has with an expansionary fiscal stance, and contributed to a

averaged almost 4 percent over the period. The transfor- sharp deterioration in the fiscal and external accounts.
mation during this time of an economy heavily From 1979to 1983 the current account deficit averaged
dependent on agriculture and natural resources to one about 7 percent of GDP, and the public sector deficit
that is now a major exporter of manufactured products hovered around 5 percent of GDP for an even longer
has provided a diversified base of economic activity and period. Long-term external debt rose sharply from $2.7
employment. Inflation and exterilal debt have been kept billion in 1978 to $13.2 billion in 1985.
within manageable limits. Thailand provides an excel- The Thai government took a number of corrective
lent example of the dividends to be obtained through actions in the first half of the 1980s in pursuing a path
outward orientation, receptivity to foreign investment, toward stabilization and structural reform. These steps
and a market-friendly philosophy backed up by conser- involved fiscal retrenchment, stronger tax collection.
vative macroeconomic management and cautious competitive exchange rate management, vigorous ex-
external borrowing policies. Significant progress has port promotion, and a reduction in external borrowing.
also been made in food security, primary school enroll- Initially, the economy responded slowly to these policy
ment, adult literacy, infant mortality, materinal health, changes, in part because of the unfavorable global eco-
and life expectancy. Absolute poverty has been reduced nomic situation, and in part because the adjustment was
from over 57 percent in the late-1960s to less than 20 relatively gradual. From 1985. however, the cumulative
percent. effect of policy measures, including a 14 percent devalu-

The structure of the economy has undergone consid- ation of the baht in late 1984. combined with more
erable change over the last decade. At the end of the propitious external economic conditions, stimulated a
I 970s agriculture employed more than two-thirds of the rapid turnaround and recovery. This turnaround was
labor force and produced more than a quarter of GDP sustained by effective exchange rate management and
while the share of manufacturing in GDP was 20 per- an increasingly attractive market for Thai exports. Ac-
cent. By 1981 manufacturing had overtaken agriculture companied by improvements in the terms of trade, the
in value-added terms, and in 1995 it contributed 30 economy grew faster and the fiscal and external deficits
percent of G[)P while agricultural value added had both fell rapidly.
declined to about II percent. Thailand's manufacturing
sector is now the largest within the ASEAN. The econ- Recent Economic Developments
omy is also strongly export-oriented. In recent years.
exports of manufactures have grown particularly fast The pertormance of the Thai economy has been particu-
with exports ol goods and non-factor services increasing larly impressive since the mnid- 1980s. Between 1987 and
from 25 percent of GDP in 1980 to over 40 percent in 1990, real GDP growth was among the highest in the
1995; the share of manufactures in total merchandise world, averaging almost 12 percent a year. And despite
exports rose fiom 35 percent to over 80 percent in the the recession in the industrial economies and domestic
same period. Rice, the leading export commodity of political uncertainties, Thailand's economy still ex-
Thailand for many years, was surpassed by textile prod- panded at about 8 percent a year over 199 1-93.
ucts in 1985 and textile exports are now more than three This remarkable growth performance was built on
times the value of rice exports. favorable external factors, political stability, prudent

Early in the 1980s the Thai economy faced a period macroeconomic and sectoral policies in conjunction
of serious imbalance and painful adjustment. Because of with a vibrant and responsive private sector. The growth
its heavy dependence on imported oil. Thailand was of manufactured exports and inflows of foreign direct
seriously affected by both oil price shocks, but the investment in the second half of the 1980s were facili-
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tated by the depreciation ofthc dollar (to which the baht ing 1988-92 translated into a sharp reduction in poverty
was tied), rising cost pressures in other East Asian incidence, and the proportion of individuals below the
economiiies, lower oil prices, and relatively strong poverty line had fallen to about 13 percent in 1992. Less
growth in OECD ecoinomies. [)omestic policies such as reassuring, however, was the increase in income in-
conseivative fiscal maniagemilenlt, aggressive export pro- equality over 1988-92. For instance, the relative income
motion and market-friendl\ sectoral interventions share of the richest tenth ofthe population to the poorest
helped Thailand take advantaoc of these external devel- tenth rose from about 2 1 to 28 during the period. More-
opileits. Of particular importance were the successfuil over, this increase in inequality perpetuated a longer-
stabilization and adjustment measures of the earl term treid going back at least to the mid-1970s. What is
1 980s. \vorryin about this trend is that there is evidence emerg-

While growth since 1991 has beenl slower- thanl the ing that rising inequality could hamper prospects for
double-digit rates azchieved in the late 1980s, this pace sustained medium-term growth. The most significant
is more sustainable. Due to tightened finanicial policies. source of higher overall inequality over 1988-92 was
domestic demand is now expanding less rapidly than wages and salaries. Although the distribution of wages
durimg the booml years. [his economilic deceleration has became more equal, better-off households were able to
also shrun;k the currenit accouLnt deficit. wlhich had risen take greater advantage of expanding wage employment
to over 9 percent of GDP in 1990. G DP growth in 1995 opportunities than were poorer households.
was about 8.7 percent. and as in the past was based on
double-digit export growth. Since rapid import growth

- . . r~~~~~~~t Environment
contillued, the pickup in export growth was not enough
to reduce the curenlt account deficit. which rose sharply Rapid growth has also exposed the need for greater
to about 8.1 percenit of (DP (from 5.6 percent in 1994). attention to environmental protection. Deforestation,
Despite an increase in the average ilitlation (at the con- soil erosion, and coastal and watershed encroachment
suLiler level) rate in 1995 to 58 percenit (fromi about 5 have been joined on the environmental agenda by con-
percent in 1994). there are signs that inflationary pres- cerns about air and water pollution that have been ag-
sures are moderating wvith year-on-vear inflation rates gravated by the recent expansion of industrial and
now falling, commercial activities. Particularly in metropolitan

On the policy front, trade lib eralizationI has continued Bangkok. the costs of congestion and the health impacts
particularly for raw materials and intermediates aiid of some forms of air pollution have worsened dramati-
averao,e tariff's will be reduccd to 17 percent by 1997. cally. Moreover, new problems such as the management
With the agreemenit on establishin-g an ASEAN Free of hazardous wastes from manufacturing are emerging
Trade Ariea to pronirote economliic integration withinl even while traditional problems such as the microbio-
ASEAN. tariff's on inter-ASFAN trade will progres- logical contamination of water continue unabated.
sively be reduced eveni more. In preparation tariffs In its 1992-96 Seventh Plan, the government pro-
above 30 percent were lowered to that level in February posed to address these issues primarily by increasing
1993. New tax reforris were implemenitcd with a rise public investmenit. For infrastructure, in particular, an
in indirect taxes thIrough the introductioll ofa VA F, and investment prograrm of about $55 billion (or 8 percent
a cut in direct taxes, with reductions in income and ot GDP over the plan period) was recommended of
compally taxes. Monctary arrangements have also been which about 75 percent would be by the public sector.
liberalized, while the reguliator\ arid supervisory framile- In addressing the problems of poverty and income
work of tinanicial transactions hais been strengthened. disparities, the plan proposed additional incentives to
D)eposit interest r ates (except savinigs depolsit rates) have industr-y to locate outside the Bangkok area, increased
been completely freed. Ieendirrg rates have also been pinblic spending for rural development including social
substarrtialv libera lized, essentiallv bs raising the ceil- services arid education, and upgrading rural infrastruc-
ing raltes. The foreign exchae regiime and contiols, tirre, including capital iiarkets. It wasalso proposedthat
already quite liberal. hlave also been fIurthier relaxed. the adminiistiation of several public expenditure pro-

granis be more decentralized. The government is re-
Iov crtv viewing its programs of support for agricultural

production in the context of its longer-term strategy for
While per capita incomes doulbled duririg the past dec- the sector, which faces substantial adjustment needs if
ade, there had been a growing perception that progress rurral poverty is to be tackled.
il poverty alleviation had slowed. Analysis of recent To improve environmental nianagement the plan
holuselhold ricomiie and expelldituLe data shows that the calls for subsidies and public investment for pollution-
Slowdown iln poverty reductioll in the early and mid- control facilities and streamlining regulations and de-
1 980s was only tranrsitory. Rapid econiomiiic growth dur- veloping improved enforcement mechanisms. Further,
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communal investments for pollution control and sewage that only about one-fifth of the labor force has more than
treatment will be supported by an environmental fund to a primary school education. Also, only 30 percent of the
be financed from budgetary sources and a tax on oil relevant age group is enrolled in secondary school, com-
imports. pared w.ith about 60 percent in Indonesia and Malaysia.

and over 90 percent in Korea, although the rate of new

Medium-Term Prospects secondary enrollments has been rising (in 1992, for
instance, almost two-thirds of all primary school leavers

The government's development objectives are reflected entered secondary school).
in its Seventh National Development Plan, which differs If the competitiveness of Thai exports is maintained
in its emphasis from previous plans in focusing not only by iilplenienting measures to address infrastructure in-
on the factors that could constrain growtlh, but also in adequacies and skill constraints, real GDP growth dur-
stressing the need to improve household and regional ing 1996-98 is projected to average around 8 percent.
income distribution and manage natural resources sus- This performance would be underpinned by export
tainably. To sustain growth, it calls for continuing the growth of about 10.5 percent a year, based on continued
export-led strategy of the past, but acknowledges that recovery in the industrial economies. Gross domestic
Thailand can no longer compete solely on the basis of investmenit over 1996-98 would remain strong in this
low wages. Thus, it aims to produce and export more scenario, rising at about 8 percent a year, which is lower
sophisticated products by improving physical infra- thai duriig the I 980s, particularly the 25 percent annual
structure and upgrading the level of labor skills. increases experienced during the investment boom of

As Thailand's comparative advantage shifts from 1988-90.
labor-intensive products to technologically sophisti- The growth in investment is conditioned on higher
cated manufactures, however, continued export com- infrastructure investment, both in the public and private
petitiveness will be determiined increasingly by the sectors, and continued private sector spending on plant
quality of infrastructure and labor. Infrastructure bottle- and equipment. Since domestic savings are not antici-
necks are already serious in the Bangkok Metropolitan pated to rise substantially, the savings-investment gap
Region and now also extend to many secondary towns. falls only slightly to just over 5 percent of GDP. This
Although the results of some major investments such as gap and the corresponding current account deficit
the Eastern Seaboard development program have begun (which although lower than during 1990-91 still aver-
to materialize, they have not significantly eased conges- ages about 6 percent ofGDP) imply the need for flows
tion and pollution in the metropolitan Bangkok, which of external capital of about the same order as in 1992-95.
continues to grow more quickly than in other Lirbani However, while total external debt would rise as a share
areas. Unless infrastructure deficiencies are addressed of GDP during 1996-98, the continued expansion of
aggressively, the potential for medium-term growth exports implies that it falls as a share of exports. Simi-
would be hurt. larly, the debt service as a share of exports continues to

It is also becoming increasingly difficult for investors decline, an1d is projected in 1997 to be less than a third
to find and retain skilled workers. Part of the problem is of its 1985 level.
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Thailand at a glance
Lower-

POVERTY and SOCIAL East middle-
Thailand Asia Income Development diamond*

Population mid-1995 (millions) 58.7 1,709 1,154 Life expectancy
GNP per capita 1995 (US$) 2,720 830 1,700
GNP 1995 (billions US$) 159.8 1,418 1,962

Average annual growth, 1990-95

Population (%) 1.0 1.3 1.4 GNP Gross
Labor force (%6) 1.5 1.4 1.8 per primary

Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) 13
Urban population (% of total population) 20 31 56
Life expectancy at birth (years) 69 68 67
Infant mortality (per 1,000 live births) 35 36 36
Child malnutrition (% of chitdren under 5) 13 17 .. Access to safe water
Access to safe water (% of population) 81 77 78
Illiteracy (% of population age 15+) 6 17
Gross primary enrollment (% of school-age population) 98 117 104 -Thailand

Male 98 120 105 -Lower-middle-income group
Female 97 116 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) 14.9 38.9 143.0 167.2 Openness of economy
Gross domestic investment/GDP 26.7 28.2 41.2 43.1
Exports of goods and non-factor services/GDP 18.4 23.2 38.4 41.5 T

Gross domestic savings/GDP 22.1 25.5 36.2 36.2
Gross national savings/GDP 22.5 23.9 33.2 34.3

Current account balance/GDP -4.2 -4.3 -5.5 -7.9 Savings Investment
Interest payments/GDP 0.7 2.3 1.3 1.4
Total debWGDP 12.5 45.1 42.6 42.5
Total debt service/exports 12.0 31.9 15.6 12.6
Present value of debt/GDP .. .. 42.0
Present value of debt/exports ., .. 101.5 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Thailand
GDP 6.6 9.8 8.8 8.7
GNP per capita 4.0 8.5 7.4 7.4 Lower-middle-income group
Exports of goods and non-factor services 9.7 16.8 14.6 15.8

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of outpt and investment(
Agriculture 26.9 15.8 10.5 10.9 40

Industry 25.8 31.8 37.0 37.6 30

Manufacturing 18.7 21.9 28.5 29.2 20

Services 47.3 52.3 52.5 51.5 10

0
Private consumption 67.6 61.0 54.1 54.1 90 91 92 93 94 95

General government consumption 10.3 13.5 9.7 9.7 -GD1 GDP
Imports of goods and non-factor services 23.0 25.9 43.4 48.4

1975-84 1985-95 1994 1995
(average annual growth) Growth rates of exports and imports (%)
Agriculture 4.1 2.9 4.2 3.3 30
Industry 8.3 13.2 11.2 11.3

Manufacturing 7.6 13.7 12.0 12.3 20

Services 6.6 9.2 8.1 7.8
10

Private consumption 5.4 8.9 8.5 8.5
General government consumption 9.6 4.9 4.5 2.9 0 -- - - ,- -- -

Gross domestic investment 6.6 15.4 12.4 12.6 90 91 92 93 94 95

Imports of goods and non-factor services 7.2 18.9 16.6 16.9 -Exports Imports
Gross national product 6.3 9.8 8.6 8.3

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1 975 1985 1994 1995 Inflation (%)

Domestic prices8
(% change)
Consumer prices 5.3 2.4 5.0 5.8 6
Implicit GDP deflator 3.5 2.1 4.5 6.5 4

Government finance 2

(% of GDP)
Current revenue .. 15.2 18.3 18.3 s
Current budget balance .. -0.6 7.4 7.8 9 91 92 93 94 95

Overall surplus/deficit . -3.7 1.7 2.5 -GDPdef. -- CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(mi/lions US$)
Total exports (fob) .. 7,120 44,650 56,036 75.000

Fuel 829 2,005 7,372
Rubber . .. 738 1,765 ~HII
Manufactures 2,920 30,222 36,461 so.oo .T_ l II.Ii_

Total imports (cif) .. 9,248 53,379 70,881 
Food .. 348 2,525 2,920 K"-00
Fuel and energy .. 2,696 6,544 7,731
Capital goods .. 2,598 24,904 29,333

Export price index (1987=100) . 73 171 180 0 +
Imporl price index (1987=100) .. 72 188 194 99 50 91 92 93 94 05

Terms of trade (1987=100) .. 101 91 93 .Exports IoImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 2,780 9,100 56,298 71,115 8 90 91

Imports of goods and non-factor services 3,465 10,160 63,495 82,668
Resource balance -685 -1,060 -7,197 -11,553 -2

Net factor income -2 -643 -1,732 -2,200 -4
Net current transfers 56 47 1,128 626 L L LI
Current account balance, -6

before official transfers -631 -1,656 -7,801 -13,127

Financing items (net) 580 1,738 11,976 20,363 8t
Changes in net reserves 51 -82 -4,175 -7,236 |

Memo:

Reserves including gold (mill. US$) 2,007 3,003 30,279 37,027
Conversion rate (local/US$) 20.4 27.2 25.1 24.9

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 1,865 17,552 60,990 71,109 A B

IBRD 270 2,202 1,782 1,805 1805 102 0

IDA 4 105 103 102 1228
E

Total debt service 357 3,263 9,237 8,401 8682
IBRD 32 232 559 336
IDA 0 1 3 3

Composition of net resource flows 33650

Official grants 11 120 105 103
Official creditors 93 556 369 1,184
Private creditors 107 956 4,037 4,440 F

Foreign direct investment 22 163 640 2,300 25642

Portfolio equity 0 44 -538 1,498

World Bank program
Commitments 95 113 323 190 A -IBRD E -Bilateral

Disbursements 44 285 128 146 B-IDA D -Other multilateral F -Private

Phncipal repayments 13 75 417 203 C -IMF G -Short-term

Net flows 31 210 -289 -57
Interest payments 20 158 145 136
Net transfers 12 51 -434 -193

Wotld Bank International Economics Department, September 1996
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Togo

L ocated on the Gulf of Guinea in Westemn Africa, ments to Togo because its lack of progress on political
Togo is a small country with a population of 4 reform. It is estimated that real GDP fell by about 22
million and an aninual population growth rate of percent between 1991 and 1993, revenues and invest-

3.2 percent. GDP per capita is estimated at $3 10 in 1995. ment expenditures falling by about 62 and 75 percent.
The economy has traditionally depended on primary The economic crisis also took a heavy toll on Togo's
production, service activities, and exports of phosphates physical infrastructure as a result of a three-year lack of
and cotton. Agricultural production is concentrated in routine maintenance and investment and, for public
staple food crops, cotton, coffee, arid cocoa. About 75 utilities, large cross debts and payment arrears. Particu-
percent of the active population is employed in agricul- larly vorrisome is the deterioration of the north-south
ture, which accounts for about 35 percent of GDP. road axis, Togo's main transport corridor for transit
Coffee. cocoa, and cotton contribute about 25 percent of trade with the Sahelian landlocked countries. The break-
exports. Togo is self-sufficient in food production, al- down in public administration and the sharp cut in
though there are significant regional disparities between investment and maintenance expenditures also caused a
the wetter south and the more savanna-like north. The serious deterioration in basic and preventive health serv-
secondary sector, dominated by phosphate production, ices and primary education. The crisis also delayed key
contributes about 23 percent otfGDP. The service sector investment decisions for environmental protection.
makes up the remaining 42 percent of GDP aiid includes
a dynianic commerce sector arid a banking system.i, Recent Economic Developments
which, in the 1980s, was relatively healthy and served
the entire subregion. A well developed highway network Ihe 1993 improvement in political and security condi-
linking the capital and the principal port, Lon1e, with tions, together with Togo's increased competitiveness
neighboring landlocked countries supports transit and resultinig from the 1994 CFA fraiic devaluation, bol-
trade activities. Togo's economic growth potential is stered private sector confidence and led to a resurgence
significant, particularly in agriculture, regional trade of economiic activity. Real GDP growth reached nearly
arid comnierce, and small-scale industrial production. 14 percenit in 1994. After a 29 percent upward price

adjustnient in the two months following the devaluation,
Recent Eco no micrnoontnitv inflation returned to moderate levels.

In 1995 the recovery continued to be robust, and real
In the 1980s Togo built a repirtation as one of the best GDP is estimated to have increased by 8 percent. Reve-
economic performers in Western Atrica. This was par- nue performance continued to improve (14.7 percent of
ticularly the case over 1983-89 when its wide-ranging GDP) and current expenditure growth was moderate.
economic stabilization arid adjustment prograni sub- Despite these positive developnients, Togo's politi-
stantially liberalized its econoyiv, and led to real growth cal environrilent reniains uncertain and its economic
despite an unfavorable external environment. Togo's situation is fragile. It is still in the midst of a difficult
econoniic adjustment effort was interrupted by a deep political transition trom an authoritarian regime to de-
political crisis that in 1991, triggered by increasing niocracy. A deterioration in the delicate balance of
pressure to establish a niulti-party systeni that led to a power between the opposition and parties in power
protracted period of political instability and a nine- could uiidemiine the goverminent's ability to sustain the
month strike. economic recovery and jeopardize the resumption of

The protracted political instability paralyzed the for- external financial assistance, which remains largely con-
mal sector, disrupted the nornial functioning of public ditionial on progress on the political front.
adniinistrationi and took a heavy toll on Togo's eco- Also, and despite an economic and fiscal revenue
noniic and social infrastructure. Major bilateral donors performiance that has niet and in some cases exceeded
and the European Jniol suspcided foreign aid disburse- program targets, the budgetary situation remains ex-
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tremely difficult. Even after a Paris Club debt resched- is how swiftly it can reorienit its role from one of heavy
uling in February 1995 of about $252 million over intervention in the economy to provide an enabling
1995-97, Togo's external debt burden remains heavy- environment for private economic activity and the es-
with a present value of debt to exports ratio of' 226 sential services and infrastructure needed to underpin
percent, Togo was recently included in the group of economic growth.
severely indebted low-income countries. Togo's main sources of growth are agriculture, light

industrv and commerce. Increased agricultural produc-

Social Indicators tion will depend on productivity gains, increased diver-
sification, and development of unused land. Among

Poverty, which affected about 30 percent of the popula- cash crops. cotton provides the most promising pros-
tion in the late 1980s, has increased significantly as a pects. To increase the long-term protfitability of cotton
result ofthe 1991-93 crisis. While still predominantly a production, the governimenit plans to abolish the state
rural phenomenon-rural areas account for more than monopolv on cotton-lint exports to allow private sector
80 percent of national poverty-preliminary survey re- participationi. Significanit potential also exists for in-
sults indicate that poverty has increased more rapidlv in creasing and diversifying food crops to meet growing
urban areas. Nevertheless. its regional incidence re- urban demand. Growth in small-scale iiduistry. coni-
mains unchanged: all poverty-related indicators (pov- merce and transit activities, wNhich are private sector-led,
erty incidence and depth, malnutrition, primary school will hitige on the government's ability to put in place an
enrollment) are worst in the Northern region and im- enabling environilient and a stable macrocconomic
prove moving south but rise again in the Maritime framewvork. To rcgain its share of'regiotial transit trade,
region, mostly because of population pressure and land Togo will need to restore its phNsical infrastructure.
degradation. The niajority of the poor are subsistence improve trade logistics and, over the long term, invest
farmers. Female-headed households are among the most in human resources development. Regainiing its posi-
vulnerable to poverty because ofttheir unequal access to tion as a regional financial ceniter vill remain a long-
land, credit and education. term objective requiring comprehensive measures to

stabilize Togo's financial systemi, including reform-
ing public enterprises andi a restructuring of its finan-

Medium-Term Prospects casetorcial sector.
Building on opportunities stetnming frotii the devalu- Fven hetfore the crisis, Togo's health and education
ation, the policy framework aims at protnoting a broad- indicators, while having improved over the last 30 ycars

based, private sector-led recovery of Togo's economy were lo\ner than in mian) other Sub-Saharan countries.
and at restoring it to a sustainable grovwth path that will The governimient has resumedl a major structLiral and
accelerate employment creation for its rapidly growing budgetary reforilm of'the healthi system, started in 1991,
population and raise per capita incomiies. The govern- that aims at irmproving basic services and ensuring the
ment has set a target of 6.5 percent annual growth over availability of low-cost essential drugs. The government
1996-98 to raise per capita income by 3.5 percent a year. has also started to rehabilitate school facilities, ensure
The key strategies to attain these goals include restoring the provision of basic educationial material and equip-
and maintaining macroeconotnic stability, resuming the melit and decentralize maniageno ent responsibilities (in-
structural adjustment program interrupted by the politi- cluding the hirin-g and financing of teachers) to the
cal crisis to ensure and rehabilitating damaged physical regions. It has also accelerated labor-intensive public
infrastructure. The government is also giving prioritv to works (primarily priority road and social infrastructuire
alleviating urgent social problems. including the lack of rehabilitation) to provide short-term employment and
essential social services and widespread unetmplovment. income-earning opportunlities for uliskilled workers and
The key issue in the governmenlt's development agenda small private contractors.
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Togo at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Togo Africa income Development diamond*

Population mid-1995 (millions) 4.1 589 3,188 Life expectancy
GNP per capita 1995 (US$) 310 490 460
GNP 1995 (billions US$) 1.3 289 1,466

Average annual growth, 1990-95

Population (%) 3.2 2.8 1.8 GNP G
Labor force (%) 3.0 2.8 1.9 Gpe Gross

per , .. primary
Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 31 31 29
Life expectancy at birth (years) 56 52 63
Infant mortality (per 1,000 live births) 78 92 58
Child malnutrition (% of children under 5) .. .. 38 Access to safe water
Access to safe water (% of population) 59 47 75
Illiteracy (% of population age 15+) 48 43 34
Gross primary enrollment (% of school-age population) 102 71 105 -Togo

Male 122 77 112 Low-income group
Female 81 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) 0.6 0.8 1.0 1.3
Gross domestic investment/GDP 16.6 11.6 13.6 Openness of economy
Exports of goods and non-factor services/GDP 43.4 48.3 31.2 30.8
Gross domestic savings/GDP 7.8 7.8 8.5
Gross national savings/GDP 4.2 5.0 6.3

Current account balance/GDP -19.1 -12.6 -8.1 -7.0 Savings - Investment
Interest payments/GDP 0.7 5.1 0.6 0.8
Total debt/GDP 19.4 123.3 148.4 111.1
Total debt service/exports 9.2 27.3 7.6
Present value of debt/GDP .. 92.5
Present value of debt/exports . .. 288.9 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Togo

GDP 2.0 0.2 13.9 8.3
GNP per capita -1.5 -1.5 4.5 7.6 Low-icome group
Exports of goods and non-factor services 4.1 -6.6 -1.3 4.9

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP)
Agriculture 26.6 33.7 33.9 34.8 150-A

Industry 26.5 21.7 21.7 22.7 75

Manufacturing 7 0 6.7 9.3 9.9 C.
Services 46.9 44.7 44 5 42.5 5 9 4 5

Private consumption 60.9 79.1 79.9 80.1 ,so
General government consumption 21.7 13.1 12.4 11.4
Imports of goods and non-factor services 53.7 57.1 34.9 35.9 -GOI - GDP

1975-84 1985-95 1994 1995 -- rae o
(average annual growth) Growth rates of exports and imports (%)

Agriculture 3.2 2.9 -13.5 5.5 4:OT

Industry 0.7 3.8 26.3 17.2
Manufacturing 0.7 3.1 24.4 20.9 20

Services 1.9 -0.2 46.0 6.2

i , _ s ~~~~~93 /94/ 95

Private consumption 5.2 1.7 7.2 11.4 -20
General government consumption 0.1 2.1 -20.1 2.6
Gross domestic investment -5.4 0.5 141.3 36.7 40
Imports of goods and non-factor services 3.0 -7.0 -17.8 22.7
Gross national product 1.3 0.4 10.2 11.0 -Exports ^ mports

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 4

(% change) a T
Consumer prices 18.0 -1.8 35.3 6.8 30
Implicit GDP deflator -4.3 2.9 30.6 8.8 20 {
Government finance 10
(% of GDP) c
Current revenue .. 29.0 12.5 14.7 90 91 92 93 94 95

Current budget balance .. 6.2 -10.8 -4.4 0
Overall surplus/deficit .. -6.1 -13.2 -8.4 -GDPdel. -OCPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. 282 226 298 750
Phosphorus . 95 66 76
Cotton .. 26 52 84
Manufactures .. 47 .

Total imports (cif) .. 348 248 343
Food .. 87 10625
Fuel and energy .. 20 22 37
Capital goods .. 52 41 70

Export price index (1987=100) . 145 160 184 0
Import price index (1987= 100) .. 113 178 175 69 90 91 92 93 94 99
Terms of trade (1987=100) .. 128 90 105 EjExports Oltimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)
Exports of goods and non-factor services 169 368 300 383 90 92 94
Imports of goods and non-factor services 281 435 337 446
Resource balance -112 -67 -36 -63

Net lactor income -5 -37 -51 -35 t 
Net current transfers -1 8 8 6

Current account balance,
before official transfers -118 -96 -79 -93 .10t

Financing items (net) 129 174 142 109
Changes in net reserves -11 -79 -63 -16 as l

Memo:

Reserves including gold (mi/l US$) 41 301 157 180
Conversion rate (local/US$) 214.3 449.3 555.2 499.2

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 120 940 1,455 1,464

IBRD 0 26 0 0 r G
F 82

IDA 6 161 513 541 50

Total debt service 17 111 24 37 B
IBRD 0 6 0 0 541

IDA 0 2 7 6

Composition of net resource flows
Official grants 19 147 73 73 E

Official creditors 6 18 32 38 538

Private creditors 33 -14 0 0
Foreign direct investment 5 17 0 0
Portfolio equity 0 0 0 0 D 74

World Bank program 179

Commitments 0 58 0 63 A- 18RD E -Bilateral

Disbursements 2 30 28 20 B - IDA D -Other multilateral F -Private

Pnncipal repayments 0 4 3 3 C-IMF G -Short-term

Net flows 2 26 25 17
Interest payments 0 3 4 4
Net transfers 2 23 21 13

World Bank International Economics Department, September 1996
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T rinidad and Tobago is a twin-island state. Trini- Recent Economic Developments
dad, the larger island (4,820 square kilometers)
is home to 95 percent of the nation's population Real GDP grew by about 4 and 3 percent in 1994 and 1995

of 1.3 million and is more heavily industrialized. To- respectively, after a decade of almost uninterrupted eco-
bago (300 square kilometers) is dominated by tourism nomic decline. While most of the growth for 1994 was
and agriculture. Overthe past two decades, its economic attributable to the oil and gas sector, in 1995 it was more
fortunes have followed closely the world price of its broad-based (mainly construction). Also, unemployment
major export commodity-oil. Oil revenue windfalls fell from 18 percent to 16.5 percent. The economy there-
after 1973 brought unprecedented prosperity, increasing fore appears to be headed in the right direction.
per capita GNP to $6,600 in 1982. This prosperity was The government's efforts to stabilize the macroe-
not sustained; oil prices began to fall in 1982. and conomic situation have begun to yield results. With
growth has been negative in 9 of the last 12 years. By better tax administration and sustained control of public
1994, per capita income had fallen to about $3,700, its expenditures, central government operations have im-
pre-oil boom level. proved from an average overall deficit of 5.3 percent of

The length and depth of the economic decline in GDP over 1983-92 to an overall surplus of 0.4 percent
Trinidad and Tobago can be traced to poor economic of GDP in 1995.
management during a decade of oil revenue windfalls External balances improved, though the situation re-
and slow adjustment when the windfalls ended. During mains vulnerable to oil price fluctuations. The current
the 1970s the government used its vast oil revenues to account balance reached a surplus of 3.7 percent of GDP
foster a public sector-led development strategy. Pro- in 1995. This surplus, however, continues to derive in
duction subsidies, regulations. uneconomic invest- large part from new capacity in oil and gas exports and
ments, and accompanying inefficiencies multiplied, favorable world prices of petrochemicals. Non-tradi-
and the real exchange rate was allowed to appreciate. tional exports have begun to expand from a very small
virtually decimating traditional agriculture and under- base to 20 percent of exports. International reserves.
mining incentives for non-oil exports. As oil prices fell while still low, are also being replenished and are tar-
after 1982, structural changes were needed to adjust to geted to reach the equivalent of three months of imports
the changed environment. But the decline in the price in the next three years. The remainder of the current
of oil was considered temporary, and the government account surplus is being used to amortize the public
tried to maintain living standards by expanding public external debt, which has been reduced by $400 million
employment and transfer payments, while reducing since 1991.
public investments and running down reserves. GDP Inflation has fallen from 14 percent in 1993 to under
continued to decline, unemployment increased to 20 4 percent at the end of 1995. Since then, the nominal
percent of the labor force, and the once considerable exchange rate has been relatively stable, rising from
foreign exchange reserves of $3.3 billion were soon around TT$5.7 to TT$5.95 to the dollar. The real effec-
depleted. tive exchange rate has depreciated by about 20 percent

Only after a further steep decline in the price of oil in since the flotation in 1993. The low inflation rate is the
1986 did the government face the challenge of a funda- result of a tight monetary policy achieved by raising the
mental adjustment in economic policy and initiate a banks' required reserve ratio to 20 percent. The tight
program supported the World Bank and IMF. Trinidad monetary policy has ensured orderly operation of the
and Tobago is now undertaking the difficult transition foreign exchange market but has resulted in relatively
from an oil dependent, public sector-dominated econ- high interest rates. Recently, interest rates have fallen
omy, to a more diversified, market-oriented, private (the prime rate has fallen from 15 percent to 14 percent),
sector-led one. and the authorities anticipate a convergence to world
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interest rates as the government's credibility grows and business development services for their economic reha-
inflationary expectations subside. bilitation. However, these programs only attack the ef-

fects. not the causes of their problems. Longer-term
Social Indicators reductions in poverty and unemployment will require

broad-based, labor-intensive economic growth, im-
Very high unemployment has increased poverty and provements in labor productivity and more effective
caused many social problems. Unemployment rates programs of human resource development.
have traditionally been high in Trinidad and Tobago,
even at the height of the oil boom. During the oil boom, The Development Agenda
however, high social expenditures and transfers miti-
gated the link between poverty and unemployment. The In the oil and gas sector, the medium-term strategy has
oil price decline, reduced economic activity and de- been to reopen the sector to private development
clines in public revenues have led to retrenchments in through tax incentives, anew regulatory framework and
both the public and the private sector. As a result, encouragement of foreign investment to stimulate ex-
unemployment rates doubled from 10 percent of the ploration activities and improve secondary yields. A
labor force in 1982 to 20 percent in 1 992, while part- restructuring within the sector from oil toward natural
time employment increased from 8 percent of the labor gas and its ancillary industries is also being strongly
force in 1982 to 15 percent in 1992. Unemploymenit promoted to exploit the country's considerable gas de-
rates are highest among youth and are higher for females posits. The government has divested its enterprises pro-
than for males. ducing urea and methanol and is rationalizing the

In recent years a group of new poor has emerged. operations of its petroleum enterprises as a first step
having slipped below the poverty line because of loss of toward divestment of some operations. As a result of
employment. Female-headed households constitute a these initiatives, foreign investment commitments of
particularly vulnerable group, accounting for one-third $750 million were negotiated in 1994. A project is being
of poor households. The increase in the new poor has prepared to export liquid natural gas that could lead to
largely affected urban areas where the severity-though additional investments of over $1 billion by an interna-
not the incidence-of poverty is greater than in rural tional consortium.
areas. As in many other Caribbean countries, this, cou- To encourage diversification toward non-oil/gas sec-
pled with high youth unemployment, has contributed to tors, the government has undertaken comprehensive
growing problems of crime and drug use. reforms in the trade and exchange rate regimes, and the

Trinidad and Tobago traditionally had good health investment environment. Quantitative restrictions have
and education services, but both have deteriorated sig- been eliminated as have surcharges and stamp duties on
nificantly in recent years due to falling public expendi- non-agricultural goods. The import duty band is being
tures. In health, real per capita expenditures halved over phased down to 5 to 20 percent by 1998 in line with the
the last ten years, and the decline in education has been CARICOM. Customs procedures are being streamlined,
even more severe, with real expenditures now amount- and restrictions on foreign exchange rate transactions
ing to one-fifth of their 1982 levels. As a result, a large have been eliminated. The government has reduced the
number of students now graduate without basic cogni- corporate tax rate from 40 percent to 35 percent and is
tive and numerical skills. revising its investment code. The financial sector is

While the increase in poverty and the decline in social being strengthened with improvements in regulation
services are very significant concerns, it is important to and supervision of the insurance, mutual funds and
note that the living conditions of the poor are tempered securities industries.
by the relatively high per capita incomes of past years A major downsizing and refocusing of the public
and by access to some of the social services of an upper sector with an extensive program of divestment and
middle income country. Even poor households have reduction of public employment has occurred. Most
access to consumer durables-75 percent have access to commercial enterprises are being partially or wholly
electricity, and 73 percent own televisions. Primary privatized, and private participation is being introduced
school enrollment is nearly universal and gender neu- in public utilities. The public portfolio, which com-
tral, and malnutrition rates for children under 5 years are prised 87 enterprises in 1992, was reduced to 66 by
extremely low. In addition, the government has demon- mid-1994. Additionally, the national airline has been
strated strong commitment to an extensive system of privatized, electricity generation has been partially di-
social safety nets. To meet the short-term needs of the vested, and the private sector is being brought in to
displaced population, it has expanded the coverage of manage the water authority.
the safety net with supplementary teeding and employ- Ncverthelcss, Trinidad and Tobago remains largcly
ment programs and a range of training, extension and an oil economy, even though oil reserves are being
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depleted. While the natural gas sector will benefit the lic sector by introducing incentive-based systems of
economy in the future, it will not solve the country's public management, improving levels of professional
most crucial economic problems. Only by diversifying skills, delegating authority, and improving client orien-
into more labor-intensive export industries and services tation and accountability for performance.
will Trinidad and Tobago generate employment and The poverty alleviation strategy has three themes:
growth and minimize its external vulnerability. promoting a labor-intensive pattern of development.

The key ingredients of macroeconomic policy are a stren-thening human resources development, and im-
buildup of reserves consistent with the maintenance of proving the efficiency of social safety nets until broad-
a competitive exchange rate; the use of monetary policy based growth is realized. Expanding the non-oil sector
to contain inflation and sterilize the reserve accuniula- and increasing the flexibility of the labor market are
tion, and the strengthening of fiscal balances to reduce essential for a sustainable improvement in employment
government debt and lower interest rates. By following opportunities. While the labor market has become more
this policy, the government is establishing a track record flexible in recent years, there are some rigidities and
of sound economic management that will enhance the dualism that contribute to the persistently high unem-
credibility of its program, dampen inflationary expecta- plovmenit and may have constrained private investment.
tions and boost investor confidence. This will contribute In particular, laws providing for unduly high retrench-
to lowering interest rates and stimulating investment, melit compensation and the arbitration standards used
thereby promoting long-run growth. by the Industrial Court. which sustain high wages in the

The government intends to reinforce the growth ori- organized sector, have contributed to high rates of fric-
entation of the rnacroeconomic agenda with progressive tional uLnemploy ment.
increases il public saving and investment. Central gov- Oil exports accounted for 90 percent of total exports
emnment saving fell from 18.5 percent in 1981 to an in 1982. A major development within the oil/gas sector
average of I percent over 1982-91. This drastic fall in has been a progressive increase in gas-related industries
public savings, by shifting the burden of adjustment to due to discovery of large deposits of natural gas and
monetary policy, limited private investment as well. As active promotion of gas-based industries. Non-tradi-
a result, investment in the economy has fallen to about tional exports have also begun to increase, increasing
13 percent of GDP in recent years with central govern- two and a half fold between 1982 and 1994, albeit from
merit investment falling belown maintenance levels, to a small base. As a result, though1 the export structure has
less than 2 percent of GDP. diversitfied somewliat. it remains mostly dualistic: a

Significant progress has been made in removing the large capital and energy intensive sector comprising 80
policy impediments to economic diversification. but a percenlt of total exports and a small manufacturing and
strong supply response depends on completion of the agricultural sector (mostly sugar) oriented toward
policy agenda. This will involve steady implemeritation l.urope and the CARICOM markets.
of the trade reforms along the path announced, continu- Ini the short term, therefore, any recovery in exports
ation of the divestment of' state enterprises, and flurther will continue to be closely linked to the fortunes of the
progress in clarifying the investment regime as a signal oil arid gas sectors. Crude oil prices are expected to
to foreign investors. continlue to hover around their present levels ol' about

One of the niost importanit aspects of promoting $18 per barrel, and production is expected to decline by
economic diversification will be to improve essential about 3 pe-cent a year over the next decade. While this
infrastructure services in ports. electricity, transport and decline is likely to be offset by increases in natural gas
water. Despite heavy investilienits in the oil booni years, and gas-based chemilical industries sLich as ammonia,
infrastruCture services have deteriorated significantlyv urea, arid methanol. such incr-eases are unlikelv to re-
due to lack of' maintenance, poor managemerit, arid store exports to the levels of the early l980s. Moreover,
absence of new investments. To attract capital invest- like the petroleum industry, gas-based industr-ies are
mients and to improve the management efficiency in the highily capital intensive arid contribute little directly to
utilities, private participation is being introduced in the emplon merit creation. [utis. while the developriienit of
key sectors of power. water, ports arid transport, arid a gas-based industries has reduced the econoniy's depend-
regulatory framework is being put in place. enice solely on oil, it has not eliminated the need for

While progress has been niade in reducing and rede- ernploNment-generating groAth from nori-traditiornal,
ftiring the scope of the public sector, the anibitious labor-intensive sectors.
privatization program still reriiains to be completed. Broad-based growth with diversified production arid
More importantly. irprovinig tIe institutional capacity exports has been the main objective of' the structural
arid the regunlatorv framework to support the increasing adLjustm1lent prograni. While rhe supply response has
role of' the private sector remainis a key priority. The beenl slow, there is new investrmernt in tourisiii and other
government is committed to strengthening the core pub- no0n-hy Ndrocarbon activities, arid the externial environ-
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ment for Trinidad and Tobago may now be potentially confidence in the government's policies. Should the
favorable for such an expansion to take place. The economy achieve these rates of growth, unemployment
liberalization of world trade after the Uruguay Round rates could fall to below 15 percent, and income levels
and progress towards free hemispheric trade are ex- could rise to $4,300 per capita by the year 2000. While
pected to lead to an increase in world trade, with even this level would still be below the peak attained in 1982,
faster growth in services exports. With its advantages of it would be more sustainable and broad based.
a well educated work force, proximity to large markets,
and abundant natural beauty, Trinidad and Tobago is Environment
well positioned to expand into service industries such as
tourism, informatics, insurance, off-shore banking and Trinidad and Tobago's main environmental problems
shipping in addition to light manufacturing, specialized are deforestation and soil erosion, particularly in the
agricultural products and agro-business. Northern Range, industrial pollution due mainly to oil

The country has already established a track record of and chemical industries, and marine waters pollution
direct foreign investment with a sixfold increase be- due mainly to faulty sewerage and effluent treatment.
tween 1988 and 1994, from $63 million to $415 million. The government has taken a significant step forward in
This investment was concentrated in the oil and gas integrating environmental concerns in its development
sectors. The challenge for the future will be to increase agenda with the establishment of the Environmental
foreign investment in non-traditional export sectors and Management Authority.
supporting infrastructure.

External Debt

Medium-Term Prospects After rescheduling its debt in the Paris Club in 1988,
If Trinidad and Tobago remains on track with its devel- Trinidad and Tobago has met all its repayment obliga-
opment agenda and public investments increase pro- tions on schedule. This has enabled it to regain access
gressively, the economy could grow at about 4 percent to private capital markets, and it has placed bonds
a year to the end of the decade. The oil and gas sector amounting to $335 million on the Eurobond market over
and expanding construction activities would constitute the last three years. The present level of external debt is
the major source of growth initially. However, the non- considered manageable at 35 percent of the GDP. The
oil tradable sector should also start expanding in re- debt service ratio amounts to about 31 percent and is
sponse to the changed policy environment and growing expected to decline to half this level by the year 2000.

503



Trinidad and Tobago at a glance
Trinidad Latin Upper-

POVERTY and SOCIAL and America middle-
Tobago & Carib. income Development diamond*

Population mid-1995 (millions) 1.3 480 440 Life expectancy
GNP per capita 1995 (US$) 3,720 3,300 4,300
GNP 1995 (billions US$) 4.9 1,584 1,892 T

Average annual growth, 1990-95

Population (%) 1.1 1.8 17 GNP Gross
Labor force (9%.) 2.1 2.4 2.1 per ---- primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (o of population) 21
Urban population (% of total population) 72 74 74 1
Life expectancy at birth (years) 72 68 69
Infant mortality (per 1,000 live births) 13 41 36
Child malnutrition (% of children under 5) 9 .. .. Access to safe water
Access to safe water (%/. of population) 82 81 89
Iliteracy (% ofpopulation age 15+) 2 13 13
Gross primary enrollment (% of school-age population) 94 110 107 - Trinidad and Tobago

Male 94 U. .. | Upper-middle-income group
Female 94

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 rEconorrlc ratios'

GDP (billions US$) 2.4 7.4 4.9 5.3 Openness of economy
Gross domestic investment/GDP 27.3 18.8 13.0 13.7 1
Exports of goods and non-factor services/GDP 53.0 32.6 43.8 47.9
Gross domestic savings/GDP 45.1 22.9 25.4 25.4
Gross national savings/GDP 41.3 17.4 16.8 17.2

Current account balance/GDP 14.0 -1.4 3.9 3.7 Savings F-- Investment
Interest payments/GDP 0.5 1.3 5.0 3.2
Total debtGDP 6.1 19.6 44.9 43.4
Total debt service/exports 2.6 10.2 33.9 20.8
Present value of debt/GDP .. .. 42.1 ..

Present value of debt/exports .. .. 104.8 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) | Trinidad and Tobago
GOP 3.8 -0.5 4.2 3.5 Upper-middle-income group
GNP per capita 3.1 -2.3 1.2 3.1 p
Exports of goods and non-factor services 1.0 8.6 16.0 18 6

STRUCTURE of the ECONOMY
1975 1985 1994 1995 iGrowth rates of output and investment (%)

(% of GDP) I
Agriculture 3.3 2.3 2.2 2.1
Industry 60.6 42.7 44.7 45.1 209

Manufacturing 15.2 6.8 8.4 8.6 o _
Services 36.0 55.0 53.1 52.8 i a 92 94 95

Private consumption 42.6 54.4 62.3 62.4 -40 1

General government consumption 12.3 22.7 12.2 12.2 -GDl -- GDP
Imports of goods and non-factor services 35 2 28.4 31.4 36.3 |-

(average annual growth) G1975-84 1985-95 1994 1995 r rowth rates of exports and imports (%)
Agriculture -5.1 3.5 4.5 -0.8 so
Industry 1.0 -0.9 7.1 4.6

Manufacturing -5.3 0.0 3 5 3.7 40

Services 6.0 -2.7 3.1 2.9 20

Prvate consumption 5.7 1.4 3.0 1.5 --o - -------
General govemment consumption 5.6 -8.4 5.4 1.4 TtX 9 0 93 94 95
Gross domestic investment 4.7 -6.8 4.5 13.4 -20 -
Imports of goods and non-factor services 8.9 6.5 3.4 18.6 -Expons Irnmporls
Gross national product 4.5 -1.1 2.3 3.9

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE

1 975 1985 1994 1995 Inflation (%)
Domestic prices 20
(% change)
Consumer prices 17.0 7.6 5.5 3.8 * A
Implicit GDP deflator 24.1 10.1 12.5 3.0 o1

Government finance
(% of GDP)
Current revenue .. 36.2 26.3 27.1 0 ±- 92 9-4 I

Current budget balance .. 3.1 1.5 1.2 0 92 93 94 95
Overall surplus/deficit .. -5.9 -0.3 0.4 -GDPdet -6-CPi

TRADE
1975 1985 1994 1995 Export and import levels (mill. US$)

(millions US$)
Total exports (fob) .. ,, 1,807 2,137 3 000

Fuel .. .. 852 911
Chemicals .. .. 488 635
Manufactures .. .. 243 300 2000-

Total imports (cif) .. .. 1,250 1,581
Food . .. 123
Fuel and energy 107 1 ooo
Capital goods .. .. 359 607

Export price index (1987=100) .. .. .. .. o -

Import price index (1987=100) .. .. 9 91 92 93 94 95
Terms of trade (1987=100) .. .. .Exports ltamports

BALANCE of PAYMENTS
1975 1985 1994 1995 F Current account balance to GDP ratio (%)

(millions UJS$)
Exports of goods and non-factor services 1,290 2,401 2,144 2,498 10
Imports of goods and non-factor services 854 2,097 1,535 1,892
Resource balance 436 304 609 606 n
Net factor income -83 -350 -414 -415 s
Net current transfers -11 -55 -4 4

Current account balance,
before official transfers 342 -101 191 195 o

89 | g o 92 93 94 95
Financing items (net) 116 355 -9 -152
Changes in net reserves -458 -254 -182 -43

Memo:

Reserves including gold (mill. US$) 751 1,141 355 361
Conversion rate (local/US$) 2.2 2.4 5.9 5.9

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 149 1,448 2,218 2,286

lBRD 45 38 61 72 C l52
IDA 0 0 0 0 348

Total debt service 35 264 674 444 D
IBRD 4 7 7 10 457
IDA 0 0 0 0

Composition of net resource flows
Official grants 0 4 9 7
Official creditors 7 -8 40 60
Private creditors -11 152 -173 -5 E
Foreign direct investment 93 1 516 274 F 459
Portfolio equity 0 0 0 0 898

World Bank program
Commitments 0 0 204 6 A -IBRD E -Bilsieral
Disbursements 7 0 3 15 B - IDA D -Other multilateral F -Private
Phncipal repayments 2 4 2 6 C -IMF G -Short-term
Net flows 5 -4 1 9
Interest payments 2 3 4 5
Net transfers 2 -7 -3 4

Worid Bank International Economics Department, September 1996

505



Tunisia

A fter independence in 1956 Tunisia relied on an declined from 5.S percent in 1990 to 2.7 percent in 1994.
lAleconomic strategy involving strict control of The foundations ofa properly functioning financial mar-

economic incentives arid the establishment of a ket have been put in place.
large public enterprise sector. Government priorities Improvements included increased openness of the
were the development of human capital and the provi- economy. as average tariff rates were reduced from 40
sion ofbasic social services. Rising oil prices in the early percent in 1986 to 33 percent by 1994 and most quanti-
I 970s enabled the government to accelerate investment tative restrictions were gradually replaced by tariffs and
growth and to increase wages. During the early 1980s temporary surcharges. Price distortion were reduced as
decreasing oil prices started to create severe imbalances the share of agricultural and manufactured goods cov-
in the Tunisian external accounts. [)espite cuts in public ered by price controls went from 30 percent in 1990 to
expenditure and heightened trade and foreign exchange 13 percent in 1994.
controls, Tunisia's external account deteriorated rap- Health and education indicators improved, interest rates
idly, reaching, by mid-1986, almost the point of a .were liberalized and new financial instruments introduced.
balance of paynients crisis. The Tunisian government
decided to redefine its development model, launching a Recent Economic Developments
strategy for improving overall econoniic efficiency by
moving froni pervasive economiic controls to a more Three successive years of bad harvests from 1993 to
niarket-oriented approach. 1995 arid declining investment rates kept the GDP

After nearly a decade of reform, impressive macroe- growth rates at 3 percent, below the 4.5 percent average
conomic performiiance, and highly commendable social of previous years. Manufacturing and services growth
progress, Tunisia is embarking on a closer commercial rates reached 7.5 percent anid 6.6 percent respectively in
relationship with Europe. Despite the gradual pace of 1994, although both fell slightly in 1995. With good
tariff reductions the free trade agreenient signed with the rainfall in 1996, agricultural output is expected to in-
European Union commits the government to deeper crease significantly. This, combined with steady growth
trade reforms than any prior agreemiiemit and is critical to in Europe, Tunisia's niain niarket, should result in 6 to
Tunisia's strategy to modernize the econoniy and 7 percent growth in 1996. T'he budget deficit reached 4.2
achieve higher growth rates with continued stability. percent of GDP in 1995. The modest growth in eco-

nomic activity and a decrease in petroleum-related re-
Stabilization and Adjustment ceipts were responsible for thie shortfall in revenues.

leading to a higiler than expected budget deficit. The
In the mid- 1980s the govemniemit embarked on a pattern government anticipates a budget deficit of 3.8 percent
of economic reforms under a three-fold strategy: main- of GDP in 1996, and is studying measures to bring the
taining a prudent and sustainable macroeconomic deficit to 3 percent of GDP through further reductions
franiework; improving resource allocation by reducing in transfers, wage restraint, and revenue increases. Ad-
price, trade and investment coiitrols. and decreasing ditional revenues are expected through VAT rate con-
eniphasis on the piblic sector to release resources to the solidation and its wider application, and through a
private sector. Tunisia's mnacroeconomiiic performance broadening of the income tax base and collection en-
since the introduction of stabilization and structural forcenient, which should more than conipensate for a
adjustment reforms in 1986 has been impressive. The decline in trade related taxes.
GDP per capita growth rate has increased signifi-
cantly-froni 1 .2 percent over 1981 -86 to 2.4 for 1987- External Environment
94-inflation has been contained, miianufactured export
growth averaged 8.4 percent over 1987-93, going frorii In 1995 Tunisia signed a free trade agreement with the
14 percent to 24.8 percent of GDP. The budget deficit European Unioni that aims to gradually remove trade
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barriers between Tunisia and the EU through free move- After the multifiber agreement ends Tunisian exporters
ments of goods, harmonization of regulations, trade will face even stronger competition. Textile products
facilitation measures, and economic, social and political and tourism, Tunisia's traditional sources of export
cooperation. Under the agreement tariffs on manufac- earning, will need to move up market, to products with
tured good imports will be progressively eliminated higher value added.
over 12 years, starting with tariffs on capital and inter- The free trade agreement is part of Tunisia's strategy
mediate goods and moving in four years to cover most to reduce these vulnerabilities through closer trade inte-
consumer goods. Because of this uneven pace in tariff gration. One of the main benefits anticipated by the
reduction, the transition to free trade increases effective agreement is an increase in aid and foreign investment
protection in the first years of implementation. The main flows. Following the Euro-Mediterranean initiative, ElJ
drawbacks to the gradual implementation of trade liber- aid flows are expected to double. but an expansion of
alization are that the adjustment of domestic industries foreign direct investment will be more difficult to ob-
takes longer (and is therefore more costly) and the tain. Many developing countries are undertaking major
slower pace often increases the likelihood of reversals, reforms, thus becoming formidable contenders in at-
Nevertheless the agreement should provide clearer sig- tracting capital flows from the developed world. Foreign
nals to the private sector that in the future there will be investment in Tunisia in non-oil related activities has
no protection to shelter behind. Its benefits are poten- been modest (generally less that $50 million a year)
tially very large: import competition will induce Tuni- While the free trade agreement will help promote a
sian firms to increase their efficiency, an improved favorable investment image, Tunisian authorities will
regulatory environment will enhance Tunisia's attrac- need several complementary reforms to attract foreign
tiveness to foreign investments, and the security of investment: opening trade related activities to foreign
market access for Tunisian exports will be reinforced, investors: adjusting labor laws to promote flexibility;

Tunisia's rather sizable trade deficit (DI.9 billion in dismantling state monopolies, and promoting closer re-
1995) and the large role of tourism receipts (DO.8 bil- gional ties.
lion) and worker remittances (DO.6 billion) in financing
the trade deficit make Tunisia's external position vul- Medium-Teri Prospects
nerable to adverse developments in the region's eco-
nomic and political stability. Tunisia has shifted its The goal of high sustainable growth is achievable in
export composition away from primary commodities Tunisia, but requires strong determination to maintain
toward manufactures, but less progress has been made macroeconomic stability and push forward on structural
in diversifying export markets (the EU accounts for reforms. By deepening structural reforms-as the gov-
nearly 80 percent of Tunisian imports and exports). erminent plans-Tunisia could attain its objective of
diversifying the composition of manuifactures (textiles increasing the efficiency of investments through a grad-
and clothing account for more than halfofmianufactured ual decline of the five-year incremental capital output
export earnings), and integrating the offshore sector ratio from its level of over 6 in the late I 980s to 5 by the
with enterprises operating in the protected domestic end of the 1990s. A GDP growth rate over 5 percent
market. Manufactured goods now account for nearly 50 could be acihieved with a level of investment averaging
percent of export receipts, compared to only 20 percent 26.5 percent of GDP. Part of the increase in efficiency
in 1980. Textile and clothing exports (net of imports) would be due to the higher share of private investments.
increased from under $00 million in the early 1980s to The relatively tight monetary policy implemented in the
$600 million in 1994. The offshore sector, working past is expected to continue to contain inflationary pres-
under subcontract with EU clothing importers, is largely sures coming from the expected economic recovery: by
responsible for this increase. while domestic or "on- 2000 inftlation is expected to be reduced to 3 percent; by
shore" industries remain highly protected. The off- maintaining its commitment to responsible fiscal policy
shore sector's integration with the domestic econonmy the government should be able to bring the budget
and its contribution to foreign direct investment in Tu- deficit to about I percent of GDP by the end of the
nisia have been therefore limited, since most foreign decade.
companies rent facilities, and have strong incentives to
import their capital equipment and inpuits from parent Social Developments
companies.

Tunisia has not significantly expanded its share in the Tunisia's population of 8.8 million, according to the
EU market since 1987. Other suppliers, notably China 1 994 census, grews 2.3 percent a year between 1984 and
Indonesia, India. and Poland all increased their market 1994, down from 2.5 percent between 1975 and 1984.
shares in the EU by 7 to 14 percent a year since 1990, The govermnent expects a further fall in this trend to
compared to a 1.7 percent annual increase for Tunisia. reach 1.5 percent by the next decade. Around 36 percent
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of the population is under 15 years of age. The improve- facility. The ratio of population to doctors is still quite
ment of social indicators has always been a priority for low for a low-middle income country, but has improved
the Tunisian government. Expenditures have been main- considerably from 0.17 doctors per 1.000 in 1970s to
tained at 5 to 6 percent of GDP for education and 2.2 0.67 per 1,000 today. With birth rates dropping and the
percent of GDP for health, even during the strongest population getting older, Tunisia is already beginning to
period of stabilization-induced expenditure cuts. Tuni- face European-type problems in health care and social
sians have achieved high primary school enrollments security. The challenge for the Tunisian government is
and universal access to health care. to secure a sustainable system for financing growing

The government has made nine years of education health care costs and needs, and maintaining its commit-
compulsory, and primary net enrollment rates reach ment to equity in the provision of services.
almost 100 percent. Quality education is available at all Poverty was reduced from 40 percent of the popula-
levels, but the system is highly selective, and drop out tion in 1960 to 7.4 percent in 1990. It is concentrated
and failure rates are a serious problem. The vocational mainly in rural areas and in the north-west and center-
education system tries to provide trainiing for these drop- west. However urban poverty is increasing whereas
outs, but without basic cognitive, language and analyti- rural poverty is declining. Income distribution has been
cal skills obtained in school, young people have very continuously improving: the Gini coefficient fell from
limited employment opportunities and additional train- 0.43 to 0.40 between 1985 and 1990 and average per
ing has a modest impact. Virtually all (97 percent) of capita expenditures for the lowest decile of the popula-
higher education is provided and financed by the state. tion moved closer to mean expenditures for the country
This leaves considerable room for non-profit private as a whole. The official unemployment rate is about 16
sector expansion. The state-dominated tertiary system percent. The bulk of unemployed are young, urban, first
still has a bias toward forming civil servants rather than job seekers while primary breadwinners are estimated to
engineers, urban planners, teachers, and managers. represent only about I to 2 percent of the unemployed.

Tunisia has secured good quality and nearly universal A major obstacle to employment creation is the rigid
access to health care through the public provision of labor law, which penalizes employers who lay off work-
heath services. Currently 90 percent of the population ers for economic reasons, discouraging employers from
resides within an hour's walking distance of a health hiring full-tinme workers.
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Tunisia at a glance
M. East Lower-

POVERTY and SOCIAL & North middle-
Tunisla Africa income Development diamond*

Population mid-1995 (millions) 9.0 273 1,154 Life expectancy
GNP per capita 1995 (US$) 1,860 1,780 1 700
GNP 1995 (billions US$) 16.6 486 1,962 T
Average annual growth, 1990-95

Population (%) 1.8 2.7 1 4 Gross
Labor force (%) 3.0 3.3 18 GNP Gross

per -- i primary
Most recent estimate (latest year available since 1989) capita K I enrollment

Poverty: headcount index (% of population) 14
Urban population (% of total population) 57 56 56
Life expectancy at birth (years) 69 66 67
Infant mortality (per 1,000 live but hs) 39 49 36
Child malnutrition (% of children under 5) .. .. . Access to safe water
Access to safe water (% of populatlon) 86 82 78
Illiteracy (% of population age 15+) 33 39
Gross primary enrollment (% of school-age populalton) 118 97 104 -Tunisia

Male 123 104 105 Lower-middle-income group
Female 113 90 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billlons US$) 4.3 8.3 15.7 17.6 Openness of economy
Gross domestic investment/GDP 28.0 26.6 24.9 24.7 O
Exports of goods and non-factor services/GDP 31.0 32.6 44.0 44.1
Gross domestic savings/GDP 23.2 20.4 21.9 21.1
Gross national savings/GDP 23.5 19.4 21.6 20.4

Current account balance/GDP -4.9 -7.1 -2.9 -4.2 Savings Investment
Interest payments/GDP 0.8 3.0 3.0 2.9
Total debt/GDP 25.6 59.0 59.6 56.9
Total debt service/exports 7.0 24.7 18.5 17.1
Present value of debt/GDP .. .. 50.5
Present value of debt/exports .. .. 103.1 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Tunisia
GDP 5.2 4.0 3.3 2.6 Lower-middle
GNP per capita 2.5 2.0 1.2 0.6 -income group
Exports of goods and non-tactor services 5.2 7.2 14.9 1.3

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment

(% of GDP)
Agriculture 21.0 17.3 15.0 13.5 40 T
Industry 29.4 34.1 32.3 32.6 20

Manufacturing 10.3 13.5 20.5 20.5
Services 49.7 48.6 52.7 53.9

90 91 92 93 ~Q/ 95

Private consumption 62.2 63.0 61 9 62.3 20
General govemment consumption 14.6 16.5 15.9 16.7 -GDI GDP

Imports of goods and non-factor services 35.8 38.7 46 7 47.6

(average annual growth) G1975-84 1985-95 1994 1995 rowth rates of exports and imports (%)
Agriculture 1.1 3.2 -9.9 -9.0 207
Industry 7.0 4.3 5.2 4.1

Manufacturing 9.7 7.5 77 4.5
Services 5.8 3.8 5.8 5.2

Pnvate consumption 6.7 3.2 2.6 3.9 90 92 93 94 95
General govemment consumption 6.5 3.3 5.0 3.8
Gross domestic investment 5.4 5.2 -12.1 6.1 .10
Imports of goods and non-factor services 8.0 6.1 0.2 5.6 -Exports ^ mports
Gross national product 5.2 4.1 3.5 2.1 1

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 10
Consumer prices .. 7.3 4.7 6.3 8
Implicit GDP deflator 5.1 4.9 5.0 4.9 9 

4-,
Government finance 4

(% of GDP) 2

Current revenue .. 27.3 23.2 22.7 o = + + 

Current budget balance .. 6.6 2.8 1.9 90 91 92 93 94 95

Overall surplus/deficit .. -4.9 -2.7 -4.2 -GDP def. - CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. US5)

(millions US$)
Total exports (fob) .. 1,729 4,638 5,324 10.000 T

Fuel .. 723 436 451
Other agriculture .. 97 275 237 7000 .

Manufactures . 877 3,883 4,574
Total imports (cif) .. 2,741 6,564 7,708 5 T

Food .. 333 536 850

Fuel and energy 370 466 527 20a

Capital goods . 603 1,433 1,519
Export price index (198 7=100) 98 127 143
Import price index (1987=100) .. 89 124 137 0 9 92 93 94 90
Termsoftrade(1987=100) .. 110 103 104 ZExports t2tmports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (O)

Exports of goods and non-factor services 1,286 2,700 6,917 7,775 0 t 90 '1 9 2 + -_ 4
Imports of goods and non-factor services 1,512 3,207 7,202 8,397 89 9r 91 93 95

Resource balance -226 -507 -285 -622 2 l

Net factor income -118 -352 -851 -834

Net current transfers 131 270 679 720 4

Current account balance,
before official transfers -212 -589 -457 -736

Financing items (net) 195 476 654 1,062

Changes in net reserves 17 113 -198 -327 .9

Memo:

Reserves including gold (mill. US$) 398 294 1,544 1,876
Conversion rate (local/USS) 0.4 0.8 1.0 1.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 ____

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 1,109 4,884 9,389 10,035

IBRD 110 558 1,715 1,717 G

IDA 55 65 52 49 831 A
B

Total debt service 103 746 1,428 1,473 F 49
IBRD 15 88 297 332 1770 
IDA 1 1 3 2 c

Composition of net resource flows 293
Official grants 49 30 83 93

Official creditors 104 210 278 -82 D197

Pnvate creditors 20 109 -112 511 1867

Foreign direct investment 45 108 194 330

Portfolio equity 0 0 0 0 E

World Bank program 350B

Commitments 37 169 304 117 A -IBRD E -Bilateral
Disbursements 40 109 189 138 B-IDA D-Other multilateral F -Private
Principal repayments 7 48 175 205 C -IMF G -Short-term
Net flows 32 61 14 -67

Interest payments 8 41 124 129
Net transfers 24 20 -110 -196

World Bank International Economics Department, September 1996
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S ince the late 1980s Turkey's political environ- structure, and employment. High inflation and real in-
ment has been increasingly difficult as the terest rates have kept investment and job growth well
worsening distribution of the benefits of growth below potential, and there is an urgent need for faster

and the hardships brought on by persistent high inflation employment growth due to increases in the supply of
eroded support for the traditionally dominant political labor and urban migration. The population of 62 million
parties. The troubled security situation in southeastern is still growing at an annual rate of about 2 percent
Turkey has also complicated domestic politics and (1995). witil almost 70 percent now living in urban
places heavy financial demands on the government. areas.

Against this background. government policies in the
late 1980s and early 1990s tended to be highly expan- Recent Economic Developments
sionary. Although real GNP increased by about 4 per-
cent a year over 1 988-93, there was considerable annual The inadequacy of the macroeconomic framework in
variation, with stop-go cycles reflecting periodic efforts Turkey was highlighted by a severe currency crisis
to curb the inflation and external imbalances stemming during the early months of 1994. The market value of
from the rapidly growing fiscal deficits. The govern- the Turkish lira fell 60 percent against the major curren-
ment's interest burden grew rapidly and crowded out cies during the first quarter, inflicting heavy foreign
other expenditures. By the end of 1993, interest pay- exchange losses on the banking system and causing the
nients accounted for 22 percent of public expenditures. failure of several institutions. Access to external financ-
The stock of external debt rose to about $67 billion, ilg was severely curtailed. Domestic financial markets
equivalent to 37 percent of GNP. Much of the new also dried up and compelled the treasury to rely on the
external borrowing was of short maturity, makinig the central bank for financing, which fueled inflation.
economy highly vulnerable to crises of confidence. In April 1994 the Turkish government launched a

broad program of adjustment measures, supported by
Social Indicators the IMF. The main objectives of the program were to

reduce inflation, improve the external balance and sta-
The government's financial difficulties and capacity bilize thc foreign exchange market. The core of the
constraints have their corollary in the unsatisfactory program was a front-loaded fiscal adjustment, which
progress made in key areas of Turkey's social develop- relied on sharpreal reductions in investmentandperson-
ment. Infant mortality (65 per 1,000 live births) and nel expenditures, reduced transfers and subsidies, and
maternal mortality (146 per I 00,000 live births) remain special taxes. The program also sought to strengthen the
high relative to Turkey's income level ($2,670 percapita country's growth prospects and competitiveness
in 1995). Overall literacy has reached 88 percent, but through a substantially reduced role of government in
only 21 percent of the literate group has a high school economic activities, notably through divestiture of state
education. There is also a serious problem wvith the enterprises.
quality of and access to basic education, especially for The stabilization effort led to a significant improve-
girls. Female literacy is 72 percent, and the number of ment in internal and external balances in 1994. The
years of female schooling is only half that of males. public sector borrowing requirement was reduced to 8.2

More broadly, inequalities in income distribution are percent of GDP, down from 12.6 percent in 1993, while
significant and may be worsening, on both a regional the external current account swung from a deficit of $6.4
basis and between urban and rural areas. Institutional billion to a surplus of $2.6 billion. Helped by a blanket
arrangements for income security are poor and there is government guarantee of bank deposits. there was a
inadequate targeting of social assistance programs for retlow of capital into the banking svstem, and the central
the elderly. Migration to urban areas continues at a high bank was able to replenish its foreign currency reserves.
pace, placing a heavy burden on social services. infra- '1Turkey was also able to remain current on its external
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payment obligations despite reduced capital inflows and addressing key economic and political issues. The elec-
a sharp increase in debt repayments. tions that were held in December 1995 failed to yield a

The program was less successful in bringing down clear outcome. Six parties are now represented in the
inflation, and consumer prices increased by an average 550-seat parliament. No single party has enough seats
of 106 percent in 1994. The unsettled financial markets, to govern alone. The process of forming a new coalition
fiscal contraction, and high real interest rates resulted in government from this aggregation proved to be difficult
a substantial and broad-based compression of domestic and protracted. The minority center-right coalition gov-
demand. Combined with the effects of drought on agri- emient which took office in March 1996 fell in early
culture, this led to a 6 percent decline in real GNP. In June. It was succeeded a month later by an Islamist/cen-
response to the growing recession, monetary policy was ter-right coalition commands a slim majority in the
eased during the second half of the year, which fueled parliament.
inflation. In large measure, the persistence of high infla- Reflecting the political uncertainty and consequent
tionary expectations reflected lack of progress with the policy drift, the treasury has not been able to bring real
structural reforms that could provide the basis for a interest rates below double digits and its domestic bor-
durable fiscal adjustment. Although some important rowing has been constrained to maturities of three to six
steps were taken in areas such as tax policy and agricul- months. The government's interest burden is growing
tural price supports, the implementation of crucial in- rapidly and placing severe pressure on the fiscal posi-
itiatives in the state enterprise sector and social security tion. The 1996 public sector borrowing requirement is
financing was stalled by political and legal challenges. projected to increase to at least 10 percent of GNP.

The authorities sought to tighten financial policies in Under this scenario, both inflation and the external
1995 to bring inflation under control. The 1995 program current account deficit can be expected to deteriorate
also gave greater attention to the implementation of relative to 1995 outcomes.
structural reforms. An ambitious agenda for privatiza-
tion of state-owned enterprises and other public assets Medium-Term Prospects
was announced, and new reform legislation for the main
social security fund was submitted to the parliament. Turkey's prospects depend critically on the new govern-

The prompt action to strengthen the policy frame- ment's ability to address decisively problems in areas
work in 1995 led to some further improvements in such as state enterprises (including state banks), the
economic performance. Thanks mainly to public sector public administration, and social security. These inter-
wage cuts and improved tax collection, the 1995 public nal adjustments are mandated by Turkey's entry into a
sector borrowing requirement decreased to 6.5 percent customs union with the EU at the start of 1996. Accel-
of GDP from 8.2 percent in 1994. Economic activity erating Turkey's productivity and employment growth
recovered strongly, and real GNP rose by 8 percent. in the face of the customs union challenge will also
After more than a year's absence, Turkey gained re- require investment to develop its human capital base and
newed access to international financial markets. The infrastructure.
central bank's foreign currency reserves increased by The Seventh Five Year Plan (1996-2000) unveiled in
$5.2 billion for 1995 as a whole despite the shift in the mid-1995 outlines a policy agenda that covers most of
current account position, from a surplus of 2.0 percent the key economic issues facing Turkey. The plan iden-
of GDP to a deficit of 1.4 percent due to the sharp tifies an efficientandpermanentadjustment in the fiscal
recovery in import demand, and speculative attacks on position as the priority. It calls for a variety of public
the lira toward the end of the year. sector reforms to underpin the fiscal adjustment and

However, as in 1994, progress with key public sector enhance the efficiency of the economy. The public sec-
reforms proved disappointing. Privatization efforts se- tor role in economic activities is to be reduced and its
cured only 10 percent of the target revenues originally expenditures focused on social development and eco-
announced for 1995, and the social security reform nomic infrastructure needs, notably education. Turkey's
legislation stalled in the parliament. Inflation, which dynamic private sector has repeatedly shown that it will
slowed towards the middle of 1995, accelerated to- respond positively to an improved macroeconomic en-
wards the end of the year and averaged 82 percent for vironment. The prospect of closer ties with the EU has
the year. also created favorable business expectations. Hence,

The continued poor progress with the structural re- there is every indication that a determined effort to
form agenda reflects the deterioration in the political address the rootcauses ofthemacroeconomic instability
situation. In September 1995 the ruling center-right/so- would elicit a very positive private sector response and
cial democrat coalition government collapsed, follow- set the stage for broad-based and rapid growth of in-
ing months of disagreement on the modalities for comes and employment.
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Turkey at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Turkey Asia income Development diamond'

Population mid-1995 (millions) 62.0 488 1,154 Life expectancy
GNP per capita 1995 (US$) 2,670 2,240 1,700 L
GNP 1995 (billions US$) 165.4 1,093 1,962

Average annual growth, 1990-95

Population (I) 2.0 04 1.4 GNP Gross
Labor force (%) 2.3 0.6 1.8 per ..q. - primary

Most recent estimate (latestyearavailable since 1989) capita enrollment

Poverty: headcount index (% of population) ..
Urban population (% of total population) 69 66 56
Life expectancy at birth (years) 67 68 67
Infant mortality (per 1,000 live births) 60 23 36
Child malnutrition (% of children under 5) .. . . Access to safe water
Access to safe water (% of population) 92 78
Illiteracy (% of population age 15+) 18
Gross primary enrollment (I% of school-age population) 103 97 104 Turkey

Male 107 97 105 Lower-middle-income group
Female 98 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 rEconomic ratiosa

GDP (billions US$) 36.0 52.8 130.4 165.2 1 Openness of economy
Gross domestic investmentiGDP 23.2 21.0 24.5 23.6 O
Exports of goods and non-factor services/GDP 5.6 20.6 21.4 20 3
Gross domestic savings/GDP 15.0 17.8 22.0 1714
Gross national savings/GDP 18.5 18.8 22.0 20.9

Current account balance/GDP -4.7 -1.9 2.0 -1.4 Savings - - Investment
Interest payments/GDP 0.3 2.5 2.5 2.1
Total debV/GDP 14.1 49.3 50.9 44.5
Total debt service/exports 11.3 35.0 31.4 31.9
Present value of debt/GDP .. .. 43.6
Present value of debt/exports 174.0 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Turkey
GDP 2.9 4.3 -5.5 7.3 Turkey
GNP per capita 2.9 1.4 -7.9 5.3 Lower-middle-income group
Exports of goods and non-factor services 16.8 6.6 15.2 6.7

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP) 40
Agriculture 35.8 20.4 16.0 15.9 T
Industry 14.7 21.2 24.6 24.9 20

Manufacturing 12.5 17.7 20.2 20.9
Services 49.5 58.4 59.4 59.2 o4 *

T 9 92 93 95

Private consumption 72.7 73.6 66.3 71.5 -2
General government consumption 12.3 8.6 11.7 11.1 -Got -- GDP
Imports of goods and non-factor services 13.7 23.8 23.9 26.5 GDI _ _GDP

1975-84 1985-95 1994 1995 F- - - -r--or--( ---
(average annual growth) Growth rates of exports and imports I%)
Agriculture 2.3 2.5 -0.6 2.7 40T
Industry 3.3 4.9 -3.9 10.1

Manufacturing 3.2 5.4 -5.6 1116 20

Services 3.3 4.1 -3.6 5.3

Prvate consumption 2.2 4.6 -5.3 7.6 920 9

General government consumption 4.0 2.3 -3.5 6.7 1 1
Gross domestic investment -0.5 4.7 -15.9 8.3 -!40 

Imports of goods and non-factor services 0.8 7.1 -21.9 300 -Exports -Impons
Gross national product 5.3 3.5 -6.1 8.1

Note: 1995 data are preliminary estimates.
- The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices *s
(% change) T
Consumer prices 19.2 .. 106.3 93.6
Implicit GDP deflator 16.2 43.9 106.5 81.9 .

Government finance
(% of GDP)

Current revenue .. .. 19.4 18.4 0 s I 9

Current budget balance .. .. -1.8 -2.9 90 91 92 93 94 95

Overall surplus/deficit .. .. -8.2 -6.5 -GDPdef. CPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions UJS$)
Total exports (fob) .. .. 18,106 21,636 40,000

Other agriculture .. . 1,765 2,214
Textiles .. . 6,286 8,158 30.000

Manufactures .. .. 9,091 10.766
Total imports (cif) . .. 23,270 35,709 20.o

Food . .. 1,178 2,376 T
Fuel and energy . .. 3,755 4,532 t.00r...1

Capital goods . .. 6,895 20,807
Export price index (1987=100) 100 114 Z 3
Import price index (1987=100) .. .. 97 114 91 92 93 94 95
Terms of trade (1987=100) .. .. 103 100 r ExportS I Imports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)II
Exportsot goods and non-factor services 2,017 11,119 29,191 36,581 2

Imports of goods and non-factor services 4,938 12,661 29,409 44,891
Resource balance -2,921 -1,542 -218 -8,310

Net factor income -164 -1,233 656 1,958 9 1s 93 94
Net current transfers 1,398 1,762 2,193 4,013

Current account balance.
before official transfers -1,687 -1,013 2,631 -2,339 .2

Financing items (net) 1,050 1,137 -2,425 6,997
Changes in net reserves 637 -124 -206 -4,658

Memo:
Reserves including gold (mill. US$) 1,444 2,318 17,712 24,357
Conversion rate (locaL/US$) 14.4 522.0 29,669.8 45,678.4

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 5,059 25,998 66,391 73,593 A

IBRD 288 3,432 5,195 4,939 49 130 C
IDA 144 178 136 130 G 685 D

Total debt service 377 4,600 10,276 11,477 15701 3891

IBRD 31 400 1,218 1,278 E
IDA 2 5 7 7 8388

Composition of net resource flows
Official grants 18 115 309 320
Official creditors 165 424 -618 -1,122
Private creditors -11 -14 -65 418
Foreign direct investment 114 99 608 1,037
Portfolio equity 0 0 1,059 500 F

World Bank program 39859
Commitments 158 839 250 162 A- IBRD E -Bilateral
Disbursements 108 636 343 422 B -IDA D -Other multilateral F -Private
Principal repayments 12 159 806 888 C -IMF G -Short-term
Net flows 97 477 -463 -466
Interest payments 21 246 419 397
Net transfers 76 231 -882 -863

World Bank International Economics Department, September 1996
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Turkmenistan

T urkmnenistan declared its independence from the goods. mainly cotton fiber. Natural gas and cotton ac-
Soviet Union in October 1991. and in December count for 85 percent of exports. The main imports in
joined other republics in the Commoniwealth of 1995 were machinery and metalwork, light manufac-

lndependent States. The president, tirst elected ulicon- turcd goods, and processed food.
tested in October 1990 and re-elected in 1993, enjoys
strong executive powers and is assisted by an appointed Recent Economic Developments
presidential council. A new constitutioni was adopted in
May 1992 by referendumii. The Republic of Turkmenis- Turkiimenistani initially vas less affected by the breakup
tan lies in the southernmost part of the former Soviet ot the Soviet Union than other republics as its terms of
lUnion. With an area ofabout 488.000 square kilometers. trade improved substantially through the shift toward
it is the fourth largest formier Soviet republic. However. world prices in former Soviet Union energy trade in
because the Kara KIum desert comprises 90 percent of fiscal 1993. Since then, however, it has faced growing
its area, the country is populated by only 4.5 million economic difficulties. The inability of several regional
people, making it the fourth sniallest republic in terms countries to pay for their gas iniports from Turkmenistan
of population. Among the Central Asian republics, it has led to a serious problemii of external arrears. The volume
the most ethnically homogenous populationi. of exporled gas has contracted sharply due to interrup-

Despite its minieral wealth. Turkmileniistani's per capita tions in deliveries miostly for gas exports to Ukraine and
income is significiintly below the former Soviet aver- Georgia. Real GDP declined by about 19 percent in
ages, and is estimated at $920 in 1995 prices. The 1994, reflecting for the most part a decline in gas pro-
population growth rate is high, 4.2 percent, aild social ductioll. Cotton productioni declinied by 9 percent but
indicators are among the vorst of the former Soviet most of the rest of the agricultural sector showed stable
countries. The infant mortality rate is the highiest in the output. Wheat production rose, reflecting efforts to di-
region, and maternal mortality and rates of respiratory. versifi agricultural production. Althoughi there was
infectious and parasitic diseases are among the highest. some upturn in cotton productioni and construction ac-

Turkmeniistan is the second largest natural gas pro- livity in 1995, GDP declinied by about 12 percent.
ducer in the former Soviet tInion after thle Russian largely owing to a furtlher- decline in gas productioll of
Federation and the fourth largest producer in thie vorld. 25 percent.
It is also the fourth largest oil producel- in the region. Centralized controls were kept tight over 1993-95.
Turkmenistani has an estimated 1.3 trillion cubic meters Budgetarv, monetary, and exchange rate policy were
of proven anid probable gas reser-ves equal to 30 years of geared toward sustainin- a network of implicit taxes and
production. a further estimated 1.4 billion cubic meters subsidies that helped promote areas of economic activity
in reserves have been identiFied, and it has an additional and provide social protection. Price liberalization has
1.1 billion tons of oil reserves. It is dependent on the lagged behind other former Soviet counitries despite a
Russian gas pipelinie for shlipipmen ts. Thlis dependency numlniber of measures adopted in 1995. Prices for a num-
and the inability of its main trading partners to pay has ber of key comminodities-energy, transport, bread,
ledtoadecline ingasproductionifromi aroundg8 billion flour, ieat, and dairy products-remain controlled.
cubic mete-s in 1990 to 35 billion cubic meters in 1995, Most agricultural production was driven by state orders
with exports of around 26 billion cubic meters. and trade took place at state-determined procurement

Although Tul-kmenistan has considcerable potential prices
for diversification into minieral resource-based indus- In face of decliinin- tax revenues from gas exports,
tries, the economy is still predominantly agricultural. It tile governmilent has made efforts to reduce budgetary
is amonig the top tell cotton producers worldwide. Other spending and the budget deficit was kept at around 1.5
major crops include grains. vegetables, and fruits. Ex- percent ofGDP in 1994 and 1995. However, Turkmenis-
ports are dominated by gas. oil, and lighl industrill tan' i o erall budgetary situation is har-d to assess be-
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cause of the large number of extra-budgetary funds. A approach to phasing out input subsidies, and its role in
significant number of implicit taxes and subsidies are setting production targets and procurement prices.
administered outside the budget. primarily through the
dual exchange rate system and preferential bank lend-C, ~~~~~~~~~Development Strategy
ing. Credit policy has been expansionary, there are very
large directed credit programs and enterprises did not The government regards the energy sector as the engine
face a hard budget constraint. Inflation averaged of Turkmenistan's future economic transformation. In
roughly 1,800 percent in 1994 and 1.000 percent in the medium to long term, realization of the potential of
1995. Wage adjustments have lagged far behind infla- the energy sector will depend on substantial investments
tion in recent years resulting in a decline in average real to regenerate production potential, and access to new
wages. It is estimated that average real wages were about markets. The government has drawn up a long-term
one-fifth their 1991 level at the end of 1994 and declined production and investment plan that includes large in-
by another 20 percent in 1995. However, this overstates vestments in infrastructure and energy to be financed by
the decline in living standards, as many goods are pro- foreign direct investment and the budget. Another me-
vided free or are heavily subsidized. dium-tenn goal is to become self-sufficient in wheat by

One policy aim has been to build foreign exchange increasing land tinder grain cultivation and increase the
reserves, which are estimated at around $1.2 billion at level of cotton processing. Cotton production is slowly
end December 1995 (equivalent to ten months imports). shifting from fiber to cotton fabrics, since the govern-
The accumulation of foreign exchange has mainlv been ment has undertaken substantial investments in cotton
brought about through heavy conipression of imports. processing facilities which are mostly foreign-financed
Turkmenistan introduced its own currency-the ma- through short-term loans.
nat-in November 1993. The country introduced a dual In recognition of the pressing need to address
exchange rate system with an official rate that was used macroeconomic and structural problems and to create
for all transactions related to gas exports, and a cash rate conditions more conducive to the development of a
that was substantially higher. Both exchange rates have market economy, the president announced an economic
been held at highly depreciated levels. stabilization and reform program, which was approved

Primarily reflecting exports of gas and cotton, the by the Presidential Council in December 1995. Key
trade balance ran a substantial surplus of around $550 features of the program include a unified exchange rate
million in 1995. However, gas transit fees, amounting as of January 1, 1996, determined by the market and
to about $500 million, resulted in a current account promotion ofthe foreign exchange market through regu-
surplus of only' $50 miilion. The outstanlding stock of lar central bank foreign exchange auctions and channel-
arrears owed to Turkmenistan is estimated at around hig part of the export surrender requirements to the
$1 .6 billion of which $0.9 billion is owed by Ukraine. foreign exchange market. The plan calls for adjustments
In late 1994 and 1995, Turkmenistan resorted to external in administered prices, including a fourfold increase in
short-maturity borrowing to finance investment projects the price of meat and fivefold increase in the price of
and the widening current account cash deficit, whicil flour. It would discontinue credit allocation by decree
was caused by the arrears on its gas exports. The country and transfer it to the central bank, while unifying reserve
also incurred arrears on the servicing of outstanding requirements at II percent and letting the market deter-
debt in 1995. mine the refinance rate and apply a market rate to

The government has been very slow in implementing government borrowing from the central bank.
structural and sectoral reforms. Although a privatization The stabilization program also calls for a tight mone-
program was enacted in 1993. privatization took place tary and credit program and limitation of the bank-fi-
sporadically and was confined almost exclusively to nanced budget deficit to I percent of GDP to sharply
small enterprises, and the state retained majority owvn- lower inflation.
ership in most cases. There has been little reform ofthe
state-owned enterprise svstem. The oovernment has
started to implement some retorms in the agriculture Medium-Term Prospects
sector and allowed expansion of private farm plots on Turkmenistan has good longer-term potential for devel-
state and collective farms. Farm restructuring and priva- opment given its rich natural resource base. Energy, in
tization have followed three paths: creation of inde- particular. offers high potential for export-led growth.
pendent private farms on reserve land, expansion of The country should be able to grow over the medium
household plots within traditional farms, and reorgani- term even with slow economic reforms if it is able to
zation of state and collective farms as peasant organiza- gain access to export markets for energy. Given the large
tions. The government has taken a very gradual share of the gas sector in the country's GDP, even a
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modest upturn in gas output (of about 5 percent) would ports coupled with an anticipated slow increase in gas
imply growth in GDP of about 2 percent (under an exports. The current account deficit would be financed
assumption that industrial output declines about 5 per- by payments of arrears and a slight drawdown in re-
cent) in 1996. serves.

In absence of comprehensive structural and sectoral Turkmenistan's medium- and long-term foreign ex-
reforms, however, growth rates would be constrained by change earning potential and financing requirements are
substantial waste and inefficient resource use. More- subject to more than the usual uncertainty, given the
over, given the growing population and the poor base- difficulty in judging how rapidly the gas payments prob-
line social conditions, slow movement on the reform lem can be resolved and export markets diversified. An
program would also create pressure for increased social obvious way out of the present difficulties relating to
service expenditures. payments for gas exports would be to diversify gas

The slow pace of structural reform has limited pros- export markets. However, this would require mobilizing
pects for substantial output growth in industry and agri- substantial financing for new pipelines. The government
culture. If industrial enterprises are not forced to is considering various alternatives. Although construc-
restructure and the incentive structure is not improved. tion of a gas pipeline segment in northern Iran has
productivity will stagnate. Faster and more comprehen- commenced, its full financing is not in place.
sive implementation ofthe reform program would affect The country has very large investment requirements,
the pace of recovery in the short and medium terms, especially in the energy sector. To maintain its medium-
leading to a more efficient use of limited resources for to long-terim production capacity, Turkmenistan would
the same investment. Progress on structural and svs- need to invest about $34 billion in developing identified
temic reforms would also provide enterprises and indi- reserves in the next five to ten years in addition to
viduals with the institutional and market incentive stepping up exploration efforts. Overall, the country
structures to facilitate a supply response. may need to invest at least $8 billion by the end of the

Furthermore, the concentration of exports in two key decade to assure access to nonregional markets. This can
items-energy and cotton-coupled with heavy reli- only be tinanced with significait foreign investment and
ance on imports for most investment and consumer access to capital markets.
goods, makes the country very vulnerable to external There are also significant investment needs for devel-
shocks. Turkmenistan is vulnerable to movements in a oping and maintaining Turkmenistan's basic infrastruc-
few international prices, as its production and export ture, especially in transport and telecommunications.
base are very concentrated. Moreover, strong growth in The existing network is in poor condition and is not
export receipts from the energy sector could signifi- designed to meet the requirements of an independent
cantly reduce the competitiveness of other sectors state. Infrastructure deficiencies could prove to be a
through currency appreciation. The country is also char- major constraint to investment.
acterized by high population growth, remoteness from
foreign markets, and the inefficiency of many of its External Debt
inherited economic institutions. A faster and more coin-
prehensive implementation of reforms could reduce Debt service payments which are currently around 10
these vulnerabilities by triggering a more diversified percent of GDP, are expected to increase to about 30
economy, higher growth rates and the more efficient use percent of GDP by the end ofthe decade if Turkmenistan
of resources. undertakes planned investments in the energy sector.

Turikmenistan's debt has grown rapidly in recent years,
External Financing Requirements with several loans carrying very short maturity. Further-

more, the short-term borrowing and the subsequent ac-
Turkmenistan's balance of payments is expected to de- cumulation of debt service arrears are taking place while
teriorate slightly in 1996. A small current account deficit the foreign exchange reserve is very large, and increas-
could emerge, primarily due to expected growth in im- ing.
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Turkmenistan at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Turkmenistan Asia Income Development dlamond*

Population mid-1995 (millions) 4.5 488 1,154 Life expectancy
GNP per capita 1995 (US$) 920 2,240 1,700
GNP 1995 (billions US$) 4.2 1,093 1,962 T
Average annual growth, 199D-95

Population (%) 4.2 0.4 1.4 GNP Gross
Labor force (%) 2.8 0.6 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 45 66 56
Lite expectancy at birth (years) 66 68 67
Infant mortality (per 1,000 live births) 46 23 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to sate water (% of population) 85 .. 78
Illiteracy (% of population age 15+) 2
Gross primary enrollment (% of school-age population) .. 97 104 -Turkmenistan

Male .. 97 105 -Lower-middle-income group
Female .. 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 .onornic ratios'

GDP (billions US$) .. . 4.4 4.1 Openness of economy
Gross domestic investmenVGDP ..
Exports of goods and non-factor services/GDP .. .. 144.0
Gross domestic savings/GDP ..
Gross national savings/GDP ..

Current account balance/GDP .. .. 1.9 1.3 Savings Investment
Interest payments/GDP .. .. 0.6 0.5
Total debV/GDP .. .. 9.7 11.6
Total debt service/exports .. .. 4.1
Present value of debtGDP .. .. 8.6
Present value of debtexports .. .. 15.6 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Turkmenistan
GDP 2.5 0.9 -18.8 -12.0 Lower-middle-incomegroup
GNP per capita 0.2 -2.0 L d grou
Exports of goods and non-lactor services .. - - - -

STRUCTURE o1 the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP) | to
Agriculture .. 28.9 9.0 19.4
Industry 37.3 73.2 64.3 0

Manufacturing .. .. 7.3 12.8 , 94 0
Services .. 33.8 17.8 16.3 10

Private consumption .. 51.2 .. .. 20
General govemment consumption .. 20.9 .. ..
Imports of goods and non-factor services .. .. .. -GOI -- GDP

1975-84 1985-95 1994 1995
(average annual growth)
Agriculture .. 2.2
Industry .. -2.4

Manufacturing ..
Services .. 6.4

Private consumption .. 4.0
General govemment consumption .. 6.4
Gross domestic investment .. -11.6
Imports ot goods and non-factor services ..

Gross national product 2.5 0.9

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
-The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 2.000T

Consumer prices .. .. 1,748.0 1,005.0 tsoo/

Implicit GDP deflator 2.1 -7.6 1,852.0 930.0 1,000

Government finance s00
(% of GDP) I

Current revenue .. 28.8 10.4 9.8 o s 1 92 93 94 95

Current budget balance .. 1.6 -1.4 -1.6
Overall surplus/deficit .. .. .. .. -GDP def. CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(millions US$)
Total exports (fob) .. .. 2,176 2,008 3awe T

Fuel .. . 1,707 1,442
n.a.
Manufactures .. .. 2.000

Total imports (cif) . . 1,690 1,472
Food and consumer goods . .. 676 589I
Fuel and energy .

Capital goods . .. 535Export price index (1987=100)53o- t 1,D:L X11Li 
Import price index (19f7=100) 89 g0 91 92 93 94 95

Terms of trade (1987=100) .. . . .;Exports Eimports

BALANCE of PAYMENTS

(mlilions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services .. .. 2,176 2,008 20

Imports of goods and non-factor services .. .. 2,184 1,934
Resource balance .. .. -8 74 ts -

Net factor income .. .. 91 -21
Net current transfers .. .. 1 1 10

Current account balance,
before official transfers .. .. 84 54 s

Financing items (net) .. .. 11 103 ._ ,
Changes in net reserves .. .. -95 -157 0

819 90 91 92 93 94 95

Memo:
Reserves including gold (mill. US$) .. .. 932 1,213
Conversion rate (local/LUSS) ..

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions USS) Composition of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed .. .. 427 474
IBRD .. 0 1 1 D
IDA .. 0 0 G 56

100

Total debt service 100 99
IBRD 0 0
IDA 0 0

Composition of net resource flows E

Official grants .. 5 5 156

Official creditors 51 8
Private creditors .. 10 19
Foreign direct investment .. 0 0 F

Portfolio equity .. 0 0 161

World Bank program
Commitments 25 0 A -IBRD E -Bilateral
Disbursements 0 1 B -IDA D -Other multilateral F -Private

Principal repayments 0 0 C -IMF G -Short-term
Net flows 0 1
Interest payments .. .. 0 0
Net transfers .. .. 0 1

World Bank International Economics Department, September 1996

Note. Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
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Uganda

W ith a per capita income of $240 for 1995. Preliminary indications are that in fiscal 1996 GDP
Uganda is one of the poorest countries in the is growing in line with the target of 6.5 percent. Inflation
world. Although during the 1960s Uganda was relatively low at 8.5 percent in January 1996, as

was one of the most promising economies in Sub-Saha- adverse weather conditions affected food crop produc-
ran Africa. starting in 1972 the economy declined due tion and thle exchange rate depreciated. The authorities'
to political turmoil, civil war and econonic mismanage- pragmatic fiscal and monetary sterilization measures
ment. The National Resistance Movement government, have maintained a relatively stable exchanlge rate.
which took power in January 1986. inherited an ex- Government revenues were raised by the coffee
tremely difficult economic situation, with a real GDP boom in fiscal 1995, owing to both thc direct effect of a
that had declined by about 40 percent per capita between new coffee tax and the indirect effects of greater eco-
1971 and 1986. The econom11y was highly regulated: nomic activity on other indirect taxes. While govern-
parastatals dominated nearly all sectors, inefficient state menit revenues rose from 7.1 percent of GDP at factor
trading boards abounded, government controls circum- cost in fiscal 1992- to 10.5 percent in fiscal 1995, expen-
scribed the private sector in nearly every aspect of ditures were kept under strict control. As a result, the
economic activity, and institutional inefficiencies had a overall deficit on a commitment basis (excluding grants)
debilitating effect on private business initiatives. fell sharply from 15 percent of GDP at factor cost in

The new government adopted an interventionist fiscal 1992 to 7.8 percent in fiscal 1995. Recourse to
stance, introducing expansionary fliscal and monetary domestic bank borrowing, which amounted to 1.7 per-
policies; these policies proved unsustainable and infla- cent of GDP in fiscal was converted to a repayment to
tion soared to triple-digit levels. In mid-1987, amidst a the banking system equal to an estimated 2 percent of
rapidly deteriorating economic situation, the govern- GDI' in fiscal 1995.
ment embarked on an economic recovery program The imiprovemiient in the government fiscal position,
aimed at reducing poverty by restoring fiscal discipline together with actions to strengthen credit management,
and monetary stability, improving the incenitive struc- helped reduce the growth in broad money from 53 per-
ture and investment climate for exports and other pro- cent in fiscal 1992 to 25 percent in fiscal 1995. More
ductive activities, rehabilitating economic, social and importantly, imost of the recent increase in broad money
institutional infiastructure, and promoting savings and came from the productivc side of the economy: bank
investmenit, especially by the private sector. Only slow lending to the private sector and a strong external per-
progress was made on stabilization and economic re- formance. The prudent miacroecononmic policies pursued
form from 1987 to 1992. Since then, however, there has by the government have not only helped reduce infla-
been substantial progress in achiieving these goals within an tion, but have also increased the monetization of the
environment of rising forcign1 inflows and a coffee boom. Ulgandan economiiy and brought greater confidence, re-

sulting in an increased deimand for money and a lower

Recent Economic Developments velocitv of circulation.
The government's 1996 program envisages a reduc-

Uganda contin1ues to make progress in macroeconomic tioun in the f'iscal deficit (excluding grants) from 7.8
stabilization and the reforii program is on track. Overall percent of GDP at factor cost in fiscal 1995 to 6.1
GDP growth in fiscal 1995 was 10 percent, and was percent of GDP at factor cost. To achieve thiis adjust-
spread across al Isectors of'the economy. This improved menlt the Fiscal 1996 budget includes mieasures to in-
growth performiance was aided by favorable develop- crease government revenues and contain expenditures.
ments in world coffee markets, but reflected mainly the The increase in revenues is expected to come from
improved macroeconomic environmenit in the recent harmonizing the sales tax and the commercial transac-
past, the implemnentationi of key structural retormiis. po- tions levy at 15 percent, reducing tax exemptions. clos-
litical stability, and growing private sector confidenice. ing most duty ftree shops, and continued improvemenlts
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in tax and customs administration. Preparations are con- improve institutional efficiency: these measures were
tinuing for the introduction of a value added tax in July designed to make the private sector the engine of growth
1996. Public expenditure rationalization is continuing. in the economy. This strategy has been accompanied by
while the government is taking measures to improve supportive public investment, rehabilitation of public
public expenditure classification and improve the im- infrastructure, and a rationalization of the public sector
pact of public expenditures on primary health and edu- through such programs as army demobilization, civil
cation. The fiscal 1996 budget includes increases in service reform, and public enterprise divestiture. These
defense expenditure. However the government said this reforms are well under way. Civil service downsizing
would not compromise the progress made in making has been completed, and the government is focusing on
adequate provision for real increases in recurrent expen- rationalizing wages and incentive structures. With the
ditures for key economic and social sectors, in the do- objective of improving tile efficiency of the banking
mestic counterpart funding of the development budget, system, the government intends to privatize the Uganda
and improvement in public sector wages. Commercial Bank during 1996 while it undertakes ad-

Despite lower inflation, commercial bank lending ditional reforms needed to deal with problem banks and
rates have remained relatively high because of high strengthenl the central bank. The government is also
intermediation costs, partly due to the large overhang of continuing with its privatization of parastatals. with a
non-performing loans. To address the problems of the target of privatizing 85 percent of parastatals by end-
banking sector, Uganda is pursuing a financial sector 1997.
reform program. Since 1993 the mandate of the Bank of The market for foreign exchange for current account
Uganda for monetary policy and supervising the finan- transactions was fully liberalized in 1993. An invest-
cial sector has been substantially enhanced. Interest ment code was promulgated in 1991 to facilitate new
rates were liberalized in 1994, the central bank practice investment in all sectorsoftheeconomy. Majorprogress
of providing automatic overdraft facilities without lim- has been made in returning properties expropriated by
its to commercial banks was phased out, and the pay- an earlier regime to their former owners, reinforcing
ments mechanism improved. Notwithstanding these investor confidence that property rights will be re-
actions, the sector remains inefficienlt, with high per- spected.
centages of non-performing loans and 7 of the 15 banks The liberalization of foreign trade and exchange has
are classified as problem banks. increased incentives for export diversification, which

Reflecting the significant progress achieved in liber- has assisted non-coffee exports to grow at an average
alizing the foreign exchange and external trade system, annual rate of29 percent since fiscal 1991. Despite these
and a considerably more favorable external environ- improvemilents, however, there is still a high level of
menit, the current account deficit (excluding grants) is et'fective protection in Uganda. which encourages im-
estimated to have declined to 8.4 percent of GDP in port substitution rather than export orientation. At the
fiscal 1995 from 12.3 percent in fiscal 1993. The overall regional level, Uganda is participating in the Cross-13or-
balance of payments position also improved sharply der Initiative, whiclh aims at facilitating trade, invest-
during this period, from a deficit of $8.2 million in fiscal ments, and paviyments within eastern and southern Africa
1993 to an estimated surplus of about $127 million in and the Indian Ocean region. In November 1993
fiscal 1995. Part of the improvement resulted from a Uganida. Tanzaniia, and Kenya signed an agreement set-
significant rise in international coffee prices in 1994. ting tip a Permanent Tripartite Commission to identify
Non-coffee exports have more than doubled since fiscal areas of cooperation among the three countries. Since
1993. albeit from a small base, and private transfers have that Iime, these governments have allowed the free
continued to grow strongly in absolute terms. As a movemiienit of currenicies across their borders. encour-
response to the windfall from coffee and the strong aged the reioval of various non-tariff barriers to trade,
performance of other inflows, foreign reserves rose and increased cooperatiol in several areas of comiluni-
from the equivalent of 1.9 monthis of imports of goods cation and transportationi. Uganda accords tariff conces-
and nonfactor services in fiscal 1993 to an estimated 3.6 sions to goods originating from its partners in the
months in fiscal 1995, and are expected to rise to about Common Markiet for Eastern and Southerin Africa,
4.3 months for tiscal 1996. which superseded the Preferential Tariff Arrangement

in November 1993.

Structural Adjustment Thle govermrnent has embarked on a wide-ranging
decentralizationi program ulider which public services

Under its 1987 adjustment program the government delivery is being devolved to districts and local govern-
embarked on comprehensive policy and institutional ments. Personnel decentralization was undertaken im-
reform designed to deregulate the econoniv, eliminate mediately. while financial decentralization is being
direct state involvemenit in most public services, and phased in. The recuirenit hudget is being decentralized
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in three phases: 13 districts in fiscal 1994, 14 in fiscal through agricultural research and extension, and im-
1995 and 12 in fiscal 1996. The government will transfer proved technology and varieties.
control over line-item expenditures in the first year, and
decision making over budgetary priorities in the second External Debt
year. Success in the decentralization program is likely to
remain extremely challenging because of scarce resources Uganda's stock of external debt amounted to $3.4 bil-
and manpower capacities in the local governments. lion-over 66 percent of GDP-at end-June 1995. In

The primary objective of Uganda's development fiscal 1995 scheduled debt service was equivalent to 28
strategy is to strengthen poverty reduction, through con- percent of exports of goods and nonfactor services. In
tinued strong economic growth while maintaining 1992 the government adopted a strategy for managing
macroeconomic stability in a liberalized environment. its debt with five components: year-by-year reschedul-
Given the encouraging progress made so far under the ing of eligible Paris Club debt, seeking write-offs or
economic recovery program and the urgency to compen- long-term rescheduling of all non-OECD bilateral debt;
sate for the 40 percent fall in real per capita living seeking an extension of bilateral balance-of-payments
standards between 1972 and 1986, the government rec- support to cover multilateral debt service payments:
ognizes that the most effective means of reducing pov- buy-back of uninsured commercial debt. and virtual
erty is by generating income and employment cessation of government and government-guaranteed
opportunities through accelerated economic growth and external borrowing on all but highly concessional terms.
increasing public services that support those goals, par- Much of this strategy has been fulfilled. In February
ticularly investment in human capital. 1995 Uganda became the first country to receive a stock

Uganda needs sustained, strong economic growth of debt reduction from Paris Club creditors under
and has good potential, with favorable prospects in "Naples Terms." Under the agreement, which was in-
agriculture, industry and tourism. In agriculture, the tended to be an exit rescheduling. Uganda received a 67
greatest potential is for cash crops for export. Apart from percent reduction in net present value terms of eligible
coffee, cotton and tea-once major export crops-have debt. Some non-Paris Club bilateral debt has been re-
substantial room for expansion, and nontraditional ex- scheduled, although much remains untreated. Uganda
port crops-such as maize, beans, fish, horticultural has also received balance of payments support to repay
products and fruit and vegetables-also have very multilateral debt. Finally, the government has refrained
strong potential. There is also substantial scope for almost entirely from undertaking new borrowing other
increasing yields and efficiency in foodcrop production than on highly concessional terms.
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Uganda at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Uganda Africa income Development diamond*

Population mid-1995 (millions) 19.2 589 3,188 Life expectancy
GNP per capita 1995 (US$) 240 490 460
GNP 1995 (bil/ions US$) 4.5 289 1,466

Average annual growth, 1990-95

Population (%) 3.2 2.8 1.8 GNP Gross
Labor force (%) 2.9 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 55 ..
Urban population (% of total population) 13 31 29
Life expectancy at birth (years) 42 52 63
Infant mortality (per 1,000 live births) 123 92 58
Child malnutrition (% of children under 5) 23 .. 38 Access to safe water
Access to safe water (% of population) 42 47 75
Illiteracy (% of population age 15+) 38 43 34
Gross primary enrollment (% of school-age population) 91 71 105 -Uganda

Male 99 77 112 -- Low-income group
Female 83 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios*

GDP (billions US$) . 3.5 4.0 4.7 Openness of economy
Gross domestic investment/GDP 7.6 9.0 14.5 14.0
Exports of goods and non-factor services/GDP 8.2 13.8 8.2 11.7
Gross domestic savings/GDP 5.5 7.1 4.1 -0.6
Gross national savings/GDP 5.4 6.7 10.1 5.7

Current account balance/GDP .. -2.5 -6.6 -9.3 Savings - Investment
Interest payments/GDP .. 0.5 0.8 1.0
Total debt/GDP .. 35.5 86.8 76.2
Total debt service/exports 6.6 38.8 44.1 25.8
Present value of debt/GDP .. .. 47.7
Present value of debt/exports .. .. 553.7 .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) Uganda
GDP .. 5.8 6.0 10.4 -gn
GNP per capita .. 2.6 2.6 7.6 Low-income group
Exports of goods and non-factor services .. 4.3 18.8 12.9

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and investment (%)

Agriculture 72.2 52.7 49.4 48.8 20 T
Industry 8.2 9.8 13.9 13.4 10 t /

Manufacturing 6.3 5.8 6.5 6.3 A A

Services 19.7 37.4 36.6 37.8 o Z,
90 91 9 93 94 95

Private consumption .. 78.4 85.4 92.3 _ 0
General govemment consumption .. 14.5 10.5 8.3
Imports ot goods and non-factor services 10.3 15.7 18.6 26.3 -Go aGOP

(average annual growth) 1975-84 1985-95 1994 1995 g tGrowth rates ot exports and imports (e/e)
Agriculture .. 4.0 1.6 6.0 60
Industry .. 9.2 13.4 16.7

Manufacturing .. 9.5 15.2 17.7 40
Services .. 6.8 8.0 12.7 t

20

Private consumption .. 5.5 4.7 14.5 0
General government consumption .. 5.2 13.7 30.8 90 91 92 93 94 90

Gross domestic investment .. 6.5 6.2 16.9 20
Imports of goods and non-factor services .. 3.5 7.1 51.4 -Exports ^lmpons

Gross national product .. 5.9 5.8 10.9

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) 1
Consumer prices .. 105.3 7.8 2.9 100
Implicit GDP det8ator .. 120.2 7.3 9.6

Government finance
(% of GDP)
Current revenue .. 9.1 8.3 9.9 s
Current budget balance .. 0.3 -0.6 0.6 9 92 93 94 95
Overall surplus/deficit ,, -4.3 -10.3 -7.0 -GDP det. -6CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(mdllions US$)
Total exports (fob) .. 383 254 537 1.250

Coffee 353 172 408
Cotton . 13 4 2
Manufactures ., .. ., 7s0

Total imports (cif) .. 404 672 1,086

Food . 93 143 590 1 1 1
Fuel and energy .. 76 55 64 2
Capttal goods 76 222 299 290

Export price index (1987=100.) . 103 46 81 0

Import price index (1987=100) .. 80 128 138 r 9s 91 92 93 94 95

Terms of trade (1987=100) .. 129 36 59 EExports nhImports

BALANCE of PAYMENTS

(millions US$) 1985 1994 1995 Current account balance to GDP ratio (%)
Exports of goods and non-factor services 248 08 33960 93
Imports of goods and non-factor services 313 484 841 1,367 | s 91 92 93 94 99

Resource balance -65 -76 -508 -758

Net factor income -4 -53 -61 -62 ' -

Net current transfers -3 40 304 385

Current account balance,
before official transfers -72 -89 -265 -436 -t

Financing items (net) 72 128 354 585
Changes in net reserves 0 -39 -90 -150

Memo:
Reserves including gold (mil. US$) 31 85 219 391
Conversion rate (local/US$) .. 5.1 1,097.0 1,022.3

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 t
(mililons US$) 1 Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 211 1,246 3,473 3,552

IBRD 4 37 11 0 F G
IDA 40 285 1,604 1,792 79 06

Total debt service 17 158 152 157
IBRD 1 3 7 12 E
IDA 0 4 17 21 777

Composition of net resource flows B
Official grants 30 47 319 340 1792
Official creditors 11 139 198 231
Private creditors -3 4 -16 6 D
Foreign direct investment 2 -4 5 5 431
Portfolio equity 0 0 0 0 C

World Bank program 367
Commitments 0 45 610 95 A -IBRD E -Bilateral
Disbursements 3 92 222 160 B -IDA D -Other multilateral F -Private
Principal repayments 1 2 13 20 C -IMF G -Short-term
Net flows 2 90 209 140
Interest payments 1 4 12 14
Net transfers 2 86 197 126

World Bank International Economics Department, September 1996
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Ukraine

U kraine has tremendous economic potential. increase in prices for its energy imports. The value of
When it declared its independence in August imports of energy products rose from around 10.5 per-
199 1, Ukraine became the second largest Euro- cent of total imports and 2.5 percent of GDP in 1990 to

pean country in land mass, and the fourth largest in around 68.5 percent and 15.5 percent, respectively, in
population (52 million). It has a well educated, highly 1994. This is an extraordinarily difficult shock to deal
skilled labor force. Its agricultural soil is very rich-ag- with under any circumstances. In the case of Ukraine, as
riculture is around 18 percent of GDP. As the "bread with several other former Soviet countries, the huge
basket" of the former Soviet Union, Ukraine accounted terms of trade shock further complicated the very diffi-
for about one-quarter of Soviet grain production, one- cult task of transition to a market economy.
fifth of its meat and dairy output, and more than half its The initial policy response to the terms of trade
sugarbeet production. Ukraine is also endowed with a deterioration and the needs of transition was grossly
good mineral resource base (coal and iron) and diversi- inadequate. Most of the ex-socialist countries put in
fied industries (around 40 percent of GDP). Moreover, place reform programs based on three pillars: macroe-
a fairly well developed infrastructure provides a good conomic stabilization, privatization, and market liber-
basis for future growth. alization. Before July 1994 none of these three pillars

However, Ukraine is a late reformer and a great deal fared well in Ukraine. Ukraine's consumer price infla-
needs to be done before it reaches its full potential. The tion in 1993-at 10,155 percent-was the highest in the
reform effort is only two years old and there is still no world for a country not at war. In 1993 only 10 percent
clear consensus on economic policies. The economy has of all assets were in private hands. The progress of
been declining rapidly since 1991. and Ukraine must privatization appeared minimal when compared to Rus-
deal with many of the difficult issues of transition. GNP sia or the Czech Republic. What price and trade liberali-
per capita was estimated at $1,630 in 1995, down zation that occurred initially was rolled back by the
from $2,636 in 1991. However, those official figures government that came to power in the summer of 1993.
may overestimate the extent of the fall in output, as the By early 1994 the degree of administrative control over
informal economy has been expanding out of reach of the economy was more or less the same as at the time of
government regulations and taxes. The unofficial sec- independence.
tor's share in the overall economy is estimated to have The terms of trade shock and the weak policy re-
increased from 14 to 16 percent in 1990 to around 40 sponse led to a disastrous economic outcome. Between
percent in 1995. The basic economic structures in 1990 and 1993 recorded output dropped by some 40
Ukraine require major overhaul to become internation- percent. Agricultural production fell by 28 percent, in-
ally competitive. Ukrainian industry is unusually en- dustry contracted by 34 percent and construction de-
ergy-intensive: in 1991 it consumed about six times clined by 54 percent. Open unemployment remained
more oil per equivalent unit of GDP than is typical in limited, but disguised unemployment in the form of
Western Europe. Nearly a quarter of the country's en- forced leave and part-time work became widespread,
terprises produced for military demand which has virtu- affecting 3 to 5 million workers. This was reflected in a
ally dried up. Close to I million people are employed in sharp decline in real wages: they fell by around 63
one of the world's highest-cost coal industries. percent between 1990 and 1993. By 1994 the public

finance cash deficit reached 8.2 percent of GDP, the

Recent Economic Developments current account deficit was 6.1 percent ofGDP, the stock
of external debt (including arrears), which was zero at

Ukraine's economic conditions, already difficult at the independence, reached $7.2 billion, and Ukraine had
time of independence, worsened dramatically until mid- only' 2.3 weeks worth of imports in international re-
1994. The breakup of the Soviet IJilion imiplied a huge serves.
terms of trade loss for Ukraine, as it led to a large
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The situation started improving after a change in of 261 trillion karbovanets, or 3 percent of revised GDP.
government after the July 1994 elections. Efforts were Monetary policy is also being brought under tighter
made to control public finances. The cash-based budget control, in order to reduce inflation to monthly rates of
deficit was reduced to 4.7 percent of GDP in 1995. 1 to 2 percent by the end of the year, and to increase
Monetary policy was tightened. Work on mass and gross international reserves by about $600 million.
small-scale privatization started. By mid-1996 about Ukraine's structural reform agenda stresses the im-
two-thirds of small-scale enterprises have been privat- portance of an enabling business environment: defining
ized. Over 2,000 medium and large enterprises have also property rights and privatization; deregulation and lib-
been privatized since Januarv 1995 and another 3,000 eralization, and developing the financial sector. Foster-
are to be privatized by early 1997. Actions were taken ing change in ownership is a key element of Ukraine's
to liberalize the economy. Most domestic prices have private sector development strategy. Small-scale priva-
been freed, all quantitative restrictions on imports were tization is particularly important, and the government
removed, and all export quotas, including on grain, have plans largely to complete this process by end- 1996. The
been eliminated. Remaining restrictions on exports (in- government also has a very ambitious program of mass
cluding duties on a few commodities and minimum privatization of large and medium enterprises, which
reference export prices) will be removed by end-1996. calls for completion of privatization--defined as 70
Thus, an index estimating overall administrative control percent shares in private hands- of 5,000 enterprises
over the economy fell from 74 in the fourth quarter of by spring 1997. To expedite agricultural land privatiza-
1993 to 22 in the fourth quarter of 1995. tion. the reform program includes amending the land

The initial reform results are very encouraging. Infla- code to make it easier for farmers to withdraw their land
tion fell sharply, from monthly rates of around 20 per- and other property from collective and state farm enter-
cent in early 1995 to around 5 percent in July and August prises. and abolishing the six-year moratorium on the
of 1995. Overall, inflation 1995 was 182 percent, down sale of land and land shares.
from 400 percent in 1994. And in 1996 there has been a Redefining the role of the public sector so that it
further significant decline. By the second quarter of focuses on supporting the private sector by supplying
1996 monthly inflation averaged less than I percent. key physical and social infrastructure is a government
The exchange rate started stabilizing from the third priority. This entails the reallocation of public resources
quarter of 1995. Although the karbovanets has appreci- to these areas while reducing the public sector's total
ated substantially in real terms, dollar wages remain weight in the economy. It also implies a change in public
well below neighboring countries. The impact of trade institutions to make them more responsive to the needs
liberalization on export performance has started to be of a market economy. Related to that is a review of the
felt, as the dollar value of exports to countries outside role of local governments and their financial relations
the former Soviet bloc is estimated to have risen by 23 with the center.
percent in 1995, more than offsetting the fall in trade Nowhere is changing the role of the state as crucial
with the former Soviet Union. However, the decline in as in the energy sector. The problems of the energy
economic activity, albeit softening, has not yet been sector in Ukraine are numerous: on the demand side,
reversed. After falling by 23 percent in 1994, real GDP inadequate incentives resulting from low energy prices,
declined by 11.8 percent in 1995. A particularly harsh soft budget constraints. widespread payment arrears and
winter reflected in weak output performance in the first lack of metering/control devices (mainly for heat and
quarter of 1996 and low expected agriculture output due gas); on the supply side, an obsolete, deteriorating, and
to drought conditions has now led to a revised govern- sometimes unsafe capital stock resulting from insuffi-
ment estimate of an 8 percent real decline in GDP in cient resources to rehabilitate and modernize. The com-
1996, compared to a 2 percent decline initially pro- bination of vertically integrated monopolies,
jected. restrictions on private ownership, inadequate cost-re-

covery arrangements, and an institutional structure char-
acterized bv arbitrary and frequently changing

The Economic Reform Programv 
regulations, generated an unattractive climate for inves-

The government is committed to economic policies that tors. lTo deal with those problems the government has
aim to transform Ukraine into an efficient market econ- developed a foiur-pronged energy strategy. First, it de-
omny, and at achieving growth that is socially and envi- cided to adopt mar;ket mechanisms-including price
ronmentally sustainable. Ensuring that the stabilization adjustments and competition in supply and distribu-
program remains on track is the most pressing short- tion-to allocate energy supplies and encourage energy
term priority. Under a new stabilization program, sup- efficiency. Second, the strategy emphasizes institutional
ported by the IMF, fiscal policy is being tightened to restructuring: commercialization of energy enterprises;
prevent the cash deficit from exceeding the 1996 target redefinition ofthe role of government in policy making,
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regulatory, and ownership functions; and establishment dramatized by the Chernobyl disaster of 1986. It also has
of a market environment conducive to private sector to deal with problems of industrial and municipal pollu-
participation. The third element of this strategy is sound tion, water quality, and exploitation of natural resources.
environmental management through developing a Important steps have been taken toward dealing with
framework that fosters environmental safety. including those environmental problems. Ukraine has recently
nuclear safety, among energy consumers and suppliers. signed a memorandum of understanding with the G7
Fourth, the government is promoting priority invest- countries agreeing on actions to be taken to close the two
ments that increase the security and reliability of energy remaining units at Chernobyl.A 1991 Law on Protection
supplies in a cost-effective manner. of the Environment established fundamental protec-

The government is also restructuring the coal sector, tions. The law also gives broad powers to the newly
which used to provide one-third of the country's energy established Ministry for Environmental Protection and
needs and employs nearly a million workers. The Nuclear Safety. The ministry has produced, with exter-
Ukrainian coal industry is in adeepcrisis. Between 1990 nal assistance, an environmental study that identifies
and 1995, coal output fell by about 50 percent. Due to medium-term policy and investment priorities. A biodi-
high material, energy. and labor costs. the industry is versitv plan is under preparation and a strategy for
unable to cover its production costs. In addition to being phasing out CFCs and other ozone-depleting substances
uneconomic, many' mines are serious safety and health is being developed.
hazards. The government is considering a compreheni-
sive reform program for the sector, including: liberaliz- Medium-Term Prospects
ing coal markets: establishiing new corporatized entities
by combining economically viable coal mines, washing FulI implementation of the reform program described
plants and marketing organizations; closing uneco- above could result in Ukraiie's growth performance
nomic mines; providing social protection to displaced being similar to that of the leading reformers of Eastern
workers- social asset divestiture, and leaving the financ- Europe. GDP would start growing in early 1997 and
ing of investnient to the mining companies. The adjust- quickly reach a sustainable growth rate of around 5
ment will be difficult, requiring closure of at least percent a year. Consumption would start picking up as
one-third ofthe mines and shedding nearly halfthe labor of early 1998, and over the medium term it would grow
force. at approximately the same rate as GDP. The experience

The terms of trade shock and the economnic transition of Eastern Europe indicates that a large portion of the
have imposed significant social costs on Ukraine's initial growth would come from the services sector,
population. Poverty has increased and is estimated to which was repressed under the previous system. Serv-
affect30percentofthepopulatioi. Healthandeducation ices could grow at around 8 percent a year, so that it
services-areas where importanit achievements were would rise from around one-third of GDP in 1994 to
made under the previous system-deteriorated. Basic more than 45 percent ten years later. This expansion of
indicators of quality of life such as infant mortality and the services sector would be made possible by small-
life expectancy have fallen. Improving the targeting of scale privatization, the privatization of urban land, de-
social benefits is a key element of the reform program. regulation of domestic markets, legal reforms that
The recently introduced means-tested housing subsidy provide a stable environment where contracts are en-
is an important initiative that replaces a large universal forced, and tax reform. Agriculture could grow at the
benefit with a smaller targeted one. The government is same rate as overall GDP, 5 percent. Such strong agri-
also studying several options for reforming the pension cultural performance requires successful land privatiza-
system, including increasing the pension age, reducing tion and the development of free and efficient markets
the statutory old-age replacement rate, lowering the for farm inputs and outputs. Ukraine's industrial sector
maximum pension, and only partially inidexing pensions needs massive restructuring to render it efficient and
to inflation. An education sector strategy aims at uipdat- competitive, and ensure that its future growth is sustain-
ing and improving the relevance of school curricula by able. Initially, this would imply the elimination of ex-
introducing new subjects that are useful in a market cess capacity through downsizing. modernization, and
economy. It includes broadening the base of vocational closure. Hlence, the sector's medium-term growth rate
and technical school programs: carrying out intensive would probably be only around 3 percent, with most of
teacher training and retraining: strengthening institu- the growth coming from new private investment.
tional and management capacity; and increasing the Achieving this result would depend upon the success of
provision of textbooks. A strategy for health sector mass privatization, social sector reforms to support dis-
reform is vet to be developed. placed workers and increase their mobility, market de-

The environmental agenda in Ukraine is vast. The regulation. the adoption of a market-friendly civil code,
country faces a serious problem of nuclear safety, and tax reform.

527



Ukr-aine

Growth of both industry and agriculture will depend ment and consumption goods would also rise at about 6
upon expansion into new export markets, for which to 7 percent. Thus, the current account deficit-if energy
trade liberalization is key. Real export growth would be consumption is rationalized-would remain manage-
around 7 to 8 percent a year: annual imports of invest- able at about 4 to 5 percent of GDP.
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Ukraine at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle-
Ukraine Asia Income Development dlamond*

Population mid-1995 (millions) 51.6 488 1,154 Life expectancy
GNP per capita 1995 (US$) 1,630 2,240 1,700
GNP 1995 (billions US$) 84.1 1,093 1,962

Average annual growth, 1990-95

Population ()-0. 1 0.4 1.4 GNP Gross
Labor force (%) -0.1 0.6 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 32
Urban population (% of total population) 70 66 56
Life expectancy at birth (years) 69 68 67
Infant mortality (per 1,000 live births) 15 23 36
Child malnutrition (% of children under 5) .. .. .. Access to safe water
Access to safe water (% of population) 97 .. 78
Illiteracy (% of population age 15+) 2
Gross primary enrollment (% of school-age population) 87 97 104 -Ukraine

Male 87 97 105 Lower-middle-income group
Female 87 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) .. .. 99.6 86.2 Openness of economy
Gross domestic investment/GDP .. 27.3 8.8 8.9
Exports of goods and non-factor services/GDP .. .. 64.5 45.6
Gross domestic savings/GDP .. 28.4 3.0 5.6
Gross national savings/GDP .. .. 2.7 4.7

Current account balance/GDP .. .. -1.4 -1.8 Savings Investment
Inierest payments/GDP .. .. 0.1 0.6 \v/
Total debVGDP .. .. 5.5 9.8
Total debt service/exports .. .. 2.1 6.1
Present value of debt/GDP .. .. 5.0
Present value of debt/exports .. .. 34.8 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Ukraine

GOP 3.5 -6.6 -23.5 -11.8Loemdleic egru
GNP per capita 3.1 -6.8 -21.6 -13.7 Lower-middle-income group
Exports of goods and non-factor services .. .. -11.0 6.7

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(% of GDP) so
Agriculture .. 19.3 17.4 17.8
Industry .. 45.6 45.4 42.3 2s

Manufacturing .. 38.0 40.5 38.7
Services .. 35.2 37.2 39.9

-25- 

Prvate consumption .. 53.7 77.2 77.2 -s I
General government consumption .. 17.9 19.8 17.2
Imports of goods and non-factor services .. .. 70.3 48.9 GDI GDP

1975-84 1985-95 1994 1995
(average annual growth) Growth rtes of exports and tmports (%)
Agriculture .. -3.6 -22.0 -9.0 10
Industry .. -8.9 -29.9 -17.0

Manufacturing .. 2.2 -23.9 -15.0 0 

Services .. -6.0 -33.8 -9.7 1 90 91 92 93

Private consumption .. -2.7 -23.1 -17.8 -o0
General govemment consumption .. -9.7 -23.1 -28.6
Gross domestic investment .. -18.6 -15.5 45.0 .20

Imports of goods and non-factor services .. .. -7.2 -2.3 -Exports ^ Imports
Gross national product 3.5 -6.6 -23.5 -12.7

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (°/.)

Domestic prices s o00
(% change) A
Consumer prices .. .. 891.1 376.0 4,ODO
Implicit GDP deflator -0.5 -1.3 903.1 427.4 3.000 

Government finance
(% of GDP) 
Current revenue .. .. 45.3 38.6 90 91 92 93 94 95

Current budget balance .. .. -4.6 -0.7
Overall surplus/deficit .. .. -8.2 -4.7 -GDP dot. -^CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. US$)

(millions US$)
Total exports (fob) .. .. 12,111 13,647 20.000 T

Commodity 1 .. .. 3,980 4,542
Commodity 2 . .. 496 567 10,000
Manufactures . .. 2,800 3,000

Total imports (cif) . 14,471 15,945 10.o
Food . .. 676 700 I i iiI I 1111 111
Fuel and energy . .. 6,305 6,753 5000 O
Capital goods . .. 2,978 3,815

Export price index (1994=100) .. .. 100 112
Import price index (1994=100) .. .. 100 115 89 90 91 92 93 94 95
Terms of trade (1994=100) 100 97 DlExports lDimporis

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(millions US$)
Exports of goods and non-factor services .. .. 14,713 16,408 o 89 90 91 92 93 94 95

Imports o1 goods and non-factor services .. .. 16,044 17,615
Resource balance .. .. -1,331 -1,207

Net factor income .. .. -74 -507
Net current transfers .. .. 9 200 1

Current account balance,
before official transfers .. .. -1,396 -1,514

Financing items (net) .. .. 1,301 487
Changes in net reserves .. .. 95 1,027

Memo:
Reserves including gold (mill. US$) .. 646 1,129
Conversion rate (local/US$) .. 1.OE+05 1.7E+05

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. .. 5,438 8,465

IBRD .. .. 102 491 G A
IDA .. .. 0 0 255 491

C
Total debt service .. .. 300 918 F 1542

IBRD 0 8 2347
IDA . .. 0 0

Composition of net resource flows D
Official grants .. 216 240 128

Official creditors .. 98 400
Private creditors .. 208 -20
Foreign direct investment .. 250 300
Portfolio equity .. .. 0 0 E

3702
World Bank program

Commitments .. .. 500 146 A -IBRD E- Bilateral
Disbursements .. .. 102 401 B -IDA D -Other multilateral F -Prrvate
Principal repayments .. .. 0 0 C- IMF G -Short-term
Net flows .. .. 102 401
Interest payments .. .. 0 8
Net transfers .. .. 102 393

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
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U Truguav is a relatively small country in both Recent Economic Developments
area (176,000 square kilomneters) and popula-
tion (3.2 million). Its per capita GNP income Although politically. the country is divided in three

of $5,100 is high by Latin American standards, pov- forces of about equal strength-the Colorado, Blanco,
erty is the lowest in Latin America, and income and Frente Amplio parties, the president has been able
distribution compares favorably with that of many to put togethier a working coalition. As a result, an
developed countries. The population is mostly urban important social security reform and a fiscal program for
(90 percent) and well educated. Demographic charac- the next five years were approved. The government is
teristics are atypical for a developing country: also trying to amend the constitution to inhibit political
Uruguay has an aging population. low population parties fromil presenting more than one presidential can-
growth rates (0.5 percent a year). and highi life expec- didate per party, while requiring a second round of
tancy (73 years). T he population's structure and the voting if no candidate obtains an absolute majority. No
tradition of extensive social services delivered by the agreement has yet been reached.
government create a substanitial demand for educa- Wheni the nevw government took office the overall
tion, health, and social security benefits that macroeconomic picture was reasonably strong, but the
significanitly burdeni the working population. public sector deficit, in balance in 1992, had risen to 3.2

Uruguav, one of the most developed economies percent ofGDP in 1994 and was endangering prospects
in Latin America earlier this century, has lost ground for stability. The new administration concentrated its
to the rest of the region. Uruguay's growthi has been short-term efforts on improving public finances, im-
on the low side for decades, reflecting a develop- proving the social security system, and reducing the size
ment strategy based on import substitution and so- oftthe public sector. Its main goal is to accelerate growth
cial solidarity. The legacy of- this strategy, now and enhanice Uruguay's chances to compete effectively
abandoned, is still pervasivc and carries a heavy in MERCOSUR.
burden: a private sector not vell prepared to com- Reflecting an unusually high growth rate in 1994 and
pete in international markets and barely able to pay a recession in neighboring Argentina, real GDP esti-
for the bloated public sector. Long-term issues have mates show a decline of 2.5 percent in 1995, although
not been resolved and remiiain as pressing today as this setback is expected to be temporary. Annual GDP
they have been in past decades-social security ex- growth, which averaged 1.2 percent for the three-and-a-
penses are extremely high and are not being financed half decades ending in 1990. increased to more than 3.5
by contributions; the ensuinlg tax burden is among percent over 1991-95. As a result of improved financial
the highest in the region; productivity remains low, performance in public enterprises and successful cuts in
investmenlt is weak; inflation remainis stubbornly government expenditures, the public sector deficit de-
high, and the balance of payments' strength is based clined to 1.7 percent of GDP in 1995 and to less than I
on the appreciation of the currencies in neighboring percent in the yearending March 1996. The lowerpublic
Argentina and Brazil. sector deficit combined with a no longer appreciating

Short-term macroeconomic management issues are currency in Argentina allowed inflation and devaluation
also important-progress made in public ftianices over to finally converge in Uruguay. Inflation dropped from
1990-92 was largely reversed the following two years, 44 percent in 1994 to 35 percent in 1995, and it was
and the country remains vulnerable to regional instabil- running at an annual rate of less than 25 percent in
ity. However, significant progress has been made and May-June 1996.
the government that took office in 1995 has started The balance of payments remained strong in 1995.
takmin bold but carefully considered decisions to con- The current account deficit reached about $350 million
front these issues. in 1995, down from about $440 million in 1994 (2.7
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percent of GDP), mainly as a result of favorable terms cused on regulatory reform to reduce public monopolies
of trade and stagnant imports reflecting the temporary and introduce private sector participation.
slowdown in growth. Fueled by strong capital inflows- The trade regime has been simplified and tariff and
particularly from a higher public debt and from private non-tariff barriers reduced. These changes are well in-
deposits from Argentina-official reserves increased by grained in the system: instead the main challenge stems
over $200 million in 1995. about as niuch as in 1992-94. from MERCOSUR. There is a list with 300 exempted
However, the improvement in the central bank's foreign tariff items benefiting from high non-tariff barriers
reserve position was far morc modest. Central bank scheduled to be eliminated in the next five years. Also,
gross reserves (including Uruguay's large gold hold- MERCOSUR may encourage needed changes in the
ings) were about 5.4 months of iilports in 1995. up from financial sector. Prudential banking regulations have
5 months over 1992-94. been brought to international standards, and central

Early in September 1995 congress approved a new bank restructuring has strengthened financial sector su-
law that is expected to make important changes in the pervision and control, especially over the two official
social security system, of which the most radical is the banks with a long history of poor performance, weak
introduction of a separate capitalization system that will portfolios, and very high operating costs. Despite pro-
operate in parallel to the pay as you go system now in gress. Uruguay's banks still have far to go to compete
place. Changes include cuts in replacement rates, an effectively in the region.
increase in the female retirement age. and extension of
the period used to compute wages that define pension Medium-Term Prospects
levels. Although the new law keeps the pay as you go
system, it significantly encourages workers to deposit With prudent macroeconomic management, and some
their pension savings in the capitalization system. De- fortuitous external developments, in recent years Uru-
spite strong political opposition from powerful groups, guay has been able to achieve per capita growth rates
initial results have been encouraging. The government well above the average observed since the 1950s. But
expected that 50,000 workers would join the capitaliza- Uruguay has yet to put into place fully a development
tion system in 1996. In fact, alfter a little more than two strategy that would put its economy on a sustainable
months in which the new svstemii has been in place, high-growth path. Important first steps have been taken
close to 200,000 workers have already joined. More to solve the social security problem. however far more
than 80 percent of them are workers younger than 40 is needed to confront the heavy burden stemming from
years old who have joined voluntarily. The new law is an oversized public sector.
an important first step to address evasion in contribu- Moderate success has been attained in implementing
tions and artificially inflated pensions, the system's measures that have increased both investment efficiency
main long-term sources of trouble. By extending to 20 and investment rates. However, with a public sector that
years the period used to compute the salary that deter- accounts for roughly 37 percent of GDP, and a social
mines pensions, it should drastically cut overstated security system that significantly burdens the relatively
penisions. small working population, these achievements may not

To bring dowii public expenditures. and conse- be long lasting. Investment rates are expected to reach
quently taxes and their burdeni on the private sector, the about 16.5 percent of GDP, up from 11 percent in 1990,
government intends to reform the central administration with public investment accounting for about 4.5 percent
by keeping the current hiring freeze, encouraging vol- of GDP. These higher investment rates depend on the
untary retirement and separation programs through cash sustainability of a prudent public sector deficit (includ-
incentives, and retraining, and transferring to the private ing transfers to the social security system), and domestic
sector activities now carried out by the government. saving ratios exceeding 14 percent of GDP. Uruguay
However, similar efforts to downsize the public sector would have to finance a current account deficit of about
work force have not been full) successful in the past. as 2 percent of GDP in coming years.
many laid-off workers have tound their way back onto The government of Uruguay, under a precausionary
the public payroll. Some success in public enterprise stand-by arrangement with the IMF, expects to reduce
reform was attained in the past administration through the public deficit to 0.5 percentofGDP in 1996, increase
congressional approval of a privatization law and the by 0.6 percent of GDP the public enterprise operating
privatization of services at Montevideo's port. How- surpluses, maintain a constant share of public invest-
ever, the drive for privatization suffered an important ment in GDP, increase currency in circulation in line
setback when the articles of the law that allowed priva- with nominal GDP, maintain gross international re-
tization of the telephone company, were overturned in a serves and an exchange rate policy under which the
referendum in December 1992. Efforts have also fo- upward adjustmenit in the crawling band would slow
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from 2 percent per month at the beginning of the year External Debt
to 1.25 percent in the last quarter. Under this program.
the government expects that in 1996, GDP will stop Uruguay's total external debt outstanding was $5.2 bil-
declining, the current account deficit in the balance of lion at the end of 1995; $4 billion was medium- and
payments will reach 1.6 percent ofGDP, and inflation long-temi debt, 90 percent of which was public and
will decline to 20 percent. The program envisages a publicly guaranteed. Total debt service in 1994 was 27
baseline medium-term scenario under which national percent of exports of goods and services. The ratio of
savings would rise 3 percentage points of GDP with preferred creditor debt service to public debt service was
external savings at slightly less than 2 percent of GDP about 25.4 percent in 1995 and is expected to decrease
if there are no external shocks. As a result, the recent to less than 10 percent over the next decade. The rela-
3.5 percent GDP growth rates would become sustain- tively high ratio is partly the outcome of the Brady debt
able and inflation would fast converge to international restructuring operation, which is expected to improve
rates. the country's overall debt servicing capability.
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Uruguay at a glance
Latin Upper-

POVERTY and SOCIAL America middle- _____
Uruguay & Carib. Income Development diamond*

Population mid-1995 (millions) 3.2 480 440 Life expectancy
GNP per capita 1995 (US$) 5,100 3,300 4,300
GNP 1995 (billions US$) 16.2 1,584 1,892

Average annual growth, 1990-95

Population (%) 0.5 1.8 1.7 GNP Gross
Labor force (%) 1.0 2.4 2.1 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of totaJ population) 90 74 74
Life expectancy at birth (years) 73 68 69 I
Infant mortality (per 1,000 live births) 18 41 36
Child malnutrition (% of children under 5) .. .. Access to safe water
Access to safe water (% of population) 83 81 89
Illiteracy (% of population age 15+) 3 13 13
Gross primary enrollment (% of school-age population) 109 110 107 -Uruguay

Male 109 .. .. - Upper-middle-income group
Female 108

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 3.5 4.7 16.2 17.8 Openness of economy
Gross domestic investment/GDP 18.9 11.4 14.6 14.1
Exports of goods and non-factor services/GDP 16.8 21.8 20.8 19.1 T

Gross domestic savings/GDP 15.4 12.1 13.8 13.2
Gross national savings/GDP 13.0 9.2 11.9 12.1

Current account balance/GDP -5.6 -2.3 -2.7 -2.0 Savings - - Investment
Interest payments/GDP 1.5 6.2 1.5 1.7
Total debUGDP 25.7 83.4 31.4 28.5
Total debt service/exports 58.9 42.6 14.8 28.5
Present value of debt/GDP .. .. 29.3
Present value of debt/exports .. .. 138.2 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -rga
GDP 0.6 3.3 6.8 -2.4 -Uruguay
GNP per capita -1.5 2.9 5.3 6.1 Upper-middle-income group
Exports of goods and non-factor services 4.6 6.9 8.2 -4.8

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and investment (%)

(% of GDP)
Agriculture 15.2 13.6 11.4 11.9 T
Industry 33.9 35.9 27.4 26.1 10 l

Manufacturing 25.8 29.4 20.8 20.6
Services 51.0 50.5 61.2 62.0 0

Private consumption 70.6 74.8 73.5 74.0 .10
General govemment consumption 14.0 13.1 12.7 12.8
Imports of goods and non-factor services 20.3 21.1 21.6 20.0 -GoI -*GDP

197544 1985-95 1994 1995 | - - - - - -
(average annual growth) Growth rates of exports and imports(
Agriculture 1.0 2.1 9.2 2.7 6

Industry 0.1 -0.4 3.3 -3.6
Manufacturing -0.8 0.5 4.0 -2.8 40/

Services 0.8 5.7 5.4 -2.2 10

Private consumption -0.5 6.0 11.7 -4.3 o
General govemment consumption 3.3 1.9 4.5 0.1 90 1 92 93 94

Gross domestic investment -1.1 5.0 10.7 1.7 -20
Imports of goods and non-factor services 1.0 15.5 18.8 -5.5 I -Exports Imporas
Gross national product -0.9 3.5 6.5 -2.3

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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_______ _____________ __ Uruguay

PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (-)

Domestic prices | 
(St change)
Consumer prices 81 4 72.2 44.1 35.4
Implicit GDP deflator 66.1 73.9 40.7 41.9 | 

Government finance 50
(% of GDP)
Current revenue .. 14.5 18.7 18.9 o l,
Currenit saving . -1.3 0.6 0.1 so 91 92 93 94 95
Overall surplus/deficit .. -2.8 -2.1 -2.2 -- GDP del CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(mi/lions US$) 
Total exports (fob) 384 854 1,913 2,117 3.(ee

Textiles 105 164 392 421 T
Meat 97 111 489 562
Manufactures .. 260 657 700 2.000

Total imports (cit) 556 708 2,786 2,867 j 7

Food 1 1 22 166 201

Fuel and energy .. 224 237 272 .0Capital goods 2265 410 459

Import pnce index (1987=100) .. 61 79 94 99 94) 91 92 93 94 95

Terms of trade (1987= 100) - 127 154 168 iJ6xpors rlimports

BALANCE of PAYMENTS

(millons Us$) 1975 1985 1994 1995 4Current account balance to GDP ratio(%)

Exports ol goods and non-factor services 551 1,257 3,298 3,328 2 T ri
Imports of goods and non-factor services 676 1,015 3,493 3,504
Resource balance -125 242 -195 -176 _

Net factor iicome -71 -351 -285 -204 |2 90 9R

Net current transfers "1 0 41 32 g -2 3 I

Current account balance, I i L -I
before official transfers -198 -109 -439 -348 !

Financing items (net) 128 175 672 557
Changes in net reserves 69 -66 -233 -209

Memo:
Reserves including gold (mill. US$) 555 1,031 1,430 1,768
Conversion rate (locatVUS$) 2.3E-03 0.1 5 1 6 7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995 F--- t

(miL/tons US$) Compositfion ofttotal debt, 1995 (mill. USS)
Total debt outstanding and disbursed 904 3,919 5,099 5,080

IBRD 69 152 539 513 A
IDA 0 0 0 0 G 513 C

Total debt service 327 568 508 968 1233 21

lBRD 11 30 95 117 D
IDA 0 0 0 0 729

Composition of net resource flows
Official grants 0 2 9 9 E
Official creditors -8 10 122 34 348
Pnvate creditors 44 17 183 -66
Foreign direct inivestient 0 0 170 200
Portfolio equity 0 0 25 1 F

World Bank program 1 2236
Commitments 52 4 665 16 A -IBRD S -ilaleral
Disbursements 5 23 37 32 8 -IDA D -Other muslilateral F -Private
Pnncipal repayments 6 19 56 78 C -IMF G -Shori-lerm
Net flows -1 4 -19 -46
Interest payrnetnts 5 11 39 40
Net transfers -7 -7 -58 -86

World Bank nntrinational Economics Department, September 1996
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Uzbekistan

U zbekistan declared its independence in August fields in the Namangan and Ferghana regions are devel-
1991 and held its first presidential elections that oped.
December. A new constitution establishing ba- Approximately 30 percent of 1995 GDP was gener-

sic principles of civil rights and the division of powers ated in agriculture, 40 percent in industry, and the rest
among the executive, legislative, and judiciary branches in services. Cotton is the most important crop, account-
of the government was approved by parliament in De- ing for 40 percent of gross value of agricultural produc-
cember 1992, and new parliamentary elections took tion. Uzbekistan is also a large producer of fruits and
place in December 1994. By a referendum held in March vegetables. While agricultural production has in-
1995, the president's term was extended to 2001. creased rapidly in recent years, this has been due to

Uzbekistan lies along the famous ancient silk road expansion of irrigated areas rather than increases in
between Europe and the Far East. It has an area of productivity.
447,000 square kilometers, slightly smaller than France. Industrial production is centered largely around the
it is landlocked, and almost three-fifths of its area is processing of agriculture-based raw materials. Light
steppe, desert, and semi-arid terrain, the remainder con- industry, including cotton, accounted for about 39 per-
sists of fertile valleys that skirt two major rivers, the cent of industrial production in 1993, food and agro-
Amu Darya and Syr Darya. A part of the northern border processing for about 21 percent. heavy industry about
between Kazhakstan and Uzbekistan includes the inland 41 percent. The machinery sector includes many prod-
Aral Sea. ucts linked to agriculture as production inputs, such as

Uzbekistan has the largest population of the four cotton harvesters, textile machinery, and fertilizers.
Central Asian Republics and is the third most populous Exports represented an estimated 40 percent of GDP
former Soviet republic. Of its 22.9 million people. 60 in 1995 while imports amounted to about 45 percent.
percent live in rural areas and about half the population Almost half of Uzbekistan's 1993 export trade-and a
is under 19 years of age. The majority of the population third of import trade-was with countries outside the
is Uzbek (71 percent); other major ethnic groups include former Soviet bloc countries.
Russians (9 percent), Tajiks and Kazakhs (about 4 per- Despite its considerable economic potential, Uzbek-
cent each), Tatars and Karakalpaks. It has a high birth istan is one of the poorest countries of the former Soviet
rate, about 3.5 percent a year. Union. It inherited an extensive system of social protec-

The country is rich in natural resources-primarily tion characterized by child allowances, old age pen-
gold, oil, natural gas. coal, silver, and copper. Its annual sions, disability benefits, and subsidies on consumer
gold production is approximately 65 tons, about one- goods and services. Uzbekistan also inherited a high
third of the former Soviet Union's annual production. It literacy rate, but a school system that has suffered pro-
is among the ten largest natural gas suppliers in the longed under-investment in physical plant. The health
world. In 1993, natural gas production was estimated at status of the population started deteriorating in the
45.8 billion cubic meters. Although most of this produc- 1 990s.
tion was consumed domestically, and only about 8 per- Uzbekistan's infrastructure is of variable quality.
cent was exported-most of it through a pipeline While it has a relatively well developed transport system
stretching from Bukhara to the Urals-natural gas ex- that is adapted to its geography, the economy is unusu-
port potential is significant. A large proportion of local ally transport-intensive, which requires high levels of
industry uses gas for energy. In contrast, although oil investment for maintenance and upgrading the network.
potential could be significant. current production levels It inherited a telecommunications network, organized
are below domestic requirements. The republic pro- centrally with intemational routing via Moscow, with
duced an estimated 4.0 million tons in 1993. This is obsolete equipment and poor quality service, which is
likely to increase substantially as the newly discovered continuing to deteriorate.
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Recent Economic Developments In contrast to the progress made in stabilizing the
economy, the pace and direction of structural reforms

After the breakup of the Soviet Union, Uzbekistan faced have been mixed. Price liberalization has been largely
difficulties common to the other former Soviet repub- completed, with the prices of only a few communal
lics: production inefficiencies; the breakdown of the services and monopoly products, together with rents,
inter-republican trade and payments mechanism; highly remaining subject to control. Prices for crude oil were
monopolistic market structures; increasing budget defi- increased in April and October 1995 moving this price
cits, and distorted price and incentive systems. Its initial closer to world market levels, as were wholesale prices
approach to economic reform after independence was for oil products. Privatization of small enterprises, espe-
very cautious. cially in the services sector, is complete. An interbank

In November 1993 Uzbekistan left the ruble zone and foreign exchange market was introduced and the avail-
introduced an interim currency-the sum-coupon. In the ability of foreign exchange through this market was
first months of 1994 inflation accelerated and the gov- expanded significantly. Trading arrangements have
emnment slowly started to shift away from its earlier been partially liberalized with a reduction in the number
expansionary fiscal and monetary policy. In July 1994 of goods subject to export licensing. The government is
the government introduced a national currency, the sum, encouraging private management of agricultural land.
further tightened fiscal and monetary policies, and pro- Long-term leases of 99 years are permitted. Some 12
moted institutional changes in the foreign exchange percent of irrigated land has reportedly been transferred
market. to private farmers and families, and about 95 percent of

In late 1994 the government undertook, with World housing has been privatized.
Bank and IMF support, a program of stabilization and These positive measures have been partially offset by
structural and institutional reforms to accelerate the lack of progress in other areas. While privatization of
transformation of the Uzbek economy into a market- small enterprises is nearly complete, the continued
based system. prevalence of state monopolies in wholesale trade and

Significant progress has been made in stabilizing the transport has inhibited the growth of the private sector.
economy. Initially, inflation was substantially higher The government has also been slow to eliminate state
than planned due to relatively rapid price liberalization orders for cotton and grain and increase procurement
and rapid growth in monetary aggregates in late 1994. prices to world levels. This is largely the result of
The government reacted to these developments by tight- indirect control over a wide range of prices and state
ening monetary and fiscal policies. It raised the interest control of the activity of enterprises, and the constraints
on refinance credits from the central bank to 300 percent on the development of private sector trading in strategic
a year in late March 1995, and all new refinance credits commodities. The liberalization of the trading system
were channeled from April 1 1995 through daily inter- has been somewhat neutralized by the introduction of a
bank auctions. It imposed new excise taxes, most nota- differentiated import duty system and export duties.
bly on oil products, and more recently on crude oil and Over the medium term Uzbekistan will face signifi-
natural gas. The consolidated budget was in balance at cant external financing requirements for promoting
the end of June 1995. Despite large increases in wages structural change through sizeable investments in the
and social benefits from September 1, 1995, the overall energy sector and growing capital goods imports to
deficit remained close to target levels. As inflation was restructure and upgrade production technology. These
reduced, the central bank reduced the refinancing rate to are likely to be only partly met by increased productivity
10 percent per month and then to 7 percent, which it has in the cotton sector and gold exports, which are its major
maintained since August 1995. Inflation for 1995 as a sources of foreign exchange. Due to a weakening of
whole was 117 percent, compared with 1,281 percent in international prices for cotton, and continued capital
1994. imports associated with investments, especially in the

The decline in aggregate output was moderate in energy sector, the current account deficit is expected to
spite of the restrictive macroeconomic policy. Offi- widen to about 4.1 percent of GDP in 1996, compared
cially recorded GDP declined by 1.2 percent in 1995, with about 0.5 percent in 1995. Increased domestic
as against 3.5 percent in 1994. An external current energy and food production are expected to contribute
account deficit of 0.5 percent of GDP is estimated for to a decline in imports that will gradilally reduce the
1995, compared with a surplus of 2.0 percent in 1994. current account deficit to about I percent by 2000.
This was largely a result of the partial liberalization If reforms proceed at the desired pace, foreign direct
of the foreign exchange and trade systems and higher investment is expected to meet some of these financing
capital imports associated with investments in infra- needs. Initial joint venture commitments have been con-
structure. cluded in mining, textiles, and tobacco.
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Development Strategy on outstanding arrears to major creditors, and to provide
information, analysis, and recommendations to the cabi-

The govennment's strategy is to consolidate the gains net. The government has finalized a list of 30 state-
achieved by stabilization in 1995 to create conditions for owned enterprises with the largest arrears, which will be
resumed growth. The key objectives of the strategy are closed or privatized.
to achieve a lasting reduction in inflation, improve liv- The government intends to continue to reduce its
ing standards, and progressively reduce the role of the demands on credit from the central bank, and over the
state. The key elements of the strategy are privatization, medium term, from the banking system. by issuing
financial sector reform, reform of social services, and treasury bills. This would also help to develop financial
improvement of physical infrastructure and its effi- markets. Fiscal management is to be strengthened by the
ciency. The government's sectoral policies focus on establishment ofa treasury, and measures to better target
accelerating reforms in the agricultural sector, and de- social benefits.
veloping Uzbekistan's agriculture and energy potential.
Uzbekistan has applied for membership in the World External Debt
Trade Organization.

The government has decided to abolish the "patent" After independence Uzbekistan signed an agreement
system by the end of 1996 under which access to foreign with Russia whereby it relinquished claims on former
exchange auctions is limited to patent holders. It hopes Soviet Union assets in return for Russia accepting re-
to eliminate licensing of all goods other than cotton, and sponsibility for Uzbekistan's share of the Union's exter-
to reduce the maximum export tax rate and number of nal debt-leaving Uzbekistan with no extemnal debt. The
products subject to such duties, by January 1, 1997. country is only moderately indebted at this point, and

The foreign exchange budget has been abolished and external debt is expected to grow from about 17 percent
integrated with the general budget. The government has of G)P in 1996 to 23.5 percent of GDP by 1998, then
reduced of its role in the economy through changes in decline to about 20 percent bv 2000. The debt service
the tax structure in connection with the 1996 budget. To burden may rise modestly over the medium term. Debt
enforce financial discipline on state enterprises, it has service payments are expected to reach 13.5 percent of
established a credit bureau in the central bank to build a exports in 1996. declining thereafter until 1999 before
data base on aggregate and enterprise arrears, to report rising to about 14.5 percent by 2000.
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Uzbekistan at a glance
Europe & Lower-

POVERTY and SOCIAL Central middle- 
Uzbekistan Asia Income Development diamond'

Population mid-1995 (millions) 22.9 488 1,154 Life expectancy
GNP per capita 1995 (US$) 930 2,240 1,700
GNP 1995 (billions US$) 21.2 1,093 1,962

Average annual growth, 1990-95

Population (%) 2.2 0.4 1.4 GNP Gross
Labor force (%) 2.9 0.6 1.8 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 41 66 56
Life expectancy at birth (years) 70 68 67
Infant mortality (per 1,000 live births) 30 23 36
Child malnutrition (% of children under 5) .. . .. | Access to safe water
Access to safe water (% of population) .. .. 78
Illiteracy (% of population age 15+) 3
Gross primary enrollment (% of school-age population) 80 97 104 -Uzbekistan

Male 80 97 105 - Lower-middle-income group
Female 79 97 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 KEconomic ratios'

GDP (billrons US$) .. .. 19.1 21.4 Openness of economy
Gross domestic investmentGOP .. 32.4 23.3 29.6 O
Exports of goods and non- factor services/GDP .. .. 62.8 38.2
Gross domestic savings/GDP .. 21.1 24.4 22.4
Gross national savings/GDP .. .. 24.4 22.4

Current account balance/GDP .. .. 0.6 -0.2 Savings -- .- Investment
Interest payments/GDP .. .. 0.1 0.3
Total debt/GDP .. .. 4.1 6.3
Total debt service/exports .. .. 3.1 5.3
Present value of debtGDP .. .. 5.5 -
Present value of debt/exports .. .. 29.6 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Uzbekistan
GDP .. -0.6 -3.5 -1.2 Lower-midd/e-income gfoup
GNP per capita .. -2.9 -5.9 -3.5
Exports of goods and non-factor services . .. -0.8 __

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (%)

Agriculture 20 28.7 37.6 32.9
Industry .. 39.4 32.8 37.7 1t -

Manufacturing .. 29.2 18.5 19.0 .iI=-- L _--- --

Services .. 31.9 29.6 29.4 90 91 =9=39

Private consumption .. 57.7 52.6 55.7 20o

General govemment consumption .. 21.2 23.0 21.9 1
Imports of goods and non-factor services .. .. 61.7 45.4 I -GDI GDP

1975-84 1985-95 1994 1995
(average annual growth)
Agriculture .. 1.1 2.7
Industry .. -0.5 0.0

Manufacturing . 0.8 -8.1
Services -2 1 -14.0

Prvate consumption . -3.0 2.8 4.9
General government consumption -1.4 -10.0 -8.0
Gross domestic investment -2.2 -7.1 -10.3
Imports of goods and non-factor services . . . 4.5
Gross national product .. -0.6 -3.6 -4.8

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Dvomestic prices
(% change) l 1 -T

Consumer prices .. .. 1,281.0 117.0
Implicit GDP deflator .. -7.9 1,229.0 366.0

Government finance al 500 -
(% of GDP) I
Current revenue . .. 32.3 35.1 o l 9 9 4

Current budget balance .. .. -2.5 -3.2 s 92 93 94 ss

Overall surplus/deficit .. .. -6.1 -4.1 GDP det 6-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and Import levels (mill. USS)
Total exports (fob) .. .. 2,940 3,805 25iii T

Cotton 1,508 1,798
Gold . .. 375 611 250

Manufactures .. .. .. ..

Total imports (cif) .. .. 2,727 3,598
Food .. .. 861 688 10is0 
Fuel and energy .. ., 674 60 I ODO

Othergoods 1,191 2,851

Export price index (19874100)1.Import price index (1987=100) 8. .. . 1 92 9194 s

Terms of trade (7987=100) .Exports Slimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio(%)

(millions US$) 
Exports of goods and non-factor services .. . 2,940 3,813
Imports of goods and non-factor services .. .. 2,812 3,857
Resource balance .. .. 128 -44

Net factor income . -24 -26 0
Net current transfers 13 17 90 91 92 9

Current account balance, I.i 

betore official transfers . .. 117 -53 1' 

Financing items (net) .. 192 631
Changes in net reserves .. -309 -578

Memo: __I
Reserves including gold (mill. US$) .. 1,330 1,868
Conversion rate (local/US$) .. .. 2.6 27.8

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1 995

(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. .. 793 1,350

IBRD .. .. 1 157 F A
IDA .. .. 0 0 166 157

Total debt service .. .. 109 198
IBRD .. .. 0 2 c
fDA .. . t 157

Composition of net resource flows D
Official grants .. .. 12 14 \8
Official creditors .. .. -30 299
Private creditors .. .. 2 110
Foreign direct investment . .. 50 115
Portfolio equity .. .. 0 0 E

World Bank program 781
Commitments .. .. 0 226 A- ;1RD E -Bilateral
Disbursements .. .. 1 162 B- IDA D- .Other multilateral F -Private
Principal repayments .. .. 0 0 C -IMF G -Short-term
Net flows .. .. 1 162
Interest payments .. .. 0 2
Net transfers .. .. 1 160

World Bank International Economics Department, September 1996
Note: Estimates for economies of the former Soviet Union are subject to more than the usual range of uncertainty.
a. Government finance includes balance ot extrabudgetary funds (net of transfers).
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Venezuela

V enezuela is rich in natural resources, but poor per gallon, to about $0.24) led bus drivers to double their
economic policies overthe past two decades led fares-even though the increase in fuel prices only
to extremely poor performance. A demand-led added about 10 percent to their costs-which triggered

temporary boom in growth during the 1973-74 rise in oil widespread rioting in which more than 300 died.
prices, was followed by negative per capita growth in The government chose to push ahead with the re-
each year from 1979 to 1985-despite the second round forms, albeit timidly and slowly in the case of fuel
of oil price increases over 1979-80. By 1985, after the prices. The program essentially consisted of dismantling
windfall gains of the two oil price increases (and with administrative apparatus for discretionary allocation of
the prices still high), per capita GNP was 19 percent the resources ofthe economy-which harmed the vested
below the level of 1972. Expansionary policies were interests benefiting from this system-and moving to
followed from 1986 to 1988, which led to a temporary reliance on markets.
rise in growth, but the policies followed were unsustain- The principal reforms included moving from an ex-
able. Inflation rose despite price controls, external change rate fixed by government decree-with govern-
reserves weredepleted, andwidespread shortages devel- ment staff then deciding how the foreign exchange
oped. should be allocated among "priorities"-to a market-de-

This poor performance was caused by policies that termined exchange rate system, and from interest rates
were inward looking, highly statist, and focused on fixed by government decree (again with highly discre-
highly discretionary allocation of resources by govern- tionary rules determining who received credit at these
ment staff. As the situation deteriorated, the government very low rates) to a market-based system.
responded by further tightening controls on prices, and The government also moved from high and variable
foreign exchange and credit allocations. The result was tariffs on imports, to low and more uniform tariffs,
low efficiency and exchange rate policies that made it deregulated investment and other areas, and opened
impossible for the non-oil economy to be competitive. sectors with public enterprises to competition. General-
As a consequence, oil exports continued to account for ized food subsidies were replaced by programs targeted
over 80 percent of exports, and more than half of gov- to the poor, and a number of public enterprises were
emnment revenues. privatized, the most notable being the telecommunica-

The policies followed through 1988 led to a highly tions company. The government also reduced the fiscal
inefficient economic structure with low or negative pro- deficit from 9.4 percent of GDP in 1988, to 1 .4 percent
ductivity growth, and an economy highly dependent on of GDP in 1989. and moved to surpluses of 1. I percent
oil and vulnerable to the vagaries of international oil and 0.7 percent of GDP in 1990 and 1991.
prices. The reforms were supported by an important restruc-

Public sector accounts were also highly dependent on turing of Venezuela's external commercial debt. Essen-
oil and a few other commodity-based exports (alumi- tiallv all of this debt ($19.7 billion) was covered by a
num, iron ore, steel). The accounts were, thus, very debt and debt service reduction agreement concluded in
sensitive to both external shocks and the consequences 1991.
of domestic policies governing the real exchange rate The results of this program were highly positive.
and real domestic fuel prices. After the shock of the major adjustments required in

The government that took office in February 1989 1989 caused GDP to fall 8.6 percent, GDP rose on
quickly instituted a far-reaching refoml program to try average by 7.4 percent a year over 1990-92. Investment
to alter this course of econoniic policy. This government fell 53 percent in 1989, and a further 8 percent in 1990,
began with a highly desperate situation, with almost no but then rose 81 percent in 1991 and a further 37 percent
external reserves and widespread shortages of basic in 1992. Private exports (in current dollar terms) were
food items. In this very tense atmosphere, the doubling almost three times higher over 1989-92 than in 1988.
of retail gasoline prices (from about $0.12 equivalent They jumped sharply in 1989. due to the recession that
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year and special export incentives, but remained at this tion of the governmcnt's policies, led to capital flight
high level once the economy recovered and the special and pressure on the exchange rate. About $3 billion of
incentives were removed. foreign reserves were lost in the first half of 1994. In

Two military coup attempts were mounted against May the respected and independent president of the
the government in 1992, the first in February and the central bank resigned.
second in November. While they were not successful in In response to this rapidly deteriorating situation, thfe
overthrowing the government, they did lead to effec- government chose to impose blanket foreign exchange
tively freezing the reforms. There were, for example. no conitrols, with the exchange rate fixed at BsS 1770 to the
further adjustments in fuel or electricity prices even dollar. Price contiols were also placcd on about 100
though these were still extremely low. Gasoline prices items. The exchlanige rate was initially not far from what
were not chalnged at all between January 1992 and the market rate. However, the rate was then left at this
September 1995, when premium fuel prices were in- level until December 1995, even though inflation over
creased-and regular fuel prices lowered by a very this period was 107 percent. The increasing appreciation
small amount, even though inflation over this period of the excliange rate created distortions in the tradeable
was 333 percent. But more broadly, lte previously care- goods market and f'urther undermined the 1'iscal ac-
ful controls to keep the fiscal deficit low were loosened counts. Furtherimiore, the controls on capital outflows
in the difficult political situation following the coups, and a lack of alternative attractive domestic investment
with the fiscal defticit growing to 6.3 percent of GDP in opportullities led to a sharp tall in interest rates, fiom
1992. The privatization program and other such imeas- over 50 percent on bank deposits in June, to just 26
ures were stopped. percent by September. Inflation rose to 71 percent for

The president was forced to resign in Mav 1993. The 1994 as a whole.
president of the Senate assumed the presidency for a Largely because of the bankiig system's tioubles, the
month, and then, through a consen1sus among the prin- fiscal deficit exploded to 14 percent of GDP in 1994.
cipal political parties, a senator was chosen to finish the Distortions grew, especially in the second half *f the
remainder of the presidential term. Elections were held, year. from the exchange controls, the appreciating real
oni the regular cycle, in Deceimber 1993, and a former exchange rate, some price controls, and hiighly negative
president was elected. real interest rates. The result was negative growth. Non-

During this period of political stalemate, there was oil CGl)P fell 4.5 percent in 1994, and total GDP fell 2.8
limited progress in some areas. For example, the con- percent. Oil production was largely ilnimmune to these
gress granted the interim president special power to domestic difficulties, and rose as a consequence of a
enact by decree measures to implenment a value added stepped-up investment program begun in the early
tax and to institute a new hanking law. Hlowever, in I 990s. Thus oil GDP rose by 4.6 percent, the same as
general the authorities were unwilling to enact whatthey 1993. with the oil sector accounting for rough1v one-
perceived as unpopular measures, particularlv in the fifth of(GD)P.
election year of 1993. As a consequence, the economic The problems continued into 1995. There were fur-
situation deteriorated. The fiscal deficit was reduced ther costs flowing from the banking crisis (4 percent of'
somewhat to 3.0 percent of GDP but remainied too high G(DP realized in 1995), and the fiscal deficit grew to 9
and inflation rose (from 32 percent in 1992 to 46 percent percent of GDI1. Monetary policy wvas erratic, with in-
in 1993). GDP growth fell fiom 6.1 percent in 1992, to terest rates on the central hank auction of 91-day paper
a negative 0.4 percent in 1993, with non-oil GDP falling as low as 10 percent in early March, rising to 53 percent
by 1.5 perceit. by late December. With the fixed exchange rate kept at

170 until December, plus the price controls, inflation

Recent Economic Developnments imoderated somewhat to 56.6 percent for the year, but it
was widely recognized this could not be maintained.

The deteriorating economilic situationi brought to the Prices rose 8.1 percent in January 1995, and 8 percent
surface the problems of weak anid deteriorating banks. in February. implying an annualized rate of 153 percent.
In January 1994, less than a month before the new Gasoline prices remained frozen until September
president's inauguration, the second largest bank in 1'94 at the levels they had been sinice .lanuary 1992. By
Venezuela, Banco Latino, failed and was taken over by that time, the prices were the equivalent of only about
the government. There were lurther bank failures $0.(08 per gallon, based onl the parallel exchange rate.
through the spring and continuing throughill the year and h[he governmienlt then raised the prices of premil imlill fuels
into 1995. These interventions very costlv to the gov- b\ 140 percent, to about $0.20 per gallon equivalenit.
eniment: the costs booketl in 1994 alone-there are while lowering th prices ofreeiiilar ftuel by a very small
further costs not yet realized-amouinited to 13 percent amount as a token gesturv. The prices remained trozen
of GDP. These high costs, plus concerns over the direc- until April 1Q96, and at the March 1996 parallel malket
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exchange rate, regular gasoline was about $0.04 per tary system declined and the demand for broad money
gallon. Compared to the opportunity cost to Venezue- (M2) continued falling in real terms.
lans of these sales, this represented a huge subsidy. In light of this unsustainable economic situation, the

The low gasoline price is also an extremely regres- government began a major stabilization program in con-
sive subsidy, as richer people consume more gasoline sultation with the IMF in mid-April. The authorities
than poor people and benefit disproportionately. Based significantly increased domestic fuel prices, liberalized
on data on consumption patterns of fuels by people in interest rates, unified the exchange rate system under a
different income categories, for each bolivar of this temporary float, abolished controls on current and capi-
subsidy per person in the lowest tiird of the population, tal transactions, eliminated price controls (except for
14.9 bolivares of subsidy was provided per person to the medicines), and started strengthening the social safety
top fifth of the population. net. In July the IMF approved a 12-month standby

The exchange rate was kept at 170 to the dollar until agreement clearing the way for somc $1.4 billion plus
December 1995, when it was raised to Bs290. In June, $2 to $3 billion from multilateral institutions.
the government authorized the creation of a parallel Real GDP is expected to decline by I percent in 1996,
market for foreign exchange, through trading locally and inflation is likely to reach 95 percent by year's end.
(for settlemenlt in local currency) in Brady bonds. This The economic program seeks to reverse this situation,
helped relieve presstuire on the economy by allowing an and reduce monthly of inflation to 1.5 to 2 percent in the
alternative patlh for importers to purchase foreign ex- second half of 1996, and I percent monthly in thle first
change and providing dollars through a market mecha- halfof 1997. Real GDP is expected to grow by4 percent
nism for capital transactionis. This rate was around 230 in 1997, and the external current account surplus to level
to 240 in the summer, but thieni rose to over 350 in at half the 1996 estimate of 4.3 percent of GDP. Central
November. In early' March 1996 the bolivar traded at to the adjustment effort is the reduction of the fiscal
490, or 69 percent above the official rate of 290. deficit to less thani 1.5 percent of GDP in 1996, and

Through the first half of 1995 ample foreign ex- balance in 1997. To lower inflationary expectations
change was provided by the government for imports at further, the central bank established in July 1996 ex-
the 170 rate, reducinig eserves $2.5 billioi from January chanlge rate bands around a central rate that will be
to early October. The result was an explosion in imports, adjusted in Inze with pre-announced inflation targets.
which grew by 44 percent in dollar termis in 1995 despite
the depressed economy. The external accounts were Mediun-Term Prospects
helped, however, by favorable oil prices (11 percent
higher in 1995) and greater oil export volumes (5 per- With its large natural resource base, not only of oil and
cent higher). The current account therefore remained in gas, but also of iron ore, gold, bauxite, cheap hydro-
surplus at $1,572 million, although at a lower level than based electric power, agricultural land, and other basic
the $2,450 million surplus of 1994. resources, Venezuela's prospects should be solid. De-

In this enviroiinment, the oil production sector was spite its difficulties in short-term macroeconomic man-
nonetheless able to grow, as it is relatively immune from agemrent, the government over the past year made
domestic factors. Its growth was more tied to previous significant advances in several measures that will ad-
investment in the sector, whichi was stepped up in the vance its mediunm-term prospects. Particularly notewor-
early 1990s. Thus oil GDP rose by 6.0 percent in 1995, thy was the decision to allow the participation of foreigni
based on the initial official estimates. This strong oil companies in the development of promising medium
growth in oil helped certain linked sectors-such as and light oil fields-not simply marginal fields, as had
drilling pipe producers-anid also eased the import con- been earlier allowed. This culminated in a highly suc-
straint (imports rose by 44 percent). The initial estinmate cessful auction in January 1996 of oil development
is that in 1995 non-oil GDP grewv by 1.0 percent and total rights in ten fields.
GDP grew by 2.2 percent; thlis is expected to deteriorate
in 1996.ExenlDb

Venezuela's economy worsened during the first External Debt
months of 1996. Non-oil activity was stagnant and fi- Venezuela's external debt burden is not exceptionally
nancial policies remained lax. Pressures on the parallel high. In 1994 its debt service to exports ratio was 19
exchange rate and prices continled to intensify, while percent. and its debt to exports ratio was 210 percent. In
real interest rates remained highly negative. By mid- contrast, for Latin America as a whole the debt service
April, the parallel exchange rate traded at Bs465 to the to exports ratio vas over 50 percent higher at an esti-
dollar, or 60 percenit above the otticial rate of 290. mated 29 percent, and the debt to exports ratio was 250
During the first five monthis ot 1996, monthly inflation percent. These more modest levels for Venezuela are a
iaveraged 8 percent. Confidence in thle financial/mone- reflection in part of what had been planned tinder the
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debt and debt service reduction agreement that Vene- quence of its internal fiscal difficulties the public sector
zuela signed with its commercial bank creditors in 1991. has been running a substantial level of external arrears,
A total of $19.7 billion of commercial bank debt was which varied from about $750 to $950 million over the
restructured under this accord. Nevertheless, as a conse- course of 1995.
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Venezuela at a glance
Latin Lower-

POVERTY and SOCIAL America middle-
Venezuela & Carib. Income Development diamond

Population mid-1995 (millions) 21.7 480 1.154 Life expectancy
GNP per capita 1995 (US$) 3,020 3,300 1,700
GNP 1995 (billions US$) 65.5 1,584 1,962 T
Average annual growth, 1990-95

Population (%) 2.3 1.8 1.4 GNP Gross
Labor force (%) 3.1 2.4 1.8 per primary

Most recent estimate (latestyear available since 1989) capita enrollment

Poverty: headcount index (% of population) 31
Urban population (% of total population) 93 74 56
Life expectancy at birth (years) 71 68 67
Infant mortality (per 1,000 live bin'hs) 31 41 36
Child malnutrition (% of children under 5) 6 .. .. Access to safe water
Access to safe water (% of population) 68 81 78
Illiteracy (% of population age 15+) 9 13
Gross primary enrollment (% of school-age population) 96 110 104 -Venezuela

Male 95 105 Lower-middle-income group
Female 97 .. 101

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 32.5 62.0 58.3 67.4 Openness of economy
Gross domestic investment/GDP 32.8 18.5 13.2 15 6
Exports of goods and non-factor services/GDP 28.8 25.0 30.2 26.9
Gross domestic savings/GDP 39.7 27.7 21.6 20.6
Gross national savings/GDP 39.5 24.1 16.7 16.3

Current account balance/GDP 6.8 6.0 4.2 2.3 Savings Investment
Interest payments/GDP 0.4 2.9 3.0 3.1
Total debt/GDP 6.9 57.0 63.3 55.5
Total debt service/exports 5.9 24.2 19.3 21.5
Present value of debt/GDP .. .. 57.1
Present value of debt/exports .. .. 173.5 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Venezuela

GDP 0.1 2.9 -2.8 2.2 Lower-middle-income group
GNP per capita -3.2 0.5 -5.3 0.5
Exports of goods and non-factor services -4.4 5.9 6.3 8.7

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (e)

I(% of GDP) D
Agriculture 5.0 5.8 5.1 5.1
Industry 46.5 43.0 41.7 39.3 so 

Manufacturing 15.7 17.4 13.9 12.5 o
Services 48.5 51.2 53.2 55.6 . o 91 92 95

Private consumption 48.9 61.8 71.7 73.9 -oo
General government consumption 11.5 10.4 6.7 5.6
Imports of goods and non-factor services 21.9 15.8 21.9 22.0 -GDt - GDP

1975-84 1985-95 1994 1995 Growth rates of exports and imports f%)
(average annuat groWth) G.tat o pt d -pf
Agriculture 1.9 1.5 1.9 3.5 s0
Industry -0.3 4.4 -3.1 -1.5

Manufacturing 3.4 -1.3 -4.7 -6.0 25

Services 0.2 2.0 -2.9 5.8

20 91 92 1 94 ss
Pnvate consumption 4.9 2.8 -1.9 -2.6 25

General government consumption 2.5 3.6 -7.4 0.0
Gross domestic investment -7.0 -0.2 -34.9 29.4 -50

Imports of goods and non-factor services -1.7 3.7 -20.2 22.9 -Exports -lrrmports
Gross national product -0.3 2.9 -3.2 2.8

Note: 1995 data are preliminary estimates
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 100
(% change)
Consumer prices 10.2 9.1 70.8 56.6 75

Implicit GDP deflator 5.1 10.4 63 1 52.7 s0

Government finance 25
(% of GDP)
Current revenue .. 32.6 27.8 26.0 0 -
Current budget balance .. 12.1 8.4 6.4 90 91 92 93 94 95
Overall surplus/deticit -13.9 -9.0 |GDPdef. - CPI

TRADE

I'millicin US$) 1975 1985 1994 1995 rExport and Import levels (mill. US$)
(millions US$)
Total exports (fob) 8,982 14,660 15,686 18,278 20.000

Petroleum 8,492 13,144 11,288 13,140
Aluminium .. .. 753 974 15,000

Iron ore . .. 339 364 
T-otal imports (cif) 6,157 7,304 7,716 12,425 1000i

Food . .. 627 823
Fuel and energy 746 1,302 t

Export price index (1987=100) . .. .. 
Import price index (1987=100) .. .. 91 92 93

Terms of trade (1987=100) L.Exports Olimports

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GOP ratio (%)

(md/ions US$)
Exports of goods and non-factor services 9,352 15,863 17,572 20,275 20
Imports of goods and non-factor services 7,108 9,930 12,707 16,525
Resource balance 2,244 5,933 4,865 3,750

Net factor income 100 -2,137 -1,688 -2,014 10 1
Net current transfers -143 -102 -727 -164

Current account balance, L1+]L
before official transfers 2,201 3,694 2,450 1,572 o g 91 93 94 95

Financing items (net) 514 -1,967 -3,419 -2,924 8
92

Changes in net reserves -2,715 -1,727 969 1,352

Memo: _

Reserves including gold (mill. US$) 9,971 13,998 11,507 9,711
Conversion rate (local/US$) 4.3 7.5 148.5 180.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 2,224 35,334 36,850 37,434

IBRD 221 42 1,653 1,639 G 1639 C
IDA 0 0 0 0 4221 2239

D
Total debt service 591 4,304 3,691 4,651 1730

IBRO 34 26 115 235
IDA 0 0 0 0 E122

Composition of net resource tlows
Official grants 0 2 6 7
Official creditors 148 -87 406 449
Private creditors -391 -581 -736 -128
Foreign direct investment 418 68 764 245
Portfolio equity 0 0 42 29 F

World Bank program 25983
Commitments 0 0 2,313 148 A -IBRD E -Bilateral
Disbursernents 14 0 20 47 B IDA 0 -Other multilateral F -Private
Principal repayments 18 22 0 116 C -IMF G -Short-term
Net flows -4 -22 20 -69
Interest payments 16 3 115 120
Net transfers -20 -26 -95 -189

World Bank International Economics Department, September 1996
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Vn rrrrrietnam is a densely populated country with proved. Real GDP growth in 1989 was 8 percent. Viet-
about 73 mrillion people. With a per capita in- nam's best performance in years.
come about$$250 in 1995, itis oneofthepoorest Over 1990-91 the sharp decline in foreign trade and

countries in Asia. The population is overwhelmingly assistance following the collapse of the Soviet Unionc led
rural and is concentrated in the two m-nain deltas, the Red to a worseninrg of Vietnam's economic performranace.
River in the north aniid the Mekong River in the south. In Growth decelerated to a range of 5 to 6 percent. This
1995 agriculture and industry each accounted for about extenal shock resulted in a sharp declinte in public
30 percent of GDP, while the balance was produced by investment and a return to excessive fpinancing of the
the service sector. Within agriculture, rice is the mrain budget through credit creationi. As a result of credit
crop. financing of the public sector, inflation climicbed to ana

Throughout the 1980s Vietnaam's economy per- annualrate of 68 percent in 1990 and 83 percent in 1q(9 1.
formed poorly despite large amiounts of Soviet assis- Despite these external difficulties, the Dgovernment of
tance. With low and inefficient investmrent and a highly Vietnama maintained the momentum of reform and re-
distorted incentive regime, growth was unsatisfactory stored miiacroeconomic stability. Starting in 1992 Viet-
throughout the 1976-85 period. Furthermniore, the gov- tiam's economic performiance recovered strongly anad
ernment was not able to control its expenditures and continued to be satisfactory in 1993 anrd 1 994 thouigho
resorted to excessive m-nonrey creation to funtd its activi- substantial foreign aid did not resume until 1994. Real
ties. By 1985 inflation had reached hyper-inflationary GDP growth was 8.3 percent in 1992, 8 percent in 1993,
levels. What little economic growthr had been achaieved and 8.8 percent in 1994. Agriculttire's growth rate was
over the decade had been absorbed by rapid population at a historic high at 7.2 percent in 1992. buat slowed to
growth, so that per capita incomles were stagnant. T3he 3.8 percent in 1993 and 3.9 percent in 1994. lndistrvi
government experimented with differeniit kinds of piece- was the real engine of growthr at 14.6 percent in 1992. It
meal reform efforts thrroughout the 1980s without any continued to grow at 12.1 percenit in 1993, and 14
major positive impact on the macroeconomic instability percent in 1994, reflectinig developmeents in the oil sec-
and the weak growth performance. tor and the rapid expansion of labor-intensive nmanufac-

Faced with a worseninrg crisis, Vietnamn launlched ani tures, much of it for export. The rate of intlation
ambitious program of "renovationr" in 1986 and acceler- (Decemilber to Decembber) dropped to 17.5 percen t in
ated in 1989. The central thrust of the reform was to 1992, and decreased further to 5.2 percen1t in 1993.
liberalize prices and decentralize econom-nic decision However, food price increases duie to ncatural disasters
making. Specific measures included unifying and de- in 1994 drove it to 14.5 percent.
valuing the excharrgerrate-,rraisirlgriirterestrratesrtorlevelsr Vietnam's notable achievement has been the reduc-
above the rate of inflation; decontrolling the prices of tiori of the fiscal deficit, whrich had beent a major source
food and most other commiodities, and decollectivizing of inflation. The overall deficit was reduced from 10.4
agriculture. There were parallel efforts to devolve deci- percent of GDP in 1989 to - 1.6 percent in 1994 (accrual
simon making in industry to the entiterprise level. basis) throughi revenue improvement anud expenditure

The immediate results of this reform program were reductioni. Export growthl has been anothier notable
very positive. The mnonthly inflation rate dropped from achievemiient, with particularly dramiatic increases in
30 percent in the spring of 1988 to slightly negative 1 989 and 1 990, largely in response to structural relborins
levels by the summer of 1989. After years of being a rice in exchange rates and decollectivization of agricultuire.
importer,rVietnamrbecaniertherworld'srtrlirdrlargestrricer For 19911-94, the average real growth rate was 25 per-
exporter in 11989. Total exports nearlyc doubled in 1989 cent. OilI and rice are the two primary exports, account-
inl response to trade liberalization and devaluation, and ing for over one-third of the country's $3.6 billiong in
the availability of foreig n exch ange dramatically im- exports in 1994. But Vietnam has also achieved a fair

547



Vietntai

amountofdiversificationwithgrowingexportsoflabor- solution for solving the unemployment problem, and
intensive manufactures, marine products, and processed increased foreign assistance could help ease the social
agricultural goods. Manufactured exports exceeded $1 costs of this adjustment and assist the government to
billion in 1994. make the infrastructure investment necessary to support

At the same time, important reforms of the legal economic development.
framework been undertaken. A new constitution prom-
ulgated in 1992 is supportive of the shift to a market
system and should help make government more effec-
tive. In 1992 and 1993 the government also launched During 1995 the Vietnamese economy continued to
some important initiatives including tax reform and expand rapidly. GDP growth was 9.5 percent, led again
state enterprise reform. The Foreign Investment Law by the non-oil industrial sector at 15 percent; growth in
was further amended in 1992. A Land Law giving clear agriculture was also satisfactory at 4.5 percent, and
land use rights to peasant households was passed by the industry grew at 13.9 percent. GDP growth was spurred
National Assembly in 1993, followed by a series of by investment, which reached 29.5 percent of GDP, and
implementing regulations in 1994. The Bankruptcy exports, which grew at about 30 percent.
Law took effect on July 1994, establishing for the first Underlying this impressive economic performance
time a comprehensive legal framework for the restruc- were prudent fiscal and monetary policies. Fiscal policy
turing or liquidation of insolvent enterprises. The was tightened, despite somewhat lower revenues than in
Labor Code was enacted in June 1994. Its objectives 1994, largely through restraint on current expenditures.
include, among other things, protection of employer As a result. the overall deficit is estimated at 1.6 percent
and employee rights and obligations, regulations of of GDP and the current budget surplus at 5.0 percent of
labor contracts, social insurance, and provision of the GDP. In 1995 the corresponding number are -0.5 per-
right to strike. cent and 5.2 percent. There has been no financing from

In 1993 major aid flows to Vietnam resumed, and in the banking system, which was the main source of
1994, a broad structural adjustment program was sup- inflation in the past. Monetary policy was also tightened
ported by the IMF and World Bank. The program in 1995, following the expansion in domestic credit to
should keep the fiscal and external deficits in line with the economy that had accompanied the acceleration of
reliable sources of finance and lay a solid foundation inflation in 1994. Retail price inflation declined from
for sustained long-term growth through structural re- 14.5 percent in 1994 to an estimated 19.5 percent in
forms of the financial system. state enterprises, legal 1995 (December to December).
infrastructure, and the regime for foreign trade and In the external sector, the current account deficit
investment. widened to 8 per cent of GDP, despite the impressive

In summary, the economy has responded well to the performance of exports, as a result of accelerating im-
government's initial reforms. The agricultural sector ports. Both export and import growth were facilitated by
was the first to benefit from price liberalization, and on-going liberalization of the foreign trade and invest-
investment has been encouraged by relatively low and inent regime. While export growth reflects the expan-
stable inflation. Recent rates of economic growth reflect sion and the diversification of a wide range of products
response to the first wave of economic reform and (in addition to oil and rice, agricultural cash crops, such
improved utilization of existing capacity. as coffee, tea, cashew nuts, and rubber, marine products,

Despite impressive accomplishments, Vietnam faces and light manufacturing goods such as garments and
some serious short-term problems, notably high unem- footwear), import growth reflects a rising share of capi-
ployment in the cities and high underemployment in tal goods financed by foreign direct investment inflows.
rural areas. The labor force is growing rapidly because These are estinated to have reached a record level of
of population growth in an earlier period. Unemploy- $1.4 billion in 1995. more than double the 1994 level
ment was aggravated by the demobilization of half a ($650 million). As a result of higher capital inflows
million troops, the release of 800,000 people from state including aid disbursements, the capital account is in
enterprises, the return of several hundred thousand guest substantial surplus and net international reserve are es-
workers from Eastern Europe and the Gulf states, and timated at $397 million. The real effective exchange rate
the repatriation of refugees. Finally, people from rural was relatively stable throughout the year.
areas are now beginning the process of internal migra- Important structural and institutional reforms have
tion to the cities in search of employment. Given Viet- also occurred during 1995. The National Assembly ap-
nam's low per capita income, the society has meager proved a new Civil Code, which lays the legal founda-
resources to deal with this situation. The initial spurt of tion for a market economy. and the Law on State
growth in the private sector helped absorb a portion of Enterprises, which seeks to enhance the efficiency ofthe
this labor. In the medium term rapid growth is the best state enterprise sector. limits the government's financial
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responsibility for commercial enterprises, improves su- Medium-Term Prospects
pervision and increases managerial autonomy and ac-
countability. Financial sector reform has also advanced, The medium-term prospects for the Vietnamese econ-
with the creation of the interbank foreign exchange and omy are good, and recent improvements in investment
money markets, the introduction of treasury bill auc- and savings rates are particularly encouraging. To sus-
tions, and the exemption of banks from the turnover tax. tain these developments it will be necessary to consoli-
The liberalization of foreign trade has progressed, with date macroeconomic stability and keep the reform
the reduction of the highest tariff rate to 60 percent.Vi- program on track. Vietnam is densely populated but
etnam also became a member of ASEAN and is seeking reasonably well endowed with natural resources, such
accession to the WTO. as petroleum and gas reserves, good land for rice and

tree crops, and a long coastline for fishing and aquacul-
Poverty ture. More importantly, the human resource base in

Vietnam is strong. The education level is high, despite
Enthusiasm over Vietnam's recent economic success the fact that Vietnam is one of the poorest countries in
should not cloud an accurate perception of the country's Asia.
absolute status: Vietnam is still a very poor country. A The stated objective of Vietnam's renovation pro-
recently completed poverty assessment shows that the gram is to develop a mixed economy in which the private
overall incidence of poverty (51 percent) is extremely and state sectors can compete on an equal footing. Much
high, with significant regional disparities in living progress has been made in this direction, with the liber-
standards throughout the country and between urban and alization of private sector activities and the implemen-
rural areas. The development strategy being undertaken tation of a liberal law for direct foreign investment. It is
in Vietnam creating an environment conducive to a not a simple matter, however, to foster the development
market economy and investing in infrastructure will of the private sector after years of suppression. The
enable the economy to grow more rapidly which is the country's very poor investment and savings perform-
best strategy for alleviating poverty quickly. However, ance in the past has been partly the result of weak
there are also poor and vulnerable groups in Vietnam for incentives, and improving the incentives for private
whom rapid aggregate growth alone is likely to provide savings and investment is an important goal of reform.
little benefit in the next few years. The government has indicated that it will focus its public

investment program on activities that are complemen-
Environment tary to private investment, in particular economic infra-

structure and the social sectors.
Vietnam's natural resources, especially its forests, have For the rest of this decade the government has a
long been under strong environmental stress because of growth target of around 9 to 10 percent a year. It will be
war damage and mounting population pressures. In the a challenge for the government to create an environment
past 25 years, the area of natural forests has declined an in which this target can be met. Over the medium term,
estimated 240,000 hectares a year from about 40 percent increased exports will be the main source of financing
to 25 percent of total land area. The government has additional imports. The country has good prospects for
accorded priority to restoring these "barren hills" to exporting processed primary products and labor-inten-
sustainable uses to meet the twin objectives of poverty sive manufactures and is attractive to foreign investors
reduction and environmental protection. from the region in particular.
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Vietnam at a glance

POVERTY and SOCIAL East Low-
Vietnam Asia Income Development diamond

Population mid-1995 (millions) 73.5 1,709 3,188 Life expectancy
GNP per capita 1995 (US$) 250 830 460
GNP 1995 (billions US$) 18.4 1,418 1,466 I T

Average annual growth, 1990-95

Population (%) 2.1 1.3 1.8 GNP Gros
Labor force (%) 2.1 1.4 1.9 p Gprimary

per i-- -- - - rmr
Most recent estimate (latest year available since 1989) capita ' enrollment

Poverty: headcount index (% of population) 51
Urban population (% of total population) 21 31 29
Life expectancy at birth (years) 68 68 63
Infant mortality (per 1,000 live births) 41 36 58
Child malnutrition (% of children under 5) 45 17 38 Access to safe water
Access to safe water (% o1 population) 41 77 75
Illiteracy (% of population age 15+) 6 17 34
Gross primary enrollment (% of school-age population) 111 117 105 - Vietnam

Male 101 120 112 -Low-income group
Female 103 116 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) .. .. 15.5 20.3 Openness of economy
Gross domestic investment/GDP .. .. 25.6 27.1
Exports of goods and non-factor services/GDP .. .. 31.5 35.2
Gross domestic savings/GDP ..
Gross national savings/GDP .. .. 19.0 20.1

Current account balance/GDP . .. -7.6 -8.0 Savings - Investment
Interest payments/GDP .. .. 0.5 0.5
Total debt/GDP .. .. 161.7 127.1
Total debt service/exports .. .. 6.1 5 8
Present value of debt/GDP .. .. 135.3
Present value of debt/exports 427 3 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Vietnam
GDP 6.5 8.8 9.5
GNP per capita .. 3.8 6.4 Low-income group
Exports of goods and non-factor services .. .. 30.7 34.7

STRUCTURE of the ECONOMY

(% of GOP) 1975 1985 1994 1995 Growth rates of output and investment I%)

Agriculture .. 27.7 29.4
Industry .. 29.6 29.0 40/

Manufacturing 22.0 20

Services . 42 7 41.6 _

Private consumption . 20 91 92 9 94 95

General government consumption . 9 1
Imports ot goods and non-factor services 37 6 43.6 -GDI - GDP

1975-84 1985-95 1994 1995 6e rt
(average annual growth) Growth rates of exports and imports (%)
Agriculture - 4.7 3 9 4.5 60
Industry 11.6 14.0 13.9

Manufacturing . 12.9 ..
Services -- 8.6 10.0 10.9

Private consumption 20 . o _ . 4 + 
General government consumption . . .. 9 92 93 94 95

Gross domestic investment .. 24.2 33.7 . 20

Imports of goods and non-factor services .. 34 9 45.1 -Exports -Imports
Gross national product .. 6.2 8.8 9.5 |

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (°)

Domestic prices 10
(% change) T
Consumer prices .. .. 9.3 16.8 75
Implicit GDP deflator .. 94.2 14.5 19.5 s0

Government finance 25

(% of GDP)
Current revenue .. .. 24.3 23.9 o
Current budget balance .. .. 5.0 5.2 so 91 92 93 94 95
Overall surplus/deficit .. .. -1.6 -0.5 -GDP dei. -^CPI

TRADE

(millions UJS$) 1975 1985 1994 1995 Export and Import levels (mill. USS)

Total exports (fob) .. 507 3,602 5,026 7.500
Rice 425 537
Fuel 866 1,024
Manufactures . -ol l

Total imports (cif) 930 4,875 7,277

Food 101 2.500{
Fuel and energy 799

Export price index (1987=100)
Import price index (1987=100) .. 90 .. 92..94 9
Terms of trade (1987=100) .. .. .EExports n Impons

BALANCE of PAYMENTS

(milhions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-tactor services .. . 4,892 7,122 o s 1 93 -
Imports ot goods and non-factor services .. .. 5,832 8,830 90
Resource balance . .. -940 -1,709 -2l

Net factor income .. -90 -409 -366 -4
Net current transfers . 32 170 450

Current account balance, -6
before official transfers . -473 -1,179 -1,626

Financing items (net) .. 204 924 1,229 - .
Changes in net reserves .. 269 255 397

-10 
Memo:

Reserves including gold (mill. US$) 41 225 876 1,363
Conversion rate (local/US$) .. 8.3 10,935.0 11,000.0

EXTERNAL DEBT and RESOURCE FLOWS a/

1975 1985 1994 1995 F
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed .. 61 25,115 25,750 B

IBRD . 0 0 0 G 231 D
IDA 54 181 231 2870 0295 4

F
Total debt service .. 2 300 349 837

IBRD 0 0 0
IDA .. 0 1 2

Composition of net resource flows
Official grants 249 38 449 550
Otficial creditors .. 7 292 376
Private creditors .. 0 -111 -129
Foreign direct investment .. 0 100 150
Portfolio equity .. 0 283 106 21477

World Bank program
Commitments .. 0 3,038 265 A - IBRD E -Bilateral
Disbursements 7 126 47 B -IDA D -Other rnultilateral F -Private
Principal repayments .. 0 1 1 C -IMF G -Short-term
Net flows .. 7 125 46
Interest payments .. 0 1 2
Net transfers .. 7 124 44

World Bank International Economics Department, September 1996
a. Debt includes non-convertible currency debt.
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T he formation of the Republic of Yemen in May Recent Economic Performance
1990 brought together two economies of very
different orientations. The economy of Yemen Prior to unification the two constituent parts already

Arab Republic was based largely on market princi- faced serious macroeconomic imbalances, which were
pies, while that of the People's Democratic Republic severely complicated by the Middle East crisis and the
of Yemen was organized on socialist lines. The uni- dissolution of the Soviet Union. The massive return of
fied country has a population of 15.3 million and a migrant workers from the Persian Gulf had resulted in a
1995 per capita GNP of $260. Social indicators place sharp decline in remittances from an estimated $1 billion
Yemen among low-income countries: life expectancy a year, and Soviet assistance, traditionally Yemen's
is 50 years, the primary school enrollment rate 76 largest aid source, ceased. The 8 percent increase in
percent, and adult literacy 62 percent; these indica- population due to returning migrant workers and their
tors, to a great extent, reflect Yemen's late start in families created a burden on government finances in
modern development. Unification, however, has cre- terms of emergency assistance and stretched infrastruc-
ated greater potential for long-term development than ture and social services. As a result, real per capita GNP
if the two parts had remained separate. The new coun- declined by at about 15 percent over 1990-92.
try has modest oil and gas reserves, large fishery GDP growth rebounded in 1992 and 1993 to about 5
resources, and unexploited tourism potential. Oil has percent each year. Favorable rains in 1992 led to strong
been extracted since 1987 with output amounting re- performance in agriculture, while oil production in-
cently to almost 337,000 barrels per day: the creased by 19 percent in 1993. Although oil output
government's share of exports generated about $250 increased by a further 56 percent in 1994 as new fields
million a year over 1992-93. There is also limited came on stream, output in the non-oil sectors declined
natural gas production. by 3.0 percent mainly due to the effects of the civil war,

resulting in stagnant overall growth of 4.2 percent. GDP
Recent Political Developments is estimated to have grown bv about 6.0 percent in 1995

due to the continued increase in oil production combined
The unified government designated 1990-92 as a transi- with a return to normality following the civil war. Un-
tion period, during which it concentrated on the difficult employment has remained high at around 25 percent.
task of merging two administrations and realigning the Urban consumer price inflation accelerated from 5 1
two economic systems. The transition culminated in percent in 1992 to an officially estimated 72 percent in
country-wide parliamentary elections in April 1993. No 1994, despite attempts to repress it by controlling prices
party won a majority. A coalition government was of key commodities. Fiscal measures taken in 1995
formed by the three leading parties after the elections. reduced inflation to an estimated 55 percent.
Serious differences, however, arose between two of The balance of payments continued to suffer from
these parties, culminating in open warfare between the structural weaknesses, including heavy dependence on
northern and southern armies from May to July 1994. private transfers, a limited export base (non-oil exports
Earlier, the merging ofthe two public administrations- accounted for less than 10 percent of exports of goods
except for the militarv-had been virtually completed in 1994). and volatile crude oil export revenues. The
on paper, although numerous details remained (and still current account deficit before grants widened from 24
remain) to be worked out. Rationalizing administrative percent of GDP in 1992 to 30 percent in 1993. Due to a
functions has been somewhat slow, partly because a doubling of oil export revenues in 1994 and a further
difficult economic situation and rising unemployment increase in 1995, this deficit turned into a surplus of 6.1
have prevented the government from restructuring its percent in 1994 and 3.0 percent in 1995. These surpluses
civil service. have. however, not been sufficient to finance debt obli-
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gations falling due and contractual repayments to oil At the heart of the government's stabilization pro-
companies, resulting in overall deficits of between 14 gram are further budgetary measures to achieve a sus-
and 17 percent of GDP. These have been financed tainable fiscal position over the medium term. The
mainly by accumulating arrears, which amounted to objective is to reduce the fiscal deficit in 1996 to around
almost $5.2 billion by end-1995. 6.2 percent of GDP and to about 2.5 percent of GDP by

The government's preoccupation with administering 2000. On the revenue side, oil income will be revalued
the unification process and the hiatus caused by the 1994 at the market-determined exchange rate. In addition,
hostilities overshadowed concerns over deteriorating non-oil revenues will be increased by rationalizing tar-
public finances. As a result, the budget deficit on a cash iffs including valuations of imports at the market ex-
basis remained very large, at over 16 percent of GDP change rate, reducing exceptions from the business
over 1992-94. Current expenditures, particularly for the income tax, and stepped-up efforts to collect revenue
civil service and the military wage bill, dominated and arrears. Expenditure measures include scaling back cur-
crowded out development expenditures. which fell from rent and capital transfers, reducing subsidies, and limits
4.6 percent ofGDP in 1992 to 2.1 percent in 1994. Large on the civil service wage bill. However, expenditures as
fiscal deficits and recourse to central bank financing a share of GDP are expected to rise because of revalu-
have been the primary factors underlying the high infla- ation of the foreign component of the expenditure to the
tion since unification. The budget deficits have custom- market exchange rate. The reduction in budget deficit is
arily been financed largely through domestic bank expected to reduce domestic bank financing to 0.2 per-
financing. Financing through external sources has de- cent of GDP in 1996, compared to 6 percent in 1995.
clined since 1990 and reached only 0.5 percent of GDP Need for domestic credit and, consequently, broad
in 1994. Domestic non-bank financing is not utilized. money growth, is forecast to decline to 15 percent in
Government borrowing from domestic banks accounted 1996, compared to 21 percent in 1995, resulting in a
almost entirely for domestic credit growth. The velocity reduction in inflation to 30 percent.
of circulation of money and Yemen rival substitution As part of the program, the official exchange rate is
into foreign currencies, mainly into dollars. increased to be abolished and the rate left to be determined by the
significantly. As a result, the parallel market exchange market. Monetary policy measures include an increase
rate for the riyal rapidly depreciated. By end-1994, in benchmark deposit rates by 5 percentage points, and
while the official rate was YR12 to the dollar, the creating a facility for banks to place their excess re-
parallel market rate was about YR103. Since then the serves. These measures are expected to result in positive
official rate has been devalued to YR100 to the dollar. interest rates by the last quarter of 1996. In addition, the
The parallel market rate also depreciated further. In governnient is considering issuing one-month treasury
recent months, however, it has stabilized in the YRI 10- bills for budget financing and establishing a special
115 range. court for loan contract enforcement. As demand for the

one-month treasury bills picks up, the authorities will

Stabilization and Reform consider extending maturities and developing a secon-
dary securities market.

With its population growing at about 3.7 percent a year,
Yemen needs to achieve and sustain an annual growth

LI Structural Reforms
rate of at least 4 to 5 percent over the medium term for
even a modest increase in the standard of living. The Thegovernmentplanstocomplementthesestabilization
government's reform prograni to achieve sustainable measures with structural reforms to create an enabling
growth, supported by the IMF and IDA, consists of environment for private sector investment and employ-
macroeconomic stabilization, structural reform, and so- ment. The major reforms are in three main areas: trade
cial protection measures during adjustment. policies; public enterprises reform, including privatiza-

The most pressing challenge facing the authorities is tion, and the regulatory framework.
to reduce the fiscal imbalance and the resulting infla- Yemen's trade regime was inward-oriented with rela-
tionary pressures. The government undertook a series of tively high average nominal tariffs of about 27 percent.
difficult measures over January-September 1995. and Trade regulations and taxes had an anti-export bias, and
the budget deficit on a cash basis is estimated to have there were inefficiencies in customs adrministration that
fallen from about 17.6 percent ofGDP in 1994 to about increase the transaction costs of trade. Exports were
7.4 percent in 1995, and inflation is estimated to have constrained because of the restrictions on imports and
declined to 55 percent in 1 995 from 72 percent in 1994. the absence of well functioning duty-drawback and tem-
With recent stability in the exchange rate arid a return to porary entry mechanisms. Occasional export bans have
normalization after the 1994 civil war, there are signs of been imposed for commodities considered to be in short
some recovery in the non-oil sector. supply in the country.
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Over the medium term, the government's objectives plans to streamline the licensing and clearance of new
are to create a low, uniform, structure of protection and investments by municipalities and line ministries. The
join the WTO. The main measures planned through government had established a list of 18 consumer prod-
1996 include abolishing all import bans, with the excep- ucts for which new investment proposals were to be
tion of those for national security or religious reasons, subjected to more intensive scrutiny; this list has been
and replacing them with tariffs. Also, no government replaced by a smaller list based on security, environ-
agency will have the authority to ban any individual mental, and religious considerations.
export, or seek to license or regulate exports, except for
security, health, religious, or environmental reasons. Social Safety Net
Product-specific import licensing requirements have
been eliminated, excise tax rates harmonized, and nomi- Stabilization and structural reform, while laying the
nal tariffs have been reduced and simplified with a basis for low inflation and sustained growth, could have
minimum tariff of 5 percent and a maximum of 30 a transitional negative effect on employment and in-
percent. All fees and surcharges have been eliminated; comes of vulnerable groups. The government has initi-
however, a few items are to be subject to an additional ated a civil works program to provide employment to
excise tax, identical for imported and domestically pro- unskilled labor while upgrading or rehabilitating infra-
duced items, for revenue reasons. Duty exemptions for structure and social services. The works to be financed
imports by the public sector-public enterprises and the by the program would be relatively small, labor-inten-
government-have been abolished. No new project- sive, and located primarily in poorer urban areas. Al-
based tariff exemptions will be granted. though not a solution to the unemployment problem as

Yemen has a large public sector of some 140 public such, this program is justified by the authorities as
enterprises, most of them in the former South Yemen. enhancing the political acceptability of economic ad-
By and large, this sector is inefficient and a burden on justment. The government also plans to protect social
the country's budget. In early 1995 the government, by expenditures, especially on health and education, as
decree, set out a policy and institutional framework for these services are essential for increasing the earning
privatizing or liquidating, over the medium term, a capacity of the poor and the skills of the labor force.
group of 100 state enterprises and other public entities Beyond the immediate macroeconomic stabilization
that account for 70 percent of the sector's employment. and structural adjustment objectives, Yemen's develop-
These exclude major enterprises, such as the refinery, ment priorities are aimed at addressing the two major
the petroleum company, and the cement company. The long-term problems ofhigh population growth and natu-
government established privatization committees to ral resource degradation. Yemen's fertility rate, at 7.5
carry out the program for industry, non-industrial enter- children per mother, is one of the highest in the world.
prises, and the real estate sector. The government has The population is growing at 3.7 percent a year, up from
established a Technical Privatization Unit to give tech- 2.7 percent in the previous three decades. Yemen has
nical support to the privatization committees. Work is one of the highest proportions of population under 15 in
most advanced with respect to industrial enterprises. the world, at 52.5 percent. About one-quarter of the
The government plans to bring 16 enterprises to the labor force is unemployed, and labor force growth is
point of sale by October 1996; 1 1 of these are industrial, accelerating at an estimated 4.5 percent.
accounting for 40 percent of employees in the industrial Degradation of the natural resource base constitutes
state enterprise sector. A first batch of six industrial one of the greatest threats to sustainable development.
enterprises has already been brought to the point of sale Three environmental challenges are the most significant
and bids are being evaluated. During 1996 the government in Yemen: increasingly acute water scarcity; deforesta-
also plans to carry out a study on privatizing public utilities. tion and degradation or abandonment of terraces, and
and design schemes to redeploy redundant labor. degradation of the coastal environment. Yemen's water

The efforts of government to control prices charged resources are scarce and rapidly depleting. Increased
to consumers and enterprises have created severe price competition between urban households and irrigated
distortions, unsustainable fiscal deficits, loss of export agriculture is becoming a major development issue.
opportunities, and disincentives for domestic produc- Failure to meet potable water needs would intensify
tion. Prices of cement, petroleum, and electricity have health and environmental problems, while exhaustion of
been increased. The government plans to eliminate the usable supplies would lead in the medium and longer
food subsidv within five years, and all other subsidies term to the collapse of much of the rural economy. The
within three years. problem is exacerbated by the weak authority of govern-

The government is planning to reform the General ment and the prevalence of entrenched local rights, a
Investment Authority to improve its focus promoting lack of political will and institutional structures, and the
domestic and foreign investment. The government also high profitability of water-intensive qat production.

554



Repuiblic qf Yemen

During the last 20 years, changes in social and eco- features of poverty in Yemen. First nearly 87 percent of
nomic patterns-and forestry and farming practices- the poor live in rural areas which makes it difficult and
have resulted in deforestation, abandonment of terraces, expensive to reach them through public assistance pro-
and soil erosion. Most of Yenien is barren rock or scrub; grams. Second, the government's capacity for poverty
the cultivable area is 1.3 percent of the total national alleviation programs is itself low.
territory. Fuelwood provides some 90 percent of house- Poverty reduction efforts therefore consists of two
hold energy. There is a pressing need to promote the use components-policies that encourage broad-based
of bottled natural gas in rural areas where pipelines growth, and increased provision of social services.
would not be economically attractive investments. Deg-
radation of the coastal environment threatens Yemen's
coastal areas, which are of major economic importance
because of the fisheries they support and their tourism Yemen's medium-term prospects depend on a success-
potential. Also, as water resources become more scarce ful stabilization and structural reform program sup-
and desalination might have to be considered for human ported by an increased access to bilateral donor
water supply, the coastal plains may become preferred financing arid substantial debt reliefthrough a combina-
areas for expansion of economic activity and settle- tion of writeoffs arid rescheduling at Naples terms. If
ments. The principal threats to these areas are pollution these occur, GDP is expected to grow by about 2.5
from oil spills and discharges of untreated domestic and percent in 1996, accelerating to close to 5 percent a year
industrial waste-water. by the end of the decade, with rapid non-oil growth, in

Despite the present economic difficulties, unification response to the reform prograni, offsetting the decline
may have increased the potential for development. Both in oil sector output. In response to trade reform, non-oil
parts of the country have modest proven oil reserves. exports are projected to grow by' 10 percent a year in real
There are also large natural gas reserves. underexploited terms over 1996-2000, from a very low base. In 1996
fishery resources, modest tourism potential, and the and 1997 imports are projected to grow rapidly, recov-
possibility of reviving the traditional entrep6t trade role ering from a sharp decline in recent years. Thereafter,
of the Port of Aden. Given the historically en- import growth would slow. Workers remittances are
trepreneurial characteristics of the Yemeni population, projected to be around $1.1 billion over 1995-2000. As
the private sector could become a credible engine of oil production peaks, and exports decline, the current
growth. Thus, the government's across-the-board ef- account deficit should increase to about 3.2 percent in
forts to create a transparent, enabling environment for 1999, then decline as the effects of the ad justment and
the private sector could lead to significant results in reform program take hold.
these areas.

Exlernal Debt
Social Indicators

Debt restructuring, concessional new financing and ex-
A recent poverty assessment shows that nearly 27 per- port growth could restore Yemen's external debt situ-
cent of Yemen's population can be considered poor on ation to sustainable levels. The debt/GDP ratio and debt
the basis of a reasonably defined poverty line. In addi- service ratios are projected to fall from around 185
tion to lower consumption expenditures than the non- percent and 28 percent of GDP prior to restructuring to
poor. the poor also suffer from ill health and lower about 122 percent and 7.3 percent respectively after
educational achievement. The options for poverty re- 1999, when the stock reduction is phased in.
duction available to the government are limited by two



Republic of Yemen at a glance
M. East

POVERTY and SOCIAL & North Low-
Yemen Africa income Development diamond

Population mid-1995 (milli6rns) 15.3 273 3,188 Life expectancy
GNP per capita 1995 (US$) 260 1,780 460
GNP 1995 (billions US$) 4.0 486 1,466

Average annual growth, 1990-95

Population (%) 5.0 2.7 1.8 Gross
Labor force (°) 4.8 3.3 1.9 GNP Gross

per primary
Most recent estimate (latest year available since 1989.) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 34 56 29
Life expectancy at birth (years) 53 66 63
Infant mortality (per 1,000 live births) 100 49 58
Child malnutrition (% of children under 5) 30 .. 38 Access to safe water
Access to safe water (% of population) 52 82 75
Illiteracy (% of population age 15+) 62 39 34
Gross primary enrollment (% of school-age population) 76 97 105 - Yemen, Rep.

Male 112 104 112 -Low-income group
Female 37 90 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios'

GDP (billions US$) .. .. 4.6 4.8 Openness of economy
Gross domestic investment/GDP .. .. 9.6 10.5
Exports of goods and non-factor services/GDP .. .. 43.0 43.9
Gross domestic savings/GDP .. .. 5.3 20.4
Gross national savings/GDP .. .. 10.4 29.3

Current account balance/GDP .. .. 6.1 3.0 Savings Investment
Interest payments/GDP .. .. 0.7 0.6
Total debUGDP .. .. 130.3 125.5
Total debt service/exports .. .. 4.7 3.8
Present value of debt/GDP .. .. 104.3
Present value of debt/exports .. .. 155.5 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Yemen, Rep.
GOP . .. 4.2 6.2 Lwicm ru
GNP per capita 10.0 8.4 Low-income group
Exports of goods and non-factor services .. .. 44.3 8.3

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investment (%)

(%, of GDP)
Agriculture .. .. 18.0 14.7 20
Industry .. .. 26.1 38.8

Manufacturing .. .. 10.6 7.1 9o 91 92 93 94 95

Services .. .. 55.9 46.5 -20 t
Private consumption .. .. 74.6 65.2 .40

General government consumption .. .. 20.0 14.4 -GDl -GDP
Imports of goods and non-factor services .. .. 47.2 34.0

1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)
(average annual growth)Grwhrtsoexrsanimrs %
Agriculture .. .. -2.5 4.5 75

Industry .. .. 20.3 14.1 s.
Manufacturing .. .. -18.9 13.1

Services .. .. -1.8 7.5 25

Private consumption .. .. -15.1 -7.2 25 90 91 92 93 94 95

General government consumption .. .. -23.7 -23.8
Gross domestic investment .. .. -33.3 16.2 -s i

Imports of goods and non-factor services .. .. -26.7 26.0 -Exports - Imports
Gross national product .. .. 13.7 12.0

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices ao
(% change)
Consumer prices .. .. 71.8 55.5 506-
Implicit GDP deflator .. .. 49.6 55.0 40 --

Government finance 20
(%/ of GDP)
Current revenue .. .. 14.0 21.7 o
Current budget balance .. .. -15.1 -3.9 91 92 93 94 95
Overall surplus/deficit .. .. -17.6 -7.4 -GDPdef. ^CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. USS)

(mi//ions US$)
Total exports (fob) a/ ., .. 1,824 1,937 2.5 T

Fuel . .. 1,613 1,624

Manufactures 1. *. 

Total imports (cif) . .. 1,543 1,962Food . . 48 69 '3

Import price index (1987=100) .. .. ..
Export price index (1987=100) .. . .89 90 91 92 93 94 95
Terms of trade (1987=100) .. ExporlsMerch

BALANCE of PAYMENTS
1975 1985 1994 1995 Current account balance to GDP ratio (%)

(mi//ions Us$)
Exports of goods and non-factor services .. .. 1,967 2,111 3
Imports of goods and non-Factor services .. .. 1,920 2,395 7 r
Resource balance .. .. 47 -284 0

Net factor income .. .. -810 -637 89 91 92 93 94 95
Net current transfers .. .. 1,044 1,067 -10

Current account balance, _
belore oflicial transters .. .. 281 1 46 -2

Financing items (net) .. .. -112 59 _J
Changes in net reserves .. .. -169 -205 a30_

Memo:_

Reserves including gold (mill. US$) .. . 238 324
Conversion rate (locabMUS$) .. .. 58.0 90.8

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(mil/ions US$) Composition of total debt,1995 (mii. USS)
Total debt outstanding and disbursed 440 3,339 5,959 6,038

IBRD 0 0 0 0 G s
IDA 12 348 780 827 684 827

Total debt service 6 131 145 128 D
IBRD 0 0 0 0 430
IDA 0 4 13 14

Composition of net resource flows F
Official grants 185 208 82 210 1716
Official creditors 55 202 37 7
Private creditors 0 6 -5 -5
Foreign direct investment 0 3 17 0 E
Portfolio equity 0 0 0 0 2381

World Bank program
Commitments 47 44 98 0 A- IBRD E -Bilateral
Disbursements 8 45 37 42 B -IDA D -Other multilateral F -Private
Prncipal repayments 0 1 7 8 C -IMF G -Short-term
Net flows 8 44 30 34
Interest payments 0 3 6 6
Net Iransfers 8 41 24 28

World Bank International Economics Department, Sepiember 1996
Note: Data before 1990 came from Yemen Arab Republic and the People's Democratic Republic of Yemen, which were unified in 1990.
a. Foreign oil companies' shares are not included in exports.

557



Zaire

Z aire has the third largest population (44 million) rapid degradation of the country's productive assets and
and the second largest area (2.35 million square infrastructure, and a decline in living standards and
kilometers) in Sub-Saharan Africa. About 30 social indicators. Per capita GNP has fallen by half from

percent ofthe population is urban. The aggregate density the S220 estinated level of 1990.
of population is low at 19 people per square kilometer. The true extent of economic decline is difficult to
Flowever, in some regions such as Kivu, demographic capture as economic activities have increasingly shifted
growth (aggravated by an intlux of refugees following to the informal sector. The country's modern economy.
the 1994 genocide in Rwanda) is putting pressure on its institutions, and its human capital, have seriously
land, with serious consequences for the ecology. Zaire suffered and are rapidly eroding. Over 1990-95, GDP
has an ample underutilized economic potential, includ- declined by 40 percent. Compared with 1989, copper
ingan industrious work force. Natural resources include production declined by more than 90 percent, cement
the second largest rain forest in the world, fertile soils, production by 60 percent, the consumption of petroleum
ample rainfall, and considerable and varied mineral re- products by about 50 percent, and road and river traffic
sources. Mining and processing of copper. zinc, cobalt, by up to 80 percent; until mid-1995, when the govern-
gold, and diamonds, and petroleum extraction ac- ment decided to privatize their management, the na-
counted until 1990 for about one-tifth of GDP and the tional railways had de fiacto ceased operation.
bulk of export earnings. Agricultural production has been hit especially hard by

The state of Zaire's economiiy is below the country's the collapse of the transport system. The only notable
potential and declining. After a difficult period of civil exception is diamonds, whose production has continued
turmoil arid severe economic decline following inde- at about the sanie pace, and has even increased in the
pendence in 1960, production expanded at an average iiforiiial sector. The short-term outlook for recovery is
rate of 4.9 percent a year in real terms over 1965-73, modest, and medium-term prospects are uncertain.
fueled by favorable terms of trade and foreign invest-
ment. The currentaccount balance was in steady surplus. Social Indicators
inflation was relatively low, and social indicators im-
proved. Over 1974-82, deteriorating terms of trade and Zaire's dismal economic performanice affected social
disruptions caused by Zairianization" and nationializa- standards, once ahead of many countries in Sub-Saharan
tion of foreign-owvned businesses led to a decline in GDP Africa. Even before the current crisis, social indicators
of 1.5 percent on average and to persistent current ac- were declining because of inappropriate public spending
count deficits. Expansionary public spending financed policies. In 1989 under-five mortality was close to 200
by money creation and heavy external borrowing (much per 1.000 live births; maternal mortality was 6 per 1,000
of it on non-concessional terms and for noni-viable pro- live births; 25 percent of chiildren and 13 percent of
jects) failed to stimuilate growth and fueled inflation, pregnant women were undernourished; enrollment in
Over 1983-89, the government carried out a stabiliza- primary education was 55 percent, down from 92 per-
tion and adjustment program, marked by hesitationis and cent in 1978; 77 percent of infants were not immunized
lapses, which produced Imlixed results and failed to gen- before their first birthday, and more than 30 percent of
erate sustainable growth. children were never immunized: half of the children

Since early 1990 political iiistability has been accomil- lacked access to anti-malaria treatment; malnutrition,
panied by declining production, investmenit and fiscal particularly of lactating mothiers and children, was wide-
mobilization. Unrestrained public spending financed by spread, and adult illiteracy was 33 percent.
monetary creation, resulted in hyperinflation and cur- The crisis that has gripped Zaire since 1990 has
rency depreciation, rising current account deficits and accelerated the decline in social standards. With the
mounting external arrears. TFhis accelerated the loss of exception of limited humanitarianl aid, virtually all ex-
Zaire's creditworthiness and investor confidence, the ternal financing in the social sectors has been discontin-
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ued, and many operations have been canceled; the al- lation of payment arrears have led to a rapid attrition in
ready insufficient budgetary financing of social sectors external assistance, which is currently limited to hu-
has been greatly reduced, and the ability of users and manitarian aid. Foreign private investment decreased
enterprises to pay for social services has been sharply sharply.
curtailed. Systematic data are not available, but occa- The prime minister appointed in June 1994 formed a
sional surveys indicate a worsening of infant mortality. government recognized by the international community
child malnutrition, immunization rates, access to pri- and was reconfirmied in the autumn of 1995; he is
mary education, and other critical social indicators. expected to stay in office until elections are completed
Contagious diseases once contained, such as try- by July 1997. His government has assumed control over
panosomiasis, have returned due to shortages of preven- public finances and monetary policies to stabilize the
tive programs and medication. Zaire is facing serious economy. and achieved some encouraging results dur-
risks of widespread endemic diseases and further dete- ing part of 1995. During the first eight months of the
rioration of its human capital, which will constrain for vear. a disinflation program reduced inflation to about
many years the country's development. 370 perccnt by the end of 1995 by stepping up revenue

collection. executing the budget on a cash-flow basis.
Recent Developments and takino strict measures to stop unauthorized issue of

currency.
Zaire's current economic debacle, rooted in long-stand- In December 1995 the government stated its inten-
ing inappropriate policies, has accelerated during the tion to stabilize the economy in 1996 and initiate struc-
political crisis that has gripped the country since April tuiral reforms. It is too early to say whether these efforts
1990, and whose end is not yet in sight. Single-party rule will succeed, as the challenges facing it are consider-
has been challenged by a broad-based, albeit divided, able. During the later part of 1995 and the first half of
opposition, by increasingly assertive regional and local 1996, under pressure from social partners, the govern-
interests, and by a vocal press. Military-led looting in ment liquidated wage arrears and carried out a plan for
late 1991 and early 1993 left behind a shattered econ- major public works (mostly road maintenance) that led
omy and a tense social and political climate. In April to higher than expected inflationi. During the first five
1994 the presidential coalition and the opposition months of the year intlation reached 145 percent. Zaire
reached agreement on constitutional arrangements dur- renlains unable to service its external debt, with the
ing a transition period until elections, and on a coalition exception of partial service of obligations to the Inter-
government. nationial Monetary Fund. External arrears reached $7.8

Fiscal policy, spun out of coltrol, is largely respon- billion at end-1995, including about $1 billion in arrears
sible for the extraordinary financial deterioration over to multilateral creditors.
1990-94. While the tax base shrank gradually from 10
to I 1 percent of GDP during the 1980s to 2.3 percent of Prospects
GDP in 1994, government spending surged to the poiit
where receipts covered only' 10 to 15 percent of govern- Zaire's short-term outlook is uncertain. Drastic stabili-
ment obligations, and less than 60 percent of its cash zation mcasures arc urgciitly needed, a difficult propo-
outlays. The fiscal deficit was financed by accumulating sition even if the government enjoyed stronger political
arrears and monetary expansion. In 199- and 1993 issu- and popular support. The electoral process expected to
ance of currency was equivalent on average to more than continue at least through July 1997 will likely increase
25 times the broad money' stock at the beginning of the pressure on public finances. Medium-term prospects are
period in these two years. As a result. intlation averaged uncertain, and hinge, in particular, on the ability of the
more than 3,800 percent over 1991-93, and peaked at government to put in motion a broad-based structural
9,800 percent in 1994. The currency' depreciated at a reform program. on the outcome of the political transi-
similar rate. Despite rapidly expanding monetary fi- tion, and the policies of the successor government. In
nancing of its spending, the government accumulated May 1996 the government established a Committee for
sizable domestic payment arrears, including arrears on Economic and Social Policy. with strong representation
wages and salaries. The collapse of the adjustment pro- of the civii society, with the mandate of initiating a
gram, inconclisive political transition, the deteriorating public debate on economic and social policies, and
economic and financial environment, and the accumLIu- articulating proposals for a retorm agenda.
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Zaire at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Zaire Africa Income Development diamond

Population mid-1995 (millions) 43.9 589 3,188 Life expectancy
GNP per capita 1995 (USS) 120 490 460
GNP 1995 (billions US$) 5.3 289 1,466

Average annual growth, 1990-95

Population (%) 3.2 2.8 1.8 GNP Gross
Labor force (%) 2.9 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of totalpopulation) 29 31 29
Life expectancy at birth (years) 52 52 63
Infant mortality (per 1,000 live births) .. 92 58
Child malnutrition (% of children under 5) 35 .. 38 Access to safe water
Access to safe water (% of population) .. 47 75
Illiteracy (% of population age 15+) 33 43 34
Gross primary enrollment (% of school-age population) 55 71 105 -Zaire

Male 59 77 112 Low-income group
Female 51 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 10.3 7.2 6.1 6.0 Openness of economy
Gross domestic investment/GDP 17.8 12.5 2.6 2.7
Exports of goods and non-factor services/GDP 10.0 27.5 13.1 15.1
Gross domestic savings/GDP 12.7 14.4 5.7 3.7
Gross national savings/GDP 10.9 6.2

Current account balance/GDP -7.0 -6.8 -9.2 -13.0 Savings -A \ Investment
Interest payments/GDP 0.6 2.7 0.0 0.3
Total debtVGDP 19.8 85.8 203.6 217.0
Total debt service/exports 14.4 24.8
Present value of debt/GDP .. .. 173.2
Present value ot debUexports .. Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Zaire
GDP 0.2 -1.9 -7.2 -0.7
GNP per capita -2.9 .. -7.1 -7.7 Low-icome group
Exports of goods and non-factor services 5.4

STRUCTURE of the ECONOMY
1975 1985 1994 1995 Growth rates of output and Investmrent (%)

(% of GDP) o i i
Agriculture 16.5 29.9 57.6 58.0 91 92 93 94 99

Industry 34.7 29.2 16.6 17.5 -
Manufacturing .. 9.9 5.4 6.5

Services 48.8 40.9 25.8 24.4 10

Private consumption 75.7 77.9 86.0 87.2 -15
General government consumption 11.6 7.7 8.3 9.2
Imports of goods and non-factor services 15.1 25.6 10.0 14.1 GDI -6-GDP

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and Imports (%)

Agriculture 1.9 .. 2.2 0.0 20
Industry -1.4 .. -17.0 5.2

Manufacturing -2.0 .. -13.6 19.4 10
Services 0.1 .. -18.3 -5.8

90 91 92 93 94 95
Prvate consumption 0.1 .10
General govemment consumption -2.4 ..
Gross domestic investment 3.4 -20
Imports of goods and non-factor services 5.6 ..- Expons ^mports
Gross national product 0.2 .. -8.2 -2.9

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
- The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices
(% change) I - <

Consumer prices 28.7 .. 9,795.5 370.3 7S0/

Implicit GDP deflator 12.3 25.8 -100.0 485.2 5000

Government finance 2,500

(% of GDP)
Current revenue .. 11.9 3.3 6.3 0 9

Current budget balance .. 11.9 -5.1 -2.6 0 01 92 93 94 95

Overall surplus/deficit .. 11.9 -2.4 0.4 -GDP det. -.-aCPI

TRADE
1975 1985 1994 1995 Export and Import levels (mill. USS)

(millions US$)
Total exports (fob) .. 1,853 1,272 1,452 2.S00

Copper . 712 43 114
Coffee 1 154 159 128 2000

Manufactures.. .I90

Total imports (cii) .. 1,484 629 870
Food . . ... 1,000

Fuel and energy . .. 45 52
Capital goods . 503

Export price index (1987=100) .. 96 133 141 0
Import prce index (1987=100) .. 111 140 150 Bg 90 91 92 93 94 95

Terms of trade (1987=100) .. 86 95 94 0 Exports fl Imports

BALANCE ot PAYMENTS

(millions US$) 1975 1985 1994 1995 r Current account balance to GDP ratio (%)

Exports of goods and non-factor services 1,021 1,979 .. 0 ° 92 93 94 99

Imports of goods and non-factor services 1,549 1,844 .. ..
Resource balance -528 135

Net factor income -117 -569 ..-

Net current transfers -70 -55 -92 -100

Current account balance,
before official transfers -714 -488 -555 -786 -1T

Financing items (net) 587 453 559 790
Changes in net reserves 128 36 -4 -4

Memo:

Reserves including gold (mill US$) 84 335 164 166
Conversion rate (local/US$) 0.5 49.9 1,194.1 7,083.0

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)

Total debt outstanding and disbursed 2,032 6,171 12,322 13,075
IBRD 12 46 88 92 9 B

IDA 38 372 1,294 1,321 G 1321 C

Total debt service 152 497 66 55 2968 485

IBRD 1 12 0 0 D
IDA 0 4 0 0 969

Composition of net resource flows
Official grants 57 91 220 182 F

Official creditors 211 73 1 0
Private creditors 214 -36 0 0
Foreign direct investment 16 69 1 1
Portfolio equity 0 0 0 0 I E

World Bank program 6362

Commitments 152 115 0 0 A- IBRD E -Bilateral

Disbursements 23 58 1 0 B -IDA D -Other multilateral F -Private

Pnncipal repayments 1 9 0 0 C-IMF G -Short-term

Net flows 23 49 1 0
Interest payments 1 7 0 0
Net transfers 22 42 1 0

World Bank International Economics Department, September 1996
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Zambia

Z ambia's economy suffers from a very high debt tion of Zambia's tremendous resources, with most ex-
service burden, heavy reliance on a single export ports avoiding official channels. The railways are unre-
product-copper-and a history of excessive liable and have lost much potential traffic to the road

public sector direction of, and direct participation in, the sector; the power company has been unable to maintain
production of goods and services. Soon after inde- a sufficiently steady voltage to operate sensitive indus-
pendence in 1964, the economy became dominated by trial plants; and the telecommunications service is sub-
parastatals and a one-party state. Rising copper prices standard in areas important to business.
helped Zambia to grow at an average rate of 2.5 percent In 1990 Zambia undertook a structural adjustment
over the next first decade, but since 1975 declining program to counter its rising problems. Inflation had
production and falling world prices of copper, the gen- been over 100 percent for three years, external debt was
eral deterioration in Zambia's terms of trade, coupled not being serviced, creating large arrears to multilateral
with the failure to develop a dynamic and diversified and bilateral institutions. Business and consumer confi-
economy caused an extraordinary overall economic de- dence had disappeared. and a parallel market in foreign
cline. Per capita income fell by more than 50 percent exchange was flourishing. Zambia's budget deficit was
from 1974 to 1994. Attempts to support continued con- large and increasing, the money supply was rising rap-
sumption through borrowing in the face of the economic idly, and asset holders were transferring their capital
decline exacerbated the debt problem. abroad and switchilig to foreign currency for local trans-

Zambia now faces particularly difficult constraints as actions. Many parastatal companies were heavily in-
it attempts to turn the economy around and achieve debted and making large losses, private investment had
sustainable economic growth. It has acquired an excep- collapsed, military expenditures were rising-as social
tionally large external debt burden: at end 1995 total sector expenditures declined- piysical infrastructure
debt amounted to $6.7 billion, of which $3.2 billion was was deteriorating, tax compliance was low, basic goods
multilateral. Excluding short term debt, Zambia's exter- and services were in short supply, and Zambia had
nal debt represents about $650 per capita, one of the neither food reserves nor financial resources to deal with
highest anywhere. Reschedulings of Zambia's Paris natural disasters or other emergencies.
Club debt were agreed in July 1992 and February 1996. The structural adjustment program combined trade
In 1994 a commercial debt buy-back operation reduced policy reforms, deregulation, and exchange rate adjust-
Zambia's debt by over $600 million. ment with stabilization policies designed to restore fis-

Another major constraint on Zambia's potential for cal and balance of payments equilibrium and price
economic growth is its heavy dependence on copper, stability. This program accelerated with the election of
which-with cobalt-accounts for nearly 85 percent of a new government in 1991 more firmly committed to
exports. Copper production has declined from 413,000 rapid economic reform. Policy achievements since then
tons in 1993 to 327,000 tons in 1995, and unless a major have been impressive. Among a host of measures, the
turnaround occurs an even shiarper decline in output is government has eliminated subsidies on maize and fer-
projected by the end of the decade. Development of new tilizer, decontrolled prices, and revised investment laws,
mines will be critical to rexerse the decline and to rules and regulations. Zambia has completely decon-
maintain production in the medium to long term. trolled the exchange rate, freed interest rates, reduced

The third major constraint has been the dominance of the budget deficit (excluding grants and interest), and
the parastatal sector, which has impeded competition embarked on an ambitious privatization program includ-
and initiative. Many parastatals had effective monopo- ing adoption of an ambitious program to privatize the
lies, resulting in high prices and low quality. Tourism copper mining parastatal. These achievements were
has attracted only a fraction of its potential market, and made despite a devastating drought which hit the coun-
the gemstone parastatal has exploited only a small por- try in 1992.
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Recent Economic Developments percent did not have sufficient income even to meet
basic nutritional needs. Hunger is reported by the poor

Over 1991-95 aggregate GDP remained about constant, as the greatest problem they face. Rural poverty is more
despite these improving policies. Industrial sector GDP prevalent and more severe than urban poverty, but the
decreased at an average rate of only less than half to I prevalence of urban poverty increased from 4 percent in
percent, due to high growth rates in power and utilities 1975 to just under 50 percent in 1994. During the last
operations and modest manufacturing growth, despite a four years economic policies have improved longer-
contraction of mining at an average annual rate of 4.5 term prospects for growth, but the short-term impact on
percent. The services sector maintained a growth rate of the economy has been mixed. Some measures, notably
slightly over 2 percent. Agricultural GDP experienced the control of inflation, have helped the poor, while
wide swings which averaged to a decline of over 3 others-such as the removal of producer and consumer
percent due, in large part, to one major and two minor subsidies-have had adverse effects. Many social indi-
droughts. cators have also worsened. In addition, the prevalence

A surge in economic activity and a rise in business of AIDS has exacerbated the poverty situation and
and consumer confidence in early 1995 were cut short threatens prospects for economic growth and poverty
by pressure on the financial system associated with the reduction.
insolvency and eventual closure of one of Zambia's Significant progress has been made on structural
largest commercial banks, the failure of the harvest in reforms, although the pace of change in some areas has
the south due to the premature end of the rains coupled often been slower thani expected. Thirty companies had
with reduced plantings due to the poor financial position been privatized by the end of 1995, and more than half
of many farmers, a decline in production at Zambia of the 160 parastatals originally marked for privatization
Consolidated Copper Mines, and pressure on the budget are scheduled for sale by the end of 1996. Receipts for
from overspending on defense and personal emoluments sale of parastatals by end of 1995 were estimated to be
and difficulties in tax collection. S30 million. To facilitate uniform policy in privatization

Although these developments, particularly the bank and improve the transparency of parastatal manage-
failure, placed severe pressure on the financial s'stem, merit, the government closed the parastatal holding
the government retained tight control over the overall company in March 1995, and transferred the remaining
budget and began rebuilding foreign exchange reserves, responsibilities to the Ministry of Finance and the Zam-
which had fallen earlier in the year due largely to short- bia Privatization Agency. Parastatals that cannot cover
falls in donor assistance. This helped to restore confi- their costs are not being supported by public funds; thus
dence and encouraged asset holders to stay in local Zambia Airways and the United Bus Company were
currency--the real exchange rate remained stable and liquidated. Considerable progress has been made in
interest rates fell. decentralizing service provision (particularly in health)

GDP continued to decline in 1995, due primarily to and in developing reorganization plans for individual
reduced output in agriculture and mining. Inflation re- ministries.
mained troubling at about 35 percent, but still well
below the levels of 1990-93. The budget deficit (includ- Medium-Term Prospects
ing foreign debt service and grants) was held below I
percent of GDP. Government spending declined sharply Prospects for renewed growth in 1996 are good, pro-
as a percent of GDP (and in real terms), while the share vided that a short-term program to shore up the copper
of spending on the social sectors increased from 28 parastatals operating efficiency (during the period prior
percent in 1993 to 34 percent in 1995. Non-traditional to privatization) is successful. GDP growth is expected
exports continued their strong growth, but the current to be 6 to 9 percent, depending on performance in
account deficit widened in 1995 due to the disappointing agriculture-good rains and plantings suggest crop pro-
levels of copper production and the increase in imports, duction increased by 40 percent. The government's do-
caused in part by the need for SlO0 million in maize mestic balance-domestic revenues without grants
imports. versus domestic expenditure without interest on the

external debt and donor financed capital spending- is
Social Indicators projected at a surplus of I percent of GDP. With strong

fiscal and monietary control and with maize prices pro-
The incidence of poverty, which was already very high, jected to decline after June, inflation should fall to 10
has worsened in recent years due to the overall decline percent by end-1996. Revenue is projected to be main-
in economic performance. In 1991 about 68 percent of tained at about 16 to 17 percent of GDP, with improve-
Zambians were living in households with expenditures ments in tax administration permitting some lowering
below a level sufficient to provide basic needs, and 55 of tax rates. The improved macroeconomic environ-
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Zamiibica

ment, resumption in economic growth, and declining omv to private and foreign shareholders will have to be
domestic debt service payments will permit larger managed carefully.
budget allocations for capital expenditures and social For longer-term economic growth. Zambia has the
sector spending. advantages of ample arable land and rainfall, significant

Zambia's ability to maintain a balance in its current raw materials, and a liberalized, pro-private sector eco-
account will be a key ingredient in economic growth. nomic environiment. However, it also suffers from the
The projected rebound in domestic output should accel- structural imbalances brought on by two decades of
erate demand for imports. The foreign exchange needed economic mismanagement, a deteriorating infrastruc-
to fuel this recovery will, however, require a recovery ture and human resource base, a high dependence on
in mining production and donor assistance-which will copper. and a high level of external debt. As a result,
depend heavily on the government's economic perform- even with good policies, increasing investment, rapid
ance. Maintaining strong economic policy performance privatization (including the mines), and strong donor
may be difficult in 1996, however, under the pressure of support, domestic output is projected to grow at only
pressure of national elections. about 4.5 percent per year over the coming decade,

A critical ingredient for attaining sustainable growth which will permit only' modest growth in per capita
in the medium term will be rapid expansion of non-cop- consumption. Accelerated debt relief and forgiveness
per exports, both because of the need to reduce depend- could release more resources to be directed toward
ence on international aid and because export expansion growth, but sustainable economic growth and poverty
is the most viable source of non-intlationary increased reductioni will mainily come about through steady poli-
demand to stimulate growth in Zambia. Thus, Zambia's cies and consistent action over a number of years.
prospects for sustainable economic growth will depend Zambia faces both a deteriorating current account
on facilitating expansion in sectors with good export deficit due to the limited short-term prospects for copper
potential, notably agriculture, agribusiness, and tour- exports and an exceptional level of external debt, nearly
ism, while sustaining the domestic base in other manu- half of whicih is multilateral. Mining exports (which
facturing. account for about 85 percent of Zambia's total exports)

Mining will continue to be important of its impor- are likely to be lower in real terms in the year 2000 than
tance as an exporter and the large size of the mining they are now, even with the best of policy implementa-
sector means it will continue to be a key determinant of tion and successful privatization. although copper ex-
employment, fiscal revenues, and growth in demand for ports could recover after 2005 with sufficient new
domestic goods and services. Restoring health to copper investment. Thus, even with maximum efforts to expand
mining will entail both improving the efficiency of other exports and to limit the growth in the demand for
existing mines and attracting large quantities of private imports, modest levels of economic growth will mean
investment to develop new mines. Privatization of the an increase in the current account delicit over the com-
copper parastatal will be essential to achieving both of ing decade. At the same time, Zambia's external debt of
these objectives. This will be neither simpler or easy, nearly twice anIual GDP will require substantial pay-
however. This is a large and complicated company withi ments even with successful negotiations with creditors.
a complcx arrangement between government and the Thus achieving both economic growth and a movement
major private shareholder (Anglo-American). Many towards greater selt'-reliance will require extraordinary
public services in the copper belt are owned and man- levels of donor grant assistance and debt forgiveness,
aged by the mining parastatals. It has also been the which will in turn require a particularly close partner-
flagship of the economy' for a long time, and the politics ship with the international comniunity.
of transferring such a large and visible part of the econ-
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Zambia at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Zambia Africa Income Development diamond'

Population mid-1995 (millions) 9.4 589 3,188 Life expectancy
GNP per capita 1995 (US$) 370 490 460
GNP 1995 (billions US$) 3.5 289 1,466

Average annual growth, 1990-95

Population (S) 2.9 2.8 1.8 GNP Gross
Labor force (%) 3.0 2.8 1.9 per Gross

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount index (% of population) 86
Urban population (% of total population) 43 31 29
Life expectancy at birth (years) 46 52 63
Infant mortality (per 1,000 live births) 110 92 58
Child malnutrition (% of children under 5) 27 .. 38 Access to safe water
Access to safe water (% of population) 59 47 75
Illiteracy (% of population age 15+) 22 43 34
Gross primary enrollment (% of school-age population) 104 71 105 Zambia

Male 109 77 112 -Low-income group
Female 99 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratlos'

GDP (billions US$) 2.4 2.3 3.7 4.1 Openness of economy
Gross domestic investment/GOP 40.9 14.9 6.9 11.7Opnesoecom
Exports of goods and non-factor services/GDP 36.6 36.4 31.6 31.1
Gross domestic savings/GDP 21.2 14.1 3.0 2.9
Gross national savings/GDP 8.8 0.6 -4.0 -3.6

Current account balance/GDP -29.7 -14.4 -10.9 -15.3 Savings Investment
Interest payments/GDP 2.2 1.9 4.7 6.9
Total debt/GDP 68.9 203.1 173.2 165.0
Total debt service/exports 19.2 14.4 47.1 41.0
Present value of debt/GDP .. .. 162.0
Present value of debt/exports .. .. 475.7 Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) -Zambia
GDP 0.2 0.6 -3.1 -3.9
GNP per capita -3.2 -1.6 -5.0 -6.4 Low-icome group
Exports of goods and non-factor services -3.6 2.7 1.6 -6.2

STRUCTURE of the ECONOMY

(% of GDP) 1975 1985 1994 1995 Growth rates of output and Investment (%)
Agriculture 13.1 13.1 24.7 22.3 A
Industry 41.7 42.0 37.5 40.4 40 /

Manufacturing 15.9 22.9 22.6 23.7 .
Services 45.2 44.9 37.8 37.3 J-4 92 9 9 9

Prvate consumption 52.0 62.0 87.2 88.3 -80
General govemment consumption 26.8 23.9 9.8 8.8
Imports of goods and non-factor services 56.3 37.2 35.5 39.9 GDI - GDP

1975-84 1985-95 1994 1995 Growth rates of exports and Imports
(average annual growth) Got tso xot n mot %
Agriculture 0.1 0.0 -19.8 -13.2 so
Industry -0.2 1.3 -5.5 3.3

Manufacturing 1.0 3.5 -6.5 5.5 25
Services 0.6 0.1 5.1 -3.9

Private consumption 2.5 -6.2 5.2 2.9 92 93 94
General govemment consumption -0.8 7.0 17.3 -8.3
Gross domestic investment -12.1 -6.8 -48.0 26.4 *25
Imports of goods and non-factor services -10.5 -1.7 2.0 16.3 -Exports imports
Gross national product 0.3 1.6 -2.2 -3.5

Note: 1995 data are preliminary estimates.
The diamonds show four key indicators in the country (in bold) compared with its income-group average. if data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
1975 1985 1994 1995 Inflation (%)

Domestic prices 5
(% change) 200T

Consumer prices 10.1 37.3 54.5 34.9 1/
Implicit GDP deflator -14.1 41.3 59.0 47.4 10

Government finance so
(% of GDP)
Current revenue .. 21.9 18.1 16.9 o ____E

Current budget balance .. -11.3 -7.0 -4.6 90 91 92 93 94 95

Overall surplus/deficit .. -8.5 -10.6 -8.1 -GDP def. -6-CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill. US$)

(millions US$)
Total exports (fob) .. .. 1,067 1,190 1.500

Copper 674 741 840
Cobalt go 99 162 126
Manufactures .. 00

Total imports (cit) . 7 1'5 9 64 1,258 ~~ h N
Food .. 23 2 2 98
Fuel and energy .. 122 57 57
Capital goods .. 163 367 373 i

Export price index (1977=100) .. .. 218 136
Import price index (1,977=100) .. 201 2i2 R9 90 91 92 93 94 95

Termsof trade (1977=100) .. 59 64 LlExports flimports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services 868 950 1,173 1,265 o -

Imports of goods and non-factor services I ,345 969 1,317 1,623 l s 9 9 9 l 9

Resource balance -477 -19 -144 -358 -5

Net factor income -117 -267 -240 -250 -10 L
Net current transfers -132 -38 -19 -18

Current account balance, -15

before official transfers -726 -324 -403 -626

Financing items (net) 656 -132 557 -629 20

Changes in net reserves 70 456 -155 1,255 -25 l

Memo: _
Reserves including gold (mill. US$) 166 201 260 315
Conversion rate (local/US$) 0.6 3.1 670.8 835.5

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1994 (mill. US$)
Total debt outstanding and disbursed 1,684 4,576 6,409 6,770

IBRD 184 370 201 155 G 201
IDA 0 105 1,043 1,250 897 B

Total debt service 169 138 372 1,365 F 1043
IBRD 16 42 76 60 209
IDA 0 1 8 10 

Composition of net resource flows C
Official grants 14 122 338 318 805

Official creditors 156 223 205 225
Private creditors 263 12 7 5
Foreign direct investment 38 52 40 75 D
Portfolio equity 0 0 0 0 2674 s80

World Bank program
Commitments 32 129 253 275 A- IBRD E -Bilateral
Disbursements 50 109 186 209 B- IDA 0- Other muimilateral F -Private

Pnncipal repayments 4 20 56 48 C - IMF G -Short-term

Net flows 46 89 130 151
Interest payments 11 23 27 22
Net transfers 34 66 103 129

World Bank International Economics Department, September 1996
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Zimbabwe

T he import substitution strategy imposed by sanc- prevented the anticipated supply response to structural
tions during the Unilateral Declaration of adjustment from materializing. On average, GDP per
Independence period-1965 to 1980- resulted capita fell by about 2 percent a year from 1991 to 1995.

in Zimbabwe having a relatively diversified economy at Public sector borrowing of over 10 of GDP a year
independence in 1980. The manufacturing sector was since 1991 has resulted in high real interest rates and a
the most developed in Sub-Saharan Africa, providing rapid rise in public debt. Interest payments rose to 22
more than 25 percent ofGDP. In the early 1980s mining, percent of government expenditure in fiscal 1995 and
manufacturing, and agriculture each accounted for over now severely constrain discretionary expenditure. Non-
20 percent of export earnings. However, land and other interest expenditure fell from 38 percent of GDP in
increase productive assets were heavily concentrated in fiscal 1991 to 28 percent in fiscal 1995. As a result, the
the hands of the white minority, less than 2 percent of ratio of central government expenditure on education
the population. The indigenous majority had gained and health to GDP has been compressed, though its
political power but little participation in the formal share of discretionary expenditures has increased.
economy. Innlation rose from below 20 percent in 1990 to 42

To improve equity following independence, Zim- percent in 1992 as a result of drought-induced shortages
babwe gave priority to human resource investments and of agricultural materials, relaxed monetary policy, the
support for smallholder agriculture. As a direct conse- removal of price controls, major increases in the price
quence of these initiatives, smallholder agriculture ex- of parastatal outputs such as power, and exchange rate
panded rapidly during the first half of the 1980s and depreciation. Relatively tight monetary policy and good
social indicators improved quickly. By 1990 life expec- agricullural recovery reduced inflation to below 20 per-
tancy was 64 years and Zimbabwe had a lower infant cent by the end of 1993, but it crept back above 20
mortality rate, and higher adult literacy and school en- percent in 1994 and 1995. The real exchange rate fell by
rollment rates than the average for developing countries. about 30 percent in 1991, increased by about 20 percent

However, overall economic growth remained below in 1992, and has remained relatively stable since then.
population growth. GDP per capita steadily declined and Outward-oriented sectors such as horticulture. min-
an increasingly large number of school graduates could ing, and tourism have responded well to the new policy
not find formal employment. The scope for further environment by attracting new investment and achieving
growth and employment expansion through import sub- vigorous growth. In 1995 Zimbabwe received more than
stituting manufacturing diminished over time and fiscal I million tourists who generated approximately $250
constraints forced a reduction in support to small farm- million in foreign exchange earnings. Buoyant tobacco
ers in the late I 980s. In an effort to attain a higher growth exports, and favorable international commodity prices
path and expand employment within a fiscally sustain- have resulted in a substantial increase in foreign ex-
able framework, Zimbabwe embarked upon a program change reserves to about five months of imports. The
of structural adjustment in 1991 supported by the World balance of payments position is expected to strengthen
Bank and IMF. further in 1996 and 1997 as a result of the good rainy

season in 1996 and the commencement of platinum ex-
Recent Economic Developments ports that are projected to add upward of $200 million to

anniual export earnings. Preliminary projections suggest
Since 1991 the array of structural reforms introduced by that the economy will grow by about 7 percent in 1996.
Zimbabwe to increase the role of markets has been
impressive. Hlowever, public enterprise reform has been Social Indicators
slower than anticipated and the fiscal deficits have re-
mained large. The resulting large public sector borrow- Zimbabwe's achievements in the social sectors are im-
ing and the severe droughts in 1992 and 1995 have pressive, in spite of low economic growth, drought,
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fiscal constraints on the provision of social services In the longer term, sustained poverty reduction de-
since 1991, and the rising incidence of AIDS. Food pends very heavily on expanding non-farm employ-
relief and supplementary feeding programs have pre- ment. Formal sector employment has only increased
vented a rise in malnutrition. School enrollment rates 1.5 percent a year since independence, so the majority
have been maintained, and infant mortality is still only of new entrants to the work force have had to seek
about 50 per 1,000. However, this is bound to rise over income earning opportunities in small-scale farming
the next few years, as over 5 percent of babies born are and informal sector activities. Though the structural
now HIV positive at birth. The progress achieved in adjustment program was in large part motivated by a
human resource development since independence is desire to generate additional employment opportuni-
now under pressure because of fiscal constraints, the ties, this has vet to be realized because of the limited
need to spread limited social sector resources among an supply response.
ever widening array of high level health and education
options, and the spread of AIDS. Real per capita spend- External Environment
ing on health and education has declined since 1991.

About 25 percent of the people in Zimbabwe were Zimbabwe's economy continues to be vulnerable to
poor in fiscal 1 991, and 7 percent were very poor, with external shocks from weather and world prices for ex-
insufficient purchasing power to secure access to an port commodities. Low and erratic rainfall has severe
adequate basic food basket. The average rate of poverty adverse effects on overall economic performance and
for Sub-Saharan Africa as a whole is 47 percent. The food security. To address the food security issue in the
overwhelming majority of Zimbabwe's poor live in short to medium term, an early warning system is in
semi-arid communal and resettlement areas, and there operation in collaboration with the other members of the
has been virtually no growth in these areas since the Southern Africa Development Community, and Zim-
mid-1980s. Production in these areas is now threatened babwe is holding a strategic grain reserve. A long-term
by the environmental fragility of the natural resource solution depends on the development and promotion of
base and the unsustainability of existing farming prac- more drought resistant crops, improvements in water
tices. Hence, improved access to better quality land for resource management. and further diversification of ag-
small-scale farmers and changes to farming systems to riculture.
avoid further environmental degradation are pressing Though exports are more diversified than in many
issues. The highly unequal distribution of agricultural other countries in Africa, a few primary products still
land and a poorly functioning land market reduce the comprise large shares of total exports; tobacco and gold
efficiency of land use and labor demand in rural areas. each constitute about 15 to 20 percent. Three encourag-
Unequal access to water and subsidies for water on large ing recent developments have been development of
farms exacerbate inequality and contribute to the inef- platinum mining, an increase in tourism, and continued
fectiveness of the land market. expansion of horticulture exports.
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Zimbabwe at a glance
Sub-

POVERTY and SOCIAL Saharan Low- I 
Zimbabwe Africa income Development diamond'

Population mid-1995 (millions) 11 0 589 3,188 Life expectancy
GNP per capita 1995 (US$) 540 490 460
GNP 1995 (billions US$) 5 9 289 1,466

Average annual growth, 1990-95

Population (%) 2.4 2.8 1.8 GNP Gross
Labor force (%) 2.4 2.8 1.9 p x

per -- -, -- primary
Most recent estimate (latestyearavatiable since 1989) capita \ enrollment

Poverty: headcount index (% of population) 26
Urban population (% of total population) 32 31 29
Life expectancy at birth (years) 57 52 63
Inlant mortality (per 1,000 live births) 55 92 58
Child malnutrition (% of children under 5) 16 38 j Access to safe water
Access to safe water (% of population) 74 47 75
Illiteracy (% of population age 15+) 15 43 34
Gross primary enrollment (% of school-age population) 119 71 105 -Zimbabwe

Male 123 77 112 Low-income group
Female 114 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1985 1994 1995 Economic ratios

GDP (billions US$) 3 5 4.5 5.8 6.3
Gross domestic investment/GDP 26.3 17.2 18.4 15.5 Openness of economy
Exports of goods and non-factor services/GDP 29.5 31.2 39.8 39.0
Gross domestic savings/GDP 25.1 21.3 18.3 16.5
Gross national savings/GDP 20.4 21.3 14.0 12 6

Current account balance/GDP -6.7 -3.4 -4.5 -3.0 Savings Investment
Interest payments/GDP 0.1 2.8 3 3 3.3
Total debt/GDP 5.3 53.4 75.4 72.8
Total debt service/exports 0.7 32.7
Present value ol debt/GDP .. . 60 3
Present value of debt/exports .. . Indebtedness

1975-84 1985-95 1994 1995
(average annual growth) - Zimbabwe
GDP 3.4 2.5 5.2 -1.1
GNP per capita 0.0 -0.8 -0 2 -3.5 Low-income group
Exports of goods and non-factor services 1.9 4.8 15 3 5.0

STRUCTURE of the ECONOMY
1975 1985 1994 1995 

(% of GDP) Growth rates of output and investment (%)
Agriculture 17.0 20.2 16 3 16.3 20
Industry 38.0 30.2 35.4 35.4 is

Manufacturing 23 5 22.9 26.4 26.4 o 
Services 45.1 49.5 48.3 48.3 -1 s 91 / 93 \4 9

Pnvate consumption 62.1 50.1 63.0 65.1 20 
General government consumption 12.8 28.6 18.6 18.5
Imports of goods and non-factor services 30.7 27.1 39.9 38.0 -GDI - GDP

1975-84 1985-95 1994 1995
(average annual growth) FGrowth rates of exports and imports (%)
Agriculture 0.2 3.2 3.0 -12.0 30

Industry -0.2 2.7 9.9 0.9
Manufacturing 3.1 2.4 10.0 -2 0 5

Services 5.5 2.5 3.1 1.7

Privateconsumption 3.8 4.4 -1.1 -1.4 ° 95
General govemment consumption 13.2 0.2 3.6 0.8
Gross domestic investment 0.2 -1.5 -0.4 -14.0 .rs

Imports of goods and non-factor services 5.6 4.2 8.5 -0.9 -Expor9 -lrrpons

Gross national product 3.1 2.0 4 2 -0.8 -Exports _ Imports

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show four key indicators in the country (in bold) compared with its income-group average If data are missing, the diamond will
be incomplete.
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Zimbabwe

PRICES and GOVERNMENT FINANCE

Domestic prices 1975 1985 1994 1995 Inflation (%)

(% change) T
Consumer prices 10.0 14.2 22.3 23.0 40

Implicit GDP deflator 9.5 7.3 24.2 22.6 3r

25
Government finance
(% of GDP) to
Current revenue 33.0 29.2 29.1 o 90 91 92 93 94 95

Current budget balance -5.8 -3.3 -5.0
Overall surplus/deficit -8.9 -11.2 -12.1 -GDPdef. ^-CPI

TRADE
1975 1985 1994 1995 Export and import levels (mill USS)

(millions US$)
Total exports (fob) 1,891 2.104 3o(o T

Tobacco 425 490
Gold 252 271
Manufactures . .. 682 727 2,000

Total imports (cif) 1,6865 1,824

Food . .. 50 51 nT FfFuelandenergy , ,, 201 217 1 000

Capital goods . .. 608 725
Export price index (1987=100) 188 971
Import price index (198 7= 100) . .. 108 118 9 90 91 92 93 94 95

Terms of trade (1987=100) 81 82 |[Exports Mimports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account batance to GDP ratio (%)

Exports of goods and non-factor services 1,002 1,229 2,305 2,555 °
Imports of goods and non-factor services 1,088 1,211 2,311 2,490 90 91 92 93

Resource balance -86 18 -6 65

Net factor income -63 -126 -309 -333 sl

Net current transfers -84 -45 56 79

Current account balance,
before official transfers -233 -153 -259 -189 -10

Financing items (net) 225 253 421 261 1
Changes in net reserves 8 -100 -162 -72

Memo:
Reserves including gold (mill. US$) 129 345 492 672
Conversion rate (local/US$) 0.6 1.6 8.1 8.7

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions US$) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 187 2,415 4,368 4,568

IBRD 19 205 556 560 G A
IDA 0 30 313 336 540 560

Total debt service 8 422 608 689 B

IBRD 5 16 84 94 336

IDA 0 0 3 3 F

Composition of net resource flows 772 c
Official grants 0 114 264 220 495
Official creditors -6 115 146 117
Private creditors 0 -68 -155 -130
Foreign direct investment 0 3 35 40 D
Portfolio equity 0 0 50 50 E 6B2

World Bank program 1183
Commitments 0 10 90 0 A - IBRD E -Bilateral
Disbursements 0 46 135 47 B -IDA D -Other multilateral F -Private
Principal repayments 5 0 42 48 C - IMF G -Short-term
Net flows -5 46 93 -1
Interest payments 1 17 46 48
Net transfers -5 29 47 -49

World Bank International Economics Department, September 1996
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Technical Notes

T he tables and graphs that follow each country text Labor force comprises "economically active" per-
provide a uniform statistical framework for ana- sons, including armed forces and unemployed but ex-
lyzing country economic performance. Most cluding homemakers and other unpaid caregivers and

indicators also appears in other World Bank publica- students.
tions such as World Debt Tables and the World PovcrtYv headcount index is estimated as the propor-
Development Report. The technical notes discuss the tion of population under the poverty line. The poverty
sources and methods used to compile the indicators lines are country-specific and are not comparable across
included in the Country at a glance tables, and in the countries.
World at a glance table at the front of the book. The t!rban Population - Urban population is the propor-
topics are listed in their order of appearance in the tion of the population residing in urbal areas. Estimates
country tables. are based on different national definitions of what con-

Readers should note that data for 1995 are prelinii- stitutes the urban area. Cross-country comparisons
nary and should be used with caution. should be made with caution.

LiJL expectancv at birth is the number of years a
Poverty and Social newborn infant would live ifprevailing patterns ofmor-

talitv at the time of its birth were to stay the same
Population numbers for mid-1995 are World Bank talitv-at ts life.

estimates. The World Bank uses the de facto definition throughout its life.
of acounrv'spopuatio, whch CLint allresients Infant mortality' ratle is the inumber of deaths of in-of a country's population, which counts all residents fants under one year of age per 1,000 live births in a

regardless of legal status or citizenship. Note that refu- given year.
gees not permanently settled in the country of asyluLI hild malnutrition (under 5) is the percentage of
are generally considered to be part of the population of children under five years with a deftciencv or an excess
their country of origin. of nutrients that interferes with health and genetic po-

Gross National Product (GNP) measures the total tential for growth Methods of assessment var, but thl
domestic and foreign value added claimed by residents, most commonly used are: less than 80 percent of the
It comprises GDP (defined below) plus net factor in- standard weight for ae less than minus two standard
come from abroad, which is the income residents receive deviations from the *0th percentile of the weight-for-
from abroad for factor services (labor and capital) less devi ation or therezti le of malnu-age reference population; or the Gomez scale of mialnu-
similar payments made to nonresidents who contributed trition
to the domestic economy. GNP and GNP per capita Access to saLjf water is the percentage of population
figures in U.S. dollars are calculated according to the with reasonable access to safe water supply (includes
IVorld Bank Atlas method of conversion. The Atlas treated surface waters or untreated but uncontaminated
conversion factor for any year is the average ofa coutn- vatcr such as that from springs, sanitarv wells, and
tryis exchange rate for that year and for the two preced- protected boreholes). In an urban area this may be a
ing years, adjusted for differences in relative inflation public fotuntain or standpost not more than 200 meters
between the country and the G-5 countries (France. awav. In rural areas it implies that members of the
Germany, Japan, the United Kingdom, and the United d
States.) This three-year average smooths fluctuations in he do notchave tend a disotionate pas
prices and exchange rates for each country. To derive the day' fetini
GNP per capita, the resulting GNP in U.S. dollars is cagdoer time.Z~~~~~~ ~~l1litt'racY (% a/fpopulation aige 15+j is the proportion
divided by the midyear popu lation for the relevant vears. of the population 15 years of age and older who cannot.

For incone group definition, see the first classifica- with understanding both read and write a short simple
tion table at the back of the book. statement of everydav life. This is only one of the three

Population - see above. wwidely accepted definitions and its application is subject
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to significant qualifiers in a number of countries. The they include goods, freight, insurance, travel, and other
data for the most recent estimates are from the illiteracy non-factor services. The value of factor services, such
estimates and projections prepared in 1989 by as investment income, interest, and labor income, is
UNESCO. More recent infomiation and a modified excluded. Current transfers are also excluded.
model have been used. Gross domestic savings are calculated by deducting

Gross primarv enrollment (% school-age popula- total final consumption from GDP.
tion) is the gross enrollment of all ages at the primary level Gross national savings equal gross domestic savings
as a percentage of school-age children as defined by each plus net factor income and net current private transfers
country. Although many countries consider primary from abroad.
school-age to be 6-11 years, others use different age Current account balance before official transfers is
groups. Gross enrollment may be reported in excess of 100 the difference between (a) exports of goods and services
percent if some pupils are younger or older than the coun- (factor and nonfactor) as well as inflows of unrequited
try's standard range of primary school age. private transfers and (b) imports of goods and services

The development diamond portrays four important as well as all unrequited private transfers to the rest of
socio-economic indicators for a given country compar- the world.
ing them with the corresponding averages for the coun- Interest payments (on long-term debt) are the actual
try's income group. The averages for the income group amounts of interest paid in foreign currency, goods, or
form a reference diamond, which is represented by a fine services by the borrower during the year.
line. Any point outside the reference diamond indicates Total debt includes total disbursed external debt
the country's position exceeding the group average, and (long- and short-term debt and the use of IMF
any point inside the reference diamond represents the credit) outstanding at year end.
country's position below the group average. Where data Total debt service/exports and present value of
are not available, only part of the diamond appears. debt/exports is the percentage ratio to exports, which, in
Since the reference diamond represents different values this case, include goods, non-factor services, factor in-
in different income groups, comparisons should be lim- come, and workers' remittances.
ited to the same income group. Present value of debt is the discounted sum of all debt

service payments due over the life of the existing loans.
Key Economic Ratios and Long-Term Trends The discount rates use interest rates charged by OECD

countries for officially supported export credits.
Key ratios are calculated as percentage shares of GDP - see above.

GDP or exports at current prices. The numerator of each GDP - see PeynSi
ratio is defined below. The denominator G DP is defined GNP per capita - see Poverty and Social.
below and the export denominator used is exports of
goods and services plus workers' remittances from the Structure of the Economv
rest of the world.

GDP at purchasers' prices (market prices) measures The percentage ratios of GDP are calculated from
the total output of goods and services for final use data in current prices, and growth rates are calculated
produced in the economy during the period, regardless from data in constant prices. Shares in production indi-
of the allocation to domestic and foreign claims. It does cate the ratios of each sector's value added to GDP at
not deal adequately with depletion and degradation of basic, producers', or purchasers' prices (market prices).
natural resources. National currency GDP is converted Agriculture covers livestock, forestry, hunting, and
into US dollars at the relevant year's conversion rate. fishing, as well as farming. In developing countries with
For the former Soviet Union economies, a special con- high levels of subsistence farming, much agricultural
version factor was used to derive dollar GDP, any ratios production is either not exchanged or not exchanged for
involving these GDP figures should be used with cau- money. This increases the difficulty of measuring the
tion. The estimate ofGDP used for ratio calculations for contribution of agriculture to GDP and reduces the
production sectors is on the same basis as the compo- reliability and comparability of such numbers.
nents either at purchasers' prices or producers' prices. Industry comprises value added in mining and quar-

Gross donmestic invesiment consists of outlays on rying: manufacturing (also reported as a separate sub-
additions to the fixed assets of the economy plus net group); construction; and electricity, gas, and water.
changes in the level of inventories in all production Services comprise all other branches of economic
units. activity, including imputed bank service charges, import

Exports (imports) of goods and non/actor services duties, and any statistical discrepancies noted by na-
represent the purchasers' value of all goods and nonfac- tional compilers.
tor services provided to (and Irom) the rest oftthe world;
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Private consumption is the final consumption expen- across customs borders. Exports are valued f.o.b. (free
diture by household and non-profit institutions on all on board) and imports c.i.f. (cost, insurance and freight)
goods and services, including durable products (such as unless otherwise specified in the foregoing sources.
cars, washing machines, and home computers). It ex- Manufactures comprise commodities in SITC Sec-
cludes purchases of dwellings but includes the imputed tions 5 through 9 (chemicals and related products,
rent for owner-occupied dwellings and self-consumed basic manufactures, machinery and transport equip-
products. nient, other manufactured articles and goods not

General government consumption includes all cur- elsewhere classified) excluding Division 68 (nonfer-
rent expenditure for purchases of goods and services by rous metals).
all levels of government. All expenditure on national Food covers the commodities in SITC Sections 0, 1,
defense and security is regarded as consumption expen- and 4 and Division 22 (food and live animals, beverages
diture. and tobacco, animal and vegetable oils and fats, oil-

Imports/Exports of goods and nonfactor services - see seeds, oil nuts and oil kernels).
Key Economic Ratios. Fuel and energy comprise commodities in SITC Sec-

Gross domestic investment - see Key Economic Ra- tion 3 (mineral fuels and lubricants and related materi-
tios. als).

Agriculture - see above. Capital goods comprise commodities in SITC Sec-
Industry - see above. tion 7 (machinery and transport equipment).
Services - see above. Export/import price indexes are price indexes in US
Private Consumption - see above. dollar terms for measuring changes in the aggregate
General government consumption - see above. price level of a country's merchandise exports and im-
Export/imports of goods and non-factor services - ports over time.

see above. Terms of trade is the relative level of export prices
GNP - see Poverty and Social. compared with import prices, calculated as the ratio of

a country's index of average export price to the average
Prices and Government Finance import price index.

Consumer prices refer to retail prices of goods and Balance of Payments
services used for private consumption of households.

Implicit GDP deflator is an overall measure of price Balance of payments data shown are based on the
performance in the economy. Derived by dividing cur- International Monetary Fund's fourth manual on the
rent price estimates of GDP at market prices by the balance of payment data.
constant price estimates of GDP. Exports/imports of goods and nonfactor services -

The high-income group inflation rates for the World see Keey Economic Ratios.
at a Glance table are GDP-weighted averages percent Resource balance is exports of goods and nonfactor
local currency inflation; regional income group rates are services minus imports of goods and nonfactor services.
medians. Nelfactor income is the income received from abroad

Current Revenue - Current revenue comprises all for factor services (labor and capital) less similar pay-
taxes and non-repaying government receipts, whether ments made to nonresidents who contributed to the
requited or unrequited, other than grants. domestic economy.

Current budget balance is the excess of current reve- Net c urrent transfers are private net transfer pay-
nue and grants received over current expenditure. ments-between private persons and nonofficial organi-

Overall surplus/deficit is total revenue and all grants zations of the reporting country and the rest of the
received, less the sum of total expenditure and govern- world-that carry no provisions for repayment. In-
ment lending minus repayment. cluded are workers' remittances; transfers by migrants;

gifts, and other support remittances. Net current trans-
Trade fers are equal to the unrequited private transfers of

income from nonresidents to residents minus the unre-
The categorization of exports and imports follows the ite pria trasfers fo residents tonosidenrs

Standard International Trade Classification (SITC), Se- qurted private translers from residents to nonremidentsi
ries M, No. 34, Revision I . Note that in some cases, (for C urrent account balance - see Kev Economic Ratios.ries M No. 4. Reision . Not thatin som case, (fo Financing Item (net) refers to all net capital and
example, fuel), the export subcategorv may be listed Fiacn i.i .tet reer to al ne aia n

eeo marm be the financing items including net capital transfers, net in-
more than once. These represent different forms of the

commoity nd ae threfoe shwn sparaely.vestment inflows, niet borrowings, and errors and omis-commodity and are therefore shown separately. in
Total exports (f.o.b.)/imports (c.iJ) cover, with sions.

some exceptions, international movements of goods
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Changes in net reserves comprise the net change in cost of borrowing. The grant equivalent of a loan is its
a country's holdings of international reserves resulting commitment (present) value, less the discounted present
from transactions on the current and capital accounts. value of its contractual debt service.
These include changes in holdings of monetary gold, Total debt service is the debt service payment (prin-
SDRs, reserve position in the International Monetary cipal repayments and interest payments) on total long-
Fund, foreign exchange assets, and other claims on term debt and use of IMF credit plus interest payment
nonresidents that are available to the central authority. on short-term debt.
The measure is net of liabilities constituting foreign Total debt service (IBRD) is the total debt service for
authorities' reserves, and counterpart items for valu- non-concessional debts from the International Bank for
ation of monetary gold and SDRs, which are reported Reconstruction and Development (IBRD).
separately in IMF sources. Total debt service (IDA) is total debt service for the

Reserves including gold comprise a country's mone- public and publicly guaranteed debt outstanding from
tary authorities' (central bank, currency boards, ex- the International Development Association (IDA).
change stabilization funds, and treasuries) holdings of Official grants are defined as legally binding com-
SDR, reserve position in the International Monetary mitments that obligate a specific value of funds avail-
Fund, foreign exchange and official holdings of gold able for disbursement for which there is no repayment
valued at year-end London market price. requirement and it excludes technical cooperation.

Conversion r ate (local currency unitsIUSS) for most Official creditors are net flows on public and publicly
countries is the official exchange rate as reported in the guaranteed debt from official creditors and include
International Financial Statistics (line rf/wf - period loans from international organizations (multilateral
average), expressed in units of national currency per loans) and loans from governments (bilateral loans).
U.S. dollar. For those countries where the official ex- Excluded are loans from funds administered by an inter-
change rate is judged to diverge by an exceptionally national organization on behalf of a single donor gov-
large margin from the rate actually applied in interna- emiment. Net flows (ornet lending ornet disbursements)
tional transactions, it is a Bank staff estimate. are disbursements minus principal repayments.

Private creditors are net flows on public and publicly
External Debt and Resource Flows guaranteed debt from private creditors and private non-

guaranteed external debt including bonds that are either
Debt indicators presented are compiled on a consis- publicly issued or privately placed; commercial bank

tent basis as reported to the World Bank's Debtor Re- on adthrpitecdtsfmmnucuesex
portin- Svstm bv menibe countrics.loans, aild other private credits from nianufacturers ex-

t s . porters, and other suppliers of goods, and bank credits
Total debt outstandinig and disbursed is the sum of

public and publicly guaranteed long-term debt, private Fovreign di re ntmentfis the nedit invse
nonguaranteed long-term debt, the use of 1MF credit, thatis dect ireanment i ntest
and short-term debt, all disbursed, outstanding at year- (usuall 10 pcnt o lstock in aneentierpse
end. (usually 10 percent of voting stock) an enterprise

operating in country other than that of the investor
Total dtebt outstanding and disbiursecd (IBRD) is the
Totlicandpublicvguaratee debt outstandingcanddD, isom t (defined according to residency), the investor's purpose

public a p i gbeing an effective voice in the management of the enter-
the International Bank for Reconstruction and Develop-
imient (IBRD) and is nonconcessional. Nonconcessional prise. It Is the sum of net equlty capital, net renvestment
debt excludes loans with an original grant element of 25 oterm ital ashow ingte b a paymets.
percent or more. Long-term debt outstanding and dis- Porfol aquihow is the sumaof ountrymfnds,
bursed (LDOD) Is thie total outstandin- long-terni debt Po(lieqt vsthsuofcnryud,dps-

bursed LDDisetoaottnntory receipts (American or global), and direct purchases
at vear end. at year end. ~~~~~~~~~of shares bv foreign investors.

Total debt outstanding and disbursed (IDA) is the Commitmen afreig thesumof e
public and publicly guaranteed debt outstanding from

on public and publicly guaranteed concessional loans
the International Development Association (IDA) and is
concessional. Concessional debt is defined as loans with DvopR the Interational Develop-
an original grant element of 25 percent or iore. The evelopment (IBRD) and the International Develop-
grant equivalent of a loan is its comnitment (present) amount of loans for which contracts were signed in the
value, less the discounted present value of its contractual
debt service- conventionally, future service pavments year specified.

Disbursements are the sum of the drawings on publicare discounted at 10 percent. The grant element of a loan and publicly guaranteed debt, committed during the
is the grant equivalent expressed as a percentage of thea uc idIsoth oyear, from the International Bank for Reconstruction
amiount conim itted. It Is used as a nieasure of the overall anDelomt IR)ndhenertialevl

and Development (IBRD) and the International Devel-
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opment Association (IDA). Public and publicly guaran- tional Bank for Reconstruction and Development
teed debt outstanding from the IBRD is nonconces- (IBRD) and the International Development Association
sional. Public and publicly guaranteed debt outstanding (IDA).
from the IDA is concessional. interest payments are the sum of interest paid on the

Principal repayments are the sum of principal repaid public and publicly guaranteed debt outstanding from
on public and publicly guaranteed debt outstanding from the International Bank for Reconstruction and Develop-
the International Bank for Reconstruction and Develop- ment (IBRD) and the International Development Asso-
ment (IBRD) and the International Development Asso- ciation (IDA). Interest payments (LINT) are actual
ciation (IDA). Public and publicly guaranteed debt amounts of interest paid in foreign currency, goods, or
outstanding from the IBRD is nonconcessional. Princi- services in the year specified.
pal repayments are actual amounts of principal (amorti- Net lrans,krs are the sum of net transfers, which are
zation) paid in foreign currency. goods. or services in net flows minus interest payments (or disbursements
the year specified. minus total debt service payments), on public and pub-

Net flows are the sum of net flows. which are dis- licly guaranteed debt outstanding from the International
bursements minus principal repayments. on public and Bank for Reconstruction and Development (IBRD) and
publicly guaranteed debt outstanding from the Interna- the Interinationial Development Association (IDA).
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Table I Classification of economies by income and region, 1996-97

Sub-Saharan Afrticta Asia Euirope ard Ceitral Asiai Middle East and Nortih Africa

East arid Easter n
Income Soa/hern Fast Asia arid Eujr-ope anid Rest of- Middle North
group Subgroup Africa IWest Af/ica Pacific South Asia Central Asia Europe East Africa Americas

Atigola Betiru Caimbodia Afghanistan Albaiiia Yemen, Rep Guyana
Btirundi BLurkina Faso Chinia Bangladesh Armenia Haiti
Comnoros Cameroon Lao PDR Bhiutan Azerbaijan Honiduras
Eritrea Ceiitral Africani Moigolia India Bosiiia arid NicaragLua
Ethiopia Repablic Myanniar Nepal llerzegovina
Kenya Chad Vreltiiami Pakistaii Georgia
Madagascar Coiigo Sri Larka Kyrgyz Repiblic
Malawi Clte dilvoire fajikistas
Mozambiqtie Equatorial ('iliirea
Rwarrda Giarribra. Tlie

(I.iw- Somalia Ghania
irtciiie Suidan Guiinea

Tanizaniia Giiiiica-Bissau
Uganda I iberia
Zairc Mali
Zambia Mauritania
Zimbabwe Niger

Nigeria
Sao Tomire

arid Prilntrpe
Senegal
SleCTa L.c(Wule

lo'go.

Botswanla C'ape Vereic Fiji Maldives ltelariis Tuirkey Iran. Islanric Rep. Algeria Belize
Diibouiti tidoiicsia Builgariur Iraq Egypt, Arab Bolivia
L esotio K iibati I-stoina Jordaii Retp. Colonibra
Namiiibia Korea. Deiii Rep. Kazakstan ILebanon Morocco Costa Rica
Ssvazilazid Marshall Islands s.atvia Syrian) Arab Tunisia Cuba

Micronesia, Lirlitiaiiia Republic l)ominica
Fed Sts. Macedonia. West Banik Doniinican

P5aptia New I YRa and Gaza Republic
Guica Miiilos a Ecuiador

jrinser Phiippinies Polanrd El Salvador
Solomnri Islands Romraniia Greniada
(luaualard Rurssian Griateniiala
lIoaga Federationi Jamaica
Vanslatls Slovak Repuiblic Pananra
Werrtcr Saioa Turk,niicnistan Paraguay

Ukraiine Peru
lIzbel,istan St. Vincent aiid

AudiIcle- Yuigoslax la, the Greniadines
oryiime Fed Rep Siriiiaine

Venezuiela

Mauritius Gabori Aiiiericai Samoa Cloaira Greece Baluraini Libya Anitigua and
Mayotte Malaysia Czech Repuiblic Isle of Mani Omani Barbuda
Scychelles I tlliigary Malta Saudi Arabia Argentina
Sotnh Africa SIoies ua Barbados

Brazil
Chile
Griadeloupe

IUpjper Mexico
Pnietno Rico
St Kiuts and

Nevis
St Lucia
Triinidad

and Tobago
Uruguay

Subtotal: 1 58 26 23 21 8 27I 4 10 5 3 4
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Table I (continued)

Sub-Saharan Africa Asia Europe and Central Asia Afiddle East and North Africa

East and Eastern
Income Southern East Asia and Europe and Rest of Middle North
group Subgroup Africa West Africa Pacific South Asia Central Asia Euirope East Africa Americas

Australia Austria Canada
Japan Belgium United States
New Zealand Denmark

Fin land
France
Germanv
Iceland
Ireland

Countries Luxembourg
Netherlands
Norwah
Portugal

Illgh- Spairn
income Sweden

Switzerland
United

Kinigdom

Reunion Brunei Andorra Israel Aruba
French Polynesia Channel Islands Kuwait Bahamas, The
Guani Cyprus Qatar Bermuda
Hong Kong Faeroc Islands Uniled Arab Cayma, Islands

NonOECD Korea, Rep. Greenland Emirates French Guiana
Countries Macao Liechtenstein Martinique

New Caledoania Moiiaco Netherlands
N Mariana Antilles
Islands Virgin

Singapore Islands (uS)
OAEb

Total: 210 27 23 34 8 27 28 14 5 44

a Former Yugoslav Repuiblic of Macedonia
b. Other Asian economies-Taiwan, Chinia

For operational and analytical purposes, the World Bank's main Definitions of groups
criterion for classifying economies is gross national product (GNP)
per capita. Every economy is classified as low-income, middle- These tables classify all World Bank member countries, and all other
income (subdivided into lowcr-middle and upper-middle), or high- economies wkith populations of more than 30.000.
income. Other analytical groups, based on geographic regions,
exports, and levels of external debt, are also used. Incomte groutp: Economies are divided according to 1995 GNP per

capita, calculated using the Wforld Bank Atlas method. The groups are:
Low-income and middle-income economies are sometimes referred low-income. $765 or less: lower-middle-income, $766-$3.035; upper-
to as developing economies. The use of the term is convenient: it is middle-income. $3,036-$9,385; and high-income. $9,386 or more.
not intended to imply that all economies in the group are
experiencing similar development or that other economies have The estimates for the republics of the former Soviet Union are
reached a preferred or final stage of development. Classification by preliminary and their classification will be kept under review.
income does not necessarily retlect development status.

577



Table 2 Classification of economies by major export category and indebtedness, 1996-97

Lo w- and middle-income

Low-income 'uiddle-incomne High-inicome

.Severe(v Mloderatelv Less Severetv Mloderaitel Less Not classijied
Groutp indebted indebted itndebted inidebted indebred indebted by indebtedness OECD nonOECD

liidia Armenia Builgaria Russianl Belarus Cawada Hong Kong
Pakistan Chinza Federario[i Czech Repiblic Finland Israel

Georgia Lstonia Gennaniy Korea. Rep.
Kyrgyz Korea, I)evi Irelanid Macao

Republic Rep Italy Singapore
Latvia Japan OAEa

1ypiorier.s of Lebanon Sweden
uianujr fiures Lilthuania Switzerland

Malaysia
violdova

Phsilaiid
tUkrallle
I zbekistan

Buruandi Albania Monigolia Bolivia Chille Botswaiia Ainerican Sairioa Iceland Faeroe Islands
C6te d ihoire Cliad Cuba Namiibia GLiadeloupe New Zealanid French Guiana
Equatorial Gi iiiea M.alawi Perui Solouioii Islanids Greenilanid
Gharna Zinibabwe Stirinamiie Reuniion
Guiniea Swauilaiid
Guiinea-Bissaii
Guyana
IIoilduras
Liberia
Madagascar
Mali

1 rptwier, Mauritanta
iifilnflel My anorar
pro,iav Nicaragua
protdluei Niger

Rwanida
Sao Tome

and Principe
Soiiialia
Suldan
TaiiLzaiia
Togo
(Jgauida
Vietniai
Zaire
Zaii bia

Angola Algeria Venezuiela Bahraie Brunei
Congo Gaboi lisan, slaniic Qatar
Nigeria Iraq Repuiblic Unlited Arab

E:porfers Libya Emirates
of fuelu Onlan
(uInin/v il) Saudi Arabia

I riiuidad
aid Fobago

'Utirkuiueuistan

Camiibodia Benin Bihulan Jamaica Cape Verde Aiutigiua anid United Aruba
Ethiiopia Coinoros Bluirkina Faso Jordan Domninicani BarbiLda Kinigdom Bahamas. The
Mozambique Gambia. The Paniamiia Republic Barbados Bermuda
Yemeii. Rep Haiti Egs pr, Arab Belize Cayman Islands

Nepal Rep I)jubouti Cyprus
Greece Ll Salvador Frenich Polynesia
Morocco Fill Kuwait
Westeni Samoia tjienada Maniniquie

Lrxpiirivrs Kiribati Monliaco
If sc'rv'ices Lesotluo

Nlaldil cs

P'a ragupai
Seycllelles
St Kilts and

Ne,i3
St [AiCeia
Tiiniga
Vi iuatu
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Table 2 (continued)

Low- and mriddle-inconie

Low-income Mliddle-income High-income
Severely Mocderately Less Severey' Aloderatelv Less Not classified

Grouip inidebted indebted indebted indebted indebted indebted by indebtedness OECD nonOECD

Afghanistan Bangladesh Azerbaijan Argentina Colombia Costa Rica Australia Nctherlands
Cameroon Lao PDR Sri Lanka Brazil Hungary Doininica Austria Antilles
Central African Senegal Tajikistan Ecuiador Indonesia Gtiatemala Belgium

Republic Mexico Papsia New Kazakstani Denmark
Diversified Kenya Poland Guiniea Malta France
erportersh Sierra Leone Syrian Arab Philippines MauritiLs Luxembourg

RepLublic T'uinisia Sothli Africa Netherlanids
Tuirkey St. Vinicent and Norway
Jruiguay the Grenadines Portugal

Yugoslavia. Spain
Fed. Rep Uiiited States

Croatia Bosnia and Anidorra
Macedoiiia, Herzegovina Channel Islands
lYRc Eritrea Guam

Sl'vak Republic Isle of Man Liechteiisiein
NVir cla.sified Slosenia Marshall Islanids New Caledonia
hi erport Mayotte N. Mariana
colegorrv Micronesia, Islands

Fed. Sts. Virgin
Puerto Rico Islaiids (US)
West Bank

and Gaza

Number of
economies 210 37 14 to 16 17 54 10 22 30

a Oilier Asiaii economies-Taiwan, China.
b Econonies ini which no single export category accounts for 50 percent or mole of total exports
c Former Yiigoslav Reptiblic of Macedonia

Definitions of groups

TIhese tables classifv all world Bank member economies, plus all either of the two key ratios is above critical levels: present value of
other economies with populations of more thtan 30.000. debt service to GNP (80 percent) and present value of debt service

to exports (220 percent). Moderatelv indebted means either of the
Major export category: Major exports are those that account bor 50 two key ratios exceeds 60 percent ot; but does not reach, the critical
percent or more of total exports of goods and services from one levels. For economies that do not report detailed debt statistics to
category. in the period 1990-93. The categories arc: nonfuel the World Bank Debtor Reporting System (DRS). present-value
primary (SITC 0.1,2.4, plus 68): fuels (SITC 3); manufactures calculation is not possible. Instead. the following methodology is
(SITC 5 to 9, less 68): and services (factor and nonfactor service used to classify the non-DRS economies. Severely indebted means
rcceipts plus workers' remittances). If no single catcgory accounts thrce of four key ratios (averaged over 1992-94) are above critical
for 50 percent or more of total exports. the economy is classificd levels: debt to GNP (50 percent); debt to exports (275 percent); debt
as diversijeel, service to exports (30 percent): and interest to exports (20 percent).

Moderately indebted means three of the four key ratios exceed 60
Indebtedness: Standard World Bank detinitions ot severe and percent ol; but do not reach. the critical levels. All other classitied
moderate indebtedness, averaged over three years (1992-94) are low- and middle-income economies are listed as less-indebted.
used to classify cconomies in this table. Severelv itndebted means
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DATA ON CD-ROM AND DISKETTE

All data series in the annual publications described below are available in time series on World * Data 1995: World Bank Indicators on CD-ROM
This product features over 700 time-series indicators for the period 1960-94, as we1l as the full text of Trends in Developing Economies 1995. The

.,. 5 CD-ROM employs the World Bank's *sTARsa retrieval system, which allows users to view and manipulate the data and to export it ro spreadsheet
and database format and to any program that reads Assai characters. World * Data requires an IBM-comparible computer running DOs 2.1 or higher,
a CD-ROM reader, and at least 512K of available memory.

A new product, World Debt Tables 1996 on CD-ROM, is also available. It indudes both the analytical text and summary data from Volume I and
the country data from Volume 2.

The data series for the individual publications described below are also available in time series on 3.5-inch diskettes in the *STARS* retrieval sys-
tem. *STARS* diskette products require an tBM-compatible computer running DOs 2.1 or higher and 512K or more of available mcmory.

WORLD DEBT TABLES 1996

Provides complete and up-to-date data on the debt and international capital flows of developing countries. This two-volume set gives debt data for
151 countries. Volume 1 analyzes and summarizes external finance for developing countries. Data presented in both volumes are compiled from the
World Bank's exdusive Debtor Reporting System. The tables give statistics by country on public and publicly guaranteed long-term debr, private
nonguaranteed long-term debt, short-term debt, and International Monetary Fund credits. Indicators report on debr outstanding, undisbursed
debt, commitments, disbursements, repayments of principal, net flows, interest payments, and net transfers. Also provided are data on the currency
composition of long-term debt, debt restructuring, and debt service projections. Aggregate data are presented for all countries and for selected
groups, induding principal borrowers and highly indebted countries.

WORLD DEVELOPMENT REPORT 1996

This series, now in its nineteenth year, has been described as "the most influential document in setting the agenda for the development debate."
World Development Report 1996 focuses on the transition from plan to market-in particular, in Central and Eastern Europe, the newly indepen-
dent states of the former Soviet Union, Vietnam, and China. It covers a range of topics, induding macroeconomic policy and structural change,
privatization, legal and financial reforms, corruption, government reform, and the role of international integration. It includes selected World
Development Indicators-statistical tables that this year provide instant access to a selection of the most currenc data available on social and eco-
nomic development in more than 200 economies, induding the countries of the former Soviet Union and the Eastern and Central European
economies. Topics range from agricultural production to the percentage of women in the labor force.

WORLD TABLES 1995

The most detailed print collection of economic data published by the World Bank. This edition provides economic, demographic, and social data
%for about 164 economies and basic indicators for an additional 45 economies. The time series spans 1973 to 1993. Data are organized by topic and

by country. The topical pages report GNP, GDP, domestic savings and investment, imports and exports, and other economic indicators for individual
countries, geographic regions, and income groups. The country pages consist of four-page tables for most of the World Bank's members, presenting
data on GNP per capita, population, origin and use of resources, domestic prices, manufacturing activity, monetary holdings, central government
finances, foreign trade, balance of payments, and external debt.

WORLD BANK COUNTRY STUDIES

* : Country Studies are informal documents originally prepared for internal use as part of the World Bank's continuing analysis of the economic and
related conditions of its developing member countries and to assist in its dialogue with governments. Documents induded in this series are pub-
lished with the consent of the government involved. For complete information about the Bank's publications, please contacr the World Bank (202-
473-1155) or access the Bank's Publications database on the Internet/World Wide Web (htrp://www.worldbank.org) and select Publications.
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