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The effects of the crises of 1997–99, from
East Asia to Russia and Brazil, persist
in many aspects. In most developing

countries growth remains weak and well be-
low precrisis trends. Social dislocations are
severe, and have increased not only in Asia
but also in other affected countries. Progress
in poverty reduction has stalled in the devel-
oping world at the end of the 1990s, and the
number of poor is rising in most regions. At
the same time, recent developments in the glo-
bal economy have been encouraging, with
signs of strong initial recovery in the East Asian
crisis economies and continued expansion in
the industrial countries leading to a bottom-
ing-out of world industrial production and
trade.

For countries at the epicenter of the crisis
in East Asia, corporate restructuring and a res-
toration of sound financial institutions will
need to be addressed in an aggressive manner
for growth to broaden and attain sustain-
ability. As well, many commodity and oil-de-
pendent countries, especially in Sub-Saharan
Africa, have been affected by extreme volatil-
ity in commodity prices and more recent weak-
ness in prices of tropical products. This report
reviews the evidence of the social impact of
the recent crisis, and more broadly of exter-
nal shocks, with a particular focus on the poor
in chapter 2. The intertwined issues of corpo-
rate and financial restructuring and their sig-
nificance for growth recovery and its
sustainability in East Asia are assessed in chap-

ter 3. Chapter 4 explores how two of the
groups of countries most affected by recent
boom-bust cycles in commodity prices, the
major oil exporting and Sub-Saharan coun-
tries, have adjusted and assesses the implica-
tions for their growth prospects.

In forecasts prepared in March, the
growth rate for developing countries was es-
timated at 1.5 percent for 1999—which would
have marked the weakest performance for
these countries since the debt crisis of the early
1980s.1  But a gradual build-up in the momen-
tum of developing country growth through
2001 was anticipated to be driven by several
factors: the effects of policy measures under-
taken in major industrial countries (including
interest rate reductions in the United States
and Europe, and large fiscal stimulus measures
in Japan); early signs of recovery in the crisis
countries of East Asia, especially apparent in
the Republic of Korea, Malaysia, and Thai-
land; and more broadly, an easing of finan-
cial conditions in developing countries,
evidenced in widespread declines in domestic
interest rates and rising equity markets. Pri-
vate capital flows to emerging markets were
anticipated to fall well below levels of 1998,
but to show a gradual improvement over the
course of the year.

The importance of the factors identified
in the March forecasts in shaping the global
recovery has generally been confirmed—but
the magnitude of these effects have been much
larger than anticipated, especially with respect
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to the strength of Asian recovery. Addition-
ally, evidence from the second and third quar-
ters of 1999 has revealed two surprising
developments. First, the adjustment in some
of the worst-hit countries, including Russia and
Brazil, has been much more favorable than ex-
pected. Second, a sharp increase in oil prices
followed the decision of the Organization of
Petroleum Exporting Countries (OPEC) in
April 1999 to curtail oil supplies, benefiting
developing countries that depend heavily on
oil exports.

The positive evidence has been strong
enough to support a substantial upward revi-
sion of the March projections for growth, not

only for developing countries but also for the
world economy. Developing country growth
is expected to be significantly higher for 1999
and moderately higher for 2000. The growth
rate for 2001 is expected to remain at about
the March level (table 1.1). Global growth is
now expected to accelerate to 2.6 percent in
1999 and 2.9 percent in 2000, marking up-
ward revisions of 0.8 and 0.5 percentage points
respectively from earlier projections. For de-
veloping countries, GDP growth for 1999 is
expected to be 2.7 percent—a revision of 1.2
percentage points from the March forecasts—
and the outlook for 2000 has been upgraded
by 0.5 percentage points.

Table 1.1  Global conditions affecting growth in developing countries, 1998–2001
(percentage change from previous year, except LIBOR)

Global Development
Current Finance 1999

Estimate Forecasts Forecasts
1998 1999 2000 2001 1999 2000 2001

World GDP growth 1.9 2.6 2.9 2.8 1.8 2.4 2.8
G-7 countriesa 1.8 2.6 2.4 2.1 1.7 1.9 2.1
Low- and middle-income countries 1.6 2.7 4.2 4.5 1.5 3.7 4.6
Excluding Eastern Europe and CIS 2.1 3.0 4.5 4.8 2.1 4.0 4.8
Memo item
Low- and middle-income countries
   per capita GDP 0.1 1.2 2.8 3.1 0.0 2.2 3.1

World trade volume 4.2 5.0 6.4 6.3 4.2 5.8 6.2

Inflation (consumer prices)
G-7 countriesa,b 1.4 1.3 1.6 1.8 1.4 1.8 2.0
United States 1.6 2.2 2.5 2.5 2.3 2.6 2.7

Commodity prices (nominal U.S. dollars)
Commodity prices, except oil –15.7 –11.2 2.8 4.2 –6.3 1.7 5.1
Oil price (weighted average) –31.9 37.8 2.8 –2.7 –8.2 25.0 6.7
Manufactures export unit valuec –3.9 –0.6 2.5 2.5 1.3 2.6 2.7

Interest rates
Six-month LIBOR (U.S. dollars, percent per annum) 5.6 5.5 6.0 6.0 5.0 6.0 6.0

Exchange ratesd

U.S. dollar per German mark –1.7 — — — — — —
U.S. dollar per Japanese yen –7.6 — — — — — —

—  Not applicable.
a. Canada, France, Germany, Italy, Japan, the United Kingdom, and the United States.
b. In local currency, aggregated using 1988–90 GDP weights.
c. Unit value index of manufactures exports from G-5 to developing countries, expressed in U.S. dollars.
d. Positive figure is appreciation of local currency versus dollar.
Note: The Republic of Korea has been reclassified as an upper-middle income country.
Source: World Bank, Global Development Finance 1999; World Bank Development Prospects Group, November 1999.
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Positive as these revisions are, they mask
the considerable fragility of developing coun-
tries, which have yet to recover fully from the
financial crises of 1997–99. Nor do the aggre-
gates reflect the very uneven patterns of growth
and recovery among regions. Save for East Asia
and South Asia (regions bolstered by growth
in China and India), aggregate real per capita
incomes in 1999 are expected to decline or stag-
nate in several developing regions.2  Further, the
news since March has not been all good. The
tightening of oil supply has meant higher im-
port bills for many developing countries and
increased import prices in some industrial
economies, where growth has been outstrip-
ping estimated potential. And the favorable
financial conditions have not made interna-
tional investors less risk averse, as evidenced
in interest rate spreads at high levels. Interna-
tional capital flows to developing countries
have fallen much more sharply than anticipated.

Long-term projections for growth in de-
veloping countries (presented at the end of the
chapter) have been downgraded by 0.3 per-
centage points from forecasts of one year ago,
suggesting that growth in developing countries
as a group in 2002–2008 is likely to be lower
than in the precrisis 1990s. This estimate re-
flects several factors, including a somewhat
less favorable external environment; and, im-
portantly, prospects for a protracted work-out
of structural weaknesses in developing coun-
tries—particularly in financial systems and
fiscal positions—that have become more ap-
parent in the wake of the crisis. One implica-
tion of lower long-term projections is that
progress on poverty reduction will be slower.
And for some regions, including Sub-Saharan
Africa and Latin America and the Caribbean,
reductions in poverty are likely to remain be-
low the targets recently adopted by the inter-
national community.

The external environment for
developing countries is improving

The external environment for developing
countries is expected to improve further

in 2000 and 2001. Growth among the three
industrial-country centers is expected to be
more balanced. Policies geared toward achiev-
ing a soft landing in the United States, stem-
ming deflationary tendencies and shifting the
impetus for growth from the public to the pri-
vate sector in Japan, and fostering business
activity in the European Union (EU) will sup-
port this shift. One result of these transitions—
should they occur smoothly—would be a
broadening of the locus of ‘locomotive power’
for the world economy from the United States
to include Europe. A modest increase in inter-
national interest rates is likely to accompany
efforts to slow the momentum of the U.S.
economy. But for developing countries, the
benefits of a smooth transition to more sus-
tainable growth in the United States clearly
outweigh the potential cost of a hard landing,
and would likely be reflected in reduced risk
perceptions.

Exchange rate developments that occurred
in 1998–99 will exert some influence on the
global distribution of demand in 2000 and
2001. In particular the initial weakening of
the euro against the dollar and the yen should
provide a boost to European exports, support
manufacturing in Germany and Italy, and
stimulate growth more broadly in the Euro
Area. On the other hand, the strengthening of
the yen poses some risk to the nascent recov-
ery in Japan.

Stronger growth in the EU and stabiliza-
tion in Japan will help firm up export mar-
kets for many developing countries. In
particular, Central and Eastern Europe, the
Maghreb countries, and Sub-Saharan Africa
will benefit from an upturn in European im-
port demand. Resumed growth in Japanese
imports will further boost expanding
intraregional trade in East Asia. Although
growth in U.S. imports is likely to slow from
its recent highs, it should remain strong enough
to provide Latin American and Asian export-
ers with opportunities for continued market
expansion.

Developments in global commodity mar-
kets are likely to have strongly differentiated
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effects across developing countries. Non-oil
commodity prices, which bottomed out dur-
ing 1999, should undergo a moderate firming
that will help bolster export revenues for many
countries in Sub-Saharan Africa, Latin
America, and East Asia. In addition, the like-
lihood of only modest near-term changes in
dollar-based G-7 manufactures prices will tend
to improve the terms of trade for all low- and
middle-income countries. But if the sharp rise
in petroleum prices is sustained, it will par-
tially or completely offset these developments
in many oil-importing countries. Oil export-
ers, many of which are in crisis, are the clearest
beneficiaries of recent trends.

Growth in the industrial countries has
been faster than expected
Growth for the G-7 countries this year is likely
to register 2.6 percent, 0.9 percentage points
higher than the forecast made six months ago
(table 1.2). Continued strong growth in the
United States is the principal factor in the re-
vision, but Japan’s performance in the first half
of 1999 (3.2 percent annualized GDP growth),
which was much better than anticipated, also
contributes to the change. Europe, which had
been hampered by inventory overhang, is now

showing signs of a strong revival. Reflecting
these developments, world industrial produc-
tion appears to be on an accelerating path,
reaching 2.5 percent year-on-year advances in
August, from declines at the start of 1999 (fig-
ure 1.1).

United States. The remarkable growth
performance of the United States played a
major role in preventing a world recession
following the outbreak of the East Asian fi-
nancial crisis. GDP increased an average of 4
percent during 1997–98, driven by private
consumption and investment spending.
Coupled with a strong dollar this growth sup-
ported a 25 percent cumulative increase in U.S.
import volumes over the same period and pro-
vided a foundation for world exports as the
Asian markets sank. The U.S. expansion was
bolstered by three factors:

• the restraining influence on inflation of
falling prices for commodity and manu-
factures imports;

• lower long-term interest rates, which re-
flect a return of private capital from
emerging markets; and

• the 75 basis-point reduction in policy in-
terest rates in late 1998.

Figure 1.1  World industrial production
Percent year-on-year
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During 1999 the U.S. expansion has con-
tinued to show resilience, with a recent strong
pickup in exports complementing robust con-
sumer and investment spending. But the
economy also shows the widening imbalances
that have resulted from the sustained period
of rapid expansion, including a negative house-
hold savings rate (–1.5 percent)3 , a current
account deficit approaching 4 percent of GDP,
potentially overvalued equity markets, and

modest signs of incipient inflationary pressures
(figure 1.2).

Fears that higher oil prices and improv-
ing conditions in foreign markets would rein-
force incipient inflationary pressures in the
domestic market may have contributed to a
recent rise in long-term interest rates. Partly
offsetting these fears was evidence of acceler-
ating growth in productivity, which could
enable—if sustained—a higher path of output

P R O S P E C T S  F O R  G R O W T H  A N D  P O V E R T Y  R E D U C T I O N

Table 1.2  World output growth, 1998–2001
(percent)

Global Development
Current Finance 1999

Estimate Forecasts Forecasts

1998 1999 2000 2001 1999 2000 2001

World total 1.9 2.6 2.9 2.8 1.8 2.4 2.8

High-income countries 2.0 2.6 2.5 2.3 1.8 2.0 2.2
OECD high-income 2.0 2.6 2.5 2.3 1.8 2.0 2.2

G-7 1.8 2.6 2.4 2.1 1.7 1.9 2.1
G-4 Europe 2.2 1.6 2.7 2.8 1.6 2.6 2.4

Other industrial 3.7 2.9 3.1 3.1 2.7 2.7 2.9
Euro Area 2.7 2.0 2.9 2.9 2.2 2.7 2.7

Non-OECD high-income 1.2 3.0 4.0 4.6 1.3 3.6 4.7
Asian NIEs 1.8 3.6 4.9 5.2 2.0 4.3 5.2

Low- and middle-income countriesa 1.6 2.7 4.2 4.5 1.5 3.7 4.6
Excluding Central and Eastern Europe

and CIS 2.1 3.0 4.5 4.8 2.1 4.0 4.8
Sub-Saharan Africa 2.4 2.3 3.1 3.4 2.5 4.0 4.0

Excluding South Africa  and Nigeria 3.6 3.2 3.6 3.9 3.6 4.5 4.4
Asia and Pacific 1.6 5.4 6.0 5.9 3.8 5.1 5.8

East Asia and Pacific b 0.1 5.5 6.2 6.2 3.6 5.2 6.0
Excluding China –7.6 4.3 5.3 5.1 0.3 3.4 4.5

South Asia 5.1 5.4 5.5 5.3 4.4 4.8 5.2
Europe and Central Asia –0.2 0.3 2.5 3.3 –1.5 2.3 3.6

Central and Eastern Europe 2.3 1.0 3.2 4.3 2.3 3.8 4.6
CIS –2.7 0.7 1.3 2.3 –5.5 0.6 2.4

Middle East and North Africa 3.2 2.0 3.2 3.5 0.6 2.5 3.3
Maghreb 4.8 2.6 4.0 4.1 2.8 3.9 3.9
Mashreq 3.1 3.2 4.6 4.2 3.2 3.6 4.1
Developing GCCc 1.0 –0.3 1.7 2.1 –2.4 0.6 2.0

Latin America and the Caribbean 2.1 –0.6 2.7 3.5 –0.8 2.5 3.9

Memo items
East Asia Crisis-5d –7.9 4.4 5.3 5.1 0.3 3.5 4.5
Low- and middle-income, excluding East Asia Crisis-5d 3.3 2.4 4.0 4.4 1.7 3.8 4.7

a.  Including Central and Eastern European countries and  states of the CIS.
b. Including the Republic of Korea.
c. Gulf Cooperation Council (Bahrain, Oman, and Saudi Arabia).
d. Indonesia, Malaysia, the Philippines, the Republic of Korea, and Thailand.
Source: World Bank, Global Development Finance 1999; World Bank Development Prospects Group, November 1999.
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growth with restrained inflation in the con-
text of tight labor markets.

Against the background of three modest
interest rate increases in 1999, GDP growth
is expected to slow from 3.8 percent in 1999
to 2.8 percent in 2000. As the pace of domes-
tic demand growth eases in response to fur-
ther interest rates increases, GDP could slow
to 2.2 percent by 2001. Inflation is expected
to rise only modestly. The current account
deficit will widen further, rising from $315
billion to $350 billion as import demand slows
gradually, exports respond with some lag to
overseas recovery, and higher oil prices inflate
the import bill. The risk of a sharper slow-
down remains substantial, however. The po-
tential for more dramatic corrections of current
imbalances—through a sharp adjustment of
the dollar or a fall in equity markets, for ex-
ample—are elements of concern in the near
term, which would also have significant ef-
fects on developing countries most dependent
on U.S. markets and international capital flows
(see the section Risks to the forecast).

Japan. Starting in the last months of 1997,
Japan’s economy registered five consecutive
quarters of negative growth. Uncertainties in
the country’s financial system, rising unem-

ployment, and falling wages placed a damper
on consumer spending. Business investment
outlays continued to decline in the face of fall-
ing domestic demand and massive over-capac-
ity. Japan’s largely domestic-based recession
and the resulting decline in imports of some
7.7 percent in 1998 significantly aggravated
the regional crisis (see box 1.5).

During the first quarter of 1999 the ef-
fects of large-scale public investment spend-
ing bore fruit, however. GDP growth of 8.1
percent (annualized) was driven by a 10 per-
cent quarter-to-quarter surge in public invest-
ment outlays. But private consumption,
residential investment, and fixed business in-
vestment also increased at rates that were much
stronger than had been anticipated. Surpris-
ing second-quarter growth of 0.4 percent (an-
nualized) was clearly led by households, as
both public and private investment spending
declined sharply. More recently Japan, like the
United States, has been benefiting from the
strong recovery in growth in East Asia. A pro-
nounced increase in export shipments has sup-
ported gains in Japanese production.

Although recent developments could mark
the end of Japan’s second-longest postwar re-
cession, recovery in private demand is not yet

Figure 1.2  U.S. private savings rate and current account balance
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self-sustaining. The risk of relapse remains, for
several reasons:

• Retail spending continues to display vola-
tility, and consumer sentiment may falter
in the face of declining incomes and fur-
ther weakness in labor markets.

• Public loan guarantees have propped up
investment in housing and business mar-
kets, helping increase liquidity in these
sectors.

• Investment remains concentrated among
small- and medium-sized enterprises while
larger corporations are saddled with sub-
stantial excess production capacity.

• The sharp appreciation of the yen may
restrain prospective export performance.

• Deflation has emerged across all segments
of the Japanese economy, adding to debt
burdens.

These factors suggest not only that fur-
ther recovery will likely be of modest propor-
tions but also that it is contingent on continued
public sector support—which is becoming in-
creasingly difficult to sustain. Against this
background, it appears likely that Japan will
register positive growth on the order of 1.3
percent this year—a marked improvement over
the March assessment. But growth may fade
to 0.9 in 2000 if fiscal stimulus is largely with-
drawn from the economy. The private sector
recovery will need to become self-sustaining
soon since the consolidated public deficit will
approach or exceed 10 percent of GDP in 2000.

Europe. Although consumer sentiment
and spending have been buoyant in Europe,
weakness in the industrial sector (particularly
in Germany and Italy) checked earlier expec-
tations for stronger growth during 1999. In
part, this weakness is a further manifestation
of the East Asian and Russian crises. Sharp
deterioration in the performance of German
and Italian exports in emerging markets damp-
ened business sentiment, increasing inventory
overhang, depressing industrial production,
and ultimately restraining trade within the EU.
Uncertainty in the business sector may have

contributed to the 10 percent fall in the value
of the euro against the dollar through June
1999, and this prompted the European Cen-
tral Bank (ECB) to implement a 50 basis-point
easing of policy interest rates. Despite a rate
reversal in the autumn, the euro continued to
decline against the dollar, to near parity by
early December. GDP in the Euro Area slowed
from 2.7 percent in 1998 to 1.8 percent an-
nualized during the first half of 1999.

Business surveys that were conducted in
the first half of 1999 reported widespread
improvements in current and prospective con-
ditions. Figures for industrial production in
France (1.5 percent month-to-month in July)
and Germany (1.2 percent in August) are now
confirming these expectations. The potential
for a rebound in production in the second half
of the year is now much stronger, as evidenced
by rising export orders and shipments, con-
tinued firm consumer demand, and diminish-
ing inventory overhang. The growth slowdown
in the United Kingdom in late 1998 and early
1999 appears to have passed, with consumer
spending rising at an impressive 4 percent
annual rate in recent months, production up
by 1.7 percent, and unemployment at record
low levels. On the external front, German and
U.K. exports to countries outside the EU are
now rising fairly rapidly. The United
Kingdom’s 15 percent annualized export vol-
ume growth rate during the summer months
of 1999 reflects not only continued strength
in the United States but also an upswing in
emerging market demand. These factors au-
gur well for a rebound in EU growth that could
reach 2.9 percent in 2000–2001. An accelera-
tion of import demand from recent lows of
2.5 percent to 6.5 percent over the period will
help pick up some slack from slowing U.S. de-
mand and support the advance of world trade
at rates near the 20-year average.

Inflation and interest rates to
remain moderate
Inflation slowed significantly in the industrial
countries in 1998 and 1999, falling from a
G-7 average of 2.1 percent in 1996 to 1.4 per-

P R O S P E C T S  F O R  G R O W T H  A N D  P O V E R T Y  R E D U C T I O N
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cent in 1998. More recently, inflation trends
across the major countries have displayed dif-
ferent dynamics, the result of developments
in the global environment as well as in the
domestic arena (figure 1.3). Continued mod-
erate inflation in Europe coupled with defla-
tionary trends in Japan is likely to keep any
increase in international prices in 2000–2001
to modest proportions.

In the United States several elements con-
verged to slow and eventually stabilize infla-
tion over 1997–98. These included:

• the onset of the Asian crisis, which inter-
acted with the strong dollar to cause sub-
stantial declines in the prices of imported
goods;

• the resulting increase in competition from
imported products, which restrained the
ability of domestic producers to raise prices;
and

• underlying improvements in productivity
growth (as well as large additions to
manufacturing capacity), which kept unit
labor costs under control.

As some of the favorable international
influences waned and signs of moderately in-

creasing wage pressures emerged, U.S. con-
sumer price inflation accelerated. Inflation
climbed above the 2 percent mark in mid-1999
and may increase toward 2.5 percent in the
next years.

In Germany, and more broadly across
Europe, similar international influences have
been at work. But continued modest inflation
(less than 1 percent in Germany during 1999)
owes more to the sluggishness of economic
activity and large output gaps within the Euro
Area. Imminent recovery in activity, together
with the euro’s near-term weakness, should
place some modest upward pressure on Euro-
pean inflation moving in 2000–2001. At the
same time, Japan has been beset with a bout
of deflation that may require some time to
dissipate. Falling consumer demand, excess
capacity in industry, and the strength of the
yen all contribute to this phenomenon.

Shifts in interest rates in the industrial
countries are likely to be moderate over the
next 12 months, reflecting expected develop-
ments in economic activity and inflation. The
cumulative 75 basis-point tightening by the
Federal Reserve over the second half of 1999
may be followed by further modest incremen-
tal increases in rates beyond the current 5.5

Figure 1.3  G-3 consumer prices, 1997–99
Percent year-on-year
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percent level for Fed Funds (figure 1.4). Fol-
lowing its recent increase in policy rates the
ECB may wait for stronger confirmation of
the rebound in Euro Area activity before imple-
menting further rate increases, designed to shift
the stance of monetary policy from loose to
neutral. Japan will likely maintain effective
zero levels of the uncollateralized overnight
call rate until private demand stabilizes and
begins to grow sustainably.

World trade is likely to continue
to accelerate
World trade growth has accelerated from
about 4 percent in 1998 to 5 percent in 1999
and is projected to average nearly 6.5 percent
in 2000–2001. But these apparently modest
changes in average growth rates mask both
the sharp intrayear downturns of the last two
years, and significant shifts in the geographic
distribution of demand.

Throughout 1998 world trade slowed
sharply as the combined effects of the East
Asian, Russian, and Brazilian crises contrib-
uted to a steep downturn in import demand
in Asia, Latin America, and the economies of
the Commonwealth of Independent States

(CIS) (figure 1.5). During the second half of
1998 world import growth averaged 2 per-
cent at annual rates. Increases of 8–10 per-
cent in North American and EU imports were
offset by a 5 percent drop in demand in devel-
oping countries.

Both the pace and pattern of growth have
shifted dramatically during 1999. Recent
momentum indicators suggest a movement
toward 6 percent growth, amid further changes
in the geographic mix of demand in late 1999.
Decline in Latin America is being offset by
firming trends in Western Europe, the newly
industrializing economies (NIEs) in Asia, and
the oil exporting countries, whose foreign cur-
rency receipts have surged in recent months.

The rapid recovery in East Asia has been
the most important factor in the acceleration
of world trade. The shift from a large decline
in import volumes in Asia (including Japan
and the NIEs) in 1998 to moderate growth
projected in 1999 will add about 4.6 percent-
age points to world imports this year (table
1.3). The Asian import recovery has helped
stimulate activity around the world, especially
in those economies in Western Europe and
within Asia itself that are highly dependent

P R O S P E C T S  F O R  G R O W T H  A N D  P O V E R T Y  R E D U C T I O N

Figure 1.4  Short-term interest rates, 1998–99
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on exports. Growth in world import volume
is expected to rise toward 6.5 percent over the
next two years. This rate is near the 20-year
trend but is still below what might be expected
in a cyclical recovery period following a sharp
slowdown.

As world trade volumes increase in 1999,
the steep decline in dollar-based trade prices
of 1998 is likely to slow, partly reflecting the
decline of the U.S. currency vis-à-vis the yen.
The sharp fall in prices of both manufactures
exports and commodities in 1998 caused a
decline in the dollar-based global trade de-
flator of some 7 percent. But the large up-
swing in oil prices and improvement in prices
of manufactures exports could boost the
world deflator to gains of 2 percent in 1999.
If the U.S. dollar softens moderately in the
last months of 1999 (as suggested by futures
markets), prices for manufactured goods may
flatten out. Table 1.4 shows the performance
of these prices in the first three quarters of
1999. A flattening out of import prices would
allow global trade flows expressed in dollars
to rise for the first time since the onset of the
Asian crisis. This possibility is good news for
many of the heavily indebted developing coun-
tries, whose debts are denominated primarily
in dollars. However, primary commodity ex-
porters will no longer benefit from declines
in the prices of imported manufactures—
declines that have helped support their terms

Table 1.3  Contributions to world import growth
(percent year-on-year)

1998 1999 2000

World import growth 3.7 5.8 6.6

Contributions to world growtha

G-7 countries 3.9 3.4 2.9
North America 2.1 2.1 1.5
Japan –0.4 0.4 0.2
G-4 Europe 2.1 0.8 1.2

Other industrial countries 1.6 1.2 0.9
Asian NIEs –0.5 0.2 0.6

Developing countries –1.3 1.0 2.2
East Asia –1.6 1.3 1.0
Latin America 0.8 –0.2 0.5
Eastern Europe 0.7 0.0 0.2

CIS –0.2 –0.5 0.2

a. Share of world trade times import growth.
Source: World Bank staff estimates.

Figure 1.5  World import volume growth
Percentage change, year-on-year
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of trade during the recent prolonged weak-
ness in commodity prices.

As noted in the introduction, the East
Asian crisis had important adverse effects on
global trade volumes and commodity prices,
which are now unwinding. Box 1.1 offers an
analysis of the price, sectoral, and regional ef-
fects of the crisis.

Commodity prices are unlikely to
rebound sharply
The decline in commodity prices during the
past three years has been one of the sharpest
on record, with nonenergy commodity prices
falling 29 percent from their peak and petro-
leum prices falling 56 percent in the two years
that ended in December 1998 (see chapter 4).
Since the lows of late 1998 and early 1999,
some commodity prices have begun to recover,
but mostly because supplies have been reduced.
To date, there has not been a substantial re-
covery in demand. Faced with collapsing pe-
troleum prices, OPEC agreed to sharp cuts in
production in March and has shown its re-
solve to adhere to these cuts. This develop-
ment has caused petroleum prices to recover
fully from their decline. Metals prices have
recovered about one-fourth of their decline
since early 1999 as high-cost mines and smelt-
ers either closed or began operating at reduced
capacities. Demand for primary commodities
has begun to rise somewhat, spurred by the

unexpectedly positive economic outcomes for
the East Asian countries, sustained rapid
growth in the United States, and signs of re-
viving economic activity in Europe. Stockpiles
of metals have now begun to decline, and de-
mand for metals has shown signs of increas-
ing in Asia.

Agricultural prices have yet to show clear
signs of recovery. Supplies continue to increase,
adding to already large stocks. Unlike metals
or petroleum, supplies of agricultural com-
modities depend on the weather, and in 1999
the weather has helped generate large output
gains. Sugar production is expected to exceed
consumption for the fourth consecutive year,
and soybean and total oilseed production are
expected to reach a record levels. Grain pro-
duction has fallen in response to low prices,
but not enough to tighten markets and raise
prices.

The near-term outlook for commodity
prices is somewhat mixed, with energy prices
expected to remain strong because of OPEC’s
determination to limit supplies while other
commodity prices are expected to remain weak
(table 1.5). Real nonenergy commodity prices
are expected to fall 10.5 percent in 1999 and
then begin to recover moderately in 2000.
Agricultural prices are likely to recover more
slowly than prices for other commodities be-
cause of the abundant stocks that have accu-
mulated and a continued weak supply response

Table 1.4  U.S. import prices of manufactured goods, 1999
(percentage change, year-on-year)

Percentage
of total U.S.

Imports from:  imports Dec. 1998 April 1999 July 1999 August 1999

Japan 16.6 –3.0 –1.1 0.6 1.0
Canada 16.5 –1.8 –1.6 0.2 0.2
European Union 16.4 0.5 0.9 –0.1 0.3
Asian NIEs 10.9 –8.4 –6.5 –3.6 –3.4
Latin America 10.4 –3.8 –1.7 –0.6 0.7
World 100.0 –3.0 –2.0 –0.7 –0.3

Memo items
U.S. import price –6.3 –1.7 1.3 2.7
World import price –4.0 –3.3 –0.9 . .

. .  Not available.
Source: U.S. Bureau of Labor Statistics; World Bank staff estimates.
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• The developing country export sectors most
adversely affected by the crisis include com-
modities (other crops, mining, and crude oil),
commodity-dependent downstream sectors
(processed foods, refined oil, and iron and
steel), and manufacturing sectors character-
ized by fierce price competitive pressures
(textiles and apparel, machinery) and some
services.

Trade effects. The crisis simulation has its
strongest impacts on investment and import de-
mand in the EA-5 countries, with only a modest
increase in exports. The drop in investment affects
mostly demand for capital goods, including ma-
chinery and transportation equipment, and con-
struction, with multiplier effects in the nonmetal-
lic minerals sector. Income-sensitive sectors, such
as motor vehicles, are also hit hard, with the least
affected sectors being food and clothing and, to a
lesser extent, energy—that is, basic necessities.8

When translated into changes in import demand
the largest reductions fall on capital goods and
motor vehicles. Other developing countries suffer
an unambiguous drop in the volume of exports to
the EA-5 countries and Japan, on the order of
magnitude of $30 billion and $13 billion, respec-
tively.

In the simulation, aggregate import volume
into the industrial countries increases by over
2 percent, more than the increase in industrial
country aggregate demand (0.5 percent). Changes
in relative prices play a large role in fostering de-
mand for imports. In percentage terms, some of the
largest increases in import demand in the industrial
countries are in rice, sugar, oil, textiles and ap-
parel, light manufacturing, motor vehicles, other
transportation equipment, and electronics. Export
volumes to industrial countries from the non-crisis
developing countries rise some $40 billion, largely
counterbalancing the drop in export volume to-
ward the EA-5 and Japan.

Price effects. The loss in net exports is small in
volume terms ($1.3 billion) for noncrisis develop-

Box 1.1 Sectoral and regional effects
of the East Asian crisis

A global general equilibrium model4  was em-
ployed to trace the real impacts of the crisis in

East Asia, with a focus on regional and sectoral
effects.5  The exercise was designed to isolate the
impacts of the observed output declines in the five
East Asian crisis economies (EA-5) and Japan,
including the current account reversals, which on
aggregate were over $100 billion. These reversals
were allocated to the industrial economies, with
the United States accounting for the largest share
of the increased current account deficit—on the
assumption that credit to developing countries was
constrained at the precrisis level. Thus the financial
shock for developing countries—in the form of
changes in capital flows—was confined to the EA-5
countries, with an explicit assumption that the
other developing countries were able to maintain
precrisis current account balances. The results of
the crisis simulation are compared to a baseline
simulation that calibrates growth rates in the crisis
economies and Japan to precrisis growth forecasts
and fixed current account balances at their pre-
crisis levels.6

The analysis suggests the following conclu-
sions:

• The main transmission channel of the demand
shock in East Asia and Japan on developing
countries—isolated from other observed
shocks—is through a large fall in export
prices,7  reflecting the devaluation of currencies
and the decline in domestic demand, with the
strongest negative effects on commodity prices.
The analysis in some sense provides an upper
bound on price effects owing to the assump-
tion of freely flexible prices embedded in the
model. The demand shock could have been a
catalyst for new crises in other countries, par-
ticularly commodity-dependent economies and
those with fragile finances.

• Export volumes from developing countries to
East Asia decline unambiguously, though this
effect is largely offset by growth in import
demand in the industrial countries.
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Box 1.1 (continued)

ing countries. However, in value terms, the reduc-
tion is much larger ($34 billion), making the effect
of the Asian crisis equivalent to a capital account
reversal of $34 billion. While the decline in export
prices is much higher for the EA-5 countries than
for the other developing countries, the latter none-
theless suffer from an average decline in export
prices of 2.1 percent. The largest declines occur in
those sectors where commodities are most substi-
tutable (for example, crude and refined oil), or
sectors where the two regions are significant com-
petitors (such as textile and apparel, iron and steel,
and machinery).9

Net impact on exports. The figure in this box
depicts the decomposition of net trade effects for
the two developing regions into four volume ef-
fects—one for each region of destination—and one
price effect, capturing the essential story. The vol-
ume effects clearly show the negative impact of
import demand in the EA-5 and Japan and the
positive effect in industrial countries. (The figure
also shows the increased market share of the

EA-5 in other developing countries and the lack
of change in intraregional trade.) The balance of
the volume effects are positive for the EA-5 coun-
tries (+5.7 percent) and mildly negative for the
other developing countries (–0.1 percent). However,
the negative price effects lead to an increase in
export value of only 0.8 percent for the EA-5 coun-
tries and a decline of –2.1 percent for the other
developing countries. On balance the primary
transmission channel for noncrisis developing coun-
tries is a drop in export prices, so that the negative
import volume effect in the crisis countries is
largely offset by positive import volume effects in
the industrial countries.

The simulation is useful in illustrating the price
effects on sectoral and regional demand under the
assumption of flexible prices and instantaneous
adjustment of both prices and volumes. In reality,
in 1998 export volumes of developing countries
(excluding the EA-5), slowed sharply, as the rise in
imports of the industrial countries was not nearly
sufficient to offset the demand collapse in Asia.

P R O S P E C T S  F O R  G R O W T H  A N D  P O V E R T Y  R E D U C T I O N
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to falling prices. Real energy prices are antici-
pated to increase 38 percent in 1999 and to
stabilize in these terms in 2000. The forecast
assumes that OPEC will raise production offi-
cially or unofficially during the winter and
prevent prices from being sustained much above
$20/bbl. But until such time as OPEC does raise
production, speculative demand on futures
markets could take prices well above $20/bbl.

Private capital flows to developing
countries are likely to recover only
modestly in the short term
The environment for private capital flows to
emerging markets is worse than was expected

six months ago. Gross private flows for Janu-
ary–August 1999 were almost a third lower
than they were a year earlier (table 1.6). Flows
generated by bond issues were 25 percent
lower. Issues from Europe and Central Asia
(ECA) and Latin America plunged 56 percent
and 17 percent respectively. Bank lending
commitments dropped 25 percent during the
period, with ECA and Latin America again
registering large drops (more than 50 percent).
International equity placements did increase
over this period, largely reflecting pri-
vatization receipts in Korea and Thailand.
East Asian equity and other markets have
risen sharply from their lows in late-1998.

Table 1.6  Average monthly gross capital market flows to developing countries
(billions of U.S. dollars)

1997 1998 1999

Total Total Jan.–July July–Dec.        Jan.–June      July   August

All developing countries 24.2 16.2 19.9 12.5 13.9 10.3 5.7
East Asia and Pacific 6.2 3.0 3.2 2.7 3.6 3.4 2.2
Europe and Central Asia 4.3 3.9 4.4 3.3 2.0 1.4 0.9
Latin America and the Caribbean 10.1 7.4 9.8 5.0 6.5 3.6 1.5
Middle East and North Africa 1.7 1.0 1.0 1.1 0.7 0.3 0.3
South Asia 1.0 0.4 0.7 0.1 0.4 0.1 0.0
Sub-Saharan Africa 0.9 0.5 0.7 0.4 0.7 1.6 0.8

Note: Gross capital market flows include bond issues, syndicated loan commitments, and equity issuses, based on reports from the
international capital markets.
Source: Euromoney; World Bank staff estimates.

Table 1.5  Annual percentage change in oil and non-oil commodity prices
(World Bank commodity price indexes, nominal U.S. dollars)

Trends Forecasts

Commodity group 1981–90 1991–95 1997 1998 1999 2000 2001

Non-oil commodities –2.3 4.1 2.2 –15.7 –11.2 2.8 4.2
Food –3.3 3.2 –6.1 –9.6 –14.0 2.9 4.0

Grains –2.9 3.8 –13.9 –9.6 –13.9 5.7 7.8
Beverages –5.8 8.6 35.2 –17.6 –25.7 –0.7 4.9
Raw materials –0.5 6.2 –10.5 –23.2 1.2 3.9 4.7
Fertilizers –2.5 0.7 –0.1 2.0 –6.4 –4.2 –2.2
Metals and minerals 0.5 0.3 1.2 –16.1 –3.2 6.0 4.0

Petroleum –4.7 –5.6 –6.2 –31.9 37.8 2.8 –2.7

G-5 manufactures unit
value index 3.3 3.6 –5.1 –3.9 –0.6 2.5 2.5

Source: World Bank Development Prospects Group.
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But the primary reason for their recovery
appears to be the response of domestic inves-
tors to rising liquidity and falling interest
rates, and to some degree a stemming of capi-
tal flight. So far there is little evidence of large
inflows from abroad.

While the recovery in East Asia helped
revive confidence in emerging markets to a
modest extent, offsetting events occurred.
Following the Brazilian devaluation in Janu-
ary 1999, secondary market bond spreads in-
creased for most of the major developing
country borrowers. However, contagion from
Brazil was restricted and relatively short-lived.
The average spread on Brady bonds—an in-
dex that is heavily weighted toward Latin
America—dropped to 890 basis points in April
from over 1,300 basis points at the end of
January (figure 1.6). With some signs of sta-
bilizing market conditions in the second quar-
ter, gross capital flows increased significantly,
bolstered by a 33 percent increase in bond is-
suance and a near doubling of bank lending
commitments compared with the first quar-
ter. The East Asian crisis economies showed
increasing strength in the bond markets, and
Latin American borrowers secured significant

amounts of commercial bank credit. Still,
market access remained restricted to the most
creditworthy borrowers.

During the third quarter, tightening U.S.
monetary policy, the Daewoo restructuring,
and Ecuador’s difficulties again deterred in-
vestors. Gross capital flows fell sharply, and
secondary bond markets became illiquid as the
volume of transactions dropped sharply. Ec-
uadorian Brady bond spreads soared to around
4,000 basis points, but Latin American spreads
were not affected significantly. By the end of
August average secondary market spreads on
international bonds stood at lower levels than
their 1998 averages but remained well above
1997 levels. Investor concern manifested it-
self both in limited access and high interest
rate spreads.

Despite falling volumes of private market
flows, foreign direct investment (FDI) has re-
mained resilient and is likely to be the primary
source of finance for developing countries for
the foreseeable future. The global crisis has
contributed to reduced growth prospects even
for FDI, however. Preliminary data indicate
some reduction in FDI flows in 1999. In East
Asia new FDI projects approved in 1999 have

P R O S P E C T S  F O R  G R O W T H  A N D  P O V E R T Y  R E D U C T I O N
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fallen sharply in Indonesia, China, and Thai-
land.10  Although the downturn may be par-
tially offset by an increase in Korea, overall
flows in East Asia may continue to decline
moderately in the medium term. FDI to Latin
America may increase somewhat in 1999
owing to Brazil’s privatization projects, but
these levels may be difficult to maintain in
2000–2001. Flows to ECA should remain
stable in the near term and are likely to grow
in the medium term as major recipients pro-
ceed with privatization programs and inves-
tors are attracted by the prospect of EU
accession. On balance these trends suggest that
total FDI flows to developing countries may
remain below the peak levels of 1997 over the
next few years.

On the back of the economic recovery in
Asia and an expected bottoming-out of the
recession in Latin America, flows from inter-
national capital markets (bonds, equity, and
bank loans) are expected to stage a modest
rebound during 2000–2001 but to remain well
below precrisis levels. Several factors suggest
that these flows to emerging markets will in-
crease only slowly. Financing requirements in
Asia have been cut drastically as countries have
moved to large current account surplus. In-
vestors are likely to continue to shy away from
the perceived risks of emerging markets in the
near term, and this tendency will improve only
gradually in the medium term. Since the East
Asian crisis, pegged currencies have given way
to flexible exchange rates in many cases, in-
creasing the risk of borrowing in foreign cur-
rency. The restructuring of corporations and
banks has not progressed as expected in many
Asian countries, and other problems (such as
the situation with Daewoo) have resurfaced
to dampen investor enthusiasm. Other emerg-
ing economies also have structural problems
that have proven to be politically intractable,
leading to difficulties with—or defaults on—
international payments (as in Ecuador, Paki-
stan, and Russia). Policymakers are encour-
aging greater supervision of financial markets
and banks and actively debating the notion of
burden-sharing by private investors.

The outlook for official flows improves
Net official flows received by developing coun-
tries rose from $39 billion in 1997 to $48
billion in 1998, largely because of noncon-
cessional disbursements under rescue packages
for countries most affected by the financial
crisis. Preliminary data reported by donor
countries from the Development Assistance
Committee of the Organisation for Economic
Co-operation and Development (OECD) show
some welcome relief from the declining trend
in net official development assistance (ODA)
flows. Net ODA flows to developing coun-
tries and multilateral development agencies
registered an increase of 8.9 percent in real
terms in 1998, compared with a 21 percent
cumulative decline from 1992 to 1997. The
rise in net development assistance is the result
in part of increased concessional flows to coun-
tries affected by the financial crises. But it also
reflects increased awareness on the part of
several donor countries of the need to sustain
aid levels in order to achieve long-term devel-
opment objectives.

Significant enhancements were made to
the Debt Initiative for Heavily Indebted Poor
Countries (HIPC) following a broad consul-
tative review by the World Bank, International
Monetary Fund (IMF), and the Cologne Sum-
mit. The enhanced initiative calls for deepen-
ing debt relief by targeting it to bring the net
present value of debt down to 1.5 times ex-
port earnings (as of the decision point). This
target is much more accommodative than the
target in the original initiative (2.5 times ex-
ports, as of the completion point). The en-
hanced HIPC also lowers the thresholds for
the fiscal burden of debt and offers faster debt
relief.11  Debt relief will now be initiated as
soon as a country qualifies at the decision point
as well as when it reaches the completion point.
The number of eligible countries will also rise
from 29 to 36 or more.

The new framework is expected to pro-
vide $27 billion in relief (in net present value
terms)—more than double the $12.5 billion
of the original framework. More than $5 bil-
lion will be provided on debts owed to the
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World Bank. Relief on debt owed to the
IMF is estimated at around $3 billion, which
will be funded by a revaluation of a portion
of the IMF’s gold reserves. Donor countries
have indicated that they will be stepping
up their contributions to help fund debt
relief under the enhanced initiative. In addi-
tion G-7 leaders agreed at the Cologne Sum-
mit to cancel their official development
assistance debt, and some countries have an-
nounced that they could go beyond this to
include some nonconcessional loans for quali-
fying HIPCs.

The outlook for developing
countries in 1999–2001 suggests
significant acceleration

Improvements in the external environment,
favorable policy trends in emerging mar-

kets, and increasing confidence among both
domestic and foreign investors should help
spur growth in developing countries over the
next two years. However, growth will vary
markedly across regions (table 1.2 above).
Growth of 2.7 percent for developing coun-
tries as a group is projected in 1999, acceler-

ating to 4.2 percent in 2000, and further to
4.5 percent by 2001—still below the precrisis
level in the non-transition developing coun-
tries (figure 1.7).

Capital flows to developing countries have
remained very low compared with the levels
that prevailed in the mid-1990s. But many
emerging markets have seen a substantial loos-
ening of liquidity conditions since the turn of
the year, including lower domestic interest
rates, rising equity prices, and in some in-
stances, upward pressure on currencies. These
improvements are highlighted in figure 1.8,
which displays changes in an index of finan-
cial conditions—a simple average of the per-
centage change in interest rates, equity prices,
and exchange rates—for a sample of emerg-
ing markets.12

Improvements in domestic investors’ con-
fidence reflect in part the more favorable glo-
bal outlook (in contrast to the near-panic in
world markets following the collapse of Rus-
sia and the hedge fund Long Term Capital
Management last fall). As well, in many coun-
tries appropriate adjustment policies are be-
ing adopted, including measures aimed at
recapitalizing banking systems.
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Figure 1.7  Real GDP growth for developing countries
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Important policy assumptions are built
into the projections for each developing region:

• In East Asia declining interest rates and
other measures to support domestic
demand, including fiscal stimulus and
steps to recapitalize banks, have helped
restore investor confidence. These policy
measures are expected to combine with
improved export performance (based on
the 20–25 percent real depreciation in
currencies since the onset of the crisis and
the incipient revival of world trade) to
consolidate the recovery in the near term.
However, a sustainable growth path
requires further and more determined
bank and corporate restructuring (see
chapter 3).

• Fiscal consolidation will be essential in a
number of Latin American countries in
order to reassure investors, encourage a
resumption of capital flows to the private
and public sectors, facilitate exchange rate
stability, and bring interest rates down
further.

• Russia is expected to enhance its stabili-
zation by making further progress on

both the fiscal and inflation front in the
near term. This scenario would improve
prospects for several countries in the
ECA region, particularly neighboring
states of the CIS. Several Central and
East European countries are working to
meet EU accession criteria and are ex-
pected to adopt policies that will raise
standards and institutions to EU norms,
which will have positive spillover effects
on the region.

• In the Middle East and North Africa, re-
cent events—including the 1998 drop in
oil prices (now reversed)—and the need
to progress on implementation of Euro-
Mediterranean Agreements—have created
a sense of urgency with respect to growth
and efficiency-enhancing strategies. As a
result many countries are expected to in-
tensify their efforts to promote both trade
and financial integration. These efforts
include more extensive privatization pro-
grams, the liberalization of capital mar-
kets, and various measures designed to
strengthen the productivity of domestic
industry in order to enhance export per-
formance.

Figure 1.8  Index of financial conditions since June 1997
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• In Sub-Saharan Africa structural reforms
have become more widespread since the
mid-1980s, including tax and public ex-
penditure reforms, the restructuring and
privatization of parastatals, trade liberal-
ization, and deregulation of internal mar-
kets. Such reforms have worked to
promote exports and investment in many
countries. The result has been faster out-
put growth already, especially when policy
reform has been supported by debt relief.

• In South Asia the resolution of political
uncertainties in many countries may help
to sustain growth in the near term. Do-
mestic business confidence in India is
strong, and both major political parties
are committed to a broad range of eco-
nomic reforms. But the fiscal deficit re-
mains a serious concern. The projections
assume progress in macroeconomic sta-
bilization and conflict resolution through-
out the region

Near-term growth is expected to improve
East Asia. Although most East Asian econo-
mies experienced virtually no growth in 1998,
GDP is projected to increase by 5.5  percent
in 1999. This increase includes a dramatic turn-
around for the five crisis economies, which
should see growth rise from –7.9  percent to
around 4.5  percent. Currency depreciation
and the continued strength of the yen have con-
tributed to strong export activity for the group.
Stronger growth in Japan and intraregional
trade are reinforcing this recovery. A suppor-
tive policy environment is beginning to gener-
ate gains in private consumption. Expectations
for capital spending are less optimistic because
of significant excess capacity, the widespread
uncertainties associated with bad loans in the
banking system, and the need for faster
progress on corporate restructuring.

The economic problems in China have
become more apparent. Consumer prices have
been in a steady decline for some time. Con-
sumer demand is weak (in part because of
uncertain employment conditions), and inven-
tories of unwanted goods are rising. The bank-

ing sector’s weakness, which has grown more
evident, is related to the continued poor per-
formance of state-owned enterprises (SOEs).
Extensive public investment projects have sup-
ported growth thus far, but the government’s
resources are relatively limited, and the fiscal
expansion cannot be sustained indefinitely.
After lagging through the first half of 1999,
however, a combination of factors are now
buttressing Chinese exports, including renewed
growth in East Asia and continued import
growth in the United States.

The outlook for 2000 and 2001 for East
Asia is positive—6.2 percent GDP growth—
with more balanced advances across final de-
mand components and countries. With
inflation in check, monetary policy will remain
relatively loose, supporting consumer demand.
Looser monetary conditions, the narrowing of
the output gap, an emerging recovery of cash
flow and improving banking balance sheets
should lead to a modest recovery of invest-
ment activity, though the region is unlikely to
see a return to precrisis investment rates in
the foreseeable future. A pickup in world eco-
nomic activity and strong intraregional link-
ages should support continued export growth.
Imports will rise further, leading to a narrow-
ing of presently large current account sur-
pluses. Failure to pursue financial and
corporate restructuring, however, could
dampen investors’ enthusiasm, possibly gen-
erating another bout of financial and exchange
rate difficulties (see chapter 3). But East Asian
economies are in a much better position for
the near term than they were a year ago, with
strong current account balances, much lower
short-term external liabilities, and improved
reserve positions.

Latin America. Output for the Latin
America and Caribbean region has declined an
estimated 0.6 percent in 1999, falling from a
2.1 percent advance in 1998, despite favorable
growth performance in Mexico. Economic
downturns deepened in many countries in the
wake of the Russian crisis of August 1998. In
broader terms, adverse terms of trade and a
reduction in capital flows to the region (the
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result of concerns about the fundamentals in
several large countries) contributed to a reces-
sion in the last quarter of 1998. For some coun-
tries, particularly Brazil and Ecuador, the
recession was the reflection of home-grown
imbalances, though the global crisis affected
timing and severity. But for other countries
(Argentina, Chile, Colombia) the causal factors
were tied more closely to the ongoing deterio-
ration in the external environment. Although
the financial contagion was much less than
feared, the Brazilian devaluation at the begin-
ning of 1999 was a further shock to the re-
gion. Prices of key commodity exports tumbled
(especially for countries in Central America and
the Caribbean), intraregional trade slowed
sharply, and private capital flows declined fur-
ther from their 1997 and 1998 levels.

Brazil has emerged from its January 1999
fiscal crisis and devaluation showing greater
resilience than was envisioned six months ago.
But growth in a number of other countries
worsened as the deteriorating global environ-
ment finally took its toll, yielding on net only
a marginal change in the region’s previous
growth forecast of –0.8 percent for 1999. In-
vestor uncertainty has increased recently with
the shift in monetary stance in the United States
and changes in the political administrations
in several countries in the region, especially
Venezuela (in 1998) and Argentina and Chile
in late 1999. The beginning of a modest re-
covery of growth in the region can be expected
around the turn of the year and should reflect
the improvement in the global outlook, a
moderation of political uncertainties, and a
modest recovery in anticipated capital flows
for 2000. However, the small island states in
the eastern Caribbean will face a difficult tran-
sition period from their potential loss of pref-
erential access to the EU for banana exports.

Europe and Central Asia. The region has
experienced widespread repercussions from
Russia’s August 1998 devaluation and debt
default. Russia’s sharp import compression has
affected neighboring CIS countries and Tur-
key, and to a lesser degree Poland and other
Central European countries. Russian output

declines have been limited by gains in domes-
tic production for import substitution, though
not yet by a recovery of non-oil exports. How-
ever, export and government revenues have
been greatly enhanced by the recent hike in
oil prices. There has also been progress in debt
restructuring, and improvement on the policy
front has also paved the way for gaining an
additional round of funding from the IMF.
GDP is expected to register positive growth
of 0.7 percent in the CIS countries for 1999,
an improvement over the projected 5.5 per-
cent fall anticipated in March. In addition to
developments in Russia, the increase is fur-
ther supported by the beneficial effects of
higher petroleum prices on hydrocarbon ex-
porters in the Caucasus and Central Asia. In
contrast, growth in Central and Eastern Eu-
rope has slowed more than expected (to 1
percent), reflecting the earlier sluggishness of
the EU economy and weakened import de-
mand facing countries such as Poland, Hun-
gary, the Czech Republic, and Turkey. Growth
in Turkey has been particularly affected. Trade
with Russia has collapsed, and the country’s
prospects have been dimmed temporarily by
the effects of the earthquake in August 1999.

The war in Kosovo had substantial effects
on the wider Balkan region. Refugees streamed
into Albania and Macedonia. Both direct and
transit trade in the area were disrupted, im-
pacting not only those countries engaged in
the conflict but also neighboring Romania and
Bulgaria. Tourism receipts also dropped
sharply, especially in Croatia. Growth in 2000
and 2001 is expected to recover markedly in
Central and Eastern Europe, rising to 3.2 per-
cent in 2000 and 4.3 percent in 2001, spurred
largely by stronger growth in the EU. Among
the states of the CIS the turnaround is expected
to be more gradual, as political uncertainty in
Russia before the December 1999 parliamen-
tary and June 2000 presidential elections con-
strains the country’s ability to address further
debt restructuring and budgetary issues. Con-
sequently, GDP for the region as a whole is
anticipated to recover only gradually to 2.5
percent in 2000 and 3.3 percent in 2001.
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Middle East and North Africa. The region
has been positively affected by recent devel-
opments in oil markets. But it has also been
negatively affected by slow growth in the EU—
the major export market for the region’s di-
versified economies. Some deceleration of
growth from the 1998 rate of 3.2 percent is
expected, and 1999 growth is projected to
reach only 2 percent. Earlier declines in oil
prices had a significant negative impact on oil-
exporting countries, forcing governments to
tighten fiscal policies, adjust or defend ex-
change rates, and fund higher external imbal-
ances with foreign reserves and new borrowing
(see chapter 4). The tightening of OPEC quo-
tas in April 1999 led to higher oil prices, but
restricted production (and export volumes),
and this, combined with tighter fiscal con-
straints, has contributed to lower 1999 growth
rates for oil exporters.

In the short term the sharp rise in oil prices
in 1999 should continue to contribute to a re-
covery and begin to ease the financial short-
fall. However, oil exporters still face a fiscal
constraint and will need to exercise tight con-
trol on spending, especially on subsidies. Im-
proved growth in oil exporters favors the
non-oil exporting countries of the region that
receive significant transfers in the form of
worker remittances. (These transfers have de-
clined as GDP growth falls in oil-exporting
countries.) A notable positive trend, particu-
larly among the Maghreb countries, is accel-
eration of privatization and restructuring
programs that contributed to higher inflows
of foreign capital, particularly in the form of
direct investment. These reforms and a resur-
gence of growth in Europe in late 1999 and
early 2000 should lead to solid growth in ex-
ports and stronger gains in private investment.
Growth in the broader region is anticipated
to rise to 3.2 and 3.5 percent in 2000 and 2001
respectively.

Sub-Saharan Africa. Despite continued
improvements in political and economic fun-
damentals, GDP growth for 1999 has been
revised downward modestly to 2.3 percent
from the 2.5 percent anticipated in March.

While stronger oil prices are benefiting a small
number of countries, they adversely affect the
terms of trade for most. Meanwhile low prices
for non-oil commodities, poor weather, civil
strife and turbulence related to the East Asian
crisis (particularly affecting South Africa) have
worsened near-term prospects for the major-
ity of countries in the region. Recent perfor-
mance falls well short of what is needed to
make inroads against poverty, and per capita
incomes will decline for a second successive
year (–0.2 percent) in 1999.

At the same time, however, developments
in 1999 augur well for near-term prospects,
and growth is expected to rise to 3.1 percent
in 2000. A pick-up in exports in 2000 and
2001 should set the stage for a modest recov-
ery. This expectation is based on several fac-
tors, including higher prices for oil and other
commodities, the recovery in East Asia, and
reviving demand in the EU. Following a de-
cline of 0.3 percent in 1998, merchandise ex-
port volumes are expected to rise by 3.8
percent in 1999 and 6.3 percent in 2000. Ex-
cluding South Africa and Nigeria, export
growth for the region is projected to average
4.8 percent in 1999 and 2000.

More critical to medium- and long-term
prospects, however, is the ongoing structural
adjustment throughout the region, which has
opened markets and had a major impact on
productivity, exports, and investment. Many
Sub-Saharan countries are likely to benefit
from debt relief, allowing money to be spent
on imports rather than on debt servicing. Of
the 36 countries eligible for debt relief under
the enhanced HIPC Initiative, 30 are in Sub-
Saharan Africa.

South Asia. Output gains in India have
been better than anticipated in 1999, both in
manufacturing and in agriculture. These gains,
plus the fact that the region’s largest country
suffered few effects from the East Asian cri-
sis, make it possible to upgrade projections
by 1 percentage point in 1999 and 0.7 per-
cent in 2000. Growth in the region is expected
to accelerate to 5.4 percent in 1999 (from 5.1
percent) and to consolidate further in 2000,
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largely because of developments in India. The
direct effects of the East Asian crisis were lim-
ited to the region’s smaller, more open econo-
mies. Bangladesh, Pakistan, and Sri Lanka
shared in the global crisis during 1998–99,
partly reflecting the weakness in world trade
and commodity prices. However, in these
countries, too, the economic outcome owed
more to domestic than international factors.
Fiscal and broader financial sector difficulties,
sanctions, and the outbreak of hostilities in
Kashmir affected Pakistan, while severe flood-
ing and political uncertainty took a toll on
output growth in Bangladesh. In the near term,
all countries of the region will be adversely
affected by the surge in oil prices, but they
should benefit from a jump in external de-
mand, especially in Europe and, more gener-
ally, in Asia.

Projections for growth in
developing countries in the long
term are lower

The disruptions to global economic activ-
ity, trade, commodity, and financial mar-

kets caused by the East Asian crisis are likely
to have diminished by 2001, with world out-
put growth trending toward 2.8 percent from
1.9 percent in 1998. But two issues that affect
growth in developing countries remain. First,
the external environment is projected to be
somewhat less favorable than in the precrisis
period and also more fragile—that is, it could
deteriorate again. Second, the crisis has ac-
centuated structural weaknesses in develop-
ing countries, especially with respect to the
financial sector and the government balance
sheet (or at least has led to a more realistic
appreciation of the problems). Principally for
these reasons, the long-term (2002–2008) fore-
cast for growth in developing countries has
been reduced to 4.9 percent from 5.2 percent
(see table 1.7 for the last long-term projec-
tion, which was completed a year ago). 13  Even
with this downward revision, the projected
figures represent a significant increase from
1991–98 levels for developing countries as a
group. However, this growth is fueled mainly
by increased growth in the transition econo-
mies. Excluding the transition countries, de-
veloping countries’ growth rates are projected

Figure 1.9  Growth of U.S. employment and productivity in manufacturing
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to decline from 5.3 percent in 1991–98 to 5
percent in 2002–2008.

The external environment
Long-term projections assume slightly stron-
ger growth for the industrial countries—2.5
percent G-7 growth contrasted with 2.4 per-
cent gains in earlier forecasts. Growth pros-
pects for the United States and the Euro Area
have been upgraded, but a more substantial
downgrading of potential GDP growth in Ja-
pan will offset these increases.

United States. Productivity growth has
picked up from 1 percent annually during the
1980s to 1.5 percent over the last five years,
rising to 2.2 percent in 1998. In the manufac-
turing sector productivity gains have averaged

4.3 percent over the last three years—nearly
double the 2.3 percent rate of the 1980s.
Output per hour in the manufacturing sector
rose by an annual rate of 7.5 percent in the
fourth quarter of 1998 (figure 1.9). While the
evidence on the sustainability of these advances
remains open to question, it appears to justify
a modest upgrading of long-term growth rates
to 2.7 percent from the 2.5 percent rate esti-
mated in Global Economic Prospects 1998/
99.

Europe. Several factors suggest that
growth may be considerably more robust than
the 1.8 percent pace experienced during the
1990s, and the 2.7 percent long-term growth
rate forecast for the Euro Area in last year’s
Global Economic Prospects has been revised
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Table 1.7  World growth, 1981–2008
(annual percentage change in real GDP)

Global
Economic

Global Economic Prospects 2000 Prospects
1998/99

 Estimate Forecasts

Region  1981–90 1991–98 1998     1999  2000    2001 2002–2008  2001–2007

World total 3.1 2.5 1.9 2.6 2.9 2.8 3.2 3.2

High-income countries 3.0 2.3 2.0 2.6 2.5 2.3 2.7 2.6
OECD countries 3.0 2.2 2.0 2.6 2.5 2.3 2.6 2.5
Non-OECD countries 5.2 5.7 1.2 3.0 4.0 4.6 5.2 5.1

Developing countries 3.3 3.2 1.6 2.7 4.2 4.5 4.9 5.2
East Asia and Pacifica 8.1 8.5 0.1 5.5 6.2 6.2 6.3 6.3
Europe and Central Asia 2.7 –4.0 –0.2 0.3 2.5 3.3 4.0 5.0
Latin America and
     the Caribbean 1.6 3.6 2.1 –0.6 2.7 3.5 4.2 4.4
Middle East and North Africa 0.7 2.9 3.2 2.0 3.2 3.5 3.7 3.7
South Asia 5.7 5.8 5.1 5.4 5.5 5.3 5.1 5.5
Sub-Saharan Africa 1.8 2.8 2.4 2.3 3.1 3.4 3.6 4.1

Memo items
East Asian crisis-5b 6.9 6.0 –7.9 4.4 5.3 5.1 5.3 5.2
Transition countries of Europe

and Central Asia 2.5 –5.1 –0.8 0.8 2.1 3.1 3.7 4.8
Developing countries, excluding

the transition countries 3.6 5.3 2.1 3.0 4.5 4.8 5.0 5.2

a. East Asia and Pacific includes the Republic of Korea.
b. Indonesia, Malaysia, the Philippines, the Republic of Korea, and Thailand.
Note: GDP is measured at market prices and expressed in 1987 prices and exchange rates. Growth rates over historic intervals are
computed using least squares method
Source: World Bank staff estimates, November 1999.
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upward 0.2 percentage points. The volatility
of European growth during the early 1990s,
which was tied to the imbalances caused by
unification of Europe’s largest economy, has
gradually faded. There has been considerable
progress in inflation reduction and fiscal con-
solidation. Efficiency gains associated with the
advent of the euro (reduced transactions costs,
deeper financial markets, and industry con-
solidation to serve the larger market) are likely
to emerge with time. Labor market and other
regulatory reforms, in tandem with stronger
investment in high technology—that will al-
low Europe over time to catch up to the United
States in this area—could support further pro-
ductivity growth. And despite substantial tran-
sition costs, the accession to the EU of five to
ten Central and Eastern European countries
will bolster reforms in the new entrants and
increase the EU consumer market by some 100
million people.

Japan. The prospects for a resumption of
rapid long-term growth in Japan appear dim.
The ongoing efforts to overcome the
economy’s deeper-seated structural problems
are unlikely to bear fruit for a number of years.
Successive government stimulus packages
during the 1990s have added to the debt bur-
den but failed to spur growth: GDP has grown
by an average of only 1.3 percent over the
1990s to date, compared with 4 percent in
the 1980s. The fiscal balance has ballooned
from a surplus of 2.9 percent of GDP in 1990
to an estimated deficit of 9 percent in 1999,
increasing gross government liabilities rela-
tive to output by 40 percentage points to over
100 percent. In the medium term fiscal con-
solidation is unavoidable, especially in light
of the increasing demands being made on the
public pension system by an aging popula-
tion. Recent progress in stabilizing the pri-
vate financial sector and the large-scale
corporate restructuring that will alleviate ex-
cess capacity and restore financial viability will
need to continue. These adjustments are likely
to result in a period of sluggish output growth
in both the public and private sectors, and
projections for trend growth have been revised

downward by 0.6 percentage points to 1.9
percent.

Inflation in the G-7 countries is likely to
remain low. Economy-wide efficiency gains in
the United States and Europe, expectations for
moderation in fiscal balances (in the latter,
owing to constraints imposed by Maastricht
criteria and the Stability Pact), and moderate
activity in Japan should keep inflation below
2.5 percent in the medium to long term. In
tandem with low inflation and diminishing
pressure on capital markets from the public
sector, real long-term interest rates are ex-
pected to decline gradually from their current
high levels of 4–4.5 percent to near a secular
average of 3–3.5 percent.

World trade growth. Despite stronger
output gains in the United States and Europe,
projections for world trade growth have not
been revised markedly (an upgrade of 0.1 per-
centage point to 6.4 percent). The projections
reflect a low growth profile in East Asia rela-
tive to precrisis trends and tighter external fi-
nancing constraints on many emerging
markets. These constraints may limit emerg-
ing markets’ ability to import at rapid rates
over an extended period.

Long-term trends in trade will also be
shaped by the eventual outcomes of the pro-
spective Millennium Round of the World
Trade Organization (WTO), for which frame-
work discussions commenced in late 1999
(box 1.2). Developing countries have substan-
tially reformed their trade regimes in the last
two decades and now have a much greater
stake in advancing trade reforms than they
have had in any previous round. Though the
Asian crisis and its aftermath have had a pro-
found effect on global trade and investment,
it has not led to major reversals in trade policy.
There is, however, little reason to be compla-
cent. Significant trade imbalances still exist
that could generate much deeper trade ten-
sions if they are left unresolved. Moreover, ac-
celerating the integration of the
least-developed countries into the global
economy will significantly enhance their pros-
pects for long-term growth.
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Commodity prices. The prospects for a
sharp recovery in commodity prices are not
bright. Non-oil commodity prices will increase
only an average of 3 percent in nominal terms
(0.5 percent in real terms) and are not likely
to reach and maintain their 1995–96 peaks
over the 10-year forecast period (figure 1.10).
Increased demand in industrial countries will
provide some support for higher prices, but
supplies will continue to outpace demand.
Technological improvements have reduced the
production costs of many commodities, and
currency devaluation in many important com-
modity-exporting countries will contribute to
increased global supplies.

Even if OPEC continues to withhold out-
put in the medium term to keep prices near
$20/bbl, oil prices will be under almost con-
stant downward pressure because of limited
growth in the demand for OPEC’s crude oil
and increasing competition from both oil and
non-oil energy producers. Production costs are
expected to continue to decline because of fur-
ther advances in technology (oil sands devel-
opment, for instance), including those for
competing fuels such as liquefied natural gas.
This development effectively puts a ceiling on

oil prices of around $20 per barrel for the fore-
seeable future.

Private capital flows. Through 2008 net
private capital flows as a share of GDP are
unlikely to exceed their precrisis highs of
around 6 percent for middle-income develop-
ing countries (“emerging markets”). But there
are a number of reasons private capital flows
should recover from current levels. Techno-
logical improvements in communications and
information processing, financial innovation,
and deeper financial intermediation should
continue to be propitious for international
capital flows. A resumption of faster growth
in developing countries will generate increased
opportunities for investment and hence de-
mand for capital. Prospects for medium-term
improvement in the U.S. current account bal-
ance, sustained current account surpluses in
developed Europe, and a decline in real inter-
est rates should increase the supply of funds
available for overseas investment, while Asian
current account surpluses are very likely to
decline. In the long term the global supply of
savings should increase with the aging of in-
dustrial country populations.

Figure 1.10  Long-term trends in commodity prices, 1990–2008
Current U.S. dollar indices; 1999=100
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work for dealing with trade-related issues than it
was for the quantitative reductions it made in trade
barriers. And there has been some concern regard-
ing backsliding—for example, “dirty tariffication”
and back-loading of the Multi-Fibre Agreement
(MFA) reforms. Moreover, developing countries,
particularly the poorest, have been slow to imple-
ment many elements of the agreement owing in
part to a lack of either human or financial re-
sources. Replacing lost fiscal revenues,  new report-
ing requirements, and required modifications of
domestic regulations and procedures have proven
to be a significant—and often overlooked—burden.
However, progress has been made in some of the
sectoral negotiations since the end of the Uruguay
Round, with agreements in telecommunications,
financial services, and information technology. An
extension of the Information Technology Agree-
ment has been postponed, along with the talks on
liberalizing maritime services (in which developing
countries have a considerable stake).

A built-in agenda for future negotiations. A
potential agenda for the next round could easily
include two dozen topics but will necessarily be
pared down to a shorter, more manageable list.
The so-called built-in agenda was essentially deter-
mined by the Uruguay Round Agreement. Specifi-

Box 1.2 Prospects for a new round of
multilateral trade negotiations

The World Trade Organization (WTO) is on the
verge of initiating a new round of multilateral

trade negotiations. The last round—known as the
Uruguay Round—was completed five years ago.
While the resulting agreement marked some signifi-
cant achievements, a wide range of trade-related
issues remain to be discussed in a new round.

Past achievements and the role of
developing countries
The Uruguay Round Agreement led to four broad
achievements:

1. further reforms of traditional trade barriers,
notably in textile and apparel, services, and
agriculture;

2. the establishment of frameworks for dealing
with less traditional trade barriers such as intel-
lectual property rights and technical and sani-
tary standards;

3. creation of the WTO, with its strong dispute
resolution mechanism and strict discipline;
and

4. increasing influence of developing countries.14

The Uruguay Round Agreement was perhaps
more important for improving the general frame-

The rise in flows from international capi-
tal markets is likely to be gradual, however.
The experience of the financial crisis and the
shift from fixed to floating exchange rate re-
gimes may encourage both borrowers and
lenders to take a more cautious approach.
Some developing countries are likely to move
slowly toward capital account liberalization,
and those with full convertibility are likely to
implement prudential controls and regulations.
Greater burden sharing with private investors
reduces moral hazard and increases investor’s
risk perceptions with respect to investing in
emerging markets. Stricter regulations for
banks in the BIS-area after the losses of recent

years, and diminished prospects of further
deregulation of institutional investment in
developing countries are also likely to dampen
flows to emerging markets. Significant vola-
tility in capital market flows can be expected,
with the major risks arising from uncertain-
ties in the world economic environment, par-
ticularly the performance of the U.S. economy
and developments in Japan.

Policies are likely to be more encourag-
ing for foreign direct investment as countries
continue to vie for foreign capital and skills.
Efforts are being made to promote long-term
investments rather than short-term flows.
Some countries, including Indonesia and Ko-
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Box 1.2 (continued)

cally, it calls for a renewal of negotiations in the
agricultural and service sectors. There is wide-
spread agreement—though with some dissenting
voices—that industrial tariffs will be included,
both because they are still at significant levels in
many sectors and regions and because including
them offers greater potential for trade-offs that
will lead to broader, deeper reforms. A future
round will most likely concentrate on reducing
trade barriers rather than on reforming the insti-
tutional framework set up in the previous round.

Reaching consensus on other agenda items
may prove more difficult. Developing countries
are particularly wary of entering into new agree-
ments where the burden of implementation is
likely to be heavy—for example, on customs
valuation. They are also disinclined to open
negotiations in areas that are perceived to intro-
duce new barriers to subjects where obtaining
agreement will be difficult to achieve for as-
sorted reasons, for example, government pro-
curement and state trading rules, trade-related
investment measures (TRIMs), and trade-related
intellectual property (TRIPS).

Developing country interests. The interests
of developing countries generally lie in a few
areas. Among these are:

• broad-based reduction in tariff and non-
tariff barriers, though with a more specific
concern to limit the scope of escalating and
peak tariffs;

• opposition to any backtracking on the MFA
phase-out;

• obtaining credit for past unilateral liberaliza-
tion; and

• ensuring commitments to greater movement of
persons (so called “mode 4” liberalization al-
lowing, for example, easier movement of con-
struction-related labor services).

Of greater relative importance for the least-
developed countries will be technical assistance,
capacity building, implementation of existing
agreements, erosion of preferences, and special
and differential treatment. Differences are likely
to appear at the sectoral level, most particularly
in agriculture. Agricultural exporters, notably
those belonging to the Cairns Group, will want to
see further progress on agricultural trade reform.
Food importers, however, will be concerned about
the impact of reduced agricultural export subsi-
dies on the terms of trade.15
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rea, have improved existing frameworks or
established new ones to promote direct in-
vestment and increase incentives for merg-
ers, acquisitions, and corporate restructuring.
Further progress can be expected in
privatization programs. Easing ownership re-
strictions and opening up protected core sec-
tors such as telecommunications and finance
to foreign investors will further encourage
foreign investment. In addition developing
real financial and regulatory infrastructure
should encourage long-term strategic invest-
ments. For these reasons, foreign direct in-
vestment is likely to increase in line with GDP
growth.

Structural weaknesses
The financial crisis has unveiled profound
weaknesses not only in the financial systems
of developing countries but also in their abil-
ity to intermediate domestic savings and large
foreign capital inflows. The crisis has contrib-
uted directly to the rise in bad loans, weak-
ened thousands of individual firms, and
created many direct and contingent govern-
ment liabilities. The size of these liabilities is
likely to increase before it starts declining. The
fundamentals that support growth in some
larger developing countries thus offer more
cause for concern today than they did before
the crisis.
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Developing countries face more than near-
term adjustment measures in their efforts to
establish sound financial markets and a stron-
ger underpinning for sustainable growth.
Domestic saving and investment need to be
encouraged. The fiscal costs of the crisis will
need to be recovered, while at the same time
resources will be required to boost the quality
of human capital and physical infrastructure
necessary to sustain growth, and institutions
capable of implementing reforms will need to
be strengthened. A review of these factors for
several large developing countries has led to
some downgrading (0.3 percentage points) of
assessments for long-term growth from the
projections prepared a year ago. These revi-
sions range from a full percentage point in
ECA, 0.5 points in Sub-Saharan Africa, and
0.4 points in South Asia to 0.2 points in Latin
America. Compared with actual growth in the
precrisis period, the largest reduction in growth
prospects is in East Asia, while most other
developing regions are expected to see faster
growth (table 1.7 above).

Although Russia achieved stabilization
more quickly than anticipated in 1999, recent
dynamics in the fundamentals required to sup-
port long-term growth have deteriorated. Re-
visions for Sub-Saharan Africa take into
account the likelihood of a more protracted
path to achieving long-term growth potential
in South Africa. The revised forecasts for Latin
America are based on increasing evidence of
“reform fatigue” in a number of countries and
the need for longer-term fiscal adjustment in
Brazil. More detailed information on the long-
term forecasts for each region can be found in
appendix 1.

Recent trends and prospects for
poverty in developing countries

Recent trends. The picture that emerges at the
turn of the century is one of stalled progress
for the poor and of rising numbers of poor
people in most developing regions. According
to recent World Bank estimates (World Bank

1999), the number of people in the world liv-
ing on less than $1 per day in 1998—1.2 bil-
lion—was virtually the same as in 1987.
However, some changes did take place during
this period. The number of poor rose to 1.3
billion in the early 1990s, but then declined
to about 1.2 billion in 1996. The poor as a
share of population and the number of people
living on less than $1 per day had both de-
clined substantially in the mid-1990s.16  The
global financial crisis halted this decline, and
preliminary estimates for 1998 indicate that
no further decrease has taken place since 1996
(tables  1.8 and 1.9).17

The largest change in trend occurred in
East Asia and Pacific, the region at the center
of the crisis. The number of people in poverty
in the region had fallen sharply before the fi-
nancial crisis, from 432 million in 1993 to 265
million in 1996. The crisis put an end to a
long period of rapid growth and led to sig-
nificant increases in poverty in the most af-
fected countries (see chapter 2). While the crisis
countries are now showing clear signs of re-
covery, it is too soon to assess the implica-
tions for poverty.

China—which accounted for 82 percent
of East Asia’s poorest in 1996—continued to
grow through 1998. The number of rural poor
fell from an estimated 358 million in 1990 to
208 million in 1997, an impressive achieve-
ment. However, survey data for 1998 show a
slight increase—from 211 to 213 million—in
the total number of poor in China between
1996 and 1998.

In South Asia, the incidence of poverty
(the share of the population living in poverty)
declined moderately through the 1990s, but
not sufficiently to reduce the absolute num-
ber of poor. The actual number of poor people
in the region has been rising fairly steadily since
1987. In India, home to almost half of the
world’s poor, the rate of poverty reduction
appears to have slowed in the 1990s, particu-
larly in rural areas. In addition, the gap be-
tween some of India’s largest and poorest states
and the richer states is growing. India’s poor-
est states exhibit slow progress in human de-
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Table 1.8a  Population living below $1 per day in developing and transition economies, 1987–98

Population Number of people living on less than $1 a day Headcount index
covered by (millions) (percent)

at least
one survey   1987    1990     1993    1996 1998 1987 1990 1993 1996 1998

Region (percent) Estimate Estimate

East Asia and Pacific 90.8 417.5 452.4 431.9 265.1 278.3 26.6 27.6 25.2 14.9 15.3
Excluding China 114.1 92.0 83.5 55.1 65.1 23.9 18.5 15.9 10.0 11.3

Eastern Europe and 81.7 1.1 7.1 18.3 23.8 24.0 0.2 1.6 4.0 5.1 5.1
Central Asia

Latin America and 88.0 63.7 73.8 70.8 76.0 78.2 15.3 16.8 15.3 15.6 15.6
the Caribbean

Middle East and 52.5 9.3 5.7 4.9 5.0 55 4.3 2.4 1.9 1.8 1.9
North Africa

South Asia 97.9 474.4 495.1 505.1 531.7 522.0 44.9 44.0 42.4 42.3 40.0
Sub-Saharan Africa 72.9 217.2 242.3 273.3 289.0 290.9 46.6 47.7 49.7 48.5 46.3

Total 88.1 1,173.2 1,276.4 1,304.3 1,190.6 1,198.9 28.3 29.0 28.1 24.5 24.0
Excluding China 879.8 915.9 955.9 980.5 985.7 28.5 28.1 27.7 27.0 26.2

Table 1.8b  Population living below $2 per day in developing and transition economies, 1987–98

Population Number of people living on less than $2 a day Headcount index
covered by (millions) (percent)

at least
one survey 1987 1990 1993 1996 1998 1987 1990 1993 1996 1998

Region (percent) Estimate Estimate

East Asia and Pacific 90.8 1,052.3 1,084.4 1,035.8 863.9 892.2 67.0 66.1 60.5 48.6 49.1
Excluding China 299.9 294.9 271.6 236.3 260.1 62.9 57.3 51.6 42.8 45.0

Eastern Europe and 81.7 16.3 43.8 79.4 92.7 92.9 3.6 9.6 17.2 19.9 19.9
Central Asia

Latin America and 88.0 147.6 167.2 162.2 179.8 182.9 35.5 38.1 35.1 37.0 36.4
the Caribbean

Middle East and 52.5 65.1 58.7 61.7 60.6 62.4 30.0 24.8 24.1 22.2 21.9
North Africa

South Asia 97.9 911.0 976.0 1,017.8 1,069.5 1,095.9 86.3 86.8 85.4 85.0 84.0
Sub-Saharan Africa 72.9 356.6 388.2 427.8 457.7 474.8 76.5 76.4 77.8 76.9 75.6

Total 88.1 2,549.0 2,718.4 2,784.8 2,724.1 2,801.0 61.0 61.7 60.1 56.4 56.0
Excluding China 1,796.6 1,918.8 2,020.5 2,096.5 2,168.9 58.2 58.8 58.6 57.7 57.6

Note: The numbers are estimated from those countries in each region for which at least one household survey was available during
the period 1985–98 (for many countries more than one survey was available). The proportion of the population covered by such
surveys is given in the first column. Survey dates often do not coincide with the dates in the above table. To line up with the above
dates, the survey estimates were adjusted using the closest available surveys for each country and applying the consumption
growth rate from the national accounts. Using the assumption that the sample of countries covered by surveys is representative of
the region as a whole, the numbers of poor are then estimated by region. This assumption is obviously less reliable in the regions
with the lower survey coverage. The headcount index is the percentage of the population below the poverty line. Further details on
data and methodology can be found in World Bank (forthcoming-a) and Chen and Ravallion (forthcoming).

velopment indicators, including health and
education indicators; low growth rates, par-
ticularly in the agriculture sector; inadequate
infrastructure; and weak and fragmented in-
stitutions. Based on experience, these states
will not see much impact on poverty even with

higher growth rates. If present trends continue,
the bulk of the poor in these states will be
unable to participate in future growth
(Ravallion and Datt 1999).

The new World Bank estimates indicate
that Africa is now the region with the largest

P R O S P E C T S  F O R  G R O W T H  A N D  P O V E R T Y  R E D U C T I O N



30

G L O B A L  E C O N O M I C  P R O S P E C T S

share of people living on less than $1 per day,
and prospects for improvement remain dim.
While average growth rates rose during the
1990s in many African countries, they remain
below levels sufficient to reduce the number
of poor people. In other African countries eco-
nomic growth remained low because of the
proliferation of conflict, political instability,
and, in some cases, adverse weather.

In Latin America and the Caribbean the
poverty rate has remained roughly constant
in the 1990s, despite the acceleration in eco-
nomic growth in many countries in the mid-
1990s, and the number of poor increased.
However, while the incidence of income pov-
erty (material deprivation as measured by per
capita consumption) has not declined, social
indicators have improved: adult literacy, life
expectancy, access to safe water, and infant
mortality are now at levels consistent with
what would be expected given the region’s level
of economic development.

In Brazil poverty fell by about 30 percent
in the two years following economic stabili-
zation in 1994. Poverty indicators then rose
in the aftermath of the Asian crisis. This nega-
tive trend continued after the Russian crisis,
and will almost certainly have worsened dur-
ing 1999. The most recent poverty measure-
ments available from the monthly employment
survey show that the headcount rate in met-
ropolitan areas in February 1999 was 10 per-

cent higher than before the onset of the Asian
crisis. One-third of the gains in poverty re-
duction achieved after the Real Plan have been
undone. Brazil has a significant number of
social protection programs that provide some
compensation for many of those affected by
the crisis, but many of the most vulnerable,
especially those in the informal sector, are not
protected. The unemployment rate showed a
worrisome increase, reaching, and now level-
ing off at, historically high levels of 7 to 8
percent since 1998, compared with 3 to 4
percent in 1993–96. Real wages, however, did
not decline significantly until the first quarter
of 1999.

In Central and Eastern Europe and Cen-
tral Asia the indications are that the upward
trend in the incidence of poverty has leveled
off in line with the leveling off of the down-
ward trend in GDP, although the estimates for
1998 are tentative. In the countries of the
former Soviet bloc poverty rose markedly from
1990 to 1996. Chronic poverty is emerging
as a vital concern in the region, because even
in countries with a robust recent growth record
the group of chronically poor appears to be
growing.

Real GDP per capita in Russia collapsed
in the 1990s, declining by 41 percent from
1990 to 1999. Furthermore, inequality—as
measured by the Gini index—increased sharply
from 0.24 to 0.39 from the late 1980s to the

Table 1.9  Projected growth rates in real per capita private consumption and changes in Gini
coefficients for 1999–2008

Scenario A Scenario B
Slow growth and rising inequality Inclusive growth

Growth rate  Change in Growth rate Change in
(percent per  inequality (percent per inequality

Region annum)  (percent) annum) (percent)

East Asia and Pacific 4.0 +10 4.9 0
Eastern Europe and Central Asia 2.7 +20 3.7 0
Latin America and the Caribbean 0.6 +10 1.7 0
Middle East and North Africa 0.4 +10 1.5 0
South Asia 2.4 +20 4.0 0
Sub-Saharan Africa –0.1 +10 1.0 0

Source: World Bank.
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mid-1990s (Rutkowski 1999). The number of
people living in poverty rose dramatically as
a result of these two forces. The profile of
poverty also changed during the transition
period, with large numbers of working and
unemployed adults and their children joining
the ranks of the “old poor” from before the
transition (Klugman and Braithwaite 1998;
Milanovic 1999).

Prospects for poverty reduction. What are
the prospects for reducing poverty in the me-
dium term? This section explores what might
occur under different assumptions with re-
spect to income poverty. The share of people
who will be living on less than $1 or $2 per
day in the future depends on how much per
capita consumption levels will change and
whether changes will affect people with dif-
ferent levels of consumption equally or will
affect some groups more than others. For
example, if average per capita consumption
levels increase equally for all—the poor as well
as the rich—then the share of those consum-
ing less than the threshold will decline. How-
ever, if consumption levels increase for the
rich only, then the share of the poor will re-
main unchanged. The processes that affect
how changes in aggregate consumption lev-
els are distributed across the population are
not well understood, so forming a judgment
on how many people will be living in poverty
in the future is difficult.

The World Development Report 1990 on
poverty (WDR 1990) (World Bank 1990)
made projections for 2000 of the proportions
of the population that would be living on less
than $1 per day in 1985 Purchasing Power
Parity terms under the assumption that “the
strategy recommended in the report gained
wider acceptance” (World Bank 1990, 138).
Under this assumption, the report forecast that
the global poverty rate would fall from 32.7
percent in 1985 to 18.0 percent in 2000,
representing a compound rate of decline of
3.9 percent per year. The Bank’s latest esti-
mates indicate a fall in the poverty rate from
28.3 percent in 1987 to 24.0 percent in 1998,
implying a compound rate of reduction in

poverty of only 1.5 percent per year. So the
WDR 1990 projections overestimated the
subsequent rate of poverty reduction, although
the report did state that “it would be pos-
sible to do somewhat better—or much worse”
(p. 138).

Where were the WDR 1990 projections
wrong?  In terms of the aggregate numbers,
China and India have the greatest weight, and
both experienced a slower pace of poverty re-
duction than anticipated, even though growth
was actually higher than predicted. The main
reasons were rising inequality in China and a
discrepancy between growth rates in consump-
tion as measured by the national accounts and
by household surveys in India, with survey
consumption growing much less than national
accounts consumption, and consequently far
less poverty reduction than expected.18   In the
rest of the world Central and Eastern Europe
and the former Soviet Union experienced nega-
tive growth and rising inequality, while Latin
America and the Caribbean, the Middle East
and North Africa, and Sub-Saharan Africa
experienced unexpectedly low growth.

The case of India is worth highlighting.
During the 1990s the growth rates of con-
sumption expenditure per person from the
Indian National Sample Survey have been
appreciably lower than implied by the con-
sumption component of the national accounts.
Possibly this captures actual developments
(reflecting the underlying differences in the
consumption concepts used by surveys versus
national accounts). More likely it stems from
data problems in one or both sources. For
example, if survey data fail to capture growth
in expenditures at the high end of the distri-
bution, they underestimate growth in both
average expenditure and inequality.

The scenarios for poverty in 2008 con-
tained in this report follow a methodology
similar to that employed in the WDR 1990,
but the underlying assumptions incorporate
the lessons learned from that experience. These
scenarios are also based on survey informa-
tion for many more countries: 96 compared
with 22 at the time of the 1990 projections.
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However, the projections should not be treated
as forecasts, but rather as representing a plau-
sible range of possible outcomes for poverty
based on alternative assumptions about
growth and inequality. Our understanding of
the quantitative dynamics of changes in pov-
erty and inequality remains incomplete (see
the end of this chapter for a discussion of the
uncertainties inherent in projecting growth).
There are also large uncertainties about the
relationship between growth and inequality
and about changes in inequality because of the
complexity of the forces at work. While most
countries have experienced little change in
aggregate inequality over time, this is gener-
ally the result of powerful countervailing
forces. To take one area of interaction, most
growing countries experience both a rise in
the relative demand for skills and a rise in the
relative supply of skills as education expands
that can lead to small or negligible changes in
inequality as these effects balance out.19

We develop two scenarios for the next
decade. Scenario A—slow growth and rising
inequality—entails little progress in reducing
the total number of poor in keeping with the
experience of the last decade. Scenario B—
inclusive growth—tries to capture what is
achievable if the right combination of poli-
cies and interventions leads to sustained
growth without increases in inequality.

In scenario A all regions experience rela-
tively low growth rates because of cyclical
boom and bust episodes, and inequality in-
creases. The recent experience of large vola-
tility in growth rates in developing countries
(see chapter 2), together with substantial near-
term risks to the outlook, centered in the in-
dustrial countries, suggest that longer-term
growth rates could be lower than projected in
the base case discussed earlier, especially
among the developing countries. This growth
scenario combines elements of the near-term
risk scenario—a “hard landing” for the U.S.
economy and attendant spillover effects—with
a pattern of medium-term recovery and sub-
sequent relapse of global growth (table 1.10).
The developing regions most adversely affected

are those with a high dependence on commod-
ity exports (the Middle East and North Af-
rica and Sub-Saharan Africa) or a reliance on
foreign capital flows (Latin America and the
Caribbean). Moreover, although less exposed
to external developments, fiscal and financial
difficulties in China and India are heightened,
spurring remedial policy responses that
dampen growth further during the downturns.

Scenario A also assumes that inequality
increases from current levels (current levels are
based on the distribution of consumption from
the latest available surveys for each country).
While inequality has shown a marked recent
tendency to increase in the transition econo-
mies, this has not been true of all developing
countries: inequality has increased in some,
but has fallen in others. However, scenario A
captures the widespread concern about up-
ward pressure on inequality across the devel-
oping world by building in rising inequality
in varying amounts by region. The Gini coef-
ficient is assumed to increase by 10 percent in
all regions except Central and Eastern Europe
and the former Soviet Union and South Asia,
where it increases by 20 percent. In Central
and Eastern Europe and the former Soviet
Union this is consistent with recent experience
(although the increase in inequality appears
to be leveling off).20  In South Asia the 20 per-
cent increase is in keeping with the rising in-
equality observed in some countries in the
region, such as Bangladesh. For India we as-
sume that the weaker effects of growth on
poverty observed in the 1990s also stem from
rising inequality that the survey data do not
fully capture. Under this scenario, inequality
in South Asia reaches the levels found in re-
gions of medium inequality, such as East Asia
and the Middle East and North Africa. Latin
America and the Caribbean and Sub-Saharan
Africa remain the two regions with the high-
est average inequality. Note that this scenario
implies increasing inequality also in regions
with very low or negative growth rates (Latin
America, the Middle East and North Africa,
and Sub-Saharan Africa). As the recent ex-
ample of Russia indicates, the social implica-
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tions of rising inequality in the context of
worsening standards of living are much more
worrisome than if they are accompanied by a
general increase in living standards.

Scenario B uses the growth forecasts in
the base case discussed earlier. The base case
posits a fairly smooth growth path for both
industrial and developing countries, beyond

near-term recovery from the recent episode of
financial crises, toward potential growth rates
by the end of the 10-year forecast horizon.
Contrary to current concerns, scenario B as-
sumes that inequality remains unchanged, as
has been the case in many countries over long
periods, and even in the countries of the former
Soviet Union recent evidence suggests that

Table 1.10a  Population living below $1 per day in developing and transition economies for 1998–2008
under scenarios of slow growth and rising inequality (Scenario A) and inclusive growth (Scenario B)

Number of poor Headcount index
(millions) (percent)

1998                            2008 1998                            2008

Region Estimate Scenario A Scenario B Estimate Scenario A Scenario B

East Asia and Pacific 278.3 182.8 72.1 15.3 9.2 3.6
    Excluding China 65.1 58.3 18.2 11.3 9.2 2.9
Eastern Europe and Central Asia 24.0 45.7 7.4 5.1 9.6 1.6
Latin America and the Caribbean 78.2 130.8 74.7 15.6 22.9 13.1
Middle East and North Africa 5.5 11.4 4.7 1.9 3.3 1.4
South Asia 522.0 465.0 205.9 40.0 31.0 13.7
Sub-Saharan Africa 290.9 406.2 329.8 46.3 51.5 41.8

Total 1,198.9 1,241.8 694.7 24.0 21.9 12.3
    Excluding China 985.7 1,117.3 640.8 26.2 25.9 14.9

Table 1.10b  Population living below $2 per day in developing and transition economies for 1998–2008
under scenarios of slow growth and rising inequality (Scenario A) and inclusive growth (Scenario B)

Number of poor Headcount index
(millions) (percent)

  1998 2008 1998 2008

Region Estimate Scenario A Scenario B Estimate Scenario A       Scenario B

East Asia and Pacific 892.2 632.0 482.7 49.1 31.8 24.3
     Excluding China 260.1 218.3 169.8 45.0 34.5 26.8
Eastern Europe and Central Asia 92.9 100.8 46.3 19.9 21.2 9.7
Latin America and the Caribbean 182.9 227.3 183.9 36.4 39.8 32.2
Middle East and North Africa 62.4 74.7 47.8 21.9 21.7 13.9
South Asia 1,095.9 1,083.0 945.4 84.0 72.2 63.0
Sub-Saharan Africa 474.8 604.2 568.0 75.6 76.6 72.0

Total 2,801.0 2,721.9 2,274.1 56.0 48.0 40.1
      Excluding China 2,168.9 2,308.2 1,961.2 57.6 53.5 45.5

Note: Scenario A—slow growth and rising inequality—entails little progress in reducing the total number of poor, in keeping with
the experience of the last decade. Scenario B—inclusive growth—tries to capture what is achievable if the right combination of
policies and interventions leads to sustained growth without increases in inequality.
Source: World Bank.
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inequality is stabilizing. Thus the scenario
describes what could be achieved if countries
adopted policies and interventions that fos-
tered inclusion, so that all benefited equally
from growth. (See box 1.3 for more detail on
the assumptions underlying the two scenarios.)

The assumptions underlying the two sce-
narios are reported in table 1.10. Tables 1.8
and 1.10 show the resulting poverty projec-
tions for $1 and $2 per day. For ease of refer-
ence, table 1.11 reports population figures.

The results of the two scenarios are very
different. Under scenario A the number of
people living in poverty would remain virtu-
ally unchanged, as in the experience of the past
decade. In 2008, 1.2 billion people would still
be living on less than $1 per day. The regional
composition, however, would change consid-
erably. The number of poor in Sub-Saharan
Africa would increase dramatically from 291

to 406 million people—almost 52 percent of
the region’s population—and numbers would
also increase elsewhere except in East and
South Asia. Similarly, more than 2.7 billion
people would still be living on less than $2
per day, more than a billion of whom would
be living in South Asia alone, with about 600
million more in Sub-Saharan Africa and 400
million in China. In Latin America, Central
and Eastern Europe, and Central Asia, both
the incidence of poverty and the numbers of
poor would increase, while in the Middle East
and North Africa a minor reduction in inci-
dence would be inadequate to reduce the num-
bers of poor.

Scenario B yields a brighter picture. The
difference is large: the number of people liv-
ing on less than $1 per day declines to about
700 million by 2008, and the number of those
living on less than $2 per day to about 2.3

can be sensitive to the way inequality changes.21

This can be a serious problem when the poverty
rate is low, because estimates at the tails of the
distribution can naturally be quite sensitive. For
the bulk of the developing countries, however, the
poverty rates are a safe distance from the tails.

Third, the impact of changes in growth and
inequality on the incidence of poverty is projected
using a model of the distribution of consumption
fitted to the data for each country at each base
date, rather than using fixed growth and inequality
elasticities of poverty.22  Researchers have found
that these elasticities can change substantially over
time, and they vary from country to country; thus,
the model used lets the elasticities vary over time
and between countries consistently with the data.
For example, the elasticity of poverty to growth
tends to be lower (in absolute value) in high-in-
equality countries (Ravallion 1997). The rate of
poverty reduction at any given rate of growth will
then be lower in countries with initially more un-
equal distributions, and it will tend to fall when
inequality increases.

Box 1.3 Technical discussion of assumptions

This box provides comments on the assumptions
underlying the poverty projections. First, the

projections do not allow for any correlation be-
tween growth rates and changes in inequality, for
example, higher inequality accompanying higher
growth. Experience does not suggest that a statisti-
cally significant correlation exists across develop-
ing countries as a whole (Ravallion and Chen
1997). In reality, most countries have grown with-
out experiencing any long-term increase in inequal-
ity. The World Development Report 2000/01
(World Bank forthcoming-b) will explore in more
depth the linkages between inequality and growth.

Second, the projections are based on an as-
sumption about the precise way inequality changes,
namely, that the distribution of per capita expendi-
tures (the Lorenz curve) shifts by an equal propor-
tion at all points. This is only one way in which
inequality may change. For example, an increase in
inequality may affect only the nonpoor, in which
case the poor would maintain their share of in-
come, and poverty would decline just as it would
with no change in inequality. Poverty projections
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billion (a smaller decline than in the number
of those living on less than $1 per day). How-
ever, even under the more optimistic assump-
tions underlying this scenario, progress in Latin
America and the Caribbean, and especially in
Sub-Saharan Africa, is inadequate to make sig-
nificant inroads into the numbers of the poor,
with a continued increase in numbers in Sub-
Saharan Africa in particular.

A comparison of the two scenarios illus-
trates the high degree of uncertainty about
whether the future pattern of development will
be accompanied by serious progress in reduc-
ing poverty and the significant risk that the
international development target for reducing
income poverty will not be achieved (see box
1.4). In addition, the range of what might rea-
sonably occur is even larger than portrayed.
One could argue that if structural and social
problems are not effectively tackled in South
Asia and East Asia the relatively robust growth
now forecast under the more pessimistic sce-
nario would be reduced further. However,
based on experience from across the develop-
ing world, more rapid growth and reductions
in inequality are, in principle, achievable in
Latin America and the Caribbean and Sub-
Saharan Africa, as well as elsewhere.

The fundamental message of the scenarios
is the centrality of effective public action at
the international and country levels to develop

the institutions and policies that will bring
about inclusive growth. The downside risks
are devastating for the prospects of millions
of people in the developing world, those now
living in desperately poor conditions; those
who would be born into a life of poverty; and
those at risk of falling into poverty because of
the national, local, and personal risks that will
certainly persist.

What policies and interventions could lead
to a pattern of rapid and equitable growth?
This is one of the central topics of the forth-
coming World Development Report 2000/01
(World Bank forthcoming-b) on poverty and
development and the issues can only be
touched on here. While significant uncertainty
surrounds the quantitative dimensions of fu-
ture changes in poverty, we know a great deal
about the kinds of public action that are ef-
fective in achieving inclusive development. At
the international level measures to ensure
steady growth in demand for products pro-
duced by the developing world are crucial. This
can be fostered through sustained growth in
the industrial countries; opening of trade, es-
pecially in agriculture, but also in other la-
bor-intensive activities; actions that reduce
volatility; and, of great importance for low-
income, aid-dependent countries, the effective
implementation of an enhanced HIPC Initia-
tive within the framework of an overall pov-
erty-oriented program of international
assistance.

At the national level, rapid inclusive
growth requires institutions and policies that
both encourage high levels of private and pub-
lic investment to create jobs, services, and the
infrastructure necessary to expand opportu-
nities for the poor and leads to gains in their
human and physical assets. Examples are poli-
cies that reduce disparities in growth rates
between urban and rural areas by fostering
the development of the rural nonfarm sector,
policies that ensure access to good quality
education for all and an equitable distribu-
tion of productive assets such as land, mea-
sures that tackle the economic and physical
insecurity that the poor face, and policies that

Table 1.11  Population estimates and
projections, 1998 and 2008

Population
(millions)

1998 2008
Region estimated projected

East Asia and Pacific 1,817.1 1,987.4
Excluding China 578.5 632.7

Eastern Europe and Central Asia 466.1 475.5
Latin America and the Caribbean 501.9 571.1
Middle East and North Africa 285.1 344.1
South Asia 1,305.3 1,500
Sub-Saharan Africa 628.3 788.7

Total 5,003.8 5,666.9
Excluding China 3,765.2 4,312.2
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foster mechanisms that give a voice to the poor
at the local level and ensure that formal insti-
tutions respond effectively to their demands.

Many observers would judge that India,
for example, which is central to the global
picture of poverty, is vulnerable to pressures
for rising inequality even, or perhaps especially,
if it undergoes rapid overall growth. For struc-
tural and institutional reasons the poor may
be particularly ill-equipped to participate in
such growth, notably because of low levels of
education and health, and because many are
living in states with weak institutions, a heri-
tage of distorted policies, and complex and
deep social divisions. To include the poor in
the growth process, the government would
have to confront the large differences between
rapidly growing and laggard states and the
dismal state of the education system and other
public services,  especially in the poorer states,
and ensure that local elites did not capture
decentralization processes. In China the gov-
ernment would have to confront poverty in
the more backward regions and among mi-
nority groups. If equitable growth were
achieved, the number of poor people in South
Asia would be cut by more than half and in
China to a fourth of current levels.

As noted earlier, in Sub-Saharan Africa
and Latin America even the combination of a
smooth transition to potential growth and no
increase in inequality in scenario B would not
lead to a reduction in the number of the poor.
Faster growth rates and a reduction in inequal-
ity would be needed. In Latin America a re-
duction in inequality of the order of 10 percent
could reduce the number of people living on
less than $2 per day from 184 to 142 million.
In Sub-Saharan Africa that would not be suf-
ficient: a decline in inequality of 10 percent
or more and an increase in growth rates of 20
percent or more above the assumptions of sce-
nario B would be needed just to keep the num-
ber of poor people constant.

If East Asia and South Asia achieve the
rates of growth and changes in inequality ex-
plored above, the regional composition of pov-
erty would change markedly, with a large rise

in Sub-Saharan Africa’s share of the world’s
poor.

Note that we have only examined the
implications of the expected growth rates for
the total number and share of the income poor.
This hides many issues. Even when the aggre-
gate poverty rate is falling, there will typically
be both losers and gainers among the poor,
reflecting heterogeneity in the circumstances
of poor people. Even when the incomes of poor
families are rising rapidly, they may not be
able to get adequate health care or schooling
for their children, because not enough of the
economy’s growth is being used to improve
key public services, with further implications
for the sustainability of the income poverty
reduction. Conversely, even with slow growth
in income poverty, effective public action can
result in gains in other dimensions of well–
being. The results presented here give us a
broad picture, but more detailed micro-
economic analysis is needed to understand
such diverse impacts and complete the overall
picture of how the living conditions of the poor
are evolving.

Risks to the forecast and a
low-case scenario

In light of the volatility of the international
environment, the macroeconomic forecasts

discussed above are subject to various risks.
An analysis of the forecasting errors that oc-
curred in relation to the onset and eventual
depth of the crisis in East Asia illustrates the
significance of these risks in an environment
of deeper financial integration (box 1.3). A
low-case scenario is developed to highlight the
principal risks attached to the baseline fore-
cast. The potential for economic disruptions
due to the “millennium bug” is discussed in
box 1.4.

Recent signs of recovery from the global
economic crises of 1997–98 are encouraging
but obvious vulnerabilities remain. Asia is be-
ginning to recover, but its structural weak-
ness persists. Latin America is still in recession,
and several crisis countries remain exposed
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to a sudden change in sentiment. The most
likely global scenario involves an upturn in
growth for both industrial and developing
countries over the next few years. But the un-
derpinnings of growth, especially in the de-
veloping countries, remain fragile. Capital
flows to emerging markets continue to be
scarce and expensive. In such an environment,

the prospective unwinding of large imbalances
in the industrial countries present the clearest
potential risks for these projections. Chief
among these risks are the consumption boom
(which is being driven by the stock market)
and widening external deficit in the United
States, and the continuing uncertain outlook
for Japan.

achieve the target. Only East Asia and Pacific (un-
der the assumptions of relative fast growth in that
region) would extend its great gains for the 1990s
and clearly reach the goal. By contrast, if the sce-
nario of more rapid and inclusive growth were to
occur (scenario B), the target could be also be
achieved in South Asia and in the world as a whole
(driven by the potential gains in Asia), but neither
Latin America nor Sub-Saharan Africa would be on
track to reach the target. As noted, these findings
are not predictions, but are intended to underline
the centrality of achieving inclusive development in
all countries and the magnitude of the challenge in
regions with weaker prospects, especially Sub-
Saharan Africa.

Box 1.4 Can the international development target
for reducing income poverty be achieved?

The international development target for income
poverty, one of the targets of the International

Development Goals, is to reduce the proportion of
people in absolute poverty by half between 1990
and 2015. 23  At a global level, this is interpreted as
reducing the share of people living below $1 per
day (at the national level using national poverty
lines would be appropriate). The projection exer-
cise undertaken for this report does not explicitly
assess the achievability of this target (see Demery
and Walton 1998). However, the implications of
the scenario exercise are illustrative. Under a sce-
nario with a plausible, but pessimistic, range of
assumptions on growth and inequality changes
(scenario A), the world would not be on track to
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Table 1.12  World, industrial, and developing countries in the low-case scenario
(annual percentage change)

  Estimate  Low-case scenario                           Base-case scenario

Indicator   1999 2000 2001 2002 2000 2001 2002

Real output (following adjustment)
World 2.6 1.2 1.2 2.9 2.9 2.8 3.0

G-7 countries 2.6 0.6 0.4 2.2 2.4 2.1 2.4
Developing countries 2.7 2.3 2.9 4.8 4.2 4.5 4.8

Sub-Saharan Africa 2.3 2.0 2.4 3.1 3.1 3.4 3.4
East Asia 5.5 4.5 4.3 6.4 6.2 6.2 6.2

ASEAN-4a 1.6 2.4 2.5 5.6 4.4 4.8 5.2
South Asia 5.4 3.9 3.9 4.6 5.5 5.3 5.3
Europe and Central Asia 0.3 1.0 2.3 3.9 2.5 3.3 3.6
Latin America and the Caribbean –0.6 –0.3 0.3 4.1 2.7 3.5 4.4
Middle East and North Africa 2.0 1.4 2.1 3.5 3.2 3.5 3.6

a. Indonesia, Malaysia, the Philippines, and Thailand.
Source: World Bank staff estimates, November 1999.
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magnitude of change across a number of important
macroeconomic dimensions (see table below). Chief
among these were:

• the extent of the decline in domestic demand,
especially the massive drop in investment;

• the unexpectedly severe 18 percent decline in
import volumes;

• weaker growth in export volumes 26  and the
sharp decline in dollar export prices, which led
to overestimation of export values expressed in
dollars; and

• the large shift to current account surplus (the
expectation that they would come to near
balance in 1998 turned out to be widely off
the mark).

Several of the crisis countries had enjoyed a
virtually uninterrupted period of growth (in the 6–
8 percent range) for nearly 30 years. Thus, a fore
cast that GDP would decline, albeit modestly, rep-

Box 1.5 Failing to forecast the severity
of the East Asian crisis 24

Much has been written about the failure to
predict the outbreak of the East Asian crisis,

but the virtually universal failure to anticipate the
severity of the crisis once it had erupted may have
been an even greater shortcoming. This section
attempts to identify the main sources of error in
World Bank forecasts completed at the end of
1997, when the crisis had already spread through-
out Southeast Asia and Korea. These forecasts
mesh together views developed by regional eco-
nomic specialists with a more systematic large-scale
global macroeconomic model. A significant portion
of the failure is assigned to the inadequate repre-
sentation of financial markets in macroeconomic
models, whether explicitly formulated or represent-
ing the way economists interpreted events.

A January 1998 25  analysis of the likely macro-
economic consequences of the financial crisis cap-
tured the direction of change in most countries and
was able to anticipate some of the main features of
the subsequent world crisis. But it badly missed the

Analysis of forecast errors for 1998, East Asia-5

Estimate Actual Difference

GDP growth (percent) –0.2 –7.7 –7.5
Domestic demand –6.0 –15.0 –9.0

Total investment –13.5 –31.3 –17.8
Exports GNFS volumea 18.0 10.6 –7.4
Imports GNFS volumea –0.8 –18.0 –17.2

Current account balance (billions of U.S. dollars) 7.3 66.2 58.9
Percentage of GDP 0.8 10.8 10.0

Merchandise exports (billions of U.S. dollars) 392.5 329.6 –62.9
Merchandise imports (billions of U.S. dollars) 362.8 268.8 –94.0

Balance of trade (billions of U.S. dollars) 29.7 60.8 31.1
Export price in U.S. dollars (percent) –5.9 –15.8 –9.9
Import price in U.S. dollars (percent) 1.2 –8.2 –9.4
Terms of trade (percent) –7.0 –8.3 –1.3

a. GNFS — goods and nonfactor services.
Source: World Bank staff estimates.
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Box 1.5 (continued)
resented a serious deviation from the trend growth
rate. It is clear in hindsight that the assessments
failed to incorporate some important features of
the Asian economies and of the channels for trans-
mitting the crisis to countries both within and out-
side the region. The forecast errors may be traced
to three interrelated factors:

The interactions of foreign credit and the do-
mestic financial system. The extent of the reversal
of capital flows and the financial panic induced by
fears of a currency devaluation were not adequately
anticipated. Even if they had been, the implications
of these large changes in the corporate and house-
hold balance sheets on investment and consump-
tion would not have been easy to quantify. Thus
the profound effects of the credit squeeze were not
predicted. Curtailment of working capital and
export credit—which were not reflected in the
model—appear to have contributed to the muting
of the export supply response.

Spillover effects. The extent and rapidity of
spillover effects from Thailand to neighboring
countries and Korea contributed to underestimates
of the depth of the recession in general and the
weaker than expected performance of exports in

particular. The mechanisms through which some of
these spillover effects affect international financial
markets are not clearly understood, and they are
not modeled beyond the standard linkages through
international trade, prices, and interest rates. Even
where bilateral trade linkages were small, the Thai
devaluation was seen as a warning that countries in
similar position could be hit.

The regional downturn. First, in a region in
which 50 percent of trade is conducted among
regional partners (including Japan), the simulta-
neous downturn in important export markets and
currency devaluation offset some of the anticipated
boost to competitiveness and export growth. Sec-
ond, the extent of the decline in dollar-based export
prices from the region placed additional constraints
on dollar revenues, pushing more adjustment of the
current account to the import side. Third, despite
renewed uncertainties, Japan was anticipated to
grow at more or less 1 percent in 1998, when in
fact GDP contracted by almost 3 percent. The
recession in Japan is estimated to have resulted in a
swing to the negative of about 5 percentage points
in export growth for the five East Asian crisis
countries.

A heuristic decomposition of GDP growth forecast errors, 1998
(percent)

Thailand Malaysia Rep. of Korea Indonesia Philippines

GDP growth forecast error –4.5 –10.4 –6.0 –12.3 –3.6
Effects of Japan recession –0.8 –1.5 –0.5 –0.8 –1.0
Effects of regional downturn –1.0 –2.8 –0.5 –0.8 –2.2
Terms of trade (percentage of GDP) –0.7 –0.5 –1.0 –0.5 –0.1
Residual effects –2.0 –5.6 –4.0 –10.2 –0.3

Memo items
Proportion explained by Japan,

regional downturn, and terms of trade 55 45 33 17 90
Proportion attributable to balance sheet

and further contagion effects 45 55 66 83 10

Source: Dadush, Riordan, and Wolfe forthcoming.
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correct affected software programs and imbedded
chips, and several recent papers report a low prob-
ability of major disruptions in economic activity in
the new year. 31  The United States may have re-
solved nearly all Y2K problems in financial institu-
tions, electric utilities, aviation, telecommunica-
tions, and the federal government. However,
problems remain in local government, health care,
education and small businesses. 32  Similarly, most
of the industrial countries report that by December
1999 Y2K related problems will be fixed in most
sectors, particularly the key sectors of finance,
energy and air transport. 33  However, the Interna-
tional Y2K Cooperation Center reports that errors
in business operations (such as in billing) may
cause backlogs and delays in operations and in-
creased business costs. Forecasts of the impact of
the Y2K bug are subject to considerable uncer-
tainty, given the immense numbers of systems af-
fected, the difficulties in finding all potential prob-
lems and in testing systems that have been fixed,
and the inevitable reliance on self-reporting rather
than independent verification.

Box 1.6 The possible impact of the Y2K
bug on developing countries

One risk to the short-term forecast is the poten-
tial impact of the Y2K bug, a computer mal-

function that may affect date-sensitive computer
programs. For two decades computer programmers
used only two digits to refer to calendar years. This
practice saved precious memory and increased
processing speed but made many programs suscep-
tible to failure in the year 2000, since computers
might interpret the digits “00” as 1900 rather than
2000. This problem could have a drastic impact on
operations supported by computers, causing any-
thing from the transmission of incorrect data to the
complete collapse of essential systems. The actual
provision of critical services such as power, water,
and telecommunications is not very dependent on
dates, and these services were the first targets of
remediation efforts. Severe interruptions in these
areas are not likely. Problems are more likely to
occur in support operations (such as billing and
repair systems) that could require time-consuming
repairs and degrade services over time. 30

Governments and private sector firms in the
industrial countries have made extensive efforts to

Many alternative scenarios for global
growth and financial flows are possible. An
extreme yet plausible “downside” case illus-
trates potential changes in the financing re-
quirements of developing countries within a
global environment of crisis—triggered in
this case by developments in the industrial
countries.

One potential scenario envisages contin-
ued rapid growth in U.S. domestic demand
over the remainder of 1999 and early 2000,
fuelled in large part by equity market gains.
In the context of tight labor markets, global
recovery, and firming commodity prices, this
growth clearly signals that inflation will ac-
celerate. In the early months of 2000, the Fed-
eral Reserve responds assertively to the

potential upturn in inflation by increasing the
Fed Funds rate by 100 basis points. Market
participants overreact in their reassessment of
equity valuation levels in light of changes in
the prospective growth environment, and eq-
uity prices fall by some 30 percent. In a sec-
ond and ensuing response, the Federal Reserve
lowers rates by some 200 basis points to re-
store market confidence, and the dollar falls
by 15 percent against major partner curren-
cies. In consequence:

• These developments are transmitted rap-
idly to equity markets, and the effect on
economic activity in Europe and Japan is
immediate. Wealth effects in all three blocs
dampen consumption growth, especially
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in the United States, and investment slows
sharply.27 The incipient European recov-
ery is muted, while Japan’s lack of fiscal
headroom leads to a relapse into re-
cessionary conditions. Growth in the G-
7 falls 1.8 and 1.7 percentage points below
the baseline in 2000 and 2001 respectively,
while G-7 import demand drops 4 and 3.5
percentage points below base in the same
years.

• For developing countries, effects are trans-
mitted through a further slowing in ex-
port market growth, declines in oil and
non-oil commodity prices because of de-
teriorating demand conditions, and in-
creased risk aversion in financial markets.
Risk aversion reduces emerging markets’

access to financing from sources other
than direct investment. For low- and
middle-income countries, these develop-
ments open an ex ante financing gap—
that is, an increased need for additional
financing to maintain domestic demand
in the face of adverse external shocks. That
need peaks at some $100 billion in 2001.28

Additionally, a simulation of the supply
side of international capital markets, us-
ing the assumptions of the low-case sce-
nario, suggests a reduction in flows of $75
billion versus baseline levels.29  In effect,
the imbalance between supply and de-
mand in external financing for develop-
ing countries widens to $175 billion
against the baseline.
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Box 1.6 (continued)
Already there are indications that the millen-

nium bug is having some impact on financial mar-
kets, and developing countries’ access to external
capital has been adversely affected as the year end
approaches. The markets are pricing in a liquidity
shortage in the new year, since forward curves
anticipate a rise of 50 basis points in the U.S. dol-
lar LIBOR in January 2000. This situation may
reflect the potential for Y2K disruptions or concern
that public anxiety over the millennium bug could
increase the demand for cash.

Remedial measures in developing countries
appear to be less complete. Awareness of the risks
posed by the millennium bug has come later than
in industrial countries. In the last two years gov-
ernments in a few of the larger countries and the
World Bank (through the infoDev program) have
had some success in increasing awareness of the
Y2K problem in the developing world. Devel-
oping countries are less reliant on computer sys-
tems than industrial countries, but they have
devoted fewer resources to fixing their systems,
in part because workers with the required exper-
tise are scarce, and many have been attracted by
booming demand for their skills in industrial
countries.

In August 1999 most of the 72 developing
countries responding to questions on Y2K
readiness reported only limited vulnerability.34 All
of these countries reported that Y2K-related
problems would be resolved by December 1999.
The U.S. State Department has carried out an
evaluation of potential Y2K problems in 106
developing countries (which represent 87 percent
of total GDP in the developing world), focusing on
the prospects for key sectors. Countries
accounting for 32 percent of the sample GDP had
a low risk of economic disruptions, countries with
57 percent of sample GDP moderate risk, and
countries with 10 percent of sample GDP high
risk. 35  The regions with the most countries with
high risk were ECA and Sub-Saharan Africa. By
contrast several of the Latin American countries
had low risk, and only a few moderate risk. It is
impossible to translate these subjective
impressions of the risk of economic disruptions
into plausible forecasts of the impact of Y2K on
developing countries’ growth. The risks of Y2K
causing an economic downturn in developing
countries as a group appear to be remote, but
nevertheless it is prudent to anticipate significant
problems with the new year.
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Although policy responses to these exter-
nal circumstances would vary widely across
developing countries depending on current
conditions, most countries would be obliged
to adjust through a compression of domestic
demand and imports. An assumed closure of
the financing gap on the demand side (almost
$100 billion) results in a loss of 2 percentage
points of growth for developing countries as
a group in both 2000 and 2001, implying a
loss of nominal GDP of some $260 billion.
Latin America and the Caribbean is hardest
hit, and continues in recession with growth
rates 3 percentage points lower, while the na-
scent recovery in the East Asian crisis coun-
tries slows considerably (table 1.12).

World GDP growth at 1.2 percent in 2000
(in technical terms, nearly a global recession)
under such a scenario would mark the weak-
est performance since the crisis years of 1982–
83, when high interest rates and debt stalled
the world economy. And recovery of world
trade and activity would likely be protracted
through 2002, as policy responses in the in-
dustrial countries take effect with some lag.
During this interval, and despite macroeco-
nomic adjustment efforts among developing
countries to stem widening current account
deficits, a $75 billion shortfall in external fi-
nancing persists (the reduction of private flows
from the supply side). This gap would need
be filled by some combination of reserve draw-
downs among developing countries, substan-
tial increases in counter-cyclical funding from
official sources, both multilateral and bilat-
eral, as well as additional ex post macroeco-
nomic adjustment efforts by developing
countries.

Notes
1. Global Development Finance. April 1999.

Development Prospects Group, World Bank, Washing-
ton, D.C.

2. Aggregate real per capita incomes in 1999 are
expected to decline or stagnate particularly in Latin
America, Sub-Saharan Africa, and the former Soviet
Union, as well as in selected oil exporting countries.

3. Though recent data and definitional revisions
have brought the household saving rate to positive
territory.

4. Calibrated to the 1995 Global Trade Analysis
Project (GTAP) database.

5. See McKibbin and Martin (1999) for  a simi-
lar analysis that also includes the effects of financial
transmission.

6. The demand shock in EA-5 and Japan was
simulated by shocking factor productivity.

7. Relative price changes are with respect to the
price of industrial countries’ manufacturing exports.

8. Evidence suggests that there was more adjust-
ment in so-called necessities than this analysis indi-
cates. In particular, it appears that households adjusted
consumption patterns to preserve educational expen-
ditures, which unfortunately are not identified sepa-
rately in the household consumption basket.

9. Chapter 4 contains a broader discussion of the
impact of the crisis on commodity markets.

10. FDI approvals declined 80 percent from their
1998 levels in Indonesia in the first quarter of 1999,
21 percent in China during January–July 1999, and
17 percent in Thailand during January–May 1999.

11. For more information, see the website for the
initiative at (www.worldbank.org/hipc).

12. In this index of financial conditions in emerg-
ing markets, a currency appre ciation is taken as in-
dicative of looser financial conditions, reflecting
reduced capital outflows or increased inflows.

13. World Bank 1998, Chapter 1.
14. Membership, as of November 15, 1999,

stands at 135 countries—over three-quarters of them
developing economies. Forty-five have joined since the
start of the Uruguay Round negotiations in the mid-
1980s. With the recent landmark trade agreement be-
tween China and the United States, the former is
expected to join the WTO by early 2000.

15. The World Bank is actively assisting develop-
ing countries in their preparations for the next trade
negotiation round. For further information on these
activities and the World Bank’s broader research
agenda on trade, see (www.worldbank.org/trade).

16. When shifting from 1985 to 1993 Purchasing
Power Parity terms, the poverty lines had to be recalcu-
lated. As in the past, the lower line was set at the level
of the lowest poverty lines in low-income countries. The
lines used for the new estimates are equal to $1.08 per
day and $2.15 per day in 1993 PPP terms (referred to
synthetically as $1 and $2 per day in the text), corre-
sponding to the median of the 10 lowest poverty lines
in low-income countries, and double that level.  See Chen
and Ravallion (forthcoming) and the September 1999
global poverty figures (World Bank 1999).
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17. The figures for 1998 are preliminary estimates
based on surveys for that year for a handful of coun-
tries and on older survey data, updated using estimated
growth rates in real private consumption per capita,
for the majority of countries.

18. Note that urban survey data for China do
not include migrants from rural areas to the cities. This
probably leads to an underestimation of the rate of
poverty reduction. Measurement methods in the offi-
cial tabulations from the survey data for rural China
are also believed to overestimate the rate of increase
in inequality (Ravallion and Chen 1999).

19. Moreover, the relationship between inequali-
ties in the return to skills and inequalities in overall
income or consumption is also highly complex, and
depends on patterns of labor force participation, house-
hold composition, and transfers, among other factors.

20. Not all countries in the region have experi-
enced significant increases in inequality. Countries such
as Hungary and Poland have not, but others such as
Russia have experienced significant increases.

21. To explain this assumption in more detail, we
need to consider the Lorenz curve, giving (on the verti-
cal axis) the share of total income, L(p), held by the
poorest p fraction of people (on the horizontal axis).
The projections assume that the Lorenz curve shifts in
or out by the same proportion at all points, relative to
the line of equality (in which everyone has the same
income, that is, L(p) = p). So the new Lorenz curve is
given by L(p) – g.(p–L(p)) where L(p) is the old Lorenz
curve and g is the proportionate increase in the Gini
index (Kakwani 1993). This assumption, which is
computationally convenient, is commonly made in dis-
tributional analysis, but represents only one of the pos-
sible ways in which inequality may change. Poverty
projections can be sensitive to seemingly subtle differ-
ences in how the Lorenz curve shifts over time (Ravallion
1999). As mentioned in the text, this can be a serious
problem when the poverty rate is low because estimates
at the tails of the distribution can naturally be quite
sensitive, but for the bulk of the developing countries
the poverty rates are a safe distance from the tails. How
much of a difference this would make for aggregate
poverty numbers is unclear. Errors in one direction in
one country could be offset to some extent by errors in
the other direction elsewhere.

22. The model uses flexible functional forms for
the Lorenz curve, and the models pass through a se-
ries of tests to assure that they fit well and satisfy the
properties required of valid Lorenz curves.

23. For information on the International Devel-
opment Goals and the other targets for improving well-
being, see (http://www.oecd.org/dac/Indicators).

24. This box is based on “Some Lessons from
Forecasting Errors in the Recent Crisis.” Dadush,
Riordan, and Wolfe forthcoming.

25. Global Economic Prospects and the Devel-
oping Countries Short-Term Update 1998, internal
document.

26. Export performance is biased upward by
Korea’s strong gain during the year. Export volume
growth for the affected ASEAN countries averaged
about 5 percent.

27. There is evidence that the wealth effects of
stock market changes can be small. Some studies
(Brayton and Tinsely 1996) have shown that for the
United States the marginal propensity to consume that
is generated by a change in corporate equity wealth is
only 0.3, with a mean response lag of 2 years. Yet the
rise in the share of households owning equity (40 per-
cent in 1995—and higher in 1999—contrasted with
32 percent in 1989) clearly amplifies these effects.
Moreover, the effects on confidence of a stock market
correction of the magnitude assumed in the scenario
(within the global context) could be especially adverse.
Concerns about the state of Japan’s economy and the
possibility of significant difficulties among financial
institutions attach more systemic risk to the unfolding
of the scenario.

28. The ex ante financing gap is the measured
change in aggregate current account balance for the
developing countries (from the baseline projections)
before any offsetting policy response at the country
level.

29. The simulation of the behavior of private capi-
tal flows in this low-case scenario is based on a model
of the past behavior of financial net flows (other than
foreign direct investment) to developing countries be-
tween 1979 and 1998. They are also based on assump-
tions from the global economic model about expected
growth in world trade, world GDP, developing coun-
try GDP, world interest rates, and an index of risk
aversion, relative to the baseline scenario.

30. McConnell 1999.
31. This is by no means a unanimous view. Every

shade of opinion on Y2K can be found on the internet;
compendiums of links on Y2K include (http://
home.att.net/~year2k), and (www.y2klinks.net/
Y2Kgen.htm).

32. Third Quarterly report on US Readiness for
Year 2000 issued by the President’s Council on Y2K
Conversion is located on (www.y2k.gov).

33. The International Y2K Cooperation Center
(at www.iy2kcc.org) and Gartner Group survey.

34. The survey was carried out by the Interna-
tional Y2K Cooperation Center.
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35. The grouping of countries was carried out by
the World Bank, based on the wording of the country
evaluations from the U.S. State Department. The sec-
tors covered were transportation, energy, telecommu-
nications, health, finance, local government, and water
and wastewater. The individual country information
can be found at the U.S. State Department’s Bureau of
Consular Affairs internet site (http://travel.state.gov/
y2kca.html).
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